O

ERIC

Aruitoxt provided by Eic:

DOCUMENT RESUME

ED 438 373 UD 033 342

AUTHOR Ladd, Helen F., Ed.; Chalk, Rosemary, Ed.; Hansen, Janet S.,
Ed. '

TITLE ' Equity and Adequacy in Education Finance: Issues and
Perspectives.

INSTITUTION National Academy of Sciences - National Research Council,

. Washington, DC.

SPONS AGENCY Department of Education, Washington, DC.

ISBN ISBN-0-309-06563~1

PUB DATE 1999-00-00

NOTE 327p.

CONTRACT RF95194001

AVAILABLE FROM National Academy Press, 2101 Constitution Avenue, NW,
Lockbox 285, Washington, DC 20055 ($34.95 plus $4.50
shipping and handling for one copy, $0.95 for each
additional copy; quantity discounts available). Tel:
800-624-6242 (Toll Free); Tel: 202-334-3313; For full text:
http://www.nap.edu/books/0309065631/html/index.html.

PUB TYPE Books (010) -- Collected Works - General (020)
EDRS PRICE MF01/PCl4 Plus Postage.
DESCRIPTORS Court Litigation; *Educational Finance; *Elementary

Secondary Education; *Equal Education; Financial Support;
Political Influences; Standards; Urban Schools

ABSTRACT

In the mid 1990s, the U.S. Congress requested a major study
of the U.S. system of elementary and secondary education finance by the
National Research Council (NRC). This volume of background papers was
prepared in conjunction with one part of the study. It includes eight papers
commissioned by the NCR's committee to inform its discussions about equity
and adequacy in education finance, two of the issues it was specifically
charged to address. The papers are: (1) "Concepts of School Finance Equity:
1970 to the Present" (Robert Berne and Leanna Stiefel); (2) "School Finance
Litigation in the Name of Educational Equity: Its Evolution, Impact, and
Future" (Paul A. Minorini and Stephen D. Sugarman); (3) "The Impact of
Court-Mandated School Finance Reform” (William N. Evans, Sheila E. Murray,
and Robert M. Schwab); (4) "Court-Mandated School Finance Reform: What Do the
New Dollars Buy?" (Margaret E. Goertz and Gary Natriello); (5) "The Politics
of School Finance in the 1990s" (Melissa C. Carr and Susan H. Fuhrman); (6)
"Educational Adequacy and the Courts: The Promise and Problems of Moving to a
New Paradigm” (Paul A. Minorini and Stephen D. Sugarman); (7) "Enabling
'Adequacy' To Achieve Reality: Translating Adequacy into State School Finance
Distribution Arrangements" (James W. Guthrie and Richard Rothstein); and (8)
"Performance Standards and Educational Cost Indexes: You Can't Have One
without the Other" (William D. Duncombe and John M. Yinger) . Each paper
contains references. (Contains 29 tables and 4 boxes.) (SLD)

Reproductions supplied by EDRS are the best that can be made
from the original document.




=2

Q

E

Aruitoxt provided by Eic

RicT

ED 438 373

U.S. DEPARTMENT OF EDUCATION \

Office of Educational Research and Improvement
EDUCATIONAL RESOURCES INFORMATION

I{ CENTER (ERIC)

This document has been reproduced as
received from the person or organization
originating it.

OO Minor changes have been made to
improve reproduction quality.

Points of view or opinions stated in this
document do not necessarily represent
official OERI position or policy.

2

NATIONAL RESEARGCH COURNGIL

BEST COPY AVAILABLE -




Q

ERIC

Aruitoxt provided by Eic:

Helen F. Ladd, Rosemary Chalk, and Janet'S. Hansen, Editors

Committee on Education Finance
Commission on Behavioral and Social Sciences and Education

National Research Council

NATIONAL ACADEMY PRESS
Washington, D.C. 1999 ,



NATIONAL ACADEMY PRESS ¢+ 2101 Constitution Avenue, N.W. « Washington, D.C 20418

NOTICE: The project that is the subject of this volume was approved by the Governing Board of the
National Research Council, whose members are drawn from the councils of the National Academy of
Sciences, the National Academy of Engineering, and the Institute of Medicine. The members of the
committee responsible for the volume were chosen for their special competences and with regard for
appropriate balance.

This volume was supported by Contract No. RF95194001 between the National Academy of
Sciences and the U.S. Department of Education. Any opinions, findings, conclusions, or recommen-
dations expressed in this publication are those of the author(s) and do not necessarily reflect the view
of the organizations or agencies that provided support for this project.

Library of Congress Cataloging-in-Publication Data

Equity and adequacy issues in education finance : issues and
perspectives / Helen F. Ladd, Rosemary Chalk, and Janet S. Hansen,
editors ; Committee on Education Finance, Commission on Behavioral
and Social Sciences and Education, National Research Council.
p. cm.
Includes bibliographical references and index.

ISBN 0-309-06563-1 (cloth)

1. Education—United States—Finance. 2. Educational
equalization—United States. I. Ladd, Helen F. II. Chalk, Rosemary
A. III. Hansen, Janet S. IV. National Research Council (U.S.).
Committee on Education. Finance.

~ LB2825 .E68 1999
379.1'1'0973—dc21

98-51230

_ Additional copies of this volume are available from:
" National Academy Press
2101 Constitution Avenue N.W.
Washington, D.C. 20418
Call 800-624-6242 or 202-334-3313 (in the Washington Metropohtan Area).

This volume is also available on line at http:/www.nap.edu

Printed in the United States of America
Copyright 1999 by the National Academy of Sciences. All rights reserved.




COMMITTEE ON EDUCATION FINANCE

HELEN F. LADD (Cochair), Terry Sanford Institute of Public Pohcy, Duke
University

THOMAS SOBOL (Cochair), Teachers College, Columbia University

ROBERT BERNE, Vice President for Academic Development New York
University

DENNIS N. EPPLE, Graduate School of Industrial Administration, Carnegie
Mellon University

SUSAN H. FUHRMAN, Graduate School of Educatlon Unlver81ty of
Pennsylvania

EDMUND W. GORDON, Yale University (emeritus)

JAMES W. GUTHRIE, Peabody College, Vanderbilt University

STEPHEN P. KLEIN, RAND, Santa Monica, California :

DIANA LAM, Superintendent, San Antonio Independent School Districts

LAURENCE E. LYNN, JR., School of Social Service Administration, Harris .
Graduate School of Public Policy Studies, University of Chicago

GARY NATRIELLO, Teachers College, Columbia University

ALLAN ODDEN, School of Education, University of Wisconsin, Madison

JOHN THEODORE SANDERS, President, Southern Illinois University

ROBERT M. SCHWAB, Department of Economics, University of Maryland

KENNETH A. STRIKE, College of Agriculture and Life Sciences, Cornell
University

STEPHEN D. SUGARMAN, School of Law, University of Cahfomla
Berkeley

JOAN TALBERT, School of Education, Stanford Umversﬁy

AMY STUART WELLS, Graduate School of Education and Information

- Studies, University of California, Los Angeles

JANET S. HANSEN, Study Director
ROSEMARY CHALK, Senior Program Officer
NEAL FINKELSTEIN, Senior Program Officer
ANNE MARIE FINN, Research Associate
THOMAS HUSTED, Senior Consultant

PAUL MINORINI, Senior Consultant

SHARON VANDIVERE, Senior Project Assistant
NATHANIEL TIPTON, Project Assistant

iii



The National Academy of Sciences is a private, nonprofit, self-perpetuating society
of distinguished scholars engaged in scientific and engineering research, dedicated to the
furtherance of science and technology and to their use for the general welfare. Upon the
authority of the charter granted to it by the Congress in 1863, the Academy has a mandate
that requires it to advise the federal government on scientific and technical matters Dr.
Bruce M. Alberts is president of the National Academy of Sciences. :

The National Academy of Engineering was established in 1964, under the charter of
the National Academy of Sciences, as a parallel organization of outstanding engineers. It
is autonomous in its administration and in the selection of its members, sharing with the
National Academy of Sciences the responsibility for advising the federal government.
The National Academy of Engineering also sponsors engineering programs aimed at
meeting national needs, encourages education and research, and recognizes the superior
achievements of engineers. Dr. William A. Wulf is president of the National Academy of
Engineering.

The Institute of Medicine was established in 1970 by the National Academy of
Sciences to secure the services of eminent members of appropriate professions in the
examination of policy matters pertaining to the health of the public. The Institute acts
under the responsibility given to the National Academy of Sciences by its congressional
charter to be an adviser to the federal government and, upon its own initiative, to identify
issues of medical care, research, and education. Dr. Kenneth I. Shine is president of the
Institute of Medicine. :

The National Research Council was organized by the National Academy of Sclences
in 1916 to associate the broad community of science and technology with the Academy’s
purposes of furthering knowledge and advising the federal government. Functioning in
accordance with general policies determined by the Academy, the Council has become the
principal operating agency of both the National Academy of Sciences and the National
Academy of Engineering in providing services to the government, the public, and the
scientific and engineering communities. The Council is ‘administered jointly by both
Academies and the Institute of Medicine. Dr. Bruce M. Alberts and Dr. William A. Wulf
. are chairman and vice chairman, respectively, of the National Research Council.

v



Contents

PREFACE ix
INTRODUCTION 1
1 Concepts oF ScuooL FINANCE EqQuity: 1970 To THE PRESENT 7

Robert Berne and Leanna Stiefel

2 ScHooL FINANCE LiTiGATION IN THE NAME OF EpucaTioNAaL EqQurry:
- Its EvoLuTiON, IMPACT, AND FUTURE 34
Paul A. Minorini and Stephen D. Sugarman

3  THE IMPACT OF COURT-MANDATED SCHOOL FINANCE REFORM 72
William N. Evans, Sheila E. Murray, and Robert M. Schwab

4 CouURT-MANDATED SCcHOOL FINANCE REFORM: WHAT Do THE
NEw DoLLARS Buy? 99
Margaret E. Goertz and Gary Natriello

5 THE PoLrtics OF ScHOOL FINANCE IN THE 1990s . 136
Melissa C. Carr and Susan H. Fuhrman

6 EbpucAaTIONAL ADEQUACY AND THE COURTS: THE PROMISE AND
PROBLEMS OF MOVING TO A NEw PARADIGM 175
Paul A. Minorini and Stephen D. Sugarman

v



vi , CONTENTS

7 ENABLING “ADEQUACY” TO ACHIEVE REALITY: TRANSLATING
ADEQUACY INTO STATE ScHooOL FINANCE DISTRIBUTIO!
ARRANGEMENTS : 209
James W. Guthrie and Richard Rothstein

8 PERFORMANCE STANDARDS AND EDUCATIONAL COST INDEXES:
You CAN’T HAVE ONE WITHOUT THE QTHER 260
William D. Duncombe and John M. Yinger

B1oGRAPHICAL SUMMARIES OF CONTRIBUTORS 298

INDEX ' 305

TABLES

2-1 Overview of Litigation Involving State Education Finance Systems, 41

2-2 Plaintiffs Won at State Supreme Court Level, 42

2-3 Plaintiffs Lost at Supreme Court Level; No Further Complaints Filed or
Further Complaints Also Lost, 44

2-4 Plaintiffs Lost in Prior Action; Further Complaints Have Been Filed, 45

2-5 Litigation Is Present; No Supreme Court Decision Has Been Rendered, 46

2-6 No Litigation Is Present or Case Is Dormant, 46

3-1 Summary of States with Court-Ordered Reforms, 1971-97, 73

3-2 Summary of Current Education Expenditures, 1972-92, 76 -

3-3 Impact of Court-Mandated Finance Reform on the Distribution of Educa-
tion Resources, 1972-92, 79

3-4 Summary of Resources Adjusted for Cost of Living Differences, 1992, 85

3-5 Impact of Court-Mandated Finance Reform on Per-Pupil Revenue by
Source of Revenue and Distribution of Household Income of Districts, 88

3-6 Impact of Court-Mandated Finance Reform on Per-Pupil Revenue by
Source and Race, 89

4-1 Basic Education Funding Formulas in Effect, 1992-93: Kentucky, New
Jersey, and Texas, 106

4-2 Changes in State Aid per Pupil, Local Revenues per Pupil, Tax Rates
(in mills), and Total Revenues per Pupil, 1989-90 to 1992-93: Kentucky,
New Jersey, and Texas, 108

4-3 Distribution of Education Revenues per Pupil and Tax Rates (in mills),
1989-90 and 1992-93: Kentucky, New Jersey, and Texas, 112

4-4 Selected Equity Statistics, Current Revenues per Pupil, 1989-90 and 1992-
93: Kentucky, New Jersey, and Texas,114




CONTENTS vii

4-5

4-6

4-7

4-8

4-9

7-4

8-1

8-2

8-3

8-4

7-2
7-3

Changes in Kentucky School District Per-Pupil Expenditure Patterns by
Function, 1990 and 1993, 116

Changes in New Jersey School District Per-Pupil Expenditures, by Cat-
egory, 1990-91 to 1993-94, 118

Spending Increases for Texas School Districts Between 1989-90 and 1992-
93, 120

Percentage Expenditure Distributions Across Major Functions for Texas
School Districts, 1989-90 and 1992-93, 120

Major New Expenditures in Kentucky, New Jersey, and Texas, 1989-90 to
1992-93, 122

Increased State Spending on Elementary and Secondary Education, 212
Wyoming Prototypical Model: Elementary School, K-5; Preliminary Costs,
239

Wyoming Prototypical Model: Middle/Jr. High, Grades 6-8; Preliminary
Costs, 240

Wyoming Prototypical Model: High School, Grades 9-12; Preliminary
Costs, 241 '

Education Cost Models (with and without New York City and Yonkers),
New York School Districts, 1991, 276

Comparison of Education Cost Indices for New York State School Districts
in 1991, 280

Correlations Between Education Cost Indices for New York State School
Districts in 1991, 283

Comparison of Predicted Performance Under Different Foundation Formulas
Relative to State Average Performance in 1991 for New York School Dis-
tricts, 287

BoxEs

West Virginia Supreme Court definition of an adequate education, 215
The Wyoming basket, 1990-1997, 217
The Wyoming legislative enacted 1997 basket, 218

J



Preface

In the mid-1990s, the U.S. Congress requested a major study of the U.S.
system of elementary and secondary education finance. In response to. this re-
quest, the National Research Council (NRC) set up the Committee on Education
Finance to undertake the study. The committee was established within the NRC’s
Commission on Behavioral and Social Sciences and Education.

This volume of background papers was prepared in connection with one part
of the committee’s study. The volume includes eight papers commissioned by
the committee to inform its discussions about equity and adequacy in education
finance, two of the issues it was specifically charged to address.

The preparation of this volume and the conduct of the larger study are sup-
ported by funds from the U.S. Department of Education that were appropriated as
part of the legislation for the Departments of Education, Labor, and Health and
Human Services in 1994 (P.L. 103-333). The study is being carried out under a
contract with the National Institute on Educational Governance, Finance, Policy
Making, and Management, part of the Department of Education’s Office of Edu-
cational Research and Improvement. The views expressed by the authors are
theirs alone and do not reflect the opinions of the Committee on Education
Finance or the U.S. Department of Education.

The committee acknowledges the valuable contributions of the authors, who
prepared and revised their papers within relatively short time periods, as well as
the committee members and reviewers who provided thoughtful advice and criti-
cism to the authors.

The papers in this volume have been reviewed in draft form by individuals
chosen for their diverse perspectives and technical expertise, in accordance with

ix

10



X PREFACE

procedures approved by the NRC’s Report Review Committee. The purpose of
this independent review is to provide candid and critical comments that will assist
the institution in making the published volume as sound as possible and to ensure
that the volume meets institutional standards for objectivity and evidence. The
review comments and draft manuscript remain confidential to protect the integ-
rity of the process.

We wish to thank the following individuals for their participation in the
review of this volume: John Augenblick, Augenblick & Myers, Denver, Colo-
rado; Dominic Brewer, RAND, Santa Monica, California; William Buss, College
of Law, University of Iowa; David Figlio, Department of Economics, University
of Oregon; Eric Hanushek, Department of Economics, University of Rochester;
David Monk, Department of Education, Cornell University; Richard Murnane,
Graduate School of Education, Harvard University; Lawrence Picus, School of
Education, University of Southern California; Andrew Reschovsky, Robert N.
Lafollette Institute of Public Affairs, University of Wisconsin; Julie Underwood,
Department of Education, Miami University; and Arthur Wise, National Council
on Accreditation of Teacher Education, Washington, D.C. Although these indi-
viduals have provided constructive comments and suggestions, it must be empha-
sized that responsibility for the final content of this volume rests entirely with the
contributing authors and the NRC.

Several staff members also made important contributions to this work:
Rosemary Chalk, a coeditor, was instrumental in shepherding the papers through
the production process and providing oversight and editorial guidance during the
preparation of the volume, Anne Marie Finn conducted extensive reference checks
for each paper, and Nat Tipton and Sharon Vandivere ably assisted the authors by
producing multiple iterations of the papers with technical efficiency.

This volume of background papers does not represent the committee’s find-
" ings and conclusions about the equity or adequacy of school finance in the United
States. Those conclusions must await the 1999 publication of the committee’s
final report. In the interim, the Committee on Education Finance hopes that the
insights and perspectives presented in the following papers will be useful to all
who are concerned with the challenges of achieving fairness in school finance
and establishing equal educational opportunity for all students.

Helen F. Ladd, Cochair

Janet S. Hansen, Study Director
Committee on Education Finance
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_Introduction

The U.S. system of education finance is characterized by large disparities in
funding and opportunities for K-12 education among schools, local school dis-
tricts, and states. These disparities have historical, constitutional, and social
origins: states play a major role in financing education, local school districts bear
significant responsibility for raising revenue for schools, the property tax is the
primary source of local revenue for school districts, and property wealth varies
significantly between districts within a state. As a result, districts with small
property tax bases typically find it harder than those with large property tax bases
to generate local revenue for schools. Compounding the problem, districts with
more-costly-to-educate youngsters are often not the ones with the large property
tax bases. Although the effects of low wealth or concentrations of costly-to-
educate students have been partially offset by small amounts of aid from the
federal government and larger amounts from state governments, significant dis-
parities remain both within and between states.

Spending disparities, especially those within states, have inspired education
finance reform efforts for decades. These reform efforts were initially driven by
the belief that it was inequitable to have high levels of spending in some districts
and low levels in others and, significantly, were quite separate from other reform
efforts dealing with broader areas of educational policy. In recent years, how-
ever, questions about finance reform have increasingly been linked to questions
about improving school performance. This linkage has taken on new importance
in light of widespread dissatisfaction with the quality of American education,
skepticism about the ways in which educational funds are used and distributed
within the public school system, and growing awareness of the economic and

1
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2 EQUITY AND ADEQUACY IN EDUCATION FINANCE

social disadvantages facing individuals whose educational achievement is low.
One manifestation of this broader concern has been the emergence of the com-
paratively new legal paradigm of educational adequacy which emphasizes the
adequacy, rather than the distribution, of resources available to districts and
schools and of the educational outcomes they produce. This new paradigm of
educational adequacy has spread rapidly in recent years and now serves as the

foundation for many current court cases and legislative deliberations.

Finance inequities and the linkages among education finance, school perfor-
mance, and academic achievement were among the concerns that led Congress to
ask the National Research Council to study the theory and practice of financing
elementary and secondary education by federal, state, and local governments in
the United States. The National Research Council responded by establishing the
Committee on Education Finance. The key question posed to the committee was:
How can education finance systems be designed to assure that all students achieve
high levels of learning and that education funds are raised and used in the most
efficient and effective manner possible?

Although funding disparities and the adequacy of funding levels, which are
the central concern of this volume, are one part of the puzzle requiring examina-
tion, they must be considered in connection with other important questions about
the education system. For example, while more equal funding across schools and
school districts might be desirable, it does not assure that funds would be directed
productively toward the goal of academic achievement, that students from
advantaged and disadvantaged backgrounds would have equal opportunities, or
that the educational opportunities for all students would be adequate to achieve
the desired outcome of their full participation in the civil and economic life of the
community. Efforts to equalize spending in order to enhance educational oppor-
tunities for disadvantaged students have also raised other concerns, such as how
much funding for education is sufficient for a state to meet its educational
obligations.

In developing our study, the committee had to consider an extensive amount
of research literature on educational finance and educational reform. To help with
this task, we have commissioned a number of papers. This volume presents a
selected subgroup of these papers, ones that focus explicitly on issues pertaining
to equity and adequacy in the U.S. education system. The authors examine the
legal, economic, and political forces that influence the response of the education
finance systems to shifting social concerns about racial discrimination, tax re-
form, wealth differences, and the problems of inner cities in American society.

The committee has chosen to publish these eight papers in advance of its
final report so they may assist not only us but also the policymakers and scholars
who grapple continuously with questions of equity and adequacy of school finance
formulas. The papers make a significant and timely contribution to the literature
on school finance reform by revealing important trends in the long struggle to
reduce disparities and equalize educational opportunities. They suggest that we

14



INTRODUCTION 3

‘are beginning to understand how state education finance systems respond to

court-ordered reforms and political forces within individual states. They reveal
the complex dynamics of how school spending and school districts adapt to
changes in state educational finance systems. They trace the evolution of finance
reform based on concerns about funding equity and indicate some of the possi-
bilities and pitfalls facing policy makers as equity-based reforms become increas-
ingly concerned with the adequacy of the educational opportunities provided to
children. -

The “shift toward adequacy” in school finance, as the papers in this volume
suggest, begins to make explicit the link between the funding of schools and their
educational performance. Yet these papers do not address in a direct way crucial
questions about how the financing system does or could influence the behavior
and effectiveness of schools. These questions are of central concern to the
Committee on Education Finance, however, and will be addressed in our final
report, scheduled for publication in late 1999.

Each paper in this volume represents only the views of the individual au-
thors. The papers were commissioned to inform the committee’s deliberations
and were not designed to provide a comprehensive review of all issues related to
equity and adequacy in education finance or to reflect the committee’s positions
on these issues. Among other things, these papers do not address issues such as
the impact of efforts to equalize funds on student outcomes, the relationship
between spending and student performance, or the performance or behavioral
incentives set up by general or categorical funding with the educational system.
Signs of disagreement also exist within the papers, such as the strength of the
relationship between the landmark equity cases in California (the Serrano cases)
and the passage of Proposition 13 in that state (see, for example, comments by
Minorini and Sugarman in Chapter 2 and by Evans, Murray, and Schwab in

Chapter 3 of this volume). We recognize that many other critical concerns about

educational finance are not addressed, such as the plight of disadvantaged stu-
dents, the concentration of poverty in urban areas, the impacts of the growth and
diversity of student populations, or the introduction of new technologies on the
financing of U.S. education. These issues, and others, will be considered in our
final report.

The eight papers in this volume trace the history and current status of efforts
to foster fairness in educational finance systems. The first paper, authored by
Robert Berne and Leanna Stiefel, seeks to clarify and define concepts of school
finance equity and to provide a firm conceptual framework for the papers that
follow. Two lawyers, Paul A. Minorini and Stephen D. Sugarman, then examine
the historical evolution, impact, and future of school finance litigation designed
to foster equity in the allocation of educational resources among advantaged and
disadvantaged districts.

The catalytic role of the courts is documented in the third paper by econo-
mists William N. Evans, Sheila E. Murray, and Robert M. Schwab. They show
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4 ' EQUITY AND ADEQUACY IN EDUCATION FINANCE

that states facing court orders were more likely to reduce within-state disparities
than states where reform was initiated by the legislature rather than the courts.
Moreover they show that two-thirds of the current disparities in per pupil funding
differences are attributable to cross-state differences rather than the within-state
differences that can be addressed by court orders.

Understanding why states differ in their ability to engage in successful fi-
nance reform requires the political perspective brought by Melissa C. Carr and
Susan H. Fuhrman. In Chapter 4, they describe the changing political landscape
of education finance reform during the past 30 years and report on case studies of
four states that highlight differences across states in their political environments and
hence their ability to reduce disparities. The fifth paper, by economist Margaret
E. Goertz and sociologist Gary Natriello, explores how finance reform is likely to
affect spending for specific purposes. Three conclusions emerge from their
analysis: (1) changes in school finance formulas increased local district spending
levels; (2) changes in formulas equalized spending somewhat (which is consis-
tent with the findings by Evans, Murray, and Schwab in Chapter 3 of this vol-
ume); and (3), perhaps most importantly, school districts used new money pretty
much the way they used old money.

In tracing the origins of adequacy in education finance, Paul Minorini and
Stephen Sugarman have prepared a second paper in this volume (Chapter 6) that
explains how the adequacy strategy developed in school finance litigation, how it
has been used in state courts, and how state courts have interpreted adequacy to
date. Their paper emphasizes that although the courts can be powerful influences,
they have limited power to determine the nature of state education systems. The
fashioning of acceptable finance strategies is commonly left to state legislators,
who must determine the goals and purpose of their state educational system and
the resource allocations that are necessary to provide a fair and adequate educa-

" tion to children from both advantaged and disadvantaged backgrounds.

The seventh paper, by James W. Guthrie and Richard Rothstein, who spe-
cialize in education and public policy, describes the conceptual and technical
challenges involved in operationalizing an adequacy standard and provides ex-
amples of how several states are addressing these challenges. A key problem for
the states is how to determine how much money a district would need to provide
an adequate level of education. Guthrie and Rothstein describe and assess three
approaches being pioneered by policy analysts and researchers. The final paper
by William Duncombe and John Yinger, from the fields of public administration
and economics, presents a technical analysis of one of these approaches, one that
focuses on the differential costs of adequacy for different groups of students. The
authors use a compelling metaphor to clarify the factors that affect the costs of
education, that of providing comfortable shelter under varying weather condi-
tions. But a tough question, which is beyond the scope of this paper, is whether
the “technology” of education (input-output relationships) is as well defined as
the technology of providing comfortable shelter. The Guthrie/Rothstein and

16
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Duncombe/Yinger papers differ in their assessments of the strengths and weak-
nesses of efforts to define the costs of adequacy, reflecting the fact that these
inquiries are in their infancy. Greater consensus about methods and magnitudes
ought to grow as the efforts mature. ‘

Drawing on the fields of economics, education, law, political science, public
administration, public finance, and sociology, the collection of papers suggests
the breadth of ongoing dialogues about ways to understand and measure the
significance and impact of selected forces in the educational environment. The
multidisciplinary analyses within this volume provide a rich context for identify-
ing key themes that shape discussions of equity and adequacy in education fi-
nance and influence the decisions of economic, political, legal, and educational
institutions. The Committee on Education Finance hopes that the insights and
perspectives presented in the following papers will be useful to all who are
concerned with the challenges of achieving fairness in school finance, establish-
ing high standards of educational performance, and assuring equal educational
opportunity for all students.

17
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Concepts of School Finance Equity:
1970 to the Present

Robert Berne and Leanna Stiefel

INTRODUCTION

The idea of “America as a land of opportunity” captures an essential part of
our national spirit and heritage, and public education is often viewed as the
institution that can transform that idea into a reality. Thus, to many, an equitable
system of education is one that offsets those accidents of birth that would other-
wise keep some children from having an opportunity to function fully in the
economic and political life of the community.

The idea of providing opportunity by using education as a vehicle has occu-
pied social scientists and educational policy makers throughout the twentieth
century, with the work of Ellwood P. Cubberley often.cited as the first to link the
method of finance with the faimess of the education system (Guthrie et al.,
1988:133). Early school finance work focused on the resources available to
children (inputs), although the authors of this work implicitly assumed that equal-
izing resources would also equalize performance and life outcomes. We now
know that the linkages between inputs and outputs are complicated. While a
common statement among experts in education is that changing resource alloca-
tion can lead to improvements in outputs if schools use their funds productively,
the enormous literature on education production functions is not conclusive about
which specific resources, under which particular circumstances, will affect out-
puts and outcomes (Hanushek, 1986; Ferguson and Ladd, 1996; Mosteller et al.,
1996).!

In addition to conceptual issues about the extent to which finance inputs are
related to improving performance, fairness in financing also runs headlong into

7
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8 . CONCEPTS OF SCHOOL FINANCE EQUITY

the particular American way of funding and delivering public primary and sec-
ondary education. All 50 states create public school systems that are generally
organized into local school districts and rely heavily on financing from local
property taxes. Property taxes in turn are based on property values that are
unequally distributed across school districts and across states. Beginning at the
turn of the century, the traditional policy response to inequities caused by unequal
property tax bases has been to restructure state financing systems to mitigate the
disequalizing effects within states while still maintaining the 50-state system.

Several key realities describe the challenge faced by Americans as they
strive to provide opportunity through public education, all within the context of a
federal system of state and local control. First, a well-accepted equity concept
such as equal opportunity includes many specific, different definitions. Some of
these differences, especially more recent ones, have their origin in whether stu-
dent performance or resource access is the ultimate goal of a finance system. The
different definitions then lead to different opinions among legislators, lawyers,
advocates, and the public about specific goals they are trying to achieve. Second,
unlike most other countries, in the United States the federal government provides

" a relatively small share of public primary and secondary education funding,
around 7 percent. State and local governments share roughly equally the remain-
ing 93 percent. Third, the reliance on individual states means that there are
actually 50 separate and different public education systems with substantial varia-
tion in finance, governance, and instruction. Fourth, equity in education has been
affected by litigation and court decisions, not at the federal level for broad-based
equity concerns, but instead at the state level, largely based on state constitutions.
Fifth, the popular press and journalists are active participants in the discourse
about education equity.2 While these factors have influenced school finance
over the past century, the most recent changes since 1970 have been dramatic and
important.

The 1970s mark the beginning of a significant period to examine school
finance equity, comparable to other times when major events changed the direc-
tion of K-12 finance legislation or law.3 The early 1970s were watershed years,
most dramatically marked by the California Supreme Court’s decision against the
state in Serrano v. Priest 1. This landmark case declared that “the quality of
education may not be a function of wealth other than the wealth of the state as a
whole” and ushered in a series of court cases, academic studies, and legislative
changes focused on the equity of state school financing systems (Guthrie et al.,
1988:201).

This chapter provides a framework for other chapters in this volume written
on more specific topics, such as the effects on school finance equity of litigation,
politics, legislation, and new concepts such as adequacy. This chapter begins
with an analysis of the development of major concepts of school finance equity
from 1970 to the present, including definitions of each concept. - Subsequent
sections describe how the concepts have been shaped over time by the courts,
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research, legislation, data availability, and school reform, and analyze five differ-
ent concepts of school finance equity that have been prominent since the 1970s.
Finally, we conclude with thoughts about the relevance of the concepts to today’s
challenges in school finance. ‘

DISTINCTIONS IMPLICIT IN ANALYZING
SCHOOL FINANCE EQUITY

Above all, the idea of equity involves value judgments about how to deter-
mine fairness in the financing of K-12 education. As such, there are many
different ways to approach a definition of equity. During the last quarter century,
as ideas about equity have evolved, several important distinctions have been
made. In some cases, these distinctions have emerged as part of the judicial or
advocacy processes that have played. such an important role in school finance
equity since 1970.

In order to facilitate the presentation in this chapter, we first identify and
define these distinctions. Although not every distinction is important to every
concept of equity, different combinations apply to each and we discuss the
distinctions in enough detail to be able to use them in the sections on equity
concepts.*

The distinctions characterize differences among equity concepts as applied
to school finance systems. A school finance system is a set of formulas and rules
for using publicly collected revenues to pay for K-12 education.’ In the United
States, each state is responsible for K-12 education within its borders and thus the
school finance system is established in state law, often supplemented by state
department of education regulations. Revenues to finance K-12 education come
almost equally from state and local sources (about 93 percent of the total) and
only in a small percentage from federal sources (about 7 percent of the total).
State revenues are derived from each state’s general tax and other revenues,
consisting in most states primarily of sales and income taxes. Local revenues are
derived mostly from property taxes and, to a lesser extent, from local sales and
income taxes. States usually delegate responsibility for provision of K-12 educa-
tion to local school districts and then design complex formulas to govern how
state funds will be distributed to those districts. A general formula often applies
to all students, with varying numbers of special formulas for different types of
students (e.g., at-risk, gifted, handicapped), for specific types of spending (e.g.,
transportation, buildings), and for differences among districts in costs and size.
In addition, state legislators often design some of the formulas to provide more
money to poorer districts and/or to match local spending more generously for
poorer districts. The federal government’s aid to states and local school districts
is almost entirely for special needs students such as economically disadvantaged
or at-risk (Title I) or disabled (P.L. 94-142).

Once the formulas are in place, school districts “respond” to them by decid-
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ing how much to spend per pupil. Increasingly over the last 30 years, voters in
states have placed limits on how much can be spent from local sources and
sometimes state sources as well. With this background in' mind, we describe
distinctions important to analyses of the equity of school finance systems.¢

Child Versus Taxpayer Perspectives

When equity is approached out of a concern for opportunity, in many people’s
minds the child or student perspective is paramount. Thus, school-age children
are most often the subject of an equity definition in school finance. Because we
are discussing the financing of education with public funds, however, taxpayers
are sometimes brought into definitions along with the children. Occasionally, the
interests of both groups are served simultaneously in the same definition.

When children are the subject of equity definitions, differences among the
children, such as whether they speak English as a second language, are mildly or
severely handicapped, have learning disabilities, or are poor or minority, become
important. Resources made available to different groups of children are often the
principal concern of equity discussions, sometimes with the emphasis on fairness
of access, but increasingly with an eye toward how differing resources relate to
the costs of bringing each group of children to an acceptable (or adequate) perfor-
mance level. :

The school finance and public finance conceptions of taxpayer equity do not
always conform to one another. From a school finance perspective, a system
would be judged fair to taxpayers if every taxpayer was assured that a given tax
rate would translate into the same amount of spending per pupil regardless of
where the taxpayer lived. From a public finance perspective, on the other hand,
a system would be judged fair to taxpayers on the basis of either the ability to pay
or the benefit principle. The ability to pay principle enables one to judge how
fairly tax burdens change as ability to pay changes.” Tax burdens are defined as
reductions in welfare, usually measured by changes in income, and ability to pay
is usually measured by annual or average lifetime income. Thus, while school
finance taxpayer equity compares tax rates to spending per child, public finance
taxpayer equity compares tax burdens to ability to pay.?

The benefit principle states that, where possible, taxation should relate to the
value of the services that the tax provides. This idea can only apply when a direct
relationship exists between a particular tax and a service (e.g., tolls and highway
maintenance) and when the service does not involve a significant public goods
aspects. While some have tried to link local property taxation and K-12 educa-
tion in this way, it is difficult to do in states that finance large shares of K-12
education through general state taxes.

In general, neither the courts nor advocates nor researchers in school finance
have focused on the public finance concepts of equity; rather, they have based
taxpayer equity on the idea of fairness of tax rates faced by or effort exerted by
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districts. Some exceptions to this are the occasional discussion of whether com-
mercial or utility property should be made a statewide asset for school finance
purposes or whether a major change in the school finance system will result in
such large changes in residential property values as to undo the intended direction
of equity (i.e., will changes be capitalized into property values in ways that make
unclear the direction of change for taxpayers’ real tax burdens?). But aside from
these occasional discussions of commercial property or capitalization, the vast
majority of school finance work on taxpayer equity has not used public finance
ideas.’

The Unit of Analysis

States, districts, schools, and students grouped by socioeconomic or other
characteristics have all been used as units of analysis in school finance equity
analyses. The federal government and analysts have often compared and ranked
states according to their school finance equity. Common questions using the state
as the unit of analysis are (1) Is state A more equitable than state B? and (2) Has
equity improved in state C? For any given state, the unit in most instances is the
district because the financing and provision of public education are carried out
largely through local school districts. Within districts, schools have been impor-
tant in two court cases and, in urban districts with large numbers of schools,
researchers and policy makers are increasingly interested in intra-district equity.
In addition, the school reform movement that emphasizes school-based decision
making, including budgetary decisions, potentially elevates the school to a posi-
tion of particular interest.!® Although the individual student is rarely the unit of
analysis, groups of students (e.g., poor versus rich, minority versus non-minority,
handicapped versus non-handicapped) have been used in some analyses. The
unit of analysis issue is often resolved with at least one eye on data availability
and another on the politics of school finance, the latter focusing on where the
power to change lies, which is often with the state or district. Political issues
involved in equity of school financing are discussed by Carr and Fuhrman (Chap-
ter 5 of this volume).

Inputs, Processes, Outputs, and Outcomes

One way to understand different approaches to school finance equity is to
examine the varying emphases on different stages in the “production” of educa-
tion. Some definitions of equity focus on inputs—Ilabor, equipment, capital—in
their dollar or raw unit forms. That is, the ideal is to have these inputs distributed
equitably, which is not necessarily equally. Sometimes the discussion ends here
with an assertion that it is inputs, measured in dollars, that should be the focus of
school finance equity. In other cases the idea of equity goes beyond inputs to
something further along in the education productipn process. For example, con-
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cern about issues such as what occurs in the classroom, what courses students
take, or educational tracking can be seen as a focus on equitable processes.

More recently, attention is turning to outputs (e.g., what schools produce,
such as types of achievement and graduates) and outcomes (e.g., lifetime accom-
plishments, such as earnings or health status) that are variously related to what
schools do. This output focus is consistent with the attention paid over the past
15 years to the quality of the U.S. education system in general and in comparison
with other nations. Focusing on output equity invariably leads to questions about
what levels and uses of inputs and processes are required to achieve desired
distributions or levels of outputs. As we will discuss later in the chapter, these
distinctions begin to hint at how the concepts of equity and adequacy interact.!!
Of course, specifying how processes relate to outputs within a school is very
difficult, both because of variations in factors outside the school environment as
well as uncertainties about the ways in which dollars and resources are currently
used or could be used more effectively within schools. Chapter 4 of this volume,
by Goertz and Natriello, explores some of these issues by reviewing what is
known about the patterns of personnel usage and service provision that result
from school finance reforms. Guthrie and Rothstein (see Chapter 7 in this vol-
ume), Duncombe and Yinger (see Chapter 8 in this volume), and Minorini and
Sugarman (see Chapter 6 in this volume) explore ideas of adequacy and its
relationship to inputs, outputs, and processes.

Alternative Groups of Special Interest

The connections between education equity and opportunity have oriented the
discourse around those who are most in need of enhanced opportunities. Low-
income, minority, and disabled students are often the most targeted groups in this
context, and the same general focus has been applied to low-wealth or low-
income taxpayers. Many court cases since the 1970s have focused on property-
poor school districts. This latter emphasis has proved problematic in some in-
stances because the correlation between poor districts and poor children is not
high. The chapter on equity by Minorini and Sugarman (Chapter 2 of this vol-
ume) discusses this issue when it addresses the United States Supreme Court’s
consideration of school finance.

Ex Ante Versus Ex Post Concepts

Ex ante concepts outline the conditions for equity in the statutory formulas of
K-12 financing systems. Ex ante concepts analyze the equity of statutory design
elements such as the way a formula provides aid for poor versus rich districts or
the way a formula is designed to provide additional funding for at-risk students.
Ex post concepts are used to analyze actual outcomes that result from behavioral
changes of school districts as they respond to the design elements of a school
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finance system. These observed outcomes may or may not differ from the in-
tended, ex ante ones. For example, legislators might design a school finance
formula that matches spending in a property-poor local school district at some
multiple of the matching rate of a property-rich local district. Such a formula
would have elements of ex ante equity with respect to property-poor and -rich
districts. Ex post, however, as property-poor school districts respond to the
matching rate, they might or might not spend equally per child compared to
property-rich districts. For example, property poor districts‘might spend less per
child for any number of reasons, including that the matching rate was not high
enough or that other factors (e.g., tastes or income levels of residents) were
working in the direction of lower per pupil spending.

Ex post concepts in school finance equity.are often measured using statistical
analyses of actual data. In some cases ambiguity is introduced because the
conceptual approach is ex ante while the empirical measurement is ex post.
Chapter 3 of this volume, by Evans, Murray, and Schwab, explores ex post results
by reviewing studies of the impact of reform of school finance systems on aggre-
gate and average spending as well as on spending and input disparities.

EQUAL OPPORTUNITY

The idea that public policy can be designed to improve or equalize the

opportunity for some Americans, coupled with the belief in education as one of
the most effective institutions in this regard, makes the concept of equal opportu-
nity the logical place to start a discussion of equity concepts. But while it may be
the right starting point and the most widely held value, our review of the history
of concepts of school finance equity since 1970 suggests that it is perhaps among
the more ambiguous concepts of equity.
*In positive terms, the general idea of equal opportunity is that all students
should have an equal chance to succeed, with actual observed success dependent
on certain personal characteristics, such as motivation, desire, effort, and to some
extent ability. In negative terms, the idea of equal opportunity is that success
should not depend on circumstances outside the control of the child, such as the
financial position of the family, geographic location, ethnic or racial identity,
gender, and disability. “Success” has been defined in many different ways,
including ability to obtain resources (often measured in dollars) while in school,
access to high-level curricular offerings, achievement on tests, and accomplish-
ments in life.

Equal opportunity is defined both ex ante and ex post. The ex ante idea is
that education should provide access to opportunity or a fair starting line, espe-
cially for students who are poor, minority, female, or disabled. An ex ante
question to be answered in order for equal opportunity to be achieved is: Are the
conditions set up to allow the possibility for all to “succeed”?

Equal opportunity is harder to define ex post than ex ante because the ex ante
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definitions can be general while the ex post ones must be specific in order to give
exact guidance to empirical work.!> One common ex post conceptualization of
equal opportunity assesses whether low-income and high-income pupils (or other
groups) have the same access to the education system, in terms of inputs (e.g.,
dollars of expenditures), processes (e.g., advanced placement classes), or outputs
(e.g., high achievement levels). There is some evidence that school finance
equity concerns regarding equal opportunity are moving farther along the pro-
duction process continuum, with output analyses appearing with greater fre-
quency.

Another explicitly ex post equal opportunity equity definition in school fi-
nance focuses on the relationship between education available to students and the
property wealth (or fiscal capacity) of their school district. This idea is so promi-
nent in earlier court cases and legislation that it has a name of its own—wealth (or
fiscal) neutrality. In Chapter 2 of this volume, Minorini and Sugarman summarize
equity litigation using the wealth neutrality concept.

Part of the ambiguity in the concept of equal opportunity is the intermingling
of educational and legal concepts: within the courts. Equal educational opportu-
nity is an educational concept, while the similar idea of equal protection is a legal
concept that extends to a wide array of public services. It is possible that efforts
to move the legal concepts of equal protection, and now adequacy, further into
educational cutcomes and processes (as opposed to just inputs) will encourage
the courts to address, with more specificity, the types of curriculum, program,
teacher quality, or technology that constitute “equal educational opportunity” or
“an adequate education.”!3

The equal opportunity concept is much broader in application to education
than in school finance issues per se. School finance equity has stressed one
particular formulation of equal opportunity—wealth neutrality—which we ex-

" plore more fully in the next section of the chapter. Nevertheless, some of the

more general thinking about equal opportunity in education has been influential
in the school finance area. One court case and three early books have been
particularly influential. Brown v. Board of Education (1954) riveted the nation’s
attention to inequality in educational opportunity, focusing on inequalities due to
differences in racial composition of schools. Although the Supreme Court did
not tie its findings in the Brown case to financing of schools, the subsequent
remedies to the findings involved additional financial resources, which quickly
affected school finance. Arthur Wise (1968) and more recently Peter Enrich
(1995) cite the theme of race in the Brown decision as one of three particular
themes in court cases that are important historically to the evolution of legal ideas
about school finance equity.'4

Equality of Educational Opportunity (Coleman et al., 1966), written for the
U.S. Office of Education to fulfill a legislative mandate of the 1964 Civil Rights
Act, surveyed principals and teachers about students and schools in an effort to
understand variations in school resources as well as their effects on student
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achievement. Its conclusions, the most controversial of which indicated that
students’ family and other background characteristics were more important than
school resources in determining school achievement, set off an academic and
public debate that continues today.!> Production functions relating inputs to
outputs have been reestimated using alternative units of analysis, measures of
inputs, outputs, controls, and functional forms. The continuing lack of consensus
among social science researchers about “whether money matters” has influenced
the development of concepts of school finance equity. With the controversy over
how outputs are influenced by increasing resources for schools, litigators appear
to be reluctant to argue too strenuously for output or outcome equity and perhaps,
until recently, academics are also reluctant to try harder to measure output equity.
The area of school finance equity is truly one where the major actors (courts,
legislators, academics, and the public) are influenced by one another’s work.

Christopher Jencks and co-authors followed Coleman et al. with a major
collaborative study, culminating in the publication of Inequality (1972).
Inequality’s most broad finding was that reducing disparity in income among
adults was most effectively brought about by attacking the problem head-on
rather than by trying to change personal characteristics, such.as education levels.
Income redistribution programs (including more progressive taxation systems)
would work better than changing inequality in education services. The last
paragraph of Who Gets Ahead (Jencks et al., 1979) makes the same point: “But
Inequality also argued that past efforts at equalizing the personal characteristics
known to affect income had been relatively ineffective. This assertion, sad to
say, remains as true as ever. Thus, if we want to redistribute income, the most
effective strategy is probably still to redistribute income” (1979:307).

Jencks et al.’s conclusions about education’s effect on the broader social
goal of income equality were even more pessimistic than the Coleman Report
conclusions. The latter emphasized that individual characteristics, not school
resources, were the primary determinants of one type of schooling success. Jencks
et al. went further to say that making education more equal would not make
incomes more equal.'®

The work of Coleman et al. and of Jencks et al. occurred at the beginning of
a long line of research on education production functions and in the middle of a
body of work on investment in human capital, both of which continue today
(Burtless, 1996). These works of the 1960s and 1970s that questioned the link
between resources and effects in education may have had a very particular influ-
ence on the development of school finance equity concepts by convincing those
working with school finance equity to stick more closely to inputs and processes,
waiting for more definitive, less controversial findings on the link to outputs
before using output concepts. More recent work is indeed beginning to challenge
the findings of the 1960s. For example, Ferguson and Ladd (1996) argue that
inadequate measures of resources may have influenced earlier findings and their
work provides an example of how more meticulous measures of inputs can lead

i
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to findings of positive effects of resources on outputs. As we will discuss below,
several other factors have contributed recently to an evolution of school finance
concepts away from an exclusive focus on inputs.

Arthur Wise’s Rich Schools, Poor Schools: The Promise of Equal Educa-
tional Opportunity (1968), based on his doctoral dissertation at the University of
Chicago, was more directly targeted to equity in the financing of schools than
were the works of Coleman et al. and Jencks et al., and as such it had a more
immediate impact on the development of school finance equity concepts. His
purpose, in his own words, was “to determine whether the absence of equal
educational opportunity within a state, as evidenced by unequal per-pupil expen-
ditures, may constitute a denial by the state of the equal protection of its laws”
(1968:4). Wise began his thinking on this issue in the mid-1960s, and a large
number of his ideas found their way into early court cases. For example, his
theoretical standard became a central argument in Serrano-type cases: “the qual-
ity of a child’s education in the public schools of a state should not depend upon
where he happens to live or the wealth of his local community” (1968:xi).

While Wise’s in-depth analyses of possible legal arguments applying the
equality of educational opportunity concept to school finance were highly influ-
ential in the 1970s, his analyses also raised many of the issues we still wrestle
with today. For example, he explored the meaning of the Coleman Report’s
results and concluded that “nonetheless, even in the absence of a demonstrated
relationship between inputs and outputs, the burden remains of defending the
current variation in educational spending” (Wise, 1968:141). He explored 10
alternative definitions of equal educational opportunity, many of which we still
use. Most prescient is his minimum-attainment definition, which reads quite like
the contemporary definitions of adequacy: “the minimum-attainment definition
of equality of educational opportunity asserts that resources shall be allocated to

* every student until he reaches a specified level of achievement” (Wise, 1968:151).

'The number of direct quotations from Wise in the last two paragraphs shows
how he both influenced and foresaw much of the evolution and debate about
school finance equity. His major contribution, however, lies with application of
the equal opportunity concept to school finance in the law and especially his
development of the wealth neutrality concept.

WEALTH NEUTRALITY

Wealth neutrality as a school finance equity concept specifies that no rela-
tionship should exist between the education of children and the property wealth
(or other fiscal capacity) that supports the public funding of that education. Al-
ternatively, it specifies that taxpayers should be taxed at equal rates to fund equal
education per child (generally defined as equal spending per child).

Wealth neutrality has been formulated both ex ante and ex post. The idea
argued in the Serrano court cases, that no child’s education should depend on the
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wealth of his neighbors, can be thought of as an ex ante idea.!” It led to the
formulation of the guaranteed tax base (GTB) formula for distributing state aid to
school districts, which, in its pure form, is constructed so that districts that levy
the same tax rates will spend the same amount of money per pupil.!8 GTB has
also been used as a way to achieve ex ante taxpayer equity based on the idea that
potential tax rate equity is a good measure of taxpayer equity.!®

A large amount of school finance research as well as legislative and court
activity has focused on the ex post definitions of wealth neutrality. Ex post
analysts look for statistical relationships (associations) between education, usu-
ally measured in dollars, and school district wealth. They ask whether or not
there is an actual association between educational inputs and ability to pay.
Much of the earlier work focused on district-level inputs (per-pupil dollars or per-
pupil resources, such as staff or teachers) and per-pupil property wealth.

The unit of analysis for wealth neutrality has been the state and its districts.
It is not a relevant concept at the school level because schools do not have the
authority to levy taxes, but rather districts and/or states levy taxes for the schools
within them.20 At the beginning of the period, the focus was on inputs; now, in
addition, users are interested in outputs and outcomes.

In Private Wealth and Public Education (1970), Coons et al. set the stage for
court and legislative activity in the 1970s in three ways: by establishing an ex
ante principle that could be used to argue for judicial intervention on the basis of
the Fourteenth Amendment (or its state constitutional versions), by demonstrat-
ing that the specifics of current state financing systems violated the principle both
ex ante and ex post, and by proposing a new system that would remedy the
problem. Their ex ante principle was that a child’s education should not depend
on his neighbor’s wealth, and their analyses showed that current financing sys-
tems did not prevent such dependence. They proposed the district power equal-
izing finance formula (DPE, also known as guaranteed tax base or GTB) as a way
to make a child’s education depend on local effort not wealth. Explicit in their
work was an emphasis on inputs?! and a remedy that preserved local choice.??

Trite but true, the rest is history. Private Wealth and Public Education wrote
the script for Serrano and many cases that followed, such as Levittown (1982)
and Abbott v. Burke (1985).23 It also stimulated analytical, legislative, and legal
work. Martin Feldstein (1975) showed that the power-equalizing formula does
not in theory sever the relationship between a community’s expenditures per
pupil and its wealth per pupil. School districts make decisions about spending
per pupil based on their local tax price, income levels of residents, and other taste
and socioeconomic factors. Feldstein demonstrated that district power equaliz-
ing does not correctly offset the effects of DPE’s tax price and other wealth-
related factors and, therefore, districts do not respond in ways that break the
positive wealth-spending relationship.24

Berne and Stiefel’s The Measurement of Equity in School Finance (1984)
presented a variety of ex post measures of wealth neutrality, including correla-
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tions, slopes, elasticities, and adjusted relationship measures from regressions of
objects per child on full value of property wealth per child. Applications of these
measures by numerous researchers in the years that followed demonstrated the
lack of wealth neutrality in the states, whether or not they had adopted a form of
power equalizing.2> Some state legislatures did change their systems to a form of
power equalizing, although none moved to a fully implemented system. In 1986-
87, six states used some form of this system, although by 1993-94 the number had
dropped to two (Gold et al., 1995).

Research using the wealth neutrality concept continues to this day. Using
1991-92 data, the U.S. General Accounting Office recently completed a study
that concluded that fiscal neutrality has not been achieved in most states: “Al-
though most states pursued strategies to supplement the local funding of poor
school districts, wealthier districts in 37 states had more total (state and local
combined) funding than poor districts in the 1991-92 school year. This disparity
existed even after adjusting for differences in geographic and student need-re-
lated education costs” (1997:2).26

Some economists advocate the use of broader tax bases to fund education in
order to make it more fiscally neutral and more acceptable to taxpayers (Strauss,
1995). Legal scholars are moving to new arguments in the face of defeats in state
courts and perhaps a desire to look at outputs, as described by Minorini and
Sugarman in their discussion of adequacy in Chapter 6 of this volume.

HORIZONTAL EQUITY

Horizontal equity, as a children’s concept, specifies that equally situated
children should be treated equally.?’ A challenge to users of the concept is how
to identify students who are “equally situated.” When analyzing inputs, research-
* ers have usually defined general education, at-risk (or educationally disadvan-
taged), and special education students as separate groups. Intra-group equality of
inputs is a reasonable criteria to apply to these groups. When the focus moves to
outputs, however, horizontal equity is more difficult to apply. Nobody argues
‘that outputs (such as achievement scores or graduation rates) should be the same
(perfectly horizontally equitable) for all students. On the other hand, we do not
use distinctions such as at-risk or disabled students to justify differences in out-
puts.2® Perhaps the idea of a sufficiently high level of achievement for all (one
possible version of the adequacy idea) is a more meaningful concept for outputs
than is horizontal equity.

The concept of horizontal equity has been used both ex ante and ex post,
although most school finance research work and evidence submitted in court
cases is ex post. Historically, analysts have applied the horizontal equity crite-
rion to states and their districts, but increasingly schools are being compared this
way as well. The concept with respect to inputs is well suited to school-level
analysis, since funds targeted and students served by general education programs
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(as opposed to funds and students in compensatory or special education) often
can be separated using school-level data, allowing intra-group analyses of equity.

Interestingly, the courts, even in the early 1980s when defendants were using
the wealth neutrality concept, often heard testimony about the degree of ex post
horizontal equity. States, including California, made arguments that their sys-
tems were improving in equity on the basis of measures of horizontal equity.
Horizontal equity is a useful concept if it is measured correctly, as intra-group
equality, with equally situated groups identified and separated in an analysis. On
the other hand, the concept is less useful when analysts apply horizontal equity
with no distinctions to all students and all funding streams, as has often been the
case in legal analyses.

Extensive research exists on horizontal equity using a variety of inputs and
alternative statistical measures. The statistical work has evolved from use of the
simple range to use of other measures that are identified with different values.
For example, the McLoone index is often used when there is interest in the
bottom of the distribution; the coefficient of variation is used when there is
interest in the whole distribution. The Theil measure is useful when the existing
variation needs to be separated into parts, such as the part due to variation be-
tween states versus the part due to variation within states, in a national study.

Berne and Stiefel (1984) summarized their earlier work in a book that dis-
cussed several concepts of equity and alternative ways to measure them quantita-
tively. Among the 11 horizontal equity measures they review are the federal
range ratio, the coefficient of variation, the McLoone index, the Gini coefficient,
and Theil’s measure. .

Data from Michigan and New York in the late 1970s were used to illustrate
what could be concluded, quantitatively, about ex post equity, including horizon-
tal equity. Many studies in the Journal of Education Finance subsequently
followed the book’s methods, applying them to other states. Three important
studies used data from most of the 50 states to compare various kinds of ex post
equity across those states (Schwartz and Moskowitz, 1988; Wyckoff, 1992;
Hertert et al., 1994). These cross-state studies were important because many
states previously had resisted such comparisons, insisting that their systems of
financing were unique, that the data across states were not comparable, or that
such studies would lead to unwanted federal intervention into a state function.

In 1995, the National Center for Education Statistics went a step beyond the
cross-state studies and quantified horizontal (and vertical) equity, using several
statistical measures, at the district level, across the entire United States (Parrish et
al., 1995). This study set a new precedent for using large amounts of district data,
but it did not clearly indicate how the omission of the state as a unit of analysis
was or was not important to the purpose of equity measurement. Evans et al.
(1997) also studied horizontal equity in all districts in the nation, with the express
purpose of looking for the effects on equity of state legislative action and court-
ordered reform. These authors used the Theil measure to quantify horizontal
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equity and did not measure vertical equity or wealth neutrality. They concluded
that reforms did improve (horizontal) equity.

Most recently, horizontal equity has been studied at the school level. Berne
and Stiefel (1994) looked at general education funding in New York City elemen-
tary and middle schools. Rubenstein (1998), Moser (1996), and Sherman (1996)
assessed the degree of horizontal equity in three other cities as part of a study of
school-level budgeting in large cities.

The staying power of the concept of horizontal equity is unusual, especially
since it could not reasonably be applied to outputs or outcomes. It is most useful
as a concept for inputs that involve equally situated students. Such application
requires that funding streams meant for compensatory or other purposes (such as
gifted programs) be separated from streams meant for all students so that intra-
group equality can be measured. To the extent that horizontal equity has been
used extensively by analysts, lawyers, and legislators, it is important to evaluate
the effects of trying to achieve it, as reviewed by Evans et al. in Chapter 3 of this
volume.

VERTICAL EQUITY

Vertical equity, a children’s concept that has been used both ex ante and ex
post, specifies that differently situated children should be treated differently.
Analogous to the challenge for users of horizontal equity, users of vertical equity
must identify “differently situated” students. This identification is usually done,
implicitly or explicitly, by identifying groups of students who differ in their
needs for quality or use of inputs to achieve defined levels of outputs. Thus, in
concept, vertical equity ties input equity to output equity. When inputs are
“adjusted” for the costs of educating various groups of children, as is often done
when vertical equity is measured, the adjustment is meant to indicate the amount
of additional resources that are needed (higher costs that are incurred) to bring
some students to given output levels. Such adjustments are empirically difficult
to execute. For example, many might agree that learning disabled students need
more resources, but how much more is not clear. One must define the outputs
that are the goal (e.g., minimum competency, maximum potential, sufficient
level, the point where the value of the marginal gain in output equals the marginal
cost of resources), and all require knowledge of the quantitative relationship
between inputs and outputs. Often we do not know enough about these quantita-
tive relationships to know how to adjust resources.

The state and its districts have been the traditional units of analysis for
vertical equity analyses. Now, as with horizontal equity, school-level data that
allow students and funds to be separated into general education, special educa-
tion, and other streams are resulting in an application of the concept at the school
level, where the separate streams can be linked to the “‘differently situated”
students.

31"



ROBERT BERNE AND LEANNA STIEFEL 21

Berne and Stiefel (1984) developed a conceptual definition of vertical equity
and then, in applications to district-level data in Michigan and New York, used
weights for students of various types to adjust for differences among the students.
They also assessed the effects of inter-district price-level differences.?® In Dis-
parities in Public School District Spending: 1989-90 (Parrish et al., 1995), the
authors used cost of education indexes, estimated by McMahon and Chang
(1991)3° for all districts in the United States, and weights, based on studies of
special education students (weight equals 2.3), average federal Title I allocations
for poor children (weight equals 2.0), and limited English proficient (LEP) stu-
dents (weight equals 1.2). School finance legislation in the states has addressed
vertical equity by weighting students according to needs or costs (37 states in
1993-94), by funding special needs programs categorically, or both (Gold et al.,
1995).

Recent empirical work by several economists has resulted in cost indexes
based on the economic definition of costs—resources that are consumed to pro-
duce given levels of outputs (Downes and Pogue, 1994; Duncombe et al., 1996;
Ladd and Yinger, 1989, 1994). The researchers have estimated district-level cost
functions that control (or statistically hold constant) outputs such as test scores
and dropout rates (and sometimes efficiency levels as well).3! These empirically
estimated cost functions then indicate the additional resources needed to achieve
output levels due to external (or environmental) factors outside a district’s control
(such as percentages of students in poverty, with disabilities, with limited English
proficiency, or living in single-parent households).3?> The cost functions in turn
can be converted to cost indexes, usually with a statewide average of 1.0, show-
ing relative costs by district. Such indexes are empirical efforts to adjust expen-
ditures for costs of obtaining given outputs and are thus useful in the measure-
ment of vertical equity. The chapter by Duncombe and Yinger (Chapter 8 of this
volume) is an example of this method.

Vertical equity is an appealing concept to many analysts because it takes into
account differences among pupils and (implicitly) outputs. Federal legislation,
such as Title I and the Individuals with Disabilities Education Act, is based on a
vertical equity idea. Beyond some basic agreements that some children need
more resources, however, there is little agreement on how much more. This
absence of agreement goes back to the research findings on production functions,
which have not been able to pinpoint exactly where and how more resources will
result in more achievement.

ADEQUACY

A Nation at Risk (National Commission on Excellence in Education, 1983)
changed the nature of the debate about the goals of public education, shifting it
for several years from its preoccupation with equity to concern about achieve-
ment, especially achievement of U.S. students compared to those in -other coun-
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tries with developed economies. Later in the 1980s a more balanced public
concern emerged, with both equity and excellence as goals. The increased focus
on outcomes, the continued appeal of equal opportunity, and the shift in legal
strategies as described by Enrich (1995) have increased the use of the concept of
adequacy in educational analyses.

Adequacy could be defined in a number of ways. One definition specifies a
level of resources that is sufficient to meet defined or absolute, rather than rela-
tive, output standards. In the words of William Clune (1995a:481), “adequacy
refers to resources which are sufficient (or adequate) to achieve some educational
result, such as a minimum passing grade on a state achievement test.”

Lawyers generally make a distinction between adequacy and equity. To us
the most useful distinction between adequacy and equity concepts is the focus on
sufficient and absolute levels in adequacy and on relative levels or distributions
in equity. ‘

There is an ex ante definition of adequacy that involves specifying the kinds
of outputs that must be achieved and even how they will be measured. The
Kentucky court went the furthest in a legal specification by listing seven capaci-
ties that were defined absolutely and not relatively.’?* In other court cases, such
as Harper v. Hunt in Alabama, lawyers used state and national input and output
regulations and standards to argue that Alabama’s system, by comparison, was
inadequate. The regulations and standards were ex ante ones, while the evidence
from Alabama was ex post. Thus, adequacy is also an ex post idea, lending itself
to quantification of results on various kinds of outcomes, such as test scores,
graduation rates, attendance rates, college enrollment rates, etc. Sometimes the
ex post measures are relative (to national ones for example), thus confusing a
conceptual distinction between adequacy as absolute, external levels and equity,
as relative distributions of levels.

The most recent New Jersey court case (Abbott v. Burke) and its remedy
point the way in which the courts, through the concept of adequacy, may possibly
join outputs, inputs, and processes. In New Jersey, the remedy has focused on
resources, curricular offerings, and support services available to poor districts
versus wealthy ones. While the idea is to provide an adequate education for
children in poor districts, the method for achieving this involves a focus on
details of programs, teacher quality, and technology. The New Jersey court has
wrestled with the concept of adequacy since its first court case in the 1970s
(Robinson v. Cahill).

Adequacy is a child-based concept. Conceptually, the unit could be the
individual child, but litigators in state school finance cases have thus far used it as
a district-level concept. The concept’s unit would probably follow the funding
patterns, so if funding were to go to schools, then the schools would be assessed
for their adequacy on the basis of levels of achievement of students in those
schools.

A distinction between adequacy and the way some equity concepts have
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been conceived historically is adequacy’s emphasis on outputs. The definition of
adequacy begins with the idea of adequate performance by students, which re-
quires specifications of performance in various kinds of output dimensions. But
we believe that it is conceptually most useful to maintain the distinction between
absolute levels (adequacy) and relative distributions of levels (equity). It is
entirely possible for inputs, outputs, and outcomes to be equitable or inequitable,
and it is possible for inputs, outputs, and outcomes to be adequate and inadequate.

Lawyers and judges have used the adequacy concept to apply to all districts
in some cases (e.g., Kentucky, Massachusetts) and to poor, urban districts in
others (e.g., New Jersey). William Clune is the most prominent advocate of using
the idea to apply, in particular, to urban, poor districts.3* His writing on the topic
has evolved from a description of adequacy that includes all children to one that
targets poor children. He has even ventured a rough guestimate of the cost of
adequate education in high-poverty schools: “the national average spending is
about $5,000 per pupil, and the total adequacy package is about $5,000 per pupil
above the typical budget of a high-poverty school, suggesting a total budget of
$10,000 per pupil per year” (1993:391).

In a volume of the University of Michigan Journal of Law Reform, edited by
Clune (1995b), several lawyers looked at applications of adequacy in three
states—Alabama, Oklahoma, and Kentucky (Morgan et al., 1995; Grossman
1995; Trimble and Forsaith, 1995). Julie Underwood, in the same volume, inter-
prets adequacy as a form of vertical equity, which is an interesting way to link the
previous equity work with the current legal concept of adequacy: “adequacy from
the perspective of ‘vertical equity,” meaning that different students should be
treated differently based on their special educational needs” (1995:493). Clune’s
definition, when targeted to high-poverty students, could be interpreted as a form
of output vertical equity where differences among students are based on their
family income.

Robert Berne’s article, in the volume he co-edited on Outcome Equity in
Education (1994), illustrates how outputs are related to poverty (and race) in one
of the largest states. This article has been used as “evidence” by some for the
need for adequacy-driven reform.

Legislators have also begun to use the concept of adequacy as they consider
remedies, even in cases where the court’s decision involved equity.33 Clune has
outlined a research agenda that would help implement the adequacy concept
(Clune, 1997), and some ongoing research on production functions and educa-
tional evaluation research of programs, such as Accelerated Schools and Success
for All, is helpful to his framework, although not necessarily carried out with
adequacy in mind.

Clune and others say that adequacy is a different concept from equity be-
cause it changes the focus from inputs to outputs and because it leaves behind the
idea of equal resources for all. As we note above, in a broader view of equity,
neither of these distinctions is essential, since outputs and outcomes can be ac-
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commodated in equity concepts and because fiscal neutrality, vertical equity, and
equal opportunity concepts of school finance equity do not require equal inputs or
resources per pupil. The use of minimum, albeit high levels of outputs, rather
than the use of the idea of relative levels (distributions) of outputs, does help
distinguish adequacy from equity. Whether people would be content to see vast
disparities in educational outcomes, once adequacy was achieved, is a matter of
speculation. And certainly one can think of equitable situations (condensed
distributions) that are inadequate. Perhaps California or some of the low-spend-
ing and low-achieving Southern states fall into this latter category.

SCHOOL FINANCE EQUITY AS WE ENTER THE
TWENTY-FIRST CENTURY

Equity is a concept that is steeped in values and requires conceptual clarity to
avoid spinning conceptual and empirical wheels and talking past one another.
Our review of school finance equity concepts since 1970 suggests that several
ideas seem to be reasonably well accepted among researchers, lawyers, and
policymakers. First, there are alternative concepts of equity, and no single con-
cept serves the purposes of all users, in part because people have different values
and in part because people use the concepts for different purposes (to argue court
cases, to design school finance systems, etc.). Second, children and taxpayers
each have a legitimate perspective from which to view equity. Third, we should
continue to examine inputs even as we move to using concepts of output equity
because many users (e.g., lawyers, the public) find input equity meaningful.
And, fourth, given the American structure of primary and secondary education,
states and school districts are important units of analysis.

Moreover, several recent trends are apparent. First, analysts are paying
greater attention to outputs throughout the broader field of educational policy,
and this attention can be seen in school finance equity discussions. Second, while
the school district remains an important unit of analysis, the school is increas-
ingly used as well, especially in areas such as governance, accountability, and
finance, that involve large, urban school districts. Decentralization, site-based
decision making, and school-based budgeting all foster a focus on the school
rather than exclusive attention on the district. Third, policy makers and lawyers
now frequently use concepts of adequacy. Fourth, the courts continue to be used
to achieve change that is not possible through the political process and in the state
legislatures. And, fifth, more detailed data bases permit greater differentiation of
pupil characteristics and funding streams, and this leads to greater use of vertical
equity, rather than the traditional reliance on horizontal equity alone.

The fifth point, which involves data availability and conceptual measure-
ment, deserves particular attention. Throughout the past 25 years, data availabil-
ity has been an important factor in determining how school finance equity con-
cepts and even court case remedies are formulated. For example, in the 1970s,

1
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many states were reluctant to measure within-state, intra-district, horizontal eq-
uity because of the incompatibility of how expenditures, revenues, and pupils
were counted. Researchers pushed ahead with data that were-available and now
the Department of Education produces data with standard definitions for all states
(Common Core of Data from the National Center for Education Statistics). Like-
wise, the relationships between financing inputs and student performance have
both driven and been driven by the kinds of data available. Twenty years ago,
most researchers could access cross-section, district-level data, with very imper-
fectly measured inputs. Currently, the federal government sponsors several stu-
dent-level surveys that follow students over several years (e.g., High School and
Beyond and the National Education Longitudinal Study). In addition, many
states collect and use student-level data for their performance systems. These
student-level data allow researchers interested in production functions to refine
their approaches. Remedies to court cases 25 years ago focused little on student
performance, but as states have begun to produceé numerous measures of perfor-
mance by district (and often by school), these measures have been picked up by
lawyers to help define and monitor adéquacy of school finance systems. The
importance of education to Americans, the large percentage of government ex-
penditures devoted to it, and the constant attention of researchers, legislators, and
lawyers have created pressures on state education departments and federal de-
partments to provide better data. Whatever the direction of causality, it seems
true that measures of school finance equity are intimately intertwined with the
data that can be accessed by analysts.

If equity remains an important value, and adequacy continues to grow in its
importance, then the research that links inputs to outputs will remain at the center
of debates over school finance equity. Individual studies confirm that under
some circumstances resources affect outcomes (Ferguson and Ladd, 1996;
Mosteller et al., 1996; Krueger, 1997). If that research, combined with the
extensive literature that already exists on the subject, can be interpreted to mean
that when resources are used well they affect outcomes and when they are used
poorly they do not, then we have a strong incentive to understand when effective
use occurs.

Although it is reasonably safe to maintain that the financing of primary and
secondary education in America will remain public, we can be less sure about the
constancy of public provision in the traditional form of public schools organized
in local school districts. Various changes that are being debated today, such as
voucher schemes and charter schools, may lead to significant structural changes.
How concepts of equity that developed within the framework of the traditional
school district and public school will or will not fit with these newer arrange-
ments remains to be seen.

In some ways, we have come full circle to the problems and issues that were
addressed three decades ago. Whether we look across states, within states across
districts, within districts across schools, or within schools across groups of stu-
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dents, it is hard to argue that we have achieved equity in education or in the larger
American society. Wide differences in property bases still persist and often lead
to inequities in finance; educational outputs and lifetime outcomes are still highly
related to socioeconomic status, race, ethnicity, and gender; and inequality in
income and wealth continues at high levels. In addition, there are serious and
widespread concerns that schools are not meeting society’s needs for an educated
workforce and citizenry as we enter the next century. Concepts of equity are
likely to be at the center of these issues that, unfortunately, do not appear to be
close to resolution.

NOTES

1. Review of the education production function literature is outside the
domain of this chapter. '

2. Jonathon Kozol’s (1991) book about education was a best-seller. The
New York Times devoted a week’s worth of articles (e.g., Hartocollis, 1997) to
the controversy stirred up by parental donations for a teacher’s salary at a local
public school and the debate about whether the practice was fair to other schools
with less affluent parents. The event made national news as well.

3. Other significant years in the history of K-12 education equity policy
and law are 1923 (publication of Strayer and Haig’s foundation plan for school
finance), 1954 (Brown v. Board of Education Supreme Court decision), 1965
(passage of the federal Elementary and Secondary Education Act [ESEA] with
Title I funding for poor children), and 1975 (passage of the federal Education for
All Handicapped Children Act, P.L. 94-142).

4. In previous work (Berne and Stiefel, 1984), we develop a series of ques-
~ tions that highlight the values inherent in equity concepts. These questions,
" briefly, are who, what, how, and how much. “Who” asks which groups are the
focus of the equity concept. The usual two choices are children and taxpayers.
“What” asks what objects will be used in the analysis, the choices being inputs
(dollars and/or real resources), processes, outputs, or outcomes. “How” identi-
fies the equity concept, which can include horizontal equity, vertical equity, and
equal opportunity. “How much” focuses on the statistical measure used to quan-
tify the other choices. We identify a large number of measures and specify the
values inherent in choosing each of them. One of the questions (How?) involves
choosing a concept. In this chapter, we put the emphasis on the concepts them-
selves and broaden the discussion to include other authors who have taken dif-
ferent cuts at equity ideas. Although decisions involving values must be made
about all four questions, the broader community of scholars and the public think
first of the concept. Thus the emphasis here is on concepts.

5. See Gold et al. (1995) for detailed descriptions of each state’s school
finance system and Odden and Picus (1992: Chapters 7 and 8) for a more techni-
cal explanation of alternative finance formulas.
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6. See Berne and Stiefel (1979) for more detail on how to apply equity
concepts to state finance plans.

7. Generally this is done by calculdting tax burdens as a percentage of
ability to pay, although researchers have also used other measures such as re-
gression coefficients relating burden to ability to pay or Gini type coefficients.

8. Economists use three alternative concepts of incidence or burden—ab-
solute, balanced budget, and differential. We are discussing absolute burden
here. See Rosen (1992:277) for the differences among the three alternatives.

9. If the courts or legislatures used public finance ideas, the remedies pro-

. posed or legislated for taxpayers would be quite different. Equal tax rates for
equal spending (a school finance principle) does not translate into particular
patterns of public finance incidence such as progressive, regressive, or propor-
tional tax burden, and each proposed school finance formula would have to be
studied from the public finance viewpoint. Such linkages of school finance eq-
uity to public finance equity are beyond the scope of this chapter.

10. Advocates of school-based budgeting have suggested that states fund
schools directly rather than through the intermediary of dlstncts Some charter
school funding works this way.

11. Kenneth Strike argues that the shift to outputs, combined with research
findings that much of the variation in outputs is due to factors outside the school
environment, results in an equity concept that is built on the schools compensat-
ing for outside-the-school factors in order to reach adequacy. (See Strike, 1988,
and personal communication.)

12. For example, Coleman et al. defined five alternative ways to measure
equal opportunity in his Equality of Educational Opportunity report (Coleman et
al., 1966). They note that “as a consequence, in planning the survey it was
obvious that no single concept of equality of educational opportunity existed and
that the survey must give information relevant to a variety of concepts”
(Coleman, 1968:16-17). This chapter is a review of school finance equity since
1970. Our objective is not to define or redefine equal opportunity, but to analyze
what others have written.

13. We thank an anonymous reviewer for this idea.

14. The other two themes cited by both Wise and Enrich as important his-
torically are wealth in criminal justice rights cases (the indigent criminal) and
mathematically equivalent treatment in legislative reapportionment cases (voter
equality).

15. One of the most famous and controversial findings of the report was
“. . . that schools bring little influence to bear on a child’s achievement that is
independent of his background and general social context; and that this very lack
of an independent effect means that the inequalities imposed on children by their
home, neighborhood, and peer environment are carried along to become the
inequalities with which they confront adult life at the end of school” (Coleman et
al., 1966:325).
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16. Christopher Jencks, in a personal communication, now believes there is
evidence to support the view that education can change outcomes for disadvan-
taged students; see also Jencks and Phillips (1998)..

17. When it comes to empirical measurement in Serrano litigation, ex post
measurement is common. :

18. It can be mathematically equivalent to a percentage equalizing funding
system, which had existed before in impure forms in states such as New York,
for example, but GTB was seen as new in the 1970s.

19. As this paragraph implies, wealth neutrality is both a child and taxpayer
concept. It began with the child in Coons et al. (1970), but developed to include
taxpayers as well. Sometimes it seems to be aimed at both at the same time. For
the child, analysts look at the relationship of the child’s education to the wealth
of the school district. For the taxpayer, the concept specifies equal tax rates for
equal spending per pupil.

20. The concept could be reconstrued to apply to schools if family income
of students attending the schools were substituted for community property wealth.

21. Coons et al. (1970:25): “Having chosen the objective standard, the mea-
sure of quality becomes not what is achieved but what is available. . . . What is
available becomes whatever goods and services are purchased by school districts
to perform their task of education. Quality is the sum of district expenditures per
pupil; quality is money.”

22. Coons et al. (1970:xxii): “We have a strong preference, and that prefer-
ence is for balance . . . we find equally offensive the current efforts to use the
Constitution as a battering ram for uniformity or even for compensatory educa-
tion. There are less polarized and destructive ways to approach the problem of
fiscal equity through the courts.”

23. See Sugarman and Minorini in Chapter 2 of this volume for more detail

* on the court cases based on the principle of wealth neutrality.

24. In fact, using empirical estimates from the then-existing Massachusetts’s
education finance system, Feldstein showed that: “the estimated elasticities there-
fore indicate that the widely advocated district power equalizing form of per-
centage equalization grant, which has a price-wealth elasticity of 1, would not be
wealth neutralizing but is more likely to result instead in an inverse relation
between local wealth and local educational spending” (Feldstein, 1975:88).

25. See the Journal of Education Finance in the years after 1984 for empiri-
cal studies of ex post wealth neutrality (for example, Kearney et al., 1990; Sample
and Hartman, 1990; and Johnson and Pillainayagam, 1991).

26. The authors of the GAO report devised a new measure, “the implied
foundation level” to quantify the degree of fiscal neutrality in a site. This mea-
sure simulated the minimum total funding per pupil each state could support for
all its school districts, assuming all districts were taxed at the same tax rate, that
the state share of funding remained constant, and that total state plus local spend-
ing remained constant. The report uses per-capita income as a measure of fiscal
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capacity because of the lack of property wealth numbers for districts in all the
states.

27. Horizontal (and vertical) equity are traditional public finance taxpayer
equity concepts that are used to judge the relationship between tax burdens and
income. We do not discuss them here as taxpayer concepts because they have
not been used extensively to date in school finance taxpayer equity analyses.

28. For example, if at-risk students have been treated equally to one another
throughout their schooling (and have been provided more resources than other
students), we would expect (hope) that the students would perform equally to
other students who are not at-risk by the end of their K-12 education (or even
before that).

29. Price adjustments are often part of horizontal equity analyses because
they are meant to adjust the nominal dollars to reflect differences in prices of
constant quality inputs across districts. Student weights are used in vertical
equity analyses to reflect differences in costs of educating pupils. Following the
publication of Berne and Stiefel’s book, many district-level vertical equity analy-
ses have been performed and reported in the Journal of Education Finance.

30. Since the publication of Parrish et al.’s Disparities in Public School
District Spending: 1989-90, Chambers (1997) has estimated new cost-of-educa-
tion indexes for all districts in the United States.

31. Duncombe et al. (1996) use Data Envelopment Analysis (DEA) as a way
to construct an efficiency index to include in their cost functions.

32. Downes and Pogue (1994) also estimate indirect cost functions or ex-
penditure functions as a way to empirically derive cost indexes.

33. See Trimble and Forsaith (1995:606-607) for a quote from Rose v. Council
for Better Education.

34. Clune (1995a:658): “The rest of this article is an effort to point toward
the direction of true educational adequacy for economically poor children.”

35. “The education debate riveting the Statehouse abruptly has shifted gears,
U-turning from how much to tax Ohioans to what to give them in return. . . . As
a result, lawmakers over the next two weeks are likely to enact sweeping reforms
aimed at improving student performance and holding schools accountable for the
money they spend and results they achieve” (Hallet and Marrison, 1997).
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2
School Finance Litigation in the
Name of Educational Equity:
Its Evolution, Impact, and Future

Paul A. Minorini and Stephen D. Sugarman

INTRODUCTION

Since the 1960s in America, individuals and groups seeking an increased
level or share of valued public benefits have often turned to courts for assistance,
hoping thereby to achieve their goals outside the traditional political process.
Courts have been especially receptive to these pleas when they are made by the
politically powerless and deal with matters of fundamental importance.

As this new judicial activism started taking hold, lawyers and scholarly

. advocates turned their attention to the financing of our public schools. They

focused on the way in which most states have historically relied on local property
taxes as a substantial source of funding public education (Enrich, 1995). Those
early advocates (and many subsequent legal scholars) viewed equity as an essen-
tial component of the principle of basic fairness. Yet, traditional school finance
arrangements, they argued, created grave inequities for children in the availabil-
ity of educational resources and opportunities. In light of the enormous impor-
tance of education, it is not surprising, therefore, that those inequities have been
the subject of intense litigation.

What is surprising, however, is the predominantly state law and state court
character of this litigation. Federal courts and federal law have played the central
role in lawsuits concerning other aspects of public education such as school
desegregation, student rights to free expression, and the needs of the disabled and
pupils with limited English proficiency. But the federal constitutional challenges
to school finance inequalities that were brought in the late 1960s and early 1970s
were ultimately unsuccessful.
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Nevertheless, school finance litigation has flourished in state courts. In these
cases, challengers have relied on equal protection clauses! and/or education
clauses? contained in state constitutions. By now, lawsuits challenging the legal-
ity of state systems of public school finance under state constitutions have been
brought in at least 43 states. In 19 states, courts have declared school funding
systems. unconstitutional and have ordered reforms—with varying degrees of
specificity and success. Court decisions in 24 states have rejected school finance
claims. In 9 of those latter states, however, challengers subsequently sought
relief under a different legal theory, and most of those cases are currently pend-
ing. If history is any guide, school finance litigation promises to remain active
well into the next century, at least in those states with perceived educational
“haves and have nots.”

This chapter examines the origins, evolution, achievements, and future
directions of school finance litigation. Despite dramatic state-to-state differ-
ences, the courts across the nation increasingly have become a voice in the school
finance debate. As will be seen below, however, the final resolution of complex
school finance issues in nearly all states continues to be determmed largely
through the legislative and executive processes.

EARLY THINKING: WEALTH-BASED DISCRIMINATION
AND THE FEDERAL CONSTITUTION

During the late 1960s, several scholars and lawyer activists began examining
America’s system of school finance, in which, everywhere but in Hawaii (which
has a single statewide system) and the District of Columbia, money raised by
local school districts through local property taxes was the heart of the scheme.
These newcomers to the world of school finance learned what experts in the field
had long known—that, by giving local governments the primary power and re-
sponsibility to raise funds and set spending levels in public schools, states had
created systems that substantially advantaged some children over others. Not-
withstanding the publication of the Coleman Report (1966), which raised doubts
about how much money really mattered in improving student outcomes, these
scholars and activists found a great deal unfair about the funding of the nation’s
public schools. : ‘

These early reformers put forward new legal theories, which in turn had
major implications for the role taken by judges and legislatures in changing the
way public schools would be financed. In other words, although each claimed
that the existing system violated the requirement of the Fourteenth Amendment
to the United States Constitution that states not deny individuals “equal protec-
tion of the law,” they differed greatly as to what equal protection required.

Arthur Wise was one of the first to lay his ideas out in print (Wise, 1968).
For Wise, the problem was that school spending varied dramatically from school
district to school district within most states. Indeed, in many states high-spend-
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-ing districts were able to lavish two, three, and in some cases even four or more

times as much per pupil on their students than what low-spending districts were
able to spend on their students.

The legal challenge he developed drew upon two important judicial develop-
ments in the 1960s—the school desegregation cases and the reapportionment
cases. Based on the school desegregation cases, Wise argued that public educa-
tion was a “fundamental interest” for equal protection purposes and thus could
not be distributed unequally within any state absent a “compelling state interest”
for doing so (and, he argued, there was no such compelling interest).3 Drawing
on the “one man-one vote” principle of the reapportionment cases,* Wise ad-
vanced a similar standard for public school finance: one scholar-one dollar. In
short, under Wise’s theory, the federal equal protection clause required an end to
unequal spending from district to district. This push for dollar equity is what
some scholars have referred to as horizontal equity (see Berne and Stiefel, Chap-
ter 1 in this volume).

Looking at the same spending patterns, UCLA law professor Harold
Horowitz turned to a different area of the law from which he developed the
principle of geographic uniformity (Horowitz, 1966; Horowitz and Neitring,
1968). He argued that, like a state’s law governing murder, school spending
could not vary within a state based on geography alone. To many, the implication
of this argument appeared to be the same as would follow from Wise’s prin-
ciple—uniform per-pupil spending statewide. But this was not necessarily so.
Under Horowitz’s theory, a legislature might decide, for example, to spend more
money on disabled or at-risk children. If it turned out that more of those children
resided in some school districts than in others, then more per pupil on average
would be spent there. Such district-to-district differences would be acceptable

~ under Horowitz’s principle because those differences would be based on student
" need and not geography. By contrast, it was not entirely clear just how Wise’s

“one dollar-one scholar” principle might, if at all, accommodate differential
spending based on different pupil needs. '

Some legal-aid lawyers who tackled the issue found both the Wise and
Horowitz principles ill-suited to their purposes. They developed an alternative
theory that focused primarily on unequal student need and the resulting impera-
tive, as they saw it, to spend more than average on the schooling of low-achieving
children from low-income families, many of whom lived in urban areas. Wise’s
equal spending rule would clearly not suffice. Horowitz’s geographic uniformity
theory only permitted, but did not mandate, what these advocates sought to have
the courts require.

The basic thrust of the legal-aid lawyers’ “needs-based” constitutional claim
was that rich and poor children had a right to have their educational needs
“equally” met. This principle, which some scholars have termed vertical equity,
required unequal spending (see Berne and Stiefel, Chapter 1 in this volume). The
legal-aid lawyers and their clients got to court first.

o
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A central difficulty with the needs-based claim existed, however. How much
spending does any child, or class of children, “need”? If “need” implies a level of
school spending necessary to achieve some sort of educational “outcome” stan-
dard, then exactly what outcome? And if “need” is not about outcomes, what
does it involve that a court could address? Would a court order whatever spend-
ing education experts thought is “needed”? But which experts? And “needed”
for what? In other words, the problem lay in identifying an acceptable constitu-
tional principle for courts to announce that contained the certainty and clarity that
seemed necessary (at least at the time) before the claimants had any hopes of
winning an equal protection case.

Federal courts were indeed troubled by just such questions when faced with
early needs-based claims, and these suits were promptly dismissed.> Mclnnis v.
Shapiro, a 1968 Illinois case, was first. The federal district court panel rejected
the claimants’ theory precisely on the ground that it could not discern judicially
manageable standards to gauge what students’ needs were and whether they were
being met. A similar conclusion was soon reached by a federal district court
panel in Virginia in Burrus v. Wilkerson (1969). The Burrus court concluded that
“courts have neither the knowledge, nor the means, nor the power to tailor the
public moneys to fit the varying needs of these students throughout the State”
(Burrus, 1969:574). Both Mcinnis and Burrus were appealed to the United States
Supreme Court, where they were affirmed without comment. Advocates would
have to wait several years for the nation’s highest court to opine on the merits of
school finance challenges.

In addition to the Wise, Horowitz, and needs-based approaches, a fourth

. legal strategy for attacking school finance inequities emerged in the late 1960s

(Coons et al., 1969, 1970). Working at Northwestern University Law School,
Professor John Coons and two students, William Clune and Stephen Sugarman,
developed a theory that combined a concern about poverty with the idea that
education was a constitutionally fundamental interest. In this respect, their legal
strategy was not unlike that of the legal-aid lawyers. But the Coons team cast the
shortcoming of America’s school finance systems in a different way. To them,
the constitutional evil was that the “poor” school districts had little property
wealth to tax in order to support their local schools, whereas “rich” districts had
lots of it. Although states offset some of the rich districts’ wealth advantage
through a variety of state aid formulas designed to assure all pupils some mini-
mum level of spending, enormous wealth advantages remained. Furthermore, the
poor districts tended to impose on themselves higher tax rates per dollar of
assessed value of property than did their wealthy counterparts. Yet despite the
greater “effort” made through higher tax rates (and notwithstanding the state aid
they received), property-poor districts had less money per pupil to spend.

This wealth discrimination, argued the Coons team, was unconstitutional.
They dubbed their core legal principle “Proposition I (later referred to as the
theory of “fiscal neutrality”): the quality of public education, measured most
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commonly by looking at dollar inputs, may not be a function of wealth other than
the wealth of the state as a whole.

Since Proposition I attacked the formal structure of school finance systems,
it would be relatively easy for the courts to apply, unlike the needs-based theory
of the legal-aid advocates. Moreover, so long as the amount of resources avail-
able to a pupil was not determined by the amount of the district’s local wealth, it
left room for the state to choose among several finance options. Under Proposi-
tion I, states could adopt Wise’s one dollar-one scholar idea. States also could
elect to spend more on educationally needier poor children than on children from
other families—the goal of the legal-aid lawyers. Moreover, in contrast to
Horowitz’s theory, Proposition I allowed geographic-based differences in spend-
ing. For example, if two districts were equally wealthy, it would not be unconsti-
tutional for one to choose to spend more than the other by taxing itself more. Put
differently, the Coons team sought to end the long-existing politics of school
finance, in which the poor districts were pitted against the rich ones, and to
replace it with a politics that concerned itself more with educational objectives.

To demonstrate how a new school finance scheme could meet their principle
of fiscal neutrality and yet tolerate geographically different spending levels,
Coons and his colleagues developed a mechanism that they called “district power
equalizing.” That system sought, through the use of a state aid formula, to make
every district effectively equally wealthy. Once that was assured, the state might
permit districts to tax as high or low as they wished; the resulting geographic
inequalities would be allowed under Proposition I because they would reflect
differences in tax effort, not wealth. Coons and his colleagues emphasized this
remedy because they recognized the traditional importance of local control over
education and anticipated the reluctance of the federal judiciary to override that
control.

Significantly, under the Coons team’s theory, the objectionable discrimina-
tion on the basis of poverty was based on school district poverty, rather than
personal poverty, and was measured by the assessed value of property per pupil
that a district could tax. Low property wealth per pupil might have been a good
proxy for concentrations of family poverty in some districts, and indeed the low-
wealth districts tended to be home to lower-income families. But this certainly
was not the case in every district. In fact, many large cities were relatively
“wealthy,” often containing some well-to-do families and valuable commercial
property. As aresult, despite having many poor residents, large cities often spent
more on their students than the statewide average per pupil, although usually
considerably less than was spent in nearby wealthy suburbs. This made the
Coons team’s theory unattractive to some legal-aid-advocates for poor children
living in large urban centers, whose goal was to achieve “equity” in opportunity
for the pupils they represented even if that meant more unequal state spending.

But unlike the claims of the lawyers who brought the earlier needs-based
cases, the Coons team’s legal theory was soon embraced in two important cases:
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by the California Supreme Court in Serrano v. Priest (more on that in the follow-
ing section) and by a lower Texas federal court panel in Rodriguez v. San Antonio
Independent School District.5 As a result, it appeared for a short time that the
federal Constitution—and the Coons team’s Proposition I—would indeed play a
central role in shaping America’s school finance system.

The lower court ruling in Rodriguez was appealed to the United States Su-
preme Court, and in 1973, in a narrow 5-4 decision, the Court rejected the Coons
team’s theory. This decision dashed the advocates’ hopes for a federal remedy to
school finance inequities (Rodriguez, 411 U.S. 1, 1973).

The plaintiffs in Rodriguez consisted of a class of children throughout the
state of Texas living in districts with low per-pupil property valuations. In line
with the Coons team’s theory, they claimed that the Texas school finance system’s
reliance on local property taxation unfairly favored more affluent districts, creat-
ing substantial inter-district disparities that violated the equal protection clause of
the Fourteenth Amendment. The plaintiffs asserted—and the lower court
agreed—that, as a matter of federal constitutional law, education was a “funda-
mental interest” and wealth was a “suspect classification,” thus requiring the
application of “strict judicial scrutiny” to the state’s wealth-based school finance
scheme. With no “compelling interest” in discriminating against low-wealth
districts, the Texas plan (and by implication the school finance plans of virtually
every state) would have to change.

The Supreme Court majority found several things wanting in the plaintiffs’
case. First, the Couirt rejected the plaintiffs’ invitation to treat wealth generally as
a “suspect classification” (as it had treated race, for example), thereby triggering
the need to justify unequal treatment with a compelling reason.” Moreover, the
Court distinguished within a group of prior decisions upon which the Coons team
relied. The two most important cases involved states denying people access to

“divorce and to an appeal of a criminal conviction. But the Court emphasized that

in those other cases a class of indigent persons were completely precluded from
enjoying the desired benefit (Rodriguez, 1973:20).

By contrast, the plaintiffs in Rodriguez could not demonstrate to the Court’s
satisfaction that the Texas school finance system disadvantaged any class of
persons fairly definable as indigent or with incomes below any designated pov-
erty line. On the contrary, the primary basis for the plaintiffs’ claims was dis-
crimination based on district, not personal wealth. And, as the Court observed,
there was no necessary correlation between the two.

Unlike the prior cases, Rodriguez did not involve an absolute deprivation of
any benefits since all of the plaintiff children were receiving a free public educa-
tion and their districts were assured at least some minimal level of funding.

The Court also decided that it would not treat education, as it had treated the
right to travel for example,® as a “fundamental interest” any infringement of
which was subject to strict judicial scrutiny. The Court acknowledged the “grave
significance of education both to the individual and to society” but nevertheless
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concluded that the importance of a government service to society does not deter-
mine that the service is fundamental for purposes of an equal protection analysis
(Rodriguez, 1973:30). For the Court, a right was fundamental only if either
explicitly or implicitly guaranteed by the Constitution, and neither was the case
with respect to education. Nearly a decade later, in Plyler v. Doe (487 U.S. 202,
1982), the Court arguably came out the other way on the question of whether
education is a constitutionally fundamental interest, but that case, unlike
Rodriguez, involved an absolute denial—illegal immigrant children were barred
from school entirely. '

Recognizing that the Court might take a narrow view of education as a
constitutionally fundamental right, the Coons team, as friend of the court, argued
more broadly that education was fundamental because it enabled people to exer-
cise effectively their right to vote and their First Amendment right to free speech.
The Court, however, sidestepped that First Amendment argument. Again, be-
cause Texas guaranteed pupils at least a minimum level of spending, the Court
expressed doubts that the differential spending levels alleged by the plaintiffs
interfered with First Amendment rights, both as a constitutional matter and em-
pirically (Rodriguez, 1973:36, 42).

Having rejected the application of the strict scrutiny test, the Court’s major-
ity next asked whether Texas had a “rational basis” for its finance scheme. The
tradition of local control over education easily provided such a basis. '

Three justices dissented in Rodriguez, broadly endorsing the Coons team’s
legal theory. A fourth, Justice White, dissented on narrower grounds, concluding
that the Texas school finance system effectively denied local control to poor
districts and thus was irrational. As he saw it, property-poor school districts did
not have control over their inability to raise revenues for education, and in fact
were often forced to tax their meager resources at rates much higher than the
“ wealthier districts.

The Rodriguez majority’s reluctance to involve the federal courts in state
school finance issues was driven by important concerns about federalism. As the
Court observed, “it would be difficult to imagine a case having a greater potential
impact on our federal system than the one now before us, in which we are urged
to abrogate systems of financing public education presently in existence in virtu-
ally every state” (Rodriguez, 1973:44). The Court expressed further concern
about the delicacies of the state/federal relationship, noting that “the judiciary is
well advised to refrain from imposing on the states inflexible constitutional re-
straints that could circumscribe or handicap the continued research and experi-
mentation so vital to finding even the partial solutions to educational problems
and keeping abreast of ever changing conditions” (Rodriguez, 1973:43).

These early school finance cases, as well as most subsequent ones, were in
no respect cast as matters of racial discrimination. The decision to leave race out
was partly based on the fact that, with the end of the system of separate black and
white schools in the wake of Brown v. Board of Education, no formal structural
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discrimination existed against blacks in the funding of public schools. It also was
partly a matter of uncertainty as to whether blacks as a class would be helped by
successful school finance litigation. Advocates believed that black children liv-
ing in low-spending districts would benefit, but many African-Americans were
increasingly living in cities where the school finance problems were more com-
plex than simply having a low property tax base and, as a result, spending less per
pupil than elsewhere in the state. _

Rodriguez abruptly cut off efforts to-reform unequal state school finance
systems through federal litigation based on the United States Constitution,’ but it
certainly did not end the school finance litigation reform effort.

TURNING TO STATE CONSTITUTIONS

Overview

With the door to federal courts closed by Rodriguez, and faced with the
persistence of large disparities in the availability of educational resources and
opportunities, advocates turned to state courts for relief. State court litigation has
continued since the early 1970s and has reflected the variety of legal theories
initially advanced by reformers in the late 1960s (see Tables 2-1 through 2-6). In
19 states, as noted above, state school funding systems—and in some cases the
entire education system—have been declared unconstitutional. While results in
the state cases have been mixed (24 cases rejected the plaintiffs’ claims, with 9 of

TABLE 2-1 Overview of Litigation Involving State Education Finance
Systems

Plaintiffs won at state supreme court level? 19

Plaintiffs lost at supreme court level; no further complaints

filed or further complaints also lost? 12
Plaintiffs lost in prior action; further complaints have been filed 9
Litigation is present; no supreme court decision has been rendered 3
No litigation is present or case is dormant 7

aSome of these decisions stopped short of declaring entire finance systems unconstitutional, but
instead established certain entitlements to educational services for all students or declared parts of
systems unconstitutional.

bNot all of these decisions ruled that the state finance systems were constitutional. Some rejected
plaintiffs challenges on the ground that the asserted claims were not supported under state law.

SOURCE: Authors’ calculations.
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TABLE 2-2 Plaintiffs Won at State Supreme Court Level (19)*

93

State Decision Year(s) Notes.

Alabama Harper v. Hunt 1993, 1997 1993 trial court ruled
system unconstitutional—
not appealed and
therefore final; 1997
high court ruling gave
legislature one year to
develop remedy

Arizona Roosevelt Elem. Sch. 1994, 1997

Dist. 66 v. Bishop
Arkansas Dupree v. Alma Sch. Dist. 1983 1983 lower court ruled
Lake View v. Arkansas Filed 1994 system unconstitutional
—not appealed
California Serrano v. Priest 1971, 1977
Connecticut Horton v. Meskill 1977
Sheff v. O’Neill 1996

Kentucky Rose v. The Council 1989

Massachusetts McDuffy v. Secretary of Educ. 1993

Missouri The Committee v. Missouri 1996 High court upheld

and Lee’s Summit P.S.U. legislation passed in

v. Missouri response to a 1993 lower
court decision declaring
finance system
unconstitutional

Montana Helena Sch. Dist. v. Montana 1989

Montana Rural Educ. Assoc. Filed 1993
v. Montana
~ New Hampshire Claremont v. Gregg 1997 High court found that
education clause requires
funding for adequate
education
New Jersey Robinson v. Cahill 1973, 1976
Abbott v. Burke 1990, 1994,
1997, 1998 .

North Carolina  Leandro v. North Carolina 1997 Supreme Court
overturned dismissal and
remanded for trial on
merits

Ohio DeRolph v. Ohio 1997

Tennessee Tennessee Small Sch. Systems 1993, 1995

v. McWherter
Texas Edgewood v. Kirby 1989, 1991,
1992, 1995
Vermont Lamoille Co. v. Vermont 1997
Brigham v. Vermont 1997
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TABLE 2-2 (continued)

State Decision Year(s) Notes
Washington Seattle v. Washington 1978
Tronson v. Washington 1991
West Virginia Pauley v. Kelly 1979, 1984
Pauley v. Bailey Filed 1994
Wyoming Washakie v. Herschler 1980
Campbell v. Wyoming 1995

aSome of these decisions stopped short of declaring entire finance systems unconstitutional, but
instead established certain entitlements to educational services for all students or declared parts of
systems unconstitutional.
SOURCE: Modified from Hickrod et al. (1997).

those states embroiled in new legal actions), the litigation certainly has been a
force in shaping school finance debates nationwide. (One has to be cautious
when using any “scorecard” of these cases. In some states, litigation never
reached the state’s highest court. In other states, such as Missogri and Oklahoma,
the mere threat of filing a lawsuit has been enough to bring about some school
finance reform. A court decision subsequently upholding the reformed system
would mean something very different from a defense victory in other states.)

Many of the state court decisions striking down their state’s school finance
scheme rely on the state constitution’s equal protection clause.!® Early on, it
became clear that, despite similar wording, a state court might interpret its own
state constitution’s equal protection clause differently  than the federal
Constitution’s. For one thing, the state court might declare education to be a
fundamental interest and/or school district wealth a suspect classification for
purposes of state constitutional law, even if these propositions do not apply in
federal constitutional litigation.!! 1In that event, the state court would likely
follow the reasoning expressed by the group of three dissenters in Rodriguez.
Alternatively, a state court could follow the lead of Justice White and find its
state school finance system irrational.!?

Many other state courts have relied in whole or in part on state constitutional
provisions specific to education in deciding school finance cases. Some of those
decisions use the state constitution’s education clause to buttress the equal pro-
tection analysis, relying in part on the presence and content of the education
clause to support treating education as a fundamental right (Enrich, 1995). Oth-
ers, however, interpret the education clause independently—as itself requiring
some degree of equity in educational funding or opportunity (Underwood, 1995;
Enrich, 1995).

In reviewing state school finance cases, both the particular state constitutions
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TABLE 2-3 Plaintiffs Lost at Supreme Court Level; No Further Complaints
Filed or Further Complaints Also Lost (12)*

State Decision Year(s) Notes
Alaska Matanuska-Susitna
Borough v. Alaska 1997
Florida Coalition v. Childs 1996 High court ruled that no
cause of action presented
Georgia McDaniels v. Thomas 1981
Idaho Thompson v. Engelking 1975
Idaho Schools for Equal 1993
Educ. Oppty
Kansas Unified Sch. Dist. 229, et al. 1992
v. Kansas

Unified Sch. Dist. 244, Coffey 1994
Co., et al. v. Kansas

Unified Sch. Dist. 217, Rolla, 1994
et al. v. Kansas

Maine M.S.A.D. #1 v. Leo Martin 1995
Michigan East Jackson Public.Sch. v. 1984
Michigan
Nebraska Gould v. Orr 1993 High court ruled that no
cause of action presented
North Dakota  Bismarck Public Schools v. 1994 Majority (3) ruled in
North Dakota favor of plaintiff, but
' North Dakota requires
four justices to declare
‘a statutory law
. unconstitutional
Oklahoma Fair School v. Oklahoma 1987
" Rhode Island City of Pawtucket v. Sundlun 1995
Virginia Scott v. Virginia 1994

aNot all of these decisions ruled that the state finance systems were constitutional. Some rejected
plaintiffs challenges on the ground that the asserted claims were not supported under state law.
SOURCE: Modified from Hickrod et al. (1997).

on which the courts rely and the tradition of judicial review in the particular state
should be considered. Many state constitution education clauses provide that the
state shall provide for a “thorough and efficient” system of public schools, others
merely require “efficient,” still others call for “ample,” and so on. Moreover,
beyond its words, each state constitution has its own political history and its own
prior history of judicial interpretation.!*> Hence, while some scholars (McUsic,
1991; Thro, 1993) have attempted to categorize state education clauses based
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TABLE 2-4 Plaintiffs Lost in Prior Action; Further Complaints Have Been

Filed (9)

State Decision Year(s) Notes

Colorado Lujan v. State Bd. of Educ., 1982

New case filed 1998
Illinois Committee v. Edgar 1996
New case filed 1997

Maryland Hornbeck v. Somerset Co 1983
Bradford v. Maryland St. Filed 1994
Bd. of Educ.

Minnesota Skeen v. Minnesota 1993 Win for plaintiffs at
district court on motion
to dismiss

NAACP v. Minnesota Filed 1996
St. Paul Sch. Dist. v. Minnesota Filed 1996

New York Board of Educ. v. Nyquist 1982, 1987 1993, 1995 win for
plaintiffs at high court on
motion to dismiss;
remanded for trial on

) merits

Reform Educational Financing 1991, 1995
Inequities Today (R.E.F.1.T.) v.
Cuomo
Campaign for Fiscal Equity v. 1993, 1995
New York State

Oregon Olsen v. Oregon 1976
Coalition for Ed. Equity v. 1991
Oregon '

. Withers v. Oregon 1997
Pennsylvania Danson v. Casey 1979, 1987
Pennsylvania Assoc. of Rural Filed 1991 .
and Sm. Sch. v. Casey

South Carolina Richland v. Campbell 1988 1993 lower court
dismissed case in 1996,
appeal pending

- Lee Co. v. South Carolina Filed 1993

Wisconsin Kukor v. Grover 1989

Vincent v. Voight Filed 1995

SOURCE: Modified from Hickrod et al. (1997).
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TABLE 2-5 Litigation Is Present; No Supreme Court Decision Has Been
Rendered (3)

State Decision Year Notes

Louisiana Charlet v. Legislature of State 1992 Intermediate appellate court
of Louisiana dismissed suit 3/97

New Mexico Alamagordo v. Morgan 1995

South Dakota  Bezdichek v. South Dakota 1991 Win for defendants at trial

court on merits

SOURCE: Modified from Hickrod et al. (1997).

upon their wording so as to be able to predict results in school finance cases, there
appears to be little correlation between the language per se and the likelihood of
success in a given suit (Underwood, 1995).

Plaintiffs in a traditional state constitutional school finance equity case—
whether grounded in the equal protection clause, the education clause, or both—
typically allege that a state’s method for funding public schools is inequitable
because the amount of resources available to local school districts is a function of
the property wealth located in that district. This reflects the predominance gained
by the Coons team’s theory described above. Plaintiffs focus their evidence in
such cases on disparities in the tax bases and financial resources available to
schools in high-property-wealth and low-property-wealth school districts and the
resulting disparities in educational opportunities available to students.

Some other state court advocates have sought primarily to eliminate the
spending gap between high-wealth and low-wealth school districts. For example,
they oppose the district power equalizing scheme developed by the Coons team
arguing that a child’s education should not depend upon the willingness of voters

TABLE 2-6 No Litigation Is Present or Case Is Dormant (7)

State Decision Year Notes

Delaware

Hawaii .

Indiana Lake Central v. Indiana 1987 Case withdrawn
Iowa

Mississippi

Nevada

Utah

SOURCE: Modified from Hickrod et al. (1997).
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in the community to make a certain tax effort in support of education. As a result,
these advocates appear to favor legal remedies that more reflect Wise’s theory.

More recently, however, advocates have begun pursuing state law claims
that differ from those advanced by either the Coons team or Wise. These cases
are focused on ensuring that all students in a state have equitable access to
adequate educational opportunities that are reasonably designed to allow them to
achieve expected educational outcomes.!'* Such cases rely primarily on a state
constitution’s education clause, with the plaintiffs’ evidence typically focusing
on the inadequacy of educational opportunities offered in one or more school
districts in a state as demonstrated in part by the inability of students in that
district to meet state or other contemporary education standards.

An “adequacy” claim does not complain about disparities in funding among
school districts per se, but instead alleges that one or more districts lack the
resources necessary to provide students with adequate educational opportunities.
In effect, these advocates charge that schools are failing their clients, that more
money is needed to serve them properly, and that the state constitution requires
that increased spending. Because the legal remedies sought typically ask that the
state provide complaining school districts with the resources necessary to afford
students the opportunity to achieve desired educational outcomes, it matters not
that such additional resources may result in those districts receiving higher levels
of resources than other districts. Quite plainly, the new “adequacy” approach is
an important revival, in state court, of the legal-aid lawyers’ “needs-based” claims
of the late 1960s. -

As discussed below, several themes have emerged from cases both accepting
and rejecting constitutional challenges to school funding schemes, and those
themes highlight the strengths and limitations of the various legal theories. In the
end, however, regardless of the litigation theory pursued, the fate of a plaintiffs’
school funding challenge seems to be determined by whether a court takes a
broad or narrow view of the rights bestowed by its state constitution.

Serrano and the 1970s

The decade of the 1970s was marked by the first successful state school
finance equity lawsuits in California and New Jersey. The California case,
Serrano v. Priest, perhaps the most famous school finance lawsuit, embraced the
theory of the Coons team (indeed, Coons and Sugarman participated in the oral
argument of the case before the California Supreme Court).!> The New Jersey
case, which originally resembled an equity case based on the Coons team’s
theory, has been reshaped in several directions over the years of its seemingly
unending litigation (more on this below). West Virginia and Washington deci-
sions from the 1970s are also significant because they moved in the direction of
opportunity and outcomes-based standards of equity that laid the foundation for
the current adequacy movement.
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During this same decade, courts in several other states rejected plaintiffs’
claims, referring the reformers to the legislative process to cure the school fi-
nance system’s alleged ills.!6 Like the United States Supreme Court in Rodriguez,
these decisions reflected the reluctance of some courts to get involved in difficult
and complex social policy issues relating to public school finance.

California

The first successful state court case, Serrano v. Priest, 487 P.2d 1241 (1971)
(Serrano I), was filed in California by a class of Los Angeles County public
schoolchildren and their parents. The plaintiffs alleged that the California school
funding system was unconstitutional because it created wide disparities in the
quality and availability of resources and educational opportunities across the
state. Plaintiffs’ evidence demonstrated that in the 1969-70 school year, elemen-
tary school districts’ expenditures ranged from $407 to $2,586, while high school
districts’ expenditures ranged from $722 to $1,761 (Franklin, 1987). Such dis-
parities, plaintiffs alleged, were the consequence of the finance system’s heavy
reliance on local property taxes as a primary source of funding for public schools.
The plaintiffs claimed that the finance system violated the equal protection clauses
of both the United States Constitution and the California constitution.

The California Supreme Court embraced the Coons team’s Proposition I,
holding that the state’s school “funding scheme invidiously discriminated against
the poor because it made the quality of a child’s education a function of the
wealth of his parents and neighbors” (Serrano I, 1971:1244). The court recog-
nized that the right to an education was a fundamental interest that could not be
conditioned on wealth, and could identify no compelling state purpose that neces-

~ sitated the present method of financing.

The court squarely rejected the defendants’ assertion that a compelling inter-
est promoted local control over the financing and operation of schools. Accord-
ing to the court, local control was a “cruel illusion” for property-poor districts,
where, because of the lack of taxable wealth, residents effectively had no control
over how much to spend on their schools (Serrano I, 1971:1261).

It appeared initially that the Serrano I decision relied primarily on the United
States Constitution’s Fourteenth Amendment in reaching its holding, as the law-
yers had urged. But a few additional words were put in the opinion noting that
the California constitution’s equal protection clause also was applicable (Serrano
1, 1971:1249, note 11). Later, in its 1976 decision evaluating the sufficiency of
the legislature’s response to Serrano I, the California Supreme Court explicitly
held that the federal equal protection analysis it had advanced in Serrano I was
equally applicable to the California constitution’s equal protection clause
(Serrano II, 1976:951). The United States Supreme Court, of course, had de-
cided Rodriguez during the time between the first and second Serrano decisions.
But by redirecting the focus of the California court’s analysis and embracing a
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wider and independent view of the California constitution, the California Su-
preme Court was able to hold firm to its prior decision.

In Serrano II (557 P.2d 929, 1976), the court held that the school finance
legislation passed in response to Serrano I was insufficient. The court noted that
even under the new plan, “local wealth is the principal determinant of revenue”
(Serrano 11, 1976:938-39). Serrano Il went on to offer the state a host of alterna-
tive school funding schemes that-would avoid the pitfalls of the then current
system including the Coons team’s district power equalizing plan. The Serrano
11 decision indicated what would suffice to meet the constitutional requirement
by affirming the trial court’s order requiring that, by September 1980, the legisla-
ture implement a school funding formula that reduced wealth-related disparities
in per-pupil expenditures, exclusive of categorical aids and special needs pro-
grams, to less than $100 (Serrano 11, 1976:940, note 21).

Shortly after Serrano II, the legislature enacted a comprehensive school
finance package that essentially adopted the Coons team’s district power equal-
ization plan. Under that plan, a school district, no matter how poor, was guaran-
teed a certain amount of revenue if it taxed itself at a specified rate.

Before the legislative scheme went into effect, however, the voters of Cali-
fornia passed Proposition 13, which limited property tax rates to 1 percent of the
cash value of real property subject to taxation. Proposition 13 also required a
two-thirds vote of the legislature to increase state taxes and absolutely prohibited
the imposition of a statewide property tax. The passage of Proposition 13 re-
quired a totally new method of school funding skewed toward state funding. In
other words, Proposition 13 essentially nullified the district power-equalizing
plan adopted by the legislature.

In its place, the legislature passed a school funding formula that relied more
upon state revenue sources. This plan tried to achieve the equalization required
by Serrano II by allowing for minimal increases in high-spending districts, while
providing low-revenue districts with larger increases. Indeed, the revised system
narrowed the gap in the amount of money per pupil available to school systems .
around the state to a level that the California Court in Serrano Il found to be
constitutionally acceptable. Over time, however, the impact of Proposition 13
has been to slow considerably the overall growth in spending on public schools in
California, with the result that California, which used to be one of the highest
spenders on elementary and secondary education, is now well below the national
average.

The California saga is sometimes pointed to as an example of how states will
be forced to level spending down in higher-wealth districts in response to school
finance equity suits. However, that criticism is oversimplistic and overstated.
The California experience with school finance reform and property tax relief
seems to have been a unique episode because of Proposition 13. It is unclear
whether the Serrano I and II decisions substantially influenced the passage of
Proposition 13. Similarly, it is unclear to what extent the Serrano decisions
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contributed to California’s relative decline in statewide spending, as compared to
national averages.

New Jersey

The concepts of equity and fiscal neutrality embraced in Serrano I spread
beyond California to both Texas and Minnesota where lower federal courts
adopted Serrano’s federal constitutional analysis.!” This momentum, of course,
was halted by Rodriguez. But the state constitutional branch of Serrano also
proved fertile. Perhaps most importantly, the New Jersey Supreme Court in 1973
found that the state’s school funding system—which, like California, resulted in
property-poor districts spending half as much per pupil as wealthy districts—
violated the New Jersey constitution.

Unlike Serrano, the New Jersey court based its decision exclusively on the
state’s education clause whose wording guaranteed to all students a “thorough
and efficient system” of public education (Robinson v. Cahill, 303 A.2d 273,
1973, Robinson I). Although the central concept underlying equal protection of
the law is a clear notion of equal treatment, state constitution education clauses
are more amorphous and open-ended. Exactly what, for example, makes a sys-
tem “thorough and efficient”? Initially, this difference in the choice of relevant
state constitutional provisions was not self-evidently important, because the New
Jersey court in Robinson I seemed to treat the education clause as imposing the
same equity norms that the California Supreme Court found in its state equal
protection clause. For advocates at the time, therefore, this opened up a new
ground in which to anchor their legal claims to school finance equity. Subse-
quently, however, state constitution education clauses have turned out to be
sources of new notions of equity and ultimately school finance adequacy cases
" (more on this below).

New Jersey school finance litigation has carried on for more than 20 years,
and remains unresolved. Over the years, the New Jersey Supreme Court’s focus
has not been constant. The roots of this instability may be seen in Robinson I.
The court announced that the education clause required the state to afford every
pupil “educational opportunitfies] that will equip [him] for his role as citizen and
as'competitor in the labor market” (Robinson I, 1973:293). Yet despite its em-
brace of this qualitative notion, the court focused its analysis of the state’s com-
pliance with that standard exclusively on quantitative measures of dollar inputs.
“We deal with the problem in those terms because dollar input is plainly relevant
and because we have been shown no other viable criterion for measuring compli-
ance with the constitutional standard” (Robinson I, 1973:295).

Three years after its decision in Robinson I, the court reviewed the constitu-
tionality of the legislature’s response. The revised school funding legislation
relied in part on the adoption of a version of the Coons team’s district power-
equalization scheme, under which “each district retained the authority to set its
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own school tax rate, while the state supplied aid sufficient to provide each district
with the revenues it would have reaped from its chosen tax rate had its property
wealth equalized 135 percent of the statewide average property wealth per stu-
dent” (Enrich, 1995:132). This suggests that the legislature understood the prin-
ciple of fiscal neutrality used by the court. At the same time, however, the
revised school law also established a mechanism for the state to adopt education
standards and monitor students’ success in meeting those standards.

When these reforms reached the New Jersey Supreme Court they were found
to have brought the state into compliance (Robinson V, 355 A.2d 129, 1976). But
this time, the majority and concurring opinion focused more on the substantive
education goals and opportunities outlined in the new legislation than on the
finance provisions. To the extent that the finance provisions were addressed at
all, the inquiry was whether they would afford sufficient financial support for the
education system, not on inter-district inequities. Put differently, the structure of
this 1976 New Jersey decision was to look first to the quality of educational
opportunities as a constitutional requirement, and then back into finance as a
means of assuring that all students have access to those opportunities.

Litigation in New Jersey during the late 1980s and 1990s has incorporated
both the educational opportunity strand and the strict dollar equalization strand of
the Robinson era decisions. The Abbott v. Burke litigation, filed on behalf of a
group of the state’s poorest urban school systems, has made several trips to the
New Jersey Supreme Court over the last decade. Two results have emerged.
First, the court has required that the state equalize the spending in the poorest
districts to that of the wealthiest districts. Second, the court has also required that
the state provide additional funding to the poorer districts to account for the extra
educational needs of children from disadvantaged backgrounds (Abbott, 643 A.2d
575, 1994). The court’s most recent decision in 1998 (Abbott v. Burke, N.J. Sup.
Ct. May 1998) moves further in the direction of constitutionally required educa-
tional quality, directing the state to implement a broad-based education reform
package. Interestingly, those sweeping reforms were largely recommended to the
lower court by the State Commissioner of Education. Now that they have been
incorporated into the state supreme court’s order, they take on the force of law
and will bind the state government. At long last, after more than two decades of
litigation, the New Jersey battle over school finance equity appears to be over.

Washington and West Virginia

While fiscal neutrality (the Coons team’s Proposition I) dominated the school
finance literature and the scholarly and policy debates of the early 1970s, two
other state court decisions moved toward a different notion of equity during this
same period. This notion might be called equity in access to adequate educa-
tional opportunities. Those two decisions established the conceptual precursor
for today’s educational adequacy movement. Adequacy broadens the notion of
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equity from one predominantly focused on financial inequalities arising from the
structure of the school finance system, to one focused on equally providing all
students what is required for them to have a fair opportunity to achieve desired
educational outcomes (see Chapter 6 for a fuller discussion of the adequacy
movement).

This way of thinking about equity first crept into the Washington Supreme
Court’s 1978 school finance ruling, which held that the state’s school funding
system violated the Washington Constitution’s education clause (Seattle v. State
of Washington, 585 P.2d 71, 1978). Plaintiffs in the case were the Seattle School
District, parents, and educational advocates. They contended that the state school
finance system’s reliance on “special excess levy funding” by local school sys-
tems—which required voter approval and had failed in the last two local elec-
tions—deprived the city school district of the funds necessary to provide students
with educational opportunities in compliance with state statutes and regulations.

In 1979, the West Virginia Supreme Court expanded the notion of equal
and adequate educational opportunities (Pauley v. Kelly, 255 S.E.2d 859, 1979)
and identified a set of broad goals for a constitutionally valid education system.
The high court then remanded the case back to the trial court for further hearings.

The lower court outlined the basic elements of a “thorough and efficient”
educational system as mandated by the constitution. Those elements were classi-
fied into broad categories of curriculum, personnel, facilities, and materials and
equipment. The court found that the systems in existence in the plaintiff school
district and other property-poor districts around the state were “woefully. inad-
equate.” The court also found that the state system of financing education was
discriminatory, favoring property-wealthy districts over property-poor districts.
Lastly, the court found positive correlation between the quality of a county’s

education system and the wealth of real and personal property (Franklin, 1987).
' Consistent with the historical role of other courts in such cases, the trial
judge left the design of the plan to the legislature. In 1983, the trial court
approved the Master Plan for Education developed by the state legislature and
State Department of Education. The plan included the development of education
standards and curricula geared to those standards, improved facilities, and a
revised school finance plan. The programmatic remedies sparked by the high
court’s decisions went beyond mere tinkering with the state school finance for-
mula, and instead restructured the entire state education system.

On the school finance side, the Master Plan first established a time line and
procedure for equalizing teacher salaries around the state. In addition, revenue
was earmarked to fund fully current operations expenses in all counties. In
conjunction with the new education standards developed under the plan, the state
was to conduct an analysis of the additional costs that would be associated in each
county with meeting the standards. Lastly, several features sought to address the
disparities in revenue availability that resulted from variations in local property
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tax bases, including a move to statewide excess levies and some provisions that
would recapture revenues raised in wealthy districts for use in poorer ones.

Like the New Jersey litigation, however, the West Virginia litigation has
returned to court. In April 1997, the West Virginia Supreme Court found that the
State had failed to fully implement and abide by the terms of the Master Plan.
The court ordered that the full implementation of the Master Plan be achieved
during 1998.

To reemphasize the point, the Washington and West Virginia cases expanded
the notion of equity that previously had dominated school finance litigation.
Equity arguments in the late 1960s and early 1970s focused on disparities in
taxable wealth and per-pupil expenditures, whereas some courts in the late 1970s
shifted the focus toward achieving equity in the educational opportunities and
student outcomes in particular districts. This shift changed not only the focus of
the arguments and evidence in school finance cases, but as the West Virginia case
illustrates, it also called for legislative remedies directed specifically at educa-
tional programs and services, not just revenues and expenditures.

State Victories

Many of the lawsuits brought on behalf of school finance equity in the 1970s
were unsuccessful. Courts in Oregon, Idaho, Ohio, and Pennsylvania all rejected
challenges to their state school funding systems.!® Those decisions relied on
rationales that would prove fatal to many other school finance challenges in the
coming decades.

Some courts essentially adopted the outlook of the United States Supreme
Court in Rodriguez. For example, the Idaho Supreme Court in Thompson v.
Engelking (1975) expressed concern about judicial intrusion into matters tradi-
tionally reserved for the legislature. As the court noted, agreeing with the plain-
tiffs’ contentions “would be an unwise and unwarranted entry into the controver-
sial area of public school financing, whereby this court would convene as a
‘super-legislature,’ legislating in a turbulent field of social, economic and politi-
cal policy” (Thompson, 1975:640). That separation-of-powers concern was ech-
oed in many decisions rejecting school funding equity challenges in the 1980s
and 1990s.

The Idaho court also expressed some doubt as to whether equal funding had

ignificant relationship to educational quality:

Assuming, arguendo, that the Idaho Constitution requires that our public school
tudents receive equal educational opportunities, we cannot adopt the ultimate
nclusion advanced by respondents, i.e., that unless a substantially equal
.ount of funds are expended per-pupil throughout the state, subject only to
natural variations such as sparsity of population, students in those districts re-
ceiving less than that district with the greatest expenditure per student are de-
nied equal educational opportunities (Thompson, 1975:341-42).
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That issue of whether and how much money matters continues to be a significant
point of contention in most school finance cases today.

The Oregon Supreme Court’s 1979 decision in Olsen v. Stdte picked up on a
different theme from Rodriguez. It rejected a school finance challenge primarily
on the ground that the state’s asserted interest in promoting local control justified
the disparities in funding produced by the finance system. Unlike the Serrano
court, the Oregon court held that the fact that some districts in the state may have
less local control over spending because they have access to fewer resources does
not necessarily lead to a conclusion that the state equal protection clause has been
violated. Among other things, the Oregon court feared that if disparities in local
governments’ ability to raise revenue for education led to an equal protection
violation, that same logic might be used to attack disparities in resource availabil-
ity for other government functions, such as police and fire protection.

In Danson v. Casey (1979), the City School District of Philadelphia alleged
that the state’s heavy reliance on locally generated revenues to fund schools, and
the city school district’s inability to raise such revenues, had led to a budget crisis
in the school district requiring dramatic cutbacks in the educational programs
offered to students.!® The plaintiffs contended that the finance system violated
the Pennsylvania constitution’s education clause, which required the state to
provide for the “maintenance and support of a thorough and efficient systém of
public education to serve the needs of the Commonwealth” (Pa. Const. art. 3, sec.
14).

The Danson court rejected the plaintiffs’ claims in large part due to the
district’s position of relative wealth in the state as a whole. Like many urban
school systems, Philadelphia spent more per pupil than a large proportion of the
other school districts in the state (Danson, 1979: 365, note 10). That position of
relative “wealth” obviously bothered the court and led it to question the plain-

" tiffs’ alleged injury. In other words, so far as Philadelphia was concerned, its

pupils appeared to be winners, not losers, if one were to apply the Coons team’s
Proposition L. , '

To be sure, a case might be made that at least two adjustments should be
made in ascertaining a large urban district’s “wealth” (its available assessed value
of property per pupil). First, urban areas faced higher costs to deliver the same
product (primarily because of higher wages in the cities resulting from higher
living costs). Second, because urban areas had to deliver so many noneduca-
tional services to their population, their “municipal overburden” reduced the
amount of the tax base available for schools. The Coons team discussed both of
these ideas in their writings, recognizing that to take them into account threatened
the easy judicial manageability of a simplified application of Proposition 1.

Even these adjustments would not satisfy the Philadelphia plaintiffs, how-
ever, because they essentially sought to replay the legal-aid lawyers’ early needs-
based theory under the state constitution. In any event, the Pennsylvania court
conceded only that its state “thorough and efficient” clause might assure pupils
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some sort of “minimum” or “basic” level of educational opportunities. But the
plaintiffs failed to allege that this basic level of educational opportunity had been
denied.

In sum, during the 1970s, by means of a variety of theories and demands,
several state courts aggressively trod into the school finance fray that the United
States Supreme Court declined to enter. The plaintiffs’ success in about half of
the decided cases created a genuine school finance litigation industry.

The 1980s: If It Ain’t Broke, Don’t Fix It

From 1980 through 1988, two state high court decisions invalidated their
school finance systems,?® while eight upheld systems as constitutional.?! Plain-
tiffs in these 10 cases relied almost exclusively on traditional finance equity
claims. More or less relying on the Coons team’s Proposition I, their evidence
and arguments focused primarily on the disparities in resource availability be-
tween wealthy and poor school districts that resulted from the systems’ reliance
on local property tax revenue as a chief source of public school funding.

Judicial restraint and deference to the legislative process—the Rodriguez
perspective—characterized most decisions of this decade. When faced with state
equal protection clause challenges, most courts took the view that education was
not a fundamental right entitled to strict scrutiny under their state constitution
(Underwood, 1995). Applying the more deferential rational basis test, those
courts upheld their finance systems—and the local control they fostered.

So too, in response to arguments based on education clauses, most courts
during this period took a very narrow view of what those provisions required of
the state legislatures (Underwood, 1995). Couirts often held that the education
clauses did not require the state to adopt a particular school funding system, and
cértainly did not preclude a reliance on locally generated revenue as a source of
funding for schools. Moreover, those courts did not view the education clauses as
embodying notions of equity, and thus did not view the disparities in the avail-
ability of financial resources for schools as a problem of constitutional signifi-
cance.

In rejecting traditional equity claims, many of the decisions of the 1980s also

. expressed frustration that plaintiffs did not allege what they considered to be

sufficient injury. Several criticized plaintiffs for failing to demonstrate that,
merely by having less money spent on them, students in property-poor school
districts were denied their constitutional rights.2?

Nonetheless, decisions rejecting finance equity claims often left the door
open to possible future cases alleging that the state was failing to afford districts
sufficient resources to provide students with the basic, minimum, or adequate
educational opportunity required by state’s education clause (Verstegen, 1995;
Enrich, 1995).23 As a result, despite initial school finance litigation failures in
Maryland, Minnesota, New York, North Carolina, and Wisconsin, plaintiffs in

66



56 SCHOOL FINANCE LITIGATION IN THE NAME OF EDUCATIONAL EQUITY

each of those states later initiated “adequacy” suits and already have been suc-
cessful in two of them. Most strikingly, the North Carolina Supreme Court ruled
in 1997 that although the state constitution does not require equality in the distri-
bution of educational resources, it does require that all students have access to
adequate educational opportunities. ‘

The two plaintiff victories in the 1980s—the Wyoming and Arkansas chal-
lenges—reflected the equity concept embodied in the Coons team’s theory. Both
state supreme courts struck down their school finance systems on the grounds
that the property wealth located in a district largely determined the amount of
revenue that was available to finance education. Such wealth-based disparities
were found in both cases to be offensive to the state constitutions, although in the
Wyoming case the court relied primarily upon the equal protection guarantees,
while in Arkansas the court rested its decision upon both the state constitution’s
education and equal protection clauses. ' '

Into the 1990s

A turning point in school finance litigation occurred in 1989. In that year
alone, courts in Texas, Montana, and Kentucky declared their state systems of
finance—and in the case of Kentucky the entire state education system—to be
inequitable and unconstitutional 24

Texas

In Texas, the court relied on a traditional finance equity rationale (Edgewood
v. Kirby, 777 S.W.2d 391, 1989), embracing the Coons team’s fiscal neutrality
theory in the very state in which the United States Supreme Court had rejected it.
The plaintiffs’ evidence focused on the glaring disparities in property wealth
between the wealthiest and poorest communities in the state—disparities that
reflected an astounding 700 to 1 ratio—and the resulting disparities in per-pupil
expenditures, ranging from $2,112 to $19,333 (Edgewood, 1989:392).

The Texas Supreme Court agreed that the wealth-based disparities in fund-
ing for public schools were illegal and had to be corrected by the state legislature.
Hence, the poor Texas school districts were able to achieve through state law.
what they had earlier failed to achieve in Rodriguez. Unlike the California
experience, however, the new Texas decision was not based on the equal protec-
tion requirements of the state constitution.

Instead, the court relied on the state constitution’s education clause, which
required that the state make “suitable” provision for an “efficient” system of free
public schools allowing for a “general diffusion of knowledge.” The bottom line
conclusion was much the same, however. The Texas Supreme Court concluded
that the Texas school funding system “provide[d] not for a diffusion of knowl-
edge that is general, but for one that is limited and unbalanced” (Edgewood,
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1989:396). According to the court, the disparities created by the school finance
system were antithetical to the constitution’s commands of efficiency and equity.

The court deferred to the legislature to devise a constitutionally acceptable
system. Solutions acceptable to the court were not easy to come by, however.
Just as the New Jersey case returned to court several times during the 1970s, the
Texas case appeared before the state supreme court four times in the 1990s, with
the court repeatedly having to judge the constitutionality of the legislature’s
revised school finance plans. Finally, in 1995, the court found that the legislature
had devised a constitutionally “efficient” plan, and ended the long-standing liti-
gation battle (Edgewood, 1995 WL 36074, 1995).

The legislative scheme that the court finally approved was quite innovative
in its approach to achieving fiscal equity. In essence, Texas modified its existing
two-tier school finance structure. Tier 1 (similar to conventional “foundation
plans”) provides a guaranteed base level of spending per pupil for each district in
the state that taxes itself at a state-determined minimum. Tier 2 is a guaranteed
yield system (similar to district power equalizing) that provides each district with
the opportunity to supplement the basic program at a level of its own choosing.
To accomplish that objective, for every cent of additional tax effort beyond that
amount required to qualify for Tier 1 funding, the state guaranteed a yield of
$20.55 per weighted student.

The controversial part of the new plan involves a form of state recapture of
part of the revenue generated by wealthy districts. The plan requires the Com-
missioner of Education each year to review the tax base per pupil of every school
district in the state. Any district with more than $280,000 per pupil may elect one
of five options to bring its taxable property under the cap (Edgewood, 1995:4):
(1) total consolidation with another property poor district, (2) detachment of
territory for taxable valuation purposes, (3) purchase of average daily attendance
credits from a property-poor district, (4) contracting for the education of nonresi-
dent students, or (5) tax base consolidation with another property-poor district.
Options 1 and 2 can be exercised by agreement of two school districts, while
options 3, 4, and 5 require voter approval. The new plan was to be phased in
gradually, and allowed districts flexibility so as not to require that their expendi-
tures drop below certain levels.

The Texas legislation included many nonfinance reforms, comparable to the
wake of the earlier West Virginia and New Jersey school finance decisions. The
state set education goals and established a series of assessments to measure
districts’ progress in meeting those goals. While not mandated by the court’s
rulings, these programmatic reforms to the education system reflect the aspiration
of the Coons team noted earlier. That is, when state school finance politics is
freed from its conventional rich-district/poor-district battles, the legislature is
more likely to focus on more systemic educational reforms. Where this happens,
the legislature may voluntarily embrace the same approach that other legislatures
are forced to adopt through “adequacy” cases.
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Kentucky

The Kentucky decision is perhaps most important of the recent series of
“adequacy” cases. As noted earlier, and as foreshadowed in the Washington and
West Virginia cases, the meaning of “equity” in “adequacy” cases is very differ-
ent—that all children should have equitable access to adequate educational op-
portunities. ’

In 1989, the Kentucky Supreme Court found that the entire Kentucky system
of education violated the mandates of the state constitution’s education clause
(see Minorini and Sugarman, Chapter 6 in this volume). The court ordered the
state to overhaul the entire system of education to bring it into compliance (Rose
v. Council for Better Educ., 790 S.W.2d 186, 1989). The court found that the
education clause’s “efficiency” language required that the state afford all stu-
dents with equal access to adequate educational opportunities (Heise, 1995).

The Kentucky court provided broad guidelines to the legislature that in-
cluded a list of seven items that characterized an adequate education (see Minorini
and Sugarman, Chapter 6 in this volume). This approach deals with the same
problems addressed by the legal-aid lawyers’ needs-based. theory. The court
itself supplied the answer to the question of “needed for what educational result?”
This list of seven items is not contained in the Kentucky constitution. It is a list
that the court largely made up. But it is hardly an objectionable list, and it reflects
the same pronouncements included in prominent national or international reports
about what sort of education children “need” in our postindustrial contemporary
society.

The hard part, of course, comes next. Do all children, or nearly all, actually
have to reach those educational objectives? That appears not to be the case, and
those who view the “adequacy” theory as insisting upon certain outcomes may
. have misinterpreted the idea. Rather, the courts and “adequacy” theorists seem to
believe only that the educational finance system be structured and delivered so as
to provide all children with a fair opportunity to achieve those outcomes (Clune,
1993; Underwood, 1995).

Even so, the task of restructuring the education finance system is tossed back
to experts and the legislature. In other words, the policymakers and the educators
should decide how much to spend and how to spend it, not the court itself. In a
case like Kentucky the court seems to be saying that it is confident that the
challenged scheme fails to provide all pupils with a fair opportunity to succeed.
If nothing else, the system is manifestly not designed with that in mind. Instead,
it is a hodge-podge of state mandates packaged together with a funding mecha-
nism that encourages local autonomy.

One issue remains uncertain in this approach: What will constitute compli-
ance? Once a system is found “inadequate,” then until all (or nearly all) children
in the state demonstrate high achievement, should the system remain under the
court’s supervision? We suspect, however, that there will be a different answer to
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this question. We anticipate that the system will be deemed in compliance when
the legislature, in good faith and with steadfast purpose, has enacted a scheme
designed to provide pupils with a fair opportunity to succeed. Yet, the sort of
scheme that will pass this test remains rather elusive. Must it have certain
minimum school finance and spending fairness features, and if so, which ones?
Must it have certain governance, accountability, and curricular features, and if so,
which? Will this turn out to be a procedural requirement? To return to an earlier
theme, perhaps the court will be looking for evidence that the political process
abandoned the conventional fight between rich and poor school districts and
instead focused its attention on what would be educationally best for the children
in the state. Because the “adequacy” approach is so new, its future remains
uncertain.

In Kentucky, the legislature responded to the court’s decision by enacting a
sweeping and comprehensive statewide education reform package—the Ken-
tucky Education Reform Act (KERA; Trimble and Forsaith, 1995). On the
school funding side, KERA established a new foundation program that substan-
tially increased the guaranteed minimum per-pupil expenditure statewide.?> In
addition to the funding reforms, KERA mandated a new statewide performance-
based assessment system tied to new content-education standards, statewide cur-
riculum frameworks, an accountability system with rewards and sanctions for
schools tied to the achievement of high academic standards and the new assess-
ments, as well as school-based decisionmaking statewide. While some debate
whether and how much that reform has improved (or is likely to improve) student
achievement, few question the sweeping nature of the reforms. Moreover, on the
money side, a state that prior to 1990 was one of the lowest spending on public
education in the country is now near the middle. Whether the Kentucky Supreme
Court will be asked to pass on these reforms and, if so, what it might say, remains
uncertain.

The 1990s: New Approaches and Mixed Results

Overview

The impact of the Kentucky decision and the legislature’s response has been
felt in many state courts across the country. Since 1989, courts in Alabama and
Massachusetts have directly followed the Kentucky precedent. They have de-
clared their education systems to be constitutionally inadequate under state law
and have specifically relied on the Kentucky Supreme Court’s definition of an
adequate education when providing guidance to the state legislatures as they craft
remedies (Alabama Coalition for Equity v. Hunt, reprinted in Appendix to Opin-
ion of the Justices, 624 So.2d 107, 1993; McDuffy v. Secretary of Educ., 615
N.E.2d 516, 1993).

Five other state courts?® have also found that their state constitutions require
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the systems of education to afford students adequate opportunities to achieve
broad educational outcomes, but those courts have relied on more general state-
ments of what is constitutionally required. :

Not every state’s high court, however, has been receptive to adequacy argu-
ments. In Illinois, where the state constitution’s education clause explicitly re-
quires the state to “provide for an efficient system of high quality public educa-
tional institutions and services,” the Illinois Supreme Court rejected attempts by
plaintiffs to involve the judiciary in determining whether the quality of education
offered in the plaintiff districts met the constitutional standard. According to the
court, “questions relating to the quality of education are solely for the legislative
branch to answer” (Committee for Educational Rights v. Edgar, 672 N.E.2d
1178, I1l. 1996). The high courts in Rhode Island and Florida relied on a similar
rationale in rejecting adequacy-based claims.?’ '

As in the. 1980s, several court decisions in the 1990s in Maine, Virginia, and
Minnesota have rejected traditional finance equity challenges, while at the same
time leaving the door open to future arguments that the state system of education
must meet a standard of adequacy.?® These decisions reveal the ambiguities and
tensions between states and school districts in moving to an adequacy standard:
states may simply provide enough aid for an adequate education (some or all of
which the district may use for tax relief) or compel the districts to spend as much
on education as required to provide an adequate education as defined by the
legislature. These states are fertile ground for future court cases alleging that the
state system of education is not providing students with a constitutionally ad-
equate education. In fact, such a case was filed in 1996 in Minnesota.

Wyoming

The migration by state courts away from requiring only fiscal equity to
insisting on more is nicely demonstrated by developments in Wyoming. In 1980,
the Wyoming Supreme Court had found that the state education funding system
violated the state constitution’s equity requirement, primarily because the system
did not achieve equality of financing (Washakie v. Herschler, 606 P.2d 310,
Wyo. 1980). Fifteen years later, the court ordered the state legislature to deter-
mine the cost of the “proper” educational package for each Wyoming student
(see Minorini and Sugarman, Chapter 6 in this volume). In response to this latest
decision, the Wyoming legislature promptly formed several task forces charged
with the duty to respond to the court’s mandate.

The Wyoming court did emphasize that, once having decided what sort of
education system is proper, the legislature would have to find a way to pay for it.
The decision seems to require that the legislature place education funding above
all other social and governmental services in its budgetary process. Of course, in
Kentucky too the court presumably would be dissatisfied with a legislative re-
sponse that specified what was needed to meet the court’s broad guidelines but
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then candidly conceded that insufficient funds were appropriated to implement
the new system. Moreover, it is politically naive to expect the Wyoming legisla-
tors to be blind to what things cost and what they think the state can afford as they
go about deciding what a “proper educational package” for all Wyoming students
should be. Nonetheless, the thrust of the Wyoming court’s decision is to try to
change the political dynamics of its legislature’s approach to school finance and
education more generally.

Events since the court’s decision, however, illustrate the intensely political
nature of school funding controversies. The legislature worked diligently over
the course of a year and a half to meet the court’s requirements, and in June of
1997 passed a revised school funding plan. The Governor soon vetoed that bill,
however, prompting both the original plaintiffs and several state legislators to
return to court to compel compliance.

In the spring of 1998, the legislative and executive branches came together
and worked out a reform that they hope will comply with the court’s orders. The
new school finance law raises school district funding from the state by $76.5
million, increasing the upcoming year’s total education budget to $632.3 million.
School funding is now based on a professional model of what sums ought to
suffice to provide a high-quality public education for all Wyoming schoolchil-
dren—taking into account differences among districts in both educational costs
and pupil needs. The new law also establishes student assessment standards.

Vermont

While adequacy claims are now dominating the field of school finance litiga-
tion, some cases continue to be fought on traditional equity grounds. For ex-
ample, a group of students and parents in property-poor school districts in Ver-
mont filed suit challenging the constitutionality of the state school funding system,
which allowed 79 percent of a school district’s funds to be raised locally. The
result of heavy reliance on local property taxes as a source of funding for the
schools was that some wealthy districts spent twice as much per pupil as other
less affluent districts. In its 1997 decision, the Vermont Supreme Court found
that such disparities in resource availability, and the consequent disparities in
educational opportunities throughout the state, violated the state constitution’s
equal protection clause (Brigham, No. 96—502, Vt. 1997). Reminiscent of the
Coons team’s theory, the Vermont decision suggests that future school finance
systems in Vermont will not be able to have the wealth of a district’s property
base determine the educational resources and opportunities available to students.

In response to the decision, the Vermont legislature passed a new school
finance, education reform, and tax reform plan during the 1997 session, which
includes several components. This plan:

 creates a per-student block grant ($5,000 for 1997) that is given to each
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district based on its equalized pupil count; the block grant will be adjusted by
annual price index; pupil count is weighted to reflect poverty, primary/secondary
students, and limited English proficiency;

* appropriates additional $9.6 million for capital construction;

* allows discretionary spending by local districts above the block grant and
provides for equalization of ability to raise funds for this spending;

* includes several education reforms including student standards, new as-
sessments, school improvement grants, early childhood programs, and others;

* replaces local property taxes for schools with a statewide education prop-
erty tax, setting one rate for homestead and nonresidential property; and

 finances the changes through a statewide education property tax and
various tax increases.

Ohio

Recent court decisions in Ohio blur the lines between equity and adequacy.
In the 1970s, an Ohio Supreme Court decision had squarely rejected a traditional
equity challenge to the state’s school finance system. In 1991, however, a coali-
tion of plaintiffs filed suit claiming that the education provided in their schools
was constitutionally inadequate. Following a lengthy trial, the court ruled for the
plaintiffs, relying heavily on the Kentucky court’s prior articulation of adequacy
standards in elaborating the Ohio constitution’s requirements. That trial court
decision, however, was quickly appealed by the state attorney general’s office.

In 1997, the Ohio Supreme Court upheld the trial court’s decision, but the
high court focused more on educational inputs, traditionally associated with the
equity theory, than on outputs, which tend to be more of a focus in adequacy
decisions (DeRolph v. State, 79 Oh.St.3d 297, 1997). The court criticized the
heavy reliance on local property taxes to fund schools, reminded the legislature of
their responsibility to support a “statewide” education system, called for a “sys-
temic overhaul” of the funding system, and gave the legislature a year to develop
anew finance system. Despite the court’s emphasis on input equity, however, the
state legislature’s response to the court was more in keeping with the trial court’s
broader ruling. _

Like the Wyoming legislature, the Ohio legislature attempted to determine
what it would cost to provide all students in the state with an adequate and
equitable education. To determine that amount, the legislature looked at the
spending patterns of districts within the state that were in compliance with state
input and outcome standards. Using an average spending level for those districts,
and adjusting for differing costs around the state and for differing need-levels of
student populations, the legislature has established a baseline level of school
spending that each district will be assured. It remains to be seen whether these
new arrangements will be the subject of legal challenge.
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SUMMING UP: THE FUTURE OF SCHOOL FINANCE LITIGATION

As we have seen, most of the early legal theories attacking school funding
arrangements emphasized equality in a way that implied either a dramatic raising
up of the wealth and/or spending level of poor, low-spending districts or a level-
ing down of the advantaged districts (or a combination of both). The Coons team,
for example, had counted on the strong commitment to high spending of many of
the high-wealth/high-spending districts as a force that would promote greater
educational spending across the board. Even though this did not happen in
California, it does appear to be a major consequence of successful school finance
“equity” cases in other states (Evans et al., 1997).

Nowadays, however, the emphasis of many school finance reformers has
shifted. For one thing, restraining or bringing down spending at the top is very
unpopular (in some quarters some families shift to private schools, or equity-
evading tactics in wealthy communities result in the creation of community foun-
dations that supplement the public school funding provided by government).
Yet, to raise spending everywhere up to the top (even if a few outlier districts are
excluded) seems too expensive in many states. At the same time, many of those
who complain about the public schools seem to care less that their children (or
those they represent) are relatively worse off and more that they are badly off in
an absolute sense.

These factors have combined to cause legal activists to change tactics, which
have been supported by some courts. Although courts in many states have by
now rejected the traditional “equity” claims, other more ambitious cases demand-
ing “adequacy” are winning. ,

In the end, however, these two different legal approaches—equity and ad-

'equacy———are not so far apart as some commentators have suggested (Clune,

1993; Underwood, 1995). For example, although “adequacy” candidly concerns
itself with educational outcomes, its advocates are not insisting that students have
a legally enforceable “right” to any particular outcome. Rather, they appear to -
argue that each school district must have adequate resources, given its circum-
stances and the nature of its pupils, to be able to offer an educational program that
reasonably promises to teach at least most of them to reasonably high standards.
This principle is more ambitious as a legal standard than fiscal neutrality because
it focuses on more than dollar inputs. At the same time, it contains many “soft”
words that courts cannot define with clarity. Nevertheless, it carries a meaning
that some courts do seem comfortable with in two critical respects. First, these
courts believe that they can readily tell that, at least in some states, the adequacy
principle is clearly not being met; and second, they feel that they will be able to
determine whether the systemic revisions developed by the legislature constitute
genuine responses to the adequacy standard.

Still, even as the courts embracing the adequacy idea envision legislative
responses that will include more than mere financial changes, these courts seem
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best able to deal with the money side. As noted above, although the New Jersey
Supreme Court, has moved down the “adequacy” path, its most recent ruling is
that if the wealthy communities need so many dollars per pupil to educate their
children, then the poverty-ridden central cities surely need that much and more.
Adequacy, in short, is anchored in some notion of spending equity.

Indeed, New Jersey is of special interest because it is traditionally among the
highest spending states in the country, perhaps the highest. Even low-spending
New Jersey districts currently have available to them more money per pupil than
the national average. Hence, one might well have assumed that New Jersey’s
spending level everywhere was at least “adequate”—unless school funding ar-
rangements are to be deemed woefully inadequate throughout virtually the entire
United States (which, some would argue, is true). But since New Jersey contin-
ues to have substantial spending inequalities, the court was able to order reform
on behalf of the neediest districts by casting adequacy in relative equity terms.

Although the group of successful adequacy cases employs language that
generally emphasizes educational reform beyond finance, it would be a mistake
to imagine that system-wide reforms are taking place only in these states. After
all, since the early 1980s the country as a whole has given much greater attention
to educational productivity. So, too, throughout the country today, legislatures
are involved with two new powerful reform movements—(1) educational stan-
dards and (2) school choice—that also make claims about how to connect the
spending of money with better educational outcomes. '

Finally, and perhaps most importantly, in the end both the equity and ad-
equacy theories depend upon the courts primarily to perform the role of striking
down the traditional approaches to school finance. That is, both theories look to
the legislature to provide equal educational opportunity to all of the children of
the state. How the legislature does that is ultimately up to the legislature and not
the court, even if the court provides the negative prod of insisting that one re-
sponse or another is insufficient. We can speculate whether the courts in states
like Kentucky and Wyoming will at some point involve themselves intimately in
the details of their state’s educational reforms. (In Kentucky, which many cite as
the strongest “adequacy” case, the reform effort has been sent back to the legisla-
ture to handle without maintaining judicial supervision over the response.) There-
fore, by their demands that their state provide enhanced financial backing for
school districts that are unfairly disadvantaged, it is safer for the present to see
those judges adopting adequacy theories as still acting in the school equity tradi-
tion.

In these newer cases the courts seem to be bolder in describing what consti-
tutes an unfair disadvantage, and this unwillingness gives adequacy and equity
different legal meanings. A different way to put the point is that the adequacy
banner is a successful reemergence of the early, then unsuccessful, educational
“needs” theories of the legal aid lawyers. This suggests that the relative caution
exhibited by the Coons team and other early legal theorists may have been unwar-
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ranted. Or perhaps courts needed to gain experience from and comfort with the
narrower equity theories before embracing a broader theory.

Whether this recent greater boldness by lawyers and judges will have signifi-
cantly different consequences for chlldren is another matter, however. That
determination will require careful observation of the way school reform and
school finance reform unfold in the years ahead. "

In any event, what does seem clear is that litigation aimed at achieving
school finance reform has not yet run its course. We should look for the filing of
more “adequacy” cases. We should anticipate that some states with “adequacy”
decisions against them will be hauled back into court on the ground that they have
not done enough. And, we should expect that some lawyers will continue to
bring some traditional “equity” cases, as exemplified by the recent Vermont case.

Moreover, once “adequacy” talk becomes more common, we might expect -
to see more intra-district school finance cases. In the past, this has not been
viewed as a fruitful litigation target because of the absence of an obvious struc-
tural objection to the way districts distribute their money to schools. This is in
contrast to the ready objection that has been mounted against the local property
tax-based system for getting money to districts. Moreover, the schools with the
most children from low-income families and the highest proportion of education-
ally-least-successful children often spend more dollars per pupil than the district
average when state and federal categorical aid are counted. But as judicial
concerns about need and outcomes come more to the fore, there are sure to be
those whose objections may be couched in terms of how poor children in some
schools within urban districts fare compared with other children in the district.
Indeed, litigation of this sort is ongoing now in Los Angeles.

In conclusion, although there may be less school finance inequity today than
there was 30 years ago, a substantial degree remains.2’ To the extent that states
with successful school finance litigation have less inequality, and this appears
broadly to be the case, reformers will have continued reason to take their battles
to the courtroom. This incentive is magnified as courts show a broad willingness
to respond to the widespread view that the whole public schooling enterprise is
inadequate, especially in its failure to educate successfully too many of our urban
poor children. Whether school finance reform alone can turn that failure around
remains quite unclear. For example, no one has been able to show that the
narrowed spending differentials achieved by successful school finance equity
cases in the 1970s and 1980s directly led to a narrowing of educational achieve-
ment differentials. Yet advocates for judicial intervention continue to believe not
only that school finance reform is required by the norm of basic fairness, but also
that reform is a necessary, if not sufficient, condition for improving the educa-
tional attainment of those now served poorly by our public schools.
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NOTES

1. Most state constitutions contain one or more provisions that either paral-
lel the federal Constitution’s equal protection clause or have been interpreted to
afford similar protections (Williams, 1985). For typical examples, see Ill. Const.,
art. 1, sec. 2 (stating that “[n]o person shall . . . be denied the equal protection of
the laws”); and Minn Const., art. 1, sec. 2 (stating that “[n]Jo member of this
state shall be disenfranchised or deprived of any of the rights or privileges se-
cured to any citizen thereof, unless by the law of the land”).

2. State constitutions’ education clauses vary in their language, although
all impose a duty on the state government to make provision for a “system” of
education. State education clauses are collected in an appendix to Hubsch (1992).
A number of them require state legislatures to provide for a “thorough and effi-
cient system” of public schools. See, e.g., N.J. Const., art. 8, sec. 4, para. 1.
Others impose a duty on the state to make “ample” provisions for a “system” of
education. See, e.g., Mass. Const., pt. 2, ch. 5, sec. 2.

3. For a thorough discussion of the equal protection jurisprudence at the
time, see Serrano v. Priest, 487 P.2d 1241, 1255-59 (Cal. 1971).

4. See Baker v. Carr, 398 U.S. 186 (1962).

5. See Mclinnis v. Shapiro, 293 F. Supp. 327 (N.D. 1l. 1968), aff’'d sub
nom., Mcinnis v. Ogilvie, 349 U.S. 322 (1969); Burrus v. Wilkerson, 310 F.
Supp. 572 (W.D. Va. 1969), aff’d per curiam, 397 U.S. 44 (1970).

6. The Coons team’s theory also was accepted by a federal district court in
Minnesota, Van Dusartz v. Hatfield, 334 F. Supp. 870 (D. Minn. 1971), but the
Rodriguez decision soon rendered that victory moot.

7. See Dandridge v. Williams, 397 U.S. 471 (1970).

8. See,e.g., U.S. v. Guest, 383 U.S. 745 (1966); Shapiro v. Thompson, 394
U.S. 618 (1969); Oregon v. Mitchell, 400 U.S. 112 (1970) (opinion of Brennan,

White, and Marshall, JJ.).

9. Litigation concerning other areas of students’ rights protected by statute
and the U.S. Constitution, such as special education, desegregation, and bilin-
gual education, sometimes have had significant consequences for school finance
and resource allocation in many states throughout the country. For example, as a
result of school desegregation litigation in the late 1980s, the state of Missouri
was compelled by the court to allocate hundreds of millions of dollars to the
Kansas City school district (Missouri v. Jenkins, 495 U.S. 33, 1990).

10. Underwood (1995) provides a thorough discussion of the constitutional
basis for state school finance decisions.

11. See Serrano v. Priest (Serrano II), 557 P.2d 929, 951 (Cal. 1976), cert.
denied, 432 U.S. 907 (1977); Pauley v. Kelly, 255 S.W.2d 859, 878 (W.Va.
1979); Washakie Co. Sch. Dist. v. Herschler, 606 P.2d 310, 340 (Wyo. 1980),
cert. denied, 449 U.S. 824 (1980).

12. A number of state equal protection cases involving challenges to school
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finance systems have proceeded to overturn those systems applying the less
rigorous rational basis test. See Dupree v. Alma Sch. Dist. No. 30, 651 S.W.2d
90 (Ark. 1983); Edgewood v. Kirby, 777 S.W.2d 391 (Tex. 1989); Tennessee
Small Sch. Systems v. McWherter, 851 S.W.2d 139 (Tenn. 1993).

13. As the Tennessee Supreme Court observed: “The decisions of the courts
in [other] jurisdictions provide little guidance in construing the reach of the
education clause of the Tennessee constitution. This is true because the deci-
sions by the courts of other states are necessarily controlled in large measure by
the particular working of the constitutional provisions of those state charters
regarding education and, to a lesser extent, organization and funding” (Tennes-
see Sm. Sch. Sys. v. McWherter, 851 S.W.2d 139, Tenn. 1993).

14. See, e.g., Rose v. The Council, 790 S.W.2d 186 (Ky. 1989); McDuffy v.
Secretary of Education, 615 N.E.2d 516 (Mass. 1993).

15. Note also that the Connecticut Supreme Court embraced the Coons
team’s theory in a 1977 decision, Horton v. Meskill, 376 A.2d 359 (Conn. 1977).

16. See Thompson v. Engelking, 537 P.2d 635 (Idaho, 1975); Olsen v. State,
554 P.2d 139 (Oreg. 1976); Danson v. Casey, 399 A.2d 360 (Pa. 1979).

17. San Antonio Indep. Sch. Dist. v. Rodriguez, 337 F. Supp. 280 (W.D.
Tex. 1971); Van Dusartz v. Hatfield, 333 F. Supp. 870 (D. Minn. 1971)

18. Thompson v. Engelking, 537 P.2d 635 (1daho 1975); Olsen v. State, 554
P. 2d 139 (Idaho 1976); Board of Educ. v. Walter, 390 N.E.2d 813 (Ohio 1979);
Danson v. Casey, 399 A.2d 360 (Pa. 1979).

19. The cutbacks included the elimination of all kindergarten classes, ath-
letic programs, extracurricular programs, the music program, all library pro-
grams, school lunch and breakfast programs, all bussing programs except for
special education, all counseling services, and approximately 536 reading teach-
ers (Danson, 1979). .

'20. Washakie Co. Sch. Dist. v. Herschler, 606 P.2d 310 (Wyo. 1980);
Dupree v. Alma Sch. Dist. No. 30, 651 S.W.2d 90 (Ark. 1983).

21. McDaniels v. Thomas, 285 S.E.2d 156 (Ga. 1981); Levittown v. Nyquist,
439 N.E.2d 359 (N.Y. 1982); Lujan v. Co. Bd. of Educ., 649 P.2d 1005 (Col.
1982); Hornbeck v. Somerset Co., 458 A.2d 758 (Md. 1983); East Jackson v.
Michigan, 348 N.W.2d 303 (Mich. App. 1984); Fair School v. Oklahoma, 746
P.2d 1135 (Okla. 1987); Britt v. North Carolina, 357 S.E.2d 432 (N.C. 1987);
Richland v. Campbell, 364 S.E.2d 470 (S.C. 1988).

22. Hornbeck v. Somerset Co. Bd. of Educ. (1983); Britt v. State of North
Carolina (1987); Board of Educ. v. Nyquist (1987); Kukor v. Grover (1989).

23. For example, in Maryland the court noted that: “No evidentiary showing
was made . . .—indeed no allegation was even advanced—that these [state]
qualitative [education] standards were not being met in any school district, . . . or
that the State’s school financing scheme did not provide all school districts with
the means essential to provide the basic education contemplated” by the Consti-

-tution (Hornbeck v. Somerset Co. Bd. of Educ., 1983).
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24. In that same year, Wisconsin’s school finance plan was upheld (Kukor v.
Grover, 1989).

25. As a result of the new legislation, revenues for all school districts in-
creased; the poorest districts increased 25 percent and the richest increased 8
percent (Alexander, 1991).

26. Leandro v. State of North Carolina, No. 179PA96 (July 24, 1997) (rely-
ing on Kentucky’s definition of adequate education); Claremont Sch. Dist. v
Gregg, 635 A.2d 1375 (N.H. 1993) (state constitution required the state to create
and maintain an adequate education system that “includes broad educational
opportunities needed in today’s society to prepare citizens for their role as par-
ticipants and as potential competitors in today’s marketplace of ideas™); Tennes-
see Small School Systems v. McWherter, 851 S.W.2d 139 (Tenn. 1993) (“The
General Assembly shall maintain and support a system of free public schools
that provides at least the opportunity to acquire general knowledge, develop the
powers of reasoning and judgment, and generally prepare students intellectually
for a mature life”’); Roosevelt Elem. Sch. Dist. v. Bishop, 877 P.2d 806 (Ariz.
1994); Campaign for Fiscal Equity v. State of New York, 86 N.Y.2d 307 (N.Y.
1995) (state is constitutionally obligated to create and maintain an education
system that provides children with: “the basic literacy, calculation, and verbal
skills necessary to enable [them] to eventually function productively as civic
participants capable of voting and serving on a jury . . . [and] minimally ad-
equate physical facilities and classrooms . . . to permit children to learn”).

27. *See Coalition for Adequacy v. Chiles, 680 So.2d 400 (Fla. 1996). (“Ap-
pellants have failed to demonstrate . . . an appropriate standard for determining
‘adequacy’ that would not present a substantial risk of judicial intrusion into the
powers and responsibilities assigned to the legislature™); City of Pawtucket v.
Sundlun, 662 A.2d 40 (R.I. 1995) (“what constitutes an ‘equal, adequate, and

" meaningful’ [education] is ‘not likely to be divined for all time even by the

scholars who now so earnestly debate the issues’”’).

28. See, e.g., Sch. Admin. Dist. #1 v. Commissioner of Educ., St. of Maine,
659 A.2d 854 (Maine 1995) (plaintiffs claims focused on equity and they did not
claim that they were receiving an inadequate education); Scott v. State of Vir-
ginia, 443 S.E.2d 138 (Va. 1994) (state education clause required that state
system allow each school district to provide an educational program that meets
standards of quality as determined by the legislature, and no district before the
court claimed that they could not meet such standards); Skeen v. State of Minne-
sota, 505 N.W.2d 299 (Minn. 1993) (the education clause required the state to
provide enough funds to ensure that each student receives an adequate educa-
tion, but the plaintiff school districts before the court conceded that they were
providing such an edutation to their students with existing resources).

29. See School Finance: State Efforts to Reduce Funding Gaps Between
Poor and Wealthy Districts, U.S. General Accounting Office, February 1997.
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The GAO report presents data as of the 1991-92 school year and hence captures
no reforms undertaken since then (although it does note which states have made
significant changes since 1992). By our count, the following 10 states may
perhaps be said to have had successful school finance litigation an appreciable
time in advance of the GAO data collection date, with the date noted represent-
ing the date of the first successful high court decision: Arkansas (1983), Califor-
nia (1971), Connecticut (1977), Kentucky (1989), Mo‘ntana (1989), New Jersey
(1973), Texas (1989), Washington (1978), West Virginia (1979), and Wyoming
(1985). Of course, for some of these states reform efforts made in response to
court decisions may not yet have been significantly implemented by 1991-92; in
others, time has eroded the earlier impact of reform; and in several, the state was
taken back to court after the GAO 1991-92 cutoff date. Nonetheless, taken as a
whole, these 10 states appear generally to rate more favorably on GAQ’s various
measures of state effort to promote equity. For example, in the GAO report,
Figure 1 (p. 8) illustrates the extent to which wealthy districts (as the GAO
measures them) spend more than poor districts. Six of the 10 states noted above
are in the bottom third (with the least amount of inequality), and only one is in
the top third (most inequality). Figure 5 (p. 17) ranks the states in terms of what
they have done to equalize spending. Six of the 10 states noted above are in the
top third (most equalization); only three are in the bottom third (least equaliza-
tion). Table 2 (p. 20) displays which states need to do the most to maximize
their equalization efforts. Six of the 10 states noted above are not on the list, and
none of the 10 is in the worst category (those needing both to shift considerable
funds from rich to poor and to increase funding to the poor significantly). Be-
cause of the age of the GAO data and the particular ways in which it chooses to
measure equity, one should be very careful not to make too much of these find-
ings. Nevertheless, we suggest these results are readily taken by reformers to
indicate that litigation can make a difference, and as a result, we should antici-
pate the school finance litigation effort to continue.
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The Impact of Court-Mandated
School Finance Reform

William N. Evans, Sheila E. Murray, and Robert M. Schwab

INTRODUCTION

Through the 1960s, local governments provided the majority of funds for
public primary and secondary education in the United States. Because property
taxes have traditionally been the primary source of local tax revenue, the re-
sources devoted to education were to a large extent a function of the property tax
base in a community. Critics argued that this finance system was inherently
unfair and, following the success of Serrano v. Priest (1971), repeatedly chal-
lenged the constitutionality of local funding plans in court.

Table 3-1 summarizes the status of finance reform litigation.! By 1998,
supreme courts in 43 states had heard cases on the constitutionality of school
finance systems. The courts have overturned systems in 19 states and upheld
systems in 20; cases are still pending in the remaining 4. In addition, litigation
has been filed in a number of states where the state supreme court had already
ruled. In California, for example, there have now been three separate decisions in
the Serrano case.

The legal grounds under which school finance systems have been challenged
have varied over time. Heise (1995) has defined three “waves” of education
finance cases. The first-wave cases, typified by Serrano, focused on the Equal
Protection Clause of the United States Constitution. In 1973, the U.S. Supreme
Court ruled in San Antonio Independent School District v. Rodriguez that local
finance did not violate the U.S. Constitution and thus closed off this initial line of
attack. The second wave began with a 1973 New Jersey case, Robinson v. Cahill,
and looked to state constitutions for relief. In part, these cases appealed to state

72

83



WILLIAM N. EVANS, SHEILA E. MURRAY, AND ROBERT M. SCHWAB 73

TABLE 3-1 Summary of States with Court-Ordered
Reforms, 1971-97¢

Alabamab 1993
Arizona 1994
Arkansas 1983
California 1971
Connecticut 1977
Kansas 1976
Kentucky 1989
Massachusetts 1993
Montana 1989
New Hampshire® 1997
New Jersey 1973
Ohio 1997
Tennessee 1993
Texas 1989
Vermont 1997
Washington 1978
West Virginia 1979
Wisconsin 1976
Wyoming 1980

4Additional post-1997 reforms are discussed by Minorini and
Sugarman (see Chapters 2 and 6 in this volume).

bThe 1993 Alabama decision is a lower court decision that decided
the finance system is unconstitutional. The state has indicated it will
not appeal.

<In 1993, the New Hampshire State Supreme Court ruled that the
state has a duty to fund public education.

SOURCE: Summary of Legislative and Court-Ordered Reforms;
Evans, Murray, and Schwab (1997a). Journal of Public Policy Analy-
sis and Management, Copyright © (1997). Reprinted by permission of
John Wiley & Sons, Inc.

equal protection clauses and were brought in the interest of equity for school
children. In addition, some also looked to state education clauses and argued that
local funding violated states’ constitutional responsibility to provide efficient and
adequate education. The third wave began in 1989 and focused almost exclu-
sively on education clauses in state constitutions. These provisions are often
ambiguous and ambitious; the New Jersey constitution, for example, calls for a
“thorough and efficient system of free public schools” (New Jersey Constitution,
article 8, section 4). The courts in the third-wave cases have relied on such
language to require much more sweeping reform of states’ public school systems
and to take far greater control of financing issues. Minorini and Sugarman (see
Chapter 2 in this volume) give a thorough account of the history of school finance
litigation.
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We should note that although successful litigation was the impetus for many
legislative reforms, some states adopted some form of finance reform without the
court’s prodding. For example, Utah adopted finance reform on its own without
judicial intervention. Other states, including Michigan, adopted reforms even
though state courts upheld their finance systems.

The remainder of this chapter has the following organization. We first
examine the effect of the courts on the distribution and level of education spend-
ing per pupil. We begin by looking at the California experience in the aftermath
of Serrano and then turn to broader empirical studies and studies that have
developed simulation models. The next two sections extend the existing litera-

“ture on the impact of court-ordered reform in three directions and focus on the

effect of court-mandated reform on education spending. We first consider the
consequences of adjusting expenditures for the costs of inputs (such as teacher
salaries). We then look at the impact of successful litigation on low-income
districts—as opposed to low-spending districts—and the consequences of reform
for black and white students.

A final section looks at some of the other important consequences of court
decisions. We begin by examining the impact of the courts on education out-
comes and then turn to private contributions to public schools and the demand for
private schools. Although the research on court-mandated finance reform has
been extensive, clearly not all issues have been resolved, and thus we offer a brief
summary and conclusions and some suggestions for future research.

EVIDENCE OF THE IMPACT OF THE COURTS ON |
' EDUCATION FINANCE

Some of the earliest literature on court-mandated reform focused on the

" California experience. Broader econometric models and simulations models

have addressed several implications of court-mandated reform including the ef-
fect on the distribution of resources and outcomes.?

California Case

The general consensus from the California work has been that the shift
toward state financing of education has led to a significant decrease in spending
on education. Silva and Sonstelie (1995) try to estimate what proportion of this
decline should be attributed to Serrano and ensuing policy changes such as Propo-
sition 13, and how much should be attributed to other factors such as changes in
income and number of students.> They begin by estimating the determinants of
education spending using data from all of the states other than California. Using
this equation, they show that prior to Serrano in 1969-70, spending in California
was similar to other states during the same period after adjusting for differences
in family income and the tax price of an additional dollar of education. They
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found a very different story in 1989-90. Spending was significantly lower in
California than they would have predicted. They conclude that roughly one-half
of the decline in spending in California can be attributed to Serrano.

The change in spending in California in the post-Serrano era has been dra-
matic. Rubinfeld (1995) shows that in 1971-72 California spending per pupil was
98 percent of the national average and that California ranked 19th among the
states; by 1991-92, California spending was only 86 percent of the' national
average and the state had fallen to 39th.

Broader Econometric Studies

It is difficult to know the extent to which the California experience can be
generalized to all states or to any particular state. The California courts set a
particularly strict standard in their definition of equality, requiring that the differ-
ences in per-pupil spending among nearly all districts be no greater than $100 (in
1971 dollars). It is quite possible that the Serrano decision dramatically reduced
public support for education—Fischel (1989), for example, argues that Serrano
led to the passage of Proposition 13—but that milder reform that simply required
higher state support for the poorest districts would have led to a very different
reaction.

Broader empirical work can address many of the shortcomings of case stud-
ies. By looking at data from many states, these empirical studies allow us to look
at more general responses to school finance reform efforts. Manwaring and
Sheffrin (1995) use a panel data set from 1970-90 to examine the role of equaliza-
tion litigation and reform in determining the level of education funding in a
dynamic model. They found that on average, successful litigation or legislative
education reform raises education spending significantly. The Downes and Shah '
(1995) analysis is similar in some ways to the Manwaring and Sheffrin (1995)
model. They show that the stringency of constraints on local discretion deter-
mines the effects of reforms on thie level and growth of spending. Further, for any
particular type of reform, the characteristics of a state’s school population deter-
mine the direction and magnitude of the post-reform changes in spending.

We took a different approach in Murray et al. (1998). In that paper, we
looked at the impact of court-ordered reform on the distribution of spending
within states as well as the average level of spending across states. Our study was
based on data for the more than 10,000 unified elementary and secondary school
districts over the 20-year period 1972-92.4 Table 3-2 presents some summary
statistics from that paper. The first section looks at the level and sources of
funding. Real resources per student grew at an average rate of 2.1 percent per
year during this period.> The distribution of resources changed substantially
over these 20 years. Revenues from state sources rose very quickly during 1972-
87 and, as a consequence, the states’ share of total resources increased from 38.3
percent to 49.3 percent. Revenues from the states then grew slowly during 1987-
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TABLE 3-2  Summary of Current Education Expenditures, 1972-92

Measure 1972 1977 1982 1987 1992

Funding per Student ($1992)

Local 1,923 1,881 . 1,799 2,163 2,621
State 1,394 1,708 1,903 2,451 2,587
Federal 325 346 297 315 368

Total 3,642 3,935 3,999 4,929 5,576

Measures of Inequality

95/5 ratio 2.72 2.37 2.22 2.53 2.40
Coefficient of variation 30.8 28.1 25.6 29.6 29.9
Gini coefficient (x100) 16.3 15.0 13.8 15.8 15.5

Theil Index (x1000) 43.7 37.1 31.0 40.7 40.5

Theil Index Decomposition

Within states 13.7 14.4 14.0 12.6 13.4
Between states 30.0 22.8 17.0 28.2 27.1
National 43.7 37.2 31.0 40.7 40.5

Variance Decomposition

Within states 32.2 41.5 475 32.8 353
Between states 67.8 58.5 52.5 67.2 64.7
National 100.0 100.0 100.0 100.0 100.0

SOURCE: Funding per student from National Center for Education Statistics, Digest of Education
Statistics, 1994 (1994b). Education expenditure inequality measures are authors’ calculations from
Bureau of the Census, Census of Government School System Finance File (F-33), various years.
Calculations exclude school districts from Alaska, District of Columbia, Hawaii, Montana, and
Vermont.

92. Local funding increased throughout this period, including the last five years;
in 1992, local governments contributed 47.0 percent of all of public education
resources. The federal government played a small and shrinking role throughout
1972-92.

The second section in Table 3-2 gives several measures of inequality in
district spending at the national level. Each of these measures rises when spend-
ing inequality rises.® The measures we chose give a bound on the effect of court-
mandated reform. The ratio of the 95th percentile in per-pupil spending to the 5th
percentile in spending is a simple ranking that treats transfers to the top or bottom
of the distribution the same; changes in spending in the rest of the distribution
change the 95th to Sth ratio. Changes throughout the distribution of spending
contribute to the values of the coefficient of variation and the Gini coefficient.
The Theil coefficient gives more weight to changes in the tails of the distribution.
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The Theil index is attractive in part because it is relatively easy to decompose the
Theil into disparity in spending between and within states.

All of the inequality measures in Table 3-2 follow a similar pattern: Spend-
ing at the 95th percentile was 2.72 times higher than spending at the 5th percen-
tile in 1972. This ratio then fell to 2.40 in 1992, suggesting a narrowing of the
differences in spending across students. The Theil index fell during the 1970s
and early 1980s, rose sharply between 1982 and 1987, and then remained roughly
constant. Inequality according to all four measures was higher in 1992 than in
1982 and somewhat lower than in 1972.

The next two sections of Table 3-2 break spending inequality into two com-
ponents: inequality due to differences in spending within states and .inequality
due to differences across states. That part of Table 3-2 makes a number of
interesting points. We found that between-state inequality is much larger than
within-state inequality. In 1992, variation across the states represented 64.7
percent of the total variance in per-pupil spending; between-state inequality ac-
counted for 66.9 percent of the national Theil index that year. Putting these
trends together, Table 3-2 shows that more than 90 percent of the reduction in the
Theil index during 1972-92 was due to a reduction in inequality between states;
there was little change in inequality within states. This would suggest that the
litigation that began with Serrarno is limited in its ability to equalize the education
resources available to students.

We then estimated a series of econometric models to explain- state-level
inequality. We used two different variables to mark the timing of reform. Ini-
tially, we included a simple indicator variable Court Reform that equals 1 in all
years after court-ordered education finance reform, and zero otherwise. Because
we suspect reform will take some time to alter inequality, we also used a second
variable, Years After Court Reform, which equals the number of years since the
state supreme court overturned a finance system. Thus, for example, this variable
always equals 0 in those states without successful litigation.

We came to three main conclusions. First, court-mandated education fi-
nance reform can decrease within-state inequality significantly. Depending on
the way we measure inequality, our results imply that reform in the wake of a
court decision reduces spending inequality within a state by anywhere from 19 to
34 percent. Second, our results suggest that court-ordered reform reduces in-
equality by raising spending at the bottom of the distribution while leaving spend-
ing at the top unchanged. As a result of court-ordered reform, we found that
spending would rise by 11 percent in the poorest school districts, rise by 7 percent
in the median district, and remain roughly constant in the wealthiest districts.
Third, finance reform leads states to increase spending for education and leave
spending in other areas unchanged, and thus, by implication, states fund the
additional spending on education through higher taxes. As a consequence, the
state’s share of total spending rises as a result of court-ordered reform.

Using our estimates of the reduction in inequality due to court-mandated
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reform and the average within state inequality presented in Table 3-2, we can also
consider what would have happened to inequality in the absence of court-man-
dated reform. Our estimates imply that inequality as measured by the Theil index
is 34 percent lower in reform states than in nonreform states. For the reform
states we constructed a predicted Theil for each state by combining the actual
Theil and the inequality lost due to reform. For the nonreform states, our pre-
dicted Theil remained the same as the actual. We then recalculated the weighted
average of our within-state inequality measure. Without a court mandate, aver-
age within-state inequality would increase 9 percent (from 13.4 to 14.6) in 1992.
Thus, while it is true that within-state inequality was essentially unchanged be-
tween 1972 and 1992, our estimates suggest that it would have risen sharply in
the absence of court-ordered finance reform.

In Evans et al. (1997a) we tried to separate the responses of state and local
governments to court mandates. We began by identifying the district at the 5Sth,
25th, 50th, 75th, and 95th percentile of the distribution of local resources in each
state. We then used a district’s per-pupil local, state, and total revenues as the
dependent variable in a series of 30 econometric models (5 points in the distribu-
tion X 3 sources of funds X 2 reform variables). ’

Table 3-3 presents some of our results from that paper. We find in Table 3-
3 that, following court-mandated reform, total revenues rose significantly in dis-
tricts with the lowest local revenues. All of this increase represents additional
funds from the state government; we find some mixed evidence that some of this
additional state money replaces local revenue. We also find that revenues in the
districts with highest local revenues are essentially unchanged by court-ordered
reform. -
Consider first the results based on Court Reform (the middle three columns
in Table 3-3). Following reform, real revenue per student rose by $560 for the

~ district at the 5th percentile of the distribution (16 percent of the mean expendi-

tures for that district) and by $500 (13 percent) for the district at the 25th percen-
tile. Local revenue fell in those districts, but the effect is not significantly differ-
ent from zero, and thus all of the increase in revenues represents additional funds
from the states. Estimated changes in revenues at the 75th and 95th percentile are
much smaller than at the bottom of the distribution and are statistically insignifi-
cant. The results based on Years After Court Reform (the last three columns of
Table 3-3) are similar, though there are some interesting differences. We again
find large and significant increases in revenue in the lowest-revenue districts and
small and insignificant changes in the highest-revenue districts. We also find
that, in the districts at the Sth and 25th percentile of the distribution, increases in
state revenue in part offset decreases in local revenue. Our results suggest, for
example, that successful litigation will lead a state government to provide the
lowest-revenue districts additional state aid of $700 per student 10 years after
reform. These districts reduced local revenue by $190, and thus total revenue
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rose by $510. Court-ordered reform, according to these estimates, is in part a
way of providing tax relief to the lowest-spending school districts in the state.

Card and Payne (1997) also consider the possibility that increases in state
funding for education were offset by decreases in local funding. They find that
this fiscal substitution effect was small, though their estimate is imprecise and
they thus cannot rule out the possibility that some of the equalizing effect of state
finance reform is “undone” by changes in local revenue.

Hoxby (1996) offers a very different view of the impact of court-ordered
school finance reform. There are two key elements to Hoxby’s approach. First,
she treats school finance reform not as an event but rather as a change in the
structure of school state aid. These changes in state aid change the incentives
facing local schools districts. This framework allows Hoxby to exploit differ-
ences in the “price” of a $1 of education across states, across districts within
states, and across time to estimate the effects of different types of reform. By
price, Hoxby means the cost to the residents if they choose to increase total
education spending (inclusive of state and federal aid) by $1. The econometric
part of the paper then estimates total spending as a function of price, income, and
demographic variables. Second, in Hoxby’s paper school districts can increase
spending by raising either the property tax rate or the property tax base. Changes
in the structure of state aid change the optimal tax base and rate.

Hoxby’s results are provocative. The paper argues that near-equality of per-
pupil resources cannot be achieved without substantial decreases in the average
level of per-pupil resources. In fact, it finds that districts with low income or low
property value end up with lower per-pupil spending under equalization schemes
that achieve near equality. These results follow directly from her estimates of the
impact of price on school spending. Strong equalization plans raise the price of
education for most districts and as a consequence local spending falls sharply; in
"many cases she finds that lower local spending more than offsets potentially
higher state aid.

We have a number of concerns about this paper, in part because Hoxby’s
conclusion does not seem to be consistent with the spending patterns that have
emerged in the aftermath of reform in most states. We discussed the evidence on
this point above, but we can make this point in a somewhat more straightforward
way. There were court decisions in 12 states between 1971 and 1992 (the last
year of our study). Consider a simple “difference in difference calculation”
where we compare the growth in expenditures per student after reform in a state
to the growth in expenditures per student in the entire country. For example, the
Connecticut decision was in 1977. From 1977 through 1992, expenditures per
student in Connecticut rose 9.3 percent per year. For the nation as a whole,
expenditures rose 7.5 percent per year during that period, and thus Connecticut
expenditures rose 1.9 percentage points faster than the U.S. average following
school finance litigation. If Hoxby’s argument is correct, then we would expect
Connecticut to be an outlier, or at the minimum we would expect to find a number
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of states where expenditures grew slowly or fell after a court decision. But
Connecticut is not an outlier. In 10 of the 12 states we examined, expenditures
rose at least as fast as the U.S. average in the aftermath of school finance litiga-
tion; California and Wyoming are the two exceptions to this rule.

We would also argue that Hoxby’s characterization of reform in terms of the
price of education is not completely convincing.. While conceptually this frame-
work might make sense, it is not at all clear that this sort of model could capture
the impact of court-ordered reform. In general, these models rarely describe the
effects of aid from higher levels of government very well.. For example, this
model would predict that a $1 lump-sum grant from the state would have the
same effect on spending as would a $1 increase in income; in fact, grants are
almost invariably found to have a much larger effect on spending than the theory
would predict (the flypaper effect). Reform does not always fit neatly into the
economist’s view of the world. The paper’s treatment of the California experi-
ence illustrates this problem. Hoxby (1996:20) assigns California the state re-
quired tax rate on the grounds that otherwise the marginal price of education
would be $1. But in fact, given the rigidities of local school finance in post-
Serrano, post-Proposition 13 California, the marginal price of education to a
local district is probably infinite; districts have essentially lost all control over
spending.

We are also concerned about a second conceptual issue. As'we noted above,
in Hoxby’s paper school districts can increase spending by raising either the
property tax rate or the property tax base. This notion of the districts choosing
their tax base is odd. If we followed this line of reasoning to its logical limit then
we would conclude that there are no property-rich or property-poor districts, only
districts that find it optimal to have a large tax base and others that find it optimal

‘to have a small tax base. There are avenues through which districts can change
property values; the paper points to capitalization, for example. But as a first

approximation, it seems much more sensible to take tax base as given when
thinking about the price of education than to think about a district consciously
trying to change its tax base in order to manipulate state aid.

This endogeneity of the tax base has important implications in Hoxby’s
paper for the estimated tax price. Consider, for example, district power-equaliza-
tion programs (DPE).” The standard analysis of a DPE assumes implicitly that a
school district’s tax base is fixed. Under a DPE, the state would choose a tax base
per student V*. District j would then act “as if” its tax base were V" rather than V;
(assuming for the moment that V* is greater than V). Thatis, if it sets a tax rate
L it will raise AY from local sources, receive state aid A = t(V* V) and thus
spend E; = tV* on education. To put things slightly d1fferently, 1f a district
wishes to spend E; it would choose ¢, = E; / V* and therefore receive A=E (1 -

v/ V*). Thus, under a guaranteed tax base grant it costs local governments only
v / V* (which is less than 1) to raise an additional dollar of resources.?
In the Hoxby analysis, the community could choose (optimally) to increase
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V; in order to increase spending. But increases in V; will lower state aid, and
therefore the local price of education could be greater than $1 even if V* is greater
than V. Hoxby estimates that aggressive equalization programs (in her analysis,
Florida, Illinois, Minnesota, New Jersey, New York, Oklahoma, Texas, and Utah)
typically have prices in the range of $1.20, though those states contain districts
that face very different tax prices. These estimated tax prices play a crucial role
in Hoxby’s paper; if we are not comfortable with this conceptual framework, then
we need to consider her conclusions very cautiously.

In all, we would argue that Hoxby’s paper represents an important method-
ological contribution to the literature. Our approach cannot capture the differ-
ences in the nature of the reforms across states. These differences were some-
times substantial; as we noted above, the California Supreme Court in the Serrano
decision, for example, required that spending per student vary by no more than
$100 per student in the vast majority of districts. Thus, our finance reform
variables reflect the average effect of a court decision but cannot capture the
effects of a particular decision. Hoxby’s approach allows her to draw distinctions
among reforms. Most of the available evidence from econometric studies of the
experience of the states where the courts have overturned the system of school
finance suggests that court-ordered reform has, in general, (1) raised the average
level of spending and (2) successfully reduced inequality in spending. We believe
that those conclusions are correct.

Simulation Models

The final source of evidence of the effects of school reforms on the level of
spending and education and economic outcomes comes from simulation models.
Nechyba (1997), Fernandez and Rogerson (1997), and Epple and Romano (1995)
" have all developed computable general equilibrium models that allow them to
explore the effects of education finance reform. The Nechyba and Epple and
Romano models are similar in spirit. Both models look at a metropolitan area and
include housing markets, mobility, and a public sector where policy is deter-
mined as in the median voter model. In both, educational output depends on
education spending and peer-group effects. The Fernandez and Rogerson model
does not consider peer group effects, but does offer one important extension. Itis
a dynamic model, and education is not a consumption good but an investment
good. The current elderly care about the current young’s income, which is
determined in part by education investments. All three models look at a funda-
mental question: What happens in a general equilibrium setting when we move
from decentralized to centralized school finance??

The answers these three models offer are intriguing. Fernandez and Rogerson
find that a centralized education finance system could generate significant wel-
fare gains. Centralized finance reduces heterogeneity in education spending and
can change the income distribution as well as the average income in society.
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- Given their specification of the model and choice of parameter values,:they find

that centralized finance leads to higher average income in the steady state, higher
average spending on education, and higher welfare. The welfare improvement
from centralization is on the order of 10 percent of aggregate income. Nechyba
(1997) finds that both foundation aid and district power equalization grants in-
crease the attractiveness of lower-income communities: and thus decrease segre-
gation by income. Centralized finance systems in his model caused peer effects
to lead to increased income segregation as peer groups become: the only. way to
improve local schools.

The attraction of simulation models de51gned to study the impact of central-
ized school finance is obvious. In an ideal world from a researcher’s perspective,
we would like to watch a society function under a decentralized finance system,
and then rerun history after the courts require more equal funding of schools.
General equilibrium simulation models allow us to do that (at least on a com-
puter). ' '

The problem is that these models are based on some very strong assump-
tions. Unfortunately, sometimes we have limited knowledge about important
relationships in the models, and it is therefore difficult for us to evaluate those
assumptions. In the Fernandez and Rogerson (1997) model, for example, a key
relationship is the impact of education on income. As we explained above, they
concluded that court-mandated reform that equalized spending will decrease in-
come inequality as well. This result turns on two assumptions: (1) current educa-
tion expenditures is an important determinant of future income, and (2) there are
decreasing marginal returns to education.

While both of these assumptions seem plausible, the evidence to support
them is weak. Most of the evidence on the effectiveness of education expendi-
tures focuses on the relationship between spending and education outcomes typi-
cally measured in terms of scores on standardized tests. Coleman et al. (1966)
argued strongly that tests scores and spending are unrelated and that, instead,
family socioeconomic status and perhaps peer groups are the key determinants of
success in school. Most of the subsequent literature on education production
functions has come to the same conclusion. Hanushek (1986), in his often cited
review of this literature, summarized more than 150 studies that followed
Coleman and concluded that “there appears to-be no strong or systematic rela-
tionship between school expenditures and student performance.”

There have been several recent attacks on this “money doesn’t matter” argu-
ment.!0 Ferguson and Ladd (1996) show that properly specified econometric
models do find that additional resources generate better outcomes. Others have
argued that measures other than test scores should be considered in the debate.
Murray (1995) focuses on the impact of spending on the probability of finishing
high school and starting college on the grounds that the amount of education
someone receives is clearly linked to wages. She finds that additional spending
can substantially increase the probability that students will finish school; her
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results imply, for example, that a 12 percent increase in spending by the poorest
5 percent of school districts would result in a 6 percent decrease in the dropout
rate. Card and Kruegér (1992) provide some important direct evidence that
increases in education spending raise the rate of return to education. However,
Betts (1995), using data from the National Longitudinal Survey of Youth (NLSY),
finds no evidence that increases in spending raise wages. In all, it seems fair to
conclude that the impact of expenditures on incomes—assumption (1) we noted
above—is an unresolved and important issue. Given the uncertainty surrounding
the size of the marginal benefits of education spending, the rate at which those
benefits decline—assumption (2) above—must certainly be regarded as an open
question.

EXTENSIONS OF THE LITERATURE ON
EDUCATION FINANCE REFORM

In this section we extend the existing literature on the impact of court-
ordered education finance reform in three directions: (1) adjustments for differ-
ences in the cost of inputs, (2) the impact on low-household-income districts
rather than low-spending districts, and (3) the effect of reform on average spend-
ing for black and white students. :

Consider first the impact of the courts on the distribution of real resources
rather than simply dollars. Most court.decisions have focused on dollars; the
Serrano decision, for example, did not require that all schools have the same
teacher-pupil ratio (or, for example, that schools with many students who require
compensatory programs must have higher teacher-pupil ratios), but instead sub-
sequent Serrano required virtually equal spending across the state.!! Thus, if the
. courts equalize spending across districts, then students in high-cost metropolitan
~ areas will receive less real aid than students in low-cost areas. As finance formu-
las become more centralized, it has become increasingly important to control for
a local district’s purchasing power. However, only a few states such as Texas,
Florida, Alaska, and Ohio actually adjust for geographic differences in the cost of
living or the cost of providing education.

We have tried to take a first step toward addressing this problem. We would
like to adjust our data on school resources using a measure which consistently
adjusts spending for differences across districts and over time. There are several
alternative cost indices, but none are available before 1987. We therefore limit
our investigation to the impact of these adjustments on the level and the disparity
in per-pupil resources at a point in time, 1992.

We use three indices to adjust for differences in the cost of real education
resources: the Barro index, Chamber’s Teachers’ Cost Index (TCI), and McMahon
and Chang’s Cost of Living index (COL). All three develop separate cost indices
for urban and nonurban districts in each state; in some states, separate indices for
the largest urban areas are also available. The Barro measure is an index of



WILLIAM N. EVANS, SHEILA E. MURRAY, AND ROBERT M. SCHWAB 85

average teacher salaries that adjusts for teachers’ education level and experience.
Because a given district can influence teachers’ wages by hiring only candidates
with graduate degrees, this measure would overstate the adjustment necessary for
purchasing power parity among districts. The TCI measure adjusts for regional
variations in the cost of living and amenities. This measure removes the impact
of within-state differences by adjusting for district level characteristics that, un-
like average teacher’s educational attainment or tenure, are not subject to district
control. Finally, the McMahon and Chang index (1991) is a geographic' index
that only controls for the differences in housing values, income, and population
growth across districts; the McMahon and Chang index yields the smallest
inflation adjustment.!2 :

Table 3-4 summarizes our attempts to adjust for cost differences between
metropolitan and nonmetropolitan school districts in 1992. The first column
gives the unadjusted estimates and the remaining columns give the estimates
using the Barro, TCI, and COL indices. After controlling for the higher costs
associated with urban school districts, we find a noticeable decline in our mea-
sures of inequality. For example, both the 95th to 5th ratio and the coefficient of
variation decrease by 10 to 20 percent; the Theil index falls by 16 percent (COL)
to 37 percent (Barro). ‘

The second section in Table 3-4 breaks revenue inequality into .inequality
due to differences in revenue within states and inequality due to differences
across states;-and thus parallels our decomposition of expenditure inequality in

TABLE 3-4 Summary of Resources Adjusted for Cost of Living
Differences, 1992

Cost of Living Adjustment

Barro Cost Chamber’s McMahon-Chang
Summary Measure Unadjusted Index TCI COL

Measures of Inequality

95 to 5 ratio 2.47 2.07 2.08 2.19
Theil index 37.90 26.40 29.20 32.40
Coefficient of variation 30.10 24.40 25.70 27.10

Theil Index Decomposition

Within states 12.90 12.20 12.20 12.90
Between states 25.00 14.20 17.00 19.50
National 37.90 26.40 29.20 32.40

SOURCE: Authors’ calculations.
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Table 3-2. The cost of living adjustments change our view of the magnitude of
differences in revenue between states, but within-state Theils do not change
appreciably. The cost-adjusted, between-state Theils are 20 to 40 percent lower
than the unadjusted Theils. Once we account for differences in costs, we find that
differences in revenue between states accounts for 53 to 60 percent of the total
disparity in per-pupil resources in the United States; when we do not adjust for
cost differences, between-state inequality accounts for 66 percent of total in-
equality.!3

We now turn to the impact of reform on low-household-income districts.
One of the key goals of the long legal battle over education finance has been to
sever the link between the ability to pay for education (as measured in terms of
wealth or income) and actual spending. For the most part the literature has
focused on the impact of court decisions on low- and high- spending districts.
This would be the right direction if spending and income were perfectly corre-
lated. Here we offer some direct evidence on the effect of the courts on districts
where the ability to pay for education is limited.

To address these issues we matched our district level resources with district
level social and economic data from the 1970, 1980, and 1990 decennial census.
The U.S. Bureau of the Census provides a mapping from school district bound-
aries to census block groups and tracts. We use the district summaries from the
1970 census (Special Fifth Count Summary Tapes) from the Bureau of Census
(1973), the 1980 census (Summary Tape File 3F, School Districts Machine Read-
able Data file) from the Bureau of the Census (1982b), and the 1990 census
(School District Data Book CD-ROM) from the National Center for Education
Statistics (1994a). For each district in our sample, we calculate a number of
important variables, including real household median income and the proportion

of the district population that is black. We then match the 1970 census data with
1972 expenditure data, the 1980 census data with 1982 expenditure data, and the
1990 census data with 1992 expenditure data. _

To examine the effect of the courts on the link between income and spend-
ing, we classify districts by the within-state, pupil-weighted quartile in median
family income. Next, for each state/year/quartile group, we calculate the average
student-weighted, per-pupil revenues from local and state sources. We then use
these values as dependent variables in a series of econometric models. Let Y,
be the average per-pupil revenues from source s in income quartile g for state i in
time ¢. The basic structure of these models is similar to the ones we employed in
previous analysis, where

quit = Ditaq + #qi + T’qt + gsqit (1)

The variable D;, is one of our two court-mandated reform variables, 1 ; and
1, are the quartile-specific fixed state and year effects, respectively, and £, is a
random error. The fixed-effect model is particularly appropriate in this context

97



WILLIAM N. EVANS, SHEILA E. MURRAY, AND ROBERT M. SCHWAB 87

since if revenues in reform states were, on average, distributed more unequally on
the basis of family income, then omitting the state fixed-effects terms would yield
biased estimates of the impact of reform.

We present the estimated coefficient on Court Reform for each model in
Table 3-5. We find in Table 3-5 that, following court-mandated réform, total
revenues rose significantly in the poorest districts, those in the first quartile of
household income. All of the increased revenues came from state aid, and some
of the state aid provided tax relief to poor districts. Following reform, real
revenue per student from state sources rose $804 for the district at the 25th
percentile of household districts (20 percent of the mean expenditure for that
district). These districts reduced revenues raised from their own sources by
30 percent, or $242 per student. The net effect for this district was an increase in
per-pupil revenues of $562 due to court-ordered reform, an amount that is not
significantly different from the average increase in per-pupil spending for all
districts. It should be noted that our estimate of the impact of reform on local
spending is estimated imprecisely, and we cannot reject the hypothesis (at the
5 percent level) that local revenue was unchanged.

* * In the final three columns of Table 3-5, we report results where the covariate
of interest is Years After Court Reform. In these models, we again find that state
resources were directed more toward districts at the bottom half of the distribu-
tion of household income, and the poorest districts (districts in the 25th percentile
of household income) used these funds for some form of tax relief. For districts
in the first quartile of median family income, after 10 years of reform, state
revenues increased by $1,020 but 40 percent of these gains were given back to
taxpayers via lower local spending. The results for the Years After Court Reform
variable also suggest a strong relationship between changes in total revenues and
median family income. Because of aggressive state redistribution of funds, stu-.
dents from the poorest districts had the greatest change in total spending. This
effect declined monotonically as we move up the income distribution.

An implication of these results is that finance reform has reduced the covari-
ance between income and spending in a state. This can be verified to a degree
through the following model.

Yo = Xy + Ly, + By + €4 )
Let Y, be total per-pupil revenues within district d in state i in year t. The
covariance between income and spending can be estimated for each state/year
pair by the simple regression where I is the median family income within a
district, X is a vector of demographic characteristics, and f3, the correlation be-
tween revenues and income for a state/year pair. We generate estimates for the 8
value for 3 years and 46 states. We include in X a short list of demographic
variables: the fraction of blacks in the school districts, the fraction of homes with
school-aged children, and cubic terms in school enrollment. In our sample, the
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mean estimate of the 8, overall state/year pairs is 0.027. We then use the esti-
mates for 8 values as dependent variables in a regression of the form

Bi=Dyy+A+6,+v, " (3)

where A and 6 are state and year effects, réspectively, v; is a random error, and D,
is one of our court reform variables. When D, is defined as ‘Court Reform, the
estimate of 7y (standard error) is —-0.033 (0.037), whereas when the variable is
Years after Court Reform, the coefficient is —0.004 (0.002). Thus, the evidence
here is somewhat mixed. When we use our Court Reform variable, the impact of
the courts on the link between income and spending is negative but insignificant;
when we use our Years after Court Reform variable, the impact is negative and
statistically significant. This method and results are similar to the work of Card
and Payne (1997), who also find that finance reform has weakened the link
between income and spending.

We have also looked at the impact of court-mandated reform on spending for
black and white students. Because black students tend to live in low-income
districts, we would expect that court-mandated reform would redistribute re-
sources toward black students. Using the distribution of black and white students
in a district, we constructed race-specific shares of student enrollments. We then
used these shares as weights to estimate race-specific, average per-pupil revenues
for each state. We then used the dverage black and white per-pupil local, state,
and total revenues as the dependent variables in a series of six regression models.
These estimates are presented in Table 3-6.

The results in Table 3-6 on race parallel our results on income in Table 3-5.
We find in Table 3-6 that, following court-mandated reform, state aid directed

TABLE 3-6  Impact of Court-Mandated Finance Reform on Per-Pupil
Revenue by Source and Race

Coefficient {Standard Error} on

Mean {Standard Deviation} Court Reform Dependent Variable
Per-Pupil Revenues ($1992) Per-Pupil Revenues ($1992)
by Source by Source
Racial Group Local State Total Local State Total
Black 1,876 2,232 4,108 =216 664 448
{882} {922} {1,349} {178} {216} {247}
White 1,978 2,015 3,993 140 434 574
{986} {820} {1,291} {200} {155} {249}

SOURCE: Authors’ calculations.
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toward black students rose significantly. However, we find some evidence that
districts substitute state aid for their own revenues. State aid directed toward
black students increased by an estimated $664 per student following reform; local
spending on black students fell by $216. Thus, total per-pupil revenue for black
students increased by $448 per pupil while per-pupil revenue for white students
increased by $574. Here again we need to interpret these results cautiously since
many of the parameters in Table 3-6 are imprecise estimates.

OTHER CONSEQUENCES OF COURT-MANDATED
EDUCATION FINANCE REFORM

To this point, we have focused on the impact of court-mandated reform on
education spending. Here we turn to other consequences of court decisions. We
look first at the effect of the courts on education outcomes. We then focus on
private contributions and the demand for private schools.

Education Outcomes

There are at least two ways to approach the question of the impact of court-
mandated reform on education outcomes. The first is to argue that if finance
reform changes outcomes, it does so largely by redistributing resources, and
therefore we can answer this question by looking at evidence of the link between
resources and outcomes. Several papers have taken this approach. Husted and
Kenny (1996b) use data on 1987-88 and 1992-93 SAT scores from 37 states.
They conclude that the mean SAT score is higher in those states with greater
within-state variation in spending. Hoxby (1996) finds that an aggressive power-
equalization plan would raise the dropout rate by 3 percent and that state-financed
* schools would raise the dropout rate by 8 percent. In general, as we argued
above, the link between spending and outcomes is a contentious issue that has
received a great deal of attention but remains unresolved nonetheless.

The second approach is to look at changes in outcomes that follow court-
mandated reform. This second approach has certain advantages. In particular, it
captures any impacts of reform that are unrelated to changes in resources. For
example, it is quite plausible to think that some of the education reforms in
Kentucky following the Rose decision might in the end have a larger impact on
outcomes than will the change in resources. On the other hand, perhaps schools
will become less accountable following reform as the state role in education
grows and the local role shrinks; in that case, the change in outcomes would be
smaller than would be predicted based on changes in resources.

A few papers have taken this second approach. Downes (1992) looked at the
California experience following Serrano. He found that greater equality in spend-
ing was not accompanied by greater-equality in measured student performance.
Downes and Figlio (1997) use individual level data from the National Longitudi-
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nal Survey of the High School Class of 1972 (NLS-72) and the National Educa-
tional Longitudinal Survey (NELS). Their evidence suggests that court-man-
dated school finance reforms do not significantly change either the'mean level or
the distribution of student performance on standardized tests of reading and
mathematics. They do find, however, that legislative reforms that are not a result
of a court decision lead to higher test scores in general; the estimated effect was
particularly large in initially low-spending districts.

Card and Payne (1997) focus on the impact of finance reform on SAT scores.
They carefully deal with an important selectivity problem that arises in any study
that uses SAT scores; students who take the test are not a random sample of all
students. The participation rate of high school seniors ranges from only a few
percent (in states where relatively few students attend college and the SAT is not
required for admission to the state university) to over 60 percent (in states where
a high fraction attend college and the test is required by the state university).
Moreover, students who take the SAT are far more likely to be from wealthy
families and to be ranked highly in their graduating class. They conclude that the
evidence points to a modest equalizing effect of school finance reforms on the
test score outcomes for children from different family backgrounds (though they
would agree that the evidence is not decisive). Their most precise estimates
imply that, on average, court-mandated reform in 12 states over the 1980s closed
the gap in average SAT scores between children of highly educated and poorly
educated parents by about 10 points.

Voluntary Contributions

The demand for education spending varies across districts, in part because
wealth and income vary across districts. As a consequence, almost inevitably any
éffort to reduce inequality in education spending will force some districts to
spend less on education than they would like. How might families in those
districts respond? They might try to supplement public funds with private dona-
tions. Some districts put clear limitations on such donations. New York City, for
example, has what has come to be called the “Greenwich Village rule.” Parents
of children in P.S. 41 in Greenwich Village raised money to hire an additional
fourth grade teacher. The head of New York schools, however, blocked their
plan; in New York, he ruled, parents can raise money for all sorts of purposes
(fixing the roof, buying new uniforms for the football team) but they cannot hire
personnel.!4

California gives parents more latitude, and Brunner and Sonstelie (1997)
have shown that a number of districts have used private donations to reduce the
impact of the limitations imposed by Serrano. They focus on the growth of local
educational foundations, nonprofit organizations designed to channel voluntary
contributions to local schools. There were six of these foundations in 1971 (the
year of the Serrano decision); by 1995, there were 537. They also found that in

102

jre



#

92 THE IMPACT OF COURT-MANDATED SCHOOL FINANCE REFORM

1992, PTAs, local education foundations, and other nonprofits raised nearly $100
million for California public schools, the bulk of which was concentrated in a few
school districts that were particularly constrained by the Serrano spending limita-
tions.

As Brunner and Sonstelie (1997) explain, these results are in some ways
surprising. The “free rider” problem would seem to suggest that donations would
be much smaller than they actually are in California. Suppose we all make
decisions as to how much to contribute independently. If I contribute $1 and
there are n children in the school, then my child will receive only $1/z in benefits
from my contribution; for any reasonable size school, this is essentially zero. If
my child will receive none of the benefits from my donation, perhaps I should
donate nothing yet still enjoy the benefit of your contribution, i.e., it would make
sense for me to act as a free rider. There is substantial literature that suggests that
in general this free-rider problem is rarely as severe as theory suggests it should
be; perhaps California families are more cooperative and are better able to avoid
the free-rider trap than our textbooks tell us they should be.

It is also important to keep the Brunner and Sonstelie results in proper
perspective. While contributions may have allowed wealthy parents to increase
spending a-bit at the margin, these contributions were far too small to-undo the
effects of Serrano. In the early 1990s, California spent approximately $24.9
billion annually on its 5.3 million public school K-12 students. Brunner and
Sonstelie’s $100 million thus represents spending of about $19 per student
(roughly .4 percent). Even if all of the money were concentrated among the
wealthiest 20 percent of all students, contributions were just $95 per student (2
percent). California PTAs would have:to:sell far more muffins at bake sales than
they have in order to return California to a pre-Serrano world.

The Demand for Private Schools

How else might families respond to court-mandated spending equalization
plans? They might choose to abandon the public school system entirely and send
their children to private schools. As Brunner and Sonstelie (1997) explain,
equalization throws some families off of their demand curve for education and
thus generates a deadweight loss. Families could move back to their demand
curve by choosing a private school, but of course they would then need to pay
private school tuition. A family will choose private schools if the deadweight
loss from equalization is greater than the additional cost of the private school.

The empirical evidence on this question is mixed. Most of the research, not
surprisingly, has focused on California. The raw data suggests that Serrano has
not led many families to choose private schools. Brunner and Sonstelie (1997)
show that about 9 percent of California school children were enrolled in private
schools in 1973-74, as compared to roughly 10 percent in the rest of the country.
"By 1992-93, private school enrollment had increased to about 10 percent in
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California and 12 percent in the rest of the country. They conclude that private
school enrollment in California basically followed the national trend. Downes
and Schoeman (1996), however, come to a different conclusion. They argue that
even if the supply of private schools did not increase, Serrano could account for
nearly half of the actual movement from public to private schools in California
over the 1970-80 period.

Husted and Kenny (1996a) have ‘also looked at the impact of the court-
ordered reform on the demand for private schools. Using data from the 1970,
1980, and 1990 census for 160 metropolitan areas, they find that as average
spending per pupil rises in a state and as spending becomes more equal, private
school enrollments fall.

‘SUMMARY AND CONCLUSIONS

The literature on the impacts of court-mandated finance reform is an impor-
tant element of the research on education finance. This is not a surprising devel-
opment. The passage of a quarter century since the landmark Serrano decision
affords researchers the perspective (and data) by which court reforms can be
evaluated. Since the primary emphasis of most reforms was to redistribute dol-
lars, it is also not surprising that the vast majority of papers to date have examined
whether these reforms have altered the distribution and level of education spend-
ing. We believe the bulk of the evidence suggests that court-ordered reform has
achieved its primary goal of fundamentally restructuring school finance and gen-
erating a more equitable distribution of resources. In most cases, this was
achieved by states’ directing more resources to districts with low local revenues.
This last result is however not uniform, as the experience in California points out.
The California evidence suggests that greater equality was achieved by reducing
spending at the top of the distribution.

In contrast, research on the other intended and unintended consequences of
finance reform is just beginning to take shape. Again, this is not a surprising time
line. If reform had no impact on the distribution or level of resources, there
would be no need to look at many of these additional outcomes. Given the
limited number of studies in this area, it is also not shocking that there is no
consensus on whether court-ordered reform improved outcomes. We view re-
search on the outcomes of finance reform to be the important next step. We
realize that gains may be difficult to quantify. We may have attacked an easier
set of questions through our own work simply because dollars are an easier
variable to measure. More importantly, however, any change in outcomes will
have to come about by a fundamental change in some characteristic of the dis-
trict, such as a change in resources. Since outcomes are one more step down the
causality chain, changes in these variables will obviously be more difficult to
detect.
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NOTES

1. In our models a state becomes a reform state when its supreme court
issues its first opinion, even if the decision concerned the finance system more
generally or if the decision was based on a legal issue, such as a declaratory
judgment, and not on the merits of the case (declaratory judgment is a statutory
remedy that allows a plaintiff to bring a suit if he is unsure of his legal rights).
Others might have treated the data somewhat differently. Dayton (1996), for
example, considers only state supreme court decisions that specifically address
the disparity in education resources on the merits of the case. Under that defini-
tion, we would not have considered Kansas as a reform state since the Kansas
decision was a declaratory judgment. Nor would we have classified Wisconsin
as a reform state since the Wisconsin system was overturned in 1976 on the
grounds that the state’s equalization formula violated the state constitution’s tax
article.

2. See Evans et al. (1997b) for a further discussion of these issues.

3. Proposition 13 was an amendment to the California State Constitution .
that limited property tax rates and property valuations, thereby limiting local
governments’ access to the main source of funding for education.

4. See Murray et al. (1998) and Murray (1995) for a description of the data
used in those studies. ‘

5. Table 3-2 makes no adjustment for between-district differences in the
cost of education. Thus, real resources in that table equal current dollar revenues
deflated by the national Consumer Price Index. We discuss cross-section varia-
tion in costs in a later section of this paper.

6. See Berne and Stiefel (1984) for a thorough dlSCUSSlOl’l of the properties
of measures of equity in public school resources.

7. See Coons et al. (1970). The school finance literature sometimes draws
distinctions between guaranteed tax base, guaranteed yield, and district power
equalization programs. These differences are minor, and we therefore refer to all
three as district power equalization programs.

8. What happens in wealthy districts where V*is less than V;? A pure DPE
scheme includes “recapture.” All districts would receive Aj=t{(V* -~ V}), which
could be either positive or negative, i.e., school districts where the tax base is
larger than the guaranteed base would be required to return to the state the excess
tax revenue that it raised. Theoretically, DPE plans could therefore be self-
financing; it is possible to set the guaranteed base so that the funds collected
from the wealthy districts could be redistributed to poorer districts and therefore
ZA; would equal 0. In practice, however, no states with DPE require recovery;
in fact, in most states even the wealthiest districts receive at least some state aid
(Reschovsky, 1994).

9. Epple and Romano (1995) and Nechyba (1997) are also concemed with
school choice issues.
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10. Burtless (1997) includes an interesting set of papers on this debate.

11. As Minorini and Sugarman (see Chapter 2 in this volume) explain, the
original decision in Serrano allowed unequal spending, but did require that
spending be uncorrelated with wealth, The California State Supreme Court es-
tablished the spending rule in its third ruling.in Serrano.

12. While these cost indices are the best available, it is not clear that they
successfully capture the full difference in the costs of education across districts.
Ideally, a cost index would account for the difference in wages that a central city
school district would have to offer in order to attract teachers with the same
qualifications, ability, and training that wealthy suburban districts attract. We
suspect that these indices do not capture those differences and that it is therefore
likely that they overstate the resources available to central city students. The
available indices look at differences in the cost of inputs, but do not address
variation in student needs; see Duncombe et al. (1996) for an important discus-
sion of this issue. -

13. We were also able to reestimate our decomposmon using the individual
district TCI available from the National Center of Education Statistics. The
results of that decomposition are very similar to the estimates in Table 3-4; 57
percent of the overall inequality as measured by the Theil index were due to
differences in resources between states.

14. In the end a “compromise” was reached; the city hired an additional
teacher, and the donations were returned to the parents.
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Court-Mandated School Finance Reform:
What Do the New Dollars Buy? =

Margaret E. Goertz and Gary Natriello

As states reformed their education funding systems in the 1970s and in-
creased their share of K-12 education funding, policymakers raised several con-
cerns about how districts would use their new state aid.. The first concern was
that districts would-use a portion of their increased state aid for tax relief, rather
than for increased education spending, thus limiting the impact of school finance
reform on expenditure equity and educational program improvement. The sec-
ond concern was that the'dollars allocated to education would be used primarily
to increase teachers’ salaries. Daniel Patrick Moynihan argued that “teachers
will benefit. Any increase in school expenditures will in the first instance accrue
to teachers, who receive about 68 percent of the operating expenditures of el-

‘ementary and secondary schools” (Moynihan, 1972:75). Finally, state legisla-

tors worried that districts receiving large aid increases, particularly urban dis-
tricts, would not use these new funds efficiently. One reaction to the 1990 school
finance reform in New Jersey reflected this view: “Frankly it is hard to avoid the
suspicion that, at this frenzied pace, the money won’t be carefully directed, but
will be shoveled hastily into the bottomless pit of New Jersey’s disaster areas”
(Sacks, 1990:A14). '

In spite of these ongoing concerns, we know little about whether and how
school finance reform translates into enhanced educational services. This chapter
uses data from intensive case studies of Kentucky, New Jersey, and Texas to
answer three sets of questions about the impact of court-mandated school finance
reforms on both education revenues and services:

1. How did low- and high-wealth districts respond to court-mandated state
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school finance reforms in the 1990s? Did the level of revenues available to
districts from state and local sources change? By how much and why? Did
expenditure patterns change? What did the new dollars buy?

2. What factors influenced these changes in revenues and expenditure deci-
sions? What roles did state fiscal and nonfiscal education policies, district con-
text, and district fiscal and administrative capacities play? A

3. What are the implications of these findings for school finance reform
policy and for research on the impact of finance reform policies?

Although we present evidence on what the new dollars that flowed to school
districts as the result of court-ordered finance reforms enabled districts to pur-
chase, we cannot address the ultimate question of the impact of finance reforms
on student performance. None of the studies considered here collected student
achievement data. In New Jersey and Kentucky, changes in state testing pro-
grams during the study period make pre- and post-study period comparisons
impossible.

The chapter begins with a summary of three models of district response to
changes in state education aid, followed by a brief description of the methodol-
ogy used in the three state case studies. The next three sections report on (1) the
fiscal response of districts in the three states to their 1990 school finance reform
laws, (2) how districts chose to allocate new state aid dollars, and (3) what
districts bought with these new dollars. In the concluding section, we examine
the implications of our findings for policy and research. Throughout, our focus is
on school finance equity as it was defined in court decisions during the early
1990s; we cannot address more recent issues of finance adequacy that are emerg-
ing in these and other states. Accordingly, for the most part, we employ theories
and measures developed for equity analyses.

MODELS OF DISTRICT RESPONSE TO CHANGES IN STATE AID

Researchers have developed three models that are intended to explain how
school districts respond to changes in available resources: intergovernmental
grant theory, expenditure models, and decision-making models. This chapter
relies on intergovernmental grant theory to understand how districts respond to
changes in state aid; it makes use of expenditure models and decision-making
models to interpret district responses to increases in resources. Clearly, the court
cases reviewed here that attempted to change the way states raise and allocate
dollars to districts are only one of a number of factors that affected district
expenditure patterns during the early 1990s. Although we acknowledge that
other factors also affected district actions, we do not review data on how spend-
ing might have changed in the absence of court cases, and so we restrict our
analyses primarily to the impact of the court cases.
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Intergovernmental Grant Theory

State or federal governments provide grants to local school districts in order
to change the way they allocate resources. Unrestricted general aid is designed to
increase the amount that communities spend on education generally; categorical
grants are used to ensure that school districts provide services deemed important
by the state or federal government. Unrestricted general aid increases a school
district’s revenues, but districts are free to use the new dollars in any way they see
fit—to supplant local revenues and thereby reduce tax rates, or to increase overall
education spending, thus providing more or better services.

Past research on the effects of unrestricted intergovernmental grants for
education has shown that school district spending increased by only a portion of
the increase in state aid. The rest is devoted to local property tax relief. Tsang
and Levin (1983) reviewed much of the research conducted in the 1960s and
1970s on district response to changes in unrestricted general education aid. By
examining the different studies and different states, they found that, on average,
school districts used about half of the increases in state general education aid on
educational programs and about half to reduce local tax rates. Districts that
received large increases in state aid as part of New Jersey’s 1975 education
finance reform, however, directed most of their new funds—about 85 percent on
average—to education rather than to tax relief (Goertz, 1979). Districts with high
levels of fiscal burden or relatively high spending levels took more tax relief than
less-burdened or lower-spending communities. In her study of New York, Adams
(1980) also found that high-wealth districts were more likely to use increased
state aid to reduce local tax burdens than their low-wealth neighbors.

Expenditure Models

How do school districts allocate these expenditure increases? Do they use
new dollars to raise teacher salaries, to increase the intensity of instructional
services, to expand the “administrative blob,” or for other activities? Cross-
sectional analyses of districts with different spending levels (Alexander, 1974;
Barro and Carroll, 1975; Hartman, 1988; Odden et al., 1979) and longitudinal
studies of district response to major school finance reforms in California (Kirst,
1977) and New Jersey (Goertz, 1979) generated the following findings about
how districts use increases in their education budgets. '

First, expenditures for administration increased at a lower rate than total
spending. Second, while districts spend a comparable percent of their budgets on
instruction—around the national average of 60 percent of operating budgets—
higher-spending districts purchase a different mix of instructional services than
low-spending districts. As spending levels increase within a state, districts tend
to use the additional money to hire more teachers and to increase nonteaching
components of the budget, such as specialists and supplies and equipment. As a
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result, high-spending districts have lower pupil/teacher and pupil/staff ratios than
their lower-spending neighbors.

Third, contrary to the Moynihan thesis, only a small portion of each addi-
tional dollar is spent on higher teacher salaries. Alexander (1974) found that less
than half and Barro and Carroll (1975) found that less than one-third of increased
expenditures on teachers were used to increase salaries. Kirst (1977) found that
under Senate Bill (SB) 90, the increase in teachers salaries in the poorest Califor-
nia districts actually fell below the average increase in the state (8.24 percent
versus 8.45 percent). Goertz (1979) found similar patterns in the aftermath of
New Jersey’s 1975 finance reform law. Salary increases in districts that received
at least a 25 percent increase in state aid were lower than the statewide increase:
11.8 percent versus 13.2 percent for a two-year period.

Decision-Making Models

We know far more about Aow school districts allocate increases in state aid
than why districts make these tax and spending decisions. Kirst (1977) examined
the decision-making process of five districts in the wake of SB-90 and deter-
mined that an organizational model (rather than an economic or political model)
best explained the allocation decisions in these districts. Searches for alternative
uses of new dollars were limited to past expenditure patterns and current educa-
tional approaches in these and neighboring districts. The particular types of new
instructional personnel and programs funded by these five California districts
reflected district priorities and pent-up demands—programs that had been con-
sidered but not funded in the past.

Firestone and colleagues (1997) use a modified version of Firestone’s (1989)
“ecology of games” to explain how school districts use new resources generated
by school finance reforms. School finance reform comprises at least four games:
the court, state politics, state policy, and local administration. Each game is
played on its own terms, but each depends on other games for resources, regula-
tions, demands, and so forth. In determining how to spend new state aid dollars,
districts respond to two contexts—their community and state policy. The com-
munity provides students and funding based on available property wealth and
community support. The state policy context includes fiscal policy, nonfiscal
policies (such as state standards and assessments), and the ways that the state
administers these policies (including oversight and technical assistance). These
two contexts are mediated by the school district’s own context, including its
administrative culture, existing spending levels and patterns, and the status of
district capacities (personnel, teaching, social services, and facilities) before the
school finance court decision.

These approaches are consistent with institutional theories that argue that
organizational decisions are driven by a need to maintain legitimacy in the wider
environment (Meyer and Rowan, 1977; Powell and DiMaggio, 1991). From this
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perspective, organizations such as school districts may be even more responsive
to immediate external forces related to efficacy and efficiency as long as doing so
does not violate the expectations and assumptions held by important elements in
the external environment. -
In summary, prior research has shown that some new state aid is used for tax
relief. But, contrary to Moynihan’s hypothesis, in the 1970s new dollars were not
absorbed disproportionately by salaries for existing teachers, thereby increasirg
the price of existing services. Rather, it appears from these studies that low-
spending districts modeled the behavior of the wealthier districts; that is, they did
“more of the same” with their new state aid dollars—lowered class sizes, pro-
vided additional support services, and purchased more instructional materials and
equipment. Specific district decisions, however, reflect local context.

METHODOLOGY

This chapter draws on studies of Kentucky, New Jersey, and Texas con-
ducted by the Finance Center of the Consortium for Policy Research in Education
(CPRE) and the Center for Education Policy Analysis—New Jersey (CEPA-NJ)
at Rutgers University in the aftermath of these states’ court-mandated school
finance reforms.! The heart of these studies is a set of qualitative case studies
that examined district response to reform in a small number of school districts in
each state: two low-wealth and two high-wealth districts each in Kentucky and
Texas; six low-wealth urban, two moderate-wealth suburban, and four high-
wealth districts in New Jersey. The districts were selected to reflect variation in
community wealth, district size, urbanicity, and geographic location within each
state. Researchers interviewed district superintendents, finance officers, and
other central office staff and analyzed annual financial reports and budgets in
each of the study districts. District-level data were supplemented in New Jersey
with interviews and surveys of staff in a sample of schools in each of the study
districts. , '

All three studies used 1989-90 as a base year. This was the year immediately
preceding the implementation of new finance laws in Kentucky and Texas, and
two years preceding the implementation of New Jersey’s reform law. The Ken-
tucky and Texas cases tracked districts through 1992-93; the New Jersey research
continued through 1993-94. The researchers also used statewide databases to
examine changes in the overall equity of these states’ funding systems between
1989-90 and 1992-93 using traditional school finance equity measures (Berne
and Stiefel, 1984).

These studies have several limitations that affect the analyses presented in
this chapter. First, the sample of case study districts is not representative of
districts in any of the three states, so we cannot generalize from the case study
data to all districts in each state. The qualitative data do provide insights, how-
ever, into how and why poor and wealthy districts respond to major changes in
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school funding laws. We have analyzed statewide data wherever possible to see
whether these patterns hold over a larger number of districts. Second, we have
limited data on the impact of finance reforms on schools in New Jersey, and none
in either Kentucky or Texas. The school-level data in New Jersey are drawn
primarily from a teacher survey that focused on changes in curriculum, instruc-
tion, and teaching conditions; the survey was supplemented by interviews with
the school principals, in four to eight schools in each of the study districts.

IMPACT OF SCHOOL FINANCE REFORMS ON
SCHOOL DISTRICT REVENUES

The school finance laws enacted in Kentucky, New Jersey, and Texas were
designed to respond to their respective court mandates. Court decisions in Ken-
tucky (Rose v. Council for Better Education, 1989) and New Jersey (Abbott v.
Burke, 1990) emphasized student equity and adequacy.? The Kentucky court
called for a funding system that was “adequate” and “substantially uniform,” and
that would provide “equal education opportunity” to all children, but would allow
local districts to supplement the state’s uniform, equal educational effort (Adams
and White, 1997). The New Jersey decision focused on inequities between the
state’s poor urban and wealthy suburban communities, and required the legisla-
ture to equalize education spending between these two groups of school districts.
In contrast, the Texas decision (Edgewood v. Kirby, 1989) emphasized fiscal
neutrality, requiring that all districts have “substantially equal access to similar
revenues per pupil at similar levels of tax effort.””

Table 4-1 presents the key components of the basic education funding for-
mulas that were implemented after the court decisions and compares them to the
~ systems in place prior to the courts’ actions. Both Kentucky and New Jersey
" made major changes to their school funding formulas. Kentucky replaced what
was essentially a flat grant system based on classroom units* with a cost-shared
foundation formula> and an optional guaranteed tax base.® New Jersey substi-
tuted a foundation formula for a guaranteed tax base system. Texas did not make
structural changes to its allocation formula but substantially increased the foun-
dation levels, required local contribution, and guaranteed yield. The major change
was the establishment of county education districts (CEDs) to raise local property
taxes, essentially creating a county-level recapture provision.’

In addition, all three states increased their support of programs for special
needs students. Kentucky and Texas included program weights for students with
disabilities, at-risk students, and students with limited English proficiency (Texas
only) in their foundation formulas. Kentucky also added separate categorical
grant programs for extended school services, preschool for at-risk children, and
family resource and youth service centers. New Jersey retained separate cat-
egorical aid formulas for special education, at-risk, and limited English proficient
students but substantially increased funding of these programs.
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Changes in State Aid

All three states increased state aid to education significantly between 1989-
90 (pre-reform) and 1992-93 (post-reform), ranging from 31 percent in New
Jersey to 35 percent in Kentucky and Texas. As shown in Table 4-2, most of the
new aid was targeted on low-wealth school districts. In Kentucky, for example,
the lowest-wealth quintile received, on average, $1,145 per pupil more in state
aid—a 66 percent increase—compared with a $190 per pupil increase in the
highest-wealth quintile (an 11 percent change). Similarly, districts in the two
lowest-wealth deciles in New Jersey saw their state aid allocations increase, on
average, $2,151 and $2,009 per pupil—a 46 percent and 54 percent gain, respec-
tively. The two highest-wealth deciles lost small amounts of state aid, represent-
ing less than 5 percent of their state aid. In Texas, state aid increased $1,219 per
pupil in the lowest-wealth decile, a 48 percent jump. State aid losses in the
higher-wealth districts were aggravated by the loss of local property tax revenues
through the county equalization system. Evans, Murray, and Schwab (Chapter 3,
this volume) found similar patterns in their analysis of 16 states with court-
mandated school finance reform. ,

Low-wealth communities were not the only winners in these states. Districts
in the second and third quintiles in Kentucky and in the third through sixth deciles
in New Jersey and Texas also received large dollar and percentage increases in
state aid. The gains result from the operation of these states’ new foundation
formulas; in Kéntucky and New Jersey, the post-reform foundation level was
above the average spending level of the middle-wealth districts prior to reform.
Middle-wealth districts in Kentucky and Texas also benefited from the guaran-
teed tax base (GTB) add-on provisions in their formulas.

District Response to State Formula Changes

The impact of increased state education aid on school district spending is
influenced by three factors: the size of the state aid increase, local taxing deci-
sions, and the limits imposed by tax or expenditure caps. Our review of earlier
research studies showed that increases in state aid do not automatically flow to
educational services for students. Other demands are made on these dollars,
including a press for tax relief. Table 4-2 shows, however, that school districts in
all categories of wealth in the three study states generally increased their local tax
rates in response to changes in state funding formulas. Three factors account for
these changes: (1) required local effort provisions in the state aid laws, (2) fiscal
incentives to spend above the foundation level, and (3) demographic, cost, and
programmatic pressures on school districts.

All three states enacted foundation formulas that require districts to contrib-
ute a specified amount of local revenues, often called a required local effort
(RLE). Required local efforts are usually specified as minimum tax rates, which
are applied to local property tax bases and, in some states, to local income wealth.
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TABLE 4-1 Basic Education Funding Formulas in Effect, 1992-93: Kentucky,
New Jersey, and Texas

Base Tier 1 Tier 2

Kentucky: Kentucky Education Reform Act (1990)

Foundation formula. (optional) Up to 115% of the (optional) Up to 130% of
Foundation level at $2,420;  foundation level; equalized at the Base plus Tier I;
required local effort of 3 150% of property wealth. no equalization.

mills. Vote required.

New Jersey: ‘Quality Education Act (1990,. as amended in 1991)

Foundation formula. (optional) Up to district budget
Foundation level at about cap; no equalization.
$6,100 per pupil (K-5); Vote required.

required local effort of
about 11.6 mills.

Texas: Senate Bill 351 (1991)

Foundation formula. (optional) Guaranteed yield of (optional) Between 12.7
Foundation level at $2,400  $22.50 per WADA ($29.24/ADA) and 15 mills. No

per WADA? (which is per 0.1 mills between 8.2 and equalization. Vote

equal to $3,441 per ADA), 12.7 mills. Vote required. required. Recapture
required local effort of ] through County

8.2 mills. Education Districts.

WADA, weighted average daily attendance; ADA, average daily attendance.
aStudent counts are modified by special program (e.g., compensatory education) or instructional
" arrangement (e.g., grade level) weights.

The reform laws in both Kentucky and Texas increased districts’ RLEs substan-
tially: from O to 3 mills in Kentucky and from 3.4 to 8.2 mills in Texas. Nearly
half of the school districts in Kentucky had been taxing below their RLE prior to
the Kentucky Education Reform Act of 1990 (KERA). Thus, they had to raise
their local tax rates to meet the new state minimum (Adams and White, 1997).
The situation was different in Texas, where most districts were already taxing at
close to the new effort level. Many high-wealth districts had to increase their
taxes, however, to meet the requirements of the county equalization program. In
New Jersey, the “fair share” requirement of the Quality Education Act (QEA),
coupled with budget caps, put a floor on how much tax relief the high-taxing,
poor urban districts could take.

Kentucky and Texas incorporated voluntary GTB add-ons in their new fund-
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Changes in St-éte Aid
Formula It Replaced (1989-90 to 1991-92)

Essentially a flat grant based on classroom units  State aid increased $541 million or 35%.
tied to a state minimum salary schedule.

Guaranteed tax base formula. Expenditures State aid increased $1.02 billion or 31%.
equalized up to 65th percentile; equalized at
128% of property wealth.

Same formula structure with lower foundation State aid increased $2.105 billion, or
amount ($1,477) and required local effort 35%.

(about 3.4 mills), and lower Tier 1 guaranteed

yield (about $18.87) and tax effort limit

(between about 3.4 and 5.75 mills).

SOURCES: Table compiled from data from the following: Kentucky (Adams and White, 1997;
Koch and Willis, 1993); New Jersey (Goertz, 1994); Texas (Picus and Toenjes, 1994; Texas Educa-
tion Agency, 1991, 1993).

ing programs as an incentive for districts to spend above the minimum foundation
level. This provision was successful in both states. All but two of Kentucky’s
176 school districts participated in the Tier 1 program to some degree (Koch and
Willis, 1993). Many poor districts in Texas also increased their tax rates to take
advantage of that state’s second tier of aid (Picus and Toenjes, 1994). In fact, the
level of participation in both states was so high that demands for additional state
aid exceeded the funds allocated for the add-on provision.? This led both states
to reduce funding allocations through proration. In Texas, the proration repre-
sented nearly 10 percent of state aid in 1992-93, leading many districts to raise
their tax rates even higher (Picus and Toenjes, 1994).

Finally, district taxing decisions reflected the interaction of changes in state
aid and local contexts. For example, high-wealth districts in New Jersey and
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TABLE 4-2 Changes in State Aid per Pupil, Local Revenues per Pupil, Tax
Rates (in mills), and Total Revenues per Pupil, 1989-90 to 1992-93: Kentucky,
New Jersey, and Texas

Kentucky?
Change Change Change Change
Wealth in State in Tax in Local in Total
Decile€ Aid Rate Revenue Revenue
1
2 $1145 1.6 $ 211 $1355
3
4 825 1.4 252 1077
5
6 653 1.3 276 929
7
8 405 1.0 385 790
9
10 190 1.2 328 518
State average 639 1.3 288 927
Change in Property
Value per Pupil +16.7%

4Data were reported in quintiles, rather than deciles. Revenues do not include transportation and
categorical grant programs, such as preschool and extended school programs and include intrastate
cost adjustments.

bChange between 1988-89 and 1992-93.

¢Each decile (and quintile) has approxitﬁately the same number of students.

Texas that lost state aid (and in the case of Texas, lost local revenue through
county equalization) raised their tax rates to offset these reductions. They raised
their rates even higher to address growing -enrollments, increased program costs
(due to salary settlements, inflation, and the growth in the number of special
needs students), and/or declining or stagnant property valuations. For example,
the four high-wealth districts in the New Jersey study raised their local taxes so
they could maintain growth in their school budgets (adjusted for enrollment
growth) of between 2 percent and 6 percent a year (Firestone et al., 1997). One of
the two high-wealth districts in the Texas sample raised its taxes 33 percent. The
funds available after accounting for a shortfall in state revenues were used to
support its strategic plan for school improvement. The second high-wealth district
was forced to increase its taxes just to maintain its spending level (Picus, 1994).

In New Jersey, a poor economic climate in the early 1990s depressed prop-
erty valuations and dampened public support of rising school budgets, especially
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New Jersey Texas?

Change Change Change Change Change Cha‘.n'g'e Change Change

in State in Tax in Local in Total in State inTax ~°~  inLocal in Total

Aid Rate Revenue Revenue Aid . Rate Revenue Revenue
$2151 -0.3 $ 10 $2161 $1219 3.6 $-73 $1147
2009 0.4 129 2138 940 2.8 192 987
1509 0.6 7 1516 793 2.4 -37 757
783 2.3 582 1365 500 2.4 101 601
946 2.3 608 1554 506 3.0. 202 707
803 1.9 556 1359 422 2.5 .28 450
415 2.7 957 1371 264 3.0 167 431
90 2.6 967 1055 -177 4.5 659 481
-18 2.6 1340 1323 =227 2.7 330 101
-69 1.8 1663 1594 -196 4.5 - 425 229
766 2.1 742 1507 399 34 201 600

-4.5% -14.6%

SOURCES: Table compiled from data from the following: Kentucky (Adams and White, 1997);
New Jersey (Goertz, 1995; reanalysis of NJSDE data by Goertz); Texas (Texas Education Agency,
1991, 1993).

in the wealthier communities. School budgets were defeated at the polls, and
many wealthy districts chose to keep their spending levels below those permitted
under state budget caps (Firestone et al., 1997). In Texas, per-pupil valuations
dropped nearly 15 percent between 1989 and 1992, limiting the average per-pupil
increase in local revenues to $200, in spite of a 30 percent increase in tax rates. In
contrast, increased state aid for most districts (and a save-harmless provision for
the very wealthiest communities) coupled with growing property valuations and

continued public support for education led to increased revenues across the board '
in Kentucky (Adams, 1994; Adams and White, 1997).

Changes in Revenues and Revenue Equity

The interaction of new finance structures, increased state aid, and rising tax
rates resulted in substantially more revenues for school districts in Kentucky,
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New Jersey, and Texas. Between 1989-90 and 1992-93, revenues grew an aver-
age of $600 per pupil in Texas, $927 per pupil in Kentucky, and $1,507 per pupil
in New Jersey (see Table 4-2). This represented changes of 33 percent in Ken-
tucky, 24 percent in New Jersey, and 16 percent in Texas. Low-wealth districts
had the largest gains—on average, 69 percent in Kentucky (quintile 1), 36 per-
cent to 40 percent in New Jersey (deciles 1 and 2), and 30 percent to 36 percent in
Texas (deciles 1 and 2). These gains reflected the increased equalization of
general operating aid and growth in programs for special-needs students, who
tend to be concentrated in low-wealth communities. High-wealth districts regis-
tered smaller gains—around 16 percent in Kentucky, 20 percent in New Jersey,
and less than 5 percent in Texas. Growth in the wealthy communities reflected
the increased local tax effort discussed above.

Table 4-3 shows the extent to which school finance reforms in the three
states equalized spending and education tax rates. The dominant pattern in 1989-
90 was a positive relationship between community wealth and education rev-
enues. Three years later, the highest-wealth districts still spent more, on average,
than the lowest-wealth districts, but the extent of disparity had decreased substan-
tially in Kentucky (from 63 percent to 12 percent) and in Texas (from 46 percent
to 13 percent), and moderately in New Jersey (from 29 percent to 14 percent). In
addition, the lowest-wealth communities, on average, had more resources than
middle-wealth districts. Assuming that low-wealth communities serve higher
concentrations of students with special needs, these three states appear to have
achieved a semblance of vertical as well as horizontal equity.

Table 4-4 presents a more comprehensive set of equity measures for the three
states—pre- and post-reform. The first five statistics indicate the dispersion of
revenues across districts (weighted for the number of students in the districts).
The restricted range is the difference between expenditures at the 5th and 95th
" percentiles of the distribution. The federal range ratio specifies in percentage
terms how much larger the 95th percentile spending is than the Sth percentile
spending. We see that the funding reforms did little to close the absolute gap
between the lowest- and highest-spending districts (the restricted range), but
decreased the relative difference between the Sth and 95th percentile districts.

The restricted range and federal range ratio statistics measure dispersion at
ends of the distribution, using data from two school districts. The coefficient of
variation (COV), which is the standard deviation divided by the mean, includes
data from all school districts in the state and focuses on the extent of variation
around average spending—both above and below the mean. A value of zero
indicates that all children have access to equal amounts of education spending.
The Gini coefficient is a statistic that measures the degree to which each cumula-
tive percentage of pupils (e.g., 30 percent) receives an equal percentage of rev-
enues (e.g., 30 percent). A completely equitable distribution of resources occurs
when the index measures zero. Reductions in both the coefficients of variation
and Gini coefficients are signs of greater expenditure equity in Kentucky and
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Texas. New Jersey’s statistics paint a mixed picture. While the coefficient of
variation did not change under the QEA, the Gini coefficient improved. This
probably reflects a leveling-up of resources in the state but a failure to cap growth
in the higher-spending districts.

The McLoone index focuses specifically on the extent of equity in the bot-
tom half of the distribution. A value of 1 indicates that per-pupil expenditures in
the lowest-spending districts are equal to the median. The improvement in New
Jersey’s McLoone index does confirm more leveling-up of resources in the low-
est spending districts. Surprisingly, the McLoone index shows a decline in
Kentucky and minimal change in Texas, two states that also targeted state aid on
their lowest-spending communities. However, the index does exceed 0.9 in these
two states, which satisfies some analysts’ standard for a desirable level of equity
(Odden and Picus, 1992).

The sixth statistic, the simple correlation, measures the degree of fiscal
neutrality or equal educational opportunity among districts. Here we look at the
linear relationship between per-pupil education revenues and property wealth; a
correlation of zero indicates no systemic relationship between these two vari-
ables. All three states show a reduction in the relationship between district
wealth and education revenues, particularly in Kentucky, which replaced a flat
grant system with one that is wealth-equalized. The change in New Jersey’s
correlation is driven by large increases in categorical aid targeted on low-wealth
communities. The correlation between general operating revenues (without cat-
egorical funds) and property wealth is not only much higher (0.437) than that for
all current revenues (0.291), but it did not change over the three years of this
study (Goertz, 1994).

Summary

Kentucky, New Jersey, and Texas all made major changes to their funding
formulas in the aftermath of court decisions declaring their school finance sys-
tems unconstitutional. These changes targeted substantially more revenues on
low-wealth, low-spending school districts and provided increased funds to middle-
income communities as well. Contrary to popular belief and earlier research on
unrestricted education grants, most districts did not reduce their tax rates or local
revenues in light of increased state aid. Formula provisions provided both man-
dates and incentives for districts to maintain and/or increase their local effort.
Although high-spending districts in New Jersey and Texas lost state aid, they
raised local taxes to offset these reductions and to address growing program
costs. Thus, substantial increases in state aid, coupled with growing local rev-
enues, yielded large increases in education revenues across the board in the three
states. :

Expenditure equity and fiscal neutrality improved in all three states, but
especially in Kentucky and Texas. Kentucky, which historically has supported
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TABLE 4-3 Distribution of Education Revenues per Pupil and Tax Rates
(in mills), 1989-90 and 1992-93: Kentucky, New Jersey, and Texas

Kentucky?
Education Tax Education Tax
Wealth Revenues, Rate, Revenues, Rate,
Decile? 1989-90 1989-90 1992-93 - 1992-93
1
2 $1,956 4.0 $3,311 5.6
3
4 2,046 3.9 3,123 5.3
5
6 2,142 4.0 3,071 5.3
7
8 2,281 4.5 3,071 55
9
10 3,194 6.0 3,712 12
State Average 2,335 4.2 3,262 5.5

4Data were reported in quintiles, rather than deciles. Revenues do not include transportation and
categorical grant programs, such as preschool and extended school programs and include intrastate
cost adjustments.

bRevenites include those for current and capital expenses.

¢The Texas Education Agency reports data in 20 wealth groups with equal numbers of students.
We calculated the decile figures by averaging the numbers for contiguous wealth groups (e.g., wealth

nearly three-quarters of education spending through state aid, achieved greater
" equity by replacing a flat grant system with a more equalized funding structure
and a higher foundation level. Texas, where the state share is less than 50
percent, increased equity by targeting state dollars on lower-wealth districts.
This was achieved by reducing the wealth guarantee in the foundation formula at
the same time it increased the foundation amount, and by raising both the second
tier guarantees and tax rates that were rewarded. Attempts to improve equity in
New Jersey were thwarted by the maintenance of a relatively low state share (41
percent in 1993-94), and a system of budget caps that constrained growth in low-
wealth districts while insufficiently limiting growth in high-wealth communities.

WHERE DID THE NEW DOLLARS GO?

In this section we examine where local districts in Kentucky, New Jersey,
and Texas chose to allocate the new dollars flowing from school finance reforms.
In this analysis we use functional categories of expenditure, including instruc-
tion, administration, transportation, plant operation, maintenance, fixed costs,
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New Jersey? : Texas®
Education Tax Education Tax Education Tax Education Tax
Revenues, Rate, Revenues, Rite, Revenues, Rate, Revenues, Rate,

1989-90 1989-90 1992-93 1992-93  1989-90 1989-90 1992-93 1992-93

$5.925 12.1 $8,086 11.8 $3,200 8.6 $4,347 12.2
5,305 10.5 7,443 10.9 3,294 9.5 4,281 12.3
5,690 10.5 7,207 11.1 3,456 10.3 4,213 127
5,961 10.5 7,326 12.8 3,437 10.5 4,038 12.9
6,066 10.3 7,620 12.6 3,417 10.3 4,124 13:3
5,947 9.9 7,306 11.8 3,662 11.4 4,112 13.9
6,147 9.7 7,518 12.4 3,710 10.6 4,141 13.6
6,903 9.6 7,958 12.2 3,640 9.2 4,121 13.7
7,132 83 8,455 10.9 4,035 9.9 4,136 12.5
7,644 55 9,238 7.3 4,668 8.3 4,897 12.9
6,305 8.6 7,812 10.7 3,642 9.6 - 4,242 130

groups 1 and 2, 3 and 4, etc.). Revenues are the sum of those available under the state foundation
program and from the unequalized local leeway tax rate.
dEach decile (and quintile) has approximately the same number of students.

SOURCES: Table compiled from data from the following: Kentucky (Adams and White, 1997);
New Jersey (Goertz, 1995; reanalysis of NJSDE data by Goertz); Texas (Picus and Toenjes, 1994).

and capital outlay. As noted earlier, the literature on district decision making

suggests that multiple sources drive district resource allocation decisions, some
of which might cause districts to maintain previous spending patterns and others
of which might cause districts to depart from those patterns. For example, dis-
tricts must contend with various fixed costs of operation, including those im-
posed by state and federal regulations. Such costs might lead districts to maintain
prior spending patterns in the relevant categories even when new funds become
available. However, if spending in mandated and otherwise fixed categories
caused districts to underfund areas in which they have more discretion, such as
instruction, then new resources might lead to increases in the previously
underfunded areas, driven by local perceptions of needs. Similarly, if districts
had reacted to limited resources by maintaining instructional spending and
underfunding maintenance and capital construction over the years, then new
resources might lead to increases in these areas. District spending patterns in the
wake of new resources appear to be driven by a combination of prior spending
patterns and external regulations and expectations as well as by areas of need in
individual districts resulting from prior spending patterns.
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TABLE 4-4 Selected Equity Statistics, Current Revenues per Pupil, 1989-90
and 1992-93: Kentucky, New Jersey, and Texas

Statistic 1989-90 1992-93 Change % Change
Mean : ,
New Jersey $ 6,305 $ 17,812 $1,507 +23.9
Kentucky . 2,835 3,806 971 +34.3
Texas? 3,378 4,242 864 +25.6
Restricted Range
New Jersey $ 4,224 $ 3,837 $ -387 9.1
Keéntucky 1,279 1,069 -210 -16.4
Texas 1,371 1,453 +82 +6.0
Federal Range Ratio
New Jersey 0.831 0.627 -0.204 -24.5
-Kentucky 0.541 0.331 -0.210 -38.8
Texas 0.490 0.399 -0.091 -18.5
Coefficient of Variation '
New Jersey 0.199 0.195 -0.004 -2.0
Kentucky 0.158 0.095 -0.063 -39.9
Texas 0.171 0.133 -0.038 - -222
McLoone Index
New Jersey 0.864 0.890 +0.026 C +3.0
Kentucky 0.946 0919 -0.027 -0.0b
Texas 0.939 0.948 +0.009 +0.1
Gini Coefficient
New Jersey 0.106 0.090 -0:016 -15.1
Kentucky ©0.083 0.054 -0.029° -34.9
Texas - 0.079 0.058 -0.021 -27.6
Simple Correlation®
New Jersey 0.377 0.291 -0.086 -22.8
Kentucky 0.790 0.362 -0.428 -54.2

" Texas 0.729 0.506 -0.223 -30.6

‘dMean revenues are not comparable to those reported in Table 4-2 due to different data sources.
bThe exact figure is -0.03%. :
¢Correlation between current revenues per pupil and property wealth per pupil.

SOURCES: Table compiled from data from the following: Kentucky (Adams and White, 1997);
New Jersey (Goertz, 1994); Texas (Picus and Toenjes, 1994). '

Kentucky

Adams (1996) examined the changes in resource allocation following KERA.
Table 4-5, taken from Adams (1996), shows the changes in per-pupil expendi-
tures by function from 1990 to 1993 and the proportion of budgets allocated to
each functional category. :

First, we find that spending increased for all district functions with the ex-
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ception of debt service during this period of reform. Expenditures for administra-
tion rose $37 per pupil (36 percent), those for instruction rose $680 (33 percent),
those for transportation increased $53 (30 percent), those for operations and
maintenance increased $70 (24 percent), those for fixed costs increased $65 (66
percent), and expenditures for capital outlay rose $117 (244 percent). Second,
fixed costs, capital outlay, and expenditures on health, food, and community
services all rose by more than the aggregate percentage increase of 37 percent
across all functions; in contrast, administration, instruction, attendance services,
transportation, plant operations, and maintenance all rose by less than the aggre-
gate percentage.

Third, Adams notes that the spending patterns in Kentucky school districts
statewide were virtually identical before and after the reform. Relative spending
changed less than a percentage point in administration, attendance, health ser-
vices, food services, community services, transportation, operations, maintenance,
fixed costs, and debt services. In the remaining two categories, the percentage of
total expenditures devoted to instruction decreased from 72.5 percent to 70.3
percent while the percentage of total expenditures devoted to capital outlay in-
creased from 1.7 percent to 4.2 percent. Expenditure patterns remained the same
or changed incrementally in the four study districts as well.

Finally, drawing on data from the Digest of Education Statistics (National
Center for Education Statistics, 1995), Adams compared the allocation of spend-
ing in Kentucky to the nation overall. He found that school districts in Kentucky
spend a greater percentage of their funds on administration (3.6 percent to 2.7
percent), instruction (70 percent to 67 percent), and transportation (5.9 percent to
4.2 percent); they spend a smaller percentage of their funds on operations and
maintenance (9.3 percent to 10.3 percent) and various student services.

New Jersey

For the state of New Jersey, Firestone et al. (1997) examined the spending
patterns in 12 school districts—4 high-wealth districts, 2 middle-wealth districts,
and 6 of the 30 poor urban districts that were the focus of the Abbott v. Burke
decision. Table 4-6 shows the percentage of increased expenditures between
1990-91 and 1993-94 allocated to six major spending categories.

The six expenditure categories are: (1) direct educational expense—instruc-
tion, attendance and health services; student body activities; special education
and other special-needs programs; (2) plant operation and maintenance; (3) trans-
portation; (4) fixed charges and other expenses—including administration, com-
munity services, sundry accounts, and insurance costs; (3) tuition for out-of-
district placements; and (6) capital outlay. Two districts (SN6 and TR4) were
excluded because budget data in line-item format were unavailable for both years.

Regardless of district type, about half the increased funds were used for
direct educational expenditures. The poor urban districts, on average, put 51
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TABLE 4-5 Changes in Kentucky School District Per-Pupil Expenditure
Patterns by Function, 1990 and 1993

1990

Per-Pupil As Percent of
Function Expenditure Total Budget
Administration $103 3.6%
Instruction 2,059 72.5
Attendance Services 28 1.0
Health Services 3 0.1
Pupil Transportation ) 175 6.2
Plant Operations 205 7.2
Maintenance 89 31
Fixed Costs 99 35
Food Services 17 0.6
Community Services 3 0.1
Capital Outlay 48 1.7
Debt Service 12 : 04
Total ) 2,842

SOURCE: Calculations based on Kentucky Form F-55 prepared by Adams (1996).

percent of new funding into direct educational expenses. The middle-wealth
districts put 65 percent and 66 percent of new funds into direct educational
expenses. The wealthy districts, on average, put 62 percent of new funds into
educational expenditures, but two districts.(TR1, TF3) allocated significantly less
(54 percent and 56 percent) of new funds to this category—a figure comparable
to several of the poor urban districts—and one (TF2) spent significantly more (83
percent) of its new dollars this way. All types of districts used substantial por-
tions of their new dollars for fixed costs: 17 percent in the poor urban districts, 10
percent in the middle-wealth districts, and 35 percent in the wealthy districts.
The districts differed in the proportions of new dollars added to operations
and maintenance, fixed charges, and capital outlay. The poor urban districts
spent an average of 9 percent of their new dollars on operation and maintenance,
17 percent on fixed charges, and another 11 percent on capital outlay. The two
middle-wealth districts kept operations and maintenance relatively stable, spend-
ing just 2 percent and 1 percent of their new dollars on this category. These
districts devoted 15 percent and 5 percent of the additional expenditures to fixed
charges and 15 percent and 13 percent to capital outlay. In contrast, two wealthy
districts (TR1, TR2) reduced operations and maintenance costs by 30 percent and
9 percent; a third wealthy district increased operations and maintenance by only
1 percent. These three districts devoted 44 percent, 18 percent, and 31 percent of
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1993
Per-Pupil As Percent of Dollar Percent Percent of
Expenditure Total Budget Change Change Total Dollar Change
$140 3.6% $ 37 35.9% 3.5%
2,739 70.3 680 33.0 64.5
31 0.8 3 10.7 0.3
25 0.6 22 ' 7333 2.1
228 59 53 303 5.0
247 63 42 20.5 4.0
117 3.0 28 31.5 2.7
164 4.2 65 65.7 6.2
25 0.6 8 47.1 0.7
6 0.2 3 100.0 0.3
165 4.2 117 243.8 11.1
9 0.2 -3 -25.0 -0.3
3,896 1,054 37.1 :

additional expenditures, respectively, to fixed charges and 20 percent, 4 percent,
and 5 percent of additional expenditures to capital outlay. ‘

In dollar terms, spending on the direct education expense category increased
an average of $1,350 in the poor urban districts, almost twice as much as-that’in
the wealthy districts ($743). The foundation aid ‘districts spent an additional
$1,568 and $820 on direct education expense. :

It is not surprising to find the poor urban districts increasing their investment
in facilities and equipment in the early years of the QEA. Years of tight budgets
had resulted in extensive deferred maintenance, hard use of school buildings, and
pent-up demands for instructional equipment. SN2, for example, had already
developed a wide variety of education and social support programs in the years
preceding the QEA. While its students were successful on state tests;the commu-
nity opposed extensive investment in education. Buildings were in poor condi-
tion, and the district had no room to house growing enrollments and expanded
programs. This district made a major investment in improving its facilities. SN4
had also had a difficult time convincing its overburdened and increasingly elderly
taxpayers to fund improvements to its schools. QEA dollars, along with other
state funds, were used to bring schools up to the standards of the building code,
modernize science laboratories, and build libraries for its elementary schools.

In summary, the six special needs districts studied by Firestone et al. (1997)
used-most of their new state aid to increase education expenditures. Like their
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wealthier neighbors, the poor urban districts spent about half of their new rev-
enues on instruction, programs for special-needs students, and student support
services. The urban districts also invested new state funds in facilities and equip-
ment, addressing years of deferred spending in these areas. Some of’ the wealthy
districts, constrained by small increases in state aid and taxpayer discontent,
reduced spending on operations and maintenance to protect their instructional
budgets. : ‘

Texas

Reports issued by the Texas Education Agency (1991, 1993) provide infor-
mation on expenditures in Texas school districts for the 1989-90 and 1992-93
school years. These reports provide breakdowns for districts with different levels
of wealth by dividing all Texas school districts into 20 wealth groups, each of
which contains an approximately equal number of students. In Table 4-7 we
present expenditure data for 1989-90 and 1992-93 for all districts and for the
bottom three and top three groups, which each serve about 15 percent of the
state’s students. '

As Table 4-7 reveals, all districts, on average, experienced increased spend-
ing in the wake of the finance reform. Between 1989-90 and 1992-93, the
average Texas school district spent $689 or 19.6 percent more on total expendi-
tures, while total instructional expenditures increased by $411 or 20.1 percent
over the same period. ' ‘

The poorest districts increased total operating expenditures substantially
more, from $3,336 in 1989-90 to $4,377 in 1992-93. This increase of $1,041
represented a 31.2 percent addition. In these same districts instructional expendi-
tures increased $567, representing a 28.6 percent addition and about 55 percent of
new revenues. Expenditures grew in wealthier districts as well, but at a lower
rate and with a smaller dollar amount. Per-pupil total operating expenditures
grew $302, or 7.1 percent. Most of the new dollars (90 percent) were allocated to
instructional functions, however, which increased $274, or 11.5 percent.

Table 4-8 presents the percentage distributions across major functions for
Texas school districts in 1989-90 and in 1992-93. Asin K"entu‘cky; these distribu-
tions are very stable over time, varying by only a percentage point or two.

Summary

Overall, local districts in Kentucky, New Jersey, and Texas spent new money
(from state aid and local sources) across the board in all functional categories, but
generally they directed more than half of the new dollars to instructional areas.
Some wealthy districts in New Jersey and Texas allocated most of their increased
funds to instruction in the face of declining state aid and/or taxpayer revolts. In
Kentucky and New Jersey, districts spent a disproportionate amount of new
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TABLE 4-7 Spending Increases for Texas School Districts Between
1989-90 and 1992-93

Spending Level . 1989-90 1992-93 $ Increase % Increase
Statewide
Total $3,525 $4.214 $689 19.6
Instructional $2,044 $2,455 $411 20.1

Poorest 15%¢ :
Total $3,336 $4,377 $1,041 31.2
Instructional $1,985 $2,552 $567 28.6

Wealthiest 15%
‘Total $4,251 $4,553 $302 7.1
~Instructional $2,381  $2,655 $274 115

aDistricts serving poorest 15 percent of students.
bDistricts serving richest 15 percent of students.

SOURCE: Texas Education Agency, 1991, 1993.

TABLE 4-8 Percentage Expenditure Distributions Across Major
Functions for Texas School Districts, 1989-90 and 1992-93

Expenditure Function 1989-90 1992-93
Expenditures -
Instructional 52 51
Central administrative 7 7
Campus administrative 5 5
Plant services 10 10-
Other operating 15 15
Nonoperating 11 12

Instructional Expenditures .
Regular education 71 69

Special education 11 11
Compensatory education 10 12
Bilingual/ESL 2 3
Vocational education 4 4
Gifted and talented 1 2

SOURCE: Texas Education Agency, 199i, 1993.
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money on fixed-costs, such as insurance, and on capital outlay. Administration,
on the other hand, received a proportionate share of the new dollars in all three
states. What is most striking about these states is that the patterns of spending
across functional areas remained relatively unchanged in the aftermath of the
school finance reforms. These findings correspond to other research that docu-
mented the consistency of spending patterns across districts of different expendi-
ture levels. That is, as districts increase their budgets, they continue to allocate
the same portions of funds to administrative and instructional functions.

WHAT DID THE REFORM DOLLARS BUY?

The district case studies conducted in Kentucky (Adams, 1994), New Jersey
(Firestone et al., 1994, 1997), and Texas (Picus, 1994) provide more detailed
information on the programs and services that were purchased with new state aid
dollars and provide some insights into the extent to which new dollars were used
to increase teacher salaries in the immediate aftermath of the finance reforms.
The results of these studies are presented by state in Table 4-9, where expendi-
tures are organized by the five categories used in the case study reports: person-
nel, staff development, materials and resources, program, and facilities. We
summarize the major cross-state findings below.

Staff Salaries

Districts in all three states used funds to increase staff salaries. These in-
creases were motivated in some cases by the need to offer more competitive
salaries and in other cases by the necessity of honoring prior contractual arrange-
ments. In addition to salary increases, low-wealth districts in all three states used
new dollars to add staff, to provide new services (such as counseling), and to
reduce class sizes. Regardless of district wealth, many districts added staff just to
keep (or attempt to keep) pace with enrollment growth. More detailed analyses
of staffing data in New Jersey show that the rate of salary increases was identical,
on average, in the low- and high-wealth districts in the state.

Staff Development

Low-wealth districts in all three states increased their expenditures for staff
development. All the case study sites reported an increased level of professional
development activities; a few districts increased the permanent staff involved in
running staff development activities. Staff development activities were oriented
to respond to the substance of state and national educational reforms and/or to
address poor performance on statewide student testing programs.
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TABLE 4-9 Major New Expendltures in Kentucky, New Jersey, and Texas,
1989-90 to 1992-93

Kentucky.

Personnel: Salaries All four districts increased spending on teacher salaries (from
16% to 43%), but teacher salaries declined as a percentage of
district expenditures. - Low-wealth districts increased teacher -
salaries to become more competitive; one district moved from
lowest in the region to average, another moved from 150th to
10th out of 176 districts statewide. High-wealth districts held
the line on salaries. :

Personnel: Staffing One low-wealth district hired five new certified and eight new
classified employees resulting in somewhat lower class sizes.

Staff Development KERA provided $17 per pupil for staff development.
Professional development was viewed as important in all four
districts. Although the effort appeared substantial, it did not
meet the huge demands generated by the reform.
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New Jersey

Texas

All districts spent more of their new
personnel dollars on salary increases than
on new hiring; salary increases were
dictated by contracts negotiated prior to
the reform. The six low-wealth case study
districts spent 68% of new personnel
dollars on salaries compared to middle and
high-wealth case study districts where
personnel cuts resulted in all new personnel
funds going to salary increases. Statewide,
low-wealth districts spent.84% of new
personnel dollars on salary increases while
high-wealth districts spent 90% of such
dollars on salary increases.

Three of five low-wealth districts increased
staff between 4% and 9% in the first year
following the reform. Staff increases were
not so much “new” hiring as they were to
meet enrollment growth or reinstate
programs previously cut. Middle- and
high-wealth districts experienced little net
change in staff. Because of growing
enrollments, student/teacher ratios rose in
many high-wealth districts.

Low-wealth districts increased staff
development offerings. New funds were
used for in-service training to support new
programs, including cooperative learning,
whole-language learning, site-based
management, Comer School Development,
and prepare for the new state high school
graduation test. One low-wealth district
hired a full-time staff development
coordinator. There was some evidence that
the quality of staff development efforts
improved.

Three of four districts increased salaries an
average of 6%. One high-wealth district had
not increased salaries in the past three years
and did not plan an increase; it still had one of
the highest salary schedules in the state.

One low-wealth district hired new counselors
for curriculum development in math, reading,
and language arts. The other low-wealth
district used funds to reduce its student/teacher
ratio in grades K-4 to the state’s 22:1 standard.
One high-wealth district used funds to
maintain the 22:1 class size ratio in grades K-4
and to extend music and art instruction to all
students in the district. The other high-wealth
district reduced the size of its teaching force
with the expectation that class sizes would rise
but remain at the state standard of 22:1 or
lower.

The high-wealth districts already had extensive
staff development efforts. One low-wealth
district expanded its staff development activities
and expanded the staffing in this area with a
focus on site-based management. The other
low-wealth district focused on parent
involvement.
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TABLE 4-9 Continued

Kentucky

Materials and Resources One low-wealth district directed spending on equipment,
supplies, and instructional materials with substantial
technology purchases in response to the reform emphasis on
instructional technology. This district also added a late
afternoon bus to permit rural children to participate in
co-curricular activities. The other low-wealth district
increased spending on instructional materials from $15 to
$100 per student and included major investments in technology
and the purchase of new school buses.

Program New programs in the districts responded to the mandates of the
reform. One low-wealth district began a preschool program
for at-risk children; the other initiated a summer school
program and after school tutoring 2 days a week. One
high-wealth district offered extended school services; the other
offered all required categorical programs (extended school
services, preschool, and family resource and youth service
centers). :

Facilities . The low-wealth districts devoted resources to facilities needs.
* One low-wealth district set aside some reform dollars to

“fast-track” facilities needs and did not confine them to capital
construction, including, for example, setting aside funds to-
make state technology grants. Another low-wealth district
built new high schools and had plans to build new middle
schools to replace antiquated buildings. One of the high-
wealth districts used funds to build new facilities to meet
enrollment growth.

SOURCE: Authors’ compilation of data from Adams, 1994 (Kentucky); Firestone et al., 1997 (New
Jersey); and Picus, 1994 (Texas). '
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New Jersey

Texas

High-wealth and middle-wealth districts
reported minor delays in purchases of
materials and resources. Low-wealth
districts reported modest increases in the
purchase of such materials. Respondents.

"in low-wealth districts reported that they
could purchase the supporting materials
for new textbook series for the first time
in years.

Low-wealth districts added elective
offerings to the curriculum, established
new programs for students in need of
special assistance, added more challenging
programs for students who could benefit
from them, and modified the curriculum
to respond to the new high school
graduation test. High-wealth and
middle-wealth districts made less dramatic
changes, at times involving minor
reductions. Low-wealth districts also
invested in extended day programs (e.g.,
after-school homework centers),
extracurricular activities (e.g., high school
- clubs), early childhood education (e.g.,
full-day kindergarten, pre-kindergarten),
and health and social services (e.g., parent
programs, counselors, school-based health
centers). High-wealth and middle-wealth
districts made few or no changes in these
areas.

One low-wealth district made facilities
construction a top priority and minimized
increases in other areas to build two new
structures and renovate other buildings to
increase space as a prerequisite to
expanding programs. Two other low-
wealth districts refurbished buildings,
and another district improved high school
science labs and established new computer
labs. There were no dramatic changes in
facilities in the middle-wealth and high-
wealth districts.

One high-wealth district deferred plans for
purchasing new technology. One low-wealth
district devoted about $1 million to.technology
improvements, partially for instructional
purposes and partially for management
systems. None of the districts indicated that
it would use funds to purchase materials to

" supplement state-adopted textbooks.

Both low-wealth districts planned
programmatic changes. One low-wealth
district made organizational changes to
improve the quality and quantity of staff
development for teachers. The other low-
wealth district was able to use new general
revenues to support programs previously
supported with Chapter 1 funds; the released
Chapter 1 funds were used to establish a
parent-involvement program. New funds
were also used to establish an Instructional
Monitoring Program which placed central
office staff in school sites on a regular basis
and to establish a year-round education
program to provide remedial education to
students having difficulty. One high-wealth
district that experienced a funding

reduction reduced central office staff and
hired fewer replacement teachers. The
other high-wealth district that received new
money from a local property tax increase
initiated curriculum improvement activities at
the school site level.

One low-wealth district used most of its new
funds to build a new middle school and to
improve other facilities. The other low-wealth
district did not use new money for facilities.
One of the high-wealth districts used funds

to upgrade school facilities.
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Materials and Resources

Low-wealth districts in all three states devoted additional funds to materials
and resources in support of their regular instructional programs. Expenditures for
technology, an area often emphasized in state education reform efforts, were a
priority in many districts. Other districts increased purchases of ancillary materi-
als in support of new text series that incorporated new approaches to the teaching
of reading, mathematics, and science.

Programs

In all three states low-wealth districts used the additional funds provided by
the finance reforms to increase their program offerings. Most low-wealth dis-
tricts added special programs to enhance the learning of at-risk students. These
programs sometimes extended the school day and at other times extended the
domains in which schools typically operated to include social and health services.
District investments in programs were often in response to the mandates of state
reform or changes in the state assessment program.

Facilities

Finally, low-wealth districts in all three states used some portion of their new
funds to address facilities needs, including the construction of new buildings and
renovation of existing buildings. These investments responded to years of de-
ferred maintenance and unmet facilities needs, as well as a need to house new
students and new programs. Districts were most likely to commit new resources
to facilities when they were confronted with enrollment growth and when the

. present state of facilities posed barriers to the implementation of new programs
and services.

Summary

Low-wealth districts in all three states used the additional resources they received
to increase salaries and personnel, to augment staff development efforts, to add
new technology and other resources, to implement new programs, and to refur-
bish old facilities and build new ones. In making these decisions, district leaders
were responding to multiple forces, including enrollment growth and new state
standards and requirements. At a time in the early 1990s when states were
beginning to develop performance standards and loosen the regulations on how
monies could be spent, we might have anticipated that the confluence of these
developments would lead districts to use dollars differently to maximize perfor-
mance. However, it appears that at least in this early stage the spending norms
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were so strong that departures from the patterns of spending evident in higher-
performing neighboring districts were not seriously entertained.

IMPLICATIONS FOR POLICY AND RESEARCH

In this concluding section, we consider the implications of our findings for
the design of new school finance systems, and for research on the impact of
finance reform policies. We identify four key themes drawn from our analyses of
finance reform in Kentucky, New Jersey, and Texas. We suggest that despite
differences in local contexts, district spending patterns become more similar in
the wake of reform. We note that, in addition to the level of funding, the per-
ceived stability of funding affects spending decisions in local districts. We
consider both the need for and the limitations of linkages between state education
reform plans and state finance plans. Finally, we identify areas in which addi-
tional research might advance efforts to develop school finance policies that lead
to school improvement.

Context and Consistency

Local district responses to finance reform can be characterized in terms of
two superficially contradictory trends. Local districts in these three states were
influenced by local contextual issues in distributing the additional resources made
available through finance reform. At the same time, these new local allocation
decisions resulted in patterns of resource utilization that were quite consistent
from district to district. How can both these trends be true?

‘Local districts react to a host of local, state, and national contextual factors in
shaping their decisions on the allocation of resources in the wake of finance

‘reforms. District responses to increases or decreases in funding are influenced by

the following: other state education policies, particularly in the areas of curricu-
lum, assessment, and accountability; demographic trends in the districts (e.g.,
enrollment changes, changes in the composition of the student body); local gov-
ernance structures; and the status of education programs in the districts. Al-
though there was. relative consistency in the way districts used new resources,
particular allocation decisions were driven by particular local configurations of
needs. For example, districts that had neglected their facilities when funds were
scarce or that had experienced rapid enrollment increases identified facilities as a
major priority for new expenditures. Districts with less severe and immediate
facilities problems were able to devote more of the new dollars to program
enhancements. At times facilities needs restricted program development, as when
districts found themselves unable to offer full-day kindergarten or pre-kindergar-
ten because they lacked physical space for more classes of students.

If districts are responding to local contextual issues in the allocation of
resources, how do the district-to-district patterns of resource allocation become
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quite similar? Local districts apparently share a similar model of optimal re-
source distribution and utilization. Districts that receive infusions of state aid
look to higher-spending/higher-performing districts for models of how to use
these new dollars. These expenditure models are very traditional: lower class
sizes; improved facilities; and increased professional development, equipment,
and instructional materials. The spending decisions of poor districts were not
capricious. One of the reasons that spending patterns appear similar in all three
states is that districts receiving new funds are modeling their spending decisions
after those of districts deemed to be more successful.

Perhaps the best explanation for this pattern of activity comes from institu-
tional theory. The central project of the new institutionalism is to show how,
independently of efficiency demands, organizations adopt specific forms and
structures to maintain their legitimacy (Powell and DiMaggio, 1991; Rowan,
1982; Tolbert and Zucker, 1983). Regardless of their contribution to organiza-
tional effectiveness, such forms constitute legitimating myths that give organiza-
tions credence, the perception that the organization is doing the right thing, in the
outside world (Meyer and Rowan, 1977). Adoptions for legitimation can come
through three means: coercive isomorphism where pressures are brought to
bear—often through government mandates—to take on certain characteristics,
copying successful organizations in the same field, and normative pressures from
the spread of professionalism (DiMaggio and Powell, 1983). All three of these
can be observed in the case of school finance reform. State governments have
influenced local school districts in their spending patterns through mandates for
certain programs as well as through setting expectations for what constitutes
legitimate expenditures. Local districts do appear to copy well-financed and
more successful (in terms of student outcomes) counterparts in other communi-
ties. Finally, professional staff throughout local districts are influenced by na-
tional professional movements that establish standards for professional practice.
Each of these processes influences the resource allocation decisions in local
districts. However, the efficacy of poor and urban districts adopting the spending
profiles of wealthy and suburban districts remains to be determined.

Dollars and Sense

Local district responses to state finance reform are influenced not only by the
actual changes in the dollars available for education, but also by the ways that
district leaders perceive the probable future of state funding. The change embod-
ied in each reform is a reminder of the dependency of districts, particularly poor

_districts, on state actions often beyond their control. To the extent that state
revenues are perceived as unstable and unpredictable, districts avoid new expen- .
ditures with long-term commitments. Districts also were deterred from long-
term planning by the perceived instability of state funding.

District responses reflect local perceptions (and realities) of the instability of
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state reform dollars. Therefore, districts are more apt to spend new dollars on
“one-shot” expenditures, like equipment and facilities. Local districts in Ken-
tucky, New Jersey, and Texas experienced a significant change in state policy
with the finance reforms. Consequently, district leaders questioned the stability
of the newly reformed arrangements and avoided long-term resource commit-
ments.

This cautious approach proved prescient in New Jersey and Texas, where

reform laws lasted only two years. The New Jersey legislature modified the

Quality Education Act between its initial passage and implementation, reducing
the amount of aid targeted to the special-needs districts and requiring these
districts to revise their spending plans on short notice. The major provisions of
this amended QEA were in place only 2 years before politics placed the law on
hold and subsequent judicial action required more changes. The Texas school
finance formula was changed three times in 4 years in response to state court
decisions. It is not surprising, then, that one low-wealth Texas district chose to
use 80 percent of its state aid increase on facilities and technology (Picus, 1994).
The perceived instability of state reforms clearly constrains local decisionmaking,
and the effects of such constraints may lead to less than optimum spending
decisions.

Finance Reform and Education Reform

New dollars are put to better use in districts that have a vision and plan for
education reform. Strategic plans for the use of new funds are critical for obtain-
ing the support of taxpayers (especially if a tax increase is required) and for
mediating competing claims for these new resources. Not surprisingly, districts
with strong leadership are more likely to develop these kinds of plans. But states
can help districts identify needs and establish priorities for the use of new state
aid. For example, as part of the New Jersey finance reform, each low-income
district was visited by a team of outside reviewers who prepared a plan containing
a list of priorities. The Kentucky education reform that accompanied that state’s
finance reform contained a great deal of specific guidance regarding the direction
and content of district reform. Similarly, Texas districts used new dollars to
respond to that state’s class size and assessment and accountability policies.

Despite these examples of state actions to assist districts in shaping a vision
for school reform, the relationship between finance reform and education reform
remained separate at the state level in Kentucky, New Jersey, and Texas. No
attempts to directly link state standards to foundation level funding emerged,
even in Kentucky where education reform and finance reform occurred simulta-
neously. It is perhaps not surprising, then, that researchers did not find many
examples of standards-driven resource allocation decisions at the local level be-
yond generalized responses to state and national curriculuin reform standards,
such as aligning curriculum and purchasing related instructional materials. Where
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there were some examples of linkages between finance reform and education
reform, as in Kentucky, they were in response to categorical funding for things
like preschool and extended day services.

As states move forward, the trade-off between linking finance reform to
education reform and allowing districts sufficient discretion to make appropriate
allocation decisions needs to be made more explicit. There is increasing interest
in connecting finance reform to education reform and using the former to drive
the latter. It is certainly possible to devise finance reform strategies that are
connected to education reform goals; this is the theory behind the use of categori-
cal grants. However, the diversity of local district conditions and contexts re-
quires a host of resource allocation decisions to be made at the local level to
insure the most efficient and efficacious use of resources. The constraints im-
posed by highly specified, state-level finance systems may exact a price in terms
of local district efficiency. The challenge is to design state finance systems that
move local districts in reform directions while allowing for the most efficient and
effective distribution of resources. The danger for prescriptive state finance
systems is that they might achieve control without coordination or without an
appreciation of the local context. '

New Dollars and New Data

There is limited research on how and where districts spend new state aid
dollars in the aftermath of major school finance reforms. Further research re-
quires the collection of quantitative data by expenditure function and object
(particularly salaries) and on the numbers and type of staff districts employ.
Current financial reporting procedures obscure the level and type of reform ac-
tivities undertaken at the district and school level (Adams, 1994). Therefore, we
‘must continue to rely on qualitative data collection to understand what new
dollars buy programmatically, how educators use reform dollars to improve edu-
cational programs, and the factors that districts identify as influencing their re-
source allocation decisions. The development of better program-level accounting
and of school-level finance data should help (Busch and Odden, 1997). But,
because of the complexity of the factors that contribute to spending decisions, no
one decision-making model can predict or explain changes in district expendi-
tures and resource use.

Even with the collection of additional data on school district expenditures, a
number of factors make the determination of “reform dollars” (i.e., dollars in-
tended for reform) difficult. First, comprehensive finance reform involves modi-
fication of more than one aspect of a finance system and makes identification of
the net effects difficult. These multiple modifications at times reinforce a par-
ticular direction and at other times operate inconsistently. Moreover, the multiple
alterations to a system often have different effects in different kinds of local
districts. For example, a reform that adjusts the foundation formula and restruc-
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tures categorical programs may lead to very different outcomes for districts: that
have slightly different student populations. Second, changing local circumstances
can check the intended effects of particular elements of a reform. For example,
rapid changes in student enrollment can lead to very different consequences
depending upon the nature of the linkage of funds to enrollments.. Third, local
district finance and accounting systems may not have the capacity to track in-
come in terms of “old” and “new” dollars and so may not allow analysts to

~ reconstruct the connection between new dollars and reform-related expenditures.

All of these factors mean that the concept of “reform dollars” may be more
appropriate as a rhetorical device than useful as an analytic category for tracking
the impact of finance reform.

The research reported in this chapter confirms Kirst’s (1977) finding that
school district administrators use organizational models, rather than rational
microeconomic concepts, in making resource allocation decisions. This is due, in
part, to the limited applicability of these microeconomic models in education. As
Jesse Burkhead noted,

[even] if school administrators had knowledge of or interest in the marginal
productivity of resource inputs . . . it could not be assumed that it would be
possible to secure least-cost combmatlons, given the institutional rigidities of
mandates and conventional practice. Neither is there a reasonable substitute for
the objective function of profit maximization. Thus the optimization rationale
that underlies production functions in the private sector is inapplicable for ele-
mentary and secondary education (1973:198).

Assessing the impact of changes in state funding on student outcomes will re-
quire researchers and policymakers to identify and track important intermediate
outcomes, such as changes in the size and mix of educational staff, size and
quality of facilities, instructional and student support services, and classroom
curriculum and instruction.

At the moment, the determination that certain intermediate outcomes of
finance reform are important for producing student learning rests on a foundation
of assumptions with varying degrees of support from empirical research. As we
discussed above, movement along the equity dimension drives poor districts to
emulate wealthy districts in their spending patterns. But the determinations as to
whether continued progress toward equity for poor districts will lead to the most
efficient use of new dollars in these districts require consideration of several
factors. First, the efficiency of spending in wealthy districts needs to be deter-
mined through empirical research. Several efforts are now underway (see Guthrie

and Rothstein, Chapter 7 in this volume) to develop different models of efficient
spending that can be related to a definition of adequacy in state school finance. A
second fruitful line of research might be to work from the emerging models of
whole-school reform to develop their implications for resource requirements and
expected outcomes and to determine their relative efficacy in low-wealth dis-
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tricts. Such models were not available to district leaders during the early 1990s
when the new funding discussed here became available. A third approach is to
build on current efforts to formulate the cost differences between rich and poor
districts and determine whether major variations in student or school characteris-
tics create different models of efficiency for rich and poor districts (see Duncombe
and:Yinger, Chapter 8 in this volume).

At the moment, the absence of multiple studies that can yield empirical
information in each of these three areas presents a major challenge to evaluations
of the efficiency of current spending patterns in different types of districts. Im-
provements in our understanding of the variations in the nature of schools, stu-
dents, and reform efforts within different states will contribute to the future
models of school spending that can be used as the basis for determinations of
efficiency of both current and new dollars. In the interim, we should exercise
caution in assuming that all district spending patterns are driven by similar forces,
especially in areas characterized by significant economic transitions, residential
instability and demographic changes, or large concentrations of students with
special characteristics or needs that have cost implications.

NOTES

1. The CPRE research was funded by a grant from the U.S. Department of
Education, Office of Educational Research and Improvement (Grant R117-
G10039). CEPA-NJ’s study of New Jersey was funded by the Mellon Founda-
tion, the Pew Charitable Trusts, and the Rockefeller Foundation.

2. See Rose v. Council for Better Education, Inc., 790 S.W.2nd 186 (Ky.
1989) and Abbott v. Burke, 119 N.J. 287 (1990).

3. See Edgewood Indep. Sch. Dist. v. Kirby, No. 362, 516 (259th Dist. Ct.
Tex., 1987), rev’d 761 S.W.2d 859 (Tex. Ct. App., 1988), rev’d 777 S.W.2d 391
(Tex., 1989). _

4. The prior funding system used a foundation formula structure, but there
was no required local effort. As a result, there was little wealth-based variation
in the allocation of state aid (Koch and Willis, 1993).

5. A foundation aid formula guarantees that each student’s education is
supported by a state-prescribed amount of money or foundation. School districts
must contribute to this foundation amount, typically by levying a state-established
tax rate. State aid is the difference between the foundation amount and the
district’s required contribution.

6. Guaranteed tax base plans are designed to ensure that every district in a
state can act as though its tax base is the same as some state-set level—a guaran-
teed tax base (GTB). Under this approach, the local school district chooses its
tax rate for education, which is then applied to the GTB and the district’s actual
tax base. State aid is the difference between what would be raised with the GTB
and what can actually be raised from the local tax base.
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7. In 1991-92, the CED—a single or multi-county entity—replaced the
local school district ‘as thée source of revenue for the required local contribution
in the foundation formula. The CED generated and distributed this local revenue
to each school district within its boundaries, substantially equalizing the range of
property tax bases in the county. The CED provision was declared unconstitu-
tional by the Texas Supreme Court in 1992 and was replaced with a requirement
that high-wealth districts reduce their per-pupil property wealth to $280,000
- (Picus and Toenjes, 1994).

8. For example, the Kentucky legislature had ‘appropriated only $25 mil-
lion for Tier 1 in 1991-92. It raised this appropriation to $150 million forthe
1992-94 biennium to fully fund this program (Koch and Willis, 1993).
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The Politics of School Finance in the 1990s

Melissa C. Carr and Susan H. Fuhrman

INTRODUCTION

‘Education is one of the most important investments that a state can make in
the future of its individual citizens and of the society as a whole. Educational
opportunities and resources, however, are unevenly distributed among rich and
poor sectors in our society.! In the United States, a country based on the prin-
ciples of equality, thousands of American children may be deprived of future
- opportunities because they do not receive an equal or even adequate education.
Other chapters in this volume have documented the efforts in many states to
reduce educational disparities, especially disparities in the amount spent per stu-
dent or disparities resulting from differences in school district wealth.

Solving the problems of school finance, however, is difficult and has often
required action in the courts. In addition, the politics of school finance are
inherently contentious. A state’s existing school finance system is a product of
the legislative process and therefore reflects the state’s balance of political power.
Changing that system requires a shift of power relationships, and the external
stimulus from the courts is often only one of many factors that determine the
success of school finance reform efforts within individual states.

This chapter explores how state politics have affected the implementation of
reforms that result from court orders or concerns about possible legal challenges
in the area of school finance. It examines questions such as: How have state
legislatures and executive branches responded to anticipated legal action and to
court mandates to reform school finance systems? What coalitions formed to
support or resist various approaches to equity? Do governors and state legisla-
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tures have the capacity, resources, and political will to implement the types of
reforms embedded in school finance litigation?

This chapter will explore the trends in the politics of school finance from the
1970s to the present and will look specifically at four states where the courts have
ordered reforms of school finance systems. Analysts of school finance litigation
have argued that favorable trends in recent court decisions give cause for opti-
mism about improved school finance equity (Thro, 1989, 1990). Political and
economic analysts, on the other hand, have argued that significant challenges to
school finance reform remain in many states (Reed, 1997). Using a general
analysis of the issues and the evidence from these four states, we will argue that
although judicial decisions in favor of finance equity are more common and more
comprehensive, the political climate can impede efforts to take action based on
these decisions. The political incentives for governors and legislators are such
that comprehensive changes in school finance programs are not likely to come
easily within a state, at least for the foreseeable future. -

The analysis of school finance politics in this chapter addresses the follow-
ing questions: (1) Why is school finance reform so contentious in the United
States? What incentives encourage politicians to either support or oppose greater
equity in school finance? (2) How were the politics of school finance in the
1970s and 1980s influenced by the trends in the courts, in state politics, and in the
economy? (3) How did the political, economic, and social contexts in the 1990s
differ from those of the 1970s and 1980s? (4) Are the politics of school finance
in four states (Kentucky, Alabama, New Jersey,? and Texas) examples of the
trends in the 1990s? (5) What are some of the lessons learned in school finance
politics? What are some of the crucial elements for successful reform?

'THE POLITICS OF SCHOOL FINANCE: ISSUES AND INCENTIVES

Issues

School finance is an inherently controversial issue in the United States be-
cause it affects two basic issues that concern most American voters: the resources
available for their children’s education and their state and local taxes. Education
is often seen as the great equalizer, the key to success, and the most important
responsibility for state and local politicians. Although most people support the
idea of giving all children equal educational opportunities, problems arise when
attempts are made to define equality (see Berne and Stiefel, Chapter 1 in this
volume). There is no consensus about the quality of education to which every
child is entitled, the extent to which each citizen should pay for that education, or
the level or forms of disparities that are acceptable within a school district, state,
or the nation.
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Local Control

The long-standing tradition of using local property taxes to finance educa-
tion has been the cause of many inequities in education and makes state reform of
school finance systems controversial. Variations in property values, local tax
rates, and costs of competing municipal services have led to large disparities in
per-pupil spending and in educational opportunity. Americans are used to the
idea that they can directly determine how much to tax themselves to fund their
local schools. Moreover, with locally determined and locally raised taxes, almost
all questions related to education—whether in the realm of finance, curriculum,
facilities, or personnel—have historically been decided and managed at the local
level. Thus, there are strong coalitions with vested interests in maintaining local
control of education funds and services. School finance reform, however, is
legislated at the state level and reduces the number of financial and, to some
extent, programmatic decisions made at the local level. Many voters are opposed
to relinquishing this local control over their taxes and education policies.

Moreover, for many people, it has become part of the American tradition to
aspire to earn more money, live in a larger house in a better community, and send
one’s children to a better school than one’s parents were able to do. People often
feel that they are entitled to the good public schools in their community as a
reward for their hard work. This feeling of entitlement makes people reluctant to
transfer the fruits of their labor out of their own communities. If, instead of
paying for the education of their own children, taxpayers see their money going
to students in other towns or other counties, they may feel that neither these
students nor the students’ parents have earned their benefits. Similarly, since
education is considered the key to success, parents are often determined to secure

‘the best possible education for their children. For some people, the desire for

their own children to succeed extends into trying to maintain all possible advan-
tages for them, even if it means unequal and unfair treatment of other children in
some other district.

Leveling-Up

In order to overcome the inequities created by the dependence on the local
property tax to finance education, states must do one or more of the following:
redistribute state and local funds, increase state revenues, or cap education expen-
ditures in wealthy districts. Because many American voters are protective of the
local resources available for their children’s education, school finance equaliza-
tion has typically been a process of leveling-up. No proposal to equalize educa-
tion funding throughout a state by decreasing expenditures down to the lowest
level has ever been considered politically feasible or desirable.? Therefore, -
school finance equalization requires more money and frequently involves in-
creased state taxes.
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State officials, however, often have few incentives to raise taxes. Tax in-
creases are always unpopular even if the program which the increased revenues
support is popular. Additionally, the taxes most frequently available to states for
use in supporting school finance equalization are the income tax and the sales tax.
Both are hard to increase because they affect politically powerful constituencies
and the state’s ability to compete with other states for economic development
purposes.

Demographics

In many states, demographics further complicate the school finance issue.
Elderly people are often reluctant, or simply unable, to pay higher local property
taxes in support of local schools. Similarly, taxpayers with no children, with
grown children, or with children who attend private schools often protest paying
high taxes in support of education, a state service from which they perceive little
or no personal benefit. If these people are reluctant to support their local schools,
they are often even less willing to pay higher taxes in support of schools outside
their community. Furthermore, some would prefer to see the increased revenues
applied to other programs from which they personally receive greater benefit,
such as Medicaid, law enforcement, or public transportation.

To the extent that towns and school districts are segregated along racial,
ethnic, religious or socioeconomic lines, corresponding prejudices often enter the
politics of school finance. People in wealthy, predominantly white suburbs may
oppose school finance equalization because they perceive themselves as the main
losers and urban minorities as the main beneficiaries of such policies. Percep-
tions that equalization aid would be wasted—either by bloated administration or
on children who are difficult to teach—help fuel the opposition to school finance
reform.

Incentives

Considering the inherently controversial nature of school finance, what in-
centives exist for political actors to get involved in school finance reform and
work toward school finance equalization? Education is always one of the most
salient issues in state politics and educational expenditures often make up the
largest share of most state budgets. Therefore, making a mark on education can
make or break political careers. Traditionally, one of the best ways for governors
and legislators to play a role in such a state issue is through the purse. In times of
fiscal surplus, governors and legislatures often face powerful incentives to get
involved in school finance reform since education aid is one of the easier methods
of distributing resources to all geographic constituencies. This fact provides an
incentive to get involved in school finance; it does not, however, automatically
translate into an incentive to equalize educational opportunity.
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Legislative Branch Incentives

Constitutional requirements vary among the states, but most state constitu-
tions require the legislature to establish a free system of public schools that fits
some quality standard such as “thorough and efficient.”* Addressing this consti-
tutional obligation through school finance is conceptually simpler than attempt-
ing to address it through nonmonetary criteria. Therefore, constitutional obliga-
tions sometimes provide legislatures with incentives to equalize school finance,
especially when there is a court mandate for reform, a threat of litigation, or the
likelihood that a court will rule that the state’s educational system is constitution-
ally inequitable or inadequate.

Incentives for legislatures to change school finance systems exist when the
risks of not acting are greater than the risks of acting. For instance, when there
has been outside pressure from the court or from the community to reduce dis-
parities in funding, some legislatures have found it in their best interest to act.
These periods of legislative activity in the sphere of school finance have usually
coincided with strong state economies that have decreased the necessity for, or
softened the blow of, new taxes (Fuhrman, 1994b:31).

More often than not, however, legislators have been reluctant to promote
school finance reform for fear of being associated with the introduction of new
taxes. Legislators represent individual districts, are accountable only to those
districts, and are very conscious of their district’s tolerance level for taxes. Fear-
ful of overstepping that tolerance level, legislators are often reluctant to vote for
a policy that would require a tax increase even if that policy would bring benefits
to some of the members of their district.

In school finance politics, representatives from poor districts are the most

-likely advocates of school finance equalization while representatives from other
districts are protective of their portions of state aid and conscious of their voters’
tolerance for new taxes. Representatives from the wealthiest districts often ex-
press their constituents’ concerns: that they be allowed to spend as much as they
want on education for their children and that their local money stay in their local
schools rather than being put into a state pool to be redistributed to poorer dis-
tricts. To the extent that poorer districts tend to be urban, their representatives
have other battles to fight in the state legislature in order to secure state aid to
other municipal programs. In such a scenario, representatives from suburban
districts may be able to reserve more political capital for use in education debates
than their colleagues from urban districts. Moreover, representatives from poor
districts tend to be outnumbered by representatives from middle and wealthy
districts combined. Since the 1960s, structural and legal change in state legisla-
tures, combined with urban flight and the growth of the suburbs, have dramati-
cally reduced the power of cities and rural areas in relation to that of the suburbs
in most state legislatures (Weir, 1995).
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Executive Branch Incentives

Governors are accountable to the whole state and therefore are not limited to
representing local interests. This mandate makes governors more likely than
members of the legislature to lead efforts for comprehensive school finance poli-
cies in the best interest of children and youth throughout the state.

Governors do, however, balance the interests of the majority with those of
the minority. The fact that school finance reform is often perceived to assist
children in only a few districts—albeit often the largest and most populated—at
the expense of children or taxpayers in the rest of the state sometimes limits the
Governor’s willingness to act on this issue. Governors have a limited amount of
time in office, a limited number of staff, and limited amounts of political capital.
They must therefore choose cautiously the issues that they will focus on and must
be careful not to use too many of these scarce resources on unpopular or conten-
tious initiatives. As a result, gubernatorial leadership on school finance reform is
unlikely without at least one of the following catalysts: outside pressure from the
courts, widespread support among the population, or the existence of a fiscal
surplus. An existing school finance system is, after all, the result of the legisla-
tive process and thus represents an intricate web of political compromises that
reflect the state’s political balance of power. Upsetting that balance is often too
risky for political leaders.

Judicial Branch Incentives

Because legislatures and governors have few incentives to solve the inequi-
ties and inadequacies in school finance systems, people have often turned to the
courts to break the political logjam. It is the court’s duty to interpret the consti-
tution and decide whether or not the legislated school finance system meets
constitutional requirements. The court’s overriding concern in school finance
cases is what the state should be required, by law, to provide for students through-
out the state. Some courts simply answer that question and leave the legislative
and executive branches to design a solution that meets the court’s standards;
others have gone further by prescribing a remedy. '

The court is more insulated from the political process than the legislature or
the governor and is therefore most likely to advocate for the underrepresented
groups in the population. It is important, however, to remember that the courts
are not completely isolated from the political process. Many judges are appointed
and approved by political leaders while others are elected by the population.
Moreover, in deciding a school finance case, the court must always consider its
willingness to enforce the decision (in some cases this has required an injunction
to close the schools). Since courts really have very limited enforcement power,
they run the risk of having their authority undermined if they mandate (in their
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decision or their prescribed remedy) a politically impossible solution that the
legislature and/or governor decides not to enact or enforce.

Interest Group Incentives

The types and positions of interest groups that participate in school finance
debates vary significantly over time and across states. Historically, education
interest groups and state departments of education have played the key roles in
determining education policy. Over the past three decades, however, their influ-
ence has decreased dramatically due to their increased fragmentation. The inter-
est groups that have actively opposed school finance reform over the past three
decades are the anti-tax groups that typically oppose school spending. On the
other side of the debate, groups advocating for the poor, particularly the urban
poor, have most actively argued in favor of leveling up policies and have brought
many of the legal challenges to the state’s system of financing education. All
these interest groups play a significant role in determining the incentives facing
government and legislators as they respond to court mandates for school finance
reform. ‘

Teachers unions, which in many states are traditionally politically powerful
entities, have been noticeably quiet in most school finance reform debates, except
to argue for increased overall spending. Frequently unions, as well as other
statewide educational interest groups, have been paralyzed on the school finance
issue because their members have been so divided, depending on where they live
and the perceived effects of any particular policy on their district.

Competing concerns within the education community have also limited the
influence of educational interest groups. Teachers, administrators, and school
board associations view school finance reform proposals from different perspec-
" tives. Special education advocates, bilingual program advocates, gifted and tal-
ented program advocates, and advocates for “regular” education often compete
with each other for pieces of the pie rather than forming coalitions to lobby to
increase the overall amount of revenue available. Although all of these groups
consistently agree that there should be more resources spent on education, they
are divided by their disagreement over how these resources should be allocated.

THE POLITICS OF SCHOOL FINANCE IN THE 1970S AND 1980S

The 1970s: A Decade of School Finance Reform

The 1970s was a decade of great activity in school finance reform in all
branches of state governments. During this decade, school finance litigation
reached the highest court in 16 states. School finance reform emerged as an
election issue in gubernatorial and legislative elections. Governors Askew of
Florida, Milliken of Michigan, and Anderson of Minnesota chose to make school
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. finance one of their top issues (Fuhrman, 1994a:57). Twenty-eight state legisla-

tures reformed their school finance systems.> As a result of these reforms, the
state share of education spending increased from 38 percent in 1972 (Evans et al.,
1997) to 45 percent by 1979 and the state aid to elementary and secondary
education doubled (Fuhrman, 1982:53). The sheer prevalence of school finance
reform during this period represents more than twice the expected rate of diffu-
sion of policy ideas from state to state (Brown and Elmore, 1982:107).6

The intense interest in school finance reform during the 1970s was a reflec-
tion of four emerging trends: the birth of school finance litigation, the activism of
a national reform movement, changes in gubernatorial and legislative institu-
tions, and the existence of fiscal surpluses. These factors combined to create an
environment in which legislators and governors faced strong political incentives
to act on the school finance issue.

Prior to the 1970s, legislative and executive participation in education policy
making had been minimal (generally confined to fiscal matters) as efforts had
been made to insulate education from politics. Educators, educational interest
groups, and state departments of education had played united, active roles in
education issues. They determined policies and simply presented them to politi-
cal leaders for their approval.

In the 1970s, with school finance as the major issue in education, the role of
state legislators and governors in education policy increased dramatically and
began to overshadow that of the previously dominant education coalition. This
trend was due in part to reforms within the legislative and executive branches,
reforms that created larger professional staffs, enhanced gubernatorial veto pow-
ers, and increased budgetary control for the governors. With large professional
staffs, legislators and governors could commission their own research on educa-
tion issues. At the same time, conflicts between teachers and school board
associations, the emergence of collective bargaining for teachers, and geographic

- splits between urban/rural and property-rich/property-poor districts began to frag-

ment the once united education coalition.

During the 1970s, governors and legislatures created commissions and com-
mittees to assess equity and propose solutions. They also designed proposals to
respond to anticipated or actual court mandates for school finance reform. Some
even proposed tax increases and new revenue sources to increase the amount of
education funding that came from the states. As a consequence of their leader-
ship roles in school finance reforms, state legislatures and governors emerged
from this decade as full-fledged education policymakers.

One of the legacies of the 1960s was an increased public awareness of social
inequities and injustices. In the 1970s, this public awareness, along with the
realization that desegregation efforts were not effectively providing each Ameri-
can child with an equal educational opportunity, helped spark a wave of success-
ful school finance litigation, beginning with the watershed Serrano v. Priest case
in California in 1971. In the early 1970s, people took note of the fact that
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education spending at the 95th percentile was 2.72 times higher than education
spending at the 5th percentile and challenged these inequities in the state and
federal courts.” The results of the first wave of cases were mixed, but they
definitely succeeded in getting the issue of school finance reform on the agenda
in state politics.

Although school finance litigation occurred in only 12 of the 28 states that
legislated school finance reform during the 1970s, it is important not to underes-
timate the role that litigation had in prompting legislative and executive action in
all states. The cases put the issue of school finance reform on the political
agenda, dramatized the taxing and spending inequities among districts, and dem-
onstrated to every state that its own school finance system might also be suscep-
tible to challenge. In states where there was a school finance case, reform
probably would not have occurred without litigation. In other states, the threat of
school finance litigation prompted legislatures and governors to take action.
Many governors and legislators therefore found school finance reform in their
best interest—whether out of personal ideological conviction, in response to a
court mandate, as a preemptive measure to avoid litigation, or for a combination
of these reasons. '

Litigation resulting in a court mandate for reform of the state school finance
system did not, however, guarantee reform of school finance. Legislatures were
sometimes reluctant to act, in part because of confusion over what reforms were
necessary to comply with the court order. Many of the court decisions in the
1970s were narrow in scope, did not establish a clear definition of a constitutional
school finance system, and did not include instructions for the legislature con-
cerning appropriate remedies. For example, the California Supreme Court and
many of the other state courts employed the principle of fiscal neutrality and
declared that students should not have diminished access to resources for their
" education simply because they live in property-poor districts. The courts did not
specify, however, whether legislatures needed to assure that the same amount of
money was spent on educating each child in the state or whether they needed to
equalize across districts the amount of revenue raised at any given tax rate.

The activism of the courts was encouraged and complemented by the activi-
ties of a national network of school finance reformers that emerged in the 1970s.
Scholars, lawyers, government officials, citizen education groups, minority re-
search and advocacy organizations, and national organizations such as the Na-
tional Conference of State Legislators and the Education Commission of the
States combined to provide research, technical assistance, and other support to
the movement. The network, nurtured by the Ford Foundation’s program in
Education Finance and Management, helped plaintiffs make their cases about the
state’s constitutional responsibility to provide education for all children such that
the amount of resources available to children and their schools is not dependent
on where children live. Members of the network, which extended beyond the
traditionally active educational interest groups, researched all aspects of school
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finance reform—from the technical questions regarding the best formulas to the
political and economic dimensions of the issue—and then shared the results with
policymakers and the public.

Not all governors and legislators, however, were eager to get involved and
make the changes in school finance systems that were necessary to respond to
court mandates to increase equity. The contentiousness of the issue and lack of
leadership made compliance with the court mandates very slow in many states.
For example, the New Jersey Supreme Court and legislature engaged in a 3-year
struggle which involved seven rounds of court decisions before an equalization
plan that was acceptable to the courts was finally established. After the initial
Robinson v. Cahill decision in 1973, the New Jersey legislature defied the court
order. It did not even begin to legislate a response until the court prohibited the
state treasurer from disbursing state aid to education in any manner that did not
comply with Robinson. When the legislature did pass a new formula, it stalled on
enacting the taxes-to pay for it. Only after the court closed the schools did the
New Jersey legislature implement its first state income tax and fund a school
finance plan which was found to be in compliance with Robinson. Similarly, in
California, Serrano v. Priest went to the state’s highest court level three times
and only in the third round, 15 years after the initial decision, was the legislated
school finance system upheld as constitutional.

Although court activism, the national reform network, and shifts in political
roles in education policy making all provided increased incentives for gubernato-
rial and legislative action on school finance reform, the most crucial factor was
the existence of fiscal surpluses. Pressure from the courts, the public, and their
own institutions may not have been enough to force so many legislatures to act
had there not been money with which to reform school finance systems. The
pattern of school finance reform in the 1970s mirrors that of the economy. The
high points of reform activity at the beginning and end of the decade also coin-
~ cided with the years of fiscal surplus. Similarly, the middle years of the decade
were a time of relative inactivity in school finance reform and a dip in the
economic fortunes of the states. Reform during this period was a process of
leveling-up in most states. Only three states, Montana, Utah, and Wyoming
chose the politically more difficult route of equalizing school finance by redis-
tributing funds from rich to poor districts (Odden et al., 1983:7). In the rest of the
states where reform was enacted, districts with low-property wealth became eli-
gible for increased state aid. As a result, the states added a total of over $27
billion to their share of education expenditures during the 1970s (Fuhrman,
1982:57).

It is important to note that the reforms of the 1970s were not designed, even
on their surface, to fully equalize per-pupil expenditures, much less educational
opportunities.? During the 1970s, the debate surrounding school finance reform
in many states was focused on reducing property tax rates as well as equalizing
education expenditures. In fact, a 1978 study found that school finance reform
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was accompanied by significant property tax relief in 11 of the 19 states studied.
In eight of those states, tax relief appeared to have come at the expense of the
educational program since those states’ per-pupil expenditures declined relative
to the national average (Brown and Elmore, 1982:112). Especially after Rodriguez,
the 1973 federal court case which upheld Texas’s highly inequitable school
finance system as constitutional under the federal Constitution, and after the
economic downturn in the mid 1970s, reforms became much more diverse in
their objectives and, overall, less concerned with pure school finance equity
arguments (Brown and Elmore, 1982:112-113).°

In the 1970s, the courts and many legislatures used the standard of fiscal
neutrality. New school finance formulas did not require equalized tax rates but
were designed so that districts would receive equal revenue for equal tax rates.
Such formulas could only equalize revenues to the extent that districts chose to
tax themselves at the same rate. In many instances, however, property-poor
districts taxed themselves at relatively low rates and therefore had significantly
lower amounts of revenue available for educational expenditures. Although the
new formulas shrunk spending gaps and increased the proportion of the state’s
contribution to education expenditures, they did not equalize per-pupil expendi-
tures (Fuhrman, 1982:57). At the time, however, these changes were enough to
satisfy the courts and subdue the public pressure for equity from educational and
social interest groups.

The 1980s: Excellence Replaces Equity as the Top Concern

During the 8 years from January 1981 to December 1988, only 8 school
finance cases were decided in the states’ highest courts as opposed to the previous
8-year period when 16 cases had reached the highest courts in their states. More-
~ over, during this same 8-year time period only 1 of the cases was decided in favor
of the plaintiffs as compared to 7 out of 16 between 1973 and 1980. Faced with
less pressure from the courts, legislators and governors were able to turn to issues
other than school finance. Events at the beginning of the decade did much to set
the tenor for the remaining years. The recession of 1981-82 and the 1983 publi-
cation of the report A Nation At Risk (National Commission on Excellence in
Education, 1983), combined to relegate school finance to the back burner for
most of the decade. ‘

By the early 1980s, most states were experiencing fiscal difficulties. The
aggregated national balance of state budgets in 1983, for example, was $2.3
billion in comparison to 5 years before, in 1978, when it had been $21.2 billion
(Council of State Governments, 1980:275). States like California and Massachu-
setts had enacted tax and expenditure caps which limited the amount of money
available for education equalization aid. Other states, such as Michigan and
Oregon, were experiencing severe economic downturns. Most states had danger-
ously low amounts of economic reserves and experienced decreases in federal
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funding of education during the first years of the Reagan administration. During
these years, the main concern was simply maintaining the overall level of re-
sources for education rather than finding ways to increase resources in order to
improve equity.

The 1983 report from the National Commission on Excellence in Education,
A Nation At Risk, called attention to a perceived crisis in the quality of education
in the United States. Governors and legislators responded by shifting their atten-

“tion from school finance equity to issues of education standards, graduation

requirements, teacher certification, and compensation. For some, the equaliza-
tion efforts of the 1970s had “dealt with” school finance and it was no longer an
issue. The courts, the public, and the plaintiffs were either satisfied with or
resigned to these initial successes. Therefore, governors and legislators faced
less pressure from the courts and the public to equalize school funding, and
excellence replaced equity as the focus.

During the excellence reform efforts of the 1980s, governors and legisla-
tors expanded the leadership role that they had established for themselves in the
1970s. The sheer volume of legislative activity in education reform issues in the
1980s was unprecedented. By 1985, almost every state had enacted some sort of
reform package. For example, over 40 new state testing programs were estab-
lished and over 1,000 pieces of legislation concerning teacher certification and
compensation alone were introduced in state legislatures (Fuhrman, 1994b:31).
The diffusion of these policy actions across states was significantly. faster than
the diffusion rates of school finance reform (McDonnell and Fuhrman, 1985:48).

To some extent the increased legislative and gubernatorial interest in sub-
stantive issues of education was an inevitable result of the increased proportion of
resources they were providing to education. Since the state share of education
funding had increased significantly, it was only natural that governors and legis-

_ lators, who appropriated these resources, would want to increase accountability

and their involvement in the management of these funds. However, the aura of
crisis and pressure from the public, especially the business elites, significantly
spurred action.

After the recession in 1981-82, the 1980s was generally a decade when state
economies were fairly healthy and resources were available to education.
Between 1982-83 and 1986-87, state funding for education rose 21.3 percent in
real terms (Fuhrman, 1994b:31). This increase, however, financed the general
education reforms of concern to the states during this decade rather than equaliza-
tion efforts. In fact, many of the equity gains that had been made in the 1970s
eroded in the 1980s.10

As a result, the reforms of the 1970s were not designed to achieve equal
educational opportunity, or even equal per-pupil expenditures. The reforms did
not account for the fact that poorer districts might choose to tax themselves at a
lower rate or for other urban factors that complicate the picture. Urban districts
have greater expenditures on public health, transportation, housing, welfare, crime
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prevention, prisons, and services for the elderly than suburban or rural districts
do. These large urban programs create more intense competition for scarce
resources and political pressures so that education sometimes can lose out. Al-
though municipal overburden can lead to greater disparities in per-pupil expendi-
tures in urban versus suburban or rural districts, the significance of this type of
influence remains in doubt.

Similarly, although the costs of education in urban districts are assumed to
be higher than suburban or rural districts, since the cities tend to have more
students living in poverty, students requiring at-risk programs, students with
limited English proficiency, and students with disabilities, the appropriate weights
to compensate for these differences remain uncertain.

By 1979-80, 23 states provided funds to local districts for support services
for children at risk and for children with limited English language skills. All 50
states had passed special education programs in keeping with. new federal law.
However, during the recession of the early 1980s, when there was not enough
revenue generated to pay for everything, many of these supplementary programs
were the first to be repealed. In addition to reducing the equalizing effects of the
1970s reforms, this circumstance intensified competition among educational in-
terest groups based on which supplementary program (i.e., special education,
bilingual education, or programs for impoverished youth) they supported.

Although the reforms in the 1970s had increased the state share of education
expenditures to 45 percent in 1979, more than half of school financing remained
dependent on local property tax revenues (Fuhrman, 1994a:61). School financ-
ing formulas that maintain a local property tax component and do not cap wealthy
districts’ expenditures, redistribute their local revenues, or set the equalization
standard at the highest level of funding in the state are open to growing inequities

in per-pupil spending over time. '

' Circumstances in the 1980s hastened the erosion of school finance equity.
The recession of 1981-82 forced some states to cut back on state funding and
increase the portion of education expenditures funded through locally raised
revenues. Other states, such as New Hampshire, were particularly hard hit by the
decrease in federal aid to education and increased local contributions to compen-
sate for these losses. In addition, the real estate boom of the 1980s increased the
wide disparities among districts’ property values, disparities that were exacer-
bated as the price of suburban property rose at a greater rate than in the cities.

These factors combined in some states to produce even greater inequities in
per-pupil expenditures in the 1990s. In New Jersey, for example, differences in
per-pupil expenditures were greater in 1989-90 than they had been before equal-
ization legislation was passed in 1975 (Corcoran and Scovronick, 1995:5). Simi-
larly, in the state of Washington, the share of resources available to school dis-
tricts with the highest percentage of students living in poverty had declined 4.9
percent between the state supreme court’s 1978 ruling and 1991 (Rebell, 1994-
95:693). These renewed disparities help explain why plaintiffs have since re-
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turned to the courts in six of the eight states which had adopted remedies prior to
1989 to improve equity in their school finance system. This is not to say that the
reforms and the litigation of the 1970s did not help. The reforms did help—the
disparities in per-pupil expenditures grew at an even greater rate in states that had
not passed reform. A recent study using data from over 16,000 school districts
over the 1972-92 period found that, on average, court-ordered reform reduced
within state inequities in per-pupil expenditures by 16 to 38 percent (depending
on the measure of inequity used) while legislated reform without successful
litigation did not, on average, reduce inequities by a statistically significant
amount (Evans et al., 1997:11, 28). But the efforts of the 1970s did not solve the
problem.

SCHOOL FINANCE IN THE 1990S—A DIFFERENT CONTEXT

School finance has reemerged as a major issue in the courts, the statehouses,
and the legislatures in this country. The judicial, economic, and political con-
texts surrounding school finance in the 1990s are, however, somewhat different
than those of the previous decades.

The Judicial Context of School Finance in the 1990s

Of the 21 cases considered by the states’ highest courts since 1989, 13 have
been decided in favor of the plaintiffs.!! This is a much better success rate than
the 1 success in 8 cases or 7 successes in 16 cases during two previous 8-year
cycles. School finance cases have expanded from a narrow focus on issues of
fiscal neutrality and tax equity in the 1970s to broader considerations of the entire
education system and the many variables that affect a child’s education in the
1990s. The most dramatic example of the increased scope of courts’ decisions is
~ the 1989 Kentucky Supreme Court’s decision in Rose v. Council by which
Kentucky’s entire education system was declared unconstitutional.

The Kentucky case exemplifies another trend in the court decisions since
1989: courts are more willing to define the remedies and make concrete require-
ments for a constitutional remedy than they were in the 1970s. These court-
mandated requirements for change often address finance, curriculum, inputs, and
student outcomes. In part because plaintiffs rely more on state constitutions’
education clauses than on pure equal protection arguments, courts have found it
necessary to define their standards more clearly and to explain what qualifies as
a “thorough and efficient” education. In Kentucky, as well as in Alabama and
Massachusetts, the court listed curricular goals of education and specified student
capabilities that should result from a constitutional public school system. Some
courts have recommended that state leaders must consider other areas including
spending disparities, revenue sources, specific finance and education issues, and
deadlines for legislative action.
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While in the 1970s and 1980s courts had used the standards of equal revenue
for equal tax effort or equal per-pupil expenditures to evaluate the constitutional-
ity of school finance systems, in the 1990s courts have tended to use the standard
of equal educational opportunity. Under this standard, claims of inequity and
remedies for those inequities are defined in terms of relative availability of edu-
cational programs and curricular opportunities. There is also increasing recogni-
tion of the fact that achieving equal results may require unequal expenditures.
When equity is defined as providing each child with an equal educational oppor-
tunity regardless of that child’s place of residence, socioeconomic status, race,
nationality, native language, or disability, ensuring equity actually requires dif-
ferences in per-pupil expenditures.

These trends in the courts have encouraged many legal scholars to expect
major breakthroughs in school finance reform and important strides toward equity.
Although the courts are sending encouraging signals, other political and eco-
nomic considerations mitigate and in many cases overshadow their effects.

The Fiscal Context of School Finance in the 1990s

Without fiscal slack, enacting school finance reform is difficult and often
requires new taxes to create revenue sources for leveling-up policies or the redis-
tribution of revenues from other state programs or districts to education. But
increasing taxes has been virtually impossible in the anti-tax climate of the 1990s.
Meanwhile, fiscal constraints, an aging population, and growing social problems
have intensified competition with other programs for state funds. Some states
have adopted what has often been the least politically attractive option of capping

‘education expenditures in the wealthy districts and/or redistributing some of the

tax revenues from these districts to the poorer districts.

The incentives for governors and legislators to take leadership roles in in-
creasing equity decrease dramatically in a fiscal environment where reform is
possible only through raising taxes or leveling-down. Legislative and gubernato-
rial leadership on school finance issues has always been dependent on the avail-
ability of resources. In the late 1970s, early 1980s, and early 1990s, when there
was little fiscal slack, legislators and governors did not maintain the high-profile
leaderéhip roles in school finance that they demonstrated during periods of rela-
tive fiscal plenty (Fuhrman, 1994b:33). Most states have not had large fiscal
surpluses in the 1990s until the last few years (National Association of State
Budgetary Officers, 1991, 1993, 1995, 1997).

The Political Centext of School Finance in the 1990s

Other political issues made reform particularly difficult and hindered move-
ments toward compliance with court mandates to equalize school finance in the
early 1990s. The increased scope and specificity of the courts’ mandates for
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educational reform, which addressed a wider range of educational issues, created
a larger, more difficult task for the legislature. Furthermore, in the early 1970s all
the successful school finance reforms were passed as part of complex packages
that often included multiple issues. Since school finance reform often does not
have enough widespread support on its own, packaging it within a broader bill
that has something for everyone makes it easier to pass (Fuhrman, 1978:164).
But, with courts mandating comprehensive education reforms, the resulting rem-
edies require a great deal of compromise and are difficult to package with other
legislation. :

The new equal educational opportunity standard used in school finance liti-
gation has also made the politics more contentious in the 1990s. Much of the
public support for school finance reform .in the 1970s stemmed from dissatisfac-
tion with the local property tax; school finance reform provided tax relief and was
therefore politically feasible. In the 1970s, school finance reform often required
increases in state taxes, but the existence of fiscal surpluses reduced the amounts
that had to come from these tax increases, and reform could be equated with tax
relief in the public’s minds. That equation no longer exists because any greater
state role in equalizing school finance is likely to rely on greater taxation. -

The new nature of the court-mandated remedies also calls for increased state
monitoring of education spending, state curriculum requirements for minimum
standards of education, and minimum and maximum levels of local funding.
These reforms, which often accompany equalization efforts, decrease (or at least
are perceived to decrease) the amount of local autonomy in education decisions
and in setting local tax rates. They are opposed by groups with vested interests
in, or ideological commitment to, maintaining local control. Moreover, they
directly conflict with increasing voter support for decentralization and deregula-
tion in all aspects of public life (Massell et al., 1997).

~ Although increasing state taxes and introducing new taxes have never been
politically popular moves, the public has had varying degrees of tolerance for tax
increases over the years. Currently, an extreme anti-tax mood characterizes the
public and their elected officials. An indication of the strength of this anti-tax
sentiment is the fact that on the national level, as of October 1996, nearly one-half
of all U.S. representatives and 35 U.S. senators had signed a pledge to vote
against any tax increases (Rubin, 1996:3058). The 1994 sweeping Republican
victory in Congress was largely based on an anti-tax, anti-government platform.
Similar results were also observed in the state legislative and executive branches;
many newly elected officials fashioned successful campaigns against incumbents
by using anti-tax and anti-government themes. In fact, increasing state taxes in
the 1990s has proven to be political suicide for many. New Jersey former-
Governor James Florio and many of his Democratic colleagues in the legislature
learned that lesson the hard way when, in response to Abbott v. Burke, they
passed reform legislation which included a tax increase. Florio’s 1993 defeat by
Governor Christine Whitman anid numerous Democratic losses in the state legis-
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lature during that year were a result of resultant public opposition (Corcoran and
Scovronick, 1995).

In addition, general lack of trust in state and local government’s use of
education funds permeates the politics of school finance today. Many taxpayers
have watched their state taxes increase to pay for better education while simulta-
neously hearing media reports of the decline of the American education system.
Increases in education spending have coincided with increases in violence, guns,
and drugs in schools. Similarly, Eric Hanushek’s studies.(1986, 1991, 1996) in
which he detected no correlation between the amount of resources invested in
education and student achievement received increased attention in the late 1980s
and early 1990s. Hanushek and others have pointed to the fact that as per-pupil
education expenditures have steadily risen over the past 30 years, average SAT
scores have steadily declined (Picus, 1997:35). Of course many factors account
for test score stagnation, and recent analyses of educational spending, such as
those by Hedges et al. (1994), have questioned Hanushek’s econometric tech-
niques and the resulting claim that money does not matter in education. Ferguson
and Ladd (1996) used a different econometric model and found a positive corre-
lation between additional resources and student outcomes. Others have used
different measures of student outcomes (such as dropout rates and postgraduation
wages) and found a positive relationship between spending and increased out-
comes (Murray, 1995; Card and Krueger, 1992).

Studies are now underway to identify which types of investments are most
likely to improve student outcomes. For example, Krueger (1997) and Monk
(1994) conducted studies which demonstrate the importance of teacher educa-
tion, small class size, and teacher knowledge, respectively, on student outcomes.
Despite these other studies, Hanushek’s observation of upward trends in spend-
ing and downward trends in test scores is enough to raise many questions in the
" minds of voters about the effectiveness and necessity of increased resources for
education. _

Few voters have any real understanding of how their education tax dollars
are being spent. They often do not appreciate the increased costs of education in
the 1990s with higher enrollments, more regulations, and special programs. Each
of these trends, especially the increasing enrollments in special education, has
significant effects on the distribution of resources and educational opportunity
within a state that are generally not sufficiently explained to the public.

Less political will exists to reform school finance systems than there was in
the 1970s, especially in states that have had extensive school finance litigation
and have enacted multiple remedies. Many people feel that the state has made
enough of an effort to equalize school funding and that a lack of results is more a
reflection of mismanagement of resources or proof that money does not matter in
education than a reflection of incomplete or ineffective state policies. They claim
that it makes no sense to invest more money in poorer districts until the local
mismanagement problems are solved. In a number of states, these sentiments are
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complicated by racial prejudices as the poorer districts tend to be cities with high
percentages of minorities. Further, antipathy toward unions and tenure among
some political factions increases skepticism toward spending more on education.

A symptom of increasing anti-government sentiment and disillusionment
with the public schools is the recent tendency to look for solutions outside the
public sector. School choice, voucher programs, private management of schools,
contracting for services, and charter schools have emerged as new ways to im-
prove education, particularly for students in poorer districts. Such solutions are
proposed as cost-effective and efficient ways to improve the quality of education
for everyone and are presented as alternatives to pouring more taxpayers’ money
into schools that do not work. There is no consensus among politicians, educa-
tion advocacy groups, parents or educators regarding the merits, risks, and viabil-
ity of these options but the national debate about market-based reforms does call
attention to education improvement methods that are not dependent.on greater

-equity among school districts.

Interest Group Politics

Now that school finance reform is increasingly viewed as a zero-sum game
where the pie from which all groups must draw is not expected to expand, educa-
tion groups are even more divided on geographic, programmatic, and philosophi-
cal lin€s than they were in the 1970s. Education interest groups from wealthier
districts are threatened by reforms that involve redistribution from particular
education services, such as bilingual education or special education programs.
The increasing number of students classified as learning disabled has also in-
creased the financial resources, required by federal law, necessary to serve them.
Competition between state funding for special programs and for general educa-

- tion aid has divided the education community and, in many states, further

strengthened the geographic urban/suburban divide since cities tend to have more
students who require additional education services. Education interest groups
and educators have not reached a consensus about what constitutes equal or
adequate educational opportunity. While a united front from education interest
groups might provide legislators and governors with additional incentives to act
on school finance reform, the lack of consensus among these groups adds to the
public’s skepticism that reform is possible or desirable.

Demographics

Demographic trends are eroding voter and taxpayer support for the equaliza-
tion of school finance. Poterba (1997) observed that an increase in the fraction of
elderly residents in a state was associated with a significant reduction in per-child
expenditures, especially when the elderly population and school age population
were of different races. Finally, the study found that differences in the size of the
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school-age population do not result in corresponding differences in education
spending. Thus, states with larger school-age populations have smaller per-pupil
expenditures. This last finding does not bode well for states with increasing
enrollments.

Currently, less than 30 percent of adults in the United States have children
attending public schools (Crampton and Whitney, 1996:10). The aging of the
population has increased the numbers of people who need Medicaid and other
programs and strengthened voter interest in these expensive services. In addition,
increasing costs of prisons and other crime protection services compete with
education for funds. Trends in state budgeting indicate that expenditures on
Medicaid and corrections are currently growing at a faster rate than expenditures
on education (Crampton and Whitney, 1996).

Changing racial demographics have also contributed to the increased amount
of contention surrounding school finance equalization. Many American cities,
especially in the Northeast, have experienced substantial white flight in the past
30 years. Black and Latino children are often concentrated in the poorer districts
most in need of equalization aid while resources and political influence in the
legislature are largely concentrated in the predominantly white suburbs. In many
states, while the middle aged and elderly populations are still predominantly
white, a rapidly increasing proportion of the students attending public schools are
black and Latino. Racial prejudices, such as the idea that all minority school or
city officials are corrupt or the idea, reinforced through publications like The Bell
Curve (Herrnstein and Murray, 1994), that suggest that minority children are less
educable than their white peers, strengthen some voters’ fears that equalization
money will be wasted (Firestone, 1997a,1997b).

Although elementary and secondary. school enrollments decreased in the
1970s, enrollments increased in the 1990s, and even larger increases are expected

" in the near future. The National Center for Education Statistics estimates that in

the next decade 6,000 new schools will be needed to accommodate 3 million
more children (Crampton and Whitney, 1996:10). Districts need to spend more
money just to maintain per-pupil expenditures during periods of increasing en-
rollments. To the extent that these enrollment increases are concentrated in the
poorer districts, they exacerbate disparities in funding and polarize the politics of
school finance.

Thus, in the 1990s, the economic and political contexts imply a changed road
for school finance reformers. The national trends discussed above provide help-
ful background, but, since school finance reform is a state-level issue, it is neces-
sary to look at the political, economic, and judicial contexts in each state. In
order to understand how these factors affect school finance debates in individual
states and to get a sense of what to expect in the future, we now turn to a closer
analysis of the politics of school finance in four states.

‘165



MELISSA C. CARR AND SUSAN H. FUHRMAN 155

THE POLITICS OF SCHOOL FINANCE IN KENTUCKY,
ALABAMA, NEW JERSEY, AND TEXAS

We chose to study four states that are well known for their school finance
histories: Kentucky, where major reform occurred; Alabama, where the lack of
political leadership has stymied any response to the court’s mandate for reform;
Texas, where a solution has brought peace, at least for the time being; and New
Jersey, where the school finance reform debate is still raging 25 years after the

-~ state’s first school finance litigation. The following discussions of each state are

based on a review of the literature that focuses on these states and on interviews
conducted with academicians, policymakers, and activists who had been involved
in reform efforts.

Kentucky!?

Despite the politically contentious nature of school finance in the 1990s,
major school finance reform is possible. Kentucky is often cited as the example
of school finance reform that accomplished equalization and comprehensive re-
form at the same time.

Political incentives for school finance reform in Kentucky included a strong
mandate for comprehensive change from the state supreme court, widespread
public support, a great need to spark economic development, and relatively low
costs. Kentucky had consolidated its school districts in the 1930s and 1950s to
county-based districts, reducing the fragmentation and attachment to local con-
trol that comes with more numerous, smaller districts. Kentucky has an unusu-
ally racially homogeneous population, and minorities tend to be concentrated in
the wealthier cities. Thus, equalizing reforms were not perceived as primarily
benefiting racial minorities and racial politics did not play a role in the debate.

. Finally, low investments in education and the need for economic development

made it easier for school finance reform advocates to prove the necessity of
increased expenditures on education.

The Kentucky Supreme Court decision in Rose v. Council for Better Educa-
tion was Kkey to creating the incentives for legislators and governors to enact
reform. Sixty-six school districts (or one third of the state’s total) sued the state
in Rose v. Council, demonstrating widespread support for the idea that something
needed to be done. In 1989, the Kentucky Supreme Court was the first ever to
declare an entire state education system unconstitutional. Relying on the provi-
sion in the Kentucky Constitution that requires “an efficient system of common
schools throughout the State,” the court determined that each child in the state
had a fundamental right to education (Dove, 1991:94) and that this right was
violated by the unequal and inadequate nature of the education system. The court
declared every piece of legislation related to public schools in Kentucky invalid
and charged the legislature with designing a new constitutional education system
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within a year. The court defined a constitutional system of schools in terms of
programs available to students and student achievement results as opposed to per-
pupil expenditures. It listed seven goals for education and specified nine minimal
standards that the legislature’s remedy would have to meet in order to be in
compliance.

Within a year, the legislature had passed the Kentucky Education Reform
Act (KERA), which had three main components—finance, curriculum, and gov-
ernance—and a corresponding sales tax increase to fund the bill. KERA created
a three-tier system allowing local districts some flexibility in tax rates, capped the
wealthiest districts, and leveled-up. There was a hold-harmless provision in the
bill which guaranteed that no district could lose money through KERA; everyone
won, but the poorer districts won significantly more than the wealthier ones. In
order to finance KERA, the state poured an additional $500 million into
Kentucky’s education system (Reed, 1997:99). KERA remains the law today,
having survived for 7 years and three changes in governmental leadership. It has
not only survived, it has had impressive results. Kentucky has moved from near
the bottom of national rankings in all educational indicators to the middle. In the
first 4 years following the passage of KERA, Kentucky’s school finance inequi-
ties, as measured by the amount of variation in per-pupil expenditures, were cut
almost in half (Reed, 1997:99).

Considering the contentious nature of school finance politics, the Kentucky
example appears somewhat miraculous. How was such comprehensive reform
possible? Who took the lead on KERA, and what factors created the incentives
for the legislature to pass it?

Kentucky’s educational history had been falrly dismal. For years it had

‘ranked near the bottom of all national education rankings of per-pupil expendi-

tures, measures of equity, and measures of student achievement. During World
War II, Kentucky was the number-one state where people were rejected for the
draft because of illiteracy. Since then many leaders felt that Kentucky was not
getting its fair share of the Southern industrial boom because the state did not
have a well-educated workforce.!* In 1990, Kentucky was still suffering from a
lack of economic development and a failing educational system. Predominantly
a rural state with coal mining, timber, and agriculture as its main industries,
Kentucky’s businesses had been satisfied with the level of education of the work
force and had typically opposed higher taxes to improve education. But if Ken-
tucky wanted to diversify its economic base and improve the standard of living,
that would have to change.

In 1984, Governor Martha Collins was the first governor in Kentucky to talk
almost exclusively about education. She argued that improved education would
be the key to the future economic development of Kentucky and its survival in the
global economy. Governor Collins helped attract a Toyota plant to the state, an
event that was critical because it created the need for a more educated work-
force.! '
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Governor Wallace G. Wilkinson, the governor at the time of Rose, had
campaigned on the issue of education reform. Coming from Appalachia with
only a high school diploma himself, he was painfully aware of the inadequacies
of the education system. He greatly underestimated the cost of reform in his
campaign, however, and took a great risk when he backed KERA even though it
cost'$430 million more than the reform he had promised inhis election-winning
campaign.!> Former-Governor Bert Combs, the lawyer for the plaintiffs, also
emerged as a powerful political leader in the state at this time.

The grassroots leadership provided by Kentucky’s Prichard Committee for
Academic Excellence was as important as the political leadership. Founded in
1981, the Prichard Committee consisted of business leaders and other prominent
individuals who promoted the idea that education reform was necessary in order
to bring economic development to Kentucky.  During the 1980s, the Prichard
Committee conducted an extensive public education effort, including televised
townhall meetings throughout the state that helped create both strong public
support for reform and tolerance of tax increases—two components that were
necessary in passing KERA.

Consequently, when the Kentucky Supreme Court.issued its decision in
1989, legislators were ready and willing to act on the court mandate because they
knew that school improvement was an issue that resonated with the people of the
state. Legislative leaders appointed a task force on school reform, brought in
outside experts and national consultants to help author the bill, and then with the
governor’s support presented KERA to the legislature. The fact that KERA was
a quickly developed, expert-driven reform plan in response to a strong court
mandate and that it had strong support from the governor and key legislative
leaders made its passage in the legislature possible.

Timing was also key in Kentucky, and some have argued that KERA would
not have passed just 2 years later. Although anti-tax sentiment existed in Ken-
tucky at the time, it was overshadowed by the consensus throughout the state that
reform was necessary. A few years later, however, especially after the rise of
conservative opposition to standards-based reforms, this might not have been the
case. Now the school finance portion of KERA is the least contentious part of the
bill because it has been the easiest to implement. Most of the hurdles with respect
to KERA implementation are in the governance, curriculum, and assessment
aspects of the legislation. These components of the reform are difficult to imple-
ment because they represent a set of challenges to traditional practices. However,
the state continues to make progress on outcome measures and to serve as a
model for standards-based reform.

Alabamal®

Many parallels can be drawn between Kentucky and Alabama’s contexts for
school finance reform in the 1990s. At the beginning of the decade, these two
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states were similar in terms of per capita GDPs, poverty rates, and population
sizes. Both states were near the bottom in every national ranking of educational
indicators. Each state had an active citizen’s organization leading a public cam-
paign connecting the problems in the state with the quality of education and
building consensus on the need for educational reform to foster economic devel-
opment. Both states had school finance equity court cases that developed into
equity and adequacy cases. In 1993, the Montgomery County Circuit Court
declared the state’s entire education system unconstitutional in Harper v. Hunt.
The Alabama court decision was very similar to the Rose decision in its verdict,
rationale, wording, and remedy requirements. Many of the same school finance
experts who had authored KERA also helped write Alabama’s comprehensive
education reform bill “Alabama First.” ‘But, Alabama First was never enacted,
and today Alabama’s school system is still near the bottom of all national educa-
tion rankings. Unlike its neighbor to the north, Alabama has not significantly
changed its education system or its level of financing during this decade.

What happened in Alabama to make the results of a remarkably similar set of
circumstances turn out so dramatically different? Timing played a tremendous
role in determining the fate of school finance reform in Alabama. Anti-tax and
anti-government sentiments were much stronger in 1993 then they had been in
1990, and by 1993-94 Alabama’s political leadership had run into trouble.

School finance reform is inextricably tied to the volatile politics of taxes in
Alabama during the 1990s. Alabama has not had the luxury of a fiscal surplus; in
fact, a few times education has been pro-rationed when there has been a budget
shortfall. Moreover, Alabama is significantly behind the southeastern average in
school funding.!” Thus, in Alabama, even more so than in ether places, reform

cannot be accomplished without additional tax revenue, and the rise of anti-tax
~ sentiment throughout the country had a great impact on the remedy phase of the
Alabama court case. The Christian Coalition, Eagle Forum, and conservative
Republicans had significant political power and popularity in Alabama, whereas
similar groups had less power in Kentucky 4 years earlier in 1990 during the Rose
decision. These groups mobilized against education reform in Alabama, viewed
the Alabama First bill as social engineering, and did not want to see their taxes
rise in order to finance the bill.

When the Montgomery County Circuit Court ruled in Harper v. Hunt that the
entire Alabama education system was unconstitutional, Governor Guy Hunt did
not appeal the case to the highest court in the state both because it appeared to be
a losing battle and because he ran out of time. Hunt, a Republican governor, was
the only remaining defendant of the five originally named in the suit. The rest
had switched over to the side of the plaintiffs. When the court ruling came out,
Hunt was facing charges of improper use of public funds and could not afford any
more negative publicity. He was found guilty and removed from office shortly
after the court decision.

Lieutenant Governor Jim Fulsom Jr., a Democrat, replaced Hunt in office for
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the remainder of the term. Fulsom supported education reform and worked
closely with A+, the Alabama leadership organization that advocated education
reform around the state. Governor Fulsom presented Alabama First, along with
the corresponding billion dollar tax revenue increase, to the legislature during the
session preceding the gubernatorial elections. However, when the general public
learned of the high price tag of reform, the consensus that A+ had built-around the
need for educational reform disintegrated. The Alabama Education Association,
led by gubernatorial candidate Paul Hubbart, opposed ‘the Alabama First bill
because of its accountability provisions. Hubbart, who was running against
Governor Fulsom in the Democratic primary and was vying with Fulsom for the
title of “the education candidate,” could not allow a Fulsom-backed reform plan
to pass. He argued that Alabama could not afford, and did not need, a billion
dollars worth of reform. The bill was passed in the Senate but not in the House
and was thus postponed until the next legislative session. -

- The crucial turning point for school finance reform in Alabama was the 1994
election of Governor Fob James. James, a political underdog, ran on a “No New
Taxes” campaign platform and rode the national Republican anti-government,
anti-tax tide to beat Fulsom, who was hurt by charges of ethical violations.
Although he only won the election by a small margin, James has since consoli-
dated his political power in the state. Governor James has taken a strong stand
against increased taxes and school reform and fully supports the political philoso-
phy of the Christian Coalition. He has withdrawn from the National Governors’
Association and does not support the federal Goals 2000 plan because he consid-
ers it to be social engineering. James has characterized the Alabama education
system as inefficient and wasteful and has opposed increases in education spend-
ing.. Governor James has also characterized the Hunt decision as judicial inter-
vention, has defied the court order, and has attempted, so far unsuccessfully, to

‘have it overturned. The fact that Harper v. Hunt did not make it to the Supreme

Court in 1993 has helped James argue that the decision has no authority behind it.

The timing of the elections and political developmerits in Alabama elimi-
nated the gubernatorial support of comprehensive reform in-Alabama, ‘but the
effects of these events were compounded by the absence of legislative support for
reform. Alabama First had no legislative participation, and former Governor
Fulsom was the only political leader with strong stakes in Alabama First. At the
same time, the politically powerful Alabama Farmers Association (ALFA) and
the Christian Coalition opposed property tax increases and outcome-based educa-
tion components of Alabama First and presented their own reform bill, Score
2000, which was backed by Republicans in the legislature.

Although A+, which was modeled after the Prichard Committee in Ken-
tucky, had been very active in building consensus around reform, it had only been
in existence for a few years. In contrast, ALFA and coalitions with vested
interests in maintaining Alabama’s property taxes as the lowest in the nation have
a long history in the state. Alabama’s constitution, written in 1901, favors large
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property owners and out-of-state businesses and requires a popular vote to raise
property taxes. School finance reform in Alabama is further complicated by the
fact that a constitutional amendment to the tax system is required to enact many
proposed changes to the system.

Race and class considerations also made school finance reform more politi-
cally contentious in Alabama than in Kentucky. Racial minorities in Alabama
make up a greater proportion of the population and are concentrated in the poor-
est sections of the state. Therefore, aid that is targeted to the poorest districts is
perceived by many to disproportionately assist minorities who have significantly
less political power. '

Most people in Alabama are discontent with the education system in the
state, but they have not been willing to raise revenues in order to improve it.
Although incentives exist for the judicial branch to mandate comprehensive re-
form, as demonstrated by Harper v. Hunt, the court decision is an insufficient
incentive for the legislative and executive branches to enact reform. The tax,
racial, distributive, and ideological implications of comprehensive school reform,
along with the perception that Alabama’s education problems are rooted in mis-
management rather than lack of funds, have eroded public support.

Texas!8

School finance litigation and legislative responses are dominant themes in
Texas state politics during the 1990s. In 1989, the Texas Supreme Court found
the Texas school finance system unconstitutional. The nature of this decision,
however, was very different than the decisions in Kentucky and Alabama. In
. Edgewood v. Kirby, the court found that Texas’s school finance system violated
the state constitution’s requirement of an “efficient system of schools” (Fulton,
1997; Fulton and Long, 1993:17). The court ruled that the legislature must
devise a new funding system that provided districts with equal access to similar
revenues per pupil at similar levels of tax efforts. In addition, the court estab-
lished that in order to achieve compliance with the Edgewood decision, legisla-
tors could consolidate school districts and/or tax bases.

After 5 years and four rounds of Texas Supreme Court decisions, a legislated
remedy was upheld as constitutional by a 5-4 decision in 1995. This remedy does
help to reduce inequities in school finance in Texas. In fact, some predict that by
1999, when the new system is fully implemented, the portion of state revenues
excepted from equalization will have decreased from the 1989 level of nearly 21
percent of all state and local revenues to less than 2 percent (U.S. General Ac-
counting Office, 1995). Alterations to the original legislation, however, make it
unclear whether or not the present system would be upheld as constitutional if it
were challenged again by either the original plaintiffs or the wealthier districts.
Moreover, it is uncertain whether equalizing effects will occur and be sustained
over time.
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Texas has enacted school finance reform in the past, but in the 1990s the
politics have become more contentious because it involves redistributing existing
resources—not raising new money.!? The long battle between the court and the
legislature, and the threat of the courts closing down the schools, demonstrate the
political difficulty of the issue. Without the Edgewood v. Kirby ruling and the
Texas Supreme Court’s continued pressure on the legislature to devise a new
constitutional system, reform never would have happened.?’ In fact, the reform
legislation of 1993 resulted from frustration with the litigation and the manner in
which it obstructed progress on other educational issues. Patience and energy
levels wore thin on all sides, and compromises were made in the interest of
passing something.

The biggest obstacle to a politically feasible solution that complied with
the court order was the fiscal impossibility of leveling-up. The large disparities
in property wealth in Texas required an increase in state revenues of an amount
close to four times the entire state budget to bring the bottom districts up to the
top levels of spending (U.S. General Accounti