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FUNBJNG ADJUSTMENTS FOR EDUCATIDNAL OVERBURDEN AND
- COST DIFFERENTIALS-
!MPL[CATIONS FOR URBAN DISTRICTS IN JLLINOIS
School flnance reforms aimed at property tax base equallzation havé nb;
only left the contemporary problems of central cities unresolved, but reform
" may have exacerbated city conditions according to many researchers (Berke1
1974; Berke and Caflahaﬁ 19725 Callahan et al., i973}. Additionally, formu*
Ias based partly on tax effort tend to penalize urban dastrlcts where educa-
tion tax effort tends to be low despute high comb i ned municipal and educa-

tional tax rates. Reform beneficial to cities needs to take another direc-

tion. In Levittown v. Nyquist'11978), the four largest cities in New York )
s’.uccessfully ‘argued in the lower courts that .the state aid formula failed to
recogﬁize four overburdening conditions faced by the state's Jargest cities--- 
municipal overburden, eduéational overburden, cost differen;ials, and absen-
teeism. The case neatly summarizes the school fihancé reform agenda for urban
centers throughout the country, but could reform directed at these probiems
Teave cities empty handed once again? |

The itlinois State Beard of Education (ISBE) staff recently recommenued
that the state funding formula be changed to expltcnt¥y account for the dis~
pfopnrtionate number of special need students in some distrtcts. and varia-
tions in the cost of resources faced by school dnstrncts (!ll:nols Public School
Finance PrOJect. 1983) The effort . _ generated natlonal interest and has
been greeted w;th enthusnasm by schooi flnance raformers seek|ng to shift
'emphasns from equity to adequacy (For a discussion ef;adequacy issues see

MeCarthy, 1981, Carnoy, 1983; Wise, 19813) . Fellowing preliminary studies. of




the (1linois plan, Chicago Superintendent Ruth Love wrofe that, "Although sad-
died with the rather unwieldily title of. 'The Devaiopment'of a Regource Cost
Model Funding Base for Education in I1linois,"' this document may wel! repre~

sent the most cogent, intelligent document about school financing to surface .

in recent years" (Chicago Tribune, Jan. 17, 1983) . Once the ﬁesourCe LCost
_Modél (REM) was connectéd with a specific funding mechanism later in theuyear,'
however, school finance refnrﬁ again apéeérad to exacerbate the urban situ;
'éiinn, and this timé in ;he process of adjusting for variations.in educational
need and cost differentials. ?The proportion of ‘total! state and federa!l
resources.would be decreased for Chicago and increased for all other district
types, .most significantiy for elementary and the unit districts," (I1linois
.Fubiic School Financg PFoject, 1983) . This analysis shows how a well~
intentibned and highly rational policy intiative, that conceptually recognized

the special situations of cities, backfired.

OVERVIEW OF THE RESOURCE COST HObEL
The Resource Cost Model (RCM) originhtes in the ”be#t practice“. Yexem- -

.plary program,' or 'reputational survey'' approaches to cost estima;ion.
.According to Hartman (1981) these methodologies do not allow for ihe'inclusion _
of fﬁture programmatic changes, or for eﬁa{uating programmatic trédecffs.
Manipulation of cost records and arbitrary cost alloﬁations distort criticai
input data. As an élternative, the Resource Cost ﬁcdel utilizes experts to
construct programs as they might exisi. The RCM was developed at the
!nstitute.for Research on Edu;ationat Finance and Governance at Stanford.
Unfversity..fundad by the National Institute of Eduéatjon. Thg.chief consult;

ant employed by the |)]incis State Boafd of.Educatidn was also the associate




difecter.of.the Instltute for Educatuonal Finance and Governance during the
study. Kakaluk (1877). and Hartman (1981) employed frameworks similar to the
RCM to assess the cost of |mp1ement-ng P.L. 94~ ILZ. The RCM approach in -
Illlnols improves on these efforts by integrating price indexes into the cost
analysis. ln addition to the_RCM. "judgementat” cost models have been used to
estimate the costs of providing bnl:ngual education in Texas (Cardenas et ai.,
1976), Colorado (Robledo, et al., 1978), and Utah (Guss Zamora, et al., 1979).
The RCM ultimately determines an “apprcprtate” cost of educataon for each
schou? district which may be more or less than what the school distriet acty-
ally spends. The appropriate cost is a function of: 1) the quantity of
resources (e g., teachers, supplnes, buiidings) needed by each dlstrlct, and
2) the price of resources faced by each d.str:ct.- Thus, cost is the product
of price and quantity. |
' The quantity of resources depends on: la) the educational needs of sﬁu~
dents in the dfstrict (e.g., reguiar education, special education, vecationél
education, etc.), and ib) 2 set of state program specifications or standards
.on how studente‘ should be appropriatel.y served {e.g., minimum and max imum
. ¢class size. materials costs, etc.), The.”cbst” of resources faced by a dis- -
irict depends on factors under the district's control, such as higher salaries
for experaenced teachers, and uncontrollable factors, such as higher salarias
to compensate teachers for the hagher cost of living in urban areas. . The
pruce” of resocurces refers only to. resource cost d:fferences beyond the con-e
trol of d;str;ct decisicn makers, The RCM calculates praces facing each dis~
trict as the product of: 2a) the state average price, such as the state aver-

age teacher salary, and 2b) a price index that ‘separates the affects of uncon-




trollable costs from controllable costs, and through statistical procédureé.

‘estimates the magnitude of uncontrollable costs. - ' g -

THE RESOURCE COSf MODEL [N ILLINDIS

~In order to determlne the approprlate cost of education qu'each distriet
i itlinois (desugnuted the RCM cost by Associates for Education Finance and
Planning (AEFP), consultants to the {t1inois State Board of Education). three
studies were ihitiated, First; they created a set of state program specifica- .
_tions through what came to be known as the Prog;am'Cost D%fferentiat {PCO) |
study.! Second, they obtained program enrollments or an adequate estimate of
Program enrolliments in each school district. Third, they established pfice.
indexes for major resource categories_(teachers. administrators, noncertifiéd
personnel, etc.) through what came to be known as the Cost of Education Index

(CE!) study.2

PROGRAﬂ COST DIFFERENTIAL (PCD) STUDY

Appropriate resource utilization decisions were made in five expenditure.
categories: 1) instructional programs, 2) school administration and support
Qervices. 3) distrfct administrétion and support services, 4) energy, and 5)
transportafion. S

Instrggtional.ProgFams- Commrttees declded resource needs for eaght program cat~
egoriési elementary, secondary, special, glfted. vecational, compensatory, |
llmlted English-proficient (LEP), and adult education. Members of the commit-
tees were chosen for their program experience and/or the éonstituency_they
- represented, Together, the eight program category commi ttees created 160 h

instructional programs. For each instructional program, the relevant program




commfttee‘deférmfned:- 1) farget. minimum and maximum class size or caseloads,
2) FTE personnel requirements, 3) purchased services, k) suﬁplies, 5) speclal’
equipment, and 6) bbilding space needs. Thesé determinations reflect "appro-.
prfate" reacurc# needs, not “mihimal“, "basic", or “egquitable" resource
requirements.’.Table'] lists resource requirements for 8 of fhe 160 instruc-
tionai program;, one for .each prbgram categﬁry.

School Administration and Support Servieces. A committee also established

.the "appropriate! staffing and resource needs for schools as a functijon of
school size. Based on state average prices in 1981 82. a minimum slze elemen=
tary school of 200 students costs $538 per student for school admunnstratinn
and support services (Chambers and Parrish. 1982, p. 99). Costs for target
siZe elementary schoole of Loo students drops to 5424 per pupil, and the max -
mum size school! of 700 students incurs only a $342 cost per pupil.

District Administration and Support Services. Again, enroliment drives

resource utilization, and costs decline continuously with size. The committee
decided that a district achieves most eéonomies of scale with én enrcliment of
about 1,000 students and exhausts aimost al] economies of scﬁle with a 6,500
student enrolIment.  Taken together, general dfstritt administration cests
about $263 per pupil for 650 students, based on state average resource costs
(Chambers and Parrish, 1982, p. 99). A 6.500 student dictrict costs S$148 per
pupil for district administration, and for a 19.000.district the figure falls
to only 5140.

Energz Ne;ds. A computer program, designed Sy engineers, caiculates the
fpel and eiecfricity needs based on a protypical bu:ldlng, its usage, and cll-

matic'zdne. The. prototypical bu:ldcng represents current construction prac=-




tices in the state, and does not vary among the state's'five c]imatfc regions.
The actual energy source Utl]fZEd by the school dnstrlct (hatural gas, fuel
oil, coal, lTiquid propane, or electrlcnty)and actual _prices are applled tée

energy requirements to calculate and energy cost index.*

PROGRAM ENROLLMENTS

"~ The incidence Qnd-distribution of special need pup:ls among schools and
grades determine how students are served in the 160 lnstructional program.
“AEFP explnc:tly noted that the data sources for program enrol iments variéd.
considerably in quality among the program categorjes and hoped that onée
implemented the RCM would be based on accurate data cellected according_tb
" uniform gufdelines. The major probléms; they believed, came from the lack of
sufficient detail to siot studeﬁts into the hypothetical "appropriate pro-
grams” especially in regular elementary and secondary Enstructional.programs.

The label "12th graders“ for examp]e, does not indicate whether the Students
\_....m_,,____ .

are in an advancgd algebra or a remed:al |nstructional course. .As'a conse~
quence, the distribution of students among regu?ar'elementary and high
school's instructional programs, such as advanced_aigebra or remedial instruec-
tion, is identical for each school .in the state. Thus, vgriaﬁion In need
among qistricts comes onlx from enrolIment variation in programs for "special
nee&;" pupils, |

Relétively good state dat;.for special eddcation describe every studant
in the state according to: 1} the handicap of the pupit, 2) the nature of tﬁe
program setting, 3) the severity of the child's condition, 4) the age of the
child, and 5) thé number of schools likely to be served by each staff person.

_Data files list related services (e.g., adapttve therapy, psychnatrnc heip,




physical therapy, etc.) received by each student. A'computer algorithm allo-
cates each student Lo the approprlate instructuonal program(e) and/or re]ated
service. The state collects equally detailed data |n-vocat|onal'education, A
computer algorlthm allocates students to the hypothetical “appropriaie“ pro-
gram on the basis of courses in which students are_actually'enralled. 0n the
other hand, all'dlstricts received cfedit ih the iﬁitial simulation-fdr 5 per-
cent of the distriet enrollmeﬁt..the state maximum for glfted education.  Only
students actually served in glfted programs will provide the data base ln
future simulations;

Students enrolled in federal Chaptér | and Il programs provide the basis
for compensatory education enrollmeﬁts.. This figure differs from the count of
"Title ! eligible“ students that currently provides the basis of an index
intended primarily to allocate more general aid to the state's largest school
districts. Blstrlcts with 27, percent or more Tltle I etigible students, for
example, count these students as 1.625 students in the general aid FormulaL
The funds generated by the weighting are not specuflcally used for compensa-
tory education instructional program. In Chlcago over half of the students
are designated as Title | efigible but only about 15.pefcent wére counted as
receiving gervices in the 1981-82 Chapter | evaluation reports.

The initial simulation counted only thase pupils.ln.schools with 20 or
more limited—fnglish;ptoficient students, thus-exclqdlng many.scﬁaols with

small, state funded bilingual programs.

-

THE COST OF EDUCATIODN INDEX (CE1)

The theoretical model on which ‘the personnel lndexes of the IllunOIs CEI

were constructed, the hedonic wage theory (Rosen, 1974; Lucas, 1974, Brown,




1980) views salary determlnatlon as the outcome of a bargaining sutuatlon
between individuals and schools districts. According to the theory, districts
reCruit individuals for specific job assignménts; and rndnvndua!s seek remu-
maration accordtng to their perceptions of working conditions, the cost=-of-
living, environmental factors such as-pollgtion, traffic congestion and crime,
' éccess to medicai facilities, and other factérs. Therefore, the price of per-
SQﬁnel is détermfned by studying individual reactions te the work situation
rather than using school dlBtPICtB as the unit of ana!ysas. Surveys.of about -
1800 teachers, 800 district support personnel, 700C school administrators, 900
district administrators, and 1250 non—certified personnei provided the data
for the price indexes. Other empirical studles based on the hedon:c wage
theory include Antos and Rosen {(1975), Chambers (1978 1980}, Kenny. Denslow._
and Goffman (1975), and Wendling (1981).

Laicuiation of a price index begins with a statistiecal analysis of the
various factors determining salaries. The multiple regression analysic yields
a cﬁefficient for each variable denotfng the direction and size of the effect.
Next, “controllable" variables are distinguished from “"uncontrollable" vari-
ables. Sometimes, the distinction méy simply be ¢fawn between those varfabies
policy makers want in the index and those that they de not want.

Shecifically, the '1lincis price index for teachers designates the following
types of variables as either controllable or inappropriate for inc!usion in
the index: . . .

--teacher’age, séx; race, education,.experience, and job assign-

| ments. |

O pianned early retiEement.

s job mobility limited by spouse.




® class size,
® district type (etementary, unit, high school).. . . ' -
orpercent'teachers in county covered by bargaining agreements.
Desrgnated as uncontrollable variables that should be included In the index
are:
® price of agricultural land in county,
- popuiation of the nearest centra! city.
» distance to nearest -central city.
¢ number of districts per square miles in county.
Except for dlstance to central city. all of the Varlables in the index repre?
‘sent reg:ona] characterlstlcs. Together, the uncontroliable variables are |
intended to measure the effects of labor market competitiveness, cost of ]iv-
ing, ac*ess.to urban areas, dlsamenities associated with congestion and size, ;bww
- ties. AL o
and access to consumptlon opportunities. sNoticeably absent from the Inst of % CwT
r B N

uncontroHabIe varuab}es used in the :ndex are thosc related to th.e specific :
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working condltlons of the school dlstrrcts. such as the poverty background and /_

b s e - - B /

_g_demuc preparation of pupilis, the qual:ty of supportﬂserV|ces and fac;?{-mM £
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ties, and safety of the work plﬁ;e.

A summary of the EStimated'stati;ticai relationship between the desig-
natec uncnﬁtrollabie variables and salaries in the five persahnel categories
ate oUtIined in Tab}e 2. Higher priced agrlcultural land contributes to al]
indexes. Districts near to, and far from, central cities confront highgr
prices'for'all personnet categories. Districts'pet square mile in the caunty.
contributes. to hlgher prices for teachers and nnn~cert|f|ed personne!

Districte in urban areas with medium- sszed central cities face the highest
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prices for teachers, instructional support ‘personnel and non- certlfned persan-
nel, but the least for schooi and district admannstrat:on. Though AEFP claim
~that their findings are consistent with theoretucal expectat:ons. thé.slope of
‘the relationship between central city slze salaries for teachers, instruc-
tional support pérsohnel,-and non~certified personnel appears to be contrary
to theoretlcal expectations, and is lnconSJStent With the findings for school
and dlstrlct adm:nlstrators.

The pr:ce |ndex is calculated by substitutlng state average values for

L S st s U
[ o

the controrlable varlables ln the salary equatlon. and usang the actua? dis-

trict values for uncontro!lable varlables. The ratioc of the statistically
- i T

predicted salary to the state average saiary is the.index.- Tablg 3 presents
the |ndexes for Chicago, the 10 metropolitan areas in I1lineis, and nonmetro
districts, Clearly, resource prices in urban areas exceed those in.rural
i1linois. The price of teachers in the Chicago metro area exceeds nohmetro
districts by 13 percent, and the price of district adman:strators and non-
certified personnei are 2& percent higher. Only a slight difference exists
between the teacher cost :ndex in Chicago and the remainder of the meiro area,
however. S:mr!arly, the cost index for other urban districts ir the state

varies only margnna]?y from nohmetro districts.

fHE APPROPRIATE COST OF EDUCAT?ON (RCM COST) FOR EACH DiSTRICT

The hypothetical “appropriate cdst“ of edqcation for each district,
oftentimes referred to as the RCM cost in I1tinois, is caleculated by: 1) com-
bining state program specificafions with cnro]lments to deiermine the resoufce'
needs unique to each district; and 2) multiplying the quantities of resources

by the appropriate prices determined from the resource price index,




1]

Distritt A, for examp!g,_might have é'teacher cost index of'l.osiéhd“lé
LEP pupilt of the sama language in an eltmentary school. W|th this number of -
LEP pupils, the approprrate program specification from the PCD study calls for
instructional program 706~=bilingual pullout K-8 (Table 1, row 7). With 16
pupils, one teécher is needed which at the State average salary costs $1, 072
~ per pupil. The RCM cost. however, ig 5 percent higher accnrdang to the_. |
teacher price lndex or $1,125, Distr|ct B, on the other hand, migHt have 24
LEP'pupiis of the séme ianguage-in the school, thpugh'othgrwise ideﬁtiéal to
District A. According to instructional'program 706 (Table 1, row 7}, two
classes of 12 students yield costs of §1,429 per pupil at state average
prites, or an RCM cost of §$1,500 per pupil after applying the teacher price
index,

Table 4 Iists.the total RCM costs summed ovér all instructional _programs
for several districts In Cook County. The RCM costs are sometlmes | ower and
sometimes highar than actual expendntures.' The initial simulations showed
that total RCH costs in the state of 5 3 bnll:on practncally matched the

actual costs of 5 1 blltlon. |nd|cattng that spendlng by some districts in

excess of RCH costs about equalled the shortfall of spending by other dis-

tricts compared to the RCM estimates {Chambers. and Parrish, p;:9).

THE RCM AS A BASIS FOR A. NEQ GENERAL AID FORMULA

The RCM could be a valuable tocl for state level pfannung and budgetnng.
Projection of resource costs and needs for varlous combinations of educational
aprograms. ;nstrgct:onal strategies, services, and staffing conrigurations
could e;sily be accomplished. 1In this sense, the Rcﬁ resembles the data~n'

driven econometric models'used_in planning state and federal economic strat-
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egies. The intended use of the Rtﬂ in Illinois, however, is direct use in
allocating state aid.- |

Though the RCM costs can play a role |n any type of funding formula, the
ISBE staff reccmmended that the RCM costs serve as the foundation level in a
foundation formula.s Categorical funding of special programs by the state
would be eliminated. Each disfri?t in the state would have a unlque founda-
tion level equal to the RCM costs minus the éosts calcu]ated for compensatory
education. s According to Table k, for example, Chicago's foundation'level
would be about 82,775 per pupil, while Bellwocd s would be §3, 01& per pupil.
The state would require distracts teo levy a minimum property tax rate, proba-
 bly well in excess of the current mlnlmum tax rates, and the difference
between property tax levies raised by this tax and total RCM costs would be
covered by state funds and federal funds excluding federal funds.designated
for compensatory adﬁcation. If both Chicago and Bellwood ransed $1,500 per
PUpit with the required tax rate (ln fact, they do not), state aid would be
$1,275 per pupil in Chicago and 51,51h in Bellwood.

Based on simu]atiuns.using data from 1981-82 that assuﬁe: 1) me change
from the present law in required. tax rates, 2) that al) categorical funding
becomes part of general ald, 3) no flat grants; andfh).no hold harmless provi-
sions for districfs that lose aid, the following pufcomes result {ll1linois
School anance Project, 1983): |

. Stéte revenues would need to increase $1.2 billion (compared to

about $2 billion appropriated for education in 1981-1982).’
. Thg proportion of total.state_and federal resqurces.designated fpr

Chicago would fall from the_actua!_Bl percent in 1981-82 to 26
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perceant, but wqud lncrease for other district types, especially

elementary and unlt dustrlcts.

A CRIT.ICAL APPRAISAL OF THE RCM
METHODOLOGY AND THE FUNDING OF URBAN SCHOOLS
The results of the funding formuia simulation based on the RCM cost
' determlnatlon |nd|cated that Chicago loses substantial state aid relative to

othetxd:strlcts Appropriate costs for Chicago in 1981 82 were ca]cufated as
hhhhh \ .y

$2 754 per pupil, weil below actuai 1980 81 custs of $3 115 (row 1, col. 3,

W

W a‘

gTable h) B S:mliarly, the. actual 1981 82 costs exceed RCM costs in all of tﬁe~
ce;;:;l cntles in the state's qther nine metro areas. Though the RCM accounts
for many pupil heeds and price différentials. ﬁhicago fails to recapture state
resourcas currently funneled through an urban aid factor, and state categor-
ical aids. Perhaps more disturbing, however, is the oftentimes favorable
treatment of suburbs.
Possible explanations of fhe poor. outcome for Chicago iﬁclude the follow-

ing: 1) urban education programs in lllinoi# are more than appropriate, 2)
huge amounts of waste'and inefficiency exist.'ahd 3) systematic bias in thé
RCM._ The first explanation'certainly_fails though'this is exactly thé'impli—
cation of the RCM cost estimaﬁes..'The second,. though partly true, comes no-
Qhere near exbiaining the gap between "appropriate costs" calculated by the
RCM and the actua!l Chlcago educational . experiences. This section comments on

- Lhe conceptual and technlcal problems with the RCM's treatment of large cit-

ies. Whnle some of the criticism applies specifically to Ilinois, emphasis

is p]aced'on problems with the generai'approach.
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ENROLLMENT DATA FOR SPECIAL NEEDS PUPILS:

Based more on intuition than good data, some researchers (e.g., Guthrie,
. Garms and Pierce; 1978) have recommended added state attention to f:nancnng
'spec1al educatjon 25 a means of assisting cities. Visual inspection of Table
b indicates that the prcpurtian of enrolliment served in special education
determines much of the RCM cost variation withln Cook county, and that Chacago
serves only 10 percent of its students in spec:al educat:on. AEFP noted the
poor quality of enrolliment data, but poor data fails to explain the bias
against Chicagn. In fact, tﬁe quaiity of special and vocational education
data exceeded those in otﬁer instructional categories.

Intuition telis us that poverty, poor health, poor hdusing. and poor pre- 3
.and postnatal care in large urban areas should'put.the incidence of §peciat
education in Chicago as highest in the state, not at the bottom. New York
City, for example, has one-third of the state's pupils, but one~half Df'itIS'
special education pupils (Gbertz, 1981, p;.]]B)} Part of the reason for the
high incidence of special education pupils, however, comes from the extra.
weight such_pubiis receivé in the New York general aid formula.(éach pupil
.counts double), and a definition of "handicapped" based on low test scoréé.
Only one of about 125 elementary and unit districts in Cook county had a
smaller proportion of handicapped pupits than Chlcago. Specaal educatlon
enroliment in I]llnoas urban areas vary. Among other_metro—districts in the
state, Champaign. Urbana, Peoria, and waukegan serve aboul 16 percen::of the
schoot enrollmént in special education thle Decatur, Elgin and East St. Louis

serve about 11 percent.
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Actual enréllments in special education hay differ from "appropriate
enrd]lmentS'becﬁuse: 1) the same procedural requirémenﬁs in diffarent dis-~
trncts yleld varyrng results (weatherley and Lipsky, 1977, 2) Flscal
resources available to districts partly determine the scope of programs, and
program enroliments often determines need (Nelson, 1982a. 1983), and 3) State ..
and federal fundlng mechanlsms create incentives and d|5incentives for local
decision makers that operate partly through program enrcliment dec1310ns
(Hartman, 1980} . Foremost among the problems faced by Chncago is probably the -
.‘bﬁﬁﬂﬁf of resources. In recent econometrlc analyses, Nelson (19824, 1983)

B v

found . that flscally strong drstrncts served more students as:handicapped. par--

o

tlcu!arly |n the mJldIy handncapped categories. Chicago faced the last dec-

L P e e

ade's mandate for special education with.a budget that accumulated deficits
over the 19755. went bankrupt in.1986. and since then has confronted é deélin}
ing inflation-adjuétéd budget (Nelson,_1982b, Chjcago Panel on Publijc School:
Finances, 1582). Furthermore, many less expensive and/or more highly subsi-
dlzed alternatives ex:st fcr the mlldIy handrcapped such as compensatory edu-
cation and bnlungual education. Currently._the state funds approximately 60
percent of bilingual program costs, for example,'but in special education
aliocates onfy 56 250 per teachar. Another compllcatlng factor arising in
urban 5|tuat|ons comes from educational problems so prafsund that distinguish-
ing the mildly-handicapped from the nonhandicapbed often proves impossible.
Finally, parente of children in urban schools coften show less sophlstléétlon
in utul:z:ng the due process requirements of the law to secure appropriate

educatlonal treatment for their children.
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The impact of special education enrollment on the RCM cost estimates

comes from :ts expense relative to other special needs programs,

Self conta:ned elementary programs with a target size enroliment cost about
.Sl 100 per pupii at state average prices (Chambers and Parrish, p. 9&) The
least expensnve special educational lnstructlonal programs, resource rooms for
the behaviorial disabillties and learnlng disabilities categories cost about
$1,500 for target size enrollments. At target enrcllments, eelf—conta;ned'
classrocoms for the mlldly handicapped range in cost from $2,500 to $3,550 per
PUPil. Supplementary services, higher administration costs, and smalier than
taréet class.or case lcad size, lifts costs further. Compensatory edycatlen,
on the nther hand, basically functlons as an add-on to regular anstruct:on and
for most lnstructsonal program configurations eonstructured through the RCM
process costs $100 to $400 extra per student. To the extent that bilingual
teéchers_replace.regular teachers, billnguel education costs are minimal, and
in any event, substantially less than for special edueation.

Another bias systematicelly worklng against urban areas in the RCM arises
from the absence of “appropriate“ enrol Iment information for the remedial
instruction pProgram and the compensatory educatlon program category.-_Children
in urban schools undoubtediy have a greater need for remedial . instruction
whether or not they are currently provided the instruction. in eny event, the
state does not'yet collect such data. Consequently, the RCM arbltraruly alio-
_cates 7.5 percent of elementary students, or one percent of hlgh schoocl stu-
dents, to remedial rnstruct:on regardiess of school or district characterisg-

tics.,
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Chicago reports that - lh 98 percent of its students speciffoally'receive
Federal Chapter‘l and Il support for compenSatory education, even thoogh

e misn

approx:mately one*haif of the student body :s elngnble for Tltle | serﬁioos.
i e - B
The urban aid factor in the current general aid formula is based on the latter
figure., Fully 100 of the 700 d:stracts outslde of the Chncago metro area

it m“‘*"%{v‘u/-,--' e

clalm a higher percentage of students actually rece:vang compensatory educa-
t.oﬁhlgegtch.c;;;:' On the other hand, on}y 12 of the 300 Chicage metro area
dlstrlcts report higher percentages, and only one central c:ty in other'
Mlinois metro areas reported a higher percentage.

Part of the problem arises from the stipulation in the lTlinois RCM pro-
cess that most students must actually be served to be counted as enrolied, in
compensatory education, however, student names often cannot be attached to
federal programs. Frequently, entrre schools in Ch:cago engage in compensa-
tory educatuon, much of :t without federal support. Perhaps, rather than
assocnat:ng compensatory ‘education with federally funded programs,dmore empha*}
sis should be placed on collecting good data and constructing more precise

instructional program conflgurat!ons for remedial! education within the regular

elementary and high schooi curriculums.

COSTS tMPOSED BY URBAN POVERTY.

" The 13BE recognized the problems of fundrng districts heavily: impacted . by
poverty, perhaps because Chicago fared so poorly in the initial simulations.
But they view poverty primarily as a cause of special instructional needs, and
- secondarily frame poverty as a direct determinant of sucn non|nstruct|onal
costs as vandalesm, increased security, student tranStency, nonpayment_of

fees, etg. (llllnous School Finance Project, 1983). The RCM considers the
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ingtructional jssues rélated ﬁo boverty in the compensatofy education instruc-
tjbnal program; but as.élready'noted the state wishes to view these needs as
federal obligations and consequently excludes ‘these costs in the RCM calcula-
tions for state aid purposes. Imprecice enroliment data rajses QUeétions
about how much urban areas would benefit from the consideration of'compensé-
tory education in the RCM-driven formula. Furthefmore. the extent of an "ade-
quate'' compensatory educatfon is unknhown given the absence of standards on how
much parlty disadvantage youngstersshould acqunre relatsve to their middie
‘¢class counterparts. Noninstruectional costs failed to enter the RCM cost cal-
éulatlons through the cost of selected support systems (e.g. » Security,
health, etc,) may enter calculations {n the future. . The most sérious omis-

s:cn, however, arises from the faulure to consider the effect uf poverty on

t?e R:er of personnel.

Recall that the theory behind the rrlinois_CEl views salary determination
as the outcome of a bargaining situation in which school dustr:cts recrujt
:nduvnduals for specific job assignments, and und1vuduals seek remuneration
based on: working conditions and characterrstucs of the community and regron in
which they live. As constructed, however, the CEl approximates county cost-
of-living differences more so thaﬁ measuring personne! prices-baseq on the
hedonic wage.theory.

Only three or four variables determlne the personal prlce indexes. Thres
varnabies reflect county or reguonal characteristica: price per acre of agri-
cultural land in the couhty, population of the nearest central city, and dis-

tricts per square m|le in the county. Only one variable, distance. to the

nearest central city, determunes the unique index within each county. Index
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diffefeﬁces among Cook County's_iho dfstricts. for example, depend ohly on.
their proximity to ChicaQo, with those borderlng the city havrng the highest | .
index, Unsurprvsung}y. very little variatien in lndexes exists within coun-
tiéé. .The teacher cost index in Cook ;oun;f rénges from 1.0344 to 1.0619,
The dispersion of the indéxés in Chicago'é collar countfes is even smailer,
Kane county indexes range from .9565 to .9622, Lake County from .9939.to
' Y.0141, and Will county;frbm .thé te .9705, |

Aé'a consequenée of constructing the personne! indices in this way, dié-
tricts.in remarkably d?ffafent bargaining pesitions, with.respéct to prospec~
tive employees,.have almost the same indexes. As shown in Table 5, the pro~
fessiopal suburbs éf Dak Park, Evanéton, and L;;:;anood have almost the iden-

IS .

tical personnel price |ndexes as the workung class suburbs of Berwyn and
Cicero. These suburbs. all of whrch border Chucago, have almost the same
k::::::: indexes as Chicago. Oak Park, Evanston, Lincolinwood and other privi-
leged suburbs in Cook county offer employees quality working condﬁtlons (sueh
as small classes, supernor facilities, and academically talented students) and
a safe, clean community to work in. Chicago, on the other hand, must fre-
quently compensate employees for large class sizes, academically unprepared
students; deteriorating facilities, violence against teachers, and unsafg
nefghborhoods in which. to work. " According to the Safe School Study (Rubel,
1978}, for éxample.'z.B percent of large-city secondary school teachers report
being attacked in one month compared to 0.7 percent in small cities, .4 per-
cent of suburbs, .and .02 percent in rufal secondary schooils. In urban arees; teachers

have one chance in fifty-five of being éttacked, but only one in five-hundred

chance in rural schools. Cleariy Chicago enters the regional labor market for
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teachers with substant:al disadvantages severely unestnmated by the Illfnois
prrce indexes. The old National .Defense Student Loan program recognlzed the
unaque problems faced by inner c¢ity schoels in obtalnlng personne] by forgiv-
ing loans over a flve year period for teachers in inner city schools., . Houston
' offers a 52, 000 bonus for teachers in schools with a hioh proportion of aducé~
tionally disadvantaged students, far more than the stnpends offered to teach—
ers in short supply specsalizatnons {(Mitler and Say, 1982) . |

Other urban school d:stracts in 11)inois confront the same dlsadvantage
‘when job charactertst:cs are om;tted from the analysns. lndependent cities
with an rndustrlal, worklng class character, such as Elgin, Waukegarn, and
'Joliet, have indexes typical of.othér districts in the counties of Kane, Lake,
and Will. The average district in.elite,_suburban Du Page county, khoWn for
restrictive zoning codes. and public houoing discrihination, has a teacher cost
" index exceeding the avofage Cook county district. |

Cost.index studies.for other stotes; based_on the hedonfc wage ﬁheory,
indicate that some central cities incur-subsfantialty-higher costs'compared to .
the state avorage. The total education'oost index of New York City has been
calculated at 1.13 (Wendling. 1981) The index, however, exceeds Great Neck's
{1.10) only slightly. falls below White Plain's (1.15), and is less than the
New York-Putnam-Rockland~ Westchestar reglonal index (1.19). St. Louis and
Kansas City not only have higher indexes, .15 and 1.13 respectlvely, but they
aiso substantially exceed. the metro indexes of 1.09 and 1.07 (Chambers. 1978) .
Unlike the-lll;nois equation, student charaotgristics.enter the.Missouri
model-percent black pupils ang percent pupils in remedial reading both of

which contribute to a larger index. California's four largest cities have
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indexes about 10 pércent greater than the state average—about the same as
Chicago's index (Chambers, -1980).

. Some of the problems in establishing accurate pricé indexes for urban
aréas could be resolved by inciuding_the appropriate variables in the estimat-
'iné equations, éuch as the poverty background of students, student échievement
level, teacher assauj; data by-schécl. neighborhpod crime statistics, quality
of faci]ities, and other variabfés; But comparabie daté among scnodl dis- "~
tricts is largely unavailable. Furthermore, from é.policy perspective, surh
varlables may have an undesirable ""image'" in an educational'funding formula
and recognition of these factors might be seen as réwarding and encouraging

violence and fajlure.

EETHODOLOGICAL CONCERNS WITH THE CE!

Even though the results 6f the I'llincis CEl are "largely consistent with
similar studies conducted in other states,” (Chambers and Parrish, p. 66) some
technical problems emerge in the fegression ahaiysjs. As already noted, diSj
tricts in urban areas with medfum~siz¢d central cities face the ﬁighest prices .
for teachers and noﬁ-certified personnel, ceontrary to théory, but the lowest
prices for school aﬁd'district administrators (Table 2)., While this example
may represent one isolated inconsistency, it méy also play an important role
in distributing millions of dollars incorrectly.

Other cost of education index studies confronted similar probiems.
Wendling's New .York study (1981) included student characteristics iﬁ the sal-
ary.equations. but with imcensistent effécts that sometimes went in the wrong
directiqn. Sﬁecial néeds pupiis did coﬁtribute to higher teacher_costs, but

contrary to theoretical expectations, low attendance rates and low student
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test scores contributed to lower salaries. In the admlnlstrator s salary
equation, low student test scores ied to hrgher salarnes as expected, but high

.attendance rates and few special needs pPupils also contributed to higher saia-

ries,

tn additioﬁ to variables with the wrong sign, sémé variables may bé
incorrectly included in the il1linois equataons. The county-wide price of
agricultural land in the llllnons CEt, for example, theoretically. represents

the base price of land in urban areas and rhus higher-cost housing fqr employ-
ees, an important component of the ¢ost of living. Withoutr a variable to hold
the quallty and potential use of Iand coenstant, however, the price of agricyl-
tural land partl}y measures weaTth. Consequentty, the state could be subsiaiz-
ing wealth through the price index. Tﬂg problem exusts in urban arsas as
well. School districts in DuPage county, for example, differ from Cook county
'_districts on 3 of 4 variables in the teacher price index. Distance to.the
central city and dnstrlcts per square mile |n the county contribute to a lower
‘index, but the varlable for the price of agrlcu?tural land in the county
raises the indexes to levels meeting or exéeeding most districts in Cook
Couhty. The other three coliar counties in the Chiéagc metro areszs, though
equally preximate to Chicago, have lower indexes mostiy because of thé lower
price of agricultural land. _C]ear!y, the price of agricultural lang does-not
measure the cost pf land very well, nor does it approximate higher living
costs. |
The'intertounty compariéon raises another seﬁ of specificétion'issues.

"The independent citjes of Elgin, Waukegan. Joliet, and Aurora are assigned to

the Chicago metro area and have personnel indexes equivalent to other -dis-




23

tricts in their respective counties. Consequently, suburban Eimhurst in Du
Page county has a teacher cost index 11 percent highar than urban Etgin and 10
percent higher than Joliet (Table 5); Either these lndependeht cutles should
ke given central city status, or all variables should he measured on a metro-
politan basis rather than on a county basis. The latter approach is probab}y
most consustent with the hedonic wage theory since county Ijnes arbitrarily
divide the metro labor market. Furthermore, some d:strrcts in Cook county are
more distant from Chicage than any dlstrlct in DuPage county and many dis-
tricts in other countnes. Variation in indexes among schoo! distribts accord-.
ihg to the.variables'now in the index would then depend on oﬁly one variable_

for districts in the Chicago metro area--distance to the central city.

CONSTRUCTION, MAINTENANCE, AND.ENERGY COSTS

Urban school districts pay more for land, more for buildings, and more to
maintain buildings and.facilities. .The average cost of land per acre in 14
city school dlstrlcts surveyed by the Research Conuncil of the Great Citjies
(196h) was 23 times qreater than non-urban districts in the same states.
School construction costs exceed those of suburbs becasue of more restrictive
building ecdes and hig_h_er union wage scales (Levin,. Muiler and Sandoval,
1873), and facility costs tend to vary among school districts more than oper-
~ating costs {Wilkerson, IQBI). The absence of new construction in most cen-.
'tral cities; including Chicago, mitigates many of these problems. Maintenanca
costs, however, exceed stafe averages (Fox and HUrd; 1971) and high construc-
tion costs probably slow down replacement of outdated, inefficient.faciiities.
'Aboet 150 ,or 27 percent,of Chicego schools were built-prior to 1907. Few

other districts in the state boast of facilities built before that date.
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Exciuding capital costs and maintenance from the RCM process, ighores
|mportant cost pressures faced by Chlcago that have an indirect impact on
instructional spending.? Furthermore, energy -use assumptions come from a
prototypucal" burldung based on current construct:on standards._ While the
state clearly has a interest In not subsnduzung inefficient bur!dlngs. old
© schools in Chicago will not Ilkely be replaced soon, yet certa:nly these

expenses draw resources from programs aimed at pup:is

CO&CLUSIOH-

The apparent irony of a large central city loSIng substantial amounts of
state and under a funding formula specuflcally des:gned to account for the
expense of special needs puplls and costs varlatlons among districts can be
analysed in another way. The proposed shift in the basrs.for funding-domon—
strates the ascendoncy of general state over special-intersst funding in an
era of oecliningnresourcesf .Under the RCM-driven funding formuia, Chicago
fails to make up for the loss of state categor:cal aids and gives up resources
funneled through the urban ald factor. - | |
Ar’_When_money is tight, categorical programs suffer at the expense of gen-
eral aid according to Fuhrman (1982) . Legis]ator's basie ongoing commitment,
Wolf (1981) concludes, is to preserve the unrestricted basic ajd to which the
district bock home gives prlorlty. Contentious in-fighting among teachers,
school boards,'and special interest groups. assorts Fuhrman, has led.many leg-

islators to distrust all single interest groops'and_discount any demand.as
self—interested. According to Elmore and McLaughlin (1981), single Entorest
'groops may woll have to communrcate with other educatlon interests ﬁo form
|ntegraled packages. rather than present their claims directly to individual

legislators.
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-Thése characterizations of state education politics in the 15805 tlt well
in.lllinois. State support for schools declined over the past ‘decade from 48
percent of total expenditures to 38 percent, Declnnnng federal resources
increased the local burden. another 3 or h percentage points, while funding for
categor:cal programs maintained a favorable status in the early 1980s. In
1980, the lIIinqls_State Board of Education chose an ITlinois school djstrict
super intendent as the.new_state superinténdént, instead of an outsider or a
‘professional within the agencv. The new superlntendent undertock two major
studies reflecting the newly galned influence of Iocal dustrlcts. The man-
dates study reappraised at} state mandates. ' The school ftnance study, as
revealed in the study design and conf:rmed by the finai recommendations,
sought to bring all special interest programs and regular.education under a-
general aid formufa that c¢onsiders the unique speciai needs nf each district.
Both efforts represent a packagfng of special interests, described by Elmore
.and McLaugh]in; that may well sucneed in the.state legistature better than tne.
direct appeal of special interest groups.

Within the basic ch framewnrk, several changes could benefit urban
areas. .First. enrollment'ceilings in specinl education, particularly in the
iearning dfsabilitieé category, wouild partiy aileviate the favorable treatment
of suburbs. Second, the costs cf-noverty could be judged better by: 1)
.obtaining data on actual enrolliments in remedial instruction, 2) direct!y.cal-'
cultating nonfnstructional costs of'schools and qistricts as a function of the
poverty concentrétion of the student body, and 3) considering ctosts imposed by
schooi district characteristics, as wel! as student characterrstncs, such as

desegregatlon. and h) accountnng for student body characteristlcs and work
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place conditions in'the CET. fhird' methodologrcal probiems with the CE! that
appear to be systematucally biased against urban dlstlcts could he worked oum.-'
Such changes. however, may not guarantee that cities would not surrender state
resources under an ch—drnven funding formula. Advocates for caty school
children may want to insist on !ncludlng an urban ald factor to account for
"fntangib!e" factors contrtbutlng to higher c:ty sehoo! costs. For example,n
the pervasiveness of studentsfrom improver ished backgrounds in urban schools
~affects the }earning'enVironment for ali_students.s

Yet another perspectIVe. certainly the most pragmatic one, would argue
that the funding formula means: less to central cities than the informal rules
of the leglsiatuve process. In lllinois, for exampie, legisiators generally
agree that Chlcago should receive no more than one- third of state appropria-
tions for education. Lobbyists for the school board measure theijr success_by
how close Chicago‘s allocation comes to this mark. The legislature often
~adjusts the urban aid factor to meet the one-third obJect:ve rather than for
philosephical or cnstﬂbased reasons, Similarly, an RCM-driven funding formula
probabiy couid be adjusted to achieve the one- third obJectlve._

Other central citjes may fare better under'an RCM funding approach.
Chicago receives substantial state funding_through an urban aid factor, and
Cities current!y.treated less generousiy may experience improved fortunes
thrcugh an RCM*drlven fundlng mechanrsm. Furthermore. the RCM process itsalf,
tends “to Unlfy specral interest groups more than a categorical program and
funding approaéh. At least during an era of deciining power for specual
interesr groups |nclud|ng city school systems, a Unlfled approach to educa-

tional-funding_may have not immediately apparent benefits..
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NOTES

This process shquld be called the Program Specification or Program
Configuration study becaqse decisions are made about.apprdpriate'class
sizef_staffing, and materials. Enrollment lnformat:cn and the price
indexes are needed to obtain costs faced by each dlstrlct. The PLD desig-
nation is leftover from the original study dESIQH. |
kae the PCD study, CEI is a misnomer because only the “uncoﬁtro?lable“
costs of personnel are indexed. Educational Price Index might be.a more
appropriate designation, especially since cost variations, within the'RCH
rubric, are ailso a function student needs. Consultants hured by the |
lllingiimgyblic School F:nance PrOJect to revsew the CEI prefﬁrred the
desiggggiqp relat:ve price index. "o

Each committes was asked to keep a balance between the resources they
would like for each program and what they believed to be affordabie.
Preliminary estimates of totail education costs in I1linois based on these
approprnate program . speCsfacatuons“ for 1981~ 82 enrolIments was 5.3 bil-
lien (AEFP, p. 9). Slnce thie figure exceeds 1981-82 actual costs by only
2%, "appropriate" effectively means average.

Both the energy and transporatioﬁ studies were part of the CE! study but

cenceptually they also belong in the PCp study. Basing resource estimates

on a prototypical building, for exampte, is much the same as establishing -

appropriate program conflguratlons. The prototyplcal building is
descrnbed in Appendix G of Chambers and Parrish (1982, p. 220) .

The foundation formula is: §; = F - (r x Vi) where S; is the state

aid contribution pPer pupil in distriect, F is the foundation amount per
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pupil, r is the required tax rate and Vi is the local property Value'per

pupil in district i. The current llluno:s aid formula functrons as a

feundation plan with F = 1,658 per pupil iﬁ 1982-83. Under the proposed

changes, F is replaced by’ Fis the foundation ievel unique to each djs~
trict and F- equa]s the RCM eost of dnstrset i. The applncataon of the
RCM'to various'other aid formulas is detalled in Chambers and Parrlsh

(1982, pp. 110-113). .

'Compensatory education is considered a federal responsibility, and conse-

quently the state does net want the oblngatnon to fund these programs as
federal funding declines. This apprench indicates that compensatory edu-

cation is not viewed as a_component of “approprlate” educat:onai costs and

. possiblly reveals a bias against urban education. The approach may also

reflec+ the lack of knowiedge about what const:tutes adequate compensatory
education.

Currently Chicago ebtains relative!y favorabie treatment in the legisla-
ture process; ‘Chicago, wnth one quarter of the state's students gets 525__'
mitlion, half of the state appropriation for construction and rennovat;on
(Bradshaw et al, 1981). The total appropr;atlon i b percent of

state aid and Chucago S total budget is about 1. 5 bl!lnon.

G. Alan Hickrod, Ben.C. Hubbard and Ramesh B, Chaudhar: suggested this

perspectlve.
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TABLE 2

Contribution of Uncontrpllable Variables to Salaries

-

%gggzgc- - 8chool District = Non- -
Support Admin- Adminis~ Certified
Teachers =  Personnel istration tration Personnel
(1) (2) (3 - (W) )
‘1. Price per acre of 0s.2 . b L .b
agricultural land in poa. .pos._ . ' : pos. - :
county _ _ i
2. Population, nearest . upside-—c up‘side- . U-d . S g upsid_‘e_
central city down U down U shaped shaped down U
et - e
y shaped ghaped . shaped shaped o shaped
4. Districts per square = = ' - ' ' '
mile in county pos. b b .- b pos.
5. Total enrollment . . b ' b b upside—

down U

Source: -Derived by author from Chambers_and_Parrish (1982; Appendix F)

#a11 outcomes designated pos. (positive) contribute to higher prices, but
at & declining rate. ' : :

bNoﬁ included by AEFP for statistical reasons.
cThe effect is least important for districts near the smallest and largest central cities.

d . . . .
The effect is most important for districts near and far away from
central cities.
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TABLE 5

Price Tndex for Selescted School
Digtricts in the Chicago Metro Area

zgggzgc- : School Distriet Non-. .
_ - Support Admin— Adminis- : Cert;_tfied
Teacher Personnel istration tration Personnel
| (1) (2) - (3) [ 5
1.  Cook County .
a. Chicago 1.0776 1.0796  1.0638 1.1700 1.1735
b. 0Oak Park 1.0601 1.0571 - 1.04971 1.0847 - 1.1089
€. Evanston S 1.0584 1.0548 " 1,0483 1.0629 1.1024
d. Lincolnwood 1.0619 1.0595 1.0512 .9629 1.1154
e. Cicero _ 1.0619 1.0595 1.0512 1.0918 1.1154 .
f. Berwyn 1.0601 _ 1.0571 1.0497 .9720 1.1089
2. Dupage County - 1.0625 1.0551 1.0389 1.1145 1.0543
Elmhurst
3. Rane County - - L9586 . 9865 - 1.0146 - 1.0959 .8532
Elgin : : ' '
4., Lake County - . 9964 . 9841 1.0153 1.0648 <9494
Waukegan : .
5. Will County ~ . 9667 . 900 1.0255 1.0466 .9261

Joliet

Sourcé: Chambers and Parrish 1982; Appendix I

a .
Index is partly based on school district enrollment
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