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"If the state assumes a centralization stance because it is
providing most or all of the money, the local school board
member may become an endangered species like the snail darter."

-Professor Michael W. Kirst, President
California State Board of Education

I. Introduction

The location of the motion picture industry in California seems particu-
-larly appropriate these days. Certainly it can be said that the State of Ca}i—
forhia has a unique ability to "dramatize" an issue. Perhaps this began with
the gold rush, but it continues to the present day. In recent years, Califor-
nia has dramatized several issues in K-12 finance. For example, concern for
equalizing educational opportunify existed in K-12 finance circ]és long, long

before Serrano v. Priest, but that California case did serve to launch a wave

of Tegislative changes in a great many states which, at least partially, were
to the benefit of students in the less affluent school districts.(1) Now we
have "Proposition 13" from California and another old concern of school finance,
local property tax réTief, is being "dramatized." This new tidal wave of state
lTegislative activity is, however, occurring on the revenue side of school fi-
nance, rather than on the distributive side of school finance. That fact may
give the school finance community a bit more difficulty than did Serrano.
Schoo1 finance.professionals are usually more comfortable dealing with grant-
in-adjustments than they are dealing with tax reforms. They are also more
knowledgeable about grants-infaid.than they are about tax reforms. The new
wave of legislative activity is, nevertheless, taking the form of either statu-
tory or constitutional Timitations on taxing and spending by all state and

local governmental units, including school districts.(2) The policy question
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now being addressed is not the traditional.eq&fty'questiongof;'“whOfgets tha mo-
ey?"; it is rather the question, "How much should be spent?", or more correctly,
"How much will local districts be allowed to spend?" As both Tron and Wilken
have pointed out, that'is not a new policy question.(3) State legislatures

have imposed taxing and spending limitations oh local districts for quite some
time. Tax relief questions have, however, been raised to new heights of vis-
ability by recent political actions in California.

There is an immediate and major pﬁb]ic policy problem that we have ad-
dressed in a previous pub]icatibn for the I1Tinois Association of Schoot Boards.(4)
That is, can the new tax reform movement be reconciled with the older equal
educational opportunity movement? Essentially, our conclusion to date is that
the answer is yes, if one is looking only at the local side of the revenue
picture. Tax caps, or spending increase limitations, are not only reconcil-
able with equalizing educational apportunity, they have indeed formed an impor-
tant part of the strategy of states 1ike Florida, New Mexico, and Minnesota
in bringing about less expenditure disparity between school districts. Bas~
ically, the strategy in these states has been to raise the foundation Tevel,
while simultaneously shutting off the revenues raised on the local side through
very restrictive tax caps. However, the advocates of spending limitations
usually propose limiting not only the Tocal side of the revenue pjéture, but
also 1imiting the state spending for education as well. Very restrictive spend-
ing or taxing limitations on the state spending side are simply not compatible
with equal educational opportunity reforms and the Serrano type decisions of
many state courts. Almost all reforms addressing the Serrano problem call for

an increase in state funding of education. Under very restrictive state tax

caps or spending limitations, it would not be possible to raise enough state



dollars to offset the interdistrict differences in local district wealth, which
are.still the primary reason for interdistrict differences in expenditures per
pupiT.

The purpose of this paper, however, is not to expand the discussion of
whether "Proposition 13" did, or did not, bring California into compliance with
Serrano. or whether simi]ar.proposa1s in other states can also bring étta1nment
of wealth neutrality goals sought in Serrano'type suits. Our purpose here is
to outline some policy options which might be considered by decision-makers
in ITlinois as they struggle with school finance in this new era in which we
must consider not only adequately funding the public schools, but also bringing
about proﬁerty tax relief. We shall attack the problem of attaining property
tax relief in two stages. First, we shall Jook at ways of attaining property
tax relief through the distributive side of the school finance picture, and‘then
we shall describe ways of attaining property tax relief through the options on
the revenue side. As usual, the matter is complicated because we are seeking

ways to provide property tax relief, and still provide adequate funding for the

public schools. Many proposals are being put forward currently in I174nois

which would provide property tax relief, but they would also result in drastic
reductions of local educational services. We will obviously try to avoid solu-

tions to property tax relief that would also wreck public education.

II. Distributive Options

Let us assume for the sake of the argument that local tax burden is
primarily a matter of the effects of inflationary costs. It then follows that

one method of relieving local tax burden is for the state government to assume
some, or all, of the costs of inflation. We will also have to assume that

neither statutory nor constitutional spending 1imitations have been passed in
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I1Tinois which would prevent the state government from taking this responsi-
bility. We then have several Tegislative options to consider. If the state
picks up all of the costs of inflation in both the rich and poor districts a-
Tike, one way to do this is by a simple flat grant. This flat grant could be
the produtt of an "allowable growth factor" determined by the Tegislature based
upon their estimate of either the inflation that was expected in the next school
year, or the expected growth in state revenues, or both, times some base expen-
diture level. For example, this might be 7 percent times a foundation level
of $1,400. It might also, however, be 7 percent times the average expenditure
in the state. One advantage of this particular option is that it provides a
way to defend a flat grant. Flat grants do not generally fair very well when
they are subjected to judicial scrutiny in Serrano type cases. However, from
the practical political point of view, flat grants are often necessary to obtain
the votes of the legislators from the more affluent districts when one 15 at-
tempting to pass an omnibus Tegislative proposal.

The objection to flat grants for inf1ationary pufposes is that this will
move the state away from equity goals., e.g.,‘the rich receive these grants,
as well as the poor. Another option would be to release the assumption that
the state government is going to pick up all the costs of inflation, which may
be hard to sell to the legislature anyway, and place a part of the inflationary
burden back on the shoulders of the Tocal district. This can be done by scaling
the categorical inflation grant so that poor'districts receive larger inflation
grants than do rich districts. In which case, the categorical inflation grant

might laok something like the following:

R
G = !_1 - V:T] E‘/ (1400]



where:
Vi = property valuation/TWADA in the district
Vh = gither the property va]uqtion in the wealthiest distric?
- in the state, or, more likely, the valuation per pupil in
the district at the 90th or 95th centile.
This second option, scaling the categorical inflation grant, would be less
expensive to the state government. In essence, one is asking here that the
state pick up most of the inflation costs in the poor districts and that the
richer districts share that burden with the state. This again assumes that
neither statutorynor constitutional limitations of the type described in the
second part of this paper have been passed in I11inois which would prevent the
district, no matter how wealthy, from nicking up the inflationary costs.

An objection to both the above options is that dollars will be diverted
from the major grant-in-aid formula into this categorical grant for inflationary
purposes. The objection is certainly valid if the state government picks up
the whole cost of inflation, since that would absorb most of the avaiiable state
dollars and very little would be left to go into the major grant-in-aid formula.
This gives rise to a third policy option for dealing with inflation, that is,
escalating the foundation level by an "allowable growth factor" determined
each year by the Tegislature. This option has the advantage of solving some
other probiems. If the foundation level is not systematically raised each year,
then more and more districts will find that they are "bounced out" of the foun-
dation coverage. This comes about through the joint effects of.inf]ation on
property valuations and through the Toss of pupils. As pupils are lost and
property valuatlons go up through inflation, the property valuation per pupiT
riﬁes at an accelerated rate. This phenomena not only causes a number of mod-
erately wealthy digtricts, often farm districts, to be bounced out of the cover-

age of the foundation formula. It also causes less state funds to be spent



and more local funds to be needed. Some authorities discuss this phenomena
under the term "slippage" in the grant-in-aid formula. What they mean by that
term is that unless the parameters in the formula are constantly édjusted up-
ward, the effects of inflation and the Toss of pupils will call for fewer state
dollars with the passage of time, and the balance of state versus local doliars
in the funding system will shift back toward the local side. In that event,
equity problems will 1nchease rather than get better. Thus, whatever equity
element is in any formula will weaken automatically with the passage of time
unless the parameters are systematically increased. The third option takes
care of this by adjusting upward the foundation level to meet the inflationary
costs. This could alsc be accomplished by adjusting upward the guaranteed valu-
ation in the "resource equalizer" formula, if that formula is retained, a mat~
ter we will discuss below. |

Regardless of which of these options is taken, or one not discussed, we
do believe that the major thrust.in the grant-in-aid reform in [11inois at this
point in time should focus on the inflation factor. Inflation causes all grant-
in-aid formulas, no matter what they are like, to become obsolete and, therefore,
the legislature must face this task on a continual basis. However, and this is
an important point, in our view the state'hés the obligation not only to help
the Tocal school districts with their inflating costs, but also to control those
inflating costs as well. " This control aspect will undoubtedly not be very popu-
lar among professional educators. If the state government meéely picked up
the costs of inflation, in part or totally, without also attempting to put a
11d on those increasing costs, then the state government could be Jjustly accused
of adding to the inflation preblems of the nation, rather than attempting to
help soTve those problems. Therefore, we believe that there will be a price

attached to having the state government assume the costs of ihf1ation, in part



or in whole. That price will be to accept the notion of expenditure growth
controls imposed by the state governmen£ or, if it sounds somewhat better, a
notion of "contro]led or allowable expenditure. growth"” over all local school
districts. " We will return to this notion Tater in this paper, but let it simply
be po1nted out here that the idea of "controlied expenditure growth," through
state-imposed expenditure growth Timitations, has been a part of the school
finance scene in other states for many years. MWilken indicates that ten states
had some form of expenditure growth controls as of 1976 and Tron places the
number at eleven, including the heighboring states of Iowa, Wisconsin, and
Indiana. (5) |

If bdth tight tax caps and expenditure controls are combined, then [11i-
nois is, in fact, in the minority in the Midwest in not having these kinds of
cost curtailment préctices.

Stressing the inflation factor and the opposite side of the coin, the
cost curtailment factors, at this point in time on the diétribution side does
not mean that equity goals have been forgotten. Equity goals, however, may
now be better served by a foundation level approach than by the "resource equal-
1zerﬁ approach adopted in 1973, There remains some doubt in the professional
Titerature as to whether a district power equalization (DPE)} approach, of the
type passed in I1Tinois in 1973, can accomplish eguity goals in the long run.

We have written on this matter extensively elsewhere.(6) On the basis of the

best evidence we have at this point in time, it would appear that there are short-
run beneficial effects from DPE systems relative to equity goals, but that the
Tong-run consequences are not sg helpful to attaining equity goals. The ques-
‘t1on turns on the response of poor districts to the "reward for aeffort" held

out by the state. It is not clear whether poor districts can take advantage



of this reward by upward movement in their tax rates.(7) In any event, public
opinion, and some professional opinion, seems to be running against almost all
kinds of local initiative grant-in-aid systems and any form of "reward for

Tocal district effort.” This movement is greét]y aided and abetted by court
cases in a number of states, especially Ohio and Colorado, which are beginning
to cast doubt on the constitutionality of "reward for effort! systems, (8)

There can be little question that "reward for effort" systems are intended to
raise local property tax rates, at Teast in the long run, and thus keep a goodly
share of local money in the K-12 fﬁnding system. This is precisely what the new
tax reform movement does not want. The goal of tax reform groups is often lower
property tax rates and less local money in the overall funding system. Some

tax reform groups, of course, simp]y'want less money in the system, period--
Tocal and state.

Given this climate of opinion, it may, therefore, be usé&ful for the Gen-
eraly Assembly to consider the abandonment of the "resource equalizer® adopted
in 1973, or at least the partial abandonment of that system. In its place the
General Assembly might install a new foundation system augmented this time by
(a) an inflation factor and (b) by either a limited aid to high tax rate dis-
tricts, or by an actual property tax replacement grant, which will be discussed
below. As a first approximation, a foundation level of $1,400 and a tax rate
of $3.00 for unit districts, $1.95 for high school districts, and $1.05 for
elementary districts might be realistic. It would be necessary to make the
$3.00, $1.95, and- $1.05 purely "calculation parameters" in the formula and not
required or mandated tax rates.. This maneuver would avoid the necessity of having
the legislature mandate an increase in some local tax rates, which, of course,

would not be in keeping with the avowed intent of this whole approach to ease

local property tax burdens.
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We thus arrive at a three-part proposal for the distribution side in
INTinois: an inflation factor, a foundation program, and an aid for high tax
rate districts. A choice has to be made on the third factor. If 1t 15 deemed
desirable to maintain some amount of "reward for effort,” then this part of
the allocation system can be set up so that it functions like a miniature re-
source equalizer. However. if it is no longer thought desired to stimulate
higher Tocal tax rates, then this factor can become property tax replacement.
In this latter choice, no new monies are obtained for the schools in this par- -
ticular section of the distribution system. New monies are obtained only in
the inflation paft of the system and, if the district is poor, in the equity
part of the system. Again, in the present tenor of the times, it would seem
that "property tax replacement” would be more politically acceptable than a
mini-version of the present resource equalizer.

There are several options in the€ property tax replacement section.

Cne could, for example, use a technique found in Missouri at the end of the
1960's. At that point in time, Missouri simply sent $14 per child to each
district with a tax rate in excess of $3.50. If property tax replacement is
the goal, this $14 per child would have to be used to lower the local tax rate
toward the $3.50. The $14 and the $3.50 are purely arbitrary and other para-
meters could be chosen. This approach would, of course, give property tax re-
Tief to both the rich and the poor alike. It is similar in some respects to
the notion of giving inflation assistance to the rich and the poor alike dis-
cussed earlier. It is also possible, however, to assist, in this third section,
only thdse districts which are aiso property valuation poor. If the option

is to assist only those dfstricts which are characterized by high tax rates

but are also property poor, then a formula for this third part which looks much

like the present "resource equalizer" can be retained, but reconfigured to provide
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funds only to those districts with high tax rates and poor property valuations:

G=r [Yé - VE} -

where:
r = the positive difference between the actual operating tax

rate in the district and tax rates of .0300 (units), .0195
(eTementary), and .0105 (high school), or perhaps .0195
for both elementary and high schools

Va = the average valuation per pupil in the state for each cate-

' gory district (unit, elementary, and high school)
V. = the Tocal district valuation per pupil

i
The parameters are again purely arbitrary here. If this is a property tax

replacement grant, there is no need for the tax rate values to necessarily
be .0300, .0195, and .0105. They could be higher values. It can also be ar-
gued that there are districts in thelstate with property valuations somewhat
above the state average valuation for their class of district that also need
property tax réaief. Many of these are suburban districts with large numbers
of children to educate. These "dormitory” districts are beset with unusuaily
high property tax burdens.(9) That bgfng thg case, a value for Va above the
state average might well be used. Of course, the higher V_ is set, the greater
the cost to the state for this particular section of the distribution system.
However, 1f the property tax replacement notion is used, it must be firmly kept
in mind that the new state funds going into this third section are simply state
dollars used to replace local dollars. The added c&st to the state is ggi
buying added educational services; it is buying property tax relief. New dol-
lars for the schools are gained only in the inflation grant and, if the district
s property valuation poor, in increases in the foundation level.

Befofe proceeding to the revenue side of the situation. let us acknow-
ledge some problems with this proposed three-part distribution system. It

can be argued that the three parts compete with one another. A dollar used
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for the inflation offset is not a dollar that can then be used for equity pur-
poses, or a do11ar that can be used for property tax replacement. This is
true, but then there are also parts of the present formula that compete with
one another. The same can, in fact, be said of any multi-factor distribution
system. We are also open to the charge that we have not provided a siég]e
formula. This is also true. but then a three-part formula fs perhaps a small
improvement over the four-part general distribution we currently have in I11i-
nois, e.g., one Part in the resource equalizer and three parts in the older
Strayer-Haig portion of the law. It can even be admitted that the adoption of
this three-part approach to allocation may move uys back,.temporariTy we hope,
froﬁ some equity goals in the state. This last point would only be clear after
the exact options and parameters are known and we have run computer simulations
with these options. However, as highly desirable as equity is as a state fis-
cal goal, it should not control all the actions of the 1egi§1ature, at all times
and in all places.

Most assuredly, this tri-partite proposal does not answer all the prob-
lems of distribution systems in I11inois. It is silent on a number of impor-
tant problems such as: (a) access of unit versus dual districts to state gen-
eral revenue, (b) possible use of an income factor, (c) possible use of a geo-
graphic cost of living factor, (d) exploration of new definitions of poverty
impacted pupils and of weightings for compensatory education, (e) use of weight-
ings for special education and vocational education in place of categorical
programs, (f) incentive factors for reorganization and consotidation, etc.,
etc.(10) However, one cannot fight all the battles at one time. We have made
a decision that inflation, equity, and property tax relief are where the at-
tack should be Taunched for the moment. The war will continue against the many

problems of allocation systems and these other battles can be fought another day.
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I111. _Revenue QOptions

It may help the analysis on the revenue side to clarify first what is
meant by "property tax relief," which is presumably the public policy goal de-
sired by a majority of the electorate in the state. "Relief" can be brought
about at least three different ways. One could be talking about "allowable"
or "permissible" growth in property tax revenues for education, or in total
spending for eduéation, This would then be a kind of "relative" relief since
some growth in property tax revenues would still be allowed, but revenue growth
would be smaller than in the years prior to the adoption of local revenue control
measures by the state legisTature. One could also, however, be talking about
freezing propérty tax revenues for education Qhere‘they are at one point in time,
e.g., the property tax burden remains the same as in previous years. Finally,
one could be talking about actually reducing tﬁe amount of property taxes paid
by either every property taxpayer, or only certain sub-populations of propérty
taxpayers. Obviously,the third form of "tax relief" is the most distinctive;
it shows up on the property tax bill of some or all taxpayers and is also the
most politically popular. Awe shall order the discussion of legislative options
around these three notions: controlled property tax growth, property tax freeze,.
and property tax reductions.

Looking first at the notion of controlled property tax growth, there

‘are some general arguments for and against this notion that should be outlined
before one deals with specifics. The case against state control of local ex-
penditure growth starts with the argument that local boards are better agents
for determining the educational needs of their geographic area than is the state
legisiature. This was the justification for "local coﬁtrol” in the first place
and meaningful "local control," it is argued, includes determining the level

at which education will be supported by the taxpayers. That this traditional
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“Tocal control" argument is sfi11 foremost in the minds of many local superin-
tendents can be seen in the results of a recent attitude poll conducted in
Iowa, which stressed the loss of flexibility at the local Tevel under a system
of state budgetary controls.(11) Iowa is a state with considerable experience
in "controlled budgets" and if the General Assembly in I11inois is seriousiy
considering the notion of controlling Tocal expenditure growth, then the Iowa
experience should be closely reviewed.

Second, it is argued that the state legislature may set the allowable
growth rate too low to offset the actual rate of inflation. This might be
accidental, that is, the estimate of the inflation rate for the future fiscal
year was Jjust less than the actual inflation rate turned out to be. It could
also be deliberate, e.g., the state Tegislature might feel that there is some
"slack" in local budgets and that deliberately setting the allowable growth rate
below the inflation rate will force many Tocal districts to economize and adopt
better business management practices. Since the growth factor is set each'year,
however, mistakes of a prior year could be corrected fn the following year,

Third, there is an adverse effect of controlled property revenue growth
upon the property wealthy districts. In almost all states, property wealthy
districts must depend upon what revenues they can raise locally rathgr than upon
state aid. If local property revenues are not allowed to grow as fast as gen-
eral state aid, then the stage has been set for a "leveling up" or a “catch up"
precess by which low spending districts are being brought up and high spending
districts are befng held back.” In some states (Colorado, California pre-Prop-
osition 13, and lowa), this was a deliberate state policy, e.g., low spending
school districts were allowed to increase their epending levels faster than high
spending districts. This is sometimes referred to in the literature as a "squeeze"

approach to compiiance with Serrano.
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The fourth and fifth arguments against a “"controlled property tax growth"
policy relate to a "leverage" effect that is beljeved to be present in educa-
tional finance. Educational demand i; thought to be affected by a "demonstra-
tion" process;(IZ) That is, educational facilities and pragrams demonstrated
to be effective in one school district are frequently adoptéd'by surrounding
school districts. At least 1n the past, when admittedly the economic climate
for public education was much more supportive than at the present, local school
boards actively sought out these "innovative" programs in other school districts
and implemented them in their own districts. So-called "1ighthouse" districts,
frequently the more_affiuent districts, were encouraged to adopt innovative edu-
cational practices even if this meant higher educational expenditures, and it
usually did mean increasing costs, in order to increase the overall effective-

. ness of public education. Whether these innovative programs were cost-effective,
as well as just educationally effective, is an open question, but they probably
did have the effect of increasing educational demand. Under controlled budget
conditions one would expect to lose much of this effeét. It would depend, of
course, upon the actual parameters adopted in a controlled growth process, e.g.,
a Timitation of 3 percent increase a year would have a much greater restrictive
effect than a limitation of a 9 percent increase per year. A variation of this
argument holds for teachers' salaries. In the collective bargaining process.
there is also believed to be a “demonstration” phenomena at work by which salary
settlements in one district affect salary settlements in other districts.
Teacher organizations have relied upon these leverage effects to increase their
salaries. Both arguments four and five rest upon the assumption that "lever-
ing up" is an acceptable practice. Proponents of controlled local budgets

would doubtless argue that perhaps this Teverage éffect has been too success-

ful and the controis are intended to dampen down this phenomena. Fundamentally,
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many advocates of state;imposéd local school budget growth controls believe
that too much is being spent on education and the rising costs of Jocal dis-
tricts need to be constrained, including any leverage process that might exist
in the demand system.

The sixth and seVenth arguments against local tax and/or expenditure
controls are economically based. The sixth argument is ciosely related to the
first argument, the local control matter. It is argued that the local districts
can be regarded as "public households" in a market place, and that forces of
supply and demand operate through this admittedly very imperfect market place.{13)
There is no assurance that substituting the "superior" judgment of the state
government for this market composed of local districts will improve economic
' decisjon-making. To the contrary, the risks of either oversupply or underdemand-
are proBany increased when this quasi-market place is ignored. To be sure,
this gquasi-market of local scﬁoo1 districts is a highly subsidized and tightly
controlled market and does not approach the system of household markets that
some analysts would recommend as the funding system fdr education. {14) Never;
theless, it is a market place of sorts where each district acts like a house-
.ho1d and buys a certain amount of educatiqna1 services. Substftutiné the polit-
ical processes within the state 1egis1ature for this quasi-market does not as-
sure one that the basic economic decisions will be made any better, and they may
well be worse. Related to this last position is an interesting question of whether
the controls on local government taxing and spending that we already have in
varfous states do actually work to keep costs down. There is at least some
empirical research which suggests that they do not work very well.(15) These
studies suggest that increasing educational costs may have more to do with the
Tack of technical productivity gaihs in education and with increasing environ-

mental problems in education than with more controllable items. The bottom line
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here may be that if a state legislature imposes revenue controls but the local
districts cannot control their costs due to factors largely outside their own

local managerial span, then the inevitable result of revenue controls will be

a reduction of educational services, whether the legislature actually had that
in mind in imposing revenue controls or not.

These are formidabTe arguments against state-imposed local revenue con-
tro]s._ There is another s%de of the coin, however, as in almost all other mat-
ters of eudcational fiscal policy. First, it is difficult to see how we can
advocate that the state government take over either part or all of the respon-
sibility of meeting inflationary costs without also giving the power to the
state government to help restrain that same inflation. If we advocated state
assumption of inflationary costs and then allowed the districté to also continue .
to meet these 1nf1atihg éosts_from the Tocal property tax revenues, we would
be double funding the inflation. In the present national context, this might
be considered almost unpatriotic. It would certainly contribute to the 1ﬁf1ation,
rather than attempting to control the inflation. It Shou1d be clear, however,
that if the legislature imposes local revenue growth limits on school districts,
it is imposing what amounts to ”mandatbry" wage and price controls in the pub-
1ic sector when only "voluntary" wage and price controls have been requested,
at least thus far, by the President in the private sector. It would not be the
first time, however, that the pubilic sector has been asked to do more in in-
flation control than the private sector.

Second, there are some benefits from operating under a controlled Tocal
budget situation that might escape first glance.(16) If the state Timits yearly
expenditure or property tax revenue growth. and {t could be either of these two
factors, to a fixed amount, then a great deal more local planning is possible

further in advance in most school districts. At present, I11inois superintendents
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complain, with some justification; that they must await the last day of the legis-
lative session before they know how much state aid they will have for the next
fiscal year. This is an exaggeration, but there is an element of truth in it
since the parameters in the allocation formula have been changed a great deal

in the last few years and prorations of the formula have further complicated
local planning. 1If the annual growﬁh factor could be determined fairly early
each year in the legislative session, local superintendents would have a much
better fix on resources available in their local school districts than they

do now. Apparently, there is such lead time in Iowa. The.local collective
negotiation process is also greatly changed under conditicns of state-controlled
local budget growth. In many districts there is no real reasdn to negotiate

the Tevel of salary increase since the state government has already set that for
all practical purposes when the general growth factor is determined by the state
legislature. Collective negotiations then tend to focus on working conditions
and other personnel matters, rather than on fundamental bread and butter issues.
Collective negotiations seem to take on a much more orderly and low-key approach
under these conditions of budgetary control. Much of the activity of the teach-
ers' organizations under a local budget control situation shifts to the state
Tevel rather than continuing at the local level.

Third, the equity goals of school finance can be served by the expendi-
ture control process. We have already mentioned that some states have deliber-
ately allowed low spending districts to increase their spending more than high
spending distnjcts. There is another aspect of this equity matter. Some local
superintendents in Iowa report that the growth factor actually becomes a "target”
that local boards, who might not otherwise increase their expenditures that
much, now try to reach. S{nce many of these districts who use the state growth

factor as a "target" are Tow spending districts, the effect of the growth factor
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is to hove ﬁp low spending ﬁistricts, thus reducing the disparity in education§1
spending between distficts. One must assume, of course, that this additional
spending also means higher service levels and a narrowing of the service level
disparity as well.

Fourth, the local grdwth factor can also be used to offset inflation.

This is the situation in Iowa since the growth factor is used not only to control
Tocal spending, but also to escalate the foundation Jevel each year. The "growth
factor® is therefore the attempt of the state to meet inflating costs and, at

the same time, to control those costs. Fifth, the local growth factor encourages
consolidation since Targe increases in cost necessary to keep very small school
districts in business are no longer possible under controlled growth. With
declining enrollments,more and more small schools can stay open only with very
high costs per pupil. . This last argument, however, depends upon the growth
factor being stafed in terms of expenditures per pupil, and there are problems
with that formulation as noted below.

Finally, if it is thought desirable to soften local control of expenditure
or revenue growth with elements of local céntrol, this can be done with "voter
overrideé,” a proﬁedure by thch voters at a referendum may go beyond the state
expenditure growth 1imit. This is a common praétice in a number of states, but
it depends upon the growth limits being statutory rather than constitutional,
unless the constitutional change also provides for the "voter override” pro-
cedurc. It would not be unusual for the "override" to reguire samething 1in
excess of a simple majority vote. The "overrﬁde“ procedure is a way of gaining
some of the benefits of state expenditure growth control, but also preserving
elements of local control. An alternative way to go beyond state growth 1imite

is to have them reviewed by an administrative board.
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Once a policy decision has been made to 1imit local school district
spending, a number of legislative options are then available. We have identi-
fied no Tess than eight questions which must be answered. First, it must be
decided whether expenditure growthwill be limited or whether it will rather be
growth in proberty tax Tevies that will be Timited. Generally speaking, most
states have limited the expenditure growth of school districts. Property tax
levy growth is constitutionally limited in Oregon and one of the three consti-
tutional proposals.being voted on in Michigan as this paper was being written
would 1imit growth in assessed valuation of school districts and, hence, growth
in property tax revenues, to the same rate of growth as the Consumer Price
Index.(17) Second, growth limits can also be either statutory or constitutional.
Most Timits are presently statutory, but the Education Finaﬁce Center of the
Education Commission of the States reports that no less than 13 states were
awaiting constitutipnaT action by their voters on spending and tax Timitatiuns
on local governments, including school districts.(18) Third, growth limits can
also be exp?essed as either a percentage or a flat dollar amount. Most states
are currently expressing their 1imits as percentages. but the Iowa system imposes
a flat dollar amount growth limit.(19) This'particular legislative choice has
equity implications. A flat dollar amount will encourage a reduction in vari-
ance in expenditures per pupil between school districts since the-flat doilar
amount constitutes a greater percentage of the Tow expenditure district base
than the high expenditure district base. By the same token, high expenditure
districts can be expected to Tobby for a percentage growth 1imit rather than a
flat dollar amount. Fourth, a decision must be made on whether the lower ex-
penditure school districts will be deliberately allowed more liberal growth
rates than the high expenditure districts. Colorado, lowa, Kansas, New Jersey,
and California,prior to Proposition 13,all allowed greater growth for low ex-

penditure districts than for high expenditure districts. Fifth, a method will
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have to be established to determine what the allowable growth rate will be.

In Arizona, this is done by a special state commission. In Idwa, it is the
combination of the Consumer Price Index and the estimated rate of growth of
state revenues. Sixth, the growth rate itself will have to be established.

On what limited evidence is available, there appears to be quite a variation
between the various states on this rate. I1lustrative allowable growth rates
for school districts used in the past have included: 9.5% in Wisconsin, 8.8%

in New Jersey, 9.4% in Iowa, 6.0% in Oregon, and 5.0% in Kansas. From this
perspective, the annual growth rate propoéed by the I11inois Tax Limitation
Committee of 3% Tooks excessively restrictive.(20) Seventh, a decision must

be made on whether the rate is to be applied to aggregate expenditures and ag-
gregate revenue or whether the a11owéb1e growth rate is to be applied to expen-
ditures per pupil or revenues per pupil. If a per-pupil specification is used,
then an immediate problem presents itself. Expenditures could remain relatively
constant from one year to the next in a school district, but, if the limitation
is on a per pupil basis, much of the allowable Teeway will be eaten away by

loss of pupils--that is, the expenditure per pupil figure will rise not due to
the increase in spending, but due to the loss of pupils. Finally, a decision
must be made on whether some appeal from the growth Timits will be allowed.

This can take at least two forms. Some states allow an appeal to an adminis-
trative body Which has the authority to grant increases in expenditures or revenue
over the state allowable growth rate, and some states allow "voter overrides,"
e.g., referenda which will allow eitherla simple majority or an extraordinary
majority to exceed the spending limits set by the state. At present, the growth
Timit proposal of the [11inois Tax Limitation Committee does not aliow for any

appeal from its 3% Timit. This again appears to be unduly restrictive.
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The second approach to "property tax relief" can be handled in much Tess
space. Only two states, Indiana and Kentucky, have much experience with a
freeze inproperty tax levies over any appreciable span of time. There are
several difficulties with this approach. In the first place, it freezes in all
the inequalities in both expenditures and tax burdens that exist at the point
in time in which levies are frozen; The state, in essence, gives up all attempts
to equalize the tax burden between school districts. Seéond, if the experience
of these two states is any guide, the freeze cannot be kept in place very Tong.
Both states have had to "thaw" their frozen levies in recent years. Kentucky
makes an exception of new properties that come on the property tax rolls and
Indiana makes exceptions for districts with growing pupil populations. Theoreti-
cally, the téx freeie could be a powerful way to achieve wealth ngutra]ity and
‘other equity goals. If wealthy districts could not raise their levies, and
if state aid increased meanwhile to poor districts. the result would be greater
equality of educational opportunity between the rich and the poor. However, if
Indiana 1s any guide to what happens, the allocation system will be warped to
help both the rich districts and the poor districts since the rich are cut off
from their property tax base. The Indiana situation is complicated, but it is
not by accident that at the present time 3b4 of Indiana's 305 districts do not
draw aid from the equalization portion of the allocation system.(21) State
-aid is primarily distributed by a guaranteed minimum increase in state aid that
goes to all districts, rich and poor alike. This type of aid was at least
partially brought into existence because, with the levies frozen, some state
funds had to be sent to the wealthy districts, as well as the poor districts,
to keep them solvent in the face of inflating costs. Unfortunately, 1ikermany
other simplistic approaches, the "freeze" is a good deal more popular with the
rank and file voter than with fhose who are knowledgeable about public school

finance.
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The third form of property tax relief is property tax reductions. The
important distinction here is that property tax reductions can occur in two
ways: property tax reductions without replacement of dollars to the schools,
and property tax reductions with replacement of dollars to the schools. If
property taxes are reduced and the state does hot replace those dollars to
the schools, then service levels must bé raduced. If the state does replace
the dollars, then service levels can be maintained and property tax relief given
to the taxpayers simultaneously. Property tax reductions with replacement of
dollars is, however, not overall tax relief; it is rather a shifting of the costs
of the schools from one tax instrument, the property tax, to two other tax in-
struments, the state sales tax and the state income tax. As we have pointed
out elsewhere, general tax relief, at least of any appreciable size, can only
be purchased by a reduction in the level of eudcational services.(22) Some
very limited amount of general tax relief can he sacured through economies
found by local school boards and by strict adherente to good business management
practices, but no one believes that tax relief purchased in this manner wf]T
be very great. Actually, the manner in.which most states' grants-in-aid work
causes the property tax reduction tacticslto be grouped into three, rather
than two, categories: reduction without replacement, reduction with partial
replacement, and reduction with full replacement. We shall discuss each in
turn below.

The prime example of reduction without replacement has to be Proposition 13,
which was recently successful in California, and any other constitutional roll-
back of property taxes which is currently being offered to the voters through-
out the United States. It can, of course, be arqued, and the Jarvis-Gann sup-
porters would doubtless so argue, that even though no formal mechanism for the

replacement of dollars existed in the Proposition 13 proposal, the "understanding"
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was that a large part of tﬂe California state surplus would be used to replace
property tax dollars for the schools and this has, in fact, happened. What
happéns when the state surplus is exhausted is anyone's guess. The broader
effects of Proposition 13 in California have been discussed elsewhere and we
could not do justice to the subject in the space available to us here.(23)
We would note, however, that respected school finance author1£1es in that state,
such as Charles Benson, James Guthrie, and Michael Kirst, are all agreed that
the major effect of Proposition 13 was to shift California to an "almost" full
state assumption position--that is, for all practical purposes, it is the state
government that now makes the major decisions regarding the funding of K-12
education in California and not the local school boards. It is ircnical to
note ﬁhat overnight the supporters of Mr. Jarvis and Mr. Gann accomplished
what well-organized campaigns of full state assumption supporters could not
accomplish in states 1ike Michigan and Rhode Island. If the state legislature
does not make further changes in the K-12 funding system, we will have a test
case in California of Whether full state assumption will work. Of course, it
can be argued that we have already had "nearly" full state assumption for some
time in F1or1da,.New Mexico, and Minnesota, and that it will.work. Whether lo-
cal school board members will become as much of an endangered species as Chairman
Kirst suggests in the quotation at the head of this paper remains to be seen,
but there can be 1ittle doubt that the post-Proposition 13 role of school board
members in California will be greatly different than their pre-Proposition 13
role.

There is also some degree of consensus among the experts that it is the
more property wealthy school districts in Ca]ifornia that are the most hard
pressed after Proposition 13 and not the property valuation poorer districts.

It is difficult to see how districts 1ike Beverly Hills can long continue to
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support their high 1eve1srof educational services unless the state adopts a
Tocal income tax or a local sales tax to support these services. The present
attempts at private trust funds and transfer of some services to the private
sector are clearly short term, or stop-gap, measures among the more affluent
districts in California. The most important phenomena to watch after Proposi-
tion 13 is whether the upper middle class starts to withdraw their children from
the public schools in districts 1ike Beverly Hills and place them in private
schools. The opponents of full state funding have always alleged that this will
occur under FSA and we may now be able to test that argument empirically in
California. The property valuation poorer districts in California will be less
affected since they will still continue to receive more state funds, which are
derived from the state income tax and the state sales tax. It is important to
note that Proposition 13 in California did not cap off state spending; it was
rather aimed at local spending. We shall return to this important policy matter
at the conclusion of the paper.
Proposals for property tax reduction without rép]acement of dollars to

"~ the schools are springing up all over. There is, for example, a proposal being
discussed in IT1inois that would allow a 25% rollback in property tax rates
via a petition of local voters. No matter what these schemes look like, they
“should berecognized for what they are. If no replacement monies are provided
for the schools, then these are not just property tax relief proposals; they
are also orders issued by the electorate to reduce the levels of educatiovnal
sérvices offered their children. If property tax relief were the only goal,
then there are alternative ways to accomplish that, as outlined in this paper.
[f property tax reduction without replacement is adopted, we will have a clear
signal from the people that their demand for public education is less than it

was in prior years--a bitter pill indeed for many of us to swallow.
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There is an intermediate category here that would provide property tax
reduction with a partial replacement of dollars for the schools. These strat-
egies are all characterized by a concentration on the property tax assessments
rather than, as was the case in Proposition 13, a concentration upon the property
tax rates. The partial replacement of dollars for the schools comes about be-
cause the grant-in-aid formulas of most states work in such a fashion that, as
the property valuations+of a district go down, all other thiﬁgs rémaining equal,
the district receives more state aid. This replacement is on{y partial because
the dollars lost on the local reQenue side are not totally replaced by state
dollars. Generally speaking, it is the property valuation wealthy districts
that Tose more, since less of their valuation base is covered by the various
state aid equalization formulas. Many of the tactics in this category are aimed
at property tax relief for some specific sub-popﬁTation of the electorate. For
example, the recently passed farm valuation law in I1linois will provide pfoperty
tax relief for school districts with high concentrations of farm valuations.

An important study by Warfield shows that only some of this 10ss in revenue is
replaced by state aid.{(24) The same could be said of the issue of the removal
of the remainder of personal property valuations frbm the tax rolls in I1linois,
which was addressed recently 1n a study by Pierson.{25) Homestead exemptions
for the elderly also have this effect, as does the removal from the assessment
rolls of new industrial or commercial starts. The more important tactics here
are aimed not at specific interest groups, however, but at the general population.
For example, another of Michigan's three constitutional amendments would reduce
the ratio of assessed valuation to true market valuation from 50% to 25%. We
have also had a recommendation in I11inois to reduce the ratio from 33 1/3%

to 25%, or some other ratio lower than 33 1/3%. This strategy would provide

property tax relief and replace only some of those dollars with increased state aid.
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The final category would bring about property tax reductions, but pro-
vide full replacement of those dollars to the schools. Without doubt, the
most well known strategy in this category is the "circuit breaker." The general
principle of the “"circuit breaker" is that property taxes will not be allowed
to exceed a stated percentage of an individual taxpayer's income. Michigah has
a relatively long experience with a circuit breaker principle and, in the opin-
ion of some authorities, it works rather well. The schools do not suffer a
loss of revenues under circuit breaker approaches since the taxpayer goes ahead
and pays his property taxes and then receives a credit on the state income tax,
or an outright refund from the state. The recent "circuit breaker“ proposals
in Illinois were vetoed by the Governor on the grounds that the cost to the
state was more than the state budget could absorb and that the techniques would
not curb increases in school district spending. If the Tatter is the real
reason for the veto, then the passage of expenditure control legislation of the
type discussed earlier in this paper,simultanecusly with circuit breaker legis-
lation, will meet that objection. However, we suspect the real reason for the
opposition to the circuit breaker is that it provides property tax reduction
to only the middle income and Tow income taxpayer. If general property tax
reduction to both the rich and poor alike is intended, then the circuit breaker
does not accomplish that goal.

We have as yet been unable to uncover too many examples of property tax
reduction with full replacement oflthose dollars for the schools, except the
circuit breaker notion. The closest thing to this may be some forms of tax
credits that exist in Iowa.(26) There the rural interests in the legislature
succeeded several years ago in péssage of property tax replacement legisiation
which provides state replacement dollars for taxes levied upon agricultural land,

upon 1ivestock, and upon personal property., These are, in essence, bookkeeping
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entries with the local taxing authorities simply reducing the property taxes

on agricultural land, upon 1ivéstock, and upon perscnal property by the amount
the state has provided for tHese property tax replacement purposes. The schools
still get the funds, but the rates on these three classifications of property
“are Tower than they would be in the absence of state grants. At present, this
constitutes about 10 percent of all funds in Iewa for K-12 education. Property
tax replacement is a viable policy goal, but the difficult decisions are those
concerning where the property tax replacements will take place. Are the re-
placement dollars intended to reduce the property taxes for all taxpayers, rich
and poor alike? If the answer is yes, reduétion is intended for rich and poor
alike, then the state needs to create a special pool of funds for this specific
purpose and distribute that pool back on some unit basis. If only the school
governments are ﬁnvo]ved, it could be distributed on a per pupil basis. If other
Teocal governments are ihvo1ved, then a per capita basis might be more appropri-
ate. If only the schools are invoived, is the reduction to occur in all school
districts or only in those districts with high tax rates? Earlier in this paper
we suggested a formula if the decision has been made to roll back taxes only in
those districts with lTow property valuations and high tax rates. That, however,
may not meet the widespread demand for property tax reduction. Obviously, if
property tax replacement is accepted as a policy goal, more work needs to be done
on techniques for accomplishing this goal. We will need, for example, to address
the question of why property tax replacement should take place for the schools

rather than the municipalities.

IV, Summary and General Strategy

This paper has assumed that property tax relief is a legitimate goal of
school finance reform and has then outlined various ways to accomplish that
objective in I1lincis. It is, of course, the General Assembly, the Governor,

the State Board of Education, and the State Superintendent of Education who



28

are the individuals charged by Taw with selecting the various fiscal aptions
they wish to defend before the electorate. -However, it would only be playing
the game fairly it the authors indicate their own preferences. We will conclude,
therefore, by outlining a general strategy for attaining property tax relief

to taxpayers in IT1inois school districts without at the same time reducing

the level of educafionaT services in those_districts. '

First, we would urge the various decision-makers to resist any scheme
~like Ca]ifornia‘s Proposition 13 that does not provide for replacement of Jost
dollars to the schools, even though such a proposition does provide property
tax reduction. As we have indicated, only if the electorate clearly wants a
reduction in educational services should reduction without replacement schemes
be accepted. Second, we_wouid urge the rejection of the property tax freeze
optioﬁ since it does nothing but lock in all past mistakes. We urge the educa-
tional community, on the other hand, to Tobby for the state absorbtion of some
or all inflationary costs and for a re]ative]y high foundation level formula.
Concomitant with that, we would suggest the abolition of the "reward for effort"
or "resource equalizer" method of distribution of state funds. The "resource
equalizer” has served a useful purpose, but it cannot, in the long run, be recon-
ciled with the desire for property tax relief. In return for the state absorb-
tion of inflationary costs, we would also urge the educational community to
accept, painful as it may be, state controls of local expenditure or revenue
growth. We would also urge the educational community to work for a notion of
property tax reduction with replacement of dollars for the schools. If full
replacement is nbt feasible, then the next best policy position is partial re-
placement, such as would come about if the ratio of assessed to true market
value were dropped from 33 1/3 percent to 25 percent through a period of time

of more than one year. Finally, we urge the educational community, while ac-
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cepting perhaps reluctantly the capping off of revenues on the Tocal side,
to resist the capping off of revenues on the state side. If state revenue 1im-
its or Tids must be adopted on the state side, fhey should be sufficiently high
to allow the continued shifting of the support of the schools away from the
property tax base and over to the sales and income tax base. Very strict lids
on spending on the state side are not compatihle with the moves the state has
made toward equalizing educational .opportunities and should be resisted by those
who still believe that Serrano type goals are importantf Indeed, if an overly
restrictive 1imit is adopted on the state side, it should be challenged in the
courts on equal protection grounds. |

Critics of this general strategy, and there will be many, will allege
that the state dollars are just not there, even without lids or growth caps,
to do the job of meeting inflation costs, providing for equity, and also pro-
viding for meaningful property tax relief. This is partially true. But this
depends on how much of a job one intends to do. If only a small amount of ef-
fort 1s 1ntended, then probably the increase in stéte revenue through the normal
growth in the income tax and sales tax, without a change in the present rate
structure, will suffice. However, if a serious attack is contemplated on these
three policy goals, then an increase in the individual and-corporate rate in
the state income tax must be contemplated. Perhaps this might be mixed with a
slight increase in the state sales tax. Before the readers fall off‘their
chairs in fits of uncontrolled laughter over the notion of increasing the rates
on the income tax in the present political climate, they might reflect on the
thought -that no Governor of lilinois has ever gone to the electorate with a plan
-0 actually Tower the property taxes with the dollars raised by an increase 1in
the rates in the income tax. Governors in many states have often alluded to
the possibility that prqperty taxes might be reduced by an income tax rate hike,

but few have proposed that all, or almost all, of a given rate hike be Tegaily
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earmarked for property tax reductions. A future Governor of I11inois might well
consider offering the electorate a choice of raising their income and sales taxes
and Towering their property taxes. It might not be nearly as politically un-
popular aé it first sounds. ‘

Critics will also charge that we are not providing overall tax relief
by the strategy that we have outlined, but merely shifting the burden of the
support of the schools from the broperty tax to the incoﬁe and sales taxes.
They will be perfect]y correct. We also acknowledge a danger in this in that
the support of the schools will move more closely with changes in the state's
general economic health. A major recession in the state at a time-when the state
is depending on the income tax to support the schools will pose serious prob-
lems. However, the danger is far less than a much more drastic situation that
would result from the adoption of a Proposition 13 in I11inois. Critics will
also point out that we are probably éhifting control away from the local school
district by urging that less property tax dollars go into the support of the
schools and more state dollars. That we will also admit to, but again point
out that our proposals are mild indeed compared to the major transfer of power
that will accompany a Proposition 13 or something Tike it.

In a recent publication distributed by the 117inois Association of School
 Boards, we said that in the public sectof, as in the private sector, there is
no "free lunch." We reiterate that stand and add our fervent hope that the
electorate in I11innis will not be misled into accepting something Tike Propusi-

tion 13 in I1linois when other fiscal options are open to them that will also

result in property tax relief. We are calling on the educatignal community to

make some hard choices. We are asking educators to accept state control of
revenue growth at the local level and to accept a reduction in local property

tax revenues in return for state assumption of the costs of inflation, greater
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equity in the grant-in-aid formula, and meaningful property tax relief. There

may be no "free lunch," but neither does a California type diet have to be

rammed down the throat of a reluctant public.
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