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Overview

Elementary and secondary education is the single
most significant publicly provided service, in terms of
budget size, for state and local governments. The
fiscal importance of education alone is sufficient
grounds for continuing interest in the arrangements
that govern its provision, but the unique role
education plays in the socia and economic develop-
ment of the nation also serves to keep it at the
forefront of the public policy arena.

During the past two decades, the issue of equity in
school finance has been hotly debated in the courts
and legidatures of many states. The key question
underlying this debate is: Are the educational opportu-
nities available to children in poor school districts
equivaent to and competitive with those available to
children in wealthy school districts? If not, then what is
the obligation of state governments to provide addition-
al assistance to poor districts so as to ensure that every
child will have access to a quality education?

While interest in equity remains intense in many
guarters, there is now even greater public focus on
education quality. Stated succinctly, the current
questions are: Are public schools doing a sufficiently
good job of educating our youth? If not, what types of
policies will be required to improve elementary and
secondary  schools?

Answering these questions is difficult. It is a
complex task to assess how the fiscal decisions made
by date legidatures, state departments of education,
local education authorities, and, ultimately, individu-
as, in their roles as consumers of education services and
as voters, interact to determine how much money any
school district will spend, and how the money will be
spent? For example, public officials might wonder
whether increasing state aid-perhaps to provide
incentives to improve math and science education-will
result in (1) the implementation of new initiaives, (2)
greater expenditures on existing programs, or (3) a
reduction in loca taxes offsetting the increased aid.

Executive Summary

In many instances, at the same time that public
officials are deliberating questions of this kind, academic
researchers are addressing the same issues. However,
the information to be derived from this research often
does not fmd its way into public policy decisionmaking.
One reason for this is that the framework within which
these Studies are cast is often unfamiliar to anyone
without recent training in a particular research method-
ology For example, economic studies, such as that
reported here, typicaly assume that households make
decisions regarding aternative goods and services based
on the prices they must pay for those goods and
services.2 The need to provide public goods and services
through group decisionmaking processes, especially
where multiple items are included in a government
budget, makes it difficult to determine tax-prices for
goods and services, such as education. In order to get a
handle on this, analysts “build” technical and detailed
mathematical and statistical “econometric’ models that
are designed to separate out the various factors
individual consumer-voters will consider in making their
decisions regarding the level and quality of public
services they will ‘buy.”

Another reason why it can be difficult to apply
academic research to questions facing policymakers
arises from uncertainty about the transferability of
results. Most studies of the determinants of local
school spending decisions use data from an individua
state for empirica analysis. Substantia diversity exists
across states, however, in the ingditutions that govern
elementary and secondary school finance. As a rule, it
is not readily apparent how well the results based on
one date’s ingtitutional structure will apply else-
where. Moreover, researchers examining school finance
issues in a state often have little knowledge as to how
typical or atypica the ingtitutions in that state are.

This report analyzes the intergovernmental rela-
tionships in the public financing of elementary and
secondary education in the United States, focusing
especidly on the effects that state aid programs have
had on loca school district spending decisions. The



aim of the report is threefold: (1) to provide general
information about trends in elementary and second-
ary school finance; (2) to provide information about
the different state institutional arrangements for
financing schools; and (3) to illustrate the role that
state aid plays in econometric models of local school

spending decisions, so that policymakers will be able

to make better use of empirical research results.

It is important also to note a very important issue
that this report does not address directly, that is, what
public policy measures might improve the quality of
education. This issue is simply beyond the scope of this
report. However, the analysis developed here is useful
for evauating and implementing proposed initiatives for
education reform, especially those that involve fii
incentives that state governments might provide in an
attempt to influence the performance of loca schools.

Elementary and Secondary
School Expenditures

The first section of the report focuses on trends in
aggregate spending on K-12 public schools from 1960
through 1987 for the United States as a whole and for
each of the 50 states. For the United States, spending
per pupil measured in real dollars (adjusted for
inflation) increased at an annual rate of 4.0 percent,
amost twice the annual increase in gross national
product over the same period. The pattern of this
growth was 5.3 percent annually from 1960 to 1970, 3.4
percent annualy from 1970 to 1980, and 3.1 percent
annually from 1980 to 1987. Annual growth rates for
states over this period ranged from a low of 2.6 percent
for Utah to a high of 5.3 percent for New Jersey.

Over this 27-year period there was a modest trend
toward equdization in average spending per pupil.
That is, spending grew at a somewhat faster annual
rate in states where the initial level of spending was
lower. The trend toward equalization was greatest from
1960 to 1970, when the per pupil spending growth rate
was aso greatest. The evidence also suggests that as
much as one-fourth of the variation in average per pupil
spending across states that remained a the end of the 27
years can be explained by interstate differences in the
cost of providing education services.®

Public School Revenues

Elementary and secondary schools receive
most of their funds from state and localy raised
revenues, the federa government provides only
about 6 percent of the revenues used to finance
K-12 public education. A major shift over the past
quarter-century has been a reversal in the relative
importance of state and locally generated revenues
as a share of elementary and secondary school
funding sources. States, in general, now provide

amost 53 percent of the combined state-local share,
whereas 25 years ago, locally raised revenues accounted
for about 60 percent of the combined total. A major
reason for this shift has been an increase in the level of
state funding, primarily to low-wealth districts, in
response to concern about equity.

By examining in detail the revenue sources on
which states and school districts levy taxes to finance
elementary and secondary schools, the report identi-
fies two features that are critical to understanding the
decisionmaking process that governs the provision of
this service. First, while state governments raise funds
that are earmarked for K-12 schools from a wide
variety of sources, almost without exception, the
earmarked funds are supplemented by appropriations
from state general funds. The genera fund appropri-
aions of state legidatures are caled additional
dollars in this report. Second, while local govern-
ments also tax a variety of revenue sources for locally
raised funds, additional dollars to increase the level of
education services are raised principaly through an
ad valorem levy on property.

State Aid Programs

The major focus of this report is on current state
aid programs and how they affect the level of
spending in different school districts. The report
devotes a reasonable amount of technical analysis to
developing a framework suitable for examining this
question. The analysis demonstrates that state aid
programs affect loca spending decisions through the
way in which they affect consumer-voter choices
regarding the trade-off between additional spending
on public schools and the consumption of other goods
and services. Moreover, state aid programs affect
consumer-voters in one of two ways. They either
increase the individual’s overall purchasing power—
that is, they provide an “income effect”-or they
lower the price of providing an additional dollar's
worth of school spending per pupil (the tax-price)
relative to the price of other goods and services-that
is, they provide a “price effect.”

The traditional classification of state aid to local
school districts distinguishes between foundation
programs and power equalization programs.

A foundation program is a state-guaranteed
minimum level of expenditures per pupil; the state
will make up the difference between the guaranteed
minimum level of per pupil expenditures (the
foundation) and the per pupil revenues generated by
the local district from its own sources.*

Power equalization programs provide minimum
revenues per pupil for any given tax rate guaranteed
by the state. Two variants of power equalization
programs are the “guaranteed tax yield” (GTY) and
the “guaranteed tax base” (GTB). Under a GTY
program, local school districts set their own tax rate;



the state makes up the difference between the
revenues generated by the local government and the
state-determined minimum vyield, at that tax rate.
Under a GTB program, the state determines a
minimum tax base per pupil. As with the GTY program,
local school didtricts set their own tax rate; the state

makes up the difference between the revenues gener-
ated by the local school district from applying that rate
to its tax base and the revenues that would have been
generated if the local school district had the guaranteed
tax base’ For all practical purposes, both power
equalization programs are identical.

A “pure” foundation program provides house-
holds with an income effect only, while a “pure’
power equalization program results only in a price
effect. A careful examination of existing state aid
programs, however, reveals that formulas used to
allocate state funds for the most part do not
correspond neatly to the “pure’ form of either of these
traditional classifications. Most state aid programs
attempt to address a variety of specia circumstances
that arise in the public financing of K-12 education, and
to do so they often must modify substantially the smple
versions of these classifications.

The report examines several variations of the two
basic classifications and analyzes how these more
complicated versions affect (1) the trade-offs between
school spending and the consumption of other goods
and services and (2) local spending decisions through
the income and price effects that they exert on
consumer-voters. With these variants, state aid
programs can sometimes result in both income and
price effects. In some cases, state aid can result only in
income effects in some districts and only price effects
in other districts, depending on the level of spending
per pupil selected by the district. As part of this
analysis, the report discusses where different states
fall in this more complicated classification scheme.

The most important conclusion that can be
derived from the analysis developed in this report is
that in order to make informed judgments about how
any state aid program affects the levels of spending
across school districts, it is necessary to analyze
information about (1) how the program affects consum-
er-voter choices; (2) the distribution of the values of the
economic parameters  for  consumer-voters, and (3) the

political institutions that govern the way in which
consumer-voter demands affect school district spending
levels. As the report documents in detail, each of these
factors can vary signifiintly across states.

NOTES

‘Households with children attending the public schools
within a community are the direct beneficiaries of public
education services, i.e., the “consumers’ of education
services. In addition, adult members of the households,
regardless of the number of children in the public schools,
vote for the size of the school budget, either directly
through referenda or indirectly by voting for representa-
tives who decide the school budget; i.e., they are the
“voters’ on public school funding. Throughout this
report, the terms individual, household, and consumer-
voter are used interchangeably.

2In the case of publicly provided services, such as
education, the relevant price is called the “tax-price” by
economists. The tax-price is defined as the change in a
consumer-voter's tax liability associated with a change in
the amount of publicly provided goods and services. The
tax-pri¢es of households depend on household character-
istics and on public policies, such as tax law and
intergovernmental aid.

3The term “cost” refersto interstate differencesin the
prices of inputs used to produce education services—
predominantly labor. Expenditures per pupil for each
state, in each time period, were adjusted by a specially

constructed index of labor costs. The cost-adjusted
expenditures reflect more closely actual interstate differ-
ences in the level and quality of education services
provided. For a more detailed description of the cost
index, see Advisory Commission on Intergovernmental

Relations, Representative Expenditures: Addressing the

Neglected Dimension of Fiscal Capacity, by Robert W.
Rafuse, Jr. (Washington, DC, 1990).

‘In some cases, the state will require a minimum local
effort to qudify for aid. For example loca school digtricts
must levy a statedetermined tax rate on property within
the district. If the per pupil property tax yield, at the
state-determined rate, is less than the foundation level,
the state will make up the difference. Thus, districts with
relatively low tax bases per pupil will receive more dtate aid
than those with relatively higher tax bases. In some dtates,
the foundation level is fully funded by the dtate.

3 |f the tax base or tax yield per pupil within a school district
is greater than the state-guaranteed level, the district
usualy receives no ad.






Preface and Acknowledgments

During the past two decades, constant dollar
expenditures per pupil for K-12 public education have
increased by 72 percent and the primary financial
responsibility has shifted from local government (57
percent in 1971) to the states (nearly 53 percent by
1988). A major factor in these trends has been the
state court decisions concerned with equity and equa
educational opportunity. The courts responded to the
inequality in states where the levels of school funding
were tied to the property tax levies in jurisdictions
with widely disparate amounts of property wealth.

Perhaps the best known and most influentia of
these court cases was the landmark California
Supreme Court decision, Serrano v. Priest (1971).
Holding that the “right to an education in public
schools is a fundamental interest which cannot be
conditioned on wealth,” the court invalidated the
state’ s existing system of school funding that relied
heavily on local property taxes.

In a similar case (San Antonio Independent School
District v. Rodriguez, 1973), the U.S. Supreme Court
held that the Texas system of school finance did not
violate the equa protection clause of the 14th
Amendment to the United States Constitution.
Although Rodriguez took the U.S. courts out of the
educationa finance debate (at least for the time
being), it did not foreclose arguments that the system
of education finance in a particular state may violate
that state’s constitution. The focus of school finance
litigation then shifted back to the states.

Two aspects of the U.S. Supreme Court's Rogri-
guez decision led to a flurry of state court action. First,
the court indicated that federalism concerns per-
suaded it to defer to state legislatures on the subject
of state taxing and spending. Second, the court based
its decision that education is not a “fundamental
interest” for equal protection purposes on the fact
that education is not afforded explicit or implicit
protection in the U.S. Condtitution. In contrast, most
state constitutions direct the state to provide for a
system of free education.

1l

Between 1971 and 1983, challenges to the school
finance system were heard by Supreme Courts in 17
states. The plaintiff’s claims were rejected in ten
states, but were upheld, at least in part, in the other
seven states.

There were no rulings handed down between
1983 and 1989, but interest in education reform did
not decline. Indeed, interest was heightened follow-
ing the 1983 report of the National Commission on
Excellence in Education, A Nation at Risk, which
concluded that American education was failing by just
about any measure-test scores, preparation for the
workforce, teacher performance, or comparisons with
other  countries.

Several education reform packages were enacted
in the: states, most directed toward institutional
reforms: increases in pay throughout the scale, as well
as merit pay for teachers, higher standards for
graduation, magnet schools, and various “choice’
proposals designed to introduce a degree of competi-
tiveness into the education system. Now, a new
generation of reforms is emerging that places in-
creased emphasis on student choice options (in
Milwaukee's experiment, students may use vouchers
to attend private schools) and decentralization of
school management and curriculum decisions. In
addition, there is a growing recognition that there is
more to formal education than providing schooling.
Thus, some attention is nowbeing directed toward the
relationship between students academic perform-
ance and such factors as parental involvement and
access to social services, including public safety.

The reforms of the 1970s and 1980s, at least to
date, have been accompanied by more tax money and
alarger state role in collecting that money. As more
tax resources are directed toward K-12 public educa
tion, more attention is being paid to how the money is
used. There are two reactions. The first is a
widespread skepticism by the public that the money is
being used effectively. A recent Gallup poll reported
in State Policy Reports indicates that only 22 percent of



Americans believe public schools in their community
have improved over the past five years; 30 percent
believe things are worse.

The second reaction goes back to Serrano. The
equity of school funding formulas is, once again, a
prominent concern. Since 1989, the school finance
systems in Kentucky, Montana, New Jersey, and
Texas have been declared uncondtitutional; decisions
are pending in 12 states; and legal challenges are
being contemplated in 9 states.

This information report brings these two develop
ments-voter behavior and school finance reform—
together. It provides data on current trends in school
spending and sources of revenues for education. It
explains the concept of equalization and characterizes
the nature of the formulas used in the 50 states for
equalizing school revenues, or more specificaly,
fiscal bases across al jurisdictions in the state. The
link to political behavior is made by analyzing school
funding from the twin viewpoints of how state aid
programs affect the choices of voters and the
implications of alternative school financing arrange-
ments on per pupil spending across didtricts (i.e., the
“equalization” effects).

The report concludes that the diversity in the 50
state systems makes nationwide generalizations about
school finance difficult, and that the effect of a
specific state aid program on fisca equity will depend
on how the program affects the economic position of
citizens and the political ingtitutions that determine
voter influence on school district spending levels.

The difficulties of putting together school formu-
las, with acceptable tax packages to finance them,

makes this business very complex. The recent (1990)
lessons in Texas (where the court was ambiguous
regarding the direction of required remedies) and
New Jersey (where the decision requires massive
increases in state aid to poor and medium-income
districts) are instructive. Although both states appear
to have satisfied the court requirements for school
finance reform, the process has been marked by great
political strain. In Texas, it took two legidative
sessions and court appointment of a “tax master”
whose job was to draw up a mandatory finance plan if
the legidature failed. In New Jersey, initial voter
reaction to increases in state taxes to restructure school
financing may result in a legidative effort to reform the
reform plan before it has even been put in place.

This information report was written by Vincent
Munley, professor of Economics a Lehigh University
and ACIR Visiting Scholar. The author wishes to
express his appreciation to the following persons who
provided expert advice and comment on this study:
Henry Aaron, Stephen Barro, Robert Berne, William
Colman, Elliott Dubin, Jerry Fastrup, James Fox,
William Fowler, Margaret Goertz, Debra Inman,
Marcia Howard, Harold Hovey, Jack Jennings, Larry
MacDonald, Will Myers, Nancy Protheroe, John
Shannon, Gregory Rest, Robert Rotz, Tom Tobin, and
Carolyn  Winters.

John Kincaid
Executive Director

Robert D. Ebd
Director, Government Finance Research
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Overview

The qudity of education in the United States has
come to the forefront as a public policy issue. Faling
scores on standardized national tests, the persistence
of widespread functiona illiteracy among large
numbers of inner-city and rural residents, and fears
that a workforce ill-prepared to dea with the
technological requirements of modem industrial
processes will inhibit the United States from improv-
ing its competitive position in world markets have led
to a spate of critica reports and heightened public
concern.” Coupled with a growing conviction that
something dramatic must be done to improve the
nation’s education system is the redity that the
current federal budget deficit will limit severely the
extent to which new federal fiscal resources can be
brought to bear on the problem. Thus, reform
proposals will of necessity focus on what changes
might be made to restructure the current school
finance system in a way that will alow schools to
improve the quality of education.

Certain features of the U.S. education system are
noteworthy from the perspective of implementing
change. First and foremost is that in most states the
primary responsibility for providing basic education
has traditionally rested with local governments. For
the United States as a whole, the distribution of
revenue sources for elementary and secondary
schools is approximately 5 percent federal, 50 percent
state, and 45 percent local. In terms of dollars, school
finance represents by far the most important intergov-
ernmental relationship between the state and local
sectors. Equally significant is the diversity across the 30
states in the degree of decentralization that character-
izes the way schools are financed and organized.?

Any reform effort intended to have widespread
success clearly must accommodate the diverse inter-
governmental relationships within which schools
operate in the United States.

The purpose of this report is to examine the

Introduction

current status of the public finance systems used to
provide public elementary and secondary education.

A particularly relevant consideration to any new
reform initiative is that the U.S. education system is il
in the process of working its way through two decades of
major change. The 1976 Serrano v. Priest® decision in
California marked the beginning of a series of state
court cases that challenged the financial structure used
to support elementary and secondary education in many
places.* Together with widespread legidative initiatives,
these cases led to arevision in the way most states
disburse ad to local school digtricts. From distribution
essentially on a per pupil basis, most state systems
changed to some type of a program designed to direct a
larger share of state money to lower spending, less
wealthy districts, thereby increasing expenditures in
an attempt to enhance educational opportunity in
those districts. However, despite the considerable
changes enacted in state aid programs, controversy
continues over this issue. Appendix 3 contains a
chronology of the school finance cases.’

Scope of the Report

A notable legacy of the equity round of school
finance reform is a considerable body of research
developed in severa academic disciplines. The
behavioral, fiscal, ingtitutional, and political relation-
ships that link school administrators, local school
boards, state education departments, and state
legidators are as complex as they are varied across the
states. Success in designing and implementing further
reforms obvioudy will depend on understanding
these relationships. As policy proposals-such as
merit pay for teachers, more stringent high school
graduation requirements, and expanding parental
choice with regard to which public school their
children attend-receive widespread consideration,
the task of synthesizing what has been learned and
conveying this information to those responsible for
developing new initiatives becomes imperative.

This report focuses on certain public finance



issues involved in the provision of elementary and
secondary education in an attempt to provide infor-
mation that will serve as useful input to discussions
about education reform. The report does not evaluate
the various reform proposals or deal with the difficult
question of how dollars spent on public schools affect
the quality of education. The latter issue is not well
understood, despite the substantial research effort
that has been directed at jt.6

The report begins with an examination of recent
trends in public school spending and the variation in
spending levels across states. The following section
examines how public school revenues are raised. An
examination of state aid programs and how they affect
individuals' choices regarding school spending decisions
follows the discussion of public school revenue sources.

NOTES

‘The mast frequently cited of these rts 1S National
Commission on Excellencein E& cation. A Nationat Risk:

The Impemtive for Educational Reform  (Washington, DcC,
1983).

28ee also Frederick Wirt, “Does Control Follow the
Dollar? Value Analysis, School Policy, and State-Local
Linkages, “ Publius: The Joumnal of Federalism 10 (Spring
1980): 69-88.

¥ 135 Cdifornia Reporter 345 (1976).

4See also Richard Briffault, “Localism in State Constitu-
tiond Law,” Annals of the Amenican Academy of Political
and Social Science 496 (March 1988): 117-27.

5 At the time this report was prepared, cases challenging
state aid programs were being litigated in Kentucky, New
Jersey, North Dakota, and Texas.

6Gee Eric A. Hanushek, “The Economics of Schooling,”
Journal of Economic Literature 24 (September 1986), for a
comprehensive review of this research. The relationship
between spending for public schools and education
outcomes was the focus of the conference on the
Economic Consequences of American Education at
Lehigh University, October 19-20, 1990, sponsored by
Lehigh University, the U.S. Advisory Commission on
Intergovernmental Relations, and the University Council
for Education Administration.



é‘chool District Expenditures

Aggregate Trends

In one sense, it may be surprising-perhaps even
alarming-that while average scores on standardized
exams have declined in recent years, the amount of
resources dedicated to education has grown substan-
tidly (Figure 1). Expenditures per pupil for K-12
public schools in the United States have increased
over the past quarter-century both in nominal terms
(current dollars) and real terms (constant dollars,
adjusted for inflation). For the United States as a
whole, between the 1959-60 and the 1986-87 academic
years, these expenditures increased in real terms at an
annual rate of 3.8 percent. To put this growth rate in
perspective, it is useful to note that during the same
time period gross national product per capita, median
family income, and worker productivity, as measured
by output per hour in the entire business sector,
increased in real terms at annual rates of 2.0 percent,
1.2 percent, and 1.8 percent, respectively.

Conclusions about what effect increased spending
has had on educationa output must be made with
caution, however. This is because a substantia portion
of these new resources has been directed at providing
greater educational opportunity for specid groups, such
as handicapped individuals. Programs developed for
these purposes often entail significant costs that do not
necessarily have a large impact on the average scores of
standardized national tests, such as SAT exams.

Table 1-A presents data on the pattern of education
expenditures for states during the period 1959-60 to
1986-87. Columns (8) and (d) show the initid and final
average expenditures per pupil; columns (b) and (c)
show the figures at the end of each decade. All
expenditure values are expressed in constant 1986-87
dollars. Column (h) presents the annual growth rate in
real expenditures per pupil for the 27-year period. This
rate ranged from a low of 2.6 percent in Utah to a high
of 5.3 percent in New Jersey.

Anayzing the pattern of education expenditure

1

increases across states and at different times during
the period provides insight about the way in which this
growth in spending occurred. Columns (€), (f), and (g)
show the annual growth rates for the first decade,
second decade, and the fina seven-year period,
respectively. For the United States as a whole, during
those periods, the growth in spending sowed from 5.4
percent per year to 3.1 percent to 2.9 percent.

This pattern is interesting, in part, because of the
two arithmetically distinct factors that can cause
expenditures per pupil to rise over time. The first is an
increase in school budgets in excess of any rise in
enrollment. The second is a fal in enrollment accompa-
nied by arising, constant, or even more moderately
declining budget. During the initid first decade, when
real expenditures per pupil grew at the greatest rate,
enrollment also grew a an annua rate of 2.4 percent.
On the other hand, during the subsequent two periods
of sower growth in rea expenditures per pupil,
enroliment declined at annual rates of 0.9 percent from
1969-70 to 1979-80 and 0.6 percent from 1979-80 to
1986-87. Thus, the greatest growth came from rapidly
expanding budgets in the 1960s.

The data presented in Table 1-A (current expen-
ditures per pupil in average daily attendance) tend to
overdtate the interstate differences in the level and
quality of education services provided because the
cost of providing a unit of education services of a
standard quality varies across states. For example,
teacher salaries and class sixes are mgjor elements in
the cost of providing education services.” Average
teachers sdaries can vary across states (and within
states) because of a number of factors:

1) Variations in the average level of wages
across jurisdictions, which means that teach-
ers sdaries will vary accordingly;

2) The strength of teachers' bargaining power
relative to the hiring jurisdiction and other
public employees;



Figure 1

Total Expenditure Per Pupil in ADA’ (constant 1988 dollars) and Schelastic Apptitude Test (SAT) Scores,

School Years Ending 1970-89
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Table 1 -A
Current Expenditures per Pupil in Average Daily Attendance, Constant 1986-87 Dollars,

School Years 1959.60, 1969-70, 1979-80, and 1986.87 Non Cost-Adjusted

Current Expenditures per Punil Average Annual Change (percent)
195940 1969-70 1979-80 1986-87 1959-60  1969-70 1979-80  1959-60
School School School School to to to to
State Year Year Year Year 1969-70 1979-80 1986-87 1986-87
() (b © @ © (3] ® (h)
United States $1.420 $2,403 $3,255 $3977 5.4% 3.1% 2.9% 3.9%
Alabama 913 1,602 2,309 2,573 58 3.7 16 39
Alaska 2,068 3,306 6,774 8,010 48 7.4 2.4 5.1
Arizona 1528 2,120 2,824 3544 33 2.9 33 32
Arkansas 852 1671 2,256 2,733 70 3.0 28 4.4
California 1,605 2,554 3,249 3,728 4.8 2.4 20 32
Colorado 1,500 2,173 3,469 4147 38 48 26 38
Connecticut 1,651 2,801 3468 5435 54 22 6.6 4.5
Delaware 1,725 2,650 4,099 4,825 4.4 2.4 3.9
Florida 1,202 2,156 2,707 3,794 6.0 1: 49 43
Georgia 960 1,731 2,329 3374 6.1 3.0 54 48
Hawaii 1229 2475 3327 3,787 73 3.0 19 43
Idaho 1,097 1,776 2,317 2,585 4.9 3.0 12 3.2
llinis 1,660 2,678 3,706 4,106 4.9 33 15 34
Indiana 1,39 2,144 2,697 3,556 44 23 4.0 35
lowa 1,392 2,486 3333 3,808 6.0 30 19 38
Kansas 1316 2,210 3114 3933 56 3.2 34 4.1
Kentucky 882 1,605 2,437 2733 6.2 43 17 43
Louisiana 1,408 1,908 2,568 3,069 31 3.0 26 29
Maine 1,070 2039 2,613 3,850 6.7 25 5.7 49
Maryland 1,487 2,704 3722 4777 6.2 32 36 4.4
Massachusetts 1548 5530 4,039 5,145 50 48 35 45
Michigan 1571 2,662 3,783 4,353 S4 3.6 20 38
Minnesota 1610 2,661 3420 4180 52 2.5 29 36
Mississippi 779 1475 2,334 2,350 6.6 49 -0.2 42
Missouri 1,302 2,086 2,774 3472 4.8 29 33 37
Montana 1,555 2,302 3,548 4194 40 44 24 37
Nebraska 1276 2,168 3,080 3,756 54 36 29 41
Nevada 1,629 2,266 2992 3573 34 28 2.6 an
New Hampshire 1,315 2,129 2,745 3,933 4.9 2.6 5.3 4.1
New Jersey 1,467 2,992 4573 5,953 74 4.3 38 53
New Mexico 1373 2,082 2,914 3,558 43 3.4 29 3.6
New York 2,126 3,907 4,91 6,497 6.3 24 39 4.2
North Carolina 898 1,803 2,514 3,129 7.2 34 32 4.7
North Dakota 1,388 2,031 2,751 3437 3.9 31 3.2 3.4
Ohio 1,382 2,150 2973 3671 4.5 3.3 3.1 3.7
Oklahoma 1,179 1,780 2,760 3,099 4.2 45 17 3.6
Oregon 1,697 27123 3,857 4,337 48 35 17 35
Pennsylvania 1550 2,5% 3632 4,616 53 34 35 4.1
Rhode Island 1,565 2,624 3,721 4,985 53 36 4.2 44
South Carolina 833 1,804 2,510 3,237 80 34 3.7 52
South Dakota 1,313 2,031 2,133 3,097 45 3.0 18 3.2
Tennessee 901 1,667 2,343 2,827 6.3 35 2.7 4.3
Texas 1,258 1,838 2,745 3,409 39 4.1 3.1 38
Utah 1,221 1844 2,374 2,415 4.2 2.6 0.2 26
Vermont 1,302 2,377 2,861 4,399 62 19 6.3 4.6
Virginia 1,038 2,084 2823 3,780 72 3.1 4.3 49
Washington 1592 2,695 3,680 3,964 54 32 11 34
West Virginia 978 1973 2751 3,784 7.3 34 4.7 51
Wisconsin 1,564 2,59 3549 4523 5.2 32 35 40
Wyoming 1,705 2521 3,620 5,201 40 37 53 4.2

Source: U.S. Department of Education, National Center for Education Statistics, Digest of Education Statistics 1989
(Washington, DC, 1989), p. 158.



3) Some jurisdictions hiring relatively more expe-
rienced teachers with more education and thus
paying higher salaries, on average; and

4) Some jurigdictions placing a higher vaue on
education than others and being willing to
pay a premium for attracting and keeping
teachers.

Other elements used to provide education
services, such as utilities, also vary in price across and
within states and affect the cost of services.

Table 1-B presents the same measures as Table
1-A with the expenditure data for each state adjusted
by a factor designed to account partialy for interstate
differences in the costs of producing a unit of
education services. The adjustment factor is based on
a specially constructed, state-by-state index of labor
earnings. Because there is no reliable index of the
prices of other education inputs, it is assumed that
these prices are uniform throughout the country,
hence the term partial cost adjustment.? However,
the partially cost-adjusted expenditure data in Table
1-B reflect differences in the level and quality of
education services more closely than do the
non-cost-adjusted data in Table 1-A.

Ideally, one would want the cost index on an
annua basis, but the index used to deflate the
expenditure data is available only for 1986-87. Using a
1986-87 cost index to deflate each state’s expenditure
data in al years assumes that relative factor costs
(employee earnings in this case) across states have
remained reasonably constant over the 27-year
period. Not adjusting the expenditure data at all
assumes that interstate differences in employee earn-
ings smply reflect differences in worker productivity
and not (quality adjusted) factor cost differentials.

Because the index is available only for 1986-87,
the expenditure per pupil values (and hence the
pattern across states) are different in columns (a), (),
(c), and (d), but the annual growth rates for states in
columns (€), (), (g), and (h) are unchanged.

Interstate Comparisons

The summary statistics in Table 2-Aand Table 2-B
are presented separately for the 50 states and for the
48 contiguous states. The statistics omitting Alaska
and Hawaii are shown because those states might be
atypical in terms of expenditures per pupil for two
reasons:

1) Hawaii is the only date with a single
statewide school system, and Alaska provides
for the direct support of al schools except in
9 borough and 24 city school districts.

2) Because of geographic separation, the prices of
education inputs dmost certainly differ signifi-
cantly from those in the continental U.S.

The decade of the 1960s was the period not only
of greatest increase in rea spending per pupil but also
of greatest uniformity in the rate of change across the
states. To see this, it is necessary to calculate summary
statistics for the distributions of expenditures per
pupil and growth in expenditures per pupil across the
states. Table 1-A presents the mean (average),
standard deviation (a measure of relative dispersion
about the mean), and coefficient of variation (c.v.) for
the values in columns (a) through (h) of Table 1-A.}
Table 2-B presents the same summary statistics for
the data in Table 1-B. Panel 1 in each table presents
these values based on the distribution for al 50 states
(the Digtrict of Columbia is not included in this
analysis); Panel 2 presents the values for the 48
contiguous states only.

Table 2-A reveals that any inference about how
the variation across the states in spending per pupil
has changed during the past 27 years depends on
whether Alaska and Hawaii are included in the
analysis. Based on al 50 states, the dispersion in
spending per pupil has increased somewhat, with the
c.v. dropping dightly from 22 percent in 195960 to 21
percent in 1969-70, and then growing to 27 percent in
198687. Based on the contiguous 48 states, the degree
of dispersion has remained fairly stable, with the c.wv.
fluctuating between 20 percent and 22 percent.

For the cost-adjusted data in Table 2-B, the
difference in the values of the coefficient of variation for
columns (a), (), (d), and (f) between the 48 and the 50
state samples is not nearly as pronounced as in  Table
2-A This is further evidence that expenditure per pupil
data for Alaska and Hawaii differ from that for the 48
contiguous states for cost related reasons. Notice that
for the 198687 school year the coefficient of variation in
expenditures per pupil for al 50 states is 0.27 (Table
2-A), wheress it is only 0.21 for cost-adjusted expendi-
tures (Table 2-B). This suggests that as much as
onequarter of the variation in average spending per
pupil across states may be due to cost differentials.

Analysis of the information in Tables 2-A and 2-B
suggests that there was much more variability across
the states in the rate of growth in spending per pupil
during the final seven years period than in the first
two decades. The coefficient of variation for the
growth rate increased from 22percent for the 1960s to
nearly S0 percent for the first haf of the 1980s, using
either the 50-state or the 48-state didtribution. During
the 1970s, the coefficient of variation for spending
growth rates was 22 percent across the 48 contiguous
states, but 27 percent if Alaska and Hawaii are
included in the anaysis.

Has there been any tendency for those states
where the initiadl per pupil expenditures were lower to
increase spending at a higher rate?

If states where per pupil spending was initialy
lower increased spending at a more rapid rate, then



Table I-B
Current Expenditures per Pupil in Average Daily Attendance, Constant 1986-87 Dallars,
School Years 195960, 1969-70, 1979.80, and 1986-87, Cost Adjusted!

Current Expendifires per Pupil ______Averee Annual Change (pg Gént)

1959-60 1969-70 1979-80 1986-87 1959-60  1969-70 1979-80 1959-60
School School School School to to to to

State Year Year Year Year 1969-70  1979-80  1986-87 1986-87
(a) (b) © @ (e) ® ® )

United States $1,420 $2,403 $3,255 $3,977 5.4% 3.1% 2.9% 3.9%
Alabama 983 1,725 2,486 2,770 58 37 16 39
Alaska 1643 2,626 5,381 6,363 48 7.4 2.4 5.1
Arizona 1,566 2,172 2,894 3,631 33 29 33 32
Arkansas 956 1,875 2,532 3,067 7.0 3.0 2.8 44
California 1540 2451 3118 3578 438 24 20 32
Colorado 1504 2,179 3479 4159 38 4.8 2.6 38
Connecticut 1,552 2,633 3,259 5,108 5.4 22 6.6 4.5
Delaware 1,722 2,645 4,091 4,815 44 4.5 24 39
Florida 1,294 2,320 2914 4,083 6.0 23 49 43
Georgia 1,008 1,818 2,047 3544 6.1 30 5.4 48
Hawaii 1,267 2,552 3,430 3,905 13 3.0 19 43
[daho 1,234 1,997 2,673 2,907 49 3.0 12 32
Illinois 1,547 2,49 3454 3,826 49 33 15 34
Indiana 1,394 2,142 2,694 3,552 44 23 40 35
lowa 1455 2,398 3,483 3,080 6.0 30 1.9 38
Kansas 1,375 2,372 3,254 4,110 56 32 34 4.1
Kentucky 901 1,639 2,489 2,791 6.2 4.3 1.7 43
Louisian 1,386 1878 2,527 3,020 31 3.0 2.6 29
Maine 1,289 2,457 3,149 4,639 6.7 25 57 4.9
Maryland 1,426 2,593 3.569 4,580 6.2 32 3.6 44
M assachusetts 1,601 2,616 4177 5,321 50 4.8 35 4.5
Michigan 1441 2442 3470 3,003 54 3.6 29 4.1
Minnesota 1,586 2,622 3,370 4,119 52 235 29 36
Mississippi 888 1,682 2,718 2,680 6.6 49 0.2 42
Missouri 1347 2,157 2,869 3591 48 29 33 3.7
Montana 1,749 2,589 3991 4717 40 4.4 24 37
Nebraska 1,390 2,361 3,355 4,091 5.4 36 29 41
Nevada ) 1,659 2,308 3,047 3,639 34 28 26 30
New Hampshire 1,469 2,379 3,067 4,394 4.9 2.6 53 4.1
New Jersey 1383 2,820 4,310 5611 14 4.3 38 53
New Mexico 1504 2,281 3192 3,897 43 34 29 36
New York 2,115 3,888 4,936 6,465 6.3 24 39 42
North Carolina 999 2,005 2,796 3,480 712 34 32 4.7
North Dakota 1,546 2,262 3,064 3828 39 31 32 34
Ohio 1,343 2,089 2,889 3,567 4.5 33 3.1 3.7
Oklahoma 1234 1,864 2,390 3,245 42 4.5 17 36
Oregon 1,724 2,767 3919 4,407 48 35 17 15
Pennsylvania 1,555 2,604 3,643 4,630 5.3 34 35 4.1
Rhode Island 1,656 2,171 3944 5275 53 3.6 42 4.4
South Carolina 926 2,005 2789 3,597 8.0 34 37 52
South Dakota 1,586 2,453 3,30 3,740 45 3.0 18 32
Tennessee 963 1,781 2,503 3,021 6.3 35 2.7 43
Texas 1,237 1,807 2,699 3,352 39 4.1 31 38
Utah 1,272 1921 2,473 2,516 42 2.6 0.2 26
Vermont 1,546 2,823 3,398 5,224 6.2 19 6.3 4.6
Virginia 1,056 2,120 2,872 3,846 7.2 31 43 49
Washington 1,558 2,637 3,601 3,879 5.4 32 11 34
West Virginia 1,028 2,075 2,893 3,979 7.3 34 4.7 5.1
Wisconsin 1583 2,630 3,592 4578 5.2 32 35 40
Wyoming 1,761 2.604 3,740 5,373 40 37 53 42

! Current expenditures per pupil in average daily attendance divided by index of unit  cost. Cost adjustment based on elementary and
secondary  education factor cost index for 1979-80 in Advisory Commission on Intergovernmental Relations, Representative
Expenditures: Addressing the Neglected Dimension of Fiscal Capacity, by Robert W, Rafuse, Jr. (Washington, DC, 1990).

Note: U.S. totds include District of Columbia.

Source: U.S. Department of Education, National Center for Education Statistics, Digest of Education Statistics 1989
(Washington, DC, 1989), p. 158.



Summary Statistic for Education Expenditure ‘h-ends, Not Cost Adjusted’

1959-60 1969-70 Decade 1979.80 Decade 1986-87 7-Year  27-Year
School School  Annual School Annual School Annual  Annual
Year Year Growth Year Growth Year Growth  Growth
All 50 States
Mean o $1357 $2,265 5.3% $3,176 3.4% $3,945 3.1% 4.0%
StandardDeviation $304  $465 1.2% $798 0.9%  $1,044 14% 0.6%
Coefficient of Variation 0.22 0.21 0.22 0.25 0.27 0.27 0.47 0.16
Omitting Alaska and Hawaii
Mean o $LA45 2,239 5.3%  $3,098 3.3%  $3,863 3.1% 4.0%
Standard Deviation $292  $449 1.2% $623 0.7% $886 15% 0.6%
Coefficient of Variation 0.22 020 0.22 0.20 0.22 0.20 0.47 0.15
1 All expenditure amounts are in constant 1986-87 dollars.
Source; Calculations based on datain Table 1-A.
Table 2-B
Summary Statistics for Education Expenditure ‘bends, Cost Adjusted’
1959-60 1969-70 Decade 1979-80 Decade 1986-87 7-Year 27-Year
School School  Annual School Annual School Annual  Annual
Year Year Growth Year Growth Year Growth  Growth
All 50 States
Mean o $1,3% $2,331 5.3% $3,257 3.4%  $4,050 3.2% 4.0%
Standard Deviation $266 $398 1.2% $621 0.9% $882 1.2% 0.7%
Coefficient of Variation 0.19 0.17 0.22 0.19 0.27 0.21 0.36 0.17
Omitting Alaska and Hawaii
Mean o $13%2  $2,320 5.3%  $3,209 3.3%  $4,005 3.1% 3.9%
Standard Deviation $268  $402 1.2% $552 0.7% $834 1.0% 0.7%
Coefficient of Variation 0.19 0.17 0.22 0.17 0.22 0.21 0.32 0.17

! All expenditure amounts are in constant 1986-87 dollars. Cost adjustment is based on elementary and secondary education
factor cost index for 1979-80 in Advisory Commission on Intergovernmental Relations, ~Representative Expenditures:
Addressing the Neglected Dimension of Fiscal Capcity, by Robert W. Rafuse, J. (Washington, DC, 1990).

Source; Calculations based on datain Table 1-B.

interstate disparities would diminish over time. To test
this proposition, consider a simple regresson analysis
for per pupil spending increases over any time period:

Percentage Increase =
a + B« (Initiad Expenditure) + e

where g is the constant term for the equation, 8 is the
regression coefficient, and € is a normaly distributed
random error. A statisticaly significant estimate for b
is evidence that the rate of growth in spending is
linearly related to the initia expenditure level. A
positive and significant estimate would indicate that
the rate of growth was greater in states where the

initial expenditure was higher; whereas a negative and
significant estimate would indicate that the rate of
growth was greater in states where the initia
expenditure was lower. A satisticaly insignificant
estimate for B would suggest the lack of any direct
relationship between initial expenditure level and
subsequent growth rate (for a discussion of the
regression methods and findings, see Appendix 1).
Overdl, the analysis developed here indicates
that during the high growth-rate period of the 1960s
there was a very modest tendency toward equdization
across the states in the level of spending per pupil.
This tendency was not present during the next 17



years of more moderate growth in spending. This is
consistent with the trend for expenditures per pupil in
Table 2-A, where the coefficient of variation for the 48
contiguous states declined from 22 percent in 1959-60
to 20 percent in 1969-70, and then fluctuated slightly
over the next 17 years.

NOTES

1A pooled cross-section-time-series  regression reveds  that
interstate variations in teacher salaries and the ratio of
teachers per enrolled pupil explain, statistically, 85
percent of the variation In current expenditures per pupil
in average daily attendance across states and over time.

‘Since employee compensation accounted for 75.3 percent
of general expenditures for primary and secondary
education in 1987, the bias in assuming uniform  nonlabor
factor prices is probably not severe. For a more detailed
discussion of the cost index see ACIR, Representative
Expenditures.

3 The standard deviation is the square root of the sum of the
squared deviations about the mean divided by the number

of observations. The coefficient of variation for a
distribution is defined as the ratio of the standard
deviation to the mean. It is a dimensionless measure of the
relative dispersion in a distribution; the higher its value,
the greater the degree of dispersion.
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School District Revenues

Aggregate Trends

Local taxes and state aid have been the tradition-
a major source of revenue for K-12 public schools. As
the figures in Table 3 indicate, the share of public
school funds provided by the federal government has
ranged typically between 5 percent and 10 percent.
Federal funds reached a maximum of 9.8 percent in
1979-80 and have declined since then. While the
combined state-local component of public school
revenues has remained between 90 percent and 95
percent, there has been a change in the reative
contributions made by these two sources. From
1959-60 to 1986-87, the state share contribution has
increased roughly from 40 percent to 50 percent of the
federal-state-local total while the locally raised share
has declined from dlightly more than 55 percent to
dightly less than 45 percent. This reversa is due to a
large extent to increases in state aid aimed at
equalizing fiscal resources across school districts-a
topic that will be examined in the next section.

Although states contribute about 50 percent of
public school revenues in the aggregate, there is
substantial variation in the ratio of state to local
revenue-raising responsibility. At one extreme is
Hawaii, where state revenues provide virtually all
funds for the single statewide school system. At the
other extreme is New Hampshire, where the state
provides only about 6 percent of public school
revenues. Table 4 presents data for the distribution of
K-12 public school revenues by government from
1959-60 to 1986-87 for each state.! The table shows
that the aggregate trend toward greater reliance on
state funds holds true forbetter than two-thirds of the
states, and that the largest regional concentration of
states countering this trend is in the Southeast.

11

Before considering in detail the nature of state aid
programs designed to promote equdization in spending
across school digtricts, it is instructive to examine the
sources of state and local revenues for public schoals.

Table 3
Public School District Revenues by Sour ce of Funds,
Selected School Years 1959.60 to 1987-88

Federal State Local
Revenues Revenues Revenues

(percent of total)

1959-60 4.4 31 %.5
1961-62 4.3 38.7 56.9
1963-64 393 %3
1965-66 4; 1 530
1967-68 8.8 385 52.7
1969-70 8.0 399 521
1970-71 84 301 525
1971-72 8.9 383 528
197273 87 400 513
1973-74 8.5 41.4 501
197475 9.0 42.2 488
1975-76 89 44.6 465
1976-77 88 434 478
1977-78 9.4 43.0 476
1979-80 98 4638 43.4
1981-82 74 476 450
1983-84 638 478 454
1985-86 6.7 49.4 439
1986-87 6.4 4938 439
1987-88 6.3 495 41

Source: U.S. Department of Education, Nationa Center for
Education Statistics, Digest of Education Statistics

1989 (Washington, DC, 1989), Table 138.



Source of Origin of School District Revenues

195940 1969-70 1979-80 1986437
Federal State Local Federal State Local Federal State Loecal Federal State Local
United States 3.7% 39.5% 56.8% 7.2% 40.9% 51.8% 9.2% 48.9% 42.0% 6.4% 49.8% 43936
Alabama 8.1 69.3 226 152 633 215 126 69.0 184 17 66.3 220
Alaska 179 500 32.1 2.1 533 196 130 70.2 169 117 637 247
Arizona 6.8 395 537 82 464 44 111 416 473 90 483 47
Arkansas 80 477 443 182 445 373 145 530 325 115 548  3R7
California 36 427 537 53 37.3 574 87 712 191 71 695 235
Colorado 57 199 744 76 278 645 6.1 410 529 49 39.0  56.)
Connecticut 3.0 268 70.2 2.1 252 728 6.1 315 625 44 40.0 85.6
Delaware 22 789 189 74 T3 213 130 647 223 7.7 69.2 231
District of Columbia 0.8 na 99.2 30.2 na. 698 158 na 842 103 na 89.7
Florida 22 577 401 95 55.7 348 11.0 552 337 72 542 386
Georgia 11 628 25.1 105 83 31 118 576 06 71 507 32
Hawali 136 69.9 165 97 872 32 125 8.2 24 118 88.1 01
Idaho 58 332 610 84 378 538 95 55.0 355 89 629 283
llinois 27 189 784 57 346 59.5 128 412 460 43 9.1 565
Indiana 31 298 671 68 304 538 69 561 370 49 581 370
lowa 29 121 850 36 280 684 67 422 510 51 45 50.4
Kansas 53 215 732 59 312 629 69 433 4938 48 44 528
Kentucky 47 449 504 136 562 302 125 69.7 178 116 645 238
Louisiana 24 677 299 119 %64 317 148 544 308 115 5.1 34
Maine 40 306 654 6.7 325 608 96 489 45 6.4 502 34
Maryland 69 364 567 64 32 584 80 402 518 51 385 56.4
Massachusetts 20 205 775 60 200 740 65 363 512 49 &K1 500
Michigan 28 438 534 39 41 510 74 427 499 59 349 59.3
Minnesota 27 382 591 53 46.0 373 6.l 56.6 373 42 %69 338
Mississippi 92 524 384 214 531 28 241 531 28 105 65.2 243
Missouri 48 305 647 79 337 584 97 367 536 63 412 s25
Montana 37 254 709 85 254 66.2 84 493 42.2 85 478 437
Nebraska 43 43 91.4 6.4 176 76.0 79 182 739 6.1 225 713
Nevada 9.4 564 34.2 88 365 54.7 86 585 329 44 395 560
New Hampshire 4.6 5.3 901 51 83 8.7 51 6.8 8.1 34 59 w7
New Jersey 1.5 241 744 54 210 67.6 41 404 555 44 430 525
New Mexico 152 694 154 177 619 204 16,6 634 20.0 122 7.1 127
New York 12 393 595 47 464 489 50 406 544 48 424 528
North Carolina 47 683 270 156 657 18.7 152 624 223 7.9 660 26.0
North Dakota 17 313 67.0 93 257 650 77 465 451 94 508 398
Ohio 28 303 669 50 283 667 77 406 516 5.5 496 448
Oklahoma 72 422 50.6 118 438 44 118 438 444 56 635 309
Oregon 45 295 66.0 60 208 732 99 35 54.6 66 280 45.4
Pennsylvania 18 50.2 480 62 462 476 85 40 46.5 51 463 486
Rhode Island 40 181 779 59 388 554 59 B8 B4 S &6 529
South Carolina 58 709 233 140 595 26.4 149 6.8 28.3 89 5.0 %l
South Dakota 53 86 86.1 117 131 75.2 139 208 653 118 27.2 610
Tennessee 37 540 423 119 480 401 140 48.3 37.7 111 445 M4
Texas 46 499 455 93 464 443 110 501 389 7.1 471 458
Utah 53 419 528 76 528 382 78 540 382 61 544 06
Vermont 0.8 231 761 29 371 60.0 77 280 64.2 51 344  60.6
Virginia 95 365 540 11 1 364 525 9.5 409 496 67 329 60.3
Washington 57 611 332 56.6 368 86 708 206 63 124 21.3
West Virginia 42 542 416 12.4 482 304 106 60.1 203 75 698 27
Wisconsin 29 213 758 25 316 659 5.5 376 56.8 47 345 60.8
Wyoming 57 457 486 202 248 550 66 296 638 37 430 53.3

Note: 1986-87 data for Virginia are estimated.
n.a.—not applicable.

Sources: Advisory Commission on Intergovernmental Relations, Significant Features of Fiscal Fedemlism, 1988 Edition,
Volume Il (Washington, DC, 1988), Table 58; and U.S. Department of Education, National Center for Education
Statistics, Digest of Education Statistics 1989 (Washington, DC, 1989), Table 139.
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Revenue Sources for State Funds

It is commonplace for state governments to derive
some of the funds that are distributed to loca school
districts from one or more dedicated revenue sources.
Some states earmark a portion of state revenues
revenues from a particular tax base for school aid
while other states allocate the total proceeds from a
revenue source. Generalization is difficult here because
there are so many variations in the dedicated sources of
revenue and in the specifics of financing schemes.

Every date allocates a specified portion of either
the general sadles tax, personal income tax, or
corporate income tax for public schools. Other
revenue sources from which al or part of the
proceeds flow to local schools include a statewide
property tax; selected excise taxes; insurance pre-
mium fees; federal forest and mineral |ease receipts,
coal, ail, and gas extraction fees; lottery proceeds. and
interest from a permanent school trust fund.

Although earmarked revenues are an important
source of funds for many state aid programs,
legidative appropriations through the genera fund
budget comprise the single most important compo-
nent for the state share of public school revenues.
General fund appropriations account for more than
80 percent of total state aid for the majority of states,
and for many states they constitute the sole source of
state-generated revenues. Moreover, even in states
where dedicated receipts are substantial, the supple-
mental general fund appropriations are important.

Although it is difficult to generalize about the
extent to which states rely on dedicated receipts to
help fund public school aid programs, for most states,
the amount of revenue raised from these sources does
not determine the overall level of support. This is
because, with a few exceptions, genera fund appro-
priations finance the additional dollars that are
alocated to local school digtricts*

In a few states, supplemental general fund
appropriations are sufficiently limited that dedicated
receipts arguably might affect the overall level of
state support. For the 1986-87 school year, general
fund appropriations accounted for only 16 percent of
total state revenues for local schools in Tennessee, 12
percent in Utah, and 4 percent in Wyoming.? |n
Alabama, egstimates of dedicated receipts largely
determine the amount of legidative appropriations.
In California, Proposition 98, recently approved in a
referendum, mandates that 39 percent of al state
revenues go toward financing K-12 education. For al
other states, however, it appears that the budgetary
decisons of the state legidature determine the
overd| level of state funding for loca schools.

School Districts Own-Source Revenue

When examining the sources of locally raised
revenue for public schools, it is important first to
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distinguish between states where school systems are

fiscaly independent and those where school systems
are fiscally dependent on some other local govern-
ment. The U.S Bureau of the Census defines
independent school systems as “school districts that

are administratively and fiscally independent of any
other government.” According to this definition, in
33 dtates, al public schools are independent, and in 12
states, some districts are independent while others
are not. Hawaii has a single system dependent on the

state government, and in Alaska and Maine, some
school districts in sparsely populated areas are
dependent on the state government. In most of the
other states with dependent school systems, they are

dependent on a county or municipal government.5

Table § lists the number of independent and
dependent school districts by state from three
sources: the U.S. Bureau of the Census; the Ameri-
can Education Finance Association (AEFA); and the
School Finance Collaborative, a joint effort by the
Education Commission of the States (ECS) and the
National Conference of State Legislatures (NCSL).
The most obvious observation is the differences
between the listings in the number of school districts
in some states and whether they should be classified
as independent or dependent. For California, for
example, the Census Bureau enumerates 1,098
independent and 53 dependent school didtricts, while
ECS/NCSL reports 1,025 dependent and no indepen-
dent districts, and AEFA lists 1,028 digtricts with no
classifications. It seems likely that, at least in some cases,
these differences arise from determining exactly what
condtitutes “fiscal independence.”

The most important dimension of school system
independence is the ability of a district to determine
autonomously the amount of local revenues to be
raised for education. Typically, this involves establish-
ing the tax rate that will be levied on each allowable
tax base. State constitutions or legislative provisions, in
turn, usually specify what revenue sources local
jurisdictions, such as school districts, are allowed to tax.

In the case of dependent school digtricts, localy
raised revenue is appropriated to the school district
from the general fund of the municipal government
on which the district is dependent. In this situation,
the school district must solicit funds from the same
budget that supports police and fiie protection
services, local parks and recreation, health and
hospital services, sanitation and trash disposal, and
other  functions.

There are, of course, several checks on the ability
of independent school systems to raise local revenues.
The first, and most obvious, is the ability of voters to
elect school board members or, in the case of
appointed school boards, to elect the public officias
responsible for appointments.

Referendum requirements comprise a second



Table 5
Number of Fiscally Dependent and Independent School Digtricts

Census AEFA ECS/NCSI,
Independent Dependent Independent Dependent Independent Dependent

Alabama 129 0 0 129 0
Alaska 0 55 0 55 120 55
Arizona 227 12 219 5 224

Arkansas 333 0 333 0 329 il
California 1098 53 —1028— 0

Colorado 180 0 176 0 176 1050
Connecticut 16 149 0 165 0 165
Delaware 19 0 19 0 19

Florida 95 0 67 0 67 8
Georgia 186 0 159 27 157 27
Hawaii 0 1 0 1 0 1
Idaho 118 0 116 0 116 0
llinois 1029 0 -994- No Listing
Indiana 304 1 304 0
lowa 451 8 308 0 436 0
Kansas 324 304 0 304 0
Kentucky 178 8 178 0
Louisiana 66 0 168 8 66 0
Maine 88 194 0 283 282 0
Maryland 0 41 8 24 0 24
Massachusetts 82 354 565 437 0 367
Michigan 590 0 565 0
Minnesota 41 0 0 8 435 0
Mississippi 17 4 546 154 0 152
Missouri 561 0 548 0
Montana 547 0 554 8 554 0
Nebraska 952 0 955 0 ALL 0
Nevada 17 0 17 0 0 17
New Hampshire 160 9 159 9 161 9
New Jersey 551 71 582 24 606 0
New Mexico 88 0 0 88 88 0
New York 720 35 724 5 695 5
North Carolina 0 198 0 141 0 140
North Dakota 310 0 309 302 0
Ohio 621 0 615 8 615

Oklahoma 636 0 No Listing 611 8
Oregon 350 0 304 0 304 0
Pennsylvania 515 0 0 499 2
Rhode Island 3 37 580 0 0 40
South Carolina 92 0 40 52 40 51
South Dakota 193 0 193 0 192 0
Tennessee 14 128 0 141 0 140
Texas 1113 1061 26 1063 0
Utah 40 8 40 0 40 0
Vermont 272 0 246 0 274 0
Virginia 0 140 0 139 0 139
Washington 297 0 298 0 296 0
West Virginia 55 0 55 55 0
Wisconsin 433 9 432 8 431 0
Wyoming 56 0 49 0 10 39

Sources: U.S. Department of Commerce, Bureau of the Census, Government Organization, 1987 Census of Governments,
Volume 1, Number 1 (Washington, DC, 1989), p. XII; American Education Finance Association, Public School
Finance Programs in the United States and Canada:  1986-1987, compiled and edited by Richard Salmon, Christina
Dawson, Steven Lawton, and Thomas Johns (Sarasota, Florida, 1988); and Education Commission of the
States/National Conference of State Legislatures, School Finance at a Glance, prepared by Deborah A. Verstegen
(Denver, 1988).
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Table 6
Requirements for Public Referenda on Locally
Raised School District Revenues

ﬁ:abi?ma Tax Levy above Specified Millage Rate

aska

Arizona Tax Levy above Specified Millage Rate

Arkansas Tax Increase

California

Colorado Tax Levy above Specified Millage Rate

Connecticut

Delaware Tax Increase

Florida Bond Issues

Georgia Tax Levy above Specified Millage Rate

Hawaii

|daho Tax Levy above Specified Millage Rate

llinois Tax Levy above Specified Millage Rate

Indiana Tax Increase

lowa

Kansas Tax Increase

Kentucky Tax Levy above Specified Millage Rate

Louisiana Tax Levy above Specified Millage Rate

Maine Tax Increase

Maryland

Massachusetts

Michigan Tax Levy above Specified Millage Rate

Minnesota Tax Levy above Specified Millage Rate

Mississippi Tax Increase

Missouri Tax Increase; Supermajority for Levy above
Specified Millage Rate

Montana Tax Levy above Specified Millage Rate

Nebraska Annual Tax LQVY for Class | &Tl
Digtricts  only

Nevada

New Hampshire Annual Budget

New Jersey Annual Budget for Type Il Districts only

New Mexico

New York Annual Budget for Noncity Digtricts only

Tax Increase
Tax Levy above Specified Millage Rate

North Carolina
North Dakota

Ohio Tax Levy above Specified Millage Rate
Oklahoma Tax Levy above Specified Millage Rate
Oregon Annual Budget

Pennsylvania

Rhode Island Tax Increase

Each District Establishes Procedure
Tax Levy above Specified Millage Rate

South Carolina
South Dakota

Tennessee

Texas Tax Increase Greater than 8 percent
Utah Tax Levy above Specified Millage Rate
Vermont Annual Budget

Virginia

Washington Tax Levy above Specified Millage Rate
West Virginia  Tax Levy above Specified Millage Rate
Wisconsin

Wyoming Tax Levy above Specified Millage Rate

Sources: American Education Finance Association, Public
School Finance Programs in the United States and
Canada: 1986-1 987, compiled and edited by Richard
Salmon, Christina Dawson, Steven Lawton and
Thomas Johns (Sarasota, Florida, 1988) and Educa
tion Commission of the StatesNationa Conference
of State Legidatures, School Finance at a Glance,
prepared by Deborah A. Verstegen (Denver, 1988).
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form of direct voter control over loca school taxing

and spending decisions. Thirty-seven states have
some type of provision for referendum input to the

budget process, athough the exact nature of these
provisions varies considerably. In some cases, refer-

endum approva of each year's budget is required; in

other cases, a referendum is necessary only if the

budget requires a tax increase. In some cases, a
referendum is required only for tax levies above a
certain rate, typicaly, the loca share of the spending

level of a state foundation program. In Nebraska, New

Jersey, and New York, certain classifications of school

districts have referendum requirements and others do

not. In South Carolina, establishing referendum re-

quirements is alocal prerogative. Table 6 provides a
summary of state referendum requirements.

In about 20 states, the fiscal autonomy of local
school districts is constrained by constitutional or
statutory provisions that limit tax rates, spending
levels, or increases in annua spending. As with
referendum requirements, the nature of these limits
varies condiderably across the states that have them.
Perhaps the most well known case is California, where
Proposition 13 limits both the loca property tax rate
and the annual increase in property tax assessments,
effectively transferring the responsibility for raising
additiona tax dollars for public schools to the state.
Similarly rigid limitations have had the same effect in
Nevada and New Mexico.

A digtinctive approach to limiting increases in per
pupil spending exists in Indiana, Kansas, and New
Jersey. In these states, the amount by which any
district may increase spending depends on the
district’s current expenditure level. While there are
variations in these restrictions, in each case, the
general result is that digtricts with lower expenditure
levels are alowed to increase spending by a greater
amount than higher spending digtricts. Over time, this
form of spending increase limitation should work to
bring about greater equality in per pupil spending
across school digtricts.

Revenue Sources
for Locally Raised Funds

The ad valorem property tax is by far the most
important source of localy raised revenue for schools
in states where districts have independent taxing
authority. It accounts for more than 80 percent of
total local revenues in most cases, and in some states
it is the sole tax base on which districts may impose
their own levy. In addition to applying universaly to
(al non-exempt) real estate, this tax often covers
persona property, such as automobiles and boats, and
in some cases it applies to financial instruments, such
as persondly held mortgages.

Two ingtitutional features of the property tax are
particularly noteworthy for the study of public school



finance. The first, discussed above, involves the various
congtitutional and statutory limitations in place in some
states that redtrict the ability of independent districts to
set, or raise, property tax rates. The second is the
marked interstate differences in assessment practices
and the nature of tax rate schedules.

In some states, property is assessed at full market
value. In other states, al property is assessed at a fixed
fraction of market value. Still another possibility is for
each county government to assess property so that the
ratio of assessed vaue to full value might vary within
the state.b The stuation is complicated further by the
fact that some states may assess al property at the
same fraction (possibly 100 percent) of market value
but use different tax rates for different classes of
property (e.g., agricultural, commercial, residential)
and some states may tax al property at a uniform rate
but apply different assessment-to-market value ratios
to different property classifications. In addition, many
states have homestead provisions for property tax
levies, which allow a base amount of the value of
residential property to be tax exempt.” Because of
these varied procedures, extreme care must be
exercised in any attempt to compare state effective
property tax rates for school spending.

Three states alow school districts to tax persona
income. In lowa, school districts may impose an
“enrichment” supplement to the local share of the
state’' s foundation aid program. During the 1986-87
school year, 64 of the smallest of the state’s 436 school
districts enacted this tax.8 This supplement is com-
prised in part of a surtax on the state income tax and
“the surtax rate is determined by the state comptrol-
ler on the basis of the revenue to be raised by the
surtax for the particular district with the surtax.”®

In Ohio, school districts were alowed to enact an
income tax for the first time in 1981. This authority
was rescinded in 1983, however, with the provision
that the six districts that had adopted the levy were
alowed to retain it at the rate in place at that time.
(Five of the districts still impose the tax). In
Pennsylvania, school districts may impose an earned
income tax, but the rate is limited to 0.5 percent.10

An important implication of these redrictions on
the local income tax levies is that school districts may
not set the rates. As a result, districts may not finance
an increase in the level of per pupil spending by
increasing the income tax. Thus, in no instance does a
loca income tax provide a source of additiona funds
for loca spending on public schools.

School districts raise revenue from a variety of
other sources where they have independent taxing
authority. These include a local sales tax, occupation
taxes, motor-vehicle license fees, mineral extraction
and severance taxes, interest income, and a share of
the proceeds from court fines. In some cases, school
digtricts collect these revenues directly, in other
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cases, they are an apportioned share of genera loca
revenues collected by another local government.

As in the case of the local income tax, school
districts typicaly do not control directly the amount of
revenue that is raised from these other sources. This
is because the tax rate or fee schedule that may be
levied on these bases is set by the state government.
Hence, the revenues constitute the minimum levels
of loca funds for public education.

An important implication of this discussion-one
that will play a critica role in the analysis of the next
section-is that the property tax is quantitatively the
most important source of locally raised revenue for
independent school districts and, in genera, is the sole
source for raising additional own-source revenue.!t

[dentifying the source of additional funds for loca
spending is more complicated in the case of dependent
school didtricts. These didtricts rely on appropriations
from local governments. In this instance, the link
between loca tax dollars and school spending is simply
not as direct as it is for independent digtricts.

Anayzing the local expenditure decision in this
setting requires consideration of the potential
trade-off between school spending and other local
public services. In addition, analysis of expenditure
decisions require explicit assumptions of how all
funds are alocated through the loca public fisc in the
presence of unrestricted intergovernmental aid to
municipalities. However, because property taxes are
the single most important source of revenues for al
municipal governments in most states, for the analysis
that follows, it is reasonable to assume, at least as a
first-order approximation, that they are the source of
additional dollars in the spending decisions of
dependent, as well as independent, school districts.

NOTES

‘It is necessary to interpret the data in Table V with some
caution. Thisis because of theway in which states report
contributions for employee benefits, in particular for
teacher pension plans and employer payments for FICA
(Social Security and Medicare) Some  states include  state
funds contributed for teacher employee benefits as part of
total dtate aid to loca school digtricts while other States do
not. Thisreporting difference could have anoticeableimpact
on the distribution of dtate-local shares in the table, because
these contributions account for over 20 percent of total aid
for some states that include this amount. An effort is under
way a the U.S Department of Education, Nationa Center
for Education Statistics, to revise reporting procedures so
that this difference will no longer exist.

1 The conclusion is based on the following ressoning: The
only instance in which dedicated revenues could actually
determine the level of state support is if they exceeded
what the dtate legidature would have appropristed in their
absence. In this case, of course, the date legidature would
have no incentive to supplement the dedicated receipts
with additiond general purpose funds. On the other hand,
if the legislature appropriates funds over and above



dedicated receipts, then the dedicated revenues are
inframargfind to the alocation decison of how much dtate
support local schools receive, i.e, the level of ad tha the
local schools would receive if the legislature did not
appropriate any additional aid from general funds.

3 American Education Finance Association, Public School
Finance Programsin the United States and Canada
1986-1987, compiled and edited by Richard Salmon,
Christina Dawson, Steven Lawton, and Thomas Johns
(Sarasota, Florida,  1988).

4U.S. Department of Commerce, Bureau of the Census,
Government Organization, 1987 Census ~ Governments,
Volume 1, Number 1 (Washington, DC, 1989), p. XII.

5 Ibid., for an extended discussion of how dependent school
districts are organized.

6This is true, for example, in Pennsylvania, where a state
Tax Equalization Board applies a uniform procedure to
determine full market values from county-determined
assessed values for each school digtrict for the purpose of
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dlocating dtate aid, the formula for which depends in part
on a didtrict's propetty wedth per pupil.

7See Robert D. Ebel and James Ortbal, “Direct Residen-
tid Property Tax Relief,” Intergovernmental Perspective 15
(Spring 1989): 9-14, for a discussion and compilation of
date programs designed to provide tax relief for residen-
tial property.

‘Public School Finance Programs in the United States and
Canada, p. 121

% Jowa Tax Reporter (Chicago: Commerce Clearing House,
1988), p. 18%4.

10 Exceptions are the Philadel phia and Pittsburgh school
districts, each of which has an individual statutorily
defined higher limit.

“Notable exceptions to this, among the states with
independent school districts, are Alabama, where both a
general sdes tax and sdective excise taxes in some eases
contribute additional local tax dollars, and Louisiana,
where a general sales tax comprises the major source of
funds for discretionary local spending.
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Legal Environment

As discussed above, a significant trend in K-12
public school finance over the past 27 years is the
marked increase in the relative share of revenues
provided by state governments. During the 1960s and,
especialy, the 1970s, most states not only increased
their level of funding but also atered the way in which
they disbursed funds to local school districts. This
realignment began with a series of state court cases,
the most well known of which was Serrano V. Priest in
Cdifornia

The plaintiffs in these cases typically challenged
the existing structure of local school finance on the
basis of its heavy reliance on property taxation. They
argued that children in districts with low property
wealth per pupil were denied access to educationa
resources, and hence educational opportunities com-
parable to those enjoyed by children who lived in
communities with greater property wedth. Critical to
this argument, of course, is the proposition that there
is a direct relationship between the quality of
education and spending per pupil.

Defining the appropriate standard by which to
measure the degree of equity in educational opportu-
nity across school districts is difficult conceptualy and
operationally.” On conceptual grounds, does pursuing
equity imply that public policies should make circum-
stances sufficiently similar in all districts such that
more resources are provided to schools in poor
districts and wealthy districts are restrained from
providing excess or above-average education ser-
vices? Or does pursuing equity simply require that
public policies be designed to provide additional
resources to poor districts? On operational grounds,
should actual expenditures be used to measure the
degree of fiscal equity, or should some attempt be
made to adjust for regiona or urban-rura differences
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State Aid Programs

in factor prices? If expenditures are cost adjusted, is it
necessary also to adjust for differences in factor
quality? Should physical resources devoted to educa-
tion be used as the equity measure? If so, doesn't this
impose an even more serious mandate to account
explicitly for differences in factor quality? Finaly,
perhaps educational achievement (or value added) is
the appropriate equity measure. Designing public
policies to promote equity defined in this way,
however, would require knowledge about the rela-
tionship between spending decisions and education
outcomes that is not yet available.?

The many court challenges-the outcomes of
which varied according to state conditutional provi-
sions-prompted widespread legidative activity. The
result was a redirection of state aid allocation formulas,
with greater emphasis on promoting equdization of per
pupil spending across districts.

Allocation Formulas:
Foundation
and Power Equalization Programs

State aid programs designed to promote more
equal spending across school districts fal into two
broad classifications: foundation programs and power
equalization  programs.

Foundation programs establish access to a mini-
mum level of expenditure for each pupil that is
guaranteed by the state. A state may fully fund this
level of expenditure or it may require each digtrict to
contribute a local share. The amount that a district
must contribute depends typically on its wealth. For
most foundation programs, assessed property value
per pupil is the measure of weath used, and the loca
share is the amount of revenue raised from a property
tax where the millage rate (tax rate per $1,000 of
assessed value) is uniform throughout the state.



According to this formula, the tax effort required to
support the local share of the foundation spending level
is the same in each didtrict, regardiess of its property
wedlth per pupil. Because the state contribution equals
the difference between the foundation expenditure and
the local share, state aid is greater for less wealthy
districts where taxing at the statewide rate generates a
smaller local contribution. In most states with founda-
tion programs, districts may augment the minimum
level of spending with locally raised revenues.

Power equalization programs guarantee that
each district will have the ability to generate the
same revenue per pupil from a given tax rate,
regardless of the size of the district’s tax base. Each
district then determines the loca tax rate. If the
revenues raised localy from this levy do not amount
to the program’'s guaranteed level, the state
provides the difference. Guaranteed tax base
(GTB) and guaranteed tax yield (GTY) are the two
common versions of a power equalization program.
Since, for any property tax levy,

Yiedd = Rate x Base

is an identity, specifying either the yield or the base at
any given tax rate effectively establishes the other.
Thus, the two programs are equivaent analyticaly.

In implementing a power equalization program,
two important policy elements must be addressed.
The first is whether the program requires recapture.
This issue arises in the case of wedthy districts where
the amount of revenue generated at a given tax rate
exceeds the amount guaranteed under the state aid
program. Under a recapture provision, such a district
must remit to the state the excess revenue generated.
This money is then used, together with state funds, to
provide aid to digtricts where locally raised revenues
fall short of the equalization program guarantee.

For a power equalization program truly to
equalize revenue-raising potential regardless of dif-
ferences in local wedlth, a recapture provision is
necessary. Thus, a program with a recapture provision
is sometimes referred to as a “pure’ power equaiza-
tion program.’ However, recapture provisions tend to
be unpopular to residents of high-wedth digtricts. As
aresult, and undoubtedly for political reasons, it has
been more common for power equalization programs
to alow wealthy districts to retain al locally raised
revenues and for the state to provide aid to districts
that raise less than the guaranteed amount of revenue
at agiven tax rate.

A second policy decision is whether to impose a
limit on the extent to which the state aid program will
augment local spending increases. From the perspec-
tive of a receiving district, a power equalization
program constitutes a matching grant, where the
matching rate depends on how far the amount of locdl
revenue raised at a given tax rate falls short of the
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program guarantee. Districts with less wealth per
pupil, for which the state must provide a greater
percentage of the total revenue raised at any tax rate,

receive a higher matching rate. As a result, the cost of

raising an additional dollar of expenditure per pupil is
the same for all districts.# Under an open-end
matching program, no limit exists on the tax rate—
and hence the tota expenditure per pupil- to which the
state subsidy applies. Under a closed-end matching
program, a limit is imposed on the amount of
expenditure to which the matching rate applies. The
rationale for imposing such a cap is to limit the exposure

of state budgets to the decisions of local digtricts.

Allocation Formulas: What Is in Place

What do current state aid programs for local
school digtricts look like? Table 7 presents classifica
tions developed by the American Education Finance
Association (AEFA) and the Education Commission
of the States/National Conference of State Legisla-
tures (ECS/NCSL) together with one by the National
Education Association (NEA). The classifications
used in the table are Flat Grant (FG), Foundation
Program (F), Full State Funding (FSF), Guaranteed
Tax Base (GTB), Guaranteed Tax Yield (GTY), and
Percentage Equalizing (PE).

Two observations about these classifications are
striking, especidly in light of the preceding discussion
of the two basic types of state aid programs:

(1) The three rankings are similar in that each
uses a more involved classification system than
simply foundation program versus power equaliza-
tion program. Most state aid programs are more
complicated than the simple versions of the two basic
programs outlined above. In fact, examining the way
in which the alternative rankings in Table 7 classify
state aid provides vauable insights into the many
complexities that arise in configuring programs.

The AEFA classification distinguishes between
state aid programs that require local fiscal effort
(RLE) and those that do not (ENR). For state aid
programs where this distinction is made, RLE exceeds
ENR by about two to one.

The ECS/NCSL classification distinguishes be-
tween state aid programs on the basis of whether aid is
distriiuted on a per pupil basis (PUE) or by a
program-defined instructional unit (IUE). Instruc-
tiona units typicaly are defined in terms of a number
of pupils per teacher, with an explicit weighting for
the teacher’ s academic degree status and number of
years of teaching experience. Other items, such as an
alowance for capital expenses and pupil transporta-
tion, are sometimes included in the funding formula
for indructional units. For state aid programs where
this digtinction is made, PUE exceeds IUE by dightly
better than two to one.



Table 7
State Aid Programs

State AEFA  ECS/NCSL N E A State AEFA  ECS/NCSL N E A
Alabama FG FIUE) F Montana F(RLE) F/GTY F/GTY
Alaska PE(ENR) F(IUE) F Nebraska FG F(PUE) F
Arizona F(ENR)  F(PUE) F Nevada F(RLE) F(PUE) F
Arkansas F(RLE) F(PUE) F New Hampshire F(ENR) F(PUE) F
Cdifornia FSF F(PUE) F New Jersey’ GTB/Y GTB GTB
Colorado GTB/Y GTY GTY NewMexico FSF F(PUE) F
Connecticut GTB/Y GTB GTB New Y ork PE(RLE) PE PE
Delaware FG F(IUE) PE/FG North Carodlina FG F(IUE) F
Florida F(RLE) F(PUE) F North Dakota F(RLE) F(PUE) F
Georgia F(RLE) F/GIB F Ohio F(RLE) F(PUE) F
Hawali ESF FSF FSF Oklahoma F(RLE) F/PE F/GTY
Idaho F(RLE) FAUE) F Oregon F(ENR) F(PUE) F
llinois F(ENR) F@PUE) F/GTB/FG Pennsylvania PE(ENR) F/PE F/PE
Indiana F(ENR)  F(PUE) F Rhode Idand PE(RLE) PE PE
lowa F(RLE) F(PUE) F South Carolina F(RLE) F(PUE) F
Kansas PE(ENR) GTY GTY South Dakota GTB/Y F(PUE) F
Kentucky FG F/PE F/GTY Tennessee F(RLE) F(PUE) F
Louisiana F(RLE) F(IUE) F Texas? F(ENR) F(PUE) F
Maine F(ENR) F(PUE) F/GTB Utah F(RLE) F/PE F/GTY
Maryland FRLE)  F(PUE) F Vermont F(RLE)  F(PUE) PE
M assachusetts F(ENR) F/PE F Virginia FRLE) F(PUE) F
Michigan GTB/Y GTY GTY Washington FSF F(PUE) F
Minnesota F(RLE) F(PUE) F West Virginia F(RLE) F(IUE) F
Mississippi F(RLE) F(IUE) F Wisconsin GTB/Y GTB GTB
Missouri FRLE)  F/GTB F/GTB Wyoming F(RRLE) F(UE) F
Legend

Typeof Program Foundation Unit
F-Foundation PUE-Pupil Unit Equalizers

GTB-Guaranteed Tax Base
GTY-Guaranteed Tax Yield
PE-Percentage Equalizing
FG-Flat Grant

FSF-Full State Funding

[UE--Ingtructional Unit Equalizers
Loca Spending Constraint

RLE-Required Local Effort
ENR-Effort Not Required

1Tn June 1990, the New Jersey aid program changed to a combination of afoundation grant with required local effort and a

guaranteed tax base.

? The Texas legislature modified the existing formulato a combination of afoundation grant with required local effort and a
g into ¢ September 1990. See Bob Bullack, “From the Capitol to the
hoolhouse: An Analysis of the 1990 Education Finance Act,” Fiscal Notes 90 (July 1990): 1-7.

gléaranteed tax yield. The new formula went into effect in

Sources: American Education Finance Association, Public School Finance Programs in the United States and Canada:
1986-1987, compiled and edited by Richard Salmon, ChristinaDawson, Steven Lawton and Thomas Johns (Sarasota,

Florida, 1988); Education Commission of the States/National Conference of State L

idatures, School Finance gt a

Glance, prepared by Deborah A Verstegen (Denver, 1988); and National Education Association, Search:
Understanding State School Finance Formulas (Washington, DC, 1987).

Some of the classification categories in the table
were discussed earlier. Both AEFA and ECS/NCSL
utilize as classifications guaranteed tax base and
guaranteed tax yield. As noted above, however, the
difference between these two types of power equal-
ization programs lies only in the way in which
equdization is defined.

All three rankings include a separate classifica-
tion for full state funding. As noted above, Hawaii has
a single statewide school district funded from the
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state budget. AEFA aso classifies California, New
Mexico, and Washington as providing full state

funding on the basis that:

If the government provided a high level
of total revenue receipts (over two-thirds)
coupled with fiscal equalization programs
that deducted much of the remaining local
revenue from state allocations, the states
employing such programs were classified as



full state funded.*

The Nevada program would aso qualify as fully state
funded under this definition were it not for the fact
that most school district revenue is raised by a localy
administered property tax (even though the rate is
uniform throughout the state).

The AEFA ranking classifies the programs in
Alabama, Delaware, Kentucky, Nebraska, and North
Carolina as a flat grant on the basis that they “do not
take into consideration the fiscal capacities of
individual school digtricts to support public eementa-
ry and secondary education.”

The AEFA ranking defines as a final classifica
tion a percentage equalization program. This category
includes state aid programs in Alaska, Kansas, New
York, Pennsylvania, and Rhode Idand. Under a
percentage equalization program, each district re-
ceives a certain amount of aid per pupil (or instruc-
tiond unit) that is caculated to give a higher aid ratio to
districts with less fiscal capacity. The AEFA ranking
divides this grouping further into cases where a least a
certain level of expenditure is required (New York and
Rhode Island) and where no particular level of local
effort is required (Alaska, Kansas, and Pennsylvania).
According to the AEFA classification scheme:

If the loca school districts had the power
to select the per unit expenditure levels, the
percentage-equalization program can be de-
scribed as Didtrict-Power Equalization. . . )7

(2) There are several instances in which the three
rankings fail to agree on the classification of a
particular state aid program. Moreover, in severad
instances, the ECS/NCSL and NEA rankings provide
more than one classification for a program. The
principal reason for these apparent anomalies is the
same as the one that was used to explain the first
observation. Most state aid programs are simply too
complicated for indisputable classification according
to rudimentary versions of the two basic programs
outlined above.

Aid to local school districts in most states consists
of abasic instructional aid program plus categorical
ad for a variety of specia purposes. The organization-
a structure for accomplishing objectives, however,
varies considerably across the states. Consider, for
example, states with foundation aid programs, which
are by far the most common type of program
according to any of the three rankings in Table 7.

As noted above, in states where foundation aid is
distributed on the basis of instructional units, the IUE
definition varies across states. In states where aid is
distributed on a per pupil basis, the items included in
the foundation spending vary among the states. For
example, in some cases, transportation and capital
outlay allowances are included in foundation support,
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while in other cases, these items are in separate
categorical grants. In still other cases, states do not
provide direct support for capital outlays. Some states
combine a first-tier foundation program to support a
basic level of expenditure with a second-tier power
equalization program for districts that choose to
provide a higher level of expenditure or to provide for
expenditure items not included in the first-tier
foundation  program.

Two other observations about state aid programs
are not apparent from any of the rankings in Table 7,
but are nonetheless important:

(1) For per pupil based programs, the total
amount of state aid that a district receives is
equa to the amount of state aid per pupil
multiplied by the number of pupils. Howev-
er, states use a variety of techniques to
measure the number of pupils in a district for
the purpose of determining state aid, each of
which raises some questions. First, should
the number of pupils be measured on one day
or as an average for severa selected days
throughout the school year? Should the
number of pupils be measured by average
daily atendance (ADA) or average daily
membership (ADM). ADM approximates a
measure of tota enrollment, while ADA
includes only pupils present on the day(s)
when measurement occurs. In determining
total state aid, usng ADA penalizes districts
with high rates of absenteeism. Should there
be a weighting system for different grades? If
so, how should it be done? A common
scheme assigns a weight of 0.5 to kindergar-
ten, a weight of 1.0 to elementary school, and
a weight somewhere between 1.0 and 1.5 to
secondary school.

State aid programs commonly include provi-
sions designed to address specia circum-
stances. Examples include additional aid
based on low population density designed to
assist rural districts and additional aid based
on high population density designed to assist
urban schools. Ancther example is additiona
aid to assist districts with rapidly increasing
enrollments.

In some instances, such special provisions
are contained in the basic state aid program,
for example, as a factor included in the
determination of a foundation expenditure
level. In other instances, these provisions are
implemented through special categorical aid
that supplements the basic program. In yet
other instances, and quite commonly, these
objectives are  accomplished  through
hold-harmless provisions.? One reason for this



type of provision is to provide relief for districts
experiencing rapid declines in enrollment.
Another frequent use of hold-harmless provi-
sions is to provide a minimum flat grant per
pupil to wealthy districts that otherwise would
not qualify for any aid under a foundation or
power equalization program.

This discussion suggests an extraordinarily im-
portant conclusion to be drawn from the diversity in
the structure of state aid programs. That is, extreme
caution must be exercised when making cross-state
comparisons about the degree of fiscal effort that state
governments provide in support of K-12 education.

NOTES

! For an excelent, detailed discussion of the complex issues
involved in assessing equity in school finance, see Robert
Berne and Leanna Stiefd, The Measurement of Equity in
School Finance (Baltimore: Johns Hopkins University
Press, 1984), especially Chapter 2

¥ The difficulty associated with determining how spending
affects educational outcomes has led the courts generally
to define equity in terms of expenditures per pupil. See
Daniel Rubinfeld, “Judicial Approaches to Local Public
Sector Equity,” in Peter Mieszkowski and Mahlon
Straszheim, eds., Current | ssues in Urban Economics
(Baltimore: Johns Hopkins University Press, 1979).

3See, for example, Robert F!' Inman, “Optimal Fiscal
Reform of Metropolitan Schools,” American Economic
Review 68 (March 1978).

4 Exoept in the absence of a recapture provison, where the
cost is lower for wedthy districts.

‘American Education Finance Association, Public School
Finance P, in the United States and Canada
1986-1987, compiled and edited by Richard Salmon,
Christina Dawson, Steven Lawton, and Thomas Johns
(Sarasota, Florida, 1988), p. 5.

¢ Ibid.

T 1bid.

8 Hold-harmless provisions typically place a limit on the

percentage increase (or decrease) in the amount of aid
that a district receives from one year to the next.
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State Aid and Local Spending

The Local Spending Decision

Perhaps the most obvious question to pose a this
point is. How do existing state aid programs affect the
level of spending per pupil in different school
districts. Particularly, to what extent does state aid
supplement or even stimulate local spending, or
subgtitute for local dollars, providing loca tax relief
rather than increasing school spending?

This is a difficult question. To answer it properly
requires knowledge of how state aid affects consum-
er-voter demands for education spending and the way in
which those demands affect budget decisions.

The latter issue has been the subject of research
in the field of public choice, the scope of which
exceeds the focus of this report.” One relevant
conclusion can be drawn from this literature, howev-
er. The way in which individual demands affect
budgetary decisions depends criticaly on the institu-
tional structure that governs the process. Those
ingtitutional structures are several and varied.?

Given the diverse ingdtitutional environments
within which school spending decisions are made, it is
not easy to generalize about how consumer-voter
demands affect school budgets. That consumer-
voters have an impact on local spending decisions
seems inarguable. Therefore, it is both possible and
worthwhile to consider in some detail the way in
which state aid affects the demand for school
spending. This demonstrates the role that state aid
plays in the framework that underlies the numerous
econometric studies of the determinants of local
school district spending. An understanding of this
framework, in turn, alows for better use of the results
of these studies as an input for decisionmaking.

State Aid and the Consumer-Voter

Consider first the choice that an individual faces
between different levels of publicly provided education
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and other goods and services. According to the standard
paradigm of microeconomic theory, each consumer
faces the constraint that expenditures on education plus
expenditures on other goods and services, including
other public services, cannot exceed income.’? For
publicly provided goods, like education, individual
consumers do not select the level provided; rather, they
consume their community’s uniform level, as deter-
mined through the political process.

The codt to individuals of publicly provided goods
depends on the tax system used to finance them. As
pointed out above, in the overwhelming magjority of
states, additional dollars of local revenues for public
school finance are raised through an ad valorem
property tax. If consumer-voters perceive that all taxes
on commercia and industrial property are borne by
nonresidents of the school digtrict, then the tax-price
that any individua must pay for an additiona dollar of
spending per pupil throughout the district will equal the
share of the local per pupil taxbase that he or she owns.*

State aid affects choices by changing an individu-
a’s income and tax-price for education (Appendixes
2A through 2E present formal analyses of consum-
er-voter budget constraints under various forms of
state education aid). After the distribution of state
aid, consumer-voters are free to choose the combina
tion of education services and other goods that most
closely matches their preferences. The resulting level
of education services for the community will depend
on how these individual choices are transformed into
education budgets through the political process.

Distributions of Income and Tax-Price

The analyses in Appendixes 2A through 2E
demonstrate how aternative state aid programs
affect choices regarding school spending through the
way in which they affect income and tax-price. In light
of this, it seems appropriate to ask: What do the



distniutions of these economic parameters (income
and tax-price) look like across school districts? That is,

do representative consumer-voters in low-income
districts generally also face a high tax-price for school

spending (because of low property wedlth per pupil)?

Is the opposite true? Are these parameters unre-
lated? Moreover, since the selection by a state
government of a particular type of program deter-
mines whether one or both of these parameters will
be affected, it seems reasonable to wonder about the

extent to which they are, or are not, correlated.

The distribution of these two parameters across
school districts will differ, of course, across states. It is
not readily apparent, a priori, to what extent the
overal patterns in various states will exhibit similar
characteristics. One general observation is possible,
however: The amount of variance that characterizes
the distribution of either parameter should be larger
in states where school districts are defined over
smaller populations than in states where school
digtricts are defined over larger populations. Defining
school didtricts over larger populations will generaly
internalize local differentials and thus even out dispari-
ties in income and property wealth across districts. For
example, in Hawaii, where there is a single statewide
school system, there are no such differentials.

It was noted above (see Table 4) that the largest
concentration of states countering the national trend
toward a greater reliance on state funds as a source of
school district revenues is in the Southeast. It is
interesting to note that eight of the ten states where
more than half of al school districts are defined as
coterminous with one or more county governments
aso are located in the Southeast.’ In most states
where school districts are not coterminous with
county governments, they comprise a smaler munici-
pal unit. Considered together, these two factors may
suggest at least a partial explanation for the lack of
movement toward more reliance on state funding in
the Southeast. That is, it might be the case that defining
school didtricts as broad, countywide jurisdictions leads
to less pronounced disparities in income and property
wealth, and hence there is less pressure to promote
equity through state spending” However, other factors
may be involved, including political factors.

Analyzing differences in the distributions of
income and tax-price for representative consum-
er-voters is difficult in part because obtaining the
information required to compute tax-prices generdly
requires more effort than obtaining information
about income. As derived above, even under the
simplifying assumptions that (1) house values can
serve as a proxy for an individual’ s taxable property
and (2) al taxes on commercia and industrial
property are exported to nonresidents of the didtrict,
caculating an individual's tax-price requires informa
tion about house value, total property value in the
school district, and the number of pupils.
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The Case of Pennsylvania

Because the data collection requirements in-
volved in calculating tax-price are substantial, this
report presents an analysis of the distributions of
income and tax-price across school districts for one
state only-Pennsylvania.

There was a number of reasons for choosing
Pennsylvania, which had 504 local independent school
districts during the 1979-80 academic year. Property
taxes are the sole source of additional dollars for the
local share of school spending. The state taxes al
property at a uniform rate and excludes personal
property, such as automobiles and boats, making the
assumption that house vaue can serve as a proxy for
an individud's property value quite reasonable. Most
of the data required to calculate tax-price are
available from published sources-at least for the
individual in each school district who owns the median
valued house or is a member of the household with
the median income.

Pennsylvania school districts are independent mu-
nicipal units and in generd are not coterminous with
any other single municipal government. Thus, it is
possible to analyze how the distributions of income and
tax-price would change if school districts were redefined
to be coterminous with the 67 county governments’

Figure 2 presents the distributions of the
tax-price for an additional $1.00 school spending per
pupil to the individual who owns the median valued
house for Pennsylvania s actual 504 school districts
and hypothetically defined countywide school dis-
tricts. Figure 3 presents the distributions for median
household  income.

The two distributions for tax-price are centered at
about $0.80. This suggests it costs about $0.80 to raise
school spending by $1.00 per pupil for the person who
owns the median valued house in a school district that
is located near the center of the distribution.
Remember, however, that this calculation is based on
the assumption that al taxes on commercia and
industrial property are exported to nonresidents. If
some of the burden of taxes on commercial and
industrial property is borne by school district resi-
dents, then the entire distribution would shift to the
right. The distribution of tax-prices for the individuas
owning the median valued homes in Pennsylvania' s
local school districts is quite symmetrical. The
tax-price in a district a the low end is only about half
that at the center, while the tax-price in a digtrict at the
high end is 1.5 times that at the center. Thus, the highest
and the lowest tax-prices differed by a factor of 3 for the
actual digtricts during the 1979-80 school year.

Redefining school districts as coterminous with
county governments would reduce the variance in
tax-price. The coefficient of variation for the county
distribution is 0.20, compared to 0.25 for the local school
districts. This hypothetica redefmition produces a distri-
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bution of tax-prices that is skewed to the left. This
means that increasing the size of school digtricts in this
way would reduce substantialy the tax-price. of school
spending for voters in actual didtricts with low property
wealth, but it would not increase the tax-price in some
high-wedlth areas to the same extent.

The distributions for the median household
income in 1980 are both skewed to the right. Again,
redefining school districts as coterminous with county
governments reduces the distribution’s variance. The
coefficient of variation for the county distribution is
0.14, compared to 0.22 for the local school districts. It
appears that redefining school districts as countywide
would once again have more impact at the high end of
the distribution. In this case, however, reducing
variance to a greater degree at the upper end of the
distribution fails to work in a way that would
presumably lead to higher spending in poorer dis-
tricts. In fact, the percentage of districts where
median family income is less than $13,000 remains the
same after this hypothetical redefinition.

What is the relationship between the two
economic parameters? For the 504 school districts,
the partia correlation coefficient between median
tax-price and median household income is 0.17. This
indicates that there is a dightly positive relationship.
Districts where median tax-price is low tend to be
those where income is low, and vice versa* For the
hypothetical countywide school districts, the correla
tion coefficient between median tax-price and median
income is 0.10. This is positive but even smaller.

This positive relationship between tax-price and
income indicates the existence of many districts
where many consumer-voters have low incomes but
also face alow price for school spending. This may
explain why Pennsylvania's state aid program uses
both income and property wealth per pupil (rather
than say a pure foundation program) in determining
the amount of per pupil aid provided to each district?

NOTES

‘Over the past two decades, most studies designed to
explain how local public expenditures are determined
have been based on the median voter model. Within this
model, the level of local public sector output is determined
b?l/ the voter, whose private demand is the median when
the demands of all voters are ranked in an ordered array.
See Randdl G. Holcombe, “The Median Voter Mode in
Public Choice Theory,” 61 (May 1989), for a
recent critique of this analytical framework. For an
example of this model applied to the determination of
locdl school spending (New York State data), see Vincent
G. Munley, “Has the Median Voter Found a Ballot Box
He Can Control,” Economic Inquiry 22 (July 1984). For an
example of an alternative framework, often referred to as
the bureaucratic supply model, also applied to the
determination of school spending (Oregon data), see
Thomas Romer and Howard Rosenthal, “Median Voters
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or Budget Maximizers, Evidence from School Expendi-
ture Referenda,” Economic Inguiry 20 (October 1982).

21n some states, school districts are countywide; in other
states, they are smaller, autonomous local governments.
In some states, school district officials are elected by
popular vote; in other states, school district officials are
3opointed by other eected officids. In some dates, school
istricts have independent taxing authority; in other
dates, school digtricts receive approprigtions from  generd
county or municipl budgets. In some  states, voters have
direct control over school spending decisions as a result of
public referendum requirements; in other states, theﬁ; do
not. Even in states where a referendum is required, the
requirements vary considerably. Insome cases, approval
of each-year's budget is necessary. In other cases, approval
is necessary only if the district proposes a tax increase. In
still other cases, capital expenditures require referendum
approval, but operating expenditures do not.

IThe modd is Y = p.s X, = pi - X;, Where Y is the
individual - consumer-voter's income, p, is the tax-price for
education for the consumer-voter, 5(e is the quantity of
education services consumed, p; are the unit prices of
other goods and services, and X;are  thequantitiesofother
goods and services.

41f individuals perceive that residents hear some portion of
the tax on commercial and industrial property, then the
tax-price derived in Appendix A 1 must be modified to
take this into account. The semina study about how
individuals perceive the extent to which nonresidential
property taxes are exported and how this affects spending
on public schoolsisHelen F. Ladd, “Loca Education
Expenditures, Fisca Capacity, and the Compostion of the
Property Tax Base” National Tgx Journal 28 (June 1975).
For a more recent treatment of this issue, see Ronald E
Ferguson and Helen F. Ladd, “Measuring the Fiscal
Capacity of U.S. Cities,” in H. Clyde Reeves, ed.,
Measuring Fiscal Capacity (Cambridge, Massachusetts;
Lincoln Ingtitute of Land Policy, 1986).

51U.S. Department of Commerce, Bureau of the Census,
Government Organization, 1987 Census of Governments,
Volume 1, Number 1 (Washington, DC, 1989), Table 19.

$The proportions of K-12 funding provided by state
governments are among the highest in the Southeast.

‘The following sources were used for these caculations:
T&x-Price: Median House Value-U.S. Department of
Commerce, Bureau of the Census, 1980 Census of
Population, General Housing Characteristics, Table 45;
Market Value of Taxable Property-33rdAnnual Certifica-
tion of the Pennsylvania State Tar Equalization Board;
Number of Pupils data provided by Pennsylvania Depart-
ment of Education (for independent school didtricts), and
1980 Census of Population, General Social and Economic
Characteristics, Table 175 (for counties); Median Income
data-1980 Census of Population, General Social and
Economic Characteristics, Table 180.

8 An example of a district with both a low median tax-price
and a below average median income is the city of
Philadel phia, where median income was $13,169 and
median tax-price was $0.46.

9 An example of a careful analysis of how income and
property wealth vary across school districts in the context
of evauating dternative state aid formulas is Thomas E
Pogue and John L. Solow, “School District Fiscal
Capacity,” Public Policy Center, University of lowa,
November 1988.



The Equalizing Effect of State Aid

While differing in the way in which they affect
consumer-voter choices between school spending
and the consumption of other goods and services,
most of the variations of state aid programs
analyzed here share a common purpose: They are
intended to promote equity across school districts
in the resources that are available for education. In
order to accomplish this, they dispense a greater
amount of aid to districts that without state funds
presumably would provide a lower level of per pupil
spending. To what extent have they succeeded? The
reviews are mixed.

With regard to power equalization programs,
Richard Murnane concludes that:

it seems clear that the main lesson from the
first ten years of school finance is that GTB
fiance plans which lower the price of
education to property poor communities, but
leave the communities free to choose be-
tween more spending on education or lower
tax rates, will not produce an equalization of
per pupil spending levels across school
districts and will not result in al districts
spending enough to provide their students
with a strong basic academic program.’

Murnane recommends that states adopt founda-
tion programs with a high (required) foundation level
of spending per pupil. Ronald Fisher agrees with
Murnane and provides several examples to illustrate
why both power equalization programs and founda
tion programs without high required foundation levels
can fail to result in equalized spending across districts.*

The reason for this conclusion has to do with the
responsiveness of local spending to state aid. As the
analysis presented here has shown, state aid affects
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Conclusion

consumer-voter choices through its effect on income
and tax-price. Foundation programs have only an
income effect; power equalization programs have a
price effect and an income effect. Most studies of the

demand for school spending, however, find that
localy determined levels of expenditure per pupil are

not overwhelmingly responsive to changes in either of

these parameters. Most of the evidence suggests that

a 10 percent decline in the tax-price leads to an
increase in spending per pupil between 2 percent and

5 percent, and that a 10 percent increase in income
leads to an increase in spending between 6 percent
and 10 percent.?

At first glance, it may appear that foundation
programs are superior because they increase income
and that school spending is somewhat more respon-
sive to increases in income. Most foundation pro-
grams do not increase the income of a consumer-
voter enough, however, to stimulate a large equaliz-
ing effect in per pupil spending across districts.
Consider some reasonable figures. For the 1987-88
school year, the average current expenditure per
pupil for the entire United States was about $4,200.
The average state share of school district revenues
was about 50 percent. Median household income in
1987 for the entire United States was about $26,000.
Next, consider a representative consumer-voter in a
poor digtrict where a foundation state aid program is
designed to have a large impact on school spending.
Let this individual have a household income 25
percent below the national average ($19,500), with a
relatively high tax-price of school spending per pupil
of $1.25. Also let the state provide a per pupil grant
equal to 75 percent of the national average of total
spending (combined federal-state- local) per pupil.
The increase in income that is generated by the
foundation grant (under conditions designed to favor
the stimulative nature of its effect) for this consumer-
voter is amost $3,950, or about 20 percent of $19,500.



This, in turn, would lead to an increase in school
spending of only between 12 percent and 20 percent
above what it would have been in the absence of any
state aid.

This example may understate somewhat the
effect that state aid has on spending by school
districts. Some evidence exists that lump sum
intergovernmental grants stimulate spending to a
greater degree than increases in income-contrary
to what economic theory predicts.’ According to
this phenomenon, referred to as the “flypaper
effect” because it implies that grant money sticks
where it hits, intergovernmental grants may have an
effect about four times as great as income increases.
More recent studies, however, suggest that much of
the flypaper effect observed in early empirical
estimates may have been a result of incorrectly
specified econometric models.6

The critical feature of Murnane’s recommenda-
tion is a high required foundation spending level.
Fisher concurs, but he suggests that a power equaiza
tion program with a required minimum tax rate for al
districts is a means of accomplishing the same result.
The reason for prescribing a stick rather than a carrot
lies in the effect that price reductions and income
increases have on school spending decisions+ The
empirical evidence suggests that, given the way in
which these programs are typically structured, state
aid is used more to reduce local taxes than to increase
school  spending.

Robert Berne views the results that existing state
aid programs have had on the degree of equity in
school spending with somewhat more optimism.” His
analysis of trends in equity leads him to conclude that
the results have been mixed. He suggests that state
programs in at least some cases have prevented a
deterioration in the condition of equity that would
have otherwise occurred because of other forces
affecting school spending during the 1980s. He notes
that it is important to judge the results of state aid
programs according to what would have occurred in
their absence, not simply in terms of what has
occurred in their presence.

According to the analysis developed here, the
effect that any state aid program has on the degree of
equity that characterizes school district spending
levels will depend on: (1) how the program affects
consumer-voter choices; (2) the distribution across
school digtricts in the values of the economic
parameters for consumer-voters, and (3) the politica
ingtitutions that govern the way in which consum-
er-voter demands affect school-district spending
levels. A judgment about the success or failure of any
particular state aid program requires a careful analysis
that (1) deals explicitly with each of these consider-
ations; (2) estimates the effect that the program has had
on school spending levels, and (3) simulates spending
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levels in districts in the absence of state aid (or perhaps
under an aternative state aid program).”

Finale

The most important observation about the status
of public school finance in the United States is the
great diversity of programs and ingtitutional arrange-
ments. The level of state responsibility in raising
revenues, the structure of state aid programs, and the
institutions that govern the political process through
which school district budgets are determined al vary
considerably across states. This diversity makes it
difficult to formulate nationwide generaizations
about how this important public service is financed.
There are too many permutations of these factors to
make a simple evaluation meaningful.

On September 22, 1983, the Advisory Commis
sion on Intergovernmental Relations approved the
following recommendation:

The Commission recommends that states and
the localities continue experimentation in developing
appropriate funding patterns in light of their distinc-
tive circumstances. The Commission further recom-
mends that in this process they should address the
equity issue, both in terms of revenue raising and of
equal access to a quality education.

It appears that the circumstances that led to this
recommendation continue to exist. Proposas that are
intended to promote excellence in education-if they
are to be implemented with success-will have to
accommodate this diversity.

NOTES

‘Richard J. Murnane, “ An Economist’s Look at Federal
and State Education Policies” in John Quigley and Danie
Rubinfeld, eds., American Domestic Priorities: An Eco-
nomic Appraisal (Berkeley: Universty of Cdifornia Press,

1985), p. 133,

2Ronald C. Fisher, State and Local Public Finance
(Glenview, lllinois: Scott, Foresman and Company, 1988),
Chapter 18.

% |bid, Chapter 14, for a review of this literature.
1((75) . = 2« ($1.25)) = $3,937.50.

5 See Edward M. Gramlich, “Intergovernmental Grants: A
Review of the Literature,” in Wallace E. Qates, ed., The
Political Economy  Fiscal Fedemlism (Lexington, Massa-
chusetts: D.C. Heath Co., Lexington Books, 1977) for an
early review of the literature. Paul N. Courant, Edward M.
Gramlich, and Daniel L. Rubinfeld, “The Stimulative
Effects of Intergovernmental Grants: Or Why Money
Sticks Where It Hits,” and Wallace Oates, “Lump-Sum
Intergovernmental Grants Have Price Effects.” in Peter
Mieszkowski and William H. Oakland, eds., Fiscal
Fedemlism (Washington, DC: The Urban Institute, 1979)
and Thomas Romer and Howard Rosenthal, “An Institu-
tional Theory of the Effect of Intergovenmentd Grants”



National Tax Journal 33 (December 1980) all develop
theoreticd models that explan why this might occur.

6See Sharon B. Megdal, “The Flypaper Effect Revisited:
An Econometric Explanation,” Review of Economics and
Statistics 69 (May 1987), and Ernest M. Zampell,
“Resource Fungibility, the Flypaper Effect, and the
Expenditure Impact of Grants-in-Aid,” Review of Eco-
nomics and Statistics 68 (February 1986).
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7 Robert Berne, “Equity Issues in School Finance,”

Joumal
of Education Finance (Fal 1988).

* See Thomas Romer, Howard Rosenthal, and Vincent
Munley, “Economic Incentives and Political Ingtitutions.
Spending and Voting in School Budget Referenda,”

National Bureau of Economic Research, Working Paper
#2406, for an example of such an analysis.






Appendix Table 1-A presents the results obtained
from estimating this equation for the 27-year period
and for each sub-period usin% (1) dl 50 states and $2)
the contiguous 48 dtates as the basis for estimation for
expenditures per pupil. Appendix Table 1-B presents
the same results for cost-adjusted expenditures per

Appendix 1

pupil. The results in Appendix Table 1-B generaly
exhibit greater statistical significance than those in
Appendix Table 1-A. In both tables, the results exhibit
greater statistical significance when Alaska and
Hawaii are excluded. Together, these observations
corroborate the supposition that education expendi

Appendix Table 1 -A
Relationship between Expenditure Per Pupil Level (Not Cost Adjusted)
and Subsequent Growth Rate in Expenditure Per Pupil

All 50 States

48 Contiguous States

27-Year Percent Change = ¢ + B . (1959-60 Expenditure Level)

a = 4.67 a = 4.97
g = -0.000479 g = -0.000734
se(B) =0.000289 se(p) = 0.000292
it] = 1.66 ltJ = 2.51
R+ = 0.05 R4 = (.12
10-Year Percent Change = o + B . (1959-60 Expenditure Leve)
a=79% o = 8.03
B = -0.001925 g = -0.002027
se(B) = 0.000488 se(B) = 0.000511
ItJ =394 |tJ = 3.96
R = 0.24 R% « 025
10 year percent Change= ¢ + B . (1969.70 Expenditure Level)
a = 3.05 ol =392
B = 0.000144 B = -0.000277
se(B) = 0.000282 se(p) = 0.000232
ItJ =0.51 |t4 =120
R< = 0.005 R< =0.03
7 year percent Change = ¢ + B . (1979-80 Expenditure Leve)
a =295 a = 246
B = 0.000040 B = 0.000213
se(p) = 0.000261 se(B) = 0.000344
ItJ = 0.15 |t4 = (.62
R4 = 0.0004 R4 = 0.008

Source; Based on the data in Table 1-A.




Appendix Table 1 -B
Relationship between Expenditure Per Pupil Level (Cost Adjusted)

and Subsequent Growth Rate in Expenditure Per Pupil

All 50 States 48 Contiguous States
27 year percent Change = o + B . (1959-60 Expenditure Level)
o = 4.88 a = 4.89
B = -0.000659 B = -0.000706
se(p) = 0.000363 se(B) = 0.000346
[t] = 1.82 ]tJ = 2.04
R+« = 0.06 R< = 0.08
10 year percent Change = @ + f . (1959-60 Expenditure Level)
o = 8.62 o =851
= -0.002357 B = -0.002303
se(B) = 0.000544 se(B = 0.000546
ItJ =434 tJ =422
R4 = (.28 = 0.28
10 year percent Change = a + B . (1969-70 Expenditure Leve)
a =399 o= 4.26
ge( )—O .000262 = -0.000415
p) = 0.000328 se(p) = 0.000255
ItJ = (.80 ItJ = 1.62
R4 = 0.01 R4 = 0.05
7 year percent Change = ¢ + B . (1979-80 Expenditure Level)
a =167 o =232
B = 0.000464 g = 0.000228
se(p) = 0.000260 se(p) = 0.000259
IJ = 1.78 |t4 = (.88
R4 = 0.062 R< = 0.016

Source: Based on the datain Table 1-B.

ture data for Alaska and Hawaii should be evaluated
separately because of cost differentials and because of
greater reliance on state-dependent schools.

In spite of the disparity in dtatistical significance
across the four cases analyzed in the tables, the
guaitative conclusions are quite similar in each
instance. For the 27-year period, the coefficient of the
initial expenditure levd is negative. This estimate is
datisticaly significant at the 10 percent leve in
Appendix’lhble 1-Awhen al 50 states are used, and at
better than the 1 percent level for the 48 contiguous
states in Appendix Table 1-A. It is datigtically
significant at better than the 1 percent level in both
cases in Appendix Table 1-B. These results suggest
that the growth in spending per pupil was greater in
states where the initial expenditure level was lower.

Perhaps more striking is the pattern of results
obtained for the sub-periods. For the decade of the
1960s, the effect of initial expenditure level on the
annual growth rate in per pupil spending is negative

and significant at better than the 1 percent level,
regardless of whether or not Alaska and Hawaii are
included and whether or not expenditures per pupil
are cost adjusted. For the subsequent two periods, the
coefficient is for the most part not significant at a
generaly accepted level of statistica inference. (It is
marginally significant for the second lo-year period,
when expenditures are cost adjusted and Alaska and
Hawaii are excluded.)

In interpreting these results, it is important to
distinguish between (1) the datistical significance and
(2) the relative magnitude of the effect of differences
in initia expenditure level on subsequent growth
rates in per pupil spending. The fact that the
coefficient of initial expenditures is datisticaly
significant at better than the 1 percent level for the
first lo-year period means that if in fact there was no
relationship between initia expenditure level and
subsequent growth rate, then the probability of
obtaining this result by pure chance is less than one in



100. Thus, the evidence supporting the existence of a
relationship is quite strong.

On the other hand, the magnitude of the
estimated relationship is not particularly great.
Consider for example that the estimated coefficient
based on expenditures per pupil for the 48 contiguous
states over the 27-year period is -.00073. This
tranglates to a higher annua growth rate of 0.73
percent for a $1,000 difference in initial expenditure
per pupil. From Table 2-A, the standard deviation in

35

1959-60 expenditure per pupil for the 48 contiguous
states was $292. Based on this, the expected annual
growth rate differential between a state initialy
spending two full standard deviations below the
average and one spending two full standard deviations
above the average-a very substantia difference—
would be dightly less than one percent. Within the
context of an average growth rate from 1959-60 to
1986-87 of 4.0 percent per year, the impact of this
relationship appears modest.
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Derivations of the Effect that Alternative
State Aid Programs Have

on the Income Constraint
of a Representative Consumer-Voter

The diagrams in Figure 4 illustrate graphically
the trade-off that consumer-voters face between
additional spending per pupil on publicly provided
education and private consumption of other goods and
services. In the vernacular of economics, this trade-off
represents an individual’s income consgtraint.

The vertical intercept is income divided by the
price per unit of other goods and services, shown as G’
in each panel. This represents the maximum amount
of other goods that could be purchased if the level of
school spending were zero. The horizontal intercept
isincome divided by the price per unit of education
expenditures, shown as E' in each panel. This
represents the maximum amount of education spend-
ing possible such that no income remains to purchase
other goods and services. The slope of the income
constraint is the ratio of the tax-price of school
spending to the price of other goods. The steeper the
slope, the higher is the tax-price of school spending
relative to other goods. Diagrammatically, this is
illustrated by the fact that when the slope of the
income constraint is less steep, a smaller amount of
other goods and services must be forgone in order to
provide an additiona dollar of spending per pupil.

The nine panels in the figure illustrate different
situations regarding income and the tax-price of
school spending. They could portray, for example,
representative consumer-voters in different school
districts. The three columns from left to right
represent successively higher levels of income (shown
as a pardld shift away from the origin of the income
constraint). Thus, for each of the three diagramsin
any column, the distance from the origin to G’ (the
maximum amount of other goods and services that
could be purchased in the absence of any school
spending) is identical. The three rows from top to
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bottom represent successively lower tax-prices
(shown as income constraints with the same vertica
intercept but less steep slopes), corresponding per-
haps to individuds with similar houses in digtricts with
progressively higher total property value per pupil.
Thus, moving down any of the three identical income
columns illustrates that otherwise similar consum-
er-voters in districts with greater property wedth are
able to purchase a higher level of spending per pupil for
the same amount of forgone other goods and services.

If each consumer-voter could select the level of
school spending per pupil, then he or she would select
the most preferred combination of school spending
and other goods consumption aong his or her
respective income constraint. In practice, of course,
this is not possible. Individuals instead attempt to
choose this level indirectly (1) by voting on school
budgets in referenda or (2) by voting in local school
board elections for candidates who support a level of
spending that is close to their own choice. Within this
framework, it is possible to examine how different
state aid programs affect the choices available to
consumer-voters.

2A. Trade-Off Faced by Consumer-Voter:
No State Aid

If consumer-voters perceive that all taxes on
commercial and industria property are borne by
nonresidents of the school district, then their income
condtraint is:

| = PG + tH

where | is the individua's income, P, is the unit price
of other goods and services, G is the amount of other
goods and services consumed, t is the school district
tax rate, and H is the consumer’s taxable property.
Since for most individuals the principal form of
property subject to local taxation is their house, house

vaue (H) here proxies taxable property.
In the absence of state aid, school districts face

the budget constraint that total expenditures must
equal total locally raised revenue, or:
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NE = tV

where N is the number of pupils, E is the level of
expenditure per pupil, t is again the local property tax
rate, and V is the total vaue of taxable property in the
district. Solving this equation for t yields:

t = E/(V/N)

Substituting thisvalue fort into the income constraint
for a consumer-voter in turn yields:

| = P,G + [H/(V/N)]E

In this formulation, it is clear that the tax-price-the
term by which E (level of expenditure per pupil) is
multiplied to obtain total expenditures on publicly
provided education-to each consumer-voter of
increasing the level of educational expenditure per
pupil in the digtrict by one dollar is equa to the vaue
of the individual’s house (or taxable property), H,
divided by the total vaue per pupil of taxable property
in the district (V/N).

Solving the individua’s income constraint for G
yields:

G = (I/Py) = {[H/(V/N)]/Pg}E

This is the linear relationship illustrated in the nine
panels of Figure 4.

The form of state aid that is most simple to
analyze isaflat grant per pupil. An example of a flat
grant per pupil is a foundation program where the
foundation expenditure is fully funded by the state.
State aid in North Carolina closely approximates a flat
grant program, and flat grants comprise a substantial
portion of the aid programs in Delaware, Kentucky,
and Nebraska.

The panels in Figure 5 illustrate the effect of this
type of aid program on the individua’s trade-off for
the nine situations regarding income and tax-price
that are depicted in Figure 4. In this figure (and in
Figures 5 through 10 below) the solid line represents
an individua’s income constraint without any state
ad, and the heavy dashed line represents the income
constraint with the state aid program. From the
individua’s perspective, this effect is identical to an
increase in income, with the dtipulation that the level
of spending per pupil selected must at least equa the
amount that can be purchased with this income
transfer. (Appendix 2B presents a formal derivation
of this result.)

In each panel of Figure 5, S represents the state
ad flat grant per pupil. Its effect is shown as the
horizontal displacement of the individual’s income
constraint by the distance from G’ to point (b). This
displacement is equal to the distance from the origin
to S on the E axis. E* represents the maximum
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amount of spending per pupil possible, including the
portion financed through state aid. The amount of
income equivalent generated in this way is shown in
diagrams by the vertica distance between G' and G*.
G* represents the maximum amount of other goods
and services that could have been purchased in the
absence of a stipulation that the grant must be used for
school spending. The income equivalent is proportional
to a consumer-voter's tax-price for school spending (see
Appendix 2B). This can be seen by the fact that the
vertical distance between G' and G* decreases from row
1to row 2 to row 3, as the tax-price declines.

2B. Flat Grant Per Pupil

If the state provides a flat grant of S per pupil,
then the school district’s budget constraint is:

NE =tV + NS 1)
and the income constraint of a consumer-voter is:
| = PgG + [H/(V/N(E-S) ()

It is possible to manipulate this equation agebraically
and rewrite the income constraint as:

I+ [H/(V/IN)IS = PgG + [H(V/N)IE  (3)
This is identical to the pre-aid income constraint
except that the term 1[H/(V/N)]S has been added to
the left hand side of the equation-the consumer-
voter's income.

Writing the income congtraint in this way shows
that from the perspective of a consumer-voter, state
aid in the form of a flat grant corresponds to an
increase in income, with the restriction that this
incremental income must be used to consume addition-
a school spending. The amount of income equivalent
received by an individua through this in-kind transfer is
equa to the size of the flat grant per pupil, S, multiplied
by the tax-price [H/(V/N)], to the consumer-voter of
increasing school spending per pupil by one dollar.
Thus, for any level of flat grant per pupil provided
throughout a state, the magnitude of the income
increase that a consumer-voter receives is proportional
to his or her tax-price for education spending.

According to dl three rankings in Table 7,
foundation programs are by far the most common
form of state aid. The panels in Figure 6 illustrate the
effect that a foundation program has on the trade-off
that consumer-voters face between local spending on
public schools and the consumption of private goods
and services for the same nine situations that were
depicted in Figures 4 and 5. (Appendix 2C presents a
formal derivation of this result.)

F in each panel indicates the foundation level of
expenditure per pupil. As the figure is drawn (for the
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sake of illugration), the tax rate gpplied uniformly
throughout the State to raise the loca share of
foundation level spending is set equal to the pre-aid
tax rate for the three pands that represent high
Propeﬂy—wedth digtricts (the bottom row of the
igure). Notice that the line segment from G’ to point
(.’3 in each panel has the same slope; that is, the tax
rate required to achieve the foundation spending
level is identical in al nine cases. Another way to see
this is to observe that the vertical distance between G
and point (@) in al panels is the same. Because the

I shareis generaed a a uniform tax ratein al
digtricts, the amount of other goods and services that
must be forgone by owners of similarly valued houses
to provide the foundation level of spending isthe
same regardiess of income and tax-price.

The horizontal displacement from G to point (b)
of the income constraint again indicates the amount
of ad per pupil received from the date. If a
foundation program imposes a local-effort reguire-
ment, then individuals can atempt through voting in
school budget referenda and/or school board elections
to secure their preferred combination of spending per
pupil and consumption of other goods from among
those located aong the segment of the income
congtraint between point (a) and E'. If no loca effort
requirement is imposed, then any combination between
paint (b) and E' represents a potential outcome.

In the absence of a local-effort requirement, a
foundation program has much the same effect as a flat
grant program. That is, from an individua’s perspec-
tive, this effect is identical to an increase in income,
with the dtipulation thet the leve of spending per

upil selected must a least equal the amount that can
purchased with this income transfer. The main
diginction between the two programs is that a
foundation program provides a larger income transfer
to individuals who face a higher tax-price for school
spending (see Appendix 2C). In the presence of a
local-effort requirement, a foundation program pro-
vides the same income-equivaent transfer but with the
more stringent stipulation that the level of spendin? per
pupil selected must a least equal the foundation level
established by the state aid program. The overall impact
of this more dringent Stipulation on spending in any
digrict will depend, or course, on how high the
foundation expenditure level is relative to the amount
that would have been selected locally in its absence.

Notice that under this “pure’ verson of a
foundation program, individuas in digtricts charac-
terized by low income but high property wedth
receive no state aid. This is illustrated by the pane in
the lower |eft of the figure. In this case, the dtate aid
program has an impact on consumer-voters only if
there is a local-effort requirement. Such a provision
regricts the possible combinations of spending per
pupil and other goods consumption that are attan-
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able to that segment of the income condraint
between point (&) and E'. An example of such a
gtuation might be alarge city with aconsderable
amount of industrial and commercid property but
where many residents have low incomes and own

modestly valued homes. Another example might be a
rur area with a high property wedth per pupil ratio.

2C. Foundation Program

Under a “pure’ foundation program, the amount
of tate aid that a didtrict receives is equa to:

SN =FN- 1V

where Sisthe level of state aid per pupil, N isa?ain the
number of pupils, F is the foundetion leve of
expenditure per pupil, r is the tax rate that each district
mugt levy to support the foundation  program, and V is
again the total value of property in the district. The
amount (¢V) is usualy referred to as the local sharein a
foundation program. As shown in the AEFA  classifica-
tion scheme in Table 7 of the report, a foundation
program may or may not require each loca district to
raise and spend this amount. Under a foundation
program a school digtrict’s budget condtraint is:

N.E = tV + N[F = r(V/N)]
Rearranging terms yields.
t = [E » F + r(V/N)]/(V/N)

Subdtituting this into an individud’ s income con-
draint in turn yields:

| = PG + [HI(V/N)E - {[H/V/N][F = ((V/N)]}
or
1+ {[HAV/N][F = r(V/N)]} = P,G + [H/(V/N)JE

Notice that thisisidenticd to the individud’s
origind income constraint except that the term:

{[HAV/N][F = e(V/N)] }

is added to income on the left hand sde of the
guation. Thisterm is equd to the tax-price of an

ditiond dollar of spending per pupil [H/(V/N]
multiplied by the how much the amount per pupil
raised localy a the foundation program’s uniform tax
rate [r(V/N)] fdls short of the foundation level of
expenditure per pupil. Thus, from the perspective of a
consumer-voter, a foundation program appears Simi-
lar to aflat grant program except that the income
equivalent of the in-kind transfer aepends to an even
greater degree on a school district's property wedlth
per pupil. Property wedlth affects the amount of
Income equivaent through its role in defining an
individua's tax-price and establishing the amount b
which locdly raised revenues tdl short of the
foundation expenditure level.



As discussed above, many state aid programs
address such cases through special provisions, either
by adjusting the definition of the foundation leve of
expenditure to provide for these circumstances or by
supplementing the basic aid program with categoricd
grants. In addition, some states modify the way in which
the local share of foundation level spending is calcu-
lated to take into account differences in income. Doing
so makes the way in which state aid affects the income
congtraints of consumer-voters resemble more closely
the operation of a percentage equaization program
(described below) than a “pure” foundation program.

The other traditional categorization of state aid
to local school districts is a power equalization
program. As discussed above, a power equalization
program can be implemented through the definition
of a guaranteed tax base or a guaranteed tax yield. In
either case, the program guarantees a constant
relationship between the amount of revenue raised
per pupil and the tax rate levied by a school district,
regardless of the property vaue per pupil in the
district. If locally raised revenues fal short of the
guaranteed amount, then the state aid program
provides the difference. If locally raised revenues
exceed the guaranteed amount, then the district must
remit the difference to the state-if the program has a
recapture provision. In the absence of a recapture
provision, the district retains the excess revenues.

The effect of a power equalization program on an
individual’s income constraint is illustrated in Figure
7, where the nine panels depict the same income and
original tax-price conditions as the previous three
figures. (Appendix 2D presents a formal derivaion of
this result) As the figure is drawn, the post-aid
uniform tax-price in al districts is lower than the
pre-aid tax-price for the low and middle property-
wealth didtricts (the first and second row), but higher
than the pre-aid tax-price in the high property-wedth
digtricts (the bottom row).

This type of program corresponds to a matching
grant, where the matching rate is proportiona to the
amount by which the local tax base per pupil falls
short of the guaranteed tax base. Unlike a flat grant
program and a foundation program, the effect of a
power equalization program does not resemble an
income transfer; rather, its effect is to alter the
relative price ratio between publicly provided educa
tion, on the one hand, and private goods and services,
on the other. The amount of aid per pupil that a
district receives in this situation-as perceived by any
consumer-voter-is represented by the horizonta
distance between the pre-aid and post-aid income
constraints measured from the point on the post-aid
income constraint that corresponds to the level of
spending per pupil selected by the district.

The line between G’ and E* in the bottom row
illustrates how a recapture provision affects consum-
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er-voters in high property tax districts; that is, it
reduces the combinations of school spending per
pupil and other goods consumption that are available.
In the absence of a recapture provision, the income
constraints of individuals in these districts would
remain unchanged from the pre-aid situation.’

Two important observations should be empha
szed a this point. The first involves the fundamental
difference in the way that foundation programs and
power equalization programs affect consumer-voter
choices between the level of local public school
spending per pupil and the amount of other goods and
services that can be consumed. A foundation program
increases the purchasing power of individuals, with
the stipulation that the amount of state aid provided
must be spent on education. It does not change the
tax-price of providing education relative to the price
of other goods and services. Power equalization
programs, on the other hand, lower the tax-price of
education relaive to other goods and services. In the
standard terms of economics, foundation aid provides
a (lump sum) income effect while power equalization
aid provides a price effect.

A second important observation is that (at least
for the recent years covered by the AEFA and
ECSMCSL publications cited in Table 7) “pure”’
power equalization programs are even less common
than “pure’ foundation programs. Only in Connecti-
cut, Kansas, Michigan, and Rhode Island does the
basic component of state aid operate in a manner
consistent with the type of power equalization
program illustrated in Figure 7.* Moreover, in
Connecticut, Kansas, and Rhode Idand, the measure
of property wealth used to define the matching rate is
adjusted by some measure of income.

2D. Power Equalization Program

Under a power equdization program, the
amount of aid per pupil that a district receivesiis:

s = t(V*/N) « t(V/N)

where V is the value of property in the district and V*
is the program’s guaranteed tax base. N is again the
number of pupils in the district. The amount of
revenue raised per pupil [t(V*/N)] at any tax rate is
the guaranteed tax yield under the dternative
definition of a power equalization program.

Under a power equalization program, a school
district’s budget constraint is:

NE = tV + N[t(V*/N) = t(V/N)]
or simply:
NE = tv*

Solving this for t and substituting the result into an
individua’s income congtraint yields:
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| = PG + [H/(V*/N)JE

Notice that under a power equalization program the
price of increasing educational expenditure per pupil
by one dollar becomes the same for individuals in all
school  districts.

As previoudy noted, many states employ aid
programs that are variaions of one of these two basic
categorizations. The way in which three common
variations affect the income constraints of consum-
er-votersisillustrated in Figures 8, 9, and 10.

2E. Percentage Equalization Program

A percentage equalization program defines a
state aid ratio (SAR) for each district as:

SAR = 1- k(fc/EC)

where k is a constant selected by the state, fc is the
district’s per unit fiscal capacity, and FC is the dtate's
fisca capacity. Under a percentage equalization
program, the amount of aid per pupil that a district
receives is.

S = E"[1-k(fc/FC)]

regardless of its level of expenditure per pupil. A
school didrict’'s budget congtraint in this Stuation is:

NE = tV + NE’[1-k(fc/FC)]
Rearranging terms yields:
t = {E - E”[1 = k(fc/FC)]}/(V/N)

Substituting this into an individual’s income con-
straint in turn yields:

[ =
PyG + [HAV/N)JE - {{HAV/N][E"[1 « k(fc/FC)]]}

or

| + {[HAV/N][E”[1 - k(fc/FC)]}} =
P,G + [HI(V/N)E

Notice that, analogous to the analysis of a pure
foundation program in 2C above, this is identical to
the individua’s originad income constraint except that
the term

{[HAV/NJE[ 1- k(f/FO)]]}

is added to income on the left hand side of the
eguation. This term is equal to the tax-price of an
additional dollar of spending per pupil, [H/(V/N],
multiplied by the amount of per pupil grant defined by
a digtrict’s ad ratio. For didricts with low property/in-
come ratios reldive to the state average, this per pupil
grant will be large compared to districts with greater
property/income  ratios.

Figure 8 illustrates the effect of a power

equalization program where the guaranteed tax yield
applies only up to (is “capped” at) a designated level of
spending per pupil. The level of spending per pupil a

which state aid is capped is indicated by point M adong

the E axis. This results in a kink in the income
constraint of a representative consumer-voter at the
level of spending per pupil where the guaranteed tax
yield ends. To the left of the kink, the tax-price (dope)

depends on the level of the guaranteed tax base. To
the right of the kink, the tax-price is what it would

have been in the absence of any state aid program;
that is, it has the same slope as the pre-tax income
constraint. This type of program is an example of a
closed-end matching grant.

A closed-end matching grant provides a price
effect to consumer-voters in districts where per pupil
spending is below the capped level (depicted by point
[a and expenditure per pupil level M in each panel of
the figure), while it provides an income effect in
districts where spending exceeds this level. State aid
programs in Colorado, Illinois, New Jersey, and
Oregon operate as closed-end matching grants. It is
interesting to note that both the AEFA and ECS/
NCSL rankings in Table 7 classify the lllinois and
Oregon programs as foundation aid. A possible
reason for ranking the lllinois program as foundation
aid is that the level of expenditure a which the
matching component is capped is so low that virtualy
al digtricts exceed it. In this sense, the price effect is
not effective, and, as in the case of foundation aid, the
program provides only an income effect. In Oregon,
state aid is technically called a foundation program.
The foundation expenditure level is not determined
exogenously, however; rather, it is a function of a
digtrict’s spending per pupil up to an established limit.
Thus, it operates like a closed-end matching program.

Figure 9 illustrates the effect of a two-tier state
aid program, where the first tier is foundation aid and
the second tier is a guaranteed tax base or a
guaranteed tax yield. E® in each panel corresponds to
the first-tier foundation level of spending per pupil.
State aid programs in Missouri and Oklahoma
operate in this manner. Asin the previous case, this
results in a kink in the income constraint of a
representative consumer-voter. In this case, however,
aprice effect is also provided when districts exceed
the foundation expenditure level. Given that Mis-
souri and Oklahoma both require local effort (see
Table 7), digtricts must adways choose a combination
that is on the segment of the individual’s income
congtraint from point (a) to E*.

The Wisconsin program is yet another variation
of one of the two basic categorizations. It is a two-tier
guaranteed tax base program, where the guaranteed
tax base is lower for the second tier. Under this
program, the income constraints of a representative
consumer-voter would be similar to those in Figure 8,
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Figure 9
Income Condtraints with Twe-Tier Aid Program: Tier I-Foundation, Tier 2-Power Equalization
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except that the tax-price (slope) beyond point (a)
would be the same for individuals with comparably
valued houses in all districts. Because this program
provides for recapture in the second tier, where
recaptured funds are deducted from first-tier ad, the
income congtraints would be similar for individuals in al
districts except those where the local tax base exceeds
the higher, first-tier guarantee. This program thus
provides price effects for al consumer-voters other than
those in digricts with very high property wealth.

The alocation formulas in Georgia, Montana,
Texas, and Utah are another variation of the two basic
types of state aid programs-a first-tier foundation
program supplemented by a second-tier power equal-
ization program. Unlike the Missouri and Oklahoma
programs, however, these four states impose a cap on
the level of spending per pupil to which the power
equalization tier applies. Thus, the effect of these
programs on the income constraints of consumer-vot-
ers would appear as a juxtaposition of the situations
depicted in Figures 8 and 9. The income constraint
would begin a G' and follow to points (b) and () as in
Figure 9. Then, at a higher level of expenditure per
pupil, it would kink again and have a steeper dope
(tax-price equal to the pre-aid income constraint) as at
point (a) in Figure 8. The income constraint would
thus have two kinks and three straight-line segments.
This provides for a price effect to consumer-voters only
in districts where the power equaization tier is in effect,
that is, those individuals located on the middie segment
between the two kinks. Consumer-voters in other
districts would experience an income effect only.

An example of an even more complex program—
at least in terms of the number of kinks that it creates
in the income congtraint of a representative consum-
er-voter-is the South Dakota alocation formula
State aid in South Dakota is disbursed according to a
foundation program, where the tax rate required to
provide the local share of foundation spending
increases by discrete increments at 26 different levels
of expenditure per pupil. From the perspective of a
consumer-voter, this creates a post-aid income
constraint that would appear shifted away from the
pre-aid constraint in a way similar to the traditional
foundation aid case depicted in Figure 6, and then as a
staircase with vertical risers but steps that each sope
down and to the right (at the pre-aid tax rate).

The find type of dtate aid to local school districts
is a percentage equalization program. The AEFA
classification scheme in Table 7 places the programs in
Alaska, Kansas, New York, Pennsylvania, and Rhode
Island in this category. According to AEFA, a
percentage equalization program defines a state aid
ratio for each district based on that district’s fiscal
capacity.’ The greater a district’s fiscal capacity, the
lower is its aid ratio.

At first glance, it seems that alocating funds on
the basis of a state aid ratio defined in this manner

would result naturaly in a power equaization
program. It does so for the Kansas and Rhode Idand
programs because the aid ratio applies to the level of
spending per pupil selected by each district. As noted
above, the Kansas and Rhode Island programs differ
from other power equalization programs in that
within the alocation formula the wealth measure
used to define the matching rate is adjusted to take
into account differences in income across school
districts. This is presumably the reason for classifying
these programs as percentage equalization rather
than guaranteed tax base or guaranteed tax yield.

Under the Alaska, New Y ork, and Pennsylvania
programs, however, the state aid ratio is multiplied by
a fixed level of expenditure per pupil that is
determined by the state. The New York and Pennsyl-
vania programs define a district’s fiscal capacity
relative to statewide fiscal capacity as a weighted
average of property value per pupil and income per
pupil.! Figure 9 illustrates how state aid allocated to
local school districts in this way affects the income
constraints of consumer-voters. An important obser-
vation about this type of percentage equalization
program is that, as in the case of a pure foundation
program, the state aid provides an income effect but
no price effect to consumer-voters. Notice that the
amount by which the size of the grant per pupil (the
horizontal distance between G’ and point [b] in each
panel) shifts the income constraint to the right
depends on both the income level and the per pupil
property value in a consumer-voter’s district. If the
representative consumer-voters in al panels own
similarly valued homes, then the greatest impact of
state aid is on an individua residing in a low-income,
low property-wedth district (top panel on left).

An important difference between this case and
that of a pure foundation program arises from the way
in which the two programs affect consumer-voters in
low-income, high property-wealth districts (bottom
panel on left). In the case of a pure foundation
program, the state aid has no effect on the consumer-
voters in such districts (refer back to Figure 4). A
percentage equalization program, however, provides
an income effect to these consumer-voters. Exactly
the same result occurs under a foundation program
when the property measure used to determine a
district's local share is adjusted to take into account
differences in local income. The alocation formulas
in Alabama, Maryland, New Hampshire, Vermont, and
Virginia are examples of income-modified foundation
programs where state aid affects consumer-voters in
different districts in the same way as the percentage
equalization program illustrated in Figure 10.

Findly, the state aid program in Alaska nominal-
ly falls into the category of percentage equalization.
The fiscal capacity measure on which the program
alocates aid, however, depends solely on local property



G|

Figure 10

Income Constraints with Percentage Equalization Program

Low Income,

Low Property Wealth
District

-7

G’_-

Low Income,

Middle Property Wealth
District

Low [ncome,

High Property Wealth
District

G Middle Income,

Low Property Wealth
District

Middle Income,

Middle Property Wealth
District

Middle Income,

High Property Wealth
District

G
G!

G High Income,

s| b Low Property Wealth
GV \ District

E E* E

High Income,

b Middle Property Wealth
District

High Income,

High Property Wealth
District

b
Gg -
\
\
\
\
\
\
\
\
\
\
\
E E E* E E' E

49




per pupil and not on loca income. As a result, from
the perspective of consumer-voters, the program
affects the choice between school spending and the
consumption of other goods and services In exactly
the same way as a pure foundation program illus-
trated in Figure 6.

NOTES

! As discus& above, recapture provisions tend to be
unpopularwith residents of high property-wealth districts;
and they tend to be difficult politicaly to implement. In
researching for this report, the author was able to find only
two indtances of a recapture provison in the descriptions
of state ad programs compiled by AEFA and ECS/NCSL.
The first case is Michigan, where recapture reduces the
amount of supplemental categorical grants (but never by
more than 60 percentL. The other case is Wisconsin, where
recapture occurs in the second-tier guaranteed tax base of
a two-tier GTB program. In this instance, the second-tier
recapture is deducted from the amount of first-tier aid.
Thus, locally raised revenues are not actudly retumed to

the state government in either case. Two-tier state aid
programs are described below.

2The classification of state aid programs in this report is
based on the detailed descriptions provided by the
American Education Finance Association and the Educa-

tion Commission of the States/National Conference of

State Legislatures. See American Education Finance
Associgtion, Public School Finance Programs in the United
States and Can& 1986-1987, compiled and edited by
Richard Salmon, Christina Dawson, Steven Lawton, and
Thomas Johns (Sarasota, Florida, 1988); and Education

Commission of the States/National Conference of State
Legidatures, School Finance at a Glance, prepared by
Deborah A. Verstegen (Denver, 1988). In most cases,
these descriptions are based on the programs in place for
the 1986-87 school year. Since then, state aid to local
school districts in Connecticut has been changed to a
foundation program.

3 Public School Finance Programs in the United States and
Canada, . 5.
4In New York State it is a 50 percent-50 percent weighted

average, while in Pennsylvania, it is 60 percent property
value per pupil-40 percent income per pupil.



School Finance Litigation, 1968-1990

The following chart was compiled by the Educa
tion Commission of the States to provide a concise
picture of the school finance litigation activity of the
past two decades. The information permits compari-
son of time frames, plaintiff involvement and claims,
rulings, and the context of the cases

Procedural History indicates time periods between
the filing date and the decision, and the judicia activity
the case may have undergone. Although the length of
time may vary, it is evident that many of these cases can
be long, drawn out, and remanded to lower courts.

Case Name/Plaintiffs shows who is typicaly
interested and involved with bringing such lawsuits.
School digtricts, school boards, and administrators often
take part, but one should not dismiss the influence of
parents and students as primary plaintiffs.

The ruling column identifies the basis on which
the constitutionality of the public school finance
system was upheld or overturned. Lawsuits were
based on the grounds that the state finance system
violates the equal protection clauses of the state or
federal congtitution and/or specia congtitutional
provisions relating to education. Because the equa
protection clause of the U.S. Constitution does not
prohibit unequal treatment, only unjustified unequal
treatment, a state may be able to justify its current
funding system, depending on various factors, even if
spending disparities exist between school districts.
Paintiffs have attempted to use the language of the
education clause, i.e, “thorough and efficient,”
“uniform,” etc. to support their argument that the
state has not met its responsibility, and claim that
disparities in available resources or lack of adequate
funds do not alow such an education to be provided
and therefore violate the constitution.

History/Context/Developments describes briefly
the stuation existing at the time of the suit, particular
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Appendix 3

clams by the plaintiffs, details of the case and
developments that may or may not have resulted from
the court’s decision. (NOTE: not all responses to
litigation are included in this version.)

For further information, contact Mary Fulton a the
Education Commission of the States, (303) 2993679.

Terminology

Authorized revenue base-specific level of per
pupil revenue a district is alowed to raise; used in
Colorado’s previous finance formula in which amount
was based on 1973 spending.

Education clause violation-failure of the date
to provide the system of education to all students
mandated by the education clause of the state
condgtitution, i.e., “thorough and efficient,” “ade-
quate,” or “general and suitable.”

Educational overburden-a claim by school
districts (generaly urban) that the higher percentage
of economicaly and educationally disadvantaged stu-
dents attending school in their digtricts is not only an
additional financial burden but one that requires specia
services and effort as well. They also often claim that
federal Chapter 1 (compensatory education) funds may
not be enough to cover overburden.

Equal protection clause violation-a law or
activity that exhibits unjustified unequal treatment,
i.e., when a court determines that the state fails to
show a compelling interest in maintaining the current
schoal finance system in which al children in the state
are not provided with equal educationa opportunities.

Fiscal neutrality-a court-defined standard that
holds that the quality of a child's education should not
be dependent on the wealth of a school district but on
the wealth of a state as a whole. The standard was
developed to provide the judiciary system with a
manageable basis on which to determine the constitu-
tionality of a school finance system, and it was first



used in the California Serrano v. Priest case (1971).

Fundamental right-a right that is “explicitly or
implicitly” guaranteed in the U.S. Congtitution, i.e.,
the right to vote, to a fair trial, to privacy and free
speech, etc.; the U.S. Congtitution does not consider
education a fundamental right. If a fundamenta right
is involved when a law or activity is in question, strict
judicial scrutiny under the equal protection clause
may be applied.

Hold-harmless guarantee-a provison to ensure
that districts (commonly the more affluent or those
that have a significant decrease in enrollment) do not
receive less state aid than in previous years. Thisis
generaly applied when a state revises the school
finance formula, and is often accompanied or fol-
lowed by a phase-in approach that alows for gradua
reduction in state aid.

Municipal overburden-describes that situation
in which districts (primarily large urban areas) are
faced with competing costs for services (e.g., police,
transportation, recreation, infrastructure needs, utili-
ties) leaving fewer dollars for educationa expendi-
tures. Disgtricts claim that special provisions should be
made available to compensate for overburden.

Pupil weighting-a method of adjusting enroll-
ment figures and therefore state education aid dollars
to reflect the assumed cost differences of providing
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educational services to certain classes of students
(e.g., physicaly handicapped, gifted, small schools,
grade levels, compensatory education); usually incor-
porated into a state's school finance formula to create
more equitable state funding.

Rational relationship basisa standard used to
show the rationa relation to a “legitimate” govern-
mental interest of a certain law or activity. In school
finance cases, the state merely has had to show a
rationality for the method of financing public educa
tion under the equal protection clause anaysis. The
preservation of local control often has served as a
rational basis for the finance system athough dispari-
ties are shown to exist.

Strict scrutiny-a high level of judicia analysis
under the equal protection clause in which a fundamen-
ta right or a suspect class is involved. The law or activity
must relate to a “compelling state interest” and there
must be no other less discriminatory policy possible.

Suspect classification-an isolated, readily iden-
tifiable group subject to purposeful and unequal
treatment by the state. The U.S. Supreme Court
recognizes three suspect classes:. race, aienage, and
national origin. If a suspect class is involved when a
law or activity isin question, strict judicia scrutiny
under the equal protection clause may be applied. In a
few school finance cases, courts have considered
property wedth a suspect class.
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State

Arizona

Arkansas

California

Procedural History

1973, St. Supreme Ct.
1972, County Superior Ct.
1971, filed

1983, St. Supreme Ct.
1981, trial ct.
1977, filed

1971, St. Supreme Ct.
19?7, St. Superior Ct.
1968, filed

1976, St. Supreme Ct.

1986, Appellate Ct.

Case/Plaintiffs

Shofstal N. Hollins

plaintiffs

dudents and parents  from
Maricopa County

Alma School Dist No.3 V.

Dupree
plaintiffs
11 school districts, students
from one of the digtricts
and members of the loca
school  boards

Serrano \. Priest

plaintiffs

dudents and parents from LA
County school districts

Serrano V. Priest I

Serrano v. Priest 111

Ruling

Upheld

education fundamental right

“rationd and reasonable basis’
teat sufficient to uphold system

Overturned

violated equal protection and
education  clauses

education fundamental right
unequal  education  opportunity
among digtricts

no rationa relaionship between
finance system and educational
needs of districts

Overturned

violated equal protection clause

education fundamenta right

property wedth a suspect
classification

applied fiscd neutrdity standard

Overturned

afirmed 1974 trid court ruling
that finance system violated
equa protection clause

Upheld

School Finance Litigation Chart

History/Context/Developments

tria court granted summary judgment that the finance system discriminated
agang taxpayers in Maricopa under equa protection clause; judgment to
take effect a close of 1974 legidative session; effective July 1, 1974,
legidature repeded entire school financing statutory framework

triadl court denied students clam of deniad of right to an education

Supreme Court reversed trial court's order to revise finance system and upheld
system; remanded case for further proceedings

added pupil weighting element to existing foundation program (1974, 1980
reforms)

plaintiffs claimed inequities in distribution of funds and educational
opportunities

plaintiffs complained about state not providing aid for capital construction,
gtrict limit on bonded indebtedness, method offundingvocationa education

court findings: (1) higher priority to be placed on equity than local control,
(2) found disparities in staff, class size, curriculum, remedia services,
facilities, material, equipment

after circuit court invaidated finance system, legidature established
Governor's Commission on Public School Finance to develop proposas for
more valid finance system to be implemented in ‘83 session

commission recommended: incorporate categorical programs into generd ad
system through pupil weights; local fiscal capacity to include measure of
income and property wedlth

legidature passed statewide education reform package in 1983; part of
package combined existing foundation program with a pupil weighting
system

landmark case; court decision based partly on “fiscal neutrality” standard;
provided courts with “judicialy managesble’ standard to determine
congtitutionality of school finance systems

first state public school finance system declared unconstitutiond; first major
school finance case filed in state rather than federd court

1972 —legislature increased state aid as part of new finance formula; moved to
a foundation program

1974, trid court declared current financing system uncongtitutionad despite
increase instate aid enacted in 1972; quaity of education remained function
of local school digtrict wedlth

legidature unable to implement Assembly Bill 65 (1977)-a new finance
formula measure, due to Proposition 13 (1978) which limited property tax
rates to 1% of full cash vaue of red taxable property and reduced available
revenue

state had complied with Serrano 11 mandate to improve equity-95% of school
districts fell within maximum expenditure disparity of $200 per pupil in
1982-83



State

Colorado

Connecticut 1977, St. Supreme Ct.
1974, St. Superior Ct.

Georgia

Idaho

Procedural History

1982, St. Supreme Ct.
1979, district ct.
1977. filed

1973, filed

1982

1985, St. Supreme Ct.

1981, St. Supreme Ct.
1981, St. Superior Ct.

1974, filed

1975, St. Supreme Ct.

1973, lower ct. ?77?
1972, filed

School Finance Litigation Chart

Case/Plaintiffs

Lujan v. Colorado State
Board ef Education

plaintiffs

68 students from 16 low-wedth
districts

Horton v. Meskill
plaintiffs
students in Canton, CT

Horton v. Meskill ||

Horton v. Meskill 111

McDaniel v. Thomas

plaintiffs

members of 3 local school
boards and students

Thompson V. Engleking
plaintiffs
students and parents from

Ruling

Upheld

did not violate equa protection
or education clauses

education not fundamental right

Overturned

violated equal protection and
education  clauses
education fundamenta right

Upheld

Upheld

did not violate equal protection
or education clauses

education not fundamenta right

Upheld
did not violate equa protection
or education clauses

Pocatello School Dist. No. 25 education not fundamental right

History/Context/Developments

suit attacked use of flat grants and Authorized Revenue Base (ARB)

supreme court reversed digtrict court ruling that finance system was
unconstitutional

local control viewed &s rationa basis for existing disparitiesand asa legidative
purpose of education financing statutes

education clause did not mandate equal expenditure per pupil

legidlature enacted HB1341, Public School Finance Act of 1988; moved from
a guaranteed yield to a foundation program with district “setting categories’;
a pending lawsuit was withdrawn

legisiature established Colorado Commission on School Finance to review,
andyze and evaluate HB1341

court declared it was not appropriate to rely on loca property tax to finance
educationwithout regard to local ability tosupport adequate education; aso
caused tax disparities

1978, trid court set May 1, 1979, deadline for enactment of congtitutional
plan for financing schools

Public Act 79-128 enacted April, 1979, included guaranteed tax base formula
and minimum expenditure requirement; replaced flat grant program

focused on which parties were able to intervene in the case

plaintiffs challenged Public Act 79-128 (1979) on basis of long phase-in
period, “hold-harmless’ clause for wedlthy towns and continued disparities
in local expenditure

supreme court remanded to superior court in 1986 with guidelines for
determining constitutionality of subsequent amendments

neither side continued to pursue case

1989, legidature passed education enhancement act -increased education
spending and created new finance formula (SB539) which replaced
guaranteed tax base with foundation formula

supreme court reversed triad court decision that held finance system
uncongtitutional-violated  fiscal neutrality  standard

equal protection language not present in education section of state
congtitution, therefore, such analysis not applicable

preservation of loca control viewed as rationa basis supporting finance system

athough system was upheld, court concluded steps should be taken to equalize
educational opportunities and solutions must come from lawmakers;
legidature's role to interpret mandate of “adequate’ education as stated in
education clause

the Basic Quaity Education law of 1985, a state education reform act,
included funding equelization measures, dramatically increased state and
local contribution to education

reversed 1973 trid court decision that finance system violated state
congtitution  education clause
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State

Kentucky

Maryland

Montana

Procedural History

1989, St.  Supreme Ct.
1988, circuit ct.
1985, filed

1983, St Ct. of Appeds
1981, circuit ct.
1979, filed

1989, St.  Supreme Ct.
1988, trid ct.

School Finance Litigation Chart

Case/Plaintiffs

The Council/or Better Schools
V. Rose

plaintiffs

66 low-wedth and rurd
districts

Somerset Counly Board of
Education v. Hornbeck

plaintiffs

members of local school boards,
superintendents, mayor  of
Baltimore, students and
parents

Helena School Dist. No. 1, et al,
V.State Of Montana, etal.

plain  fiffs

65 school districts

Ruling

Overturned
entire state system of school
finance and governance violates

state congtitution's education
clause

Upheld
did not violate equal protection
or education clauses

Qverturned )
violated education clause

History/Context/Developments

initigted as school finance case in which plaintiffs clamed wide expenditure
disparities existed between ditricts

landmark decison declaring entire state education system unconstitutional

school system underfunded and inadequate; cited: poor national and regional
rankings in pupil expenditure and achievement, low teacher sdaries high
dropout  rates

minimum foundation and power equalization program adlowed wide variations
in financial resources, resulting in unequa educationad opportunities

legidature permitted locel districts to levy optional taxes, exacerbating
Inequities; great loca waste and mismanagement existed

struck down school finance system; laws creating school districts, school
boards, state education department; laws and regulations concerning
teacher certification and school construction

established task force composed of legidators and representatives from
governor's office to comply with court order that legidature devise plan to
provide adequate and equitable funding for school system by mid-July 1990

three  committees  formed-curriculum, finance, governance-heeded by
outside consultants

education and tax reform bill (HB 940) passed in March 1990 and signed by
governor in April

HB 940 included performance-based system of rewards and sanctions for
schools and teachers, reorganization of state department of education, limit
on amount districts could spend, revision of foundation and power
equalization program, raised minimum mill rate

sate  court rejected claims of municipa and educational overburden;
education clause did not mandate equal per pupil funding or expenditure

date court reversed trid court’s decision, which held the finance system
violated education clause

trial court recognized: poor districts remained underfunded while no spending
limit was placed on other digtricts; claims of municipal and educational
overburden; variation of property wedth created spending disparities, low
percent of state contribution to education, most of which was unequalized

court held: foundation program relies too heavily on property tax levies and
denies equal educational opportunity to students in poor districts

in compliance with court order, legidature passed bill (HB 28) during July
1989 specid session which revised school finance formula

HB 28: appropriated $375 million for K-12 in FY9L; increased state support
by adopting foundation schedules $67.2 million higher than  Fy89;
ingtituted a local levy cap (up to 35% of foundation amount)

HB 28 financed by, mandatory 95 mill levy.(previouslv, 45 mills), 5% surtax on
individual and corporate income taxes and reallocation Of other taxrevenues

plaintiffs filed brief: (1) contended that ruling extends beyond general fund to
capital outlay and transportation, which HB 28 does not address; (2) argued
HB 28 is not permanent, stable funding source, does not address teacher
retirement inequities and won't adequately reform per student spending
inequities; (3) requested court to extend declaration of congtitutionality of
enacted provisions until July 1, 1991, to alow for HB 28 to go into effect,
collect more accurate data and alow legidature more time to address issues
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State Procedural History

Michigan 1984, . Ct. of Appeds
19?2, circuit ct.
1982, filed

New Jesey 1973, St. Supreme Ct.
1972, County Superior Ct.
1970, filed

1990, St. Supreme Ct.
1981, filed

School Finance Litigation Chart

Case/Plaintiffs Ruling

East Jackson Public Schools v, Uphdd .
State of Michigan did not violate equa protection

plaintiffs or education clauses

20 school districts and students  education not fundamental right

Robinson v. Cahill Overturned )
plaintiffs violated equal protection and
mayors, members of city education clauses

councils and school boards
of 5 cities, a student and

a taxpayer
Abbott v. Burke Overturned
plaintiffs violated education clause
students in 4 urban digtricts system uncongtitutional as
applied to poorer urban
districts

History/Context/Devel opments

plaintiffs aleged reliance on dtate equalized valuation (SEV) of taxable
property alows for disparities; state does not equalize for expenditure
differences that result in unegual education programs

court held that to provide free public education is not synonymous with
providing equal financia support

plaintiffs asked for: finance system to be ruled unconstitutional and revised;
district boundaries to be redrawn; and for property tax system to be ruled
unconstitutional to extent it was used to fund public schools

plaintiffs claims against finance system: violated education clause., unequal tax
burden on low property-value didtricts, violated fiscal neutrality standard,
recial  discrimination

first case {0 rule finance system violated education clause of state constitution;
did not provide “thorough and efficient” education system

in compliance with court order to establish reforms, legislature enacted Public
School Education Act of 1975 (S.1516)

funds for public schools were enjoined and schools were closed for 2 weeks
dfter legidlature failed to assure full funding for new act by July 1, 1976;
legidature enacted income tax to fund act and injunction was lifted

plaintiffs contended Public School Finance Act of 1975 was not properly
funded and alowed financiad disparities to remain excessive; state argued
local school districts were guilty of educational mismanagement

superior court dismissed suit in 1983; appellate court ruled in favor of the
plaintiffs in 1984; state supreme court reversed appellate court decision in
1985 and remanded to administrative law judge

State supreme court ruled that administrative remedies must be exhausted
before court could rule on merits of suit

August 1988, adminigtrative law judge ruled school finance system
uncongtitutional-violated education clause; decison forwarded to
commissioner of education, who upheld state's position

supreme court ruled finance system uncongitutional as applied to poorer
urban districts; 28 districts identified

court aso held: minimum aid provisions uncongtitutional; act must be
amended to assure funding in poor urban districts at level of property-rich
suburban digtricts-funding cannot depend on ability of district to tax and
must be guaranteed and mandated by state; funding must provide for specia
educationa needs of poor urban districts

court addressed areas of categorica, transportation, pension, and capitd
outlay ad

court a?)efoognized deficiencies in curricula; need for better services and
programs, including early childhood

dismissed deficiencies in education being primarily related to mismanagement
rather than expenditure per pupil differences

July 1990, legidature enacted Quality Education Act of 1990, based on
governor's — recommendations

act alocates $1 hillion in additiona state aid (funded through income and
sdles tax increase); . ghased-out minimum ad to wealthy_districts: wealthv_
districts to absorb their costs for teacher pensions; set high foundation level
(36,835 for elementary and additional amounts for secondary for 91-92);
established “specia needs’ didtricts, accountability measures



State
New York

Ohio

Oklahoma

Oregon

Texas

Progedural History

1982, St. Ct. of Appeals
1981, Appellate Division
of St. Supreme Ct.

1978, County Supreme Ct.

1974, filed

1979, St. Supreme Ct.

1977, county ct.
1976, filed

1987, St. Supreme Ct.
1980, filed

1976, St. Supreme Ct.
1975, circuit ct.
1972, filed

1973, US Supreme Ct.
1971, district ct.
1968, filed

School Finance Litigation Chart

Case/Plaintiffs

Board of Education, Levittown
v. Nyquist

plaintiffs

boards of education and
students from 27 districts
and 4 large cities

Board of Education of the City
School District of Cincinnati
v. Walter

plaintiffs

Cincinnati board of education,
district’  superintendent,
parents, students

Fair School Finance Council
of Oklahoma v. Qklahoma

plaintiffs

38 school districts, students,
taxpayers

Qlsen v. Oregon

plaintiffs

class action suit on behaf of
al public school children in
state except in high wedlth
digtricts; taxpayers

San Antonio Independent School
District v. Rodriguez

plaintiffs

parents from  Edgewood School
Didtrict: class action suit on
behaf of poor and minority
students

Ruling

Upheld

did not violate equa protection
or education clauses

education not fundamenta right
or interest

Upheld

education not fundamenta right

preservation of loca control
rational basis supporting
finance system

Upheld

Upheld

did not violate education clause

preservation of loca control
sarved as rational basis
supporting finance system

Upheld

education not fundamental right
of US Congtitution and di
not require strict scrutiny
under 14th Amendment (equal
protection  clause)

History/Context/Developments

plaintiffs from large urban digtricts claimed municipa and educationa
overburden

dtate court of appeals reversed two lower court decisions

court recognized existence ofsignificant disparities; “judicialy imprudent” to
rule uncondtitutiona, partly due to lack of proper remedy

preservation of loca control viewed as rationa basis supporting finance system

no requirement for education to be equal in every district, must only provide
minimal, acceptable facilities and Services

plaintiffs aleged: burden on districts to raise. excessive portion of education
funds to meet requirements-dependent on voter approva of tax levies,
rather than on cost to provide thorough and efficient education

plantiffs clamed municipal and educational overburden

plaintiffs challenged fisca penalty-reduced state aid for district’s inability to
meet mandated educational  standards

supreme court reversed county court decision

court reluctant tojudge whether system “thorough and efficient”-function of
Generd  Assembly

education opportunity not absolutely denied

congtitutional limit on property tax level and other restrictions complicated
property-poor  district’'s ability to raise adequate amount to support
educational services: , plaintiffs claimed great financial disparities among
districts existed

flat grant program provided same amount of aid
program failed to close gaps

1981, legidature revised finance system-pupil-weighting scheme using
foundation and guaranteed tax base; 1982, added $150 million to finance
system

to dl districts, and foundation

system violated fiscal neutrality Standar . .
court ruled that the interest impinged upon-educational opportunity-was
outweighed by objective to maintain loca control

plaintiffs claimed flat grant program had ddisequalixing effect and finance

district court ruled finance system unconstitutional under equal protection
clauseed of 14th Amendment-significant disparities in school expenditure
exist

US Supreme Court declared system did not deny opportunity to obtain basic
minimal skills

rejected “poor students’ or “poor school districts” as sugpect  class

cited imnortance of local control

higoric case that diminated federd  courts as receptive forum to school
finance cases since education is not a fundamenta right under US
Condtitution and cannot be held to strict scruting

provided guideline for state courts: if importance of education is mentioned in
state constitution, such language allows for, but does not necessitate,
fundamental interest  dtatus of education



State Procedural History

1989, St. Supreme Ct.
1988, Ct. of Appeds
1987, district court
1984, filed

Washington 1974, St. Supreme Ct.

1972, filed

Case/Plaintiffs

Edgewood Independent School
District v, Kirby

plaintiffs

67 didtricts and 14 families

Northshore School District v.
Kinnear

plaintiffs

school districts, students,
parents, taxpayers

School Finance Litigation Chart

Ruling

Overturned
violated education clause

Upheld
did not violate equal protection
or educetion clauses

History/Context/Developments

history: (1) May 1989, legislature appropriated additional $450 million to
equalize districts over 2-year period-court recognized low impact on
system that spends $12 hillion annually; (2) 1977-84, legidature distributed
$1.1 billion in equalization aid; (3) 1984, passed education reform act
HB72—revised school funding system-created two-tier system which
funded based on pupil units, increased equalization ad and general funding
to poor districts; system remained underfunded

basis of suit: inequity of and reliance on local property taxation

1987, trid court held in favor of plaintiffs; 1988, third court of appeds
reversed decision; 1989, state supreme court unanimoudly reversed court
of appeds and declared school finance system unconstitutional

supreme court affirmed use of “fiscal neutrality” standard, but qualified:
school districts must have “substantially equal access to similar revenues per
pupil a similar levels of tax effort”

date finance program-foundation school program, does not cover cost to
meet state-mandated minimum requirements, no alotments for school
fecilities or debt service

court held, . state's school financing system is neither financialy efficient nor
suitable in the sense of providing for a ‘genera diffusion of knowledge
statewide’-violated  education  clause

dtate comptroller ordered to stop payments to public schools after court
imposed deadline of May 1, 1990, for legidature to devise plan to reduce
wide funding diiparitiesbetween districts and achieve efficient system -or a
least to generate equaization money for 90-91 school year and then
concentrate on permanent solution next legidative session

legidature and governor failed to reach consensus by May 1 deadline; court
appointed “specid master” to develop plan in case consensus could not be
met

toworkwithin existing resources, “special master” proposed plan to shift dtate
ad from wedthy to poor districts

during fourth specid legidative session, SB 1 was enacted, which revised
finance system and addressed other areas of education

SB 1 (1) maintains two-tier foundation and guaranteed yield program,
(2) changed pupil-weighting system, (3) raised guaranteed yield, (4) changed
pupil count measurement, (5) included $4 hillion in new funds over 5-year
period, (6) dlows “equity standard” to change based on accountablet
study, (7) addressed issues relating to governance, school-based manage-
ment, regulation waivers, early childhood

plaintiffs aleged violation of fiscal neutrality standard and disparities in
expenditure, education quality, and tax rate

“uniform and genera” system requires only certain minimum educational
opportunity

dissenting judge found state aid to have nonequalizing effects and be in
violation of education clause; laid ground for subsequent lawsuit



State

Wisconsin

West
Virginia

Procedural  History

1981, County Superior Ct.

1978, St. Supreme Ct.
1977, Superior ct.
1977, filed

1976, St. Supreme Ct.

1989, St. Supreme Ct.

1982, circuit court
1979, St. Supreme Ct.
1977, circuit court
1975, filed

Case/Plaintiffs

Seattle School District No. [ of
King County v. Washington

plaint

24 school districts, education
asociations and  advocacy
groups, and others

Buse v. Smith
plaintiffs -
“negative aid” school digtricts,

taxpaggs school - board
members, parents, residents
Kukor v. Grover

plaintiffs

Pauley v. Bailey

plaintiffs

parents and students of
Lincoln County

Ruling

Overturned
violated education clause

Overturned

“negative aid” provision violated
uniformity clause of a state
congtitution tax article

Upheld

Overturmed ,

violated equal protection and
education  clauses

education fundamental right

wedlth as suspect classification

School Finance Litigation Chart

History/Context/Developments

plaintiffs contended that 40% of Seattle’s education budget depends on
passage of annua referendum; without passage, cannot meet state
requirements

1978, supreme court held trid court’s decision declaring school finance system
uncongtitutional  -violated education clause

supreme court stated that legidature had duty to define “basic education” and
provide for funding through regular and dependable taxes

1981, plaintiffs filed suit in state supreme court claiming state failed to define
and fund basic education

case transferred back to county superior court, which ruled “basic education”
must include handicapped, hilingud and remedia programs; revenue
shortfalls not legitimate excuse for falure to provide adequate funding

dtate has since adopted finance plan relying heavily on state support

plaintiffs challenged “negative aid,” or “recapture” provision of 1973 School
Finance Act

supreme court struck down negative aid provision; violated principle of state
congtitution article in that taxes levied in one district could not be used for
direct benefit of other school  districts or for sole benefit of the state

plaintiffs contended finance system did not take into account  special needs of
districts that enroll high  percentage of “a risk” students

court held that resolving inequities among districts is responsibility of
legidature, not courts

1979, tate supreme court reversed trial court’s dismissal of plaintiffs
complaint and remanded case to circuit court
circuit court of Kanawha County found finance system uncongtitutional:
-did not provide equitable and  adequate funding for thorough and efficient
system
—costs for programs such as specid education, remedia education, early
childhood must be reflected in funding formula
-inadequecies and inefficiencies (as defined by educationa inputs) resulted
from finance system and related to varied educationa resources and
expenditures among counties
—reliance on localy funded excess levies to provide “thorough and
efficient” system was unconstitutional
-dtate falled to provide adequate funding for school construction
-taxation and assessment of property is not equal or uniform
addressed not only financiad and educational equity, but quaity and substance
of education
court ordered executive and legidative branches to develop master  plan to
create equitable, hi quality education system in regard to dtaff, facilities,
courses and to correct offering disparities by 1983
master plan for education, which addressed roles of state and local education
agencies, educationa facilities and changes in finance system approved by
trial court in 1983
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State

Wyoming

Procedural History

1980, St, Supreme Ct.

1979, tria court
1978, filed

Case/Plaintiffs

Washakie County School
District No. | v, Herschler

plaintiffs

3 didtricts and school board
members, taxpayers, parents,
students

School Finance Litigation Chart

Ruling

Overturned

violated equal protection and
education  clauses
education fundamental right

History/Context/Developments

court supported claim that disparity in financia resources is related  to quality
of education

court declared, “no tria is necessary in this case because, as a matter of law, the
datutory structure is inherently defective’

court ordered legislature to adopt congtitutional system of finance by July 1,
1983

revised school funding system in 1983, including a recapture provision
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