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INTRODUCTION ARD ACKNOWLEDGEMENTS

"The old order changeth, yielding place to new;

and God fulifils himself in many ways,

Lest one gcod custom should corrupt the world.™
=~Tennyson

For almost half of a century one type of grant-in-aid system was domi-
nant in the United States for the financing of the K-12 jurisdiction. Known
variously as the "foundation! program or "Strayer-Haig-Mort! program it served
K~12 educators for almost five decades. In the late sixties various stafes
began to experiment with other forms of educational grants-in-aid. By the
sunmer of 197% almost half of the fifty states had made appreciable changes
in their K-12 allocation systems. Many of these states adopted grant-in-aid
systems in which the state aid will increase if the local school districts
either (a) spend more, or (b) tax themselves more. Various names have been
applied to these types of grants-in-aid throughout the United States: '"incen-
tive systems, variable matching grants, percentage equalization systems, guar-
anteed tax yield systems, equal.expenditure for equal effort systems, and dis-
trict power equalization." Specialists in school finance continually debate
subtle shades of differences and fine points of these various systems, hut
most would agree that they are all departures from the formerly dominant "foun=-
dation" apprbach. Nine states in particular have adopted grants-in-aid which
provide some kind of "reward for local tax effort" and Illincis is now one of
those nine states. This monograph is both a description and an eﬁaluation of
the legislative reforms of the summer of 1973 which brought such a system into

being in Tllinois.

The study is divided into three chapters. In the first chapter, Ben C.
Hubbard provides the historical background essential for an understanding of
the Illinois situatibn. Professor Hubbard then proceeds to describe in some
detail the various provisions of the new alleocation system. In Chapter 1T,

G. Alan Hickrod reviews a body of scholarly and professional literature con-
cerning criteria for evaluation of state educational grants-in-aid. In Public

Law 93-380 the Congress of the United States has seen fit to express its views’
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concerning appropriate fiscal gozls for financing of the K-12 jurisdiction and
Professor Hickrod therefore relates the professional literature to this recent
Congressional development. Chapter II also provides the ways and means to make
the various evaluative criteria operational in a measurement and statistical
sense. In Chapter III, Thomas Wei-Chi Yang and Professcr Hickrod use the I1li-
nois dataz from the 1973-74 school year, plus the procedures outlined in Chap-
ter II, to evaluate the 1973 reforms. This was the primary division of res-
ponsibility, however all three authors contributed toc each chapter. The study
concludes with a brief eﬁaluative statement concerning the status of the 1973

reforms at the end of their first year of existence.

During the nine months in which this study has heen in progress we have
been aided and abetted by a number of individuals. We wish first to thank
Esther O. Tron and James Gibbs of the Division of State Assistance, U, 8. Of-
fice of Education, for first suggesting such an evaluation in Illinois to us,
and then for providing constant encouragement during the task. Second, we are
indebted to & number of our colleagues at Illinois State University for valu-
able help and assistance. These include Vernon Pohlmann of the Soclology De-
partment, Ramesh Chaudhari of Computer Services, and Daniel Jaw-Nan Hou, for-
merly a research assistant with the Department of Bducational Administration
and now of the Office of Superintendent of Public Instruction. Third, neither
this nor any other school finance study would be possible in Illinois without
the valuable assistance and wise counsel of Fred Bradshaw and Robert Pyle.

Both of these gentlemen helped in the selection and provision of data for Chap-
ter III. We have profited as well from school finance discussions with Jon
Peterson and Sally F. Pancrazio who are also of the Office.of the Superintendent
of Public Instruction. A number of professional colleagues outside the state
elso provided helpful suggestions and criticisms during the course of this
project. These include: James N. Fox, John J. Qallahan, Jr., William H. Wilken,
and Robert Bothwell, all of whom saw parts of Chapters II and III as they emerged.
We profited as well from discussions with William P. McLure, dean of school
finance researchers in Illinois, and indirectly from several school finance
conversations with Kern Alexander during this pericd. As always, our debt

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

Commission, and the many students who have paid us the courtesy of taking school
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finance courses with us at Tllinois State University is truly staggering. We
'shall always ve grateful for the vast amount of information they have given
us. Last, but far from least, we are appreciative of the efforts of Mrs. Carol

Blake for assuring that the manuscript got into readable form.

Resources for this project came from three sources and the authors wﬁsh
to credit each. TFirst, the basic funds came from contract number ORS-0-7L4-1581
granted under authority of Public Law 81-152, Title IIT, Section 302 (4) (c).
This manuscript therefore constitutes the final report of the project pursuasnt
to the terms of that contract. Second additional resources were provided by
the summer grant program for 1974 of the Graduate School, Illinois State Uni-
versity, and this manuscript likewise constitutes a final reporting on that
assistance. We express our appreciation té Dean Arthur A. White for his as-
sistance in this matter. Third, the Department of BEducational Administration,
Illincis State University, made available a pertion of its regular ccmputer
budget for this project and we express our special thanks to Professor Clayton
Thomas,.Chairperéon, Department of Rducational Administration, for that timely

assistarce,

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

" essarily reflect the position or policy of the United States Office of Education,
and likewise no official endorsement by the United States Office of Education
should be inferred. Similarly, the cooperation of the Illinois Office of the
Superintendent of Public Instruction in this research project should not nec-
eésarily be interpreted as an endorsement of the opinions or policies expressed
herein. The authors alone remain respensible for any and all errors of fact |

and/or opinion.
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CHAPTER I

AN HISTORICAL LCCK AT ILLINOIS PUBLIC 5CHOQOL FINANCKE
AND A DESCRIPTICON OF THE REFORM OF 1973

For many years, state payment for public educatiocnal supporlt has come
from the Common School Fund. The part of the Common School Fund that was paid
directly to the schools for operational purposes based on a formula has been
known as the Distributive Fund. The reform of 1973 changed or altered the pat-

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

The State Aid System (1927-1973)

The "Distributive Fund" is the name or title given to money used to
reimburse local school districts feor the general support of their schools.
An understanding of all of the alternatives or options of how schocl districts
can secure money from this fund is necessary to understand school finance in

J1linois.

A look at the history of the Distributive Fund is essential to an under-
standing of it. It ﬁad from 1927 to the end of the school year 1972-7% sup-
ported a system of funding known as "foundation level." In theory, a level
of dollar support that was needed to operate an educational program was deter-
mined and then a formula was enacted into law that would, when applied, yield

that support from both local taxes and state money or aid.

In 1927, the first foundation-level formﬁla was developed. It provided
state aid or support based on the number of elementary school students only.
In 193%9, the formula was changed to provide support for high school pupils
as well, The basic principle of supplementing local tax money with some as-
sistance to provide a foundation level was, in fact, not changed significantly

from 1927 wntil July 1, 1973.

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

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

1



the use of a formula. No school was permitted to receive a total of state aid
in excess of $34 per pupil, which may be thought of as a foundation, support,

or equalization level, and no district was to receive less than the $9 flat
grant per pupil in ADA. :By 1973 this changed so that, generally speaking, each.
" district was guaranteed a flat grant of $48 per pupil with a top limit or maxi-
mum set at $520 equalization aid, plus 19 per cent of the amount granted by

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

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

Specifically, this plan provided that each district that taxed itself
at a miﬁimum or gualifying rate--1.08 per cent of assessed value for K-12 grade
districts, and for "dual" districts .84 per cent for those with a waDa® (Weighted
'Average Daily Attendance) of 100, and .90 per cent for those with a WADA of
less than 100=-~-would be eligible to receive a maximum of $520 plus 19 per cent
of what the state paid from the state and the réturn from the taxes collected
from the qualifying rate at the local level. Again, no district would receive’

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

In Illinois there are three types of schocl districts when grade levels
goﬁerned by a board of education are considesred. There are districts having
cenly grades K-8, known as elementary districts; districts having only grades
9-12, known as high schocl districts; and districts having only grades K-12.
Frequently the districts-having K-8 and 9-12 are referred to as "dual," while
i1t is normal to réfer to the K-12 districts as "unit" school districts. The
dual districts do not, however, have any legallrelationship to each other and
boundaries are frequently not co=terminous. It is in fact frequently true that
a single high school district will overlie all or part of many elementary dis-
tricts. At the same time, many elementary districts will be in more than one
high school district. The existence of three types of districts as described
abcve greatly compiicates studies of equalizatidn or any comparative analysis
cf financial support and nust be clearly understood for this study to have

meaning in many of its aspects.

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

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



per pupil in WADA and taxed itself at the minimum rate of 1.08 per cent, it
would get $216 ($20,000 x 1.08%) from local taxes. But, since it was guaran-
teed $520.00 plus 1S per cent, the state would give it aid in the amount of
$520.00 minus $216.00 or $3C4.00 plus 19 per cent of §304.00 or $57.76--a total
of $361.76--per WADA pupil. But now, assuming that the same district had an
assessed value of $50,000 per pupil in WADA, by using the gualifying rate of
1.08%, it could obtain ($50,00C x 1.08%) $540 in local taxes. Since this is

in excess of the §520 guaranteed, it would ostensibly recelve nothing from the
state. But, as stated, each district, regardless, was entitled to the flat
grant of $48 plus 19 per cent. So, it would receive $48.00 plus 19 per cent

of $48.00, which is $9.12, for =z total of $57.12 per WADA pupil. In passing,
it should be noted that the qualifying tax rate of 1.08, .84, or .90, depending
upon the nature of the diétrict, was the minimum tax rate that a district was
required to use to be eligible for aid. Districts could levy in excess of these
rates if they desired, but then the qualifying rates, not the actual tax rates,

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

~This plan of system of figuring state éid, while it gave aid to poorer
districts at least in the sense of property valuation “poor" districts, was far
from ideal. It definitely gave more aid to poorer than to wealthier districts.
In the first place, the 19 per cent add-on operated in favor of the poorer
distriets, but any increase in tax rate did not give proportionate benefits
to the poor and the rich districts. An increase of one per cent in excess of
the qualifying rate gave the district with a $20,00C assessed value per WADA
pupil an increase of $200 per pupil, but .in the case of the $50,000 assessed
value per WADA pupil district, it would have $500 per pupil. Thus the poorer
district would have to increase its tax rate two and one-half times as much as
the wealthier district in order to get the same amcunt of money per pupil'in
taxes. When it is recalled that the average expenditure per pupil in Illinois
for 1972-7% exceeded $1,000, it is easy to see that districts with extremely
low assessments per pupil found it practically impossikle to have even the

state average avallable to spend per pupil.

Tn Illinois the operation money available to schools is found in a large

number of funds with independent taxing powers. Funds, other than the education



fund and the transportation fund have always been totally dependent upon lecal
taxes for all their money. Thus, it is obvious that when even maximum tax rates
were levied in the other funds, poor districts found it difficult to secure
sufficient money. Conversely, wealthy districts found it relatively easy to

support these funds.

While the plan for determining the amount of state aid due each district,
which was just described, was, in general, the plan followed until recently,
several minor changes that had been made should be ncted, Following the en-
actment of the state_income tax law in 1969, anolher alternative to increase
state assistance to middle-income tax districls was added to the flat grant
and equaliﬁation alternatives. Under this alternative, 1f a district would,
as the result of using the regular foundation formula, get less than $120 per
WADA pupil, a different formula for calculating aid was used. The principle
was that from the time that a district got $120 per WADA pupil, the amount of
decline in aid per WADA pupil would be smaller as assessments increased. When
either the $120 or less system, or the §43 flat grant system was used, the 19
per cent add-cn was added to the amount the state paid the district. Thus,
when, as the result of calculating aid, the district was entitled to $10C per
WADA, it would be paid $119.

Then, by 1973, in addition to a choice of the systems of calculation Just
comuented upon, certain districts could claim additional aid if they qualified
on the basis of size, This additional aid resulted from a plan fer increasing
the WADA of the district for part of the state aid calculation., In districts
having 10,000 to 19,999 WADA, the WADA as used in calculating the amount due
under the basic §520 formula was increased by adding 4 per cent to the actual
WADA; in districts having 20,000 to 29,999, it was & per cent; in districts
haying 30,000 to 200,000, it was 12 per cent:; and in districts having'more than
200,000 WADA, it was 16 per cent. This increased WADA could only be used when
the $520 formuia was used. The 19 per cent édd—on could not be added to the
increase because of the increase granted in WADA. This meant that the size
factor caused these districts to have to calculate their aid both with and
without the increased WADA, and then combine the two calculations in a special
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In addition to the above alternatives, districts could claim additional
money when 5 per cent -or more of the students had parents or guardians employed
by the State of'Illinois, or any of its agencies working in any state office
building mzintained and operated by or for the State. Such a district was
entitled to claim one-half of the difference between the calculated operating

expense. per pupil and the general state aid furnished under the several formulae

' described.

Legal and Judicial Pressures that Affected the Reform of 1973

In 1969 in the McInnis v. Shapiro2 case, Illinois had one of the pioneer
cases which served as a forerunner for the 1itigation in 1970-1973 on the ques-
-tion of equity. This and other factors, such as .the University of Chicago
serving as the academic springboard for Dr. Arthur E. Wise, the author of Rich

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

of the 1970-73 era, all served to bring pressure on Illinois educators and

more importantly, Illinois politicians, as it related to the guestion of finan~

cial equity. As early as 1969, a powerful minority of the Illinois School Prob-
lems Commission had recommended é new formula and its chairman had directed

that the paper on "Alternatives in Educational Expenditure Policy for the State

of Illinois™ be published as a part of the Tenth School Problems Commission

b ) . .
-Report, which was distributed to most school adminisirators and all legislators

in the state.,

When the Serranc case was first decided by the California Sﬁpreme Court
in 1971, many perscns in.state government'in Tilinois understood the shortcom—
ings of the foundation-type formula that was in effect and saw the implications
of such a decisicn for the State of Illinois.5 It would be fair to say that
Illinois was in a "state of ferment" over finance by 197)1. Both the Gpvernor
and the Superintendent had appointed major commitiees to explore the problems _
of funding the schools after the 1971 case and both had reported before Rodriguez
was decided in March of 19?3.6 These reports had been written with the burning
issue of equity still unsettled, as it is probably still unsettled. The reform
package ultimately adopted was, however, the only plan for funding education
that appeared as an option in both of these reports. The first public proposal
of the basic features of the plan adopted in 1973 was presented fo the Adminis-



trators houndup at Illinois State University on December 4, 1971. This Roundup

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

Illinois Assemblymen took the Rodriguez case to say that the problem
 was bad, but to qucte one of them, "The responeibility rests upon each of the
.separate states to bring about a greater degree of equity in school finance.'
In Illinois, with great involvement of many persons, a movemeﬁt was started.
to inprove fuhding, to bring about better equity, and to abandon the "minimun
program" concept in favor of a quélity funding program. These fiscal policy
goals are examined in more detail later in this report. Without the pressure
of court cases and other national movements, it would not have, in the authors’
judgment, created the great interest which was created in studying and solving

the problem,

As the 19732 session of the General Assembly got underway, there was a
new governor taking over who had pledged to improve educational funding, but
who was not familiar with the details of.school finance. The School Problems
" Commission Chairman was a teacher who both understood school finance and the
fine-working of the political process. When the final vote was taken and the
compromises had been struck, the vote for approval of the reform measure, HB 1484,
was 43=0 in the Senate and 136-0 in the House. The Governor signed the bill
without change. After one year of operation, a "clean-up" bill was passed

to improve the administration potential of the bill.

It i1s not possible to show cause and effect in any empirical way between
court cases and the enactment of HB 1484, but no person involved could be con-
vinced that there was not great influence exerted by the awakening which the

court cases caused in the entire field of school finance.

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

In the 1973 session of the General Assembly, House Bill 1484, deaiing
" with the basis for allocating funds to¢ local districts, was enacted. It amended
the system described previously and added a completely different option. One
of the principles that is importaﬁt to keep in mind regarding this bill is that

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



of the 1972-73 law or (2) under a new system known in Illinois as the '"Resource
Equalizer," which is scmetimes referred to in the national literature as a

"district power equalization" formula.

The fact that the old formula (1972-73) was changed, as is described
later, does not erase it as z save harmless'provision. However, the addition
of a Title I weighting and the 6% increase both increase the amount that a dis-
trict is entitled to receive if this option 1s exercised. As a result, the
foundation formula which remains is more than just a save harmless device.

This fact complicates the pure working of the resource equalizer in the study
of equalization effects and explains some of the problems found in the latter

part of this study.

The amendments of 1972-73 changed the old foundation level formula in
two specific ways. The 19 per cent add-on was changed to 25 per cent. This
guaranteed that every district would earn 6 per cent more aid than it was able
to earn earlier. The second major change was that in counting WADA, any district
could add a& weight of .45 for each Title I studént residing in the district.
(Title I students are defined as those counted for Title I of the Elementary
and Secondary FTducaticn Act of 1965, as counted in the 19?0 census.7) This
option of using the .45 Titie T count cannot be used in calculating the amount
of aid if the sigze factor described earlier is used in detérmining WADA., After
1974, the size factor will be eliminated, and a district wishing to file under
the amended version of the 1972~73 formula may not use it. One other change
that will affect a very few districts Iis that a district is prohibited from
receiving an increase in appropriations of more than 25 per cent of the funds
received in 1972-73. As written, this not only limits the increase from Title I
wéighting but from all other inecreases as well.. The_law actually says that the

increase in any year may not be more than a 29% increase over the previous year.

The second option in the bill is the most significant. It provides that
a distriet may elect to receive aid under a new system designed tc equalize
the resources back of each pupil in WADA. The full meaning of this concept is
designed to take effect over a four-year period. When fully operative, the

use of this option--the Resource Equalizer—4if elected, will guarantee each



district the amount of money per WADA pupil that its operational tax rate will
produce if it khad a $42,000 assessment per WADA, if it is a kindergarten through
12 district; $64,615 is guaranteed if it is an elementary district: and $120,000
is guaranteed if it is a secondary district.8 This means that if a K-12 district
has an operational tax rate of 2 per cent, it will be assured of recelving

$#840 per WADA pupil ($42,000 x .02). Now, if it has an assessed valuation of
only $20,000 per pupil, all it can get from local taxes is ﬁ#OO per pupil.

But, under this law, the state will provide 2 per cent of the difference between
the $42,000 assessed value and the $20,000 ($22,000) or $hko. Several examples
illustrating how districts of different éssessments per WADA can set their in-

come levelrby the level of taxes they are willing to pay will be found ‘in Table 1.

TABLE 1

AID PER WADA STUDENT FOR K-12 DISTRICTS
WITH DIFFERENT ASSESSED VALUES PER WADA STUDENT
AND DIFFERENT TAX RATES, USING THE RESOURCE EQUALIZER

Share on From
Which Local From
_ _ State Pays Tax Taxes State Total
District Guaranteed . Local {(b - ¢) Rate  (cxe) (dxe) (f+ g
& b c d e bl g h
A §42,000  $20,000  $22,000 2% 400 $4ho  § 840
B 42,000 20,000 22,000 - 2% 600 660 - 1260
C L2 ,000 10,000 32,000 % 200 640 840
D 42,000 10,000 32,000 2% 300 960 1260

At this point, one limitation in this plan must be noted. Regardless
of a leccal district's operaticnal tax rate, the state, in arriving at the.amount
of aid to be granted the district, will not contribute in excess of 3 per cent
for unit districts, 1.95 for elementary districts, and 1.05 for secondary dis-

tricts. In other words, it will give no district money in excess cf that which



it is entitled to by using the rates indicated. Effort, as measured by tax
rate, 1s rewarded by this system, and the resources available to educate pupils

are equalizged.

Because of the great cost involved in paying each district the full amount
that the use of the Resource Equalizer would require, and a need to change the
system from time to time so that program adjustments may be made, the General
Assembly decided to fund the Resource Equalizer option through four or more
years. Thus, a district.will get only one-fourth of any increase that the
Resource Equalizer would give it the first year, two-fourths or one-half the
second.year, and three-fourths the third yeasr, unless a second limitation in
the bill applies. This second limitation is that no district may receive an
increase greater than 25 per cent adjusted for increased WADA. In most cases
the districts will be receiving the full amounts due them in four yesrs. Be-
cause the state participated at a very low level in suppcrting secondary districts
prior to 1973, in most cases thelr beginning base is so low that they will ' .
generally take more than four years to achieve full funding. Most unit and
elementary districts will achieve full allotment of all funds earned in four

years.

As is obvious, since the full amount is not paid in the first year, some
districts that would profit from the Resource Equalizer if it were fully funded
may walt until the second, third, or even the fourth year to elect to make use

of the Resource Equalizer.

In addition to guaranteeing equal support for equal effort when fully

funded, the election of the Rescurce Equalizer accomplishes several other things.

1. K-~12 grade, elementary, and secondary school districts will be treated
equally by the state when they make a comparable effort {tax at equivalent rates).
The financial penalty for being organized in any particular type of disfrict,
which had aiways been a part of the foundation formula, was eliminated. There
are, however, built-in provisions that will make it financially desirable to

form unit districts for several years.
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2. When districts reach the maximum tax rates (3.0, 1.95, or 1.C5 per
cent depending on the type of district) that the state will recognize as the
basis of its participation, and achieve the $1,260 per weighted pupil expendi-
ture, they are limited in additional taxes and in what can be done with the
additionzl funds received. The bill provides that each district may exceed
the $1,260 by 15 per cent for innovative programs or research or experimental
programs or other enriching experiences by income from increased.total taxes.
If the tax rate for operational purposes already exceeds the maximum tax rate
that the state will participate in, it may keep the powsr tc secure this 15
per cent, subject only to a '"back dcor referendum."9 If it doeés not already

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

3. The tax retes set in the bill afe flexible maximums but in the yesr
following the receipt of the money, districts must not levy for operational
purposes more than the amount allotted in the bill, except as provided in
Item 2 above and Item 4 below. There is a mandated tax rollback for high-tax
districts after provisions allotted in Item 2 above and 4 below are considered.
The rollback is to be accomplished after the additional revenue is received.
Receipt of all revenue that the formula would pay a district i1f all money ine
dicated by the formula were received would mean rolling back taxes to the level
in the bill adjusted by Item 2 zbove and/or 4 below. However, since all revenue
will not be received for some time, the bill requires only a proportionate roll-
back in the next levy made by the district. This means that all new monéy paid
by the state to a district may not be available to develop more programs or L0

raise salaries but in many cases will be used to grant tax relief.

. Districts that were receiving in excess of $1,260 per WADA pupil
in 1972~73 may, through the use of local taxes, continue to receive amounts
above $1,260. The amount of funds received in 1972-73 for operational pur-
poses may be increased by 15 per cent by the same methods that districts at
" or below $1,260 per WADA pupil increase the $1,260 figure (subject to a "back

door referendum" if taxes are already authorized or by direct referendum).

There are some definitions and explanations that must be clearly under-

stood if the Resource!Equalizer is to be comprehended or calculated.
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1. TWADA is calculated by adding a weighting for Title I students on
a sliding scale. Any district which has the same pércentage of Title I WADA
students as the state average (19 per 100) may add to the normal WADA 375
for each Title T student in the district. As the percentage of Title I students
in a population increases or decreases this figure (.375) is adjusted upward
or dewnward, except that regardless of the percentage of Title I students, no
district shall be allowed to -weight its Title I students more-fhan +«7De Three
exampies will serve to illustrate how this works. If a district with a WADA
of 100 had 19 Title I students, it would be considered as having a WADA of
107.13, since each of the 19 Title I students is weighted by 19/19 of 375
and there are 19 students (19/19 x .375 x 19). If it bhad 10 Title I students,
it would get a WADA of 10/19 x .375 x 10, added to 100, or 101.97. But, if it
had 38 such students, it would get 38/19 x .375-x 28, added to 100, or 128.50.
The normal WADA which is increased by this method is arrived at by using the
- following weights: .5 for Kindergarten, 1.0 for grades 1-8, and 1.25 for grades
9-12, just as it was calculated in the 1972-73 formula.

2. One-fourth increase allowable each year is one-fourth of the differ-
ence between the 1972-73 amount of money earned and the calculation of full
funding of the Resource Equalizmer for the year, It is simply 1972-73 amount
earned  plus one-fourth of the difference between the 1972~73 amount earned and
the calculated amount that would be earned if the Resource Egualizer were used
for the year in question. ZFach successive year, the entitlement will be one-

fourth until full funding is accomplished except as explsined in 3% below,

2. The 25 per cent increase per year limits any increase for any pur-
pose except.increased WADA, A district may move from the amount earned in
1972-73 to the calculated amount for the year in question as rapidly as a 25
per cent increase of the base will allow. Districts increasing their WADA as
calculated in 1972-?3 will receive prpportionate'increases. This 1lncrease
should pay the district in the year of the increase the same amount that it
would have received had it had the students enrolled in 19Y2-73 and continued

to have them in school.
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_ 4. The bill defines all operational tax rates in a negative way by
saying what is not included. All taxes used to support funds, except bond and
interest; rent; transportation; special education; operation, building and
maintenance; capital improvement fund; and vocational building are included

in the cperational taxes and are used to establish the effort of the district.lo

5. Funds received by the district under the Resource Equalizer may be
expended in any fund for_which the board is authorized to make expenditures
whiie the funds from the Common School Fund paid because of the revised 1972-

Y5 formula are restricted to the educationzal fund.

State aid is paid to a district based on .the TWADA for the year. Be-
cause state officials cannot know in advance what the TWADA will be, all monies
sent to a disirict are considered as an estimate, in reality based on actual
calculaticns for the precedihg year. When a year is completed and the report
submitted, the actual entitlement for the year is established. If the esti-~
mate has beeﬁ low, the state owes the district; but if the estimate is high,
the district owes the state. The adjustment for an over or under payment is
made in the year following the over or under payment. As an example, a district
in one year received $100,000 which becomes the estimate for the following
year. 'However, in the second year the district actually earns only $90,000,
and therefore was.overpaid $10,000, Thus, in the third year the estimate will
be $90,000, but since the district owes $10,000 it will receive only $80,000..
Frequently this is referred to as a deuble penaity, but in fact it is simply
paying back money received in the first yeaf that did not belong to the disw
trict. If in one year a district earned $100,000, the estimate for the next
year would be $100,000. If, however, the report at the end of the second year
showed that the district shculd have been paid $110,000, then the esﬁimate for
the third year would be $110,00C; but, since'the.state-would owe the district
"$10,000, the payment in that year would be $120,000. Confusion would result
in the fourth year if no factors changed, since the district would.go back to

getting only the $110,000 earned.

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

may be calculated either by the revised foundation formula or the "resource
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egualizer." Districts may shift as their TWADA and assessments change if the
other system is to their advantage. This report is being written after only
one year of experience with this reform, but the Office of the Superintendent
of Public Instructicn reports that'85% of the students of the state are in
districts that have elécted the resource equalizer.ll Preliminary calculations

for the second year put that figure at 93% of the students of the state.

Summarz

In 1975 when the School Problems Commission recommended the reform pack-

age to the General Assembly, they said in their official report:1

" The basic principles and features which the recommendation
included are as follows : : :

1. The state would support either the current formula or the
new formula, whichever was to the district's advantage.

2. The WADA would be counted as it is at present with an ad-
ditional weighting of .375 per Title I student adjusted so that the dis-
trict with the same proportion of Title I students as the state would
get a weighting of .375 per Title I student. Districts with a lower

- ratio would get proportionstely more but no student would be welighted
more than .75.

. 3. The state would guarantee each unit district an assessment
base of §42,000 per weighted pupil, each elementary district a base
of $64,615 per WADA pupil, and each high school district a base of
$12C,000 per WADA pupil for operational purposes.

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

5. A district would calculate its entitlement under the formula
by subtracting its assessment per WADA pupils from the amounts shown
in 3 above and multiplying the remainder by the tax rate collected in
the district for operational purposes described in 4 above up to the
maximum rates defined in € below.

6. The state would allow districts to participate up to a maxiw
mum tax rate of 2% in 12-grade districts, 1 95% in elementary districts,
and 1.05% in secondary districts.

7. Local districts would effectively set their level of exw-
penditure when they set their tax rates since all would be guaranteed
the same reward for the same relative effort except for those districts
having assessments greater than those levels set in 3 above.
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8. The students in each district of the state would be treated
equally regardless of the type district in which they lived. There
would be no penalty because of the type of organization of the district.

9. Districts having taxing power greater than that outlined in
6 above would be required to reduce their levy in the year following
the payment of additionzl funds by the state. The exception to this roll-
back would be where the people voted by referendum to allow a 15% increase
for enrichment and experimentation or where the people had already voted
additional taxes the board could by resolution keep such taxes subject
to a back door referendum.
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CHAPTER II1

CRITERIA FCR THE EVALUATION QOF THE ILLINOIS REFORM OF 1973
(A PROLOGUE TO PUBLIC LAW 93-380)

It is a judgement of history thét all revolutions carry with them the
seeds of their own destruction and that all bright reforms must eventually
tarnish and turn ugly. This is so because revolutions and reforms are made
by men and men are fallible. While mankind can probably never escape com-
pletely this terrible retribution of the Gods, one way to avoid at least the
worst consequences of well intenticned, but imperfect, reformers is to try to
evaluate those reforms scon afler they have occurred. No less a school finance
reformer than Charles Benson has warned us: "The major problem in social pol-
icy reform is not saving poor people from themselves but from reformers."l
It can not be claimed that the record on school finance reform evaluafion is
particularly goed. Perhaps this is underétandable though not.defensible. For
the last three and one-half years much of the available manpower in school
finance circles has had to go into either (a) the actual promotion of these
refdrms, or (b) the straightforward description of what has been done. There
has been little time or effort left for an evaluation of what has, or has not,

been accomplished.

The raison d'etre for chapters two and three of this report 1s there-
fore twofold. First, since this report will be circulated to decision makers
within the state we wish to assure them that school finance reforms will not
go unevaluated and that those who had some.parf in the actual passage of the
reforms are committed to taking a hard look at the consequences of that reform.
Second, since we feel that the evaluation of recent school finance reforms
should be encouraged in all states, we have tried to design the Illinois evalu-
ation so that it could be replicated in any state. The evaluation task will
be accomplished in four parts. In this chapter we shall address ourselves to
the selection of criteria for the evaluation and then shall describe the dper-
ationalization of eéch of the criteria in terms of the measurements used. In

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

16
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forth what we believe to be the principle limitations on these findings, and

then conclude the pfoject with suggestions for further research.

Selection of Gritefia for Reform Evaluation

Evaluation normally entails the comparison of what "is" with what some
individual or some group thinks "ought" to be. The "ought" is then freguently
articulated as a set of criteria by which the Mig!" can be Judged. In school
finance policy the determinaticn of what "ought" to be is a Herculean task in
and of itself. There are no less than four sources to which one can burn for
guidance on the question of what an "idealﬁ state K~12 allccation system should
be like. The most traditional source would be the academically based students
- of the subject, the professors in educational administration or social science
departments in universities around the country. Perhaps these "ex cathedra
pronouncements carry less weight than they once did, but they continue to ema- -
nate from our major centers of learning. 'Likely this will remain a major source
of information on such normative matters since the proféssors are pzid, at
least partially, by citizens, parents, and students, to think, read, and write
on the subject. Since 1971 the courts of the land have become & second impor-
tant source of information concerning what the K-12 finance system "ought" to
be like. Often the wishes of the judiciary are stated in the negative, that
~is, the judiciai pronouncement is in terms of what ought not be the case in
any given state schocl finance system. The third soﬁrce'is practicing legis-
lators themselves. This is very appropriate. After all, it is the state legis-
lators who must make the actual decisions on the allocation formulas. It is
tc be regretted that we have far, far more publications from those who only
"advise on policy formation than from those who actually make the policy it-
self. Perhaps we should pay the législators to think, read, and write on the
subject? Finally, we can turn to the product of the legislators, the laws them-
selves. Almost all new legislation contains statements of what these new en-
actments are intended to accomplish. We shall look briefly at each of these

four sources in turn.

This is not the time nor the place to try to document what every major
school finance writer has said about his or her particular messianic vision of

an "ideal" school finance system. Indeed, readers already familiar with much
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of this school finance literafture may wish to proceed directly to the next sec-
tion on operationalization of the criteria and then on into the chapter on
empirical findings. There are at least threé good reasons, howsver, for spend-
ing a few moments referencing literature dealing with school finance evaluative
criteria. In the first place it is perfectly possible, indeed it is likely,
that some readers will reject in part or in whole the four criteria we even-
tually selected o evaluate the Illinocis reforms of 1973. We therefore have

an obligation to indicate where a more complete discussion of these criteria
can be found. Second, it is not difficult to observe that as schocl finance
became a more socially prominent topic in the last three or four years a number
of individuals with little or no knowledge of the prior literature have become
interested in the topic. It is helpful to these newly arrived investigastors

to indicate something of the literature available., Thirdly, there may well be
too much emphasis placed on the "how" of school finance snd not erough time and
resources invested in exploring the '"why" of the subject. Indeed the generzl
charge that administrative studies of all types are often theoretically and

conceptuaily thin is not without a certain amount of truth.

It seems to us that the literature on school finance criteria can be
classified into about five categories. It should be understood that the authors
we are about to cite in the footnotes have written in more than one of these
five categories. In particular if an individual has been active for any length
of time in the school finance field,' there is a very high probability that his
or her inguiries have taken them into more than one of the five classifications
listed below. Nevertheless, we believe the materials cited are not unrepresen-

tative of what is dvailable.

There is first a type of writing that is clinical and prectical in ori-
entation. The primary purpose of these efforts is to describe the ”bést avail-
able practice" in the school finance field. The blder literature here is hor-
tative in naturé and is based upon "expert judgemént” concerning what consti-
tutes & good school finance system. The more recent contributions in this tra-
dition are based upon summaries of legislative action., The goal here is to

derive inductively a set of criteria for judging school finance systems based
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upon a commen denominator of informed opinion. The writing is most certzinly
not devoid of concepts, but the conceptual apparatus used is seldom systemati-

cally examined.

Contrasted with this first type of literature on evaluative criteria
there is a second classification that is less hortative and more analytical

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

zation" or "need" and then to use these re~examined constructé as criteria for

3 . .

school finance reforn.

A third body of literature relating to criteria for school.finsnce re-
 form is also coneepiual in nature but draws heavily from the corpus of court

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

A fourth bedy of literature is primarily deductive in nature. School
finance reform criteria are deduced from a priori assumptions about the nature
of an "ideal' sccial and/or economic order. Since there is a wide spectrum
of opinion concerning what might constitute an '"ideal! social and economic
structure for the United States one would expect to find, and one does find,

a very great variance in this particular body of literature with rather striking
contrasts present between Mliberal" and “conservative! positions on criteria

5

for scheool finance reform.

Lastly, there are some attemptstc tie current school finance reform
directly into basic assumptions concerning democratic government or at least

to the assumptiqns underlying the political philosophy of a democratic society.

The above five categories are not exclusive. Even the most practical
oriented studies do assume certain values or assumptions concerning the school
. finance world of the future. What is worth.noting is that there is now, and
there has been for some time in the past, a sizeable body of literature in school
finance that deals guite explicitly with values énd value positions. As the
number of economists increases 1n the school finance field it is likely that
those who attach great importance to "positive economics'" rather than insti-

tutional or normative ecconomics may feel rather uncomfortable with this value
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oriented ZLiteraL’w:fe.'7 Economists, however, who are at home in the areas some-
times labled "political economy™ or "social economics" should have no difficulty

at all dealing with this literature.

There is a new source of good school finance literature in the opinions
of Judges who have been required to offer pronouncements on litigation surround-
ing constitutional challenges to state school finance allocation systems.

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

9

that have been drawn up for scme of the major cases” and in articles appearing
in law school'journals.lo Since much of this lesgal material is in constitu-
tional terﬁs, it reinforces the political or governmental literature mentioned
above dealing with evaluative criteria for school.finance reform. There is

a miner difficulty here in that much of this legal literature is available to
the non-lawyer only at considerable additional effort to understand the mys-

teries of law libraries and the complexities of legal bibliographical systems.

The writings of the_legislators themselves are alsc not as accessible
as the standard academic materials since they tend to be drafted for state
audiences or for even smaller groups of pew:)plc—:-.:Ll Nevertheless, they are quite
revealing and useful when one can acquire them. Despite the efforts of organi-
zations like the Education Commission of the States there is also still a prob-
iem in abquiring coplies of the actual new stafe laws on school finance. It is
to be hoped that the recent monograph by the National Legislative Conference
will encourage others. to make available reprints of the new state laws.12
With regard to the light these statutes might:cast on the matter of reform
criteria there is a tradition that new legislation carry a statement of intent
of the legislature. Normally this appears directly following the "short title."
Legislation passed in Florida and Maine in 1573 boncerning school finance does
carry such sections and they are helpful as to how school finance might be
~evaluated in those states. Unfortunately the school finance section of most
school "codes!" is a much amended porticn of school law. Therefore "intent!
secticns are often either out of date or more likely completely missing since
they have been struck somewhere in the continual amendment process. It might

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

intent sections.
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Some will think that the above recommendation is not at &1l useful since
intent" sections are, by the necessity of political compromise, worded in
very general terms. This is true and some of the wording of Public Law 380
of the 93rd Congress illustrates this very well. Section 801 for example pro-
claims: "it to be the policy of the United States of America that every citi-
zen is entitled to an education to meet his or her full potential without finan-
cial barriers." This general public policy goal is then furthér elaborated in
Section 842 where it is required that states desiring federal aid 1n developing
plans or programs for financial assistance to local districts develop a plan:
"(4) which is consistent with such standards as may be reguired by the four-
teenth article of amendment to the Constitution and (B) the primary purpose of
which is fo achieve equality of educational opportunity for children in attend-
ance at the schools of the local educational agencies of the State." The fed-
eral statute then leaves the question of evaluative criteria at this high level
of generalization and charges the United States Office of Education with the
responsibility for drafting guidelines and regulations which are consistent with
the general criteria. In the hope that this report might be of some help to
the USOE in this guideline drafting process we shall now turn to the four cri-
teria selected for the Illinois evaluation and argue that all four criteria

are consistent with Section 842.

The first criterion selected we shall term ”permissiblé variance.' We

13

draw this notion largely from the writings of Wise ™™, from some of the court
debisionslq.and from McLoone.15 This we see both as a student equity criterion
and a taxpayer equity criterion. Essentiallj the criterion rests on the as-
sumption that equalizaticn cf educational opportunity reQuires a narrowing of
the variation in the levels of expenditure per pupil between districts within
a.state with the passége of time. No claim is made however that all students
should have the same amount spent on them. Indeed educational need differences
between students would probably necessitate that there alwajs be some amount

of variation in expenditure levels between school districts. As Berke so suc-
cinctly puts this point: '"Treating unequals equally is a highly gquesticnable
definition of equity."16 Equality of educational opportunity may require,
however, that students héve access to similar levels of educational servicés,

unless their special educational needs dictate differential kinds of services.
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Furthermore, this may be true irrespective of the effect of these educationmal
services on their future earnings, life styles, political activity, or any other
kind of long range educational "output." We tend o agree with Gohean'that

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

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

a certain "softness" to it in that what is a "permissible" vériation in expendi-
tures to one citizen will not be "permissible! to another. Tor example, in-
dividuais who wish to accord a great deal of weight to local control in the
provision qf educational services are likedy wallew a considerable variation
based on their view that parents do have a right to decide the levels of educa-
ticnal provision for their children and more importantly for their neighbors!
children. Individuals who are more concerned zbout the rights that children
might have as future citizens themselves, rights to be defended even against
their own parents and their parents' neighbors, will likely be desirous of a
smaller variation between districts. It is "soft!" also in that variations in
expenditure levels are caused by many determinants such as regional cost -of
living differentials, different concentrations of students needing special
educational services between school districts, characteristics of the Teaching
staff, ete., as well as the more obvious source of variation; e.g., local ability
to pay. On the other hand this criterion is not difficult to explain to judges
and juries and the very notion of "equality" seems to demand reductions in

variation.

As has been explored elsewhere cne needs to answer the guestions: 'vari-
ance in what?" énd also "variance among what uhits of distribution: families,
individual scheools, school districts, etc.?”l8 Much more controversial and more
powerful notions of permissible variance emerge 1f it becomes apparent that the
goal is really a narrowing of the variance in some kind of "output" measure-—
ment rather than a narrowing of the variation in various kinds of school "inputs."
In this report we have not attempted to expand the criterion in these directions
but have restricted the notion to expenditures per pupil and to.tax rates.

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

distribution of tax burden. Again, it does not seem "fair' to us that taxpayers
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are subjected to widely differing levels of tax burden based sclely upon their
place of residence. If we could be assured that these tax burdens reflected

only the willingness or lack of willingness to support educatioﬁ then we might
not be so concerned with the variation in tax rates amcng districts. However,
tax rates vary for reasons not related to the desire of local citizens to sup-

port educaticn. 'The most prominent of these factors is again local ability to

pay.

Professor McCloone would also have us concentrate upon the reduction of
variation in expenditure levels per pupil, however, his attention is directed
primarily to the lower end of the expenditure per pupil distribution. In his
own words: "Some may interpret the expression "equalization" as striving for
the same level of expendifure in all school systéms——as reducing the high and
lifting the low. A4s used in educational finance,'equalization does mean reducing
the differences between the high and the low, especilally where the low expendi-
ture is due to insufficient resources. However, the foundation program concept
seeks to reduce the differences by raising the level of support in areas of
low wezlth without reducing expenditures in high-wealth areas.”19 The McCloone
approach can be therefore thought of as.a "conditional” approach to "permissible
varisnce." It 1is viewed as permissible for the expendituﬁe distribution to be

skewed to the right; that is, for some districts to have expenditures consid-
| erably above the median, but it is noﬁ thought permissible for the expenditure
distribution to be skewed to the left, e.g., for large numbers cof districts to
heve expenditures considerably below the median. This fiscal policy position
is squarely in line with the late professor Paul Mort's defense of "lighthouse!
school districts, e.g., those districts that could, and would, spend far more
than the average district. We have incorporated both approaches to permissible
variance into the current study; that is, a total reduction in variation A&mong
expenditures and a reduction of variation only below the median. It was con-
cluded therefore that the reforms of 1973 would be judged successful on this
first criterion if a narrowing of the variation in expenditures per pupil and

educational tax rates had occurred after the reforms.

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

This is a most interesting concept and more complicated than the first criterion.
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The literature on the subject reveals some support for this criterion,19 some
OppOSitionao and some articles questicning the scope and dimensicns of the
Concept.al We believe there are at least two aspects to this notion. The
first is a value position that states that the level of educational services
provided in a district should not be a function of.local district wealth.

This i1s obviously a student equity notion and if we are to believe the previously
quoted Section 801 of Public Law 93-38C, this value position has keen endorsed
by the Congress of the United States. Similar statementé'are also found in

the "intent" sections of several recently passed state school finance laws.
One Important implication of this notion is that it moves the purchase of edu-
cation into a quite different frame of reference than the purchase of other
goods and services in the economy. We do not say to consumers that the purchase
of automobiles, for example, should neot be a funétion of local family wealth. |
Indeed most Y"demand" schedules are closely related to income schedules. But

in this one area of public services we have departed drastically and rather
dramaztically from the "market! orientation of ordinary cconsumer purchasing.

It is beyond the scope of this paper to explore why we have chosen fto piace
educational goods and services in this unigue position. We would venture one
suggestion, however, and that is that it is not possible to treat =sducation as
purely a consumer good but rather as an allocation of funds that is partially
consumption but also partially investment in human capital formation.22 As

far as we can ascertain, however, there is nothing in the "fiscal neutrality"
criterion which prevents the level of educational services from being a funce-
tion of local willingness totax, or a function of the differences between edu-
cational needs of school districts, or a function of cost-cf-living differences
between school districis, or indeed any reasonable and rational determinant

of expenditures other than the interdicted local district wealth, All that the
fiscal meutrality criterion really says is thal the level of educational serv-
ices should be neutral as far as local wealth is concernsd. It is perhaps un-
.fortunate that the term "neutrality'" was chosen, since this brings to mind the
concept of neutrality of taxes. The kind of sllocation system contemplated
under most conceptualizations of fiscal neutrality is not at all neutral as

far as taxes are concerned,.
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There is a seccoud aspect of fiscal neutrality that has tec do with fair-
‘ness 1n the distribution of shares of the available state and loczl dellars
set aside for education. Viewed from this second perspective fiscal neutrality
holds that rich students and poor students should have the same share of state
" and local dollars available unless other non-wealth factors such as lecal will-
‘ingness to tax, or differences in the educational needs of the districts pre-
vent this from occurring. This is not a very radical notion. To the contrary
if stated_without the clause above referring to different educational needs,
it would allow no room for a "compensatory'" idea of educational spending.
There are many who hold that poor students should have a greater proportion
of the available state and local dollars spent on Lhem than are spent. on rich
students.zB- The advantage of this "fair share'" notion is that it leads one
toward the kind of measurements used in the studj of income distributions in

cconomics, in particular toward the use of the Gini Index and Lorenz curves

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

Perhaps the most important point about fiscal neutrality is that we
believe it is superior as an equity notion to the concept of ”equalization,”
at least és that conceplt has been used in some prior schcol finance research.
- Many studies define "equalization" as simply the flow of state money to local
school districts where that flow is inverse to some measure of local wealth,
usually property valuations. Measurements are then made in terms of product
‘moment correlations or regression slopes, and occaslonally in terms of Gini
coefficients.zq This . sort of investigation still serves a useful purpcse in
that it is quite important to know "who geis what?" However, its inadequacy
as an equily criterion can be gquickly demonstrated. Assume two states, X and
Y. Assume that X is 80% state support and Y is 20% state support. II ¥, which
provides very little state dollars for K-~12 education, decides nevertheless to
distribute most of the dollars to its poorest districts it will appear to rank
highly on many conventional measurements of "equalization." Assume further
that X, which provides a greal many state dollars for education,decildes to
spread its allocations among the wealthier districts as well as the poor dis-
tricts. By simple bivariate measurements between state funds and lecal district
wealth, state X will rank low on 'equalization." However, investigation of

variance in expenditure per pupil will probably show that there is less variance
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in state X than there is in state Y because the higher level of state funding
causes less dependence upon local property valuations. It is the inequality

of these local property valuations that causes the expenditure disparity prob-
lems in the first place. This is no new revelation. It has been observed by
several other school finance investigators.25 In fact it is this problem that
has caused MCLure26 and other investigators to prefer a "graphic'" method of
investigating equalization and equity effects cver almost any.kind of mathemati-
cal index and there 1s still much to be said for graphic apﬁroaches to "equali-
zation." In this investigation we have elected not to establish "equalization"
as a criterion, but rather to substitute the notion of "fiscal neutrality" as

a preferred equity criterion. It was concluded therefore that the reforms of
1972 would be judged successful on this second critericn if the State of I1li-

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

The third criterion is a téxpayer aquity critericn rather than a student
equity matter. As was mentioned in the introduction, since 1973 several states
have adopted grant-in-sid systems that are based upon the principle that any
two school districts that exert the same amount of effort should be guaranteed
the same amount of educational resources. In Michigan this was called Lhe
"equal yield" principle and in Illinois it was termed the "equal expenditure
for squal effort™ principle.27 This is, in our judgement, a politicaliy popu-
lar concept, and taxpayer equity accounts as much for the passage of the legis-
lation described in the first chapter of this report as any arguments for student
equity. As a taxpayer equity concept it would seem to fit into the "hth Amend-
ment! specification found in Section 842 of Public Law 93-380. Altheugh pelit-
ically popular, the notion of reward for local tax effort i1s viewed with con-
siderable sﬁspicion by many school finance expert5.28 At least seven objecticons
to the principle of “reward for local effort" can be put forward. First, these
local initiative systems may result in increased social stratification and
geographic segregation of social classes as the different social strata each
seek the tax rate or the expenditure level they prefer. Second, local deci-
sion-makers may not or cannot meet the needs of their local districts, even if
these needs clearly exisi. Two examples might suffice here. In rural areas
strong agricultural representation on local boards of education has kept tax

rates down and might continue to keep them down in spite of the reward the
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state would offer for raising the rate under the new formulas. Rural districts
might then net prdfit as much under these reward for effort schemes as would
suburban districts. We shall comment further on this phenomena in the findings
section of this report. Secondly, in some states, the central city educaticnal
tax rate is depressed by the phenomena of "municipal overburden," e.g{, central
cities educatibnal tax rate is kept low by the costs of non-educational muni-
cipal spending for police, fire, welfare, etc., As we will note in our findings
section, however, this is not so much the case in Illinois. There is enough

of a problem here, however, to conclude that reward for effort systems might
not alsc be utilized as fully by central cities as by suburban units. Third,
reward for effort formulas might alsc stimulate loczl property taxation, and
this would be directly counter to a strong desire for local property tax relief.
Fourth, it is possible that it will be the districts with higher income families
that raise their tax rates in response to the reward offered by the state rather
than districts with income poor families, There is, in fact, some limited re-
search evidence to support this notion already29 and we shall again comment
further on this in the findings section of this report. Fifth, there is a
special problem of Jow income households located in property affluent school
districts. Under any of the local initiative systems the property wealthy dis-
tricts might decide to increase their generally low tax effort in order to ob-
tain more state aid. The low income family living in the shadow of a factory

or commercial complex would then find its residential property tax increased
greatly. Benson and his associates are particularly sensitive to this possi-
bility and suggest a number of remedies for the situation, particularly the
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adoption of the so-called "circuit brezker." Sixth, students of general

local public finance have never been especially pleased with these educational
local incentive grants. They view these granté as encouraging local govern-
ments to spend funds on public educaticn that might well need to go into other
public services, e.g., health, sanitation, police, and fire, because of the
‘state reward for effort in public education. This issue largely turns on whether
one accepts orfrejects the claim of professional educators that public educa-
tion is a "unique" public expenditure.zl Finally, lecal initiative grants

might have the effect of maintaining small inefficient school districts since

the state would be rewarding higher tax rates resulting from diseconomies of

scale. Looking at these seven arguments the Phi Delta Kappa National Commission
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on Alternative Designs for Funding Education concluded that: "The aspiration
level of the citizens in a local school district should nct be the primary

A2

determinant of the level of spending.!

This is a rather powerful array of arguments against the type of grant-
in-aid system adopted in Michigan, Iilinois, and other states. Why then were
they passed? Because there are some equally compelling argumenfs on the other
side. First, these grant-in-aid systems directly attack the ancient equity
problem in school finance that is at once both taxpayer equity =and student
equity in nature. As early as 1905 Elwood Cubberly polinted out that two tax-
payers,.living in different districts, might find themselves in a situation
where one taxpayer paid a higher rate and received a lower level of goods and

services while another paid a lower rate and yel received a higher level of
educational goods and services.?}3 The school finance litigation of the early
1970's simply highlighted an equity problem that has been known and investigated
for seventy years. The systems adopted in Illincis and Michigan attack this
problem directly. Second, 1t is also true that these systems provide at least
some amount of tax relief to high tax burden districts. 5Since the general
correlation of tax rate with property valuvation is negative, the initial result
of the adoption of the Michigar and Illinois type systems is hound to give

more state mohey to property valuation poor districts. This should enable
.thesé districts to at least level off thelr tax rates in the futuré. There

is no guarantee that theée new fuﬁds will be used to actually reduce the tax
rates although the special provisions of the Illinois system described previously
do call for some tax reduction. The notion that those districts which have

the highest tax burden should receive the most state funds has considerable
common sense appeal, Third, tax rates may be high in some districts for per-
fectly legitimate reasons that are as compelling as the diseconomies of scale
factor is not compelling. For example, suburban areas have high tax rates at
least partially because the wave of migration to the suburbs has forced a heavy
burden on school governments in those areas in the last two decades. While
outward migration of business and industry has partially offset thié, there is
no doubt that suburban units have needed help for some time. The myth that

all suburban school districts are wealthy has been destroyed forever by a con-
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siderable amount of research. While educational tax rates in central cities
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are kept down by "municipal overburden' they are also pushed up by high cost-
of-living situations in these population dense areas. .Higher tax rates in
these arcas due to cosbs associated with population density probably do deserve
to be rewarded by the state. Fourth, educators have, in recent years, sncoun-
tered serious problems in passing local tax referendums. It is at least possible
‘that the type of reward for effort provicions passed in Michigsn and Illinois
will assist at least the property valuation poorer districts in passing some

of these referendums as the state will then pick up a larger share of each new
dollar levied. A careful study of tax referendums in these states after 1973
should cast some light on this situation. ¥Tifth, Lenin was correct in pointing
out the power of z slogan. It proved very difficult in Illinois to be against
the notion of "equal expenditure for equal effort." Even those who opposed

the grant-in-aid system described in the first seation were at some pains to
point out that they "agreed with the basic philosbphy.” Not among -this group
of course were those who supported full state assumption of costs in education
and are philosophically opposed to any form of mixed state and local funding
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for K-12 educailon. Sixth, for a very long time reorganization and consoli-
dation has been slowed by the fact that wealthier districts did not wish to
accept the higher tax rates that inevitably came with the absorbtion of their
poorer neighbors., Under DPE these higher tax rates are less of a problem and
consolidation and reorganization may agsin go forward. Z¥rom what has been
said it is clear that the controversy over local initiative systems will con-
tinue and indeed has begun to appear in the pages of journals devoted to local
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public finance matters. It was concluded, however, that the majority view

of the Illinois Legislature counted, at least in this gituation, for more than

the views of the professcrs, and that the reforms of 1973 would be judged suc-

cessful on the third criterion if the state could be shown to have moved toward
the goal of "equal expenditure for equal effort! after ﬁhe reforms had taken

- place.

The final criterion relstes to aid to urban districts. Like the third
-goal this also is an item of some controversy. Tt would take us toc far afield
to review the arguments pro and cen as to whether central cities are, or are
not, "poor.'! There 1is considerable research on this point.i? We did however

accept the notion that central cities should receive more funds from the state.
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It should be stressed that the rationale for aiding the central cities was in
terms of the concentrations of students with special educaticnal needs that

are found in those central cities. Poverty concentrations exist in Illincis
and indeed in all states cutside of central cities and therefore while the
grant-in-aid described in the first section was designed to aid central cities,
it was also designed to assist districts with high concentrations of low in-
come families wherever they might be found in Tliincis. It was therefore con-
cluded that if the central cities received more state aid per pupil after the
reform than before it would be judged az success on this fourth criterion. These
four criteria certainly dc not exhaust the list of criteria that could be used
for state grant-in-aid wmodels and we make no such claim. We do feel that these
four criteria are sufficiently important that no state could say that 1t had
thoroughly evaluated ite educational grant system without at least including

these four in the evaluation system.

In the next section we ghall discuss the operationalization of these
four criteria. It is particularly important that we do so. If "criterial
are left at a high level of verbal generalization then the courts cannot tell
if their orders have been carried out. In fact, school finance cases may not
even be Jjusticiable if the issues in guestion camnot be subjected to at least
some form of measurement. Lepislators cannot tell if their intent has, or has
not, been violated. In fact, a greaster danger exists in the legislative arena.
Without clear criteris for evaluating legislation there is a danger of extreme
pragmatism. Too often in school finance, as in other educaticnal legislaticn,
the temptation is to "pass a Christmas tree with a gift on it for everyocne,
and then figure out the wiring later." Clear statements of public policy be-
come lost in the necessary compromises that must take place. Without operational
statements of goals and meassurements of these goals there is no way to implement
a great deal of legislation including the newly passed Section 8h2 of Public
Law 93%-380. In fact, in cur judgment, this legislation almost regquires that
the states do now come forward with clearly defined and measurable objectives
for their school finance system. Tt may well be that the Congress of the United
States can do what seven decades of professcrizl effort has not been able to

do, e.g., muster some concensus on school finance criteria. TLastly, the school
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finance fraternity itself has a vested interest in this matter. A& cumnlative
body of knowledge in school finance is difficult if not impossible to erect
unless the major concepts are empirically grounded and measurable. For all
these reasons we now turn to the methods of measuring the four criteria we

have selected,

Operaticnalizing the Criteria

As indicated previously.the first criterion, permissible variance, can
be conceptualized at least two ways. The first notion used the entire variation
in expenditures per pupil and in educational tax rates. Several approaches
are possible here. One could depend upon the range, that is, the difference
between the largest and smallest number in a given distribution, or psrhaps
a better measurement would be the difference between the number at the 90t cen-
tile of the distribution and the number at the 10t centile of the distributicn,
since there are so many highly deviant school districts in most school finance
distributions. However almost any range statistic could be misleading due to
inflafionary effects., The inflation manifest in the last three decades will
cause all dollar amounts to increase including all range differentiais. Thus
especially over long periods of time there is an automatic bias in favor of
higher differentials at the second point in time as compared to a prior point
in time. For school finance changes only one or two years apart there is nc
great confounding effect, however, the whole problem can be avoided by dividing
whatever measurement of variation is finally chosen by the relevant measure-
ment of central tendency. For example, this could ve the difference between
the first quartile andrthe third quartile divided by the median. Since pre-
vious school finance research uses the so-called '"coefficient of variation,”
that is, the standard deviation dividedgby the mean and multiplied by 100,
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we have followed that convention here. Therefore the smaller the coefficient

of variation the closer to the desired state of affairs.

Since we owe the second noltion of '"permissivle wariance'" to Professor
McCloone it seemed appropriate to use one of his own indexes. The '"McLoone
Index" used in this report is based on the dollars required to raise the lower

half of the classroom units to the staie median expenditure. Since this study
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uses pupil units rather than classroom units the values reported here cannot be
directly compared to those reported by McCloone. Nevertheless, the basic pro-
cedures are the same. After the revenues required to bring all students in the
state to the median expenditure per pupil are determined, this amount is then
added to the actual revenues generated below the median and becomes the demoni-
nator of the index. The numerator is the actual revenues generated below the
median. Thus the larger the fraction, the closer the approach to the desired
stafe of affairs. GSeveral other indexes are possible usiﬁg the basic notion

of the dollars needed to move all students to the median expenditure, but we

elected to use only this one approach.

To.operationalize the concept of "fiscal neutrality" we have chosen the
Gini coefficient, or "cocefficient of concentration' as it is sometimes called.
As in previous research reported by Hickrod and his associates this index is
based upon a bi-variate set of measurements rather than a uni-variate set of
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measurements. That is, beth wealth and expenditures or revenues are used
rather than expenditures or revenues alone. This usage of the Gini index is

to be contrasted with the application made by McCloone which is based on expendi-
tures alone.qo Basically what is done is to rank the school districts from low
to high upon some specification of wealth. In this research we have used prop-
erty valuations per pupil, income per pupil, and a combination of the two re-
source measurements. Our experience working with this index suggests that one
can get quite different values depending upon both (a) the specification of
wealth used, and (b). the specification of pupils used, e.g., weighted v. un-
weighted, ADA v. ADM, etc. Once this wealth ranking of districts is completed
a cumulative percentage distribution of pupils is then formed starting from the
poorest districts and working to the top. A similar cumulative distribution

is established for state and local revenues. The two cumulative percentage dis-

tributions are then plotted on an X-Y axis.

I the "fair share" norm, previcusly discussed, actually prevailed in
a given state the X-Y.plot of the two cumulative percentages, wealth and state
and local revenues, would be, in fact, a straight line. That is, the poorest
ten per cent cf students would get ten per cent of the available "pie'" of state
and local mcnies, the poorest twenty per cent would get twenty per cent, etc.,

etc. A distribution of state and local funds would prevail that would be "neu-
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tral" of local resources and this is what is necessary in any operational defin-
ition of fiscal neutrality. The situation would be the same as a state of af-
fairs in which the state raised zll revenues and then distributed them back on
a head count irrespective of local resources. One might therefore think of it
as "full state funding" with flat grant distribution. However, previous re-
search in I1linois plus our general knowledge of the conservative nature of
state school finance systems in other states strongly suggests toc us that this
straight line is not the observed function formed by the plotting of the two
cumulative percentage distributions. To the contrary, we believe that the plot
of the two cumulative distributions will, in many states, form a curve which
will depart from the "ideal" straight line. This curve of two cumulative per-—
centage distributions, often referred to as a "Lorenz curve" will then be the
graphic representation of the "fiscal neutraﬂLity'.T situation in a given state.
There are several ways to derive a numerical value which will describe the
degree to which this empirical curve departs from the "ideal" straight line.
Appendix A to this report prepared by Professor Ramesh Chaudhari sets forth one
possible calculation procedure. Readers interested in the computer program

for such a calculation should address themselves directly to Professor Chaud-

hari.£+l

The conservative nature of the fiscal neutrality criteria is fully re-
vesled by this type of operaticnalization. A truly compensatory notion of
school finance would require that the poorest ten per cent of the students
ranked by wealth receive more than ten per cent of the state plus local funds
available for K-12 education, the poorest twenty per cent more than twenty per
cent of the ple, etc., etec., In cther words, full state funding with flat grant
distribution would not be an acceptable "ideal" situation té many "authorities"
in the scheool finance field. The operational definition can be changed, how-
ever, by weighting pupils according to their educational needs. If ?ﬁpils
have been previously weighted by cost differentials based on their different
educational needs before the rest of the calculations are performed then we
would have a situation in which the ten per cent poorest pupils, weighted by
educational needs, would be expected to receive ten per cent of the state and
local pie, the poorest twenty per cent, weighted by educaticonal needs, twenty

per cent, etc., etc. This "expanded" definition of fiscal ﬁeutrality would
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probably be more acceptable to many scheool finance analysts. Since the weighting
by educational needs varies so much from state to state it might be impossible,
however, to ever use this "expanded" operationalization of fiscal neutrality

in interstate comparisons. We have tzken a small step in this direction how-
ever in this project by weighting students with compensatory educational needs
prior to calculation of the Gini values. This is described in greater detail

in the next chapter.

It has been pointed out to us that the interpretation of the Gini value
is confusing if the curve ever rises above the line. That is; should there
be a state in which the poorest X per cent receive more than the X per cent of
~state and lbcal funds then the numerical value would not be of great use. In
other words, the procedure outlined in'Appendix A works well as long as the
curve is always below the line. Our experience in Illinois has been that the
curve does not cross the line. However, in the event that there are states
in which truly compensatory school finance systems are operative, e.g., the
poorest proportions of the students receive more than their simple head count
‘percentage share of state and local funds, then the curve itself would probably
be of greater value than the Gini coefficient whose calculation is outlined
in the appendix. This also might be the case if federal funds are included in
. the analysis. Tederal funds are excluded from the research reported here since
the focus in this project was upon evaluating an action of a state legislature.
Calculation of the curve and the coefficient with and then without federal funds

might well be one way of measuring the "compensatory! effects of federal funds.

Unlike the operaticnalization of the first two criteria we had no research
precedents for the third criteria, equal expenditure for equal effort. OQur
first inclination was to use the simple linear regression slope between tax
rate and combined state and local revenues. However, the slope calculated
would berunique to a given, state and could not then be used for interstate
.comparisons. To overcome this difficulty we transformed both revenues and
tax rate into logarithms. Thus the closer the slope comes to 1.00 the nearer
one would be to the desired state of affairs. It was pointed out to us, however,
that the slope, either in natural or logarithmic terms, is really more of a

measure of "reward for effort" than it is of "equal expenditure for equal
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effort." One is indicating the additional or marginal yield in combined state
and local revenues for an additional or marginal increment of tax effort, either
in dollars and cents or in percentage increases. It therefore seemed logical

to use some measurement of the "goodness of fit"™ between the tax rate and the
combined state and local revenues. This might have been the standard errcr

of estimate, but it seemed that the square of the simple correlation coefficient
would be more familiar. This does assume, however, that the "ideal™ relation-
ship between tax rate and revenues received is linear in form. In Benson's
discussion of "district power equalization" systems it is pointed out that the
desired relationship between tax rate and revenues may well be curvilinear
rather than rectilinear in nature.42 We regard this third criteria as socme-
what more exploratory than the [irst twc and continue to search for better

specifications of the criterion of "equal expenditure for equal effort."

© Qur fourth and final criterion required a geographic typology of school
districts. There are several ways of approaching the gquestion of what consti-
tutes an "urban" school district. The scheme we eventuslly adopted was a modi-
 fication of the system used by school finance researchers at the University of
Wisconsin.43 City school districts are of two types in this system, "central
city" districts and "independent city" districts. Central city districts are
those school districts serving the largest city in each of the nine standard
metropolitan statistical areas of Illinois as defined by the 1970 census of
population and housing. Independenf city districts are those school districts
serving a city with 2 population of 10,000 or more in 1970 but not located
within a standard metropclitan statistical area. These are the two categories
of "urban" school districts. "Suburban" districts are alsc of two types.
To qualify as a "suburban' district, a school district must be located within
a standard metropoliﬁan statistical area but not be the central city therein.
The enrcllment growth of these suburban districts was then calculated between
1964 and 1973. If the suburban school district was above the median in per-
centage increase of students it was designated a "rapid growth suburb" and if
below the median a "low growth suburb." Finally all school districts which
were neither within a standard metropolitan statistical area and were not "in-

dependent cities' were designated "rural.!
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The above process of elimination leaves quite a number of Illinois school
distriets in the "rural category., It was polnted out to us that a further an-
alysis of "rﬁral” units would be helpful in this situation. It is a matter of
" general knowledge that the social demographic characteristics of Illinols change
greatly from the north to the south in this state. We therefore uséd the six
general supervisory regions of the Office of the Superintendent of Public In-
struction to structure the state into three roughly equal gecgraphic regions,
the north,.the center, and the scuth. The project then concludes with this

spedial analysis of Illinois "rural™ units.
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CHAPTER TTI

EVALUATION OF THE ILLINOIS GRANT-IN-AID REFORM OF 1973
USTNG FISCAL DATA FROM THE 1973-74 SCHCOL YBAR

In this chapter we shall apply fiscal data from the 1973-74 school year
to the evaluative criteria we have established in the second chapter. The
discussion is in five parts. First, we shall describe the variables we are
using. Second, we shall describe the populaticn used in the study. Third,
we shall present our findings, criterion by criterion. TFourth, the limitations
one must place on these findings will be presented and also suggestions will
be made for further research. We shall then conclude this study with a summary

evaluative statement.

Variables Used and Definitions of Terms

Although much of the discussion in Chapter II is in terms of Yexpendi-
ture per pupil," audited expenditure statements from the many school districts
in I1linois lag considerably behind the current actions of the General Assembly.
In order not to hold up this evaluation even longer than has already been the
case we elected to use a constructed variable called "estimated state and local
revenue per pupil' in place of the expenditure per pupil variable. TFor the 1972-
"% school year this variable consists of multiplying the 1971 operating tax
rate by the 1971 revised assessed valuations and then adding the actual general
school aid for 1972-73. Similarly, for the 1973-74 school year this constructed
variable_consists of multiplying the 1972 operating tax rate by the 1572 assessed
valuations and then adding the actual general state aid for 1973-74., 1In every
case loss from failure to collect 100% of taxes will cause our figures tc be
slightly higher than the audited figures will be in the future. We have used
two kinds of pupil counts in the analysis which follows. In order that this
study can have some applicability outside the state of Illinocis we have used
the traditional "average dzily attendance" (ADA). However, as was described _
in Chapter T, Tllinecis did in 19735 take a step toward weighling students in terms
of certain selected educaticnal 'meeds." This 1s reflected in the analysis
which follows in terms of "IWADA." TWADA is average daily attendance which has

been weighted for the presence of children who are eligible for Title I funding
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under the Klementary and Secondary Education Act of 1965 plus a 25% add-on

for each ADA in grades 9-12. Unlike some other states, Illinois does not have
a separate state categorical grant for "compensatory" education. It is a cur—
ious historical fact that the General Assembly in Illinois did once pass a
categorical grant-in-aid of this nature but never provided the funds to make
the act operational.l In 1973, Illinois elected to take the quite different
path of introducing a student weighting for "compensatory'" educational needs
into their general grant-in-aid formula. Several other states had previously

taken this step, notably, New Jersey, Minnesota, and Missouri.

Tt is important to stress that the particular Illinois version of the
Title I weighting reflects not only the number of Title I eligible children in

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

e.g., a district with 25% Title I children has a heavier weighting than a dis-
trict with only 5% Title I c¢hildren. This notion of weighting for concentra-
tion as well as for number of children with "compensatory'' educatiocnal needs
was drawn from the recommendations of a Presidential Commission on School Fi-
nance that was active about the same time as the state school finance studies
referenced in Chapter I.2 Therefore, wherever TWADA appears in the analysis
that follows it refers to this "concentration" weighting, which is a part of
the previcusly described "resource equalizer' option, and not to the constant
45 weighting that iz present elsewhere in the 1973 reforms. Chapter I des-

cribes these weightings in more detail,

As many readers know, there is a long history of controversy over just
what constitutes the most "valid" measurement of local district "wealth.!
The older literature stressed the difference between an "income" specification
of fiscal capacity and a '"property valuation" specification of fiscal capacity.
This debate between the proponents of income versus the proponents of property
valuation has been kept alive by empirical studies which demonstrated very
1ittle correlation between school district income and school district property
~ar.5L]_u.5Ltj.on.br In fact, some studies have even turned up negative correlations
between the two wealth specifications.5 Apparently this relationship varies
from state and to state with somewhat better correlations in the southern part

of the United States where the unit of school government is the county. More
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recently this old dispute has been cast up in terms of whether '"poor students
live in poor districts" or more exactly, whether income pgoy students are not
also to be found in property valuation wealthy districts. We did not attempt
to explore the relationships between various meassurements of school district
wealth in Illinois, although a full and systematic exploration on this score
is sorely needed. Rather, we simply used both a “prdperty valuation' specifi-
cation of wealth and an income specification of wealth. Tn one part of the

analysis we combined the two measuremnents.

"Assessed valuation" is the same state adjusted real property valuation
used in many states for the purpcse of distributing general educational state
aid. "Partial" assessment practices dc prevall in Illinois as they do in many
states, that is, local assessors do not all assess at the same proportion of
“"true market value." The state attempts tc adjust for these differences at
least partially by applying so~called "multipliers" between counties in Illinois.
These "multipliers" are intended to "equalize" the property assessments and off=-
set the partial assessment practices., However the multipliers have at times
been freozen at certain rates and the variance in assessment rates between town-
ships within many counties have never been adequately "egualized" by the multi-
pliers in the first place. There are alsc scme peculiar complications in Illi-
nois by having s number of school districts that lie in more than one county.

We mention these matters only to illustrate that while "property valuations"
have been accepted for a half a century as the measure of local fiscal capa-
¢ity, there is now, and there has been for some time, reservations concerning
the validity cf this specification of fiscal capacity. Since the summer of

1973 fthese reservations have probably increased.7

There are also considerable reservations concerning the validity of
the second fiscal capacity specification used in this study, i.e., "inconme
per pupil.' TIdeally, income data should come directly from either federal or
state income tax forms which are filed annually. However, state officials in
I1linois have raised a number of practical problems concerning the collection
of income data from this source, and, as of this writing, nc income data is
avallable by school district in lllinois from state tax sources. In the ab-
sence of income data from state tax sources one must fall back on either income
data as it is derived from the federal decenpial census of housing and pcpula-

tion or on special collections such as the income data project of the National
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Fducational Finance Project.9 The special collections of course guickly become
toc dated to be of much help and they have their own validity problems. 1In

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

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

considerably underestimate the variance in income levels.

Should one elect to use the U. S. Census income data, as we did in this
project, there are other problems. The U. 8. Bureau of the Census has never
in the past, and did not in 1970, collect social and economic information on
the U. 5. population by school districts. Up until very recently researchers
whe wished to use federal census data had to go through the laborious task
for "converting" from census units, e.g., block statistics, enumeration dise
tricts, census tracts, and minor civil divisions (often townships) to school
districts. This was usually done bj superimposing school district maps on the
top of census maps, often with the aid of = light table, and then making esti-
mates of the proportions of census units found within school district 1ine5.lo
Through the joint efforts of the Bureau of the Census and the National Center
for Educational Statistics data on all the 1970 census first count tabulaticns,
and selected population tables from the fourth count summary tapes, were ''trans-
lated" from census units into school district terms. This effort unlocks a
great deal of socio-economie data on school districts never before at the dis-
position of scheol adminisfrators. However, users of the NCES school district
tapes have alsc uncovered some problems which will be discussed briefly in
the next section of this chapter. In the analysis which follows "income per
pupil' is self-reported family income plus income from unrelated individuals
divided by either ADA or TWADA. Corporate income is not included. Since core
porate property is included in assessed valuations there is a problem in making

comparisons with income.

Definitions of "community type!" used in this project, e.g., "central
city, independent city, high growth suburb, low growth suburb, and rural,”
have been given previously in Chapter II, as have the '"north, central, and

southern™ regional specifications. It remains only to comment upon the
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regretable fact that it was necessary to carry out the analysis in terms of
each of the three organizational types of districts found in I11inois, €+E.,
"unit" districts, that is K-12 jurisdictions, versus "dugl" districts, e.g.,
separate high school and elementary jurisdicticns. The result is that one

must, in essence, work with three distinct populations rather than with a single
pepulation. We have not, at least at this point in time, arrived at some widely
agreed upon system for merging fiscal data from the three different organiza-
tional types of districts. This does certainly complicate any scheol finance
analysis in Illincis, but the prcblem is not unigue to that state. California,

for example, has similar problems.

Population Used

For all parts of the analysis which follows, except where income data

is employed, the entire populatiocn of 501 elementary districts, 143 high school
districts, and 476 unit districts in 1972-73 was employed. Similarly the 476
elementary districts, 135 high school districts, and Yhp unit districts in 1973-
74 were used. For that reason no inferential statistical tests are reported

in this research since no sampling method was utilized. IHowever, as was men-
tioned above, problems did arise with regard to the income data which was taken
from federal census sources. In the first place it was necessary to drop dis-
tricts from the study pepulation which had merged or consolidated between 1970
and 1973. Secondly, a detailed analysis of the Illinois school district tapes
was undertaken by Professor Vernen C. Pohlmann of the Illinois State University
Socioclogy Department and Mr. Daniel Jaw-Nan Hou of the Office of Superintendent
of Public Instruction. This analysis revealed a large number of discrepancies
between the enrollments reported on the federal census tapes and the enrollments
reported in the official state statistics of the Office of the Superintendent
of Public Instruction. This motivated Professor Pohlmann and Mr. Heu to dupli=-
cate much of the procedures of the National Center for Educational Statistics
in arriving at the data on the schocl census tapes in the first place. A num-
ver of processing errors were found and the nature of these errors has heen
reported elsewhere.ll Despite the considerable efforts of Pohlmann and Hou

a npumber of districts still showed enrollment discrepancies. It was therefore
decided that where the percentage difference between the federal census scheel
district tapes and the official state statistics was greater than twenty per

cent those districts would then alsc be dropped from the population.
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The upshot of the above is that we were forced to deal with a "partial"
population where income data is concerned, Appendix B shows the extent of
this dropping of districts both in terms of pupils and in terms of districts
by organizational type and by gecgraphic region of the state. It is clear that
the effect of this dropping of districts was greater on the "dual' districts,
€.8., elementary and secondary jurisdicticns, than upon the unit districts.
It is alseo clear that this trimming of districts affected the central and
southern parts of the state more than the north. Since the great preponderance
of pupils are found either in unit districts of the state, or in the "duals"
of the north, we decided to live with the handicap of a "partial™ population
and continue the analysis. We do consider, however, the weakness of the income
data to be perhaps the single greatest limitation on the resulis reported.
Efforts are still underway at the time of this writing to increase the valid-
ity of the income data and reduce the number of districts that must be dropped

from the study population.

Findings: Permissible Variance Criterion

Tables 1 and 1-A contain the data on the permissible variance criterion.
Tn Table 1, where the fotal variation in revenue per ADA and the total variation
in operational tax rate is used, the coefficient of variation is reduced between
1972-73 and 1973-74 in all cases. We may therefore conclude that overall dis-
parity in revenues, and in tax rates, daclined after the adoption eof the 1973
reform. However, we know from prior research that a reduction of variation in
costs per pupll and in educational tax rates has been occurring in Illincis
during a period from 1963 through 1971.12. Therefore, we cannct directly at-
tribute the observed reduction in variation to the 1973 reform alcone. What we
can say, is that nothing in the 19?3 reform interrupted this trend toward a
greater equality of dollars per pupil and a greater equality of tax burden in

Illinois.

In Table 1-A the feocus of attentién is not upon the entire variation
in state and local revenues but only upon the variation below the median.
Using the "MclLoone Indek“ discussed in Chapter II there appears to have been
some improvement in unit districts, and in high school districts, after the

1973 reform, but not in the case of elementary districts. The improvement
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TABLE 1

PERMISSIBLE VARIANCE CRITERION

Estimated State and

lLocal Revenue Per ADA Uperational Tzx Rate
014 New 0ld New
(1972-73) (1973-74) (1972-73) (1973-74)
Elementary 28.729 26.889 25.000 24,203
High School 27.801 24.992 23,809 22.000
Unit ' 14,087 13.492 15.596 14,847
 TABLE 1-A

PERMISSIBLE VARTANCE CRITERION:
MCLOONE INDEX: REVENUE PER ADA

Median Dollars Needed Index
01d New 0ld (thousands) New 014 New
(1972-7%) (1973=7h4) (1972-73) (1973-74) (1972-73) (1973=74)

Elementary § 783.14 $ 903.04 $32,038  $41,921 .9l02 .9299
High School = 1,193.23 1,252.84 Lo, 182 33,084 8540 . .9202
Unit : 876.35 972.37 63,709 66,899 .9530 .9559

in unit districts is alsoc not very impressive. This suggests that policy mak-
ers may wish to pay special attention to the very low revenue producing districtis
in Illinois. The progress of these districts toward a greater equality of ex-
penditures or revenue is as impoftant as is the overall reduction in variation

in the entire population.
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Findings: Fiscal Neutrality Criterion

Tables two, thfee, and five contain the datz on the fiscal neutrality
criterion. With regard to the "dual" districts, that is, the separate high
school and elementary jurisdictions, the Gini Indexes decline both when property
valuation per pupil is used as the specification of wealth (Table 2) and when
income per pupil is used as the specification of wealth (Table 3). One may
conclude therefore that the dual districts in Tllinois did move closer to the
goal of fiscal neutrality after the reform of 19Y5. With regard to unit dis-
tricts, however, only when assessed valuation.per weighted pupil is used (the
Illinois TWADA as explained in Chapters I and II) do we find a movement toward
the goal of fiscal neutrality. Using the other three specifications of fis-
cal capacity we actually note a movement away from the goal of fiscal neutrality.

We were perplexed at first by this finding using unit districts. We
then began to focus upon the role of the single school district of Chicago in
this situation. As a review of Chapler IT and Appendix A will indicate the
Gini Index is deliberately constructed so that the larger school districts will

have a greater effect than the smaller school districts. That is, the unit

TABLE 2

.FISCAL NEUTRALITY CRITERICN USING
PROPERTY VALUATION PER PUPIL

Assessed Valuation Assessed Valuation
Per ADA . Per TWADA
01d New old - New
(1972-73) (1973=74) (1972-73) (1973-74)
Elementary L0939 .0823 .0995 L0848
High School .0929 - L0815 L0961 OB
Unit L0578 L0616 L0345 L0265

Unit w/o : : _
Chicagé .C361 L02h2 L0506 L0387
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TABLE 3

FISCAL NRUTRALTITY CRITERION USING
INCOME PER PUPIL

Income Per ADA _ Income Per TWADA
0ld New _ 01d _ New
(1972-73) (1973=74) (1972-73) (1973-74)

Elementary L0984 .0859 .1011 L0832
High School .0595 L0778 .1029 L0818
Unit L0681 L0822 ' L0142 L0182
Unit w/o :
Chicago L0306 .026% .Ohhe L0374

of analysis when the Gini Index is used is the student, not the district. We
therefore dropped the largest district in Illinois, Chicago, from the unit
school district distribution. We then zgain observed the movement toward the
goal of fiscal neutrality in all cases. This led us to look at the position
of Chicago on four specifications of fiscal capacity or wealth, which is shown

in Table 4.

it is apparent that Chicago is a wealthy schecol district in terms of
several "average' type measurements of fiscal capacity. For example, Chicago
is sixth from the very top of the distribution in terms of income per ADA and
remains high on this income distribution even when the welghted student count
(TWADA) is used. Tt is also far above the median in terms of property valua-
tion per ADA. It is noteworthy that the only wealth specification on which
Chicago will drop to near.the median in Tllinois is the specification which
was actually used in the 1973 reform, e.g., property valuation. per TWADA. It
would be a mistake, however, to jump to a conclusion that Chicago is "wealthy"
in some overall or absolute sense. The note to Takle % also points out that

Chicago has one of the largest concentrations of Title I eligible students in



TABLE &
WEALTH OF CEICAGO
- {1973-74)
' Total
Variable Rank Units
Income per ADA ' 65 260
Income per TWADA 22 360
Property Valuation P
per ADA 140 bho
Property Valuation '
per TWADA : 270 Lhz

‘Note: Concentration of Title I eligibles in Chicago
was 54.83% which places Chicago in the top
10% of unit districts in the state.

the state. What we are really observing here is a phenomenon whiéh has been
commented upon by a number of other school finance analysts.l3 Very large
urban cities often appear wealthy when some average meaéurement of wealfh is
used, but these same cities appear poor when either direct measurements of
poverty or correlates of poverty are introduced into the calculations. Ilarge
cities do have sizeable pockets of poverty; a simple "windshield survey" from
the front seat of the family car any day in the year will leave little dcubt
as to that fact. What is not seen by such an intuitive process is that large
cities also have appreciable numberé of very wealthy individuals and families.
The result is a highly skewed income distribution with large numbers of low
income families and individuals forming one end of the distribution and a few
- wealthy families and individuals forming the other end of the distribution.

In such a situation any méasurement of central tendency or, in fact, any aver-

age measurement, as all "per pupil" measurements are, is apt to be misleading.
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We thus arrive at a very interesting paradox with regard to the fiscal
neutrality situation in Illinois. The reforms of 1973 did increase the flow
of state funds to the Chicago scheol district. This was primarily due to
(a) Chicago's concentration of Title I eligibles and {(b) Chicage's relatively
high tax rate. However, since Chicago also appears relatively wealthy on the
measurements of fiscal capacity or wealth used in the Gini Tndex calculations,
this new flow of state money into Chicago has the effect of mo#ing the state
away from the goal of figcal neutrality. The single exceptidn to this, it will
be recalled, is when assessed valuation per TWADA is used, and Chicagoans may
be expected to argue that this is the most Yvalig" specification of school
district wealth., To put the matter another way, central city educators will
argue for the "expanded" interpretation of the fiscal neutrality concept dis-
cussed in Chapter II. Their position will.probably be that "pocrness" can be
measured only after differences in student educational needs have been taken

into consideration.

We alsc tried one combination of property valuation and income as a
wealth specification primarily because a few states do use such combinations
of these two variables., As can be seen from Table 5 the cverall picture dces
not change very much when compared with the twe wealth specifications tzken

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

TABLE 5

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

Combined Wealth | Combined Wealth
Per ADA Per TWADA
0la New _ 014 New
(1972-73) (1973-74) (1972-73) (1973-74)
Elementary .1051 0917 f1079 «0911
High School 1056 L0871 L1072 L0890

Unit L0663 LO7hh L0340 .0275
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specifications, for example, egually weighted, weighted by some index of pre-
dietion power relative to a third variable, etc., etc. We hold no special

brief for the system used in combining the two wealth factors here and it is
quite likely that one would get different results with other mesns of merging

14

the two variables.

Findings: Reward for Effort and Equal Expenditure for Equal Effort

Tavles 6, 7 and & contain the data on the reward for effort criterion
.and the equal expenditure for equal effort criterion. Table é contains the
results of a.simple_linear regression of state and local revenue per ADA on
tax rate. Before the 1973 reform each one cent in tax rates in elementary dis-
- tricts was associated with an average of $17.7% in state and local revenues

per ADA. After the 1973 reform each one cent in tax rate in elementary dis-

15

tricts was rewarded with $23.73 in state and local revenues per ADA._ Fncour-
agement to raise locsl tax rates has therefore been increased by $6.00. Tor
unit districts the increase in the reward for effort is not quite zs large,
$4.50 roughly. By contrast, there was no increase in reward for effort for

the high school districts. We believe this phenomenon to be a function of

the very low tax rate ceiling placed on high school districts in the "resource
equalizer," e.g., $1.05 as compared to the $1.95 and the $3.00 in the elemen-

taries and units respectively. Without doubt, one of the most interesting

TABLE 6

REWARD FOR EFFORT CRITERION
USING NO TRANSFORMATIONS

01d (1972-73%) New (1973-7k)

Intercept Slope Intercept Slope
' Elementary - $595 $17.733 6ol $23.733
High School 780G ' 32.647 871 32.381
Unit 641 12.010 . 621 . 16.471

Regression: Estimated Revenue/ada = a + b (tax rate)
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guestions currently to be asked in I1lincis school finance is whether many
local school districts will now respond to this increased reward for local

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

Table 7 presents essentially the same information as Table 6. An at-
tempt was made here to put the regression slopes in some kind of staendard units
so these slopes could be compared from state to state, One woﬁid then have
some way of comparing the reward for effort factor in oné state with the reward
for effort factor in another state. Placing both variables, e.g., state and
local revenues per pupil and tax rates in their logarithms has soms advantages
over other possible transformations. If ocne is willing to accept the position
that a one ﬁer cent change in tax rate should be associated with a one per cent
change in state and local revenues then, as was mentioned in Chapter II, the
"ideal" slope is the same as the "unit elasticity" concept in economics, €.g.,
1.00. Furthermore, any movement toward 1.00 can then be interpreted as a move-
ment in the direction of the desired state educational fiscal policy goal.
Tahle 7 reinforces the results of Teble.&. Movement toward the '"ideal" of
1.00 has taken place in elementary districts and unit districts but not in

high schocl districts.

TABLE 7

REWARD ¥OR EFFORT CRITERION USING
LOGARITHMIC TRANSFORMATIONS

014 (1972-73) New (1973-74)

Intercept _ Slope Intercept Slope
Elementary . 7,796 .2526 _ 8.168 L3137
High School - 8.621 L3570 8.562 . 3260
Unit | 7.817 L2658 8.272 .3628

Regression: Log estimated revenue/ada = log a + b log (tax rate)
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The use of regression slopes is particulariy appropriate for the policy
analyst if the conceptualization is dynamic in nature, that 1s, change in some-—
thing, relative to change in something else.l6 However, the notion of Mequal
expenditure for equal effort" also has a static or Yprecision" component.

One is also asking what is the relationship or correlation of tax rate to state
and local revenues per pupil. The assumption here is not that the slope should
equal 1.CO but rather that the correlatioh should be 1.00. In.bther words,

one is interested in "goodness of fit" of the data to a desired function, in
this case a straight line. As was mentioned in Chapter 1l one could well chal-
lenge this assumption that the "desired" function should be a straight line.
However, one would then be called upon to defend some other shaped function

and that could also be difficult. For this investigation we did accept the
rectilinear assumption and Table 8 contains the information on the square of
the Pearson correlation.coefficient. As would be expected, the results are

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

bvut not for high school districts.

TARLE 8

BQUAL EXPENDITURE FOR EQUAL FFFORT CRITERION

o1d (1972-73) New (1973-74)
R Squared - R Squared
Elementary L0745 .1201
fiigh School .1083 L0970
Unit L1048 .1692

Regression: Eatimated revenue/ada = & + v (tax rate)

" Findings: Wealth and Tax Effort

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

established in Chapter 11, put they are of considerable interest to any state




57

which is experimenting with the "reward for effort" notions, As can be observed
in the three tables there is a consistently negative linear relstionship be=-
tween property valuations per pupil and tax fates, As would be expected, prop=
perty poor districts have higher tax rétes. It is this simple negative rela-
tionship that attracted a goad deal of attention from Illinois legislators since
any grant-in-aid system placing more state funds into high tax effort districis
can then also be interpreted as a form of selective property tax relief, or
more precisely, property tax relief for the poorer districts; However, the
relationship between tax effort and income is consistently positive. That is,
at least in fterms of overall linear effects, the wealthier districts as meas-—
ured by ingome do make the greater tax effort. One could speculate that this
might occur because higher income families place a higher value on formal edu-

cation than deo the lower income families.

The relationships seem particularly strong in the dual districts. There
must be a good probability in these districts of combinations such as: high
tax rate, high income, and low property valuations, or conversely: low tax
rate, low income, and high property valuations. The first combination sounds
suspiciously like a bedroom suburban or residential suburb while the second
sounds like an industrial concentration, also in the suburbs.  We merely note

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

TABLE 9-4

WEALTH AND TAX EFFORT
SIMPLE LINEAR RELATTIONSHIPS
UNIT DISTRICTS

Variables 1972-7% 1973-74
Tax Rate and Income/ADA +.2072 +.2363
Tax Rate and Income/TWADA +.1850 +.2221
Tax Rate and Property Av./ADA -, 3509 . 3657

Tax Rate and Property Av./TWADA -.3580 -.375G
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in subsequent research. There is alsoc the very strong possibility of curvi-
linear rather than rectilinear relationships between wealth and tax effort, and

this possibility should also be explored in some detail.

TABLE 9-B

WEALTH AND TAX ETTORT
SIMPLE LINEAR RELATICNSHIPS
ELEMENTARY DISTRICTS

Variables 1972-73 1973=74

Tax Rate and Income/ADA +.4773 +.4661

Tax Rate and Income/TWADA +.4843 +.4728

Tax Rate and Property Av./ADA -.2946 -.2042

Tax Rate and Property Av./TWADA -.2820 -.2845
TABIL.E 9-C

WEALTH AND TAX EFFORT
SIMPLE LINEAR RELATIONSHIPS
HIGH SCHOOL DISTRICTS

Variables 1972-Y3 C1973-7h
Tax Rate and Income/ADA +.5754 +. 4992
Tax Rate ard Income/TWADA +.5776 +.5055
Tax Rate and Property Av./ADA -. 3488 ~.3379

Tax Rate and Property Av./TWADA .34 ~.3301
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Findings: Community Type and State Aid

State aid systems are most assuredly the product of political pressures,
counter—pressures, and compromises and therefore no evaluation would be com--
. plete without casting some light on that very familiar question: "Who got
what?" Tables 10, 11, and 12 are intended to do this and Tables 13, 14, 15,
and 16 provide auxiliary information bearing on this same question. In Chap-
ter II we indicated that the reforms'of 197% were intentionally urban oriented
and Table 10 provides evidence on that point. It was indeed the nine central
city unit school districts that gained the most from the 1973 reforms while the
rural unit districts gained the least. After the 1973 reforms the state of
Illinois was providing more dollars per pupil to its central city school dis-
" tricts than to any other type of community. While many school finance studies
have urged that this be .done, very few stales can provide evidence that it has

17

been done. It would appear therefore that Illinois can properly take some

credit for leadership in meeting the needs of students in large urban areas.

The computations in the three tables which follow are in terms of both
weighted means and unweighted means. 1In the unweighted situation the measure-
ments are simply added together and divided by the number of districts. Such
a process of course gives Chicago the same weight in the central city category
as a much smaller city like Bloomington. To offset this the measurements were
multiplied by.the ADA and fhen divided by the summation of the weightings.
This process would give Chicago much more effect in the central city category
than Bloomington. Thé'differences between weighted and unweighted means were
not quite as great as we expebted but since they do make some difference both

are reported.

Tables 11 and 12 indicate that the other "“winners" in 1973 were the
suburban high schools and the suburban elementary schools., I1f there are "win-
ners" then there must alsc be "losers," not in any absolute terms, since all
got more state funds, but in the relative sense that some districts profited
more than others. The three tables make it clear that it was the rural unit
districts and, to a slightly lesser extent, the rurai elementary districts,

that gained the least from the reforms of 1973. The rural secondary districts
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TABLE 10

STATE ATD PER ADA BY COMMUNITY TYPE
UNIT DISTRICTS

Inweighted -
Welghted Means Ratio Means Ratio
Community
Type 72-73 BT 7h/73 72-7% 73-74 h/73
Central
City _ BL1k $521 1.258 $lob $503 1.181
Independent
City bio 473 1,148 Lip Ll 1.150C
High CGrowth '
Suburbs 425 502 . 1.161 397 455 - 1,146
Low Growth : .
Suburbs . hos - 509 1.198 356 hio 1.157
Rural 387 Lbz 1.1h42 _ 356 405 1.138
Number of Districts and ADA:
Number ADA=73 ADA-74
Central City : 9 €1%,348 594,619
Independent City 7 15 73,641 75,079
High Growth Suburbs ] 142,387 - 1hp,381
Low Growth Suburbs : Lo - 81,599 79,619
Rural 252 267,169 - 265,033

were, however, aided strongly, but there were only 37 of fhis type of distfict
~ in the study population. The data on the number of districts and the ADA are
given at the bottom of each table and help to intérpret the rélative importance
of each community tjpe in the.study population. The data in the three tables
strongly suggest that the reforms of 1973 might well be called '"aid to metro-

politan areas,” that is, aid to both central cities and their suburbs. Such
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TABLE 11

STATE AID PRR ADA BY COMMUNITY TYDE
ELEMENTARY DISTRICTS

Unweighted
. - Weighted Means Ratio Means Retio
Community .
Type 72-73 73-74 7h/73 72=73 7374 /73
Independent
City $358 $459 1.282 $348 $451 1.296
High Growth : - '
Suburbs 285 470 1.221 . 36L Lo l.214
Low Growth | |
Suburbs 289 257 1.235 282 241 1.209
Rural - 367 431 1.174% 226 382 1.172
Number of Districts and ADA:
Number ADA=73 ADA=74
Tndependent City 9 17,704 16,857
High Growth Suburbs - 95 166,474 166,142
Low Growth Suburbs ' 100 195,071 | 188,529

Rural _ 109 45,888 - 46,356

areas are, of course, where the greatest concentrations of children are to be
found, and when one anticipates changing the system they are also where a high

concentration of votes in the General Assembly are to be found,

The three tables also make it clear that the duasl districts were aided
more than the unit districts by the reforms of 1973. This has led to some
concern throughout the state that recorganization and consolidation efforis

might be slowed by this new allocation of state funds. The relationship
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TABLE 12

STATE AID PER ADA BY COMMUNITY TYPE
HIGH SCHOOL DISTRICTS

Unweighted
Weighted Means Ratio Means Ratic
Community ' '
Type "72="73 737k /75 72=73 5=k T/ T3
Independent :
City $239 - $3206 1.280 $249 $319 1.281
High Growth _
Suburbs 239 313 1.310 249 325 1.305
Low Growth
Suburbs 150 189 1,260 158 199 1.25%
Rural 232 302 1.302 222 250 1.306
Number of Districts and ADA:
Number ADA=73 ADA="74
Independent City 6 9,487 9,388
High Growth Suburbs 28 128,537 132,480
Low Growth Suburbs 26 78,593 78,377
Rural 37 18,999 19,365

between dual and unit districts is a complex one in Illinois and perhaps of
limited interest outside the state. We will therefore not elaborate on this
relationship in this report. We should point.out, howéver, that the increased
aid to dual districts rose out of an attempt to treat taxpayers equally regard-
less of whether they resided in unit or dual districts. This had not been

true prior to the reforms of 1973.
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Table 13 provides a slightly different view of state aid. Tables 10,
11, and 12 are in terms of dollar increases in state aid. Table 12 is in terms
of the percentage of state aid provided each of the community types after the
reform. From these data.it is clear that while dual districts did get larger
dollar increases in state aid the.secondary districts in particular in Illinois
are still mainly supported by local funds; This is particularly true of low
growth suburban high schools which tend to be rather wealthy iﬁ terms of prop-
erty valuation per child. In this type of community only 167per cent of the
revenues come from state souroes.- We can also see that while central cities
did get sizeable dollar increases in state aid the percentage of funds coming
from state, as opposed to local sources, is not out of line with suburban and

rural units.

TABLE 13

PERCENTAGE STATE AID BY COMMUNITY TYPE
AND ORGANIZATTIONAL TYPE, 1973~7h

Community Type Unit | Elementary ' High School
Central City 46.70 - -
(09) |

Independent City ' 49.71 50.11 30.04

(15) (097 - {06y

High Growth Suburb .62 49,15  25.92

: (42) o (98 (28)

Low Growth Suburb 42,21 34,15 15.73

' (42) (101} (26)

Rural : 42,43 L7.26 25.34

(252) (109) _ -(_3?)

In Table 14 we begin to see some of the reasons for the distribution
of state funds to the different community types. One notes immediately the

high tax effort for education exerted by the central cities of Illinois. This
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appears to be greater than the effort of central cities elsewhere in the United
States relative to the other community types.lB Apparently the "municipal
overburden" effect, that is the sometimes considered depressing effect of other
municipal services on educational tax effort, is not as great in Illinois as

it 1s in other states. It would require an investigation of greater scope than
this project to.reject or confirm this speculation. One also notes the low tax
effort of the rural districts of Illinois. This fact almost assures that any
type of reward for effdrt provision is not going to be of muéh assistance to
rural Illinois. Table 14 also demonstrates that taxpayers located in the dual
districts of the state are exerting greater tax effort than taxpayers in the
unit districts of the state. This is particularly true of taxpayers in subur-
ban dual districts. From this it is apparent that reward for effort or equal
expenditure for equal effort notions are of considerable interest to suburban
taxpayers and voters. Viewed in this light, the reforms of 1973 might be thought

of as tax relief for suburban taxpayers.

TABLE 14

TAX RATE BY COMMUNTTY TYPE AND
ORGANIZATIONAL TYPE, 1977-7k:

Community Type _ Unit Elementary High School
Central City : 2.4y - -—
Independent City 2.52 ' .1.53 1.32
High Growth Suburb 2.35 1.71 1.75
Lew Growth Suburb 2.28 1.82 1.56
Rural 2,24 1.35 ' 1.34

Tables 15-A and -B and 16-4 and -B provide information on the "wealth"
of the different community types and cast further light on the distribution
of state aid to these community types. There are geveral interesting observa-

tions that could be made here but in the interests of shortening an already
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lengthy report we shall comment on only one fact whicﬁ hag important policy
implications. It is apparent from these four tables that the rural districts
of the state are not only not going to prcfit from “reward for effort' systems,
they are never really going to profit much from any traditional system of using
property valuation per pupil as the measure of wealth. The effect of a long
inflationary period on the price of farm land is an important part of the pic-
ture displayed in these four tables. By contrast, it is also apparent that the
rural districts of Illinois would profit, and profit handsomely, By the intro-
duction of an income measurement into the state grant-in-zid formula. The
tables also méke clear, however, tha£ the rural districts cannot realistically
expect much assistance from urban and suburban districts in introducing an
income factor since neither the cities nor the suburbs have much to gain by

the introduction cf these "average!" type income measurements. Suburban legis-
lators and educators certainly gained from the tax effort provisions of the
1973 reforms, and central city legislators and educators certainly gained from
the weightings for Title I eligibles. 1t seems only fair o us therefore for
rural legislators and educators to now be given the chance to profit from an
income factor. At this point in time, however, we are not sure what the rural
interests have to offer as an inducement to get the necessary votes. The city
and suburban legislators are very quickly becoming appraised of the full extent
of their 1973 gains, and they know also that tﬁe inclusion of a simple income
per pupil factor would not be of great help to them. We leave exercises of
this sort, however, to those more experienced in such ""horse trading,' and

turn finally to the last element of the analysis.

Tables 17-A and -B, 18, 19, and 20 are restiricted to the rural districts
of the state. Again, there are several items that could be commented upon.here,
but we willlimit ourselves to noting the peculiar position of rural unit dis-

. tricts in the central part of the state. The complaints of rural superinten-—
dents from this geographic region of the state that they were helped very little
by the reforms of 1973 receive considerabie support from Tables 17-A and -BE.
Some of the reasons for this low gain in state aid in rural central Illinois

are then apparent from Tables 18 and 19. Central Illinois rural unit districts
have lower tax rates than the rural units of either the north or the south.

In part, this low tax effort is the result of the rich black soil of this portion
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TARLE 15-A

ASSESSED VALUATION PER PUPIL BY COMMUNITY TYPE
AND ORGANIZATIONATL, TYPE, 1973-74
UNWEIGHTED MEANS

Unit Elementary High School

Community .
Type ADA TWADA ADA TWADA ADA TWADA
Central
City §oh,233  $19,846 - - - -
Independent :
City 21,266 19,025  $29,545  $27,375  $59.229 $46,427
High Growth
Suburb 22,455 20,541 29,531 28,74k 56,871 h5,183
Low Growth
Suburb 27,257 23,700 b, 143 Ly, 234 81,878 64,565
Rural 27,065 2h,181 37,758 35,260 77,482 60,160
TABLE i5-B
 ASSESSED VALUATION PER PUPIL BY COMMUNITY TYPE
AND ORGANIZATIONAL TYPE, 1972-74
' WEIGHTED MEANS
Unit Tlementary High Séhool
Community
Type ADA TWADA ADA  TWADA ADA TWADA

Central :
City $27,51%3  $18,755 - - - -—
Independent ' .
City 21,719 19,299 $29,100 $26,386 $60,915  $47,619
High Growth |
Suburb 19,851 18,002 27,543 26,876 50,259 47,100
Low Growth
Suburb 21,679 18,827 41,975 39,111 . 85,491 67,462
Rural

2i 069 21,598 20,270 28,748 67,134 52,168
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TABLE 17-A

STATE AID PER ADA (UNWEIGHTED MEANS)
FOR RURAL DISTRICTS BY GEOCRAPHIC LOCATICN

North Ratio Central Ratio South Ratic

1975 1974 7h/73 1973 197%  pa/73 1973 197k h/73

FElementary $266 $311  1.169  $254 $297  1.169  §h42h $500  1.179
High School 152 198 1.303 156 238 1.525 349 432 1,238
Unit 376 428 1.138 284 217 1.116 bl 523 1.159

TABLE 17-B

STATE AID PER ADA (WEIGHTED MRANS)
FOR RURAIL, DISTRICTS BY GEOGRAPHIC LOCATION

North Ratio Central Ratio South Ratio

1973 197+  7h/73 1973 19%4 7h/73 1973 197h 7H/73

Tlementary $314 $376 1.197 $385 $450 1.169 #4500 §532  1.182
High School 179 234 1.307  16% 238  1.451 338 428 1.266
Unit 291 454 1.161 320 %59 1,122 461 527 1.143

of the nation's corn belt. Note particularly the properfy valuation per pupil
figures of the central part of the state in Table 19. Although data is not
present iﬁ the study on this point, the rural central part of Illinois also
has a low concentration of Title I eligibles. Therefore, with low tax effort,

high property valuation, and low concentrations of Title I eligibles, it is
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TABLE 18
TAX RATE OF RURAL DISTRICTS BY GEOGRAPHIC LOCATION
(1972-74)
Unit Elementary High School

North 2.3715 1.3684 1.3796
Central 2.1492 1.3240 1.3269
South 2.2261 1.3357 1.3269

TABLE 19

ASSESSED VALUATICN PER ADA
OF RURAL DISTRICTS BY GEOGRAPHIC LOCATION

(1973-74)
| Unit Elementary High School
Nerth $25,189 (1) $45,475 (1) $84,026 (1)
23,446 (2) 36,383 (2) 74,215 (2)
Central 33,515 (1) 50,057 (1) 84,993 (1)
30,054 (2) 30,191 (2) 78,955 (2)
South 18,407 (1) 23,371 (1) 64,730 (1)
17,552 (2) 19,180 (2) 52,022 (2)

(1) Unweighted Mean

(2) Weighted Mean

small wonder, indeed, that rural central Illinois educators are not quite as

enthusiastic about the reforms of 19735 as are their.metropolitan colleagues

throughout the state.
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The situation of the central I1linois rural districts is not at all
good in spite of their high property valuations. A continuing inflaticnary
push in the economy plus a continuing loss of pupils through population decline
will drive the property valuations per pupil figures to even greater heights
and the tax effort of this part of the state will fall even further unless
school boards can convince their voters to approve tax rate increases through
referenda. The outlook for that is not good. In the first place they have
never been able to do fhis in the past in part due to strong agricultural rep-
resentation on the local school Boards; second, their high property valuations
prevent them from making much use of the new equal expenditure for equal effort
provisions of the 1973 reforms; and third, the general tightening conditions
of the U. 8. economy are working against all forms of local tax rate increase.
There is, in fact, a giant scissors at work in Tllinois as in many states,
one blade of which is the inflétion and the other blade is the loss of pupils.
A particular combination of historical and geographic conditions makes this

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

There is perhaps a limited ray of hope for rural educators and legisla-
tors in Table 20. As was previously cbserved, the introduction of an income
factor would be helpful to rural Illinois and Table 20 indicates that this would
work to the advantage of rural educators and legislators in the southern and
central part of the state more than in the north. It is a "limited" hope,
however, since even if rural interests in the central and southern parts of
of the state could get their less enthusiastic brethren in the north to go
along with them, they would still face considerable apathy, if not outright

opposition from the suburbs and the central cities.

Limitations of the Study and Suggestions for Further Research

Tn addition to the weakness of the income data, which has been previously
described, the second major limitation must be that the evaluatica rests upon
only the first year's data from an allocation change that is.planned to be phased
in over a period of four years. The full impact of the 1972 reforms can only
be known if the General Assembly elects to keep at least the major outline of
the reform in place over the full four year period, This would of course not

rule out changes in tax ceilings, guaranteed valuations, changes in the authority
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TABLE 20

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

Unit Elementary . High School

North $12,472 (1) _ $21,009 (1) $40,683 (1)
13,350 (2) 22,478 (2) 41,920 (2)

Central 12,452 (1) 17,832 (1) 35,617 (1)
12,645 (2) 19,468 (2) 37,385 (2}

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

(1) Unweighted Mean
(2) Weighted Mean

of certain types of districts to pass tax rate Increases without referenda,
at least to higher levels than now possible, etc. In fact, changes of this

sort have already been suggested by various individuals =and groups.l

In our judgement the real "unknown" in the Illinois situation is the
degree to which districts will pass tax referenda under the terms of this new
allocation system. In other words to.what extent will the "reward for effort!
actually result in additional local effort, and more importantly, where will
this incremental effort take place: in the poorer districts, in the richer
districts, in urban areas, suburban areas, rural areas, etc.? As Grubb and
others have noted we know very little about the determinants of local district
tax effort.ao We would speculate that important tex rate changes might start
occurring in the third and fourth years of the phase-in periocd. It takes con-
siderable time to lay the groundwork for referenda attempts partiéularly under
new "rules of the game." It is therefore important that the new allccaticn

gystem be carefully monitored, not only during the first year or two of its
existence but during the full four year phase- in period. Separate research
efforts should also be undertaken on the determinants of tax rate increases and

the determinants of successful referendé.2
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. While it is our sincere hope that studies of individual states such as
this will prove helpful to decision-makers in those states, the U, 5. Office
of Education would also be well advised to invest some funds in projects that
. would compare the allocation ﬁatterns in one state with those in another,

Tor example, a careful comparative study of Illineis versus Michigan, or per-
haps Illincis, Michigan, Kansas, and Colorado might well throw some light upon
the "reward for effort" phenomena that could never be attained by goling at the
task on a state by state basis. These are, of course, rather expensive re-
search undertakings since no two states are exactly alike in their K-12 alloca-
tion systems and therefore extensive consultation and travel is necessary to
assure that one is nct comparing apples and oranges. However, if the Congress
of the United States is really serious about some of the statements concerning
equal educational opportunity it has made in Public Law 93-280, as we have in-
dicated in Chapter II, then there must be much more work of this "comparative!

nature in school finance.

School finance systems are slso relatively open sysiems and they respond
rather guickly to changes in the general U. 5. economy and to changes in demo-
graphic and population compesition. We would speculate for example that the
. response of school districts in Illinois, Michigan, Colorado, and other states
. with "district power equalization" or "reward for effort" provisions might be
quite slow indeed if the general recession of the last two years continues its
downward plunge. Without doubt, the passage of school district referemda, so
'important in these "equal expendituré for equal effort' systems is strongly
affected by the general economic climate. If the school finance changes of
the summer of 1973.had taken place in the summer of 1963, under the quite dif=-
ferent conditions of a high pupil growth and a generally favorable economic
climate then we might have gotten quite different allocation patterms than we
are apt to get in the mid-1970's. We may never be able to do much more than
- speculate about_thesé larger fiscal policy matters since the amount of funds
invested in empirical school finance research is much too limited to support

the long range efforts that are needed to answer gquestions of this type.

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

fication of "fiscal neutrality" but this instrument is certainly nct without
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limitations. If, for example, the application in other states shows that the
curve does go above the line, that is, 1f some state systems are truly compen-
satory, despite our suspicions to the contrary, then there would be difficul-
ties with this approach. This may also apply 1f federal funds are included

. in the analysis, which they were not in the study reported here. More impor-
tantly, while we can perhaps use this approach to observe whether or nct an
individual state is moying either toward, or away from, the goal of fiscal
neutrality, we cannot tell for sure why this was the case. In a situation

like Illinois where a major changé in the state allocation system has just been
made we could assume that the short run changes are due to that new allocation
system., However, readings on the Gini Index would also be affected by resource
shifts due to consolidations or reorganizations or simply to changes in indus-
trial and commercial concentrations. The values would also be affected by
changes in tax effort patterns,.at least over longer periods of time. Perhaps
most importantly, we have as yet no way to evaluate state gchool finance sys-
téms in a truly multivariate perspective. Our approach at present is to take
esch eriterion, one at a time, and measure the state system against that single
criterion. In the "real world;” decisions must be made simultaneously taking
into consideration all relevant criteria at one moment in time. We are a long
way from being able to simulate that situation and there is considerable work

yet to be done in these vineyards.

Summary Bvaluative Statement

The wheels of legislative progress will not wait for resesarchers to
complete all of the above tasks, even assuming the unlikely presence of enough
personnel andé funds to do the job. Therefore we shall attempt to'summarize
what we have discovered about the reforms of 1973 to date, bearing firmly in
mind the qualifications we have insisted upon above. On the basis of one year's
data it does appear to us that the state has generally moved toward the several
‘fiscal policy goals outlined in Chapter IT. Movement was made towsrd the goal
of fisesl neutrality, variation in revenues per pupil and tax rates were re-
dquced, reward for effort was increased, and movement was made toward the goal
of equal expenditure for equal effort. Turthermore, Illinois became one of
the leading states in the nation to at least begin to meet the expensive edu-

cational needs of students in its urban areas. These were, again, short run
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results of the reform of 197%. Some of these gains may be reversed in the
remaining three years of the phase-in period. Only time and further research
can reveal whether this qualification was necessary or not. On the debit side,
there are admittedly serious problems now in the rural areas of the state and
these will have to be addressed by the General Assembly. The relationship
between income and tax effort éontinues to disturb us and supports the fears
of some who speculate that the rich districts will be able to take greater ad-
vantage of the reward for effort provisions than the poor districts, "once
they learn the rules of the g;ame.'-l If they do this would nct move us in the
direction of greater equality of educational opportunity. However, there is
not, at least to our knowledge, enough evidence accumulated to know whether

this fear is justified or not.

To the limits of our resources and capacities the school finance research
group at Illinois State University is committed to continuing the search for
knowledge and enlightenment in all these school finance matters. We welcome

the company of all those who share our several concerns.
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TOTAL

‘BRPPENDIX A
COMPUTATION OF GINI COEFFICIENT

The districts are sorted in ascending order of wealth per pupil.
The cumulative proportions of pupils in the districts are represented
by the horizontal axis and the cumulative proportions of total operating
expenditures accounted for by these districts are represented by the
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vertical axis. The curve thus plotted would be a straight line if the
operating expenditures per pupil were the same in all districts. &
sagging curve represents lesser expenditure in poorer districts. The
measure of this inequality as defined by Gini Coefficient G is given
by the formula:

Area A

O = ——
Area (A+B)

or after further simplication

0-5 - Area B

G =

0-5
= 1 - 2Area B (1)

Area B is the area under the curve and if n is the number of districts, and
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X = cumulative proportion of ADA for the ith district
y; = cumulative proportion of $ for the ith district
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APPENDIX B

EFFECTS OF DROPPING DISTRICTS IN THE INCOME ANALYSIS

Table 1 indicates the location and number of pupils dropped. Table 2
indicates the location and number of school districts dropped. It can be

readily seen that the duals were more affected by this process'than the unit

districts.
TARLE 1
NUMBER OF PUPTLS IN EACH TYPE OF SCHOOL DISTRICT
1972-1973 1973-1974
North Center South North Center South

Elementary :

Total 471,830 37473 43,382 457,455 35,579 40,090

Dropout 105,046 16,790 10,807 gk, 692 15,626 8,501

% .2228 481 2491 L2070 W4392 .2120
High School

Total 225,723 16,101 21,045 226,619 15,8380 20,210

Dropout 23,075 4,018 3,974 20,395 = 3,783 3,231

% ' 1022 . 2495 .1888 .0899 .2382 L1598
Unit |

Total 296,759  290,3hkk 198,950 789,120 286,884 198,350

Dropout - 49,675 29,552 27,592 58,272 20,361 30,481

% L0623 .10178 L1387 L0738 .1058 .1537
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TABLE 2

NUMBER OF SCHOOL DISTRICTS

82

1972-1973 1973-74
North " Center South North Center South

Elementary :

Total 307 20 114 Z01 75 100

Dropout 91 b1 53 88 26 39

% L2964 .5125 L4eko L2924 4800 . 3000
High School

Total 82 31 30 79 29 27

Dropout 20 15 10 17 1% 8

% L2h29 L4838 23533 .2152 L83 L2962
Unit

Total 124 196 116 126 197 119

Dropout 18 33 25 20 Bl 28

% L1452 .168% L1587 L1726 .235%

L2155
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