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CHAPTER 1
THE PROBLEM AND ITS BACKGROUND

Statement of the Problem

The purpose of this study is to investigate to what degree school
revenue equity has been improved after the adoption of new state aid

funding systems in the states of I1linois, Michigan, and Kansas.

Clarification of the Problem Statement

The primary purpose of this study is to investigate to what degree'
school revenue equity has been improved by changing the state aid funding
system from a foundation system to a power equalization system in 1973 in

the states of 11linois, Michigan, and Kansas.

Definition of Terms

1. School Revenue for Operational Education Program
This is the sum of the dollar amount of the local revenue and the

general state aid spent for school operational purposes,

2. General State Aid

This is the portion of school revenue for school operational pur-
poses toschool districts which are qualified to receive financial assis-
tance from the state. Note that general state aid does not include any

state aid for categorical programs.

3. Local Revenue

Local revenue is derived from local resources. In both I1linois



and Michigan, Tocal revenue is the lncal property assessed valuation
times local property tax rate for school operating expenses. In Kansas,
local revenue comes: from four sources: (1) property tax levy for schoo]
operating expenses, (2} district receipts in the preceding school year
under PL 874, (3) district's share of the two~-mill county foundation tax

levy, and (4) district's share of the intangible tax.

4. District Wealth

District wealth shall be defined, for the purpose of this study,
in terms of the parameter which is specified in the state grant-in—sid
system, In both I11inois and Michigan, district wealth is a figure equal
to the adjusted assessed valuation of local school district's properties
which are taxed for school uperating expenses purpose, In Kansas, dis-
trict wealth is a figure equal to the sum of the adjusted valuation of
property of a district and the taxable income within the district in the
yéar for which the most recent such valuation and income figures are

availabie.

5. Adjusted Assessed Valuation
This s the total dollar amount of the local property valuation of
a district as determined by assessment and application of multipliers,

and provides a basis for levying property taxes.

6. Operating Tax Rate

The operating tax rate is the téx rate exerted hy local school dis-
tricts for the basic educational fund or funds. The operating tax rate
is usually ehp10yed to calculate state aid in I11inois and Michigan. 1In

Kansas, local effort rate, instead of operating tax rate, is used in the



calculation of state aid.

7. Local Effort Rate

Local effort rate is used in Kansas in the calculation of state
ald for the school year fter 197374, Local effort rate is 1% percent
of quotient of. local school district budget approved by the state board

divided by state nom budget.

8. Educational Need Unit

Education need unit shall be defined, for the Purpose of the study,
In terms of whatever parameter is specified in the state grant-in-aid Sys-
tem for the calculation of state aid in the particular state. In [11inois,
TWADA (Title I weighted average daily attendance) is used as a basic unit
of education need. 1In Michigan the basic unit of education need is state

pupil membership. In Kansas, the basic unit is district enrollment.

9. Title I Weighted Average Dai ly Attendance (TWADA)

In the present 111inois' state aid funding formula, weighted aver-
age daily attendance (WADA) is weighed by Title I concentration ratio
which is the district's percent of Title I eligibles divided by the state
average percent of Title I eligible. TWADA then is the sum of district's
WADA and 0.375 Title I eligible times concentration ratio. A district
with twice the state average percent of Title I eligibles is limited to

a maximum weighting of 0.75 per Title I pupil.

10. Equity _
The definition of equity is different from that of equality. The

principle of equality asserts that the same amount of school revenue

should be available to each student within a state. The principle of
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equality fails to take into consideration need differentials among the
students. Title I students, for example, would be more expensive to
educate than would the regular students. Hence, Title I students, in
IMinois, are weiqhted heavier than the regular students wheh state aid
is computed. The principle of equity, however, asserts that the same
amount of school revenue should be available to each educational need
unit. Alternativeiy, the principle of equity suggests that school reve-
nue per educational need unit should ﬁot be a function of district wecalth.
Note that the study is not limited to the first form of equity, but ratheyr
includes both of them. Operationally, these two fofms of equity can be
defined, for the purpose of the study, in terms of the criteria of per-
missible variance and fiscal neutrality. The criteria of permissible
variance rests on the assumption that equalization of educational oppor-
tunity requires a narrowing of the variation in the levels of school
revenue per educational need unit among school districts within a state.
The criteria of fiscal neutrality regards the nature of school revenue
distribution and asserts that school revenues per educational need unit
should not be a function of district wealth, but rather of the wealth of
the state as a whole. The measurement of these two criteria will be
described in the section on "Evaluative Criteria of School Revenue

Equity."

Scope of the Study

This study is Timited to the states of I1Tlinois, Michigan, and
Kansas, and confined to the years 1972-73, 1973-74, and 1974-75. Thevre
’are three reasons to choose these three states: (1) they changed their

school finance system from foundation program to power equalization



5
program in the same year--1973; (2) it is Tikely there will be a demand
for more evaluative studies of state fiscal program in several states
and a prototype of evaluation of school financing system might be needed;
and (3) through a reasonable effort, appropriate data can be chtained
with the he1p. of =~ Senator Bursley in Michigan, Senator Harder in Kansas,
Mr. Robert E. Pyle (Assistant Director, Finance and Claims Section) in
IMinois, and from the Intergovernmental Re1at10n57Comm1ttee National
Conference of State Legislatures. The study centers around the question
of equity of school revenues which include general state aid and local
revenue derived from property taxes. Note that school revenue defined
in this study includes only the operating costs of pubTic schools. Any
state categorical aid and federa] cétegoricaT aid will not be considered.

The exclusion of the revenue for categorical programs from this study 1s
based on the fact that none of the court decisions, as yet, have con-

sidered the equity problem in financing categorical programs.,

Assumptions

It is assumed that the Supreme Courts in the states of I1linois,
Michigan, and Kansas, as well as in other states, will continue to be
asked to render decisions concerning equity problems in financing ele-

mentary and secondary education.

It is assumed that at least one of Lhe purposes of Stéte finan-
cing system reform in 1973 in the states of Illinois, Michigan, and
Kansas was to narrow the disparities of school revenue among school

districts and to move the states toward the goal of fiscal nettrality.



The Background and Rationale for the Study

Introduction. Many individuals accept as a fact that equity is one

of the mény objectives of state grants-in-aid to local school districts for
elementary and secondary education. Whether present state aid funding sys-
tems achieve this objective is open to question, In August 1972, the
Supreme Court of California in the case of Sefrano vs. Priest held that the
State of California system of financing local school districts was uncon-
stitutional on the basis of facts in the plaintiffs' complaint when they
alleged that disparities in property tax base which characterized Cali-
fornia's financing of its public schools denied the equal protection of the
laws assured by the fourteenth amendment of the United States' Constitution.!
Since the Serrano decision, courts in a number of states, such as New Jersey,
Michigan, and Kansas, have held that their state financing systems for pub-
lic schools are equally unconstitutional.? At least eleven states have
changed their systems of public school finance to provide a more equal oppor-

3 The change of state financing systems for pub-

tunity for their students,
lic schools, therefore, is a timely and important phenomenon. This change
should not go unevaluated if the achievement of equity is to be accomplished.
Thus, the purpose of this study is to investigate to what degree school

revenue equity has been improved by the adoption of a new state aid

Iserrano v. Priest, Superior Court of the State of California for
the County of Los Angeles, No. 938, 254. Memorandum Opinion re intended
Decision (1974).

ZNorton W. Grubb, "The First Round of Legislative Reforms in the
Post-Serrano World," Law and Contemporary Problems 38 (Winter-Spring 1974):
459,

31hid., 459-492,



funding system in the States of I1linois, Michigan, and Kansas,

Sources of School Revenve. Nationally, over half of the school

revenue wWas raised from local resources in the 1971 fiscal year. In the
Same year, a little more than 40 percent of the total revenyes available
to public schools was pruvided by state government and only seven péroent
by the federa?'government. In Table 1, ten year trends of percentages of
revenue received from federal, state, and local sources for public educa-~

tion during the period of 19671-71 are documented. 4 From the table, it

reveals that the state share has been increased from 38.7 percent to

40.9 percent and the local share declined from 56.9 percent in 1961-62
to 52.0 percent in 1971-72. The National Educational Association pro-
vided the data for the percentage of total educationaj funds for the

school from the states. It showed that ;state revenues accounted for as
much as 87 percent of total educational revenue in Hawaii and as little

as 8.5 percent in New Hampshire.5

4Comstsion on Alternative Designs for Funding Education,
Financing the Public Schools: A Search for Equity (Bloomington,

Indfana:  PhT DeTta Kappa, 1973}, p. 35.

5Roe L. Johns, "The Development of State Support for the Public
Schools," in Status and Impact of Educational Finance Programs, ed. by
Floridal Jdohns, Roe L., Rern Alexander, and StolTar, Dewey H.  (Gaines-
ville, Florida: National Educational Finance Project, 1971), p. 22.




TABLE 1

PERCENTAGES OF REVENUE RECEIVED FROM FEDERAL, STATE,
AND LOCAL SOURCES FOR PUBLIC SCHOOLS, 1961-71

School National

Year Federal State Local
1961-62 4.3 38.7 56.9
1962-63 3.6 39.3 57.1
1963-64 3.7 40.0 56.3
1964-65 3.8 39.7 56.5
1965-66 7.8 39.1 53.1
1966-67 7.9 39.1 53.0
1067-68 8.8 38.5 ’ 2.3
1868-69 7.4 40.0 52.6
1669-70 7.2 40.9 51.8
1670-71 7.2 40.0 52.8
1671-72 7.1

40.9 52.0

Source: Commission on Alternative Designs for
Funding Education, Financing the Public
Schools: A Search for Equity (Bloomington,
Tndiana: Phi Delta Kappa, 1973), p. 35.

The estimated combined state, local, and federal revenue for the
I114in0is common schools during the 1974-75 school year was $3.6 billion.
Approximately 1.8 billion (49.5%) was derived from Tocal revenue, and

federal efforts amounted to about $212 million (5.8%) of the combined
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state, local, and federal fiscal effortg,0 Local contributions mainly

came from real property and corporate personal property taxes.

As Table 2 shows, the relative importance of the various levels of
government in I11inois has changed substéntial]y over the previous nine
years, although the state share has fncreaséd its importance in financing
.common schools since 1966-67, the finance of Public schools 1s stil}

heavily dependent upon local resources.

TABLE 2

STATE, LOCAL, AND FEDERAL RECEIPTS OF FUNDS FOR THE COMMON
SCHOOLS DURING THE PERIOD 1966-67 THROUGH 1974-75
($ in mi11ions)

Percent Percent Percent
Year State State Local Local Federal Federal Total

1974-1975 $1.626.3  44.70 $1,800.0 49.48 $211.9 5.82 $3,638.2
1973-1974 1,374.0  41.41  1,736.0 52.32 208.0 6.27 3,318.0
1972-1973 1,160.3  36.72 1,808.4 57.23 191.2 - 6.05  3,159.9

1971-1972 995.7 37.42° 1,508.6 56.70 156.5 5.88  1,660.8
1970-1971 954.7  39.61 1,301.4 54.00 154.0 6.39  2,410.7
1969~1970 787.0  30.74 1,651.4 64.51 121.6 4.75  1,560.0
1968-1969 516.6  27.94 1,228.3 66.42 104.3 9.64  1,849.2
1967-1968 419.9  27.13 1,230.0 67.84 91.1 5.03  1,813.0
19661967 368.6 25.04 1,014.1 68.89 89.4 6.07 1.,472.1

Source: State of I1linois, Bureau of the Budget, State, Local, and
Federal Finance for I1linois Public Schaols in 1974-75 {Spring-
field, I11inois:  The Office of the Superintendent of Public
Instruction), p. 4.,

6State of I11inois, Bureau of the Budget, State, Local and Federal
Finance for I1linois Public Schools in 1974-75 (Springfield, TT1ipois:
The Office of the Superintendent of PubTic Instruction), p. 1.
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State Grant-In-Aid

An increasing share of state aid is allocated in some manner intended
to minimize the efforts of local rescurces on the inequity - of expenditure
level for educational program. At the turn of the century, Cubberley was
first particularly concerned with this inequality of educational opportun-
ity and programs among schoul districts. Through his work, he found that
the obvious reasons for inequity was the fact that local financial:
capacity to support schools varied from one district to another. He noted
that educatioral expenditures and financial capacity to support education
were positvely correlated. Hence, he concluded:

Any attempt at the equalization of the opportunities for educa-
tion, much less any attempt at equalizing burden, is clearly
impossible under a system of exclusively local taxation. Some
form of general aid is a necessity if anything 1ike common advan-
tages are to be provided for all.

At his best attempt, Cubberley was to seek a plan of state aid dis-
tribution that might possibly reduce the financial inequity among school
districts. A number of alternatives were considered:

Appropriation based on the amount of taxes paid.

Appropriation based on total population of the district.
Appropriation based on school census.

Appropriation based on the average membership of the district.

Appropriation based on average daily attendance of the district.
Appropriation based on the number of teachers of the district.8

Ch N L —

Cubberley believed that aiternatives 1 through 4 were inferior. The com-
bination of aggregate daily attendance and teacher employed criterias were
viewed as a best possible alternative, because this combination would take

both effort and nced into consideration.

’Charles S. Benson, The Economics of Public Education (Boston:
Houghton Mifflin Company, 1968), p. 157.

8Ibid., p. 158.
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The basic distribution method of state aid suggested by Cubberley
- was viewed as a flat grant approach, which has been recefving a great
deal of criticism. The basic criticism‘was that, while the purpose of
the plan was to provide greater equity of treatment it probably
increases, rather than decréases. inequity. This kind of criticism
was initially made by Strayer and Haig. In 1923, Strayer and Haig
noticed the plan‘s inequality and stated that:
Approximately one-half of the state aid is entirely unaffected
by the richness of the Jocal economic resources back of the
teacher, and the portion which is so affected is allocated in a
manner which favors both the very rich and the very poor
localities at the expense of those which are moderately well off.?
Strayer and Haig thus formulated a plan for a state's distribution
of school funds, which placed primary emphasis on equal opportunity in a
fiscal sense. It is said that the Strayer-Haig plan is intended to allo-
cate state aid in inverse proportion to local schodl fiscal capacity in
the following manner. A floor or foundation level of educational expen-
diture per unit is determined through a legislative process. The minimum
Tocal contribution is the product of the mandatory local tax rate times
the local tax base—-property assessed valuation. The state aid is
the difference between the foundation Tevel and the local share. Thus,
in the foundation program, there are two important constants: a fodnda-

tion level of expenditure per unit and the mandatory tax rate.lOState

aid can be directed to poorer districts under this plan by increasing

%. 4. Strayer and R. M. Haig, The Financing of Education in the
State of New York (New York: The MacmiTian Co., 1923)7 p. 162, in Elchanan
Cohn, Economics of State Aid to Education (D. C. Heath & Co., 1974), p. 17.

10a1an 6. Hickrod, et al., Definition, Measurement, and Application
of the Concept of Equalization in School Finance, 1972, I1Tinois Office of
Education, Springfield, I11inois. (available as document ED 078 551 in
the Eric systems?,
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- the magnitude of bpth constants., Unfortunately, what tends to happen in
' many states is that the mandatory tax rate is hot increased at the same
rate as foundation level of expenditure per unit. 1]

The third type of state aid distribution plan, called the percentage
equalizing plan, emerged from Updegraff's concept of efficiency in the
year 1922. The p1an placed relatively greater emphasis on the concept of
Tocal effort for the sake of reducing variation in per pupil expenditures.
among school districts. 1In this plan, the state's role is to stimulate
the local school districts to provide the desirable educational service.
The percentage equalizing plan has the advantage of having only one con-
stant, {.e., the percentage which determines the amount of state and
Tocal contributions in the district of average wealth, As this constant
is lowered, more funds are directed toward poorer districts. when the
parameter is raised, less funds are provided to poorer districts.}2 1In
many states, the percentage equalizers are accompanied by legislation
which allocates a fixed amount of state aid to the school districts
regardless of local wealth. This is equivalent to a flat grant and has
some anti-equalization effects.13

The “resource equalizer" or "district power equalizer" is the
fourth type of state aid distribution method. This method was desc;ibed
by Professors Coons, Clune, and Sugarman in 1970.14 Systems like th1§
had existed in Wisconsin and Utah for many years, and in fact the basic

jdea is probably British in origin and goes back to at Teast 1917, The

ibid., p. 43. 1?Ibid.;}g'p. a4, 131bid., p. 45.

V4E1chanan Cohn, Economics gj.Stéte Aid to Education (Massachusetts:
D. C. Heath & Company, 1974}, p. 35.
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main purpose of thig method is to provide the state funds to Tocal dis-
tricts on the basis of tax rate for educational Purpose. Thatl is, the
expenditure is not to he a function of Tocal wealth but rather a function
of the tax effort exerted by local school districts, The variation of
tax rate wil] ﬁopefuT]y reflect the 10ca1 preference for educational pro-
grams. In many States, the resource equalizer always has one constant
which is the guaranteed valuation. The higher the guaranteed valuyation
is set, the more state ajd is distributed to poar school districts rela-
tive to the rich school districts. The lower the guaranteed valuation,
the less state aid to poor schools relative to the rich school districts.
Thus, whenever the local district wealth, defined in terms of property
assessed valuation, is inputted into the calculation, the purpose of the
pian will be to minimize the local wealth disparity effect on educational
expenditure disparity.

The general types of state aid distribution programs were discussed
above. Thomas L, Johns, in 1972, provided a summary table of states!'
funding programs.]5 From his summary table, it can be seen that a
majority of the contiguous states used some modification of the Strayer-
Haig Minimum Foundation program in the school year 1971-72. These
included most of the southern and western states. In the midwest, 1111;
nois, Indiana, Michigan, Missouri, and Kansas also used this plan. Johns'
data also shows that ten states operated on flat grant programs, six states
on percentage equalizing programs, three states on resource equatizers,

and Hawaii still operated on full state funding.

157, |, Johns, Public Schoal Finance Programs (Washington, D.C.:
U.S. Government Printing Office, 19697,
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Although many states' grant-in-aid for local school districts try
to equalize educational expenditure per pupil among districts, the degree
of equalization actually achieved is considerably less than might be

expected.16

Legal Challenge to the School Finance System

Many stateg' schonl finance systems have been under serious legal
attack because of their alleged denial of equal protection guaranteed by
the Fourteenth Amendment of the Federal Constitution and similar guaran-
tees in state constitutions. This denial of equal protection of the laws
resulted from the current financing system producing substantial dispar-
ities among school disfricts in the amount of revenue available for edu-
cation and making the quality of a child's education depend upon the
wealth of his local school district. The states affected are Arizona
(Hollins v. Shofstall).!7 New Jersey (Robinson v. Cahil1),18 Michigan
(MiTliken v. Green),19 Minnesota (Van Dusartz v.-Hartfier),ZO Kansas

(Caldwell v. The State of Kansas),21 Wyoming (Sweetwater County Planning

16R. L. Johns and R. G. Salmon, "The Financial CquaTization of
School Support Programs in the United States for the School Year 1968-69,"
in Status and Impact of Educational Programs, ed. by R. L. Jehns, K.
Alexander, and D. H. Stollar (Gainsville, Florida: National Educaticnal
Finance Project), pp. 119-91,

17Ho11ins v. Shofstall. No. C-253652, Super. ct., Maricopa Co..
Ariz. (decided June 1, 1972).

18robinson v. Cahill, 62, N. J., 473, 303 A. 2d 273 (1973).
19Mi11iken v. Green, 203 N. W. 2d 457 (1972).
20yan Dusartz v. Hartifield, 334 F. supp. 870 {D. Minn. 1971).

21Ca1dwe11 v. Kansas, No. 50616, P. C. Johnson County {decided
August 30, 1972).
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Comittee for the Organization of School Districts v. Hink1e),22 Texas
(Rodriguez v. San Antonio Independent School District),23 and california
(Serrano v. Priest).z4 Of these, the Texas, New Jersey and California
cases are perhaps the most important as landmark cases. Each will be
briefly described below.

In the case of San Antonio Independent School District y. Rodriguez,

the United States Supreme Court overturned the lower court decision and
held that the Texas financing system did not disadvantage any suspect
class and did not violate the Equal Protection Clause of the Fourteenth
Amendment. The majority of the court in Rodriguez held the belief that
the Texas financing system assured a fundamental education for every
child and did encourage participation in and significant control of each
district at 10ca1.1eve1. The majority also believed that the existence
of substantial revenue disparities in the manner in which the state's pur-
pose is achieved is not alone a sufficient reason for striking down the
entire system. In addition, it is important to note that the Rodriguez
majority concluded that the United States Supreme Court did not prohibit
the étates from creating school finance systems in which heavy reliance
on local property taxes results in wealthy school districts providing
high quality educational program and tax-poor districts offering in%erior

ones.25 In its jmplication, it is indicated that the court was not anxious

22gueetwater County Planning Comm., v. Hinkle, 491 P. 2d 1234 (Wyo.
1971).

235an Antonio Independent School District v. Rodriguez, U.S. Supreme
Court, No. 71-1332, March 21, 1973.

245errano v. Priest, No. 938-254, S. Ct. Cal. {(decided Dec. 1971).

2'5Stephen R. Browning, "School Finance Litigation in a Post-Rodriguez
Era," Planning and Changing 5 (Summer 1974):71.
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to deal with matters concerning how state and local revenues are raised
and distributed. This would leave the door open for each individual
state to deal with the issue of "equality of educational opportunity"

in terms of their respective state constitutions.

The second important case is Serrang v. Priest. On August 30,
1971, the California Supreme Court decided that the California state
financing scheme to local school districts was unconstitutional on the
basis of facts alleged in the plaintiffs’ complaint. In reaching the
decision, the court gave three reasons:

1. The education is viewed as a fundamenta) interest in the
state of California. Since the school financing system
touches upon this basic interest, it thus is subjected
to the judicial scrutiny,.

2. The education as a fundamental interest cannot he condi~
ttoned on the wealth of local school districts which is
defined as a suspect classification for legislative dis-
crimination.

3. The current schoo) financing system is not necesgary to
the attainment of any compelling state interest.?b

After the decision made by the trial court, the Supreme Court of
California further held that the state's school finance laws were uncon-
stitutional in making the quality of a child's education dependent upon
the wealth of his local school district. This case was also then remanded
for further trial by the California superior (trial) Court for the pufpose
of fact finding. The trial of this case commenced on December 26, 1972,
During the progress of the trial, California legistation approved a bill

(SB 90) which made changes in the California public school financing systen.

26¢. 0. Fitzwater, "Impact of the Serrano Decision," in The Courts
Seek Fiscal Neutrality in Education, edited by Gene D. Watson, the first
in a series of contemporary monographs by the pubTishers of Planning and

Changing.
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AB 1267 followed SB 80. Under SR 90 and AR 1267, the State of California
continued the foundation program approach but with some modifications.
The first essential change was to increase the equalization aid (i.e.,
increase the foundation level). The amount was increased from $355 to
$765 for elemeﬁtary studehts and from $488 to $950 for high school stu-
dents. The second fundamenlal change was to increase the minimum manda-
tory tax rate in order to qualify for state aid. The new minimum tax
rate for elementary school districts was $1.00, for the high school dis~
tricts, $.80, and for the unit school districts $1.80 per $100 assessed
value per pupil. The third essential element under SB90 (Senate Bill 90) .
and AB 1267 was the change made in the computational tax rates. The
réte for elementary students was increased from $.90 to $2.23, the high
school rate was raised from $.75 to $1.64, and the unit school rate was

raised from $1.65 to $3.87.27

A major question before the trial court
was to determine the applicability of the Serrano court's opinion in
1971 to the California public school financing system as amended by the
passage of SB 90 and AB 1267.28

On April 10, 1974, the California trial court gave its reaction
to the present California school financing system. In its deciéion, the
colrt pointed out again the following cbjectionable features of the .

school financing system from an equal-protection of the Taws standpoint:

1. The basic aid payments of $125 per pupil to the high-
wealth school district;

275aprpano v. Priest, Superior Court of the State of California
for the County of Los Angeles, Ne. 938, 254. Memorandum Opinion re
Intended Decision (1974), pp. 11-13.

281bid., p. 15.
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2. The right of voters of each school district to vote tax
overrides and raise unlimited revenues at their discretion;

3. Disparities between school districts in per pupil expendi-
tures, apart from the categorical aids special needs programs,
that do not reduce to insignificant differences, which mean
amounts considerably less than $100 per pupil within a maximum
period of six years; and

4, variations 1n tax rates between schogl districts that are not
reduced to nonsubstantial variations within the same maximum
period set forth in subparagrash (3) for the equalization of
per=pupil expenditure levels.

The court allowed six years as a maximum period for the gradual
elimination of discrimination in per pupil expenditures.30 However, the
court did not discuss the previous matter of horizontal tax payer
inequity--equal treatment of equals. This matter, in the Serrano opinfion,
seems to say that if the taypayers in one school district are required
to pay higher tax rates than taxpayers of another school district in
order to achieve equality of educational opportunity for their children,
they are denfed equal protection of the laws. This issue {s very crucial
because court orders to equalize expenditures could be satisfied even
though greater disparities in local tax rates resuited. If such is the
case, the shape of distribution of expenditures per pupil can be a skewed
one. But according to Serrano, the distribution of expenditure per pupil
can no longer be a function of wealth defined in terms of property assessed
valuation. Instead, it can be a function of tax rate.

Robinson v. Cahill is another important case. The case was first

appealed from the New Jersey trial court. The court upheld that the New

Jersey school finance system was not constitutional, but on different

291b1d., pp. 102-103.
30serrano v. Priest, p. 103.
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grounds from the other two cases. In reaching its opinion, the court
said that an education which is thorough and efficient must he under-
stood to embrace that educational opportunity which is needed in a con-
temporary setting to equip a child for his role as a citizen and as a
competitor in the labor market.31 This opinion sounds much 1ike an
achievement staﬁdard, and the court had found that in some New Jersey
school districts both input and output were inadequate. In addition,
the trial court found that the taxpayers in poorer school districts
were forced to pay higher tax rates than taxpayers in relative wealthy
school districtss this is a dehia] of the tax uniformity provision of
the New Jersey constitution as well as the state's equal protection
clause.32 However, the case went to the New Jersey Supreme Court, and
the Supreme Court upheld the decision that the New Jersey school finan-
cing system was unconstitutional, but rejected the trial court's deci-
sion of the state constitution's tax uniformity pro&ision on the ground
that the uniform tax rate was not required when the state delegated fis-
cal responsibility to the local school districts. The above court deci-
sions focus on the expenditure side of the problem. Littie has been said
about the 1ikelihood of other state courts across the nation declaring
their school finance systems unconstitutional on the basis of taxpayer
inequity. |

School Finance System Reform

A number of states, Coloradu, Florida, Kansas, Maine, Mjchigan,

Montana, Utah, Wisconsin, and I11inois (the Florida Tegislature, in its

31lgrowning, p. 75.
321pid., p. 76.
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most recent session, drastica11y revised its new finance legislation,
knocking out the DPE provision)33 have recently enacted statutory pro-
grams which attempt to distribute state aid on the basis of district
power equalizing (DPE) formula. Of these, Maine, Kansas, Michigan,
Colorado, and i}linois have adopted new approaches to resource equali-
zation, and each is briefly explained below.

Maine is one of the states to take a relative dramatic step for-
ward to a formula which, whén its changes took effect in 1974-75, were
designed to have an impact on the poorest and lowest expenditure school
districts. In its new reform, Maine equalized a 2.5 mill discretionary
local leeway with a guaranteed yield provision. In addition, a Timit
was placed on further expenditure level increases by those higher expen-

_d1ture districts so that, eventually, expenditures per pupil woﬁTd be
équalized.34

Kansas also changed its traditional approach to a system which
guarantees a specified level of expenditure per pupil for a particular
level of local tax effort.3” There is a difference between Maine's
school finance system and Kansas' school finance system. In Kansas,
there is no provision provided by the Taw for the state to recapture the
excess of local yields, but the guarantee level was set sufficient]y.
high so that only a small percentage of the school pupil enrollment is

in nonparticipating school districts.3®

33Norton W. Grubb, "The First Round of Legislative Reforms in the
Post-Serrano World,” Law and Contemporary Problems (Winter-Spring, 1974):
463.

34Thomas L. Jdohns, "School Finance Reform in 1973--An Overview,"
Planning and Changing 5 (Spring 1974):45.

351hid., p. 45. 361bid., p. 46.
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Michigan, in the midwest, abandoned its traditional foundation pro-
.gran approach as did Kansas. The state added an "equal yield" formula
in its new school finance system, The law in Michigan has no recapture
provicsicn Lol the state guarantee was alse set very high so that fewer
schesi oistricts were excluded.37

In Colorado, the law has provisions to guarantee $25 per mill per
student. Fach school district's permissable tax rate depends on its
previous budget Tevel plus a varfable inflation and leveling-up percent-
age, and there is no recapture provision included in the 1aw.38

In I11inois, the new state funding systein is a hybrid, because it
retains the previous foundation program, but gives an important option
for poorer school districts. This option is a resource equalizer plan
which includes the operational tax rate as a multiplier. During 1974-
75, 80 percent of all I1linois districts were reimbursed under the
Resource Equalizer plan; 95 percent of all high school districts, 81 per-
cent of all elementary districts, and 74 percent of all unit school dis-
tricts were reimbursed under the Resource Equalizer plan. Also, approxi-
mately 93 percent of I11inois pupils are enrolled in resource equalizer
school districts,3?
A1l of the DPE systems have their strengths and weaknesses. Pro-

fassor Benson provides some important insights into the weaknesses of

DPE systems. The following passage is worth quoting in some detail:

371hid., p. 46.
38Thomas L. Johns, p. 47.

39state of I111nois, Bureau of the Budget, p. 7.



A very important difference between FSA and DPE plans is that
DPE allows, indeed encourages, the perpetuation of the differ-
ence in connection to the needs or desires of school children
who are, after all, primary (though nonyoting) clients of an
educational system. DPE offers no more protection to children
from apathetic or selfish adults than our present system does.
It may break the connection between quality of education and
size of local tax base, though, in the sense that high and Tow
spending districts can no longer be generally identified by
their taxable wealth. But at the same time, DPE allows districts
to trade local tax relief (a benefit,to resident adults) for
financial starvation of the local saﬁoo]s. Thus, if children
are protected from the uneven distrfibution of locally taxable
wealth, they are nevertheless vuinerable to p0551b1ﬁ harmful
influence of adult taste for educational services.?

Benson is also aware that the DPE system has both stimulative and
fpeward for effort" functions. Under the DPE system, it is more impor-
tant to stimulate to increase low property tax rates than to stimulate
to increase high property tax rates. Professor Hickrod noted that this
objection can be partially met by adopting a "curvilinear" or "kinked"
DPE system which rewards increases at the Tow end of the tax rate scale.
Hickrod gives some insight into where 1111noi% might be going next. He
stated that

The present system in I[1linois is linear, that is, the same

rate of reward holds throughout all tax levels. If the new
I11inois DPE cystem begins to result in a Targe number of

1 .al .ax referendums being passed at the upper end of the
tax range, then this (kinked DPE system) may be a partial
solution. However, Tocal districts may not react very kindly
to "changing the rules in the middle of the game,"42

If the present finance system can encourage most of assessed

valuation- - poorer school districts to raise their tax rate for the

40cpharles S. Benson, Paul M. Goldfinger, Gareth E. Hoachlander,
and Jessica S. Pers, Planning for Education Reform: Financial and
Social Alternatives {(New York: Dodd, Mead and Company, 1974), p. 57.

4Tpa1an G. Hickrod, "Review of Four New Books in K-12 Finance,"
Journal of Educational Finance (Summer 1975):147.

A21pid., p. 148.
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educational fund, the disparitics of educational expenditure among
school districts would be closed. The students 1iving at the lower end
of the wealth range would be saved by the school finance reform.

Although the DPE system has as its unique nature "reward for
effort,"” the major concern of the present DPE system is still how com-
plete fiscal néutraTTty (this 1is the Serrano and Rodriguez criterion)
can be achieved and how expenditure (or revenue) per educational need
unit can be equitably distributed among the school districts. In order
to meet the demands of equity it is necessary to examine the.naturé of
school revenue distribution. With the resultant data, some underlying
factors which may affect the movement of state aid financing system
toward the goal of equity may be identified. The identificatibn of
some causes of revenue inequity will hopefully provide valuable infor-
mation which will help move the states toward the goal of equ1iy which
has been defined in terms of the criteria of permissible variance and

fiscal neutrality.

Evaluative Criteria of School Revenue Equity

In keeping with the spirit of Serrano-type decisions, the princi-
ple of equity may suggest that an individual's consumption of educa-
tional services should not be allowed to differ substantially or,
alternatively, that such differences should not bear a strong relation

to the local wea1th.43 The study is not limited to the first or the

Bote that the principle of equity here is different from_the
traditional notions of vertical equity and hqr1zonta] eqH1ty: This
principle of equity is often called “categorical equity," which concerns
the equal distribution of these goods and services that are dgemed to be
"fundamental interests" such as education. Martin S, Fe]dgte1n, “wea}th
Neutrality and Local Choice in Public Education," The American Economic

Review {March 1975}:76.
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second form of equity, but rather includes both of them. Operationally,
these two forms of equity can be defined, for the purpose of the study,
in terms of the criteria of permissibie variance and fiscal neutrality.

The concepts of these two criteria appear to have some significance to
state legislatures. These criteria are explained below.

The principle of permissible variance is that there may be allowed
to exist only a specified variation in the levels of expenditure per edu-
cational need unit between school districts within a state and that this
variation reduces with the passage of time. In this concept, no claim
is made, however, that all educational need units should have the same
amount spent on them or how'mucﬁ variation is permissible although sugges-
tions have included a permissible variation between districts' spending
levels of és much as 50 percent and as little as 5 percent. In addition,
this concept also has some other weaknesses. First, there is no agreement
on what to measure; that is, variance in what (expenditures, service, tax
rate-input, achievement test scores-output)? It is believed that much more
controversial notions of permissible variance emerge if it becomes apparent
that the objective is really a reduction of the variance in some kinds of
output measurements rather than a reduction of the variation in various

a4 Lacking a good cutput measurement in the

kinds of input measurement,
states of Iliinois, Michigan, and Kansas, two inputs are selected for the
purposes of this study. They are school revenue per educational need unit
and property valuation per educational need unit. Sedondly, equal school

revenue per pupil, irrespective of their educational need, is not

Mgtchanon Cotn, Lronomics of State Afd to Education (Massachusetts:

D. C. Heath & Company, 1974}, p. 30
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acceptable since pupils differ as to educational needs; however, there
is no general agreement on what serves as the unit of educational need.
That is, for example, school revenue per ADA, school revenue per TWADA,
school revenue per teacher. etc. The units of educational need, for
the purpose of this study, shall be those parameters which are used in
grant-in-aid formulae. It is assumed for this study that the parameter

“used in the allocation of state aid in a particular state is the same
parameter which accounts for cost differentials of educational need

unit {or which the legislature of the particular state has decided is
to be cost differentiated). For I1linois, TWADA (weighted average daily
attendance with Title I weighting) is used as the unit of educational
need. For Michigan, state pupil membership is the unit of educational
need, Ffor Kansas, district enrollment is the unit of educational need.

In spite of the weaknesses of the‘notion of "permissible variance,"
it still appears to have some intuitive appeal to the courts and to state
legislatures and, therefore, will be used in this study,

Another approach to permissible variance is termed "the McCloone
approach." This approach is to look at the variance of school revenues
for school districts below the median revenue. The focus of this approach,
in other words, is on the distribution below the median revenue rather
than on the entirve distribution. Under this approach, the skewness in
the revenue distribution is permissfb]e as 1ong as the variation in the
Tower end of the distribution is reduced. Philosophically, this approach
holds that in educaticonal finance, equity does not necessarily mean reduc-
ing the difference between the high and the low expenditures. This
approach is very similar to the foundation approach which seeks to reduce

the difference by leveling up the expenditures in the areas of low wealth,
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Accordingly, this approach holds that the oxpenditure distribution is
parmitted to be skewed to the right, but it is not thought to he per-
missible for the distrihution to be skewed to the far left. This par-
ticular position is squarely in line with late Professor Paul Morts'
defense of "lighthouse school districts" which can lead the others to
seek higher quality of educationa] services, as indicated by Dr. Hickrod.45

Both the coefficient of variation and the McCloone approaches to
permissible variance are included into the study; that is, a total reduc-
tion in variation among revenues and a reduction of variation only below
the median. The success of the reforms of 1973 in the states of ITMlinois,
Michigan, and Kansas will be judged on this criterion if a reduction of
tﬁe'variation in school revenues per educational need unit has occurred
subsequent to implementation of the reforms.

The second criterion selected is "fiscal neutrality." This cri-
teria arises from the recent litigation regarding the constitutionality
of public schonl finance law. The federal district court for Minnesota
specifically stated that the level of spending for a child's education
may not be a function of local wealth other than the wealth of the state

as a whoTe.46

In this statement regarding fiscal neutrality, nothing is
said to prevent the Jevel of educational expenditures from being a func-
tion of tax rate differences between school districts, or other reason-

able and raticnal factors other than specifically local wealth. This

45p1an G. Hickrod, Thomas Yang, Ben €. Hubbard, and Ramesh Chaudhari,
"Measureahle Objectives for Schnol Finance Reform: A Further Evaluation
of the I1linois School Finance Reforms of 1973" (presented to the 1975
Annual Meeting of the American Educational Research Association, Wash-
ington, D. C., April 197%).

%van Dusartz v. Hatfield, 334 F. supp. 870, 872 (D. Minn., 1971).
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leads to the dilemma that Stephen Barro has called the ex ante position
versus ex post position concerning fiscal neutrality:

. one must choose between ex post and ex ante concepts of

fiscal neutrality. The ex post interpretation is that the

~ actual level of educational support must not correlate with
wealth. On that basis, a system that resulted in both higher
spending and higher tax effort in wealthy districts would not
be acceptable. The ex ante formulation fis that the ability

———tinoria

of a district to support schools should not depend on wealth.
This means only that_a unit of effort must produce the same
support everywhere.4/ '

In the notion of ex ante position, a correlation between expendi-
ture and wealth might be still acceptable if the poorer districts prefer
the lower tax rates and the wealthier districts prefer the higher tax
rates. However, the ex post position strictly holds that regardless of
the pricing patterns and educational preferences of rich and poor dis-
tricts, expenditure must simply never be a function of Tocal wealth on
the whole. Since the formulation of ex post position is much more con-
sistent with the criterion indicated in the case of Serrano v. Priest,
the state finance system in this study would be evaluated with this ex
post position in mind.

Another aspect of fiscal neutrality regards the concept of "fair-
ness” in the distribution of school revenues for elcmentary and secondary
education. Viewed from this second perspective, fiscal neutrality bolds
that regardless of wealth, or anything else for that matter, students
with the same educational needs should receive exactly the same amount
of dollars spent for their education. The inclusion of the concept of
fairness, plus keeping the ex post notion in mind, leads us particularly

toward the use of the Gini index and Lorenz curves in this study.

47Stephen M. Barro, p. 32.
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Statistical Desiagn

In the measurement of permissible variance, there are a number of
statistical methods which can be used. One method which is selected in
this study to measure the variance is "coefficient of variation.” That
is, the standard deviation divided by the mean and multiplied by 100.
The advantage of this particular approach is the standardization of the
measurement and hence its appropriateness for cumparisons between states
with quite different levels of school revenues.

In the measurement of fiscal neutrality, Lorenz curve and Gini
Index are used. The Lorenz curve is the technique most commonly used to
indicate differences in the degree of inequity of dffferent income dis-
tribution. ‘It is a simple graphic device. In its formulation, the
school districts of a state would be sorted in ascending order of wealth
per educational need unit, then the cumulated percents of aggregate
school revenues are plotted arithmetically against the cumulated percents
of each district's proportion of the state's educational need units.
Gini coefficient ( or Gini Index [G]} is a measure of the degree of
concentration of the frequency distribution. G is equal to zero if all
educational need units receive the same amount of school revenue; G is
equal to 1 if all school revenue is concentrated in one educational need
_unit. G, then, will be between 0 and 1; the smaller the G, the more
nearly equal the distribution of school revenue among educational need
units,

The Lorenz curve and Gini index method can be modified to net out
the effect of local revenues and grant-in-aid systems on the distribution
of school revenues. The technique is to place different sources of

school revenue against the same cumulated percents of educational need
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units recetving that revenue. The changing Gini coefficients would be
" attributed to the added factor which changed the distribution of schoo?
revenue; (1.e., édd1ng state aid to local revenues). |

An alternative measure of'fiscal neutrality is to use "regression
analysis" as sﬁggested by both Michelson and Feldstein, The precise rule
~ of fisca) neutrality can be described in terms of the elasticity of educa-
tional spending with respect to the value of local wealth per educational
need unit. The log-linear relationship between school revenue per educa-
tional need unit and wealth per educational need unit can be established
with a regression equation. Complete fiscal neutrality would require the '
wealth elasticity to be zero. A rating other than zero indicates that,
to a certain extent, the school revenue per educational need unit is a
function of local wealth per educational need unit.

Another method of utilizing regression analysis to identify the
effect of grant-in-aid systems on the movement of states toward the goal
of fiscal neutrality is very useful, especially for interstate compari-
sons. This is called "parallel regression ana]ysis."48 The technique is
to regress two dependent variables which differ from each other by the
amount of state aid against the same independent variable--wealth, The
logarithm is also used for the transformation of both dependent and'inde-
pendent variables in these two regression equations. The elasticities of

dependent variables with respect to the independent variable are examined.
| The difference between these two wealth elasticities from these two regres-
sion equations will reflect the equalizing effect.of state aid on the dis-

~tribution of school revenues.

480 Miner, Social and Economic Factors in Spendin for Public
Instruction (New York: Syracuse University Press, 1963).
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Summary of Statistical Design

For the purpose of clarity and understanding of the interrelation-
ship between the criteria of evaluation and research techniques emplayed
in this study, the fo1low1ng summary table is provided. This summary
table contains two criteria--{1) permissible variance, and (2) fiscal
neutrality. Under each criteria, statistical methods and their descrip-
tions, variables used in each statistical technique, and evaluation of
the results from statistical analysis are described. For the criteria
of permissible variance, two statistical methods are used. They are
coefficient of variation.and Mcloone Index. The magnitude of coefficient
of variation and Mcloone index would be examined to determine the degree
of improvement of school revenue equity by adopting the new state aid
funding systems in the states of.Illinois, Michigan, and Kansas. For
the criteria of fiscal neutrality, Lorenz curve, Gini Index, and regres-
sion analysis are employed to investigate the school revenue disparities
among school districts, the effect of changing the state aid funding
system from foundation system to power equalization system in the
states of Illinois, Michigan, and Kansas, and the component effect of

local revenue on the distribution of school revenue.
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Sources of Data

Kansas data for this study was provided by "Intergovernmental
Relations Committee Mational Conference of State Legislatures.” How-
~ eéver, the supplemental state aid in 1972-73 in Kansas data provided by
"IntergdvernmeﬁtaT Rertions Committee National Conference of State
Legislatures" wés not included and was obtained from school finance
and statistics division in the Kansas Department of Education. Michi-
gan data was provided by the Office of Senator Gilbert £, Bursley,
while I11inois data was provided by the I11inois Office of Education.

Three years data were needed for the study. That is, one year
before the change of state aid funding system and two years after the

change of the system.

Oryanization of the Study

1. Chapter I contains the problem statement, the general back-
ground and rationale of the study, evaluative criterias of revenue
equality, and definition of terms. -

2. Chapter II contains the review of Titerature relevant to
the study,

3. Chapter 11 describes the recent development of state aid
financing systems in ITlinois, Michigan, and Kansas.

4. Chapter IV contains the collection of the data, organization
of the data, and statistical design with evaluative criteria.

5. Chapter V presents the statistical findings, summary, con-

clusions, and recommendation for future research.



CHAPTER 11
REVIEW OF LITERATURE

Measurement of school revenue equity has been attempted through
the use of various techniques. However, these attempts, in general,
1nv6]ve some economic or financial variables, such as local property
assessed valuation, tax rate, state aid for school operating purposes,

-and school district revenues. School revenue in many states s mainly
dependent upon the local resources, which, in turn, are dependent upon
local wealth. The disparity of school resources available to school
districts causes the disparity of school revenues among them if there
exists no higher lTevel of governmental aid to the poorer school districts.
The poorer school districts lack Tocal wealth, which may be defined dif-
ferently from étate to state. Despite differing definition of local
wealth in the state ajd formulas, it is the proposition of Serrano-type
coukt decisions that school revenues per educational need unit should

not correlate with the local school district wealth. This notion of
"fiscal neutrality" might well allow for variations in revenue and
spending levels due to varying neceds and costs, but not due to local”
resources. In order to achjeve fiscal neutrality, many states have
recently accepted the nction that state aid to local school districts
should be inversely distributed to poorer districts, so as to offset
their 1a§k of Tocal resources. A review of the relationship among local
weallh, state aid, and total school revenue, and of the equalizing effect

of state aid distribution, and of the effect of state aid funding reforms
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on the movement nf the fundinq'syqtem toward the qnal nf equity is,
therefore, important.

The following review of literature is presented in three sections:
(1} scheol revenue associated with district wealth, (2) the equalizing
effect of the state aid distributicn, and (3) evaluation of school financ-
ing systems.

Schonl Revenug (Experditure) Associated With District Wealth

In 1960, Hirsch conducted a study of the determinants of public
education ekpenditures in St. Louis County, Missouri, | There was rela-
tively Tittle state aid available to the school districts in the county
at that time. Hirsch develoned an expendi ture model with two dependent
variables--total expenditures with debt service, and total expenditures
without deht service.  These variahles were used against the following
six independent variables: (1) the number of pupils in ADA in public
primavy and secondary schools, (2) the number of high school pupils in
ADA as a percent of all pupils in ADA, (3) the number of public school
pupils in MDA per squarz miles, (1) the percent increase in public
school pupils in ADA from 1951 to 1656, (5) the average assessed valua-
tion of real property per pupil in ADh, and (6) an index of scope and
auality ef public education in primary and secondary schools, which was
composed of six subindices: (1) number of teachers per 100 pupils in ADA,
(2) number of college hours of average teacher, (3) average teacher salary,
(4) percent af teachers with more than ten years of experience, (5) number
of high school credit hours, and (6) percent of high school seniors entep-

ing college. It was found in both reqressions that 82 percent of the

Twerner z. Hirsch, "Determinants of Public Education Expenditures,”
National Tax Journal, Vol. XIII, No. 1 (1960), 29-36.
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variation in total expenditures could be accounted for by the six inde-
pendent variables. Average assessed valuation per pupil was by far the
most significant variable followed by scope and quality of education and
then by the primary-secondary school ratio.

Alan G. Hickrod studied the effect of human resources migration
on school finance in five major metropolitan areas in late 1969.2 Five
variables were found significantly correlated with educational expendi -
ture in most of the metropolitan areas in the study. They are: assessed
valuation of property per pupil, educational tax rate, percent college
educated, median family 1ncané. and occupational index, Further, he
found clusters of disadvantaged school districts geographically separated
fram clusters of advantaged school districts. Hickrod noted "There is
evidence of increasing determination of localrleve1s of spending by the
material and human resources present in the various school districts, "3
Also, he found that industrialized suburban school districts appear to
have a high level of educational expenditure per pupil while working
men's "bedroom” suburban school districts require high effort to achieve
modest expenditures. In another study, Hickrod and Sabulao examined
social and economic inequalities in seventy-two districts in the Boston
Standard Metropolitan Statistical Area (SMSA), twenty-eight district; ip
the.Chicaqo SMSA, twenty-nine districts in the Cleveland SMSA, twenty-

three districts in the St. Louis SMSA, and twenty-three districts in the

®Alan G. Hickrod, Further Exploration in Human Resource Migra-

tion Among School Districts in Metropolitan Areas and the Effect of This
Migration Upon School Finance: Final Report (Washington, D.C.: USOE.,
DHEW, Bureau of Research, September ]969?.

3Ibid., p. 45,
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Detroit SMSA.? They found considerable variation of educational expendi-
ture among metropolitan areas. '

A similar study of educational expenditures in large city
school districts was published by Walter I. Garms in 1967.% He used
seventeen independent variables in his kegression model and found that
those variabieslexp]ained 73 percent of the variation in school expendi-
tures. Property aSsessed valuation per pupil was found to be the fifth
significant variable of his seventeen variables. The first four leading
variables were as follows: (1) percent of labor force unemployed,

(2) median family income, (3) percent homeowners with negative sign on
regression coefficient, and (4) median years of schooling. The regional
differences were later added to the model. The inclusion of this vari-
able raised variation in educational expenditures explained from 73 per-
cent to 85 percent,

The 1961 study of financing government in a metropolitan area
by Sacks and Hellmuth included thirty-two schoo] systems for the period
1950-1958.% The independent variables they used were: (1) changes in
assessed valuation, (2) changes in average daily membership, and (3)
changes in state aid. Regression analysis revealed that changes in
assessed valuation was still the most significant single variable to'

account for the variation of school expenditures,

4n1an G. Hickrod and Cesar M, Sabulao, Increasing Social and
Economic Inequalities Among Suburban Schools (DanvilTe, I11,: TInter-
State Printers and Publishers, 1969).

SWa1ter I. Garms, "Financial Characteristics and Problems of
Large City School Districts," Educational Administration Quarterly
(Winter 1967), 14-27.

6seymour Sacks and William F, Hellmuth, Jr., Financing Govern-
ent in a Metropolitan Area (New York: The Free Press of Glencoe, 1961},

pp. 68-154,
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dames, Thomas, and Dyck studied the financial structures of
school districts drawn from nine states.’ Eight independent variables
were used in the regressions. Property assessed valuation was found
positively correlated with expenditures per pupil in average daily atllen-
dance 1958-59 %n all of the regressions, but it was significant statis-
tically in 0n1y.five states. Median family 1income was positively corre-
lated with expenditures in eight states, but was significant in only
four. The percent of non-white was positively related to expenditures in
five states, but hegatively in four. The percent of owner-occupied hous-
ing was negatively correlated with expenditures and was significant in
all states except Nebraska and Oregon. Median years of schooling was
positively related to expenditure in two states, negative in three. The
percent of labor force unemployed was significantly negatively correlated
with expenditure in three states. Percent of farm population was nega-
tively related to expenditure in four, while percent of elementary school
children in private schools was significantly related to éxpenditures in
two--one was positive and the other negative.

In studying the determinahts of tax effort in Kentucky in 1973,
Kay defined local tax effort as the ratio of Tocal revenue per pupil in
ADA and equalized assessed valuation of property per pupil in ADA, and
used this dependent variable (local tax effort) against twenty-four

selected sociocconomic independent variables.® A Stepwise multiple

Thomas H. James, ct al., wealth, Expenditure and Decision-Makin
for Education, U.S. Department of Health, Education and Welfare, Coopera-
tive Research Project No. 1241 (Stanford, California: School of Educa-

tion, Stanford University, 1953).

8y, R. Kay, Jr., "The Study of the Relationship Between Selected
Socio-Economic Variables and Local Tax Effort to Support Public Schools

on-Making

in Kentucky” (Unpublished Ph.D, Dissertation, University of Florida, 1973).



192 schoo? districts with the highest assessed valuation of property per
PUpil and upon the one-third with Towest assessed valuation of Property.
It was found that wealthy urban areas consistently tend to tax themselves

Proportionately higher than POOr rural districts. More interestingly, in

substantial portion of the variance in tax effort, while for poor wealth
school districts, idiosyncratic variables such as the attitudes of Tocal
opinion leadersg regarding education, were 9enerally more fmportant than
the socioeconomic variables. When individual variables were correlated
r‘with tax effort, the most significant variable related to effort was
Property tax base. Where the tax base was composed of farms, there
tended to be 1ow effort., Where it wae composcd of businesses and resi-
~dences, there tended to be high tax cffort. Finally, the study éuggested
that equity of financing education through optional taxation should be
questioned since wealthy urban school districts clearly tended to provide
dfsproportfnnately more educational resources for their children than

poor rural districts.

Harrey, in 1969, studied the determinants of educational expendi -
tures in Santa Clara County, California.? His study sought to determine
if certain socioeconomic characteristics of school districts were related

to educational expenditures during the 1966-67 school year., Eighteen

9Laurrence Ewin. Harrey, "Property Tax Determinants of Fduca-
tional Expenditures” (Unpublished Ph.D, Dissertation, Stanford University,

February 1969).
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socioeconomic variables were selected and analyzed by means of multiple
regression with educational expenditure per pupil as the dependent varj-
able. One of the independent variables was total assessed valuation
Per pupil which was the combination of {1) residential property, (2) com-
merctal property, (3) industrial Property, and (4) agricultural property,
all in terms of assessed valuation per pupil. The statistical analysis
was performed first with total assessed property valuation per pupil,
secondly with the above ment1oned four types of property valuation,
third]y with total assessed valuation plus othep socioeconomic factors,
fourthly with the four types of property assessed valuation and other
socioeconomic factors, and Fifthly with only socioeconomic variables,
excluding property assessed valuation,

Assessed'property valuation was the most significant determinanf
of educational eXpenditures for the 29 elementary schonl districts in
Santa Clara County. The separate classifications of residential, agri-
cultural, and commercial properties were jointly ahle to explain from
66 to 89 percent of the variation in the current costs of elementary
education 1n Santa Clara County for the school year 1966-67.]0 Since
there existed only one heavily agricultural Property~oriented district,
the data was repeatedly analyzed without the inclusion of that district.
Again, total assessed property valuation per pupil remained the most
significant single determinant of elementary educational expenditures in
Santa Clara County. The separate classification of property assessed
valuation seemed not to be significant as predictors of educational

expenditure for this analysis. This reduction of signifjcance level was

101pid., p. s8.
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largely due to the absence of the heavily agricultural property-oriented
Montébe110 district. With respect to the effect of state aid on equity,
it was found that it had an insignificant impact in Santa Clara County,
where varfation of educational expenditure per pupil was significantly

related to assessed valuation of property.

Equalizing Effect of State Aid

Renshaw studied the effects of state aid on expenditures for
education in the 48 continental states.!l Like Hirsch, Renshaw used the.
following two dependent variables: (1) the current expenditures for
school operation, and (2) the total school budget. Nine independent
variables were inc1uded.in the four regression models. FEach madel con-
tained two, threé, or four variables, consecutively. Per capita state
income and percentage of non-white bopu1ation were found to be signifi-
cant at the .95 confidence level and state aid per pupil was nearly so.
However, thé}sign of regression coefficient for state aid per pupil was
negative. This indicated that state aid was inversely allocated to
financially poor school districts. However, the effect of state aid on
per pupil spending was minimal. An additional dellar of state aid tended
to raise school expenditures hy on1y ahout 16 cearxts.]2
Bishop also investigated the effect (stimulative vs. substitu-

tive) of state aid on educational expenditures in New England.'® The

MEdward F. Renshaw, "A note on the Expenditure Effect of State
Aid to Education," Journal of Political Economy, Vol. LXVII, No. 6
(December 1959), pp. 170-174.

12154d., p. 172.

13George A. Bishop, "Stimulative vs. Substitutive Effects of
State School Aid in New England,” National Tax Journal, Vol. XVII, No. 2
(1964), pp. 133-141.
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stimulative, substitutive and equalizing effects on schoo] expenditures
were estimated through multiple regression analysis. - Two regressions
were run for each state in New England. One was for the school districts
outside SMSA, one for the school districts inside SMSA.  Bishop found
that state aid in the largest districts (SMSA) was not a significant
influence on school expenditures, and consequently, must be a substityte
fcr local tax burdens. However, the sign of the regression coefficient
for state aid per pupil in the Massachusetts regression model was nega-
tive. This indicated there existed an equalization effect of state aid
on school expenditure. Thus, state aid is higher and local tax burdens
are reduced in districts with relatively Tow expenditures per pupil. On
the other hand, the state aid for outside metropolitan areas had a posi-
tive sign of regression coefficient. This demonstrated that the state
ald had a positive effect on school spending and was definitely stimula-
tive, and tended to raise rather than to reduce the local property tax
burden. |

_ Rossmi11év's study of the equalization objective of state aid
in 104 Wisconsin school districts for the 1959-60 school year included
76 ability variables and 85 need variables. 14 Multiple correlation and
factor analysis were used for the purpose of eliminating some variables
which had relatively high interrelation. Finally, 48 ability variables
and 32 need variables were selected and again subjected to factor
analysis. Application of factor analysis to the combination of 70 need

and ability variables resulted in the extraction of 51 factors accounting

14Richard A. Rossmiller, "The Equalization Objective in State
Support Programs: An Analysis of Measurec Need and Ability," National
fax Journal, Vol. XVIII, No. 4, pp. 362-369.
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for 83 percent of the total variance. One of the generalizations rele-

vant to the state aid objective was that the Wisconsin state support

- program was achieving some equalization of school expenditure. The

percentage of revenue from state sources was found inversely related to
equalized valuation. Although the equalization function of the Wiscon-
sin state suppoft program was operating, it was found that the poorer
schools were still at a relative financial disadvantage.

In all of the previous studies (excepting Rossmiller's) the
state aid was treated as an explanatory variable in the singie equation
multiple regression in which the state aid effect on educational expendi-
ture was determined. It has been argued by several authors that such a
technique may produce biased results.!® If educational expenditures are
determined by the interplay of both supply and demand forces, the single
regression equation, combining both supply and demand variables together,

16 Elchanan Cohn atlempled Lo

could lead to simultaneous equation bias.
overcome this simultaneous-equation bias problem in his two school
finance studies. Both of his studies explored the effect of state aid
on educational expenditures hy employing simultaneous relationship models.
In his interstate model, five endogenous variables and ten exo-
genous variables were adopted.17 The five endogenous variables were
(1) relative size of schools, (2) expenditure per ADA, (3) percentage of
pupils enrolled in nonpublic schools, (4) total approved par value of

bond issue, and (5) local revenue per ADA., The exogenous variables

included (1) percentage of total population enrolled in public schools,

15¢1chanan Cohn, Economics of State Aid Eg'Education {New York:
D, €. Heath and Company, 1074}, p. A9.

161hid., p. 69. 71ibid., p. 73.
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(2) personal income per capita, (3) personal income per ADA, (4) equali-
zation score of the state, (5) Negro enrollment in public schools as a
percentage of total population, (6) urban population as a percentage of
total population, (7) incidence of poverty, (8) average teachers' salary,
(9) state aid per ADA, and (10) number of students per 1,000 teachers.
Bath two-stage "Ieast square and ordinary least square methods were applied
to the model which contained five equations. Each equation used one of
the endogenous variables as a dependent variable against some sé]ected
independent exogenous and endogenous variahles. The regression results
were reported in the study in a way that each equation was treated inde~
pendent of the others when ordinary least square method was employed.
When applying two stage least square method to the analysis, these five .
equations were considered as interdependent of each other. As a result
of these different treatments, the two stage least square method .(TSLS)
provided clearly different estimates from the ordinary least square (0LS)
estimates. For example, the OLS estimates produced five significant
estimators of local revenue per ADA, while the TSLS produced only one
statistically significant variable (thét is, state aid). |

| Disregarding the other different results produced from TSLS and
OLS, the coefficient of state aid per ADA estimated from both TSLS and
OLS remained statistically significant in both educational expendi ture
function and in local revenue function. The magnitude and sign of regres-
sion coefficients in expenditure and Tocal revenue functions indicated
that a greater level of state aid is associated with greater per pupil
expenditures, and lower local revenues for education. An important
Timitation of this interstate study indicated by the author was the lack

of a measure indicating the manner by which state aid was distributed.
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To overcome this Timitation, an intrastate model was employed. |

Cohn's intrastate model was hased on Clyde's 1973 study of
educational expenditure determination,18 The major objective of
Clyde's study was to obtain supply and demand schedules for local edu-~-
cational expeﬁﬂitures in Pennsylvania c:ounties."Ig In order to investi-

gate the state aid distribution effect on school district educational
expenditures, the school district was used as the basic data unit of
analysis.

Cohn's intrastate model contained five endogenous and twelve
€xogenous variables in demand and supply equations, The state aid per
capita was specified in the supply equation and served as both determi-
nant and determined varfable of school expenditure because the state
aid formula for Pennsylvania was of the percentage equalizing type.

The two stage least square method was utilized to obtain esti-
mates for the parameters of those five simultaneous equat1ons The mode
appeared to provide a reasonably good statistical fit for all of the
supply equations, but a disappointing fit for the demand equation,

The result, with respect to state aid distribution, indicated
a good measure of equity. The regression coefficient for district wealth
measured by market valuation of real property per capita divided by state
average was -87.72. That is, for each ohe percent in property valuation
over the average state valuation, state aid decreased by about $0.88 per
capita. This indicated that the state aid was inversely allocated in
Pennsylvania to the poorer school districts. Thus, fhe equalizing effect

of state aid distribution under the percentage equalizing formula in 1973

81pid., p. 83. 191bid., p. 84,
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was confirmed,

Evaluation of School Finance Systems

Analysis of equity of school finance systems can profit from the
review of some past evaluative studies. As a matter of fact, there have
not been very many evaluative studies published. One problem contributing
to this tack of publications in the past has been the lack of interest in
the total distribution of state aid or of school revenue, Often there is
concern that certain districts are being favored or shortchanged, but
seldom is there discussion of the equity of the general pattern of local
school revenue or of the state aid distribution.20 Hickrod was one of
those who initially moved the finance research systematically to that
evaluative direction. In 1972, he started examining the equity of the
- distribution of school revenue and developed four normative mode]s.Z] The
first model was termed "permissible variance." This model concerns the
total distribution of state aid. The goal of this model, then, was to
reduce variation to some permissible range. The second was an inverse
allocation model which relates general state aid to school district wealth
in an inverse fashion. This model was developed from a belief that there
existed a positive relation between the local wealth and local revenue.
This aid function can be approximated by a logarithmic transformation of

either the wealth variable or the aid variable, or both. Fiscal neutrality

20yalter 1. Garms, "Use of the Lorenz Curve and Gini Index in
School Finance Research" (a paper presented at the 1975 Annual Meeting
of the The American Educational Research Association in Washington,
Doc- ] ]975)-

21ptan G. Hickrod, et al., Definition, Measurement and Applica-
tion of the Concept of Equalization in School Finance (Springfield, I111.:
ITTinois Office of Education, 1972) (available as document ED 078 551 in
ERIC system). ‘
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was the third model which was drawn from the court decisions (Serrano v.
Priest, 1971) and the argumentation presented in Cooms, Clune, and
Sugarman.22 This fiscal neutrality model requires that no.state may
operate an educational fiscal system in which expenditure levels are
primarily determined by the local wealth of the school district.23
Alternatively, the expenditure levels should not be dependent upon the
local wealth, but, rather, upon the wealth of the state as a whole. The
fourth model was the fiscal intervention mode] which requires that the
level of educational achievement may not be a function of wealth other
than the wealth of the state.

Two of these four models proposed by Professor Hickrod and his
associates have been applied to the realities of public school finance
in Hickrod's later study of "fiscal equalization in [1linois" in 1973.24
The purpose of the study was to evaluate the degree of movement of
state aid funding toward the goal of equity which was defined in terms
of permissible variance (the first model) and fiscal neutrality (the
third model)}. The coefficient of variation and the Gini Index were used
to measure the disparity of school revenue among the school districts
and the distribution of school revenue in relation to the local wealth.
Nine years were included in the study--1963 to 1971. It was found that
the value of the coefficient of variation of both expenditures and tax

effort fell for all types of school districts {i.e., elementary, high,

221pid., p. 18. 231bid., p. 19.

28p1an G. Hickrod and Ramish Chauhari, A Longitudinal Study of
Fiscal Equalization in I1linois (a paper presented Tor the 1973 Annual
Meeting of the American Educational Research Association, New Orleans,
Louisiana).
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and unit school districts) and indicated that school districts in I114-
nois were becoming more fiscally alike with passage of time, However,
the coefficient of variation for wealth for unit and elementary school
districts were about as unequal with regard to wealth at the end of the
time period as they were at the beginning of the time period. Only the
high school districts demonstrated a reduction of variation in wealth.
With respect to the fiscal neutrality goal, there had been no Marked
.improvement in fiscatl neutrality in I1linois during years from 1965 to
1971, For the elementary and high school districts, fisca) neUtra]ity
was slightly improved. For unit school districts, the magnitude of ginj
coefficients was actually increased, and did not show any improvement in
fiscal neutrality. As was observed in the fiscal neutrality model the
| students 1n the poorer unit school districts had suffered a reduction
in their share of state aid.

In 1973, the old I1linois state aid funding system was amended
and a completely different version--power equalization concept~-was
added, It was the opinion of Professors Hickrod and Hubbard at I1linois
State Univers1ty that it was necessary to assure that school finance
reforms should not go unevaluated. It was the researcher's responsi-
bility to inform the policy-makers and to encourage them to take a-hard
lTook at the consequences of the reform. The evaluation task ofuthe.1973
reform of the I11inois general purpose educational grant-in-aid was
started in mid-1974 and completed in late 197425 The evaluation

included the following three criteria; (1) permissible variance,

Satan 6. Hickrod, Ben C. Hubbard, and Thomas Wei Chi Yang, The
1973 Reform of the I]]1no1s General Purpose Educational Grant-in- Aid: A
Description and an Evaluation.
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(2) fiscal neutrality, and (3) reward for effort. The coefficient of
variation and the Mcloohe index were used for the criterta permissible
variance; Gini index and regression analysis were used for fiscal neu-
trality; and reward for effort was measured again by éingle regression
analysis with and without Togarithmic transformation. Under the cri-
teria of penmfssib]e variance, 1t was found that overall disparity in
both school revenues and tax rates declined after the adoption of the
1973 reform. If the focus was not on the entire distribution but only
on the distribution below the median, there appeared to have been some
improvement in unit school districts, and in high school districts,
after the reform of 1973, but not in the case of elementary districts.26
In the measurement of fiscal neutrality, the wealth definition was spe-
cified respectively by the property valuation per pupil and income per
pupil. Income data were obtained from 1970 census data which was
recorded by county and township, and was then transferred by Dr. Polhmann,
Professor in the Department of Sociology at I11inois State University, to
the school district type data. It was found that the Gini indexes
déc]ined bath when property valuation per pupil was used as the specifi-
cation of wealth and when income per pupil was used as the specification
of wealth., If the largest school district, Chicago, was dropped, méve—
ment toward the goal of fiscal neutrality was observed in all types of
school districts. Reward for effort with no Togarythmic transformation
was also examined, The studJ found that before the 1973 reform, each
one cent in tax rates in e]eJentary districts was on the average associated

|
with $17.73 in state and local revenues per ADA. After the reform, the

261hid., p. 48. |
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reward for each one cent increment in tax rates was $23.73. Encourage-
ment to raise local tax rates had then been increased by $6.00. For
unit school districts, the increase in the reward for effort was only
$4.50, not as large as that in elementary school districts. By contrast,
there was ho'increase in reward for effort for the high school districts,
However, if elasticity of school revenue with respect to tax is accepted
and used, the data in their study showed that the elasticity for tax was

~Increased in elementary districts and unit districts but not in high
school districts. These results were consistent with those obtained
from no logarythmic transformation regression.

The ITlinois' study done by . Hickrod, Hubbard, and Yang was
sent out to a number of educators, legislators, and researchers. After
this circulation, a number of researchers showed their interest in
inequities of eduéationa] expenditures and the use of the Lorenz curve
in school finance research. Three studies appeared at the same time in
1975, and two were hresented at the Annual Meeting of the American Edu-
cational Research Association in Washington, D.C.  One was presented aft
the 1975 Annual Meeting of the Ohio Association of Economists and Polit: -
cal Scientists in Columbué, Ohio. They were studied by (1) Robert E.

27

Firestine,”" (2) Walter I. Garms,28 and {3) Bruce L. Gensemer.29

27Robert T. Firestine, Some Empirical Approaches to Comparing
tquity in School Finance Systems: A Few Observations on Hickrod's "3i-
Variate" Lorenz Curves (presented at the Annual Meeting of the American
bducational Research Association, April 1975, in Washington, D.C.).

28yalter 1. Garms, Ude of the Lorenz Curve and Gini Index in
School Finance Research (presented at the Annual Meeting of the Americar
Educational Research Association, April 1975, in Washington, D.C.).

291hid.
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Firestine selected thirteen states which included California,
Colorado, I11inois, Kansas, Massachusetts, Michigan, Mississippi, New
York, North Carolina, Ohio, Texas, Virginia, and Washington. These
thirteen states were chosen because of their representation of a broad
spectrum of states in terms of regional Tacation, level of state par-
ticipation in bublic school‘funding, type of state school financing
system, and state socioeconomic characteristics.3? 1n Firestine's
study, he did not use the total population. Instead, he took a random
sample of districts based on the Elementary and Secondary Education
General Information survey for school year 1969-70. A1l fiscal data
reported in his study were for that year, The data included general aid
from the state, categorical aid from both federal and state, and revenue
from the local district.

'Schoo1 reQenue tnequity was estimated by the use of the Lorenz
curve and Gini Index in thisg study. The bi-variate Lorenz curve was
found to appear surprisingly close to the 45-degree line for all of
the states in the sample, and a non-monotonically increasing shape of
the curve was révea1ed, especially in Colorado, where the curve slope
exceeded a 45-degree 1ine from about the 15th to the 50th percentile of
state total ADA. Similarly, the curve's crossing of 45-degree line _
were observed in Ohio, Texas, Virginia, and I11inois. {111inois was not
identified by Firestine in his'study.)31 The ITlinois' result from the
'Firestine study was quite fnconsistent with Hickrod's first longitudinal

study in 1973, which included 1969 data.

301pid., p. 6. 31bid, , p. 17.
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In looking at the effect of federal grants, it was found that
federal aid appeared to have an equalizing effect in most of the states
in the sample. Conversely, federal aid seemed to have counter-equaliz-
ing effects in the states of New York, Texas, Virginia, and Washington.32
The second study was Garms' study of the useability of the Lorenz
curve and Gini index in school finance research. Unlike Firestine, Garms
devoted considerable space to discussing various ways of using the Lorenz
curve and their consequences with his fictitious data. He indicated that
there existed a difference in applying the Lorenz curve to data which had
been arrayed (1) in order of increasing fiscal ability per pupil and (2)
not in order of increasing fiscal ability per pupil.33 If the data were
arrayed in order of increasing fiscal ability per pupil, the Lorenz curve
could provide information relative to the extent to which differences in
expenditure correlated with differences in fiscal ability. On the other
hand, if the data were not ar?ayed in order of fiscal ability, the result
would provide no information about how much of the expenditure disparity
1s:caused'by the disparity of fiscal abi1ity. This technique of a}raying
school districté in order of fncreasing;fisca] ability had been applied
in the 1973 Hickrod and Chauhdri's 1ongftudina1 study of fiscal equali-
zation in I11inois.3% E | 1
The third study by Gensemer dealt with the notion of fiscal neu-
trality, educational need and jFisca] capacity. The purpose of his study
was to explare the distributioﬁa] effects of state aid in Ohio and the

equity imp1icatf0n5 of the Ohib General Assembly's Educational Review

Comiittee's probosa1s on new state aid fhndinq system, The Committee's

321bid., p. 13. . 331pid., p. 6. - 341p44,
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major propésa]s concerned the distribution of basic aid, the adoption
of equalized property values to measure the wealth and local tax effort
of districts, and the broadening of one categorical aid program.3° The
basic state aid proposal called for a "district power equalization
formula" and'was an attempt to reduce the school revenue disparity among
school distriéts in Ohio by inversely allocating state aid to the poorer
districts to a greater extent than ever before. The new proposed state
aid formula was constructed to assure that each district receiving $48
per pupil per tax mi11 in the combined state aid and local revenues.
Because there was no recapture provision in the proposal, the rich schoo]
districts with excess fiscal ability would not be forced to return any
excess tax dollars collected to the state for redistribution purposes.
Another key feature of the proposal was reward for effort. The poor
school districts with moderate school taxes could receive three dollars
in state aid for each new dollar of local taxes Tevied,

Under the new proposal, to participate in state aid plan, school
districts must, by 1977, raise property tax rates to 21 mills for school
operation purposes. This might require some school districts to make a
dramatic increase in their property tax levy, since some school districts’
tax rates are only about 14 mills.

In measuring the effect of state aid distribution undey the new
proposal, the Lorenz curve and Gini index were used in Gensemer's study.
The study period was ten years, starti ng from 1968 to 1978. It found
that the state aid distribution effect under the new proposal appeared

to be greater in moving the funding system toward the goal of fiscal

351bid., p. 5.
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neutrality than the effect under the current state aid funding system,
The Gini index for school revenue disparity was reduced from 0.769 in
1968 to 0.384 in 1978. This reduction of Gini index for school revenue
seemed to be due to the highly negative correlation between the district
fiscal abi]ify and the allocation of state aid. The Gini index for dis-
tribution of étate aid was negatively increased from -0.2234 in 1974 to
-0.269 in the 1978 school year. That means that the proposal allocated
more state aid to the poorer school districts than did the current Ohio

financing system.36 |

Summary
Of considerable interest is that district wealth has been men-

tioned repeatedly in a number of studies in the first section of this
chapter as a significant variable related to school expenditures. Less
wealthy school districts often have less revenue resources than their
wealthier counterparts to secure school funds; The dependence of school
expenditure on local wealth is in obposition to the spirit of fiscal
neutrality stressed by the Serrano decision. Without state governmental
intervention aid to the poor school districts, property poor school dis-
tricts will stay poor and will be unabie to provide quality education.
‘A number of previous research works in section two of this chapter have
indicated that the inverse distribution of state aid to the financially
poor school districts has an equalizing effect on educational expendi~_
tures.

A11 of the studies mentioned in section two were cross-sectional

studies. A major limitation of the cross-sectional study is a lack of

361hid., p. 24.
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demonstration indicating a movement of the state financing system toward
the goal of fiscal neutrality. In section three, three Tongitudinal
ctudies were presented. A ten-year trend of variation coefficients as
measure of school revenue disparities and of Gini indexes as measure of
fiscal neutra]%ty were reported in Hickrod's 1973 study. In the same
year, 1973, I11inois amended its foundation system and adopted a power-
equalizing formula. This reform was continuously evaluated and the
affect of the veform on the movement of the state toward the goal of
fiscal neutrality and of narrowing the variation of school revenue per
educational need unit was reported 1n Hickrod's 1974 study. It was found
that movement was made toward these two goals. These were, again, short
run results of the 1973 reform. Some of these gains could be reversed
in the following three phase-in periods. Only time and further research
can reveal whether the recent reform in the State of I11inois will move
the state closer toward the goals of fiscal peutrality and of reduction
of school revenue per educational need unit among school districts.
Chapter three of this study will be the review of financing systems in
111inois, Michigan and Kansas. The financing systems in these three
states will be examined on a continuous basis including one year before

and_two years after the reform of state aid financing systems.



CHAPTER III
THE REVIEW OF RECENT DEVELOPMENTS OF SCHOOL
FINANCING SYSTEMS IN THE STATES OF
ILLINOIS, MICHIGAN, AND KANSAS

The purpose of this chapter is to describe the state financing
system for general public education in 1972-73 and the newly enacted
state financing systems of 1973 in I1linois, Michigan, and Kansas.
Since the changing of the Michigan and Kansas state financing systems
was 1n part due to the effect of court decisions, this chapter also

reviews the court cases of Milliken v. Green in Michigan and of'Ca1dwe11

V. the State of Kansas in Kansas. This chapter alsn provides a list of

similarities among these three states' state financing systems for the

purpose of interstate comparison.
I11inois

The State Aid Financing System in the State of 1Tlinois (1972-73)

" The fundamental allocation scheme of state aid in supporting
ITlinois' elementary and secondary education in 1972-73 was a Strayer-
Haig foundation system. The system provided that each district that .
taxed itself at a minimum, or qualifying rate--1.08 percent of assessed
valuation for unit school districts which have grades K-12, for dual
districts which have grades K-8 or grades 9-12, .84 percent for those
with a WADA (Weighted Average Daily Attendance) of 100, and .90 percent
for those with a WADA of less than 100--would be cligible to receive a

state maximum quarantee of $520 plus 19 percent of the amount
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granted.1 The flat grant was included in this system to guarantee that
each district would receive at least a minimum of aid from the state.
The flat grant in 1972-73 remained at $48 for each WADA. The system
further provided an alternate state aid computation method; that is,
if the amount of state éid calculated is less than $120 per WADA pupil,
the amount of state aid per pupil in WADA for the best six months would
be computed by multipiying the quotient of the assessed valuation per
pupil necessary to produce $120 state aid per WADA pupil, divided by
the district's assessed valuation per WADA, and multiplied by $120.2
Under this system, however, in no case was a district to receive less
than a $48 flat grant plus 19 percent of that amount from the state.
Moreover, the foundation system added density bonus to the districts
with a WADA 10,000 to 19,000 by four percent of the guarantee, districts
with a WADA of 20,000 to 29,999 by eight percent of the guarantee, dis-
tricts 30,000 to 200,000 by twelve percent of the guarantee, and dis-
tricts over 200,000 WADA by sixteen percent of the guarantee.3

The foundation allocation system in 1972-73 in I11inois was
designed to distribute the state dollars in jnverse relation to the
Tocal tax base. Despite the flat grant and alternate method of.state
aid computation, the relationship between state aid and local property
assessed valuation would be linear with a negative sign in slope.
Arithmetically, this relationship, ignoring other factors, can be

expressed as foliows:

]Bureau of Budget, State, Local, and Federal Financing for
111inois Public Schools: 1972-73 (Springfield, I11.: The Office of
the Superintendent of Public Tnstruction nf the State of T1linais), pp. 5-6.

%Ibid., p. 5. 3Ibid., p. 6.
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Unit State aid = State Guarantee - 1.08% district
District valuation

Dual State aid = State Guarantee - 0.84 or 0.90
District district valuation

The slope in the equations are determined by the qualifying tax
rate, "

The. Present State Aid Financing System in the State of 1111no1s

In recognition of possible effects and implications of the Supreme
Court decision in the case of Serrano v. Priest, educators and Tegislators
began to understand the shortcomings of foundation systems and to search
for new school financing formulae to allocate the state do]1ars to the
school districts more equitably. 1In 1973, House Bilj 1484 was approved
by both the House and the Senate. Under this new bil] dealing with school
finance for public education, the previous foundation program was retained
with an important option for the school districts. Thisg option is called
a resource equalizer plan which includes operational tax rates as a multi-
plier. Under this new equalized plan, there are operating tax limits of
30 mills for unit schoo] districts, 19.5 mills for_eTementary districts,
and 10.5 mills for high school districts which can be exceeded only under
one of the following conditions: (1) districts previously taxing above
the Timit must reduce their previous rate and the applicable rate Himit;
(2) districts previously spending more than $1260 per pupil may continue
to Tevy higher taxes to maintain their 1972-73 spending levels; (3) any
district may exceed these rate limits in order to increase expenditures
for innovative, experimental, and enrjchment programs up to 15 percent

over the 1972- 73 expenditures if it obta1ns the approval of its voters. A

Worton W. Grubb, "The First Round of Legislative Reforms in the
Post Serrano World," Law anhd Contemporary Problems, Vol. XXXVIII (Winter-
spring, 1974), pp. 477-78
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However, if at the time of the enactment of this formula, the district's
tax rate is beyond the level of maximum limit, the local board of educa-
tion may pass a resolution to maintain its tax rate, subject to a back-
door referendum.

In the'present school finance system of I1linois, a district's
claim amount pef WADA is based on the concentration of elementary and
secondary education (ESEA) Title I cligible pupils, wealth as measured
by assessed valuation per weighted average daily attendance pupil, and
operating tax rate.? Claim amounts for the current year are limited to

6 Because

an increase of one-fourth of last year's actual entitlement.
of this 1imit.on the increase of state participation by no more than 25
percent a year, some school districts may not be fully funded during the
fourth year of the operation of the "“Resource Equalizer" formula, and
hence, it will take longer than a four year phase-in period for full
funding to be realized,

Under the new district power equalization formula, districts with
the maximum allocated operating tax rate (i.e., 1.05% fqr elementary dis-
tricts, 1.95% for high school districts, 3.00% for unit school districts)
will have a state guaranteed foundation level of $1260 per TWADA (Title I
weighted average dally attendance), when the phase-in pericd of the Tormula
is completed. The guarantee yield corresponds to a guaranteed assessed
valuation per TWADA for unit, elementary, and high school districts as
$42.,000, $64,615, and $170,000, regpective]y.7 During.1973-74, approxi-

mately 93 percent of I1linois pupils were enrolled in resource equalizer

school distr1cts.8

5State of I1linois, Bureau of the Budget, State, Local and Federal
Financing for I11inois Public Schools, 1973-74 (Springfield: The Office
of the Superintendent of Publig Instruction of the State of Illinois), p. 48.
61bid., p. 48. /1bid., p. 50. 8Ibid., 1974-75, p. 7.
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Michigan
The State Aid Financing System in the State of Michigan (1972-73)

The basic formula for the distribution of state general-purpose
revenue in Michigan in 1972-73 was a foundation system; It was called
the Deductib]érMi11age System." Essentially, under this deductible mill-
age system, a minimum yield per pupil was guaranteed for districts levy-
ing the minimum qualifying tax rate. The formula was designed in an
attempt to compensate for differences in distrfct tax bases by giving low
property assessed valuation districts larger amounts of state aid than
high property assessed valuation districts. Under this formula, the
state aid was computed by subtracting the amount which a given millage
would raise in each district from the gross allowance or from a specified
foundation program. The 1972-73 formula was $644 minus 16 mills for dis-
tricts with more than $17,750 SEV (Stated Equalized Va1uation) and $715
minus 20 mills for districts below this level.d Districts with $17,750
SEV received $360 per pupil in state aid by using either the first or
sccond formula. Both deductible millage formulae were based on the dis-
trict's property valuation. The relationship between state aid and dis-
trict's property valuation is linear. Arithmetically, the distribution
of state aid for the school year 1972-73 can be described by the follow-
ing linear equations:

District's Wealth:

(a) less than $17750 . . . . . State aid
(b) over $17750 . . . . . . . State aid

715 - 0.02 SEV
360 - 0.016 (SEV-17750)

non

s

9. Caesar, Robert N. Mckerr and J. Phelps, New Equity in Michi-

gan School Finance (The Senate Committee on Education, 1973), p. 6
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Legal Challenge to the School Financing System in the State of Michigan

In December 1972, the Michigan Supreme Court in the case of

Milliken v. Green held that Michigan financing system, a deductible-

10

millage syStem, was ih violation of the state constitution. In

reaching its decision, the Supreme Court made the following basic arqu-

ments or findings:

(1) State Control and Responsibility:

The state clearly has responsibility for financing public
schonl education in Michigan. The 1963 Michigan Constitution.
Art 8, S 2 reads:

"The legislature shall maintain and support a system of
free public elementary and secondary schools as defined by law.

(2) Inherent inequality in School District Property Tax Bases:

There is an inherent inequality in the school district
property tax bases which creates unequal support for the educa-
tion of Michigan children.12

(3) State School Aid Does Not Equalize Property Tax Inequality:

The state school aid formula does not compensate for the
recognized basic inequality inherent in the differences in the
property tax bases of the 624 Michigan school districts.13

Only about one-third of the state's school districts receive
nearly cqual total revenues from combinad state and local school
property taxes.l4

(4) Equal Protection:

The heart of this case is to confront the law of "equal
protection” with the reality of the inegua1ity inherent in the
Michigan public school finance system.!

It is elementary that the law of equal protection involves
two different tests depending upon the interest concerned, 16

(a) education in Michigan a fundamental interest: The

fundamental interest of the people in Michigan in
education is expressed in our history and in our
constitutions, as my brother brother Brennan has so
excellently described. The 1963 Michigan Constitu-
Lion establishes the pcople's fundamental interest
in education in a number of ways, but significantly
in that it devotes an entire article to education,
Article 8.17 In light of the pecple's concern and
direct provision for education in the Constitution,

ull

10Mi11iken v. Green, Supreme Court, Michigan, No. 54, 809.
Memorandum Decision (Dec. 29, 1972), p. 22.

1bid., p. 4. 121pid., p. 7. 131p4d., p. 9.
141b4id., p. 9 151bid., p. 15. 161bid., p. 16.

171pid.. p. 15.
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this court is compelled to recognize education
as a fundamental interest under the Michigan
Constitution requiring close scrutiny of
legislative classifications concerning the
distribution of education resources, |

(b) Wealth, a suspect classification involved:
Classification on the basis of wealth s
considered "suspect" espe?ia]1y when applied
to fundamental interests.!9 The State Aid Act
as well as the local school district property
taxes are based on the classification of the
state equalized valuation per pupil in the
school districts. This is therefore an educa-
tional c¢lassification solely on the basis of
wealth per educationa} unit (pupils) and puts
the classification in the suspect category
requiring the stricter standard of scrutiny.20

(5) Compelling State Interest:

There can be nn "compelling state interest® for the
classifications based on wealth resulting in the inequal-
ities connected with the distribution of public schoo)
funds pursuant to the mandate ?f the Const. 1963, art 8,
S 2 other than local control,?

Local control is the interest asserted by Defendants
as justification for the district wealth classification
under either constitutional test,??

Based on the fundamenta]ity of education and the suspectnegss of
wedlth as a basis for classification, the Michigan Supreme Court ruled
that the Michigan pubiic school financing system denied equal protection
of the laws guaranteed by Art 1, s 2 of the Michigan Constitution, Equal
protection test required by the Michigan Constitution,?3

The status of this decision 1S uncertain, since the composition
of the court changed (two justices retired and two new Justices were
appainted), and defendarnts’ petitions for rehearing of the case were
granted on February 1, 1973. The case has been rebriefed and the parties

are awaiting a final decision. | Also, on August 14, 1973, Michigan enacted

81bid., p. 16. %1bid., p. 17, 201bid., p. 18.
211bid., p. 18. 221bid., p. 18, 231hid., p. 22.

- SO S
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a new state aid financing system to test whether or not the current
state aid financing system still denies equal protection of the laws

requiring a new petition for the court's action.z4

The Present State Aid Financing System in the State of Michigan

Afterrthe ruling of unconstitutionality of Michigan financing
system for public education in December 1972 in the case of Milliken v.
Green, Senate Bi1l 110 was enacted without awaiting a final decision
from the Supreme Court. It was developed after extensive legislative
debate and was the product of previously unsuccessful proposals for
change.25 The primary purpose of this bill is to equalize the revenue-
raising ability of school districts. That is, to guarantee a minimum
yield per m111lof tax, but not necessarily to equalize yield across all
districts. _

Under this new. bill (called the equal yield plan}, all school
districts are guaranteed an amount of combined state aid and local
revenue equal to $38 per pupil mill for the first 22 mills levied in
1973-74, $30 per pupil per mill for the first 25 mills levied in 1974-
75, and $40 per pupil per mill without limitation in 1975-76.26  The
amount of state membership aid allocated to each school district under
this equal yield plan is simply determined by subtracting the district's
:per pupil state equalized valuation from $38,000 in 1973-74, $39,000 in
1974-75, and $40,000 in 1975-76; and the resu1ting difference is multi-

plied by the millage levied for operating purposes, up to and inciuding

281hid., p. 1.

; 25New Equity in Michigan School Finance: The Story of the
Bursley Act, Senator Gilbert E. Bursiey, Chairman (Lansing, Michigan:
The Cenator Committee on Education, 1973), p. 2.

261nid., p. 20.



64
22 mi1s in 1973- 74, 25 mills in 1974- 75, and without 11m1tat10n there-
after., 27

Two special provisions for saving school districts from suffer-
ing efther losing total budget dollars or having minimal increases as a
result of the new amendments of 1973 were included. Such districts levy-
thg less than 20 mills are credited w1th two-thirds of their deficiency
under 20 mills in computing their aid for 1973- 74, and with one- third of
this deficiency in computing their 1974-75 state aid,28 In addition, to
protect certain districts with higher tax rates from suffering a total
dollar Toss, districts Tevying 20 mills or more are offered an alternate
computation of state aid. Such districts are guaranteed an amount equai
to their 1973-74 state aid per pupil minus 20 mills levied on their per
pupil SEV increase in 1973-74. (These fwo provisions are called "the
grandfather clause" in Michigan.)

Another provision was enacted under the equal yield p]ah
specifically for the state's 1argest district--Detroit. Through separate
legislation, Detroit was authorized to levy a Tocal-district income tax
of up to one percent--to be equated as six and one-half mills in the
state aid formula--whenever the total allocated and extra-voted local
Tevy drops below 22 milis,30 This provision may be applied to other
districts with some modifications.,

Moreover, municipal overburden correction was added to the bill
which gives additional revenues to those districts which have high non-

school tax rates relative to the state average, If the non-school tax

271bid., p. 21. : 281bid., p. 22.
291bid., p. 22. Orbid., p. 22.
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rate is 125 percent or more of the state average, the property assessed
valuation is reduced by the percent by which the non-school tax rates
exceeds 125 percent of the non-school tax rates of state average.31

| Under the new legislation, a tax relief program (circuit-
breaker) was included. The primary purpose of this program was to reduce
property taxes for those individuals who pay more than a specified per-
centage of their income for property taxes. This program alsc applies
to renters. The amount of tax relief provided by the program for the
owners of properties is 60 percent of the excess of property taxes paid
on the principal residence over 3.5 percent of total household jncome
from all sources.3? Renters receive similar relief, with 17 percent of
their rent being counted as property tax.33 For senjor citizens, dis-
abled veterans, and blind homeowners, a special provision was enacted.
The amount of relief equals 100 percent of the excess over 3.5 perceht
of income.34 The enactment of this tax reliel program reduces the

importance of personal income as a substantive factor in school finance.
Kansas

The State Aid Financing System in The State of Kansas (1972-73)

In the school year of 1972-73, the state aid financing system
supporting elementary and secondary schools in Kansas was a very compli-
cated foundation system compared to the state aid financing system in
the states of I1linois and Michigan. Under this foundation system, the
state aid guaranteed was not fixed and was dependent upon a number of

variables which included (1) enrollment figures, (2) number of certified

3lmichigan's Revised State School Aid Act, 1973, Sec. 25, Ch. 2.
321bid., p. 19. 331bid., p. 37. 341pbid., p. 37.
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employees, (3) pupil/teacher ratio factor, (4) number of semester hours
of college training of all certificated employees of the district, and
(5) number of years of teaching and adninistrative experience of all
certificated employees of the district. The state aid guaranteed is
computed as follows:

1. Divide by 30 the total number of semester hours of college
training of all certificated employees of the district {not
to exceed two hundred and ten hours for any one employee};
2. Multiply by 0.2 the total number of years of teaching and
administrative experience of all certificated employees of
the district (not to exceed fifteen years for any one
employee);
3. Multiple the sum of (1) and (2) above by seven hundred and
sixty dollars, and multiply the product by the district's
PTR factor, which was determined by pupil-teacher ratio and
minimum requirement of pupil-teacher ratio. For districts
whose pupil teacher ratio is less than the minimum vrequire-
ment, PTR factlor is the district’s PTR divided by the
required minimum pupil-teacher ratio which is dependent
upon the size of school district.35
The state-shared guarantee under this system may be reduced by
the imposition of a penalty for a Tow pupil/tcacher ratio district.
After the computation of the state-shared guarantee, certain
deductions were made from the state-shared guarantee. The principal
deduction is the school district's portion of county ability based upon
an economic index of 50 percent of a unified school district's home
'county's percentage of Llhe state total adjusted valuation of tangible
property, and 50 percent of a unified school district's home county's
percentage of the state total of taxable income reported on state indi-

vidual income tax returns. The economic index <o obtained is then

35Kansas School Foundation and Supplemental Aid Acts, the Pro-
vision of K.S.A. 1971, Supp. 72-7006 and 72-7008.
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applied to the total amount of taxes which would be produced in the
state by a ten mill levy in each county on the adjusted valuation of

the preceding year of the cdunty. The resuTtant product, known as
“county ability" is then divided by the number of certificated employees
in all the districts in the county to arrive at a "county ability per
employee" figuré. The county abiﬁity per employee is then multiplied

by the number of certificated employees of each district in the county
to determine the district's share of county ability. The product of
this computation is then added to the non-district revenue of the dis-
trict and the sum from the amount of the state-shared guarantee for the
district is subtracted. The remainder is the amount of state aid the
district is entitled to receive from the state general fund.36 . The non-
district revenue as afnresaid may include (1) intangible tax, {(2) dis-
trict share of county school foundation tax, and (3) the district's
share .of county ability per employee.

The Kansas state aid financing system also attempted to narrow
the school revenue disparities over time. Under the system, none of
school districts were permitfed to expend their budget for operating
expenses per pupil more than 104 percent of the amount of the Tegally
adopted budget for operating expenses per pupil in the preceding school
year except as otherwise prowidéd in the School Foundation and Supple-
mental Aid Act.

In addition to the state aid computed through the formula or
foundation system, one additional revenue was added in 1971 to the local

school districts by the legislature. This was known as the Supplemental

361bid., p. 222.
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State Aid Plan. The basic entitlement for each school district was
established at $71.70 per student, plus $1,240 per certificated employee
multiplied times an index based upon the adjusted assessed valuation of
the school district.3’ Since the purpose of supplemental state aid was
in part to equalize school revenue disparities, a higher'index was
assigned to Tower Qa1uation per pupil districts so they would receive
more supplemental state aid than districts with high per pupil vaﬁuation.

In summary, the state funding system 1n 1972-73 in Kansas was
'basica11y a foundation system in which local shares from the state
depended inversely on 1ncome.as well as on property valuation. Supple-
mental aid was provided by the legislature in the form of increased state
support to elementary and secondary schools, but this aid was not allo-
cated by the thoroughly discredited foundation formula which at that

time was believed to produce large school revenue disparities.

Legal Challenges to the School Finance System in the State of Kansas

The Kansas District Court in the case of Caldwell v. The State
of Kansas held that Kansas' school finance system, which essentially is
a locally financed, foundation system, violates the Fourteenth Amendment
of the Federal Constitution as well as the Kansas Constitution.38 The
case was filed early in 1973 by Mr. Michele Caldwell, James Caldwell.
and their friends as representatives of a class of plaintiffs. The

case was decided on July 5, 1973,

371bid., p. 227.

38Caldwell v. Kansas, No. 50616, P.C. Johnson County (decided
July 5, 1973).



69

In order to have the complete factual' basis for the decision,

the court ordered the prevailing parties to offer the finds of fact to

the court. The basic findings of fact found can be summarized as follows:

1.

Under the foundation system, large disparities of expenditures
per pupil have been produced. The operating expenditures per
pupil ranged from a low of $516.23 per pupil to a high of
$1,753.67 per pupil for the school year, 1970-71,

Under and pursuant to the Kansas school finance system,
school districts having high adjusted valuations per pupil
were capable of financing substantial budget expenditures
per pupil at Tow operating tax levies. School districts
having low assessed valualiuns per pupil had to exert a
higher tax rate to findnce their education at the level
comparable to the amount of expenditures per pupil of high
assesced valuation.

The economic index used in computing county ability is not
necessarily an index to compute district ability. Districts
which would have a low district economic index but being
tocated in counties with a high county economic index, are
penalized in the distribution of equalizing state aid.

County School Foundation Fund was designed to aid school
districts with low adjusted valuations per pupil Tocated
within counties, However, this fund was produced by Tevy=-
ing ten mills on the properties of the county and distribu-
ted to the school districts within the county. There is

no equalization made amony counties within the state.

The supplemental state aid was designed in part to equalize
educational opportunities, the index for the purpose of

. distributing such aid was so computed that all districts

with the adjusted valuation per pupil in excess of $18,000
had the same index, tn-wit: .20, thus necessitating higher
levies on tangible property in districts having low valua-
tions per pupil and assisting low levies of taxes in dig-
tricts with high valuation per pupil. If the index did not
in fact stop at .20, more funds would be available for
districts with Tow valuations per pupil.

Under the foundation system, no school districts would be
permitted to budget an amount more than 105 percent of the
amount legally budgeted for operating expenses in the pre-
ceding school year or, in lhe 1969-70 school year, which-
ever is greater. However, there are several exceptions to
these restrictions. Upon approval by its voters, any
district may increase its expenditure beyond these 1imits.
The fact is that without a successful vote of the people

of the district, school districts with Tow assessed valuation
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per pupil could not expend their budget to enrich the
~ducational program of the district in excess of the
105 percent budget Timitation,39
Based on these findings, the court ruled that education is a

fundamental interest and wealth is a suspect classification under the
equal protection guarantees.of both the Kansas Constitution and the
Fourteenth Amendment of the United States Constitution, and therefore,
concluded that the present Kansas school financing system for elementavy
and secondary education which was not necessary to a compelling state

interest and not rationally related to any legitimate state interest

violated both the Kansas and United States Constitutions.

The Present State Aid Financing System in the State of Kansas

The General State Equalization in Kansas, passed by the 1973
Tegislature was prompted in part by the decision in Caldwell v, Kansas.
The legislature responded with a finance system based on the concept of
power equalization in order to narrow the variation of school revenue
among school districts within the State of Kansas. The new system pro-
vided for the allocation of general state aid, county foundation fund, -
25 percent of intangible tax, and a rebate of ten percent of the state's
personal income tax paid by Kansas residents,

Under this new financing scheme, general state aid is hasically
determined by the Tocal budget approved by the state board. Specificai]y
general state aid for a district is computed by subtracting local revenue
which is the product of district wealth (defined as the total of local

property assessed valuation and personal income) and local effort rate,

39Caldwell v. the State of Kansas, District Court of Johnson
County, Kansas, No. 50616, Memorandum decision (July 5, 1973).
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P.L. 874 Impact Aid, 25 percent of intangib]é tax, and the district
share of county foundation tax from the approved district selected
budget. The remainder is the amount of general state aid to which the
district 1s entitled.40 Local effort rate, in turn, is primarily
determined by a locally selected budget. This varies with enrollment
which is incorporated into the local effort rate at which the state
matches local revenues. Under fhis financing system, a district's local
effort rate is 1.5 percent if its budget per pupil (BPP)} 15 the same as
the "norm" BPP for its enroliment category. If a district's BPP is more
or less than such "norm", its LER (local effort rate) is more or less
than 1.5 percent in the same proportion that its BPP deviates from the
"norm."41  The formula for determining a district's LER is:
Local Effort Rate = (District's BPP/State Norm Budget
for the District's Enroliment
Category) x 1.5%

The enroliment categories and the state budget norm was speci-

.fied by the law. For 1973-74, they were:

District Norm Adjustment

Enroliment BPP

Under 400 $936 None

400-1299 $936 Minus $.23111 (enrollment-400)
1,300-0ver $728 None

The inclusion of enrollment categories was designed to compen-

sate for the presumed diseconomies of scale faced by small districts.32

®senate Bi11 No. 92, sec. 12, in Norton W. Grubb, New Programs
of State School Aid (Rerkeley: University of California, Childhood and
Go

vernment Project, April 1974), p. 147.

4]Senate BiT1l No. 92, op. cit., sec. 16.

424, Norton Grubb, "The First Round of Legislative Reforms in
the Post-Serrano World," p. 479. \
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The adjustment factor for the districts in the 400-1299 enrollment cate-
gory was designed to prevent abrupt changes in the norm BPP between the
Towest and middle, and the middle and Highest enroliment categories, 43

In addition to the adjustment fﬁttors which prevent abrupt
change in a district’s budget, there is another restriction on the rate
of increase in the school district's budget. This feature attempts to
narrow school revenue disparities over time. Under this new financing
scheme, no districts shall budget or expend for operdting expenses per
pupil more than 115 percent of the amount of itg budget pér pupil in the
preceding school year, or 105 percent of the median budget per pupil in
the preceding school year of districts within the same enrollment cate-
gory, whichever is Jess,44 Thus , hiQh spending districts would be
restrained to a five percent Per year increase, while loy spending dis-
tricts would be permitted a maximum 15 percent. Gradually, the dispar-
ities of school revenue among school districts would be narrowed, How-
ever, any district may be permitted to raise its budget for a particular
year in an amount not to exceed 115 percent per pupil by vote of the
electors of the districts, This permission may have some negative effects
on narrowing the disparities of school revenue among school districts,

Moreover, the new finance system prescribed a minimum budget.

No district shall budget in any year for operating expenses an amount

less than six hundred dollars ($600) per pupil. 45 Therefore, any district

43Legis?ative Research Department, Kansas., Resuits of 1973
School District Equalization Act--Local Effort Rates, State Aid Ratios,
and Adjusted General Fund Tax Rates. Topeka, Kansas, 1974, p. 2.
HMsenate Bill No. 92, op. cit., sec. 26(a).

451bid., sec. 26(b).



73
with a budget substantially lower than $600 may be authorized to increase
Tts budget to $600 without being restricted by the maximum budget
increase proVisions.

In addition, under this new scheme, the declining enrollment
facfor was iné1uded. Since virtually all school districts in Kansas
have declining enrollments, a formula for adjusting the Tegal maximum
budget was used as a practical expediency. It was thought that it would
be impractical to reduce a school district's budget in direct proportion
to enro]]ment_décreases, since a 1oss of students does not usually allow
such a directly proportional budget reduction.?6

The Tlocal budget may be permitted fo remain at the TeveT of the
preceding year under this provision of budget control for districts with
declining enroliment. Under this curreﬁt system, if the enrollment in a
district has declined Tess than a specified percentage, then the district
budget may be computed on the basis of the enrollment in the previous
year. The percentage applicable to a district for the purpose of the
control of district’s budget is ten percent for districts in the small-
est enroliment category (under 400), 7.5 percent for districts in the
middle enrollment category, and five percent for districts in the largest
enroliment category.47 However, if the enrollment declines at a rate.
greater than the specified percentage, the hudget woq?d be adjusted down-
ward.

In summary, the new Kansas schoo] financing program was designed

to allocate state aid in inverse relation to the local property assessed

46Legi51ative Research Department, op. cit.; p. 34,

#senate Bi11 No. 92, op. cit., sec. 26(d).
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valﬁation as well as the aggregated personal income of the local district.
The Tocal school districts have been authorized to levy a Tocal property
tax, but have no power to tax personal income. However, the state would
return ten percent of resident Tndividual income tax to the Tocal school
districts. This added portion would be counted ag part of local effort,
and it cannot be used to increase the maximum budget. rather it must be
used for the purpose of supplementing the local property tax. Since the
local hudget is determined prior to the tax rate, the Kansas power equa-
lization program would be statutorily defined in terms of the district's
budget rather than in terms of the tax rate. This is quite different

from the systems in Il]inois and Michigan.

Summary
Though the state financing system for public education in the

three states in this study--1111no1s, Michigan, and Kansas--differ,
there are a number of similarities among them,

1. A1l three states revised their state aid program on the
basis of district power equalization. (Although the ITTinois financing
system still retained its foundation plan, only seven percent of I]]inoig
Pupils were enrotled in the foundation plan school districts.)

2. A1l of these states have incorporated rather sophisticated
adjustments to allocate state aid according to Prevailing concepts of
educational need. In particular, I111nois distributes additiona] aid
for compensatory education, and Michigan considers municipal overburden,
while Kansas includes an enrollment category to compensate for the pre-

sumed diseconomies of scale faced by small school districts.
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3. Although each of these three states adopted a power equaliza-
tion formula to allocate state aid to Tocal schoo) districts, the formu-
las in these three states still include local property assessed valuation
as & variable to distribute state aid so that the low assessed valuation
school dlstr1cts can get more state aid than do the rich school districts.
In INYinois, the quaranteed assessed valuations for unit, elementary, and
high school districts respectively are $42,000, $64,615, and $]20,000; In
Michigan, the state eqﬁa1ized valuations specified in the formula for 12
grade districts for the school years 1973-74, 1974-75, and 1975-76 are
$38,000, $39,000, and $40,000, respectively. In Kansas, however, the
guaranteed assessed valuation per puptl are not specified, but assessed
valuations are used in calculating the local effort which is subsequently
subtracted from local budget. The higher the assessed valuation, -the
Tess the state aid is allocated.

4, In a11 three states the recapture provision often advocated
in DPE program which requires wealthy districts to remit revenues to the
state for reallocating Purposes has not been included in theip state
funding systems.

5. In both I1linois and Michigan, the maximum allowances were
specified, but conditional to the tax rate limit. In I1linois, the school
districts having assessed valuation lower than the specified level may
recefve the maximum allowance, $1260, if the maximum tax rate (3.0 for
unit, 1.95 for high, and 1.05 for elementary school d1str1ct) is reached
when the phase-in of the formulae is completed, In Michigan, when the
scheol districts reach the maximum allocated tax rates (22 mills for
1973-74, 25 mills for 1974-75, and no limitation thereafter), they may

achieve the maximum allowance $836 for 1973-74 and $975 for 1974-75.
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In Kansas, there is no maximum allowance specified. Norm budget is sug-
 gested, but this is subject to annual revision.

6. Inall threp states, there are budget restrictions provisions
which tend to narrow school revenue disparities among school districts,
The restriction mechan1sms vary from state to state. In I1Tinois, the
ceilings on permissib1e tax rates are specified. Schon1 districts arc not
allowed to exceed these ceilings (3.0 for unit districts, 1.95 for high
school districts,.and 1.05 for elementary districts) unless they were
exceeding $1260 per TWADA pupil in 1972-73 or where the hoard has passed
a resolution to increase expenditures for innovative programs or research
or experimental programs or othey enriching experiences. If the cefling
s reached, school districts can increase expenditures by 15 percent for
innovative programs or research gr experimental programs or other enrich-
ing experiences by either voter approval or a backdoor referpndum In
Kansas, no district can increase expenditure more than five percent of
the previous year's median budget per pupil among districts in the same
enrollment category or more than 15 percent of the previous year's budget
per pupil, whichever is less. In Michigan, the 1imit is only a ceiling
on the level of tax which is used for equalizing purposes. The tax rate
ceiling is 22 mills for 1973-74, and 25 mills for 1974-75. For 1975L26

and after, districts are free to exceed these Timits.



CHAPTER 1V
DESIGN OF THE STUDY

Collection of Data

Since the purpose of the stUdy was to determine the degree of
improvement of school revenue equity resulting from changing the state
aid funding system from a foundation system Lo a power equalization system
in 1973 in I11ih015, Michigan, and Kansas, three years' data were needed.
These three years' data included one year before the reform and two years
after the reform.. I1linois data was provided by the 111inois Office of
Education, while Michigan data was provided by the Office of Senator
Gi]bért E. Bursley. The Kansas data was provided by the "Intergovern-
mental Relations Committee National Conference of State Legislatures.”
However, the school enrollment figures for 1971~72, county foundation
tax, supplemental state aid, and intangible property tax in 1972-73 were
.not included in data provided hy "Intergovernmental Relations Committee
National Conference of State LegisTatures," but were obtained from schoo]
finance and statistics division in the Kansas State Department of Education.

Due to the variation in school financing systems among the three
states, each state's reform was analyzed separately in terms of meeting
reform goals. Following are the types of data collected for Illinois,
Michigan, and Kansas for the 1972-74 school years.

The data for I1linois:

(a) District wealth--adjusted assessed valuation of property;

(b} District revenue--the product of operating tax rate and
district wealth;
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General state aid;

School revenue for school operating purpose--the
combination of district revenue and state aid,

data for Michigan:
District wealth--adjusted assessed valuation of property;

District revenue--the product of operating tax rate and
district wealth:

General state aid--including regular state aid plus
grandfather clause allocation:

School revenue for school operating purpose--the
combination of district revenue and state aid.

data for Kansas:

District wealth-~the total of adjusted assessed valuation
of property and taxable income within the district;

District revenue--including the following items:

(1) the product of district wealth and the district's
local effort rate;

(2; federal fmpact aid--PL 874;

(3) district's share of the county school foundation
fund;

(4) district's share of the intangible tax;

General state aid--note that supplemental aid was added in
1972-73, but not available in 1973-74 and thereafter;

School revenue for schoo? operating purposes--the tota]

of district revenue and general state aid,

All
educational

systems for

Organization of the Data

the data listed in the previous section were divided by the
need units which were specified in the state grant-in-aid

state aid allocation purposes. In Il1linois. TWADA (Title I

weighted average daily attendance) served as the basic unit of educa-

tional need.

The basic unit uf educational need in Michigan was pupil

membership, while in Kansas the basic unit of educational need was pupils
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enrolled in the school district. In Kansas both the old foundation
system and the new power equalization system provided a special consider-
ation to the school districts where enrollment declined Tess than a cer-
tain 11mit and allowed them to use the amount of enrollment in the preced-
ing school year for the current year budget computation and expansion. 1Iif
the enrollment in a school district in the current school year decreased
more than the specified limit, current school enroliment could be used in
the computation of district budget. In the old foundation system, a ten
percent declining Timit was specified for all enrollment categories of
school districts. 1In the new power equalization formula, different Timits
were specified for different enrollment categories of school districts.
The Timit. applicable to a school district was ten percent for districts
in the smallest enrollment category (under 400), 7.5 percent for districts
in the middle enrollment category (between 400 and 1299}, and five percent
for districts in the Targest enrollment category (1300 and over}. Due to
this special consideration of the decTining enrollment effect on district
budgets, the data in Kansas were divided by the preceeding enrollment for
the current year if the school districts had declining enrollment less
than the specified percentage. 1In Kansas, 205 school districts in 1972-73,
213 school districts in 1973-74, and 197 school districfs in 1974-75 had
declining enroliment less than the specified percentage. Hence, the
énro]lment data of the previous year were used for the then current year's

analysis for those school districts.

The Study Populations

No sampling was employed in this study. For all parts of the

analysis in the study, the entire populations of school districts in
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I1Yinois, Michigan, and Kansas were used. The following chart provides a

/

obtatned for analysis. /

breakdown of school districts by type and by size which the data_were

TABLE 4
THE STUDY POPULATION

School I11inois Michigan Kansas
Year Elem.” High Unit Unit  |Under ~ 400~ T300
. _ 400 1299 & over

1972-73 501 143 436 599 65 177 67
1973-74 476 135 442 596 68 174 67
1974-75 476 134 442 592 69 173 66

The schod? districts inilllinois; Michigan, and Kansas are classi-
fied differently. The chart shows ITlinois school districts by type (ele-
mentary, high, and unit districts), the Michigan school districts as all
unit districts, and the Kansas unified school districts by size of stuy-
dent enrollment. Kansas school districts were grouped by size because
- the new Kansas state aid formula was designed to compensate for the pre-
sumed diseconomies of scale faced by the small school districts. Differ-
- ent norm budgets, adjustment‘factors, and declining enrollment Timitations
% were specified for each enrollment category in computing the local effaort

: rate and allocating state aid under the new Kansas school financing system,

Evaluative Criteria and Statistical Design

School revenue equity was defined in terms of the criteria of per-

:missibTe variance and fiscal heutrality. The criteria of permissible
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vartance requires narrower variatfoh:of school revenue per educationél
' need unit among school districts within a state, while the criteria of
- fiscal neutrality calls for the reduction of dependence of school rev-
| enue per educational need unit upon district wealth. Essentially, two
measures were épp]ied_to determine the dispersion of schaol revenue
distribution for the criteria of permissible variance--the coefficient
of variation and the McLoone Index. The coefficient of variation
~ focused on the entire population of school revenue distribution and was
computed by dividing the mean by the standard deviation and multiplying
by 100:

Coefficient - Standard dev1at10n x 100
of Variation mean

The McLoone Index focuses not on the entire school revenue distri-
bution, but on the distribution below the median.! The purpose of the
McLoone Index was to 1ift school revenue per educat1ona1 need unit in
the districts upward and closer toward the median. Graphically. this

concept can be expressed as follows:

at period t,

XX X X XX XX XX
45 6
Medq an

— g

N 34
W >

at period t,
Ho e X XK XX X

123456
Medi an

' ]Eugene P. McLoone, Profiles in School Support: 1969 70 (National
Center for Educational Statist1cs, 1974, Washington, D.C.: U.S. Govern-
ment Printing Office).
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Schnol revenue per educational need unit in districts 1 through &
are far below the median school revenue per educational need unit in dis-
trict 6 at period ty1. The MclLoone concept attempts to allocate more doi-
lars to the districts which have school revenue below the median to move
those d1str1c£§\toward the median position. The disadvantage of the MclLoone
approach is the lack of attention to the rich school districts' position
in the entire distribution of school revenue, The McLoone index for this
study was caleculated by the formula as follows:

Total school revenue below the median

McLoone Index =
Total school revenue below the median +
total deviation from the median
For the criteria of fiscal neutrality, the Gini Index and regres-
sion analysis were used in determining the degree of dependence of school
revenue upon district wealth. In addition, the Gini Index also takes into
congideration the ehtire distribution of school revenue and 1s related in
form to the well-known Lorenz curve. Traditioné11y, a Lorenz curve shows
cumulative proportions of aggregate school revenye accruing to the cumu-
1§t1ve Proportion of districts educational need units. HMickrod and his
associates have added a new version on the Usual application of the Lorenz
curve presentation.2 That s, the school districts would be sorted from
poor to rich in terms of district wealth., In such an ascending order,
the equity of a state's disfribution of school revenue would then be
displayed by plotting a cumulalive percentage of aggregate school revenue

against the cumulative proportion of a district's educational need units.

Graphically, it can be expressed as follows:

2plan G. Hickrod, Thomas Yang, Ben C. Hubbard, and Ramesh Chaudhari,
"Measurable Objectives for School Finance Reform: A Further Evaluation of
the I1Tinois School Finance Reforms of 1973," p. 47.
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nue

Cumulative Proportions

of School Reve

Cumulative Proportions of Fducational Need Units
Ranked Districts in ascending order from poor to rich

Figure 1.--The Lorenz Curve

The revised version which ranks school districts by wealth provices
the extra information about the extent to which differences in school rev-
enues are corre1ated with differences in district wealth, Based on this
modified Lorenz curve, the extent of inequity of school revenue with
respect to district wealth can then be seen by the amount of deviation of
the plotted curve from the straight Tine (45 degkee Tine). If the plotted
curve shifts to the right, the amount of variation would positively be
increased. The positive increase in amount of variation would indicate
the increasing dependence of school revenue upon district wealth and
increasing district revenue disparities among the school districts. 1f
all educational need units in school districts within a state receive the
same amount of school revenues, the plotted curve will coincide with the
45 degree Tine (line of perfect equity). If not, the plotted curve
could be either above or below the line of equity, depending on the
néture of the distribution of §choo1 revenues. If the general
state aids are allocated Inversely to wealth in a state with

large district wealth disparities, the plotted



84
- curve for state aid could be shifted upward toward the line of perfect
equity, '

For the purposes of simplicity and of having a single index
éxpressing the distance from the plotted Tine to the line of perfect
équ1ty, the Gini index was used. The Gini index can be measured in the
graph of Lorenz curve by the ratio of area A and area A+D. Arithmatically,
Gini index can be calculated with the following formula:

G = E (X1_1Y]- - X1Y1_]) where:
1=2
Y
X

revenues, and
pupils in the
district.

When the Gini index is equal to 1.0, comp1éte inequity exists.
When Gini index is equal to 0.0, the complete equity is achieved. The
advantage of using Gini index is that it avoids the undue squared differ-
ence influence of high income class frequencies and is independent of the
measure of central tendency.3

For the purpose of netting out the effect of the district revenue
and state aid distribution on the entire distribution of school revenue,
the Lorenz curve and the Gini index can be further modified in a way by
adding the components of total school revenue on the vertical axis suc-
cessively. The effect of changing the Gini index or shifting the positjon
of the Lorenz curve can be identified as a result of the added component
of schoo] reven&e. For the purpose of clarity, Figure 2 shows district

wealth disparities measured by the Lorenz curve,

3 ce Soltow, "The Distribution of phcome Related to Changes in the
Distributions of Education, Age, and Occupation,” The Review of Economics
and Statistics 42 (November11960):450—53,;




District wealth
fep

Cumulative proportions of educational need units
Ranked by district wealth

Figure 2.«-District wealth disparities

In Figure 2, district wealth is placed on the vertical axis. The
humber of educattonal need units is placed on the horizontal axis and
ranked in ascending order by wealth. Thus, the Gini index (Gy) can be
viewed as an index for the disparities of district wealth, By the same
hotion, district revenue can be placed on the vertical axis against edu~
cational need units in the horizontal Tine. The shift of the Lorenz
curve demonstrates the effect of the compositions of local revenue and
property tax rate. Holding other things constant, except tax rate, the
shift of the Lorenz curve can be viewed as a result of variation of tax
rate among the school districts. When state aid is added to district
revenue, the downward or upward movement can be viewed as the effect of
the state aid distribution. Continuing this adding process, various
effects can be shown in Figure 3. '

Figure 3 Tndicatés the tax variation effect (or district revenue
component effect) and state aid distribution effect. With respect to
the tax variation effect, holding other things constant, the shift of
the Lorenz curve toward the 45 degree line may indicate the higher effort

exerted in the poorer school districts and conversely the Tesser tax
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- —--~-DS=Gd-—GS = state aid dis-
g tribution
3 affect
a1 A AG M ‘"DLsz"Gd = tax variation
o effect or dig-

trict revenue
component

Cumulative proportions of educational nee§  fESL
Ranked in ascending order by wealth

Figure 3.--Tax variation effect and
state aid distribution effect

Gg: Gini index for the school revenue disparity
Gq:  Gini index for the district revenue disparity
Gy: Gini index for the district wealth disparity
Dg:  tax variation effect on the peduction of district
revenue disparity

Dg: State aid distribution effect on the reduction of
school revenue disparity

effort exerted in the richrschoo1 districts. By the same token, if the
state aid is allocated inversely in relation to district wealth, the
Lorenz curve would be shifted upward toward the straight line. This indi-
cates the effect of state aid distribution on the reduction of schooi
revenue disparity and of dependence of schnol revenue upon district weallh.
Since the purpose of the study was to examine the effect of changing the
state aid financing system on schoo] revenue equity, the effect of state
aid is the focus of Chapter V.

An alternative measure of fiscal neutrality suggested by Michelson
and Feldstein is to use regression analysis. According to Feldstein, the

wealth elasticity of school spending can serve as a measure of the degree
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of wealth neutrality or hon-neutrality that has been achieved.4 In
Feldstein's regression, the Tog-linear relationship between schoul
spending per educational need unit and wealth per educational need unit

was app11éd. The relation can be written asg follows:

| Log Ef = a + b Log Wy + u; where:
| a= an intercept
ui= a restdual that is orthogonal
to Log Wj
The parameter b measures wealth neutrality; complete wealth (or fiscal)
neutrality requires b = 0. The large value of wéa]th elasticity b may
indicate the heavy dependence of school revenie on district wealth. In
applying Feldstein's regression to the parallel regression analysis used
in Miner's social and economic factors study5 and further recommended by

Miche1son,5 the component effect of school revenue can be jdentified.

Graphically, the parallel regression analysis can be expressed as follows:

wealth '
district revenue and state aid
district revenue

Log (Revenues)

450 Log (Wealth)

Figure 4. Parallel Regression analysis

4Mar'tin S. Feldstein, "Wealth Neutrality and Local Choice in
Public Education." The American Economic Review (March 1975), p. 77.

3, Miner, Social and Economic Factors in Spending for Public
Instruction (New York: Syracuse University Press, 1963).

6Stephan_Miche]son, "What is a 'Just' System for Financing
Schools? An Evaluation of Alternative Reforms," Law and Contemporary
Problems 38 (Winter-sSpring 1974) :436-458.
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In the graph, the logarithmic transformation are applied to hoth
the dependent and the independent variables. The nature of the dependent
variables are changed each time. First, wealth per educational need unit
15 regressed on wealth per educational need unit itself. The regression
line is the 1iﬁe with 45 degrees, Secondly, district revenue is regressed
on wealth per educat1ona1 need unit. The wealth elasticity in the dis-
trict revenue log-regression function may be less than 1;00; it all
depends upon the nature of the distribution of district revenue and the
factors affecting the distribution, Thirdly, state aid is added to dis-
trict revenue and. regressed on wealth per educational need unit, The
wealth elasticity in the state aid and district revenue function may be
less than the wealth elasticity in the district revenye function., 1It,
again depends upon the nature of the state aid distribution. If state
aid 1is alIocated to the districts in inverse relation to district wealth,
the wealth elasticity in the state aid plus district revenue functions
would be less than the é1ast1c1ty in the district revenue function. The .
difference between the wealth elasticity in the district revenue function
and the wealth elasticity in the state aid and district revenue functions
can be viewed as the effect of the state aid distribution. |

In summary, two statistical methods were applied in this study to
measure the permissible variance. These two methods were (1) coefficient.
of variation and (2) the McLoone index. The former focuses on the cntire
distribution of school revenue, while the latter focuses on\the distribuy-
tion below the median. For the criteria of fiscal neutrahty, the Gini
index and regression analysis were applied to the data. The Gini index
measured a concentration of frequency distribution of school revenue in
- relation to district wealth, while the regression method measured the

: degree of dependence of schoo] revenue upon district wealth.



CHAPTER vy
RESULTS, SUMMARY, CONCLUSTONS, AND
FURTHER RESEARCH RECOMMENDATION

-This chapter presents a detailed description of the results from
statistical analysis which applied the evaluative criteria established in
Chapter I to the three years' data for I11inois, Michigan, and Kansac.
The statistical results are reported in two sections: (1) Permissible
Variance criteria and (2) Fiscal Neutrality criteria. Under each cri-
teria, two statistical analyses were applied to the data, and the results
for each statistical analysis will be discyssed in turn, Finally, this
chapter includes a summary of evaluative statements prgvided within the
Timitation of thig study and a recommendation for further research,
Before presentation of the results, 1t should be stressed that the 1973
reforms have four year phase-in periods in INinois and three year phase-
in periods in Michigan. The results shown in the following sections are
short-run results which contained only the first two years of the reform

and may well not be the end result of the reform,

Permissible Variance Criteria

As indicated in Chapter I, two statistical methods were employed
under this criteria. in computing the variance of school revenue distribu-
tion within a state. The first method is "coefficient of variation,"
which focuses on the entire distribution of schoo] revenue. The second
method 1s the McLoone index which requires a chus rot upon the entire
distribution but rather upon the distribution below the median school
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revenue. The results of these two methods will he examined in the foi-

lowing subsections: (1) coefficient of variation and (2) McLoone index,

Coefficient of Variation

The results of the coefficient of vartation are presented for
I1Minois, Michigan, and Kansas, respectively,

The Results for I1linois. . Table & Provides the data for the coef-

ficient of variation for the elementary school districts in the State of

I[N 1inois. :

TABLE 5

PERMISSIBLE VARIANCE CRITCRION : COEFFICIENT OF VARIATION
FOR ILLINOIS ELEMENTARY SCHOOL DISTRICTS

1972-73  1973-74 1974-75

District Wealth 94,9282 95,3301 97.0810
District Revenue 65.3955 64,9087 66.7358
District Revenue and

State Aid 29,4404 26.9674 28.2265

State Aid Effect on Equity 54.981% 58.453%  57.704%

It can be seen in Table 5 that the variation of district wealth
per TWADA (in I11inois, district wealth is defined in terms of property
assessed valuation and TWADA Serves as a measure of educational need unit)
increased during all three vears. This increasing high disparity of djs-
trict wealth contributed to high district revenue disparities. Distprict
local revenye disparity remained at a high level from the beginning to
the end of the study. When state aid was added to the digtrict revenue,

however, the coefficients of variation in state aid and district {Tocal)
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revenues per TWADA decreased from 29.4404 in 1972-73 to 26.9674 in
197374, but it increased thereafter. Table 5 shows the state aid
distribution effect on the movement toward the goal of narrowing the
variation of school revenue per pupil among the school districts within
a state, whicﬂ is defined under the criteria of permissible variance.
The "state aid distribution effect” was calculated by subtracting the
coefficient of variation for district ravenue from the coefficient of
variation for the combined district revenue and state aid and dividing
the result by the district revenue variation coefficient. The state
aid distribution effects were reported in percentages indicating that
the percentage of reduction of school revenue variation was due to the
inclusion of the state aid distribution factor. The increasing trend
shown in Table 5 indicates that state aid was allocated inversely to
the poor school districts which lack financial resources in 1973-74 and
1974-75 than in 1972-73. Thus, state aid distribution has a more
equalizing effect. The effect of state aid distribution in I17inois
elementary school districts appears to be Targer again in the first
year of the reform than in the second year. It should also be noted
that in spite of increasing disparity in local wealth and tocal revenue,
the state aid was able to offset these trends and cause a reduction in
state aid plus district revenue variation.

Table 6 provides the data on the coefficient of variation for
I11inois high school districts. The coefficient of variation for dig-
trict wealth per TWADA in Il1linois high school districts are approximately

half as large as the coefficient of variation in I11inois elementary school
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districts. This would be expected since larger geographic units normally
show less variation. The district revenue disparity still remains large
and has not been reduced. The coefficient of variation for the district
revénue and state aid, however, show improvement due to the effect of the
state aid distribution. The state aid effect on the movement toward the,
goal of the reduction of school revenue variations increased from 30.852 per-

cent in 1972-73 to 41.778 percent in 1974-75.

TABLE 6

PERMISSIBLE VARIANCE CRITERION: COEFFICIENT OF VARIATION
FOR TLLINOIS HIGH SCHOOL DISTRICTS

1972-73  1973-74 1974-75

District Wealth 50.7121 50.4520 50.5981
District Revenue 40.7686  40.6129  41.6655
District Revenue and

State Aid 28.1906 25.3338 24,2582

State Aid Effect on Equity 30.852% 37.621%  41.778%

For I111inois unit school districts, the variation per TWADA of
district wealth and of district revenue in Table 7 were approximately
the same as the variation in the I1linois high school districts, which
again would be expected since they are of similar geographic size. No
noticeable reduction of variation of either district wealth or district
.revenues was evident after the reform of the state aid financing system.

The coefficients of variation for the district revenue with state
aid were also computed. These coefficients demonstrate a decreasing
trend in Table 7. The district revenue plus state aid variation

coefficients were slightly reduced (from 14.7044 in 1972-73 to 13.4112
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in 1974-75. The "state aid effect" also shows an upward trend in the
table. This indicates that a slightly greater effort in equalizing
school revenue per TWADA has been made by the new reform of the state

aid funding system.

TABLE 7

PERMISSIBLE VARIANCE CRITERION: COEFFICIENT OF VARIATION
FOR ILLINOIS UNIT SCHOOL DISTRICTS

1972-73  1973-74  1974-75

District Wealth 48.8246 48.3566 48.5200
District Revenue 42.2743  42.2209  42.6614
District Revenue and

State Aid 14,7044 13.4378  13.4112

State Aid Effect on Lquity 65.216% 68.172%  68.564%

The Results for Michigan, Michigan, unlike I11inois, has only unit

school districts. Table 8 presents the coefficient of variation in reve-
hues, the state aid distribution effect, and the grandfather clause effect
for the Michigan unified school districts.

Both the coefficient of variation of district wealth per education-
al need unit and the variation coefficient of district revenue per educa-
tional need unit in 1972-73 in Table 8 are approximately equivalent to
the coefficients for I1linois elementary school districts. The downward
trend is not shown in 111inois elementary school districts in wealth
variation and district revenue variation seems to be apparent in Michigarn
unified school districts. The district revenue variation for Michigan
unified school districts declined from 60.0911 in 1972-73 to 53.5129 in

1974-75. Table 8 also indicates that the coefficient of variation for
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TABLE 8

PERMISSIBLE VARIANCE CRITERION: COEFFICIENT OF VARIATION
FOR MICHIGAN SCHOOL DISTRICTS

1972-73  1973-74 1974-75

District Wealth 95,2879 84,0871 82.217%
District Revehue ) 60.0911 56,1271 53.5129
District Revenue and State

Aid 27.6828  20.8641 19.7063
District Revenue and State

Aid and Grandfather Not 19.1788 19.5043

Clause Allocation Available
State Aid Effect on Equity

in Percentage-wise £53.932% 62.827% 63.175%
Grandfather Clause Alloca- Not

tion Effect on Equity Available 3.003% 0.377%

district revenue and state aid per educational need unit was reduced by
app#oximate]y 8.00 in 1974-75 compared to the 1972-73 coefficient of
variation. If adding the additional state aid allocated by the grand-
father clause which gave special consideration to the declining property "
assessed valuation school districts and lower tax rate school districts,
then the coefficient of variation in state aid plus district revenue was
further reduced to 19.5043 in 1974-75 from 27.6828 in 1972-73. With
respect to the state aid effect on the movement of the Michigan financ-
ing system toward the goal of the premissible variance, Table 8 shows

the impact of this movement in 1974-75, Adding the grandfather clause
allocation to the computation, further increases the effect of total state
aid distribution on the movement toward the goal of permissible variance.
The increasing total state aid effect indicates that a positive effect in

reducing the variation of school district revenue per educational need

unit was made by the dinclusion of the grandfather clause allaocation.
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The Results for Kansas, The new state aid formula in Kansas was

designed to compensate for the bresumed diseconomies of scale faced by
small school districts, The school districts were sorted into three cate-
gories: (1) school districts with under 400 pupils, (2) school districts
wi th between 400 and 1299 Pupils, and (3) school districts with 1300
pupils and over, Different norm budgets and adjustment factors Were spe-
cified by the 1973 Kansas school distpict equalizattion act for each
enrolliment category in computing the local effort rate and allocating
state aid. Because of this different treatment for different enrollment
categories,'the analysis of the data was made for each enrollment cate-
gory district, and the results are reported in the same fashion.

Table 9 contains the data on the coefficient of variation for the
“!schoo1 districts with under 400 pupils., The coefficient of variation in
district wealth per educational need unit {district wealth were defined
as the fota] of personal income and adjusted property assessed valuation)
remained relatively uhchanged between 1972-73 and 1974-75. District
revenue disparities increased in the first year of the Kansas reform, but

decreased thereafter.

TABLE 9

PERMISSIBLE VARIANCE CRITERION: COEFFICIENT OF VARIATION
FOR KANSAS SCHOOL DISTRICTS (UNDER 400 PUPILS)

1972-73  1973-74 1974-25

District Weaith 40,704 40,895 39,586
District Revenue 33.067 37.802 35.434
District Revenue and

State Aid 24,594 23.586 22.602

State Aid Effect on Equity 25.623% 37.607% 36.213%
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The downward trend of the coefficient of variation with regard to
district revenue plus state aid are shown in Table 9. The state aid

. effect in achieving the goal of permissible variance appeared greater in
the school years after the reform than in the year before the reform.

The results for Kansas schoo} districts with between 400 and 1299

students are reported in Table 10.

TABLE 10

PERMISSIBLE VARIANCE CRITERION: COEFFICIENT OF VARIATION
FOR KANSAS SCHOOL DISTRICTS (400-1299 PUPILS)

1972-73  1973-74  1974-75

District Wealth 39.578 39.927 42,493
District Revenue 30.302 46.041 44.208
District Revenue and _

State Aid 21.263 17.571 16.053

State Aid Effect on Equity 29.829% 61.837% 63.688%

The coefficients of variation in both district wealth per educa-
tional need unit and district revenue per educational need unit remained
moderately high. The upward trend of the coefficient of variation in
district revenue can be secen in Table 10. Disregarding the increase of
the coefficient of variation in district revenue, there was a downward
trend of the coefficient of variation in the district revenue plus state
aid. Kansas made a great effort in reducing the school revenue varia-
tions among the school districts with between 400 and 1299 students.
This great effort can be observed in the increases of state aid effect
on the movement toward the goal of permissible varjance.

Table 11 provﬁdes the data on the coefficients of variation for

the Kansas school districts with enrollments of over 1300 pupils.
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TABLE 11

PERMISSIBLE VARIANCE CRITERION: COFFFICIENT OF YARIATION
FOR KANSAS SCHOOL DISTRICTS (1300 AND MORE PUPILS)

1972-73  1973-74  1974-75

District Wealth 34,562 33.975 35.545
District Revenue 23.580 35.175 35.131
District Revenue and

State Aid 13.714 11.239 ° 9.94]

State Aid Effect on Equity - 41.841% 68.147% 71.704%

Both the coefficients of variation in district wealth and district
revenue were slightly Tower than the coefficients of variation for school
districts with enrollment between 400 and 1299 pupils. However, the dis-
trict revenue variation seemed to be increasing at a faster rate during
the first year of the reform and remained relatively stable in the second
year. Similar to the results for school districts with enrolIiments
between 400 and 1300 pupils, the school state plus district revenue vari-
ations noticeably decreased from 13.714 in 1972-73 to 9.941 in 1974-75,
The state aid allocation also had a greater impact on the movement toward
the goal of permissible variance (defined in terms of coefficient of vari-

ation) during the reform years than in the year before the reform,

Mcloone Index

The second set of three tables, Tables 12 through 14, present
McLoone indexas for ITlinois, Michigan, and Kansas. The main focus of
the McLoone index is on the distribution of school revenue below the
median, rather than on the entire distribution of school revenue.

The Results for I1linois. Table 12 provides the data on the

McLoone index for all types of school districts in I1Tinois, There
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appears to have been some improvement in the unit and high school dis-
tricts after the 1973 reform. .In the elementary school districts, a
downward trend was observed. The McLoone index, 0.89152 in 1972-73,
decreased to 0.84688 in 1974-75. This decrease in the McLoone index in
I1Vinois eleméntary school districts suggests that system reformers and
policy makers may wish to pay special attention to the poorest school
districts.

TABLE 12

PERMISSIBLE VARIANCE CRITERION: McLOONE INDEX FOR
ILLINOIS SCHOOL DISTRICTS

Unit High Elementary
Year Mcl.oone McLoone McLoone
Index Median Index Median Index Medjan

1972-73  0.90299 $798 0.82809 $928 0.89152 $764
1973-74  0.91913 $862 0.84944 $996 0.87665 $851
1974-75  0.92161 $910 0.85903 $1099 0.84688 $944

The Results for Michigan. As was the case in I1linois elementary

school districts, a downward trend was observed in Michigan unified dis~
tricts. The McLoone index, 0.92077 in 1972-73, decreased to 0.90646 in
1974-75. This decrease in the MclLoone index indicates that no progress
was made in the 1973 reform in Tifting many poor school districts closer
to the target level--the median of school revenue per pupil, and suggests,
again, that policy makers may wish to pay special attention to the posi-

tion of the poofest districts in Michigan,
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TABLE 13

PERMISSIDLE VARIANCE CRITERION: McLOONE INDEX FOR
~ MICHIGAN SCHoOL DISTRICTS

1972-73  1973-74 1974-75

McLoone Index 0.92077  0.90104 0.90646
Median of School
Revenue per Pupil $758 $849 $936

The Results for Kansas. McLoone indexes for alj types of enrgll-

ment category school districts in Kansas are Presented in Table 14, An
upward trend in the McLogne indexes for the second and the third category
districts indicate that the McLoone index increased, and that many poor
school distficts were moved toward the target spending level, e.g., the
median expenditure. For the smallest category, districts with enroll-
ments under 400 pupils, the McLoone index was increased in the first year
of the reform, but decreased in the second year of the reform, The larg-
est movement toward the target level was found in the second category
districts with enroliments between 400 and 1299, followed Tmmediately by
the fhird district cétegory with 1300 and over, and finally hy the first
category districts of under 400 pupils. ' -

TABLE 14

PERMISSIBLE VARIANCE CRITERION: McLOONE INDEYX FOR
KANSAS SCHOOL DISTRICTS

Under 400 Pupils  400-1299 Pupils 1300 & More PupiTs
Mcloone MclLoone McLoone

Index Median Index Median Index Median

1972-73 0.86137 $1193  0.86390 $834 0.94777 $694
1973-74 0.88857 $1173  0.89789 4863 0.94957 $755
1974-75'0.87912  $1315 0.91646 $963 0.96414 $856
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Fiscal Neutrality Criterion

The criteria of "fiscal neutrality" can be stated as follows:

school revenue levels should not be dependent upon the district wealth

but rather on the wealth of the state as a whole. In measuring fiscal
neutrality, tﬁo statistical methods were employed. One method, the Loreny
curve and Gini fndex, show an empirical distribution of school revenues in
a state among the educational need units ranked from poor to rich in terms
of district wealth.,  The other method used was regression analysis, in
which the complete neutrality requires wealth elasticity equal to zero.
The state aid effect on the movement toward the goal of fiscal neutrality
was also examined. When using the Gini index, the state aid effort can
‘be identified as the difference between the Gini index for district reve-
:nUe and the Gini index for the combined district revenue and state aid
~in the district revenue and state aid equation. When using the regression
analysis, the state aid effect is identified as the difference between
wealth elasticity in the district revenue regression equation and wealth
elasticity in the district revenue plus state ajid equation. The qfeater
the difference (expreséed in percentages), the greater the impact of state
aid on the movement toward the goal of fiscal peutrality. The results for
the criteria of fiscal neutrality are presented in the following two sub-

sections: (1) Gini index and {2} Wealth elasticity.

Gini Index

e, . e

The third set of seven tables, Tables 15 through 21, pravide Gini
indexes or coefficients for I11inois, Michigan, and Kansas.

The Results for Illinois. Table 15 contains the Gini indexes for

district wealth, district revenue, and the district revenue plus state
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aid for I1linois elementary school districts.
TABLE 15

FISCAL NEUTRALITY CRITERION: GINI INDEX FOR ILLINOIS
ELEMENTARY SCHOOL DISTRICTS

U

1972-73  1973-74 1974-75

District Wealth 0.2703 0.2665 0.2702
District Revenye 0.2665 0.2646 0.2629
District Revenye and

State Aid 0.0995 0.0848 0.0727
State Aid Effect on

Equity 62.664% 67.9529 76,3929

G&ni indexes for both district wealth and district revenue remained
relatively stable in all three years, Thig indicates that district wealth
and district révenue were about as unequal in the second year of the refornm
as they were during the year before the reform. When adding the state aid
to district revenue, the Gini index decreased t0 0.0727 in 1974-75 frop
0.0995 in 1974-75, This downward movement indicates a greater progress
made toward the goal of fiscal neutrality for IMlinois etementary schogl
districts, With regérd to state aid distribution effect on equity.in thig
dowhward movement of Gini index, it appeared to be greatep in'1973—74 and
1974-75 than in 1972-73. This was shown by the successively smaller posi-
tive values for district revenue~and state aid Gini indexes relative to
district revenue Gini.indexes.

For I11inois high schoo] districts, Table 16 shows that district
wealth Gini indexcs and district revenye Gini‘indexes were relatively
small compared to the Gini indexes of district wealth and of district
revenue in elementafy school districts, Gini indexes for district reve-

nue and state aid show a8 steady progress made toward the goal of fiscal
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neutrality from 1972-73 to 1974-75. This might have been due to the
increasing distributive power of state aid funding reform. The increas-
ing effect of state aid distribution can be seen in Table 16, The
effect was 37 percent in 1972-73 and 50 percent in the second year of the
reform. '

TABLE 16

FISCAL NEUTRALITY CRITERION: GINI INDEX FOR ILLINOIS
HIGH SCHOOL DISTRICTS

1972-73  1973-74  1974.75

District Wealth 0.1687 0.1683 0.1677
District Revenue g.1528 0.1540 0.1513
District Revenue and

State Aid 0.0961 0.0844 0.0756
State Aid Effect on

Equity 37.107% 45.000% £0,033%

Table 17 provides the data on Gini indexes for I11inoig unit school
districts. It appears that district wealth became mora unevenly distributed
over the three year period, This indicates that unit school district wealth

in I11inois increased in disparity with the passage of time,

TABLE 17

FISCAL NEUTRALITY CRITERION: GINI INDEX FOR ILLINOIS
UNIT SCHOOL DISTRICTS

1972-73 1973-74  1974-75

District Wealth 0.1154 0.1162 0.1482
District Revenue 0.0885 0.0888 0.1045
Distriect Revenue and ‘

State Aid 0.0345 0.0265 0.0143

State Aid Effect on
Equity 61.017% 70.157% 86.315%
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The increasing values of Gini indexes for district revenue indi-
cates that district revenue disparities seemed to become larger in 1974.
75 than in 1972-73. The increasing district revenue disparities might
be partly due to the increasing disparities of district wealth. Regard-
less of the gﬁeater district local revenue disparities, a remarkable
improvement wa§ made in reducing the disparities of district revenue with
state aid and, hence, the state moved closer toward the goal of fiscal
neutrality. Clearly the movement toward the goal of fiscal neutrality

resulted from the refom,

The Results for Michigan. Table 18 presents the Gini indexes for
Michigan'unified school districts. DBoth district wealth Gini indexes
and district revenue Ginj indexes remained relatively stable over the
period from 1972-73 to 1973-74.  The value of Gini indexes for district
revenue, however, were greater than the value for district wealth. With
respect to the state aid effect on the movement toward the goal of
fiscal neutrality, Gini indexes in Table 18 show that a significant move-
ment was made toward the goal of fiscal heutrality in all three years.
The sfate aid effect in 1973-74 and 1974-75 was relatively stronger than
the state aid .effect in 1972-73. With the addition of grandfather clause
allocation, state aid effect increased by another half percent toward the
.goai of fiscal neutrality,

The Results for Kansas. Gini indexes in Table 19 chow that the

distribution of district wealth was as Unequal at the end of the study
period 4as at the beginning for Kansas school districts with pupils under
400. A noticeable change was shown in the distribution of district

revenue. A trend toward increasing district revenue disparity did not
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TABLE 18

FISCAL NEUTRALITY CRITERION: GINI INDEX FOR MICHIGAN
SCROOL DISTRICTS

1972-73 197374 1974-75

District Wealth 0.2059 0.2034 0.2046
District Revenue ‘ 0.2228 0.2191 0.2192
District Revenue and '

State Aid 0.0562 0.0465 0.0444
District Revenue and

State Aid and Not 0.0450 0.0444

Grandfather Clause Available

Allocation
State Aid Effect on :

Equity in Percentage-wise 74.775%  78.777% 79.745%
Grandfather Clause

Allocation Effect on Not 0.684% (.000%
Equity Avallable
TABLE 19

FISCAL NEUTRALITY CRITERION: GINI INDEX FOR KANSAS
SCHOOL DISTRICTS (UNDER 400 PUPILS)

1972-73 1973-74 197475

District Wealth 0.1997 0.1962  0.1973

District Revenue 0.1407 0.1955 0.1892
District Revenue and
State Aid 0.0961 0.0816 0.0835

State Aid Effect on Equity 31.698% 58.261%  55.8674

offset the strong Kansas effort on the movement toward the goal of fiscal .
heutrality. The magnitude of Gini indexes for district revenue with state
aid decreased from 0.0961 in 1972-73 to 0.0835 in 1974-75. The impact of

state aid distribution ¢ equity was largely increased from a Tow jevel in

1972-73 to a relatively high level in 1974-75.
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The results of the Gini index for Kansas schqo] districts (400.-

1299 enrollment) are Presented in Table 20.

TABLE 20

FISCAL NEUTRALITY CRITERION: GINT INDEX FOR
KANSAS SCHOOL DISTRICTS (400-1299 PUPILS)

1972-73  1973-74 1974-75

——

District Wealth 0.2033 0.2058 0.2226
District Revenue 0.1454 0.2362 0.2398
District Revenye and State Aid 0.0924 0.0775 0.0711

State Aid Effect on Equity 36.451%  67.188% 70.075%

The changes in district wealth disparity are shown in the above
table. District revenue seems to become more unevenly distributed in

the reform years than in the year before the reform. In spite of more

pact of fhe reform. The state aid distribution effect on equity in
1974-75 was twice as Targe in 1972-73. A marked improvement was made
toward the goal of fiscal neutrality, |

Gini indexes for district wealth in Kansas school districts with
Pupils 1300 and more, presented in Table 21, indicate only slight change
in the distribution of district wealth, Like the results of district
disparity in the first and second enrol Iment category districts, the
disparity of district revenue seems to have increased in 1874-75 over
1972-73. 1In spite of more unequal district (]oca1) revenue distributian,
the Gini indexes for district revenue with state aid appeared to be

smaller at the end of the study perjod than at the beginning, 4
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ncticeable state effort was made in reducing large district revenue dijc-

parity and hence the state moved toward the goal of fiscal neutrality,

TABLE 21

FISCAL NEUTRALITY CRITERION: GINI INDCX FOR KANSAS
SCHOOL DISTRICTS (1300 AND MORE PUPILS)

|

1972-73  1973-74  1974-75

District Wealth 0.1335 0.1326 6.1419
District Revenue 0.0671 0.1217 0.1302
District Revenue and State Aid 0.0330 0.0290 (.0250
State Aid Effect on Equity 50.819% 76.171% 80.798%

Wealth Flasticity

The last set of seven tables, Tables 22 through 28, show wealth
elasticities for I11inois, Michigan, and Kansasf Wealth elasticity is
measured by the log-linear relationship between revenues per educational
heed unit and wealth per educational need unit. A complete fiscal ney-

trality requires wealth elasticity equal to zero.

The Results for I11inois. A 1ogarithmic transformation was
appiied to the IT1inois data on the district revenue equations and
the total of district revenue with state aid equations. In district
wealth regression, wealth elasticity was fixed and had value of 1.00.
The wealth elasticities in the district Jocal revenue function for
ITlinois elementary districts presented in Table 22 are less

than 1.00. This indicates that district local revenue

shifted away from fiscal neutrality and were more
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dependent upon district wealth, In 1974-75, a one percent increase in
district wealth would lead to a 0.9176 percent increase in district
revenue, This héavy dependence on district wealth was significantly

reduced after the infusion of the state aijd distribution,

TABLE 22

FISCAL NEUTRALITY CRITERION:REGRESSION APPROACH FOR
ILLINOIS ELEMENTARY SCHOOL DISTRICTS

- 1972-73  1973-74 1974-75

District Wealth 1.00000 1.00000 1.00000
District Revenue 0.90838 0.91657 0.91760
District Revenue

and State Aid 0.27679  0.24532 0.23293
State Aid Effect

on Equity 69.529%  73.1697 74 .615%

In the district revenue plus state aid Tog-regression equations,
the downward sloping indicated that state aid distribution moved the
state closer toward the goal of fiéca1 neutrality.

' - Wealth elasticities in revenue log-regression equations are pre-
sented in Table 23 for INTinois high school districts. The elasticities
of district revenue with respect to district wealth are relatively high
and increased with the Passage of time. The high level of wealth elas~
ticities show great influence of district wealth on per TWADA district
revenue.

In Table 23 the wealth elasticities declined when state aid was
added into the Tog-regression equation. Upon comparison among wealth

elasticities in the three years under investigation, the trend was downward.



TABLE 23

FISCAL NEUTRALITY CRITERION: REGRESSION APPROACH FOR
ILLINOIS HIGH SCHOOL DISTRICTS

1972-73

1973-74 197475
District wealth 1.00000 1.00000  1.00000
District Revenue 0.82471 0.85144  0.86096
District Revenue and
State Aid 0.44843 0.39949 0,34834
State Aid Effect
53.081% 59.541%

on Equity 45.625%

The variation of wealth elasticity between 1972-73 and 1974-75 was near
0.10 (decrease about 23 percent). Such large variation betweeﬁ wealth
elasticities clearly demonstrate the distributive power gf state aid in
the reform years. The state aid effect on the movement toward the'goal

for I17inois high schools was increased from 45.625 percent in 1972-73

to 59.541 percent in 1974-75,

Table 24 provides the data on wealth elasticities for I1linois

unit school districts.

TABLE 24

FISCAL NEUTRALITY CRITERION: REGRESSION APPROACH FOR
TLLINOIS UNIT SCHOOL DISTRICTS

1972-73 1973.74 1974-75
District Wealth 1.00000 1.00000  1.00000
District Revenue 0.94341 0.89065 0.90780
District Revenue and
State Aid 0.21693 0.17640 0.13478
State Aid Effect
on Equity 77.006% 80.392% 85.153%

108
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Similar to the results of wealth elasticities in district revenie

functions for [11inois high schood districts, the elasticities of dis-

of district revenue upon district wealth, . However, they are decreasing

Somewhat with the passage of time. With regard to state aid effect, the

the year before the reform. The distributive power was 77 percent in
1972-73, and 85 percent in 1974.75. The increasing state aid distributive
Power indicates the improvement of equity in financing ITlinois unit
school districts,

The Results for Michigan. Wealth elasticities in district revenue
log-regression functions for Michigan schoo? districts Presented in Table
25 were as large as wealth elasticities in the district revenue function
for I11inois elementary school districts. The elasticities of district
revenue plus sfate aid in Michigan were declining from 0.22613 in 1972-73
to 0.13532 in 1974-75. With the distribution of the grandfather clause
allocation, the further reduction of wealth elasticities resulted during
the first year of the reform, but not during the second Yeéar. The decreas-
ing'wealth elasticities were due to the distribution of state aid plus the
grandfather clayse allocation. This trend demonstrates a marked fmprove-
ment of the Michigan financing systiem with respect to reaching the goal of
fiscal neutraiity.

The Results for Kansas. In Table 26 wealth elasticities for Kansas

school districts under 400 pupils are presented. The increasing wealth
elasticities in district revenue functions was found in the table, In
spite of the noticeabie change of wealth elasticities in district local

revenue in a negative direction, the state atd distribution in the reform
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TABLE 25

FISCAL NEUTRALITY CRITERION: REGRESSION APPROACH FOR
MICHIGAN SCHOOL DISTRICTS

1972-73  1973-74 1974-75

District Wealth 1.00000 1.00000 1.00000
District Revenue 0.90447 0.87829  0.85880
District Revenue and

State Aid 0.22613  0.13995 0.13532
District Revenue and

State Aid and Not 0.1295] 0.13507

Grandfather Clause Available
ATllocation
State Aid Effect on

Equity 74.990%  R4.065% 84,2439
Grandfather Clause '
Allocation Fffect Not 7.459% 0.184%
on Equity Available
TABLE 28

FISCAL NEUTRALITY CRITERTON:; REGRESSION APPROACH FOR
KANSAS SCHOOL DISTRICTS (UNDER 400 PUPILS)

1972-73  1973-74  1974-75

District Wealth 1.00000  1.00000 1.00000
District Revenue 0.69873 1.01987 0.97208
District Revenue and

State Aid 0.47008 0.42403 0.41440
State Aid Fffect on

Equity 32.723%  58.423% 55.768%

- years reduced the wealth elasticities in district revenue by about 50 per-
cent and also moved further toward the goal of fiscal neutrality.
The upward trend of wealth elasticities in the district local

revenue function for Kansas school districts with between 400 and 1299
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Pupiis are also shown in Table 27. The wealth elasticities in the
district local revenue functions in 1973-74 and in 1974-75 exceeded the
1.00 which was indicated in the wealth elasticities for wealth itself.
This exceeding of 1.00 may be due to the composition of district revenues
or to the change of tax distribution, Further research about the distpi-
bution of tax rate and district revenue composition needs to be done. In
Table 27 the state aid effect in reducing the heavy dependence upon local
resources seems to be apparent. The effect was 36.937 percent in 1972-73

and increased to 70.994 percent in 1974-7s5.

- TABLE 27

FISCAL NEUTRALITY CRITERION: REGRESSION APPROACH FOR
KANSAS SCHOOL DISTRICTS (400-1299 PUPILS)

1972-73  1973-74  1974-75

District Wealth 1.00000 1.00000 1.00000
District Revenue 0.69852 1.16367 1.08045
District Revenue and

State Aid 0.44051 0.37415  0.31339
State Aid Effect on

Equity 36.937% 67.847% 70,9944

In Table 28 a similar trend of wealth elasticity in the district

- revenue function for Kansas school districts of between 400 and 1299
pupils can be observed in district revenue functions for Kansas districts
of over 1300. The state aid effect in achieving the goal of fiscal neu-
trality was pronounced. The wealth elasticities in the equations of
district revenue plus state aid were reduced from 0.22731 in 1972-73 to
0.14072 in 1974-75. This large reduction of influence of district revenue

on school revenue was apparently due to the greater distributive power of
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state aid in the reform years.

TABLE 28

FISCAL NEUTRALITY CRITERION: REGRESSION APPROACH FOR
KANSAS SCHOOL DISTRICTS {1300 AND MORE PUPILS)

1972-73  1973-74  1974-75

District Wealth 1.00000 1.00000 1.00000
District Revehue 0.41713 0.79460 0.83367
District Revenue and State Aid 0.2273] 0.18568 0.14032
State Aid Effect on Equity 45.506% 76.632% 83.192%

Summary

The major purpose of this study has been to investigate the degree
to which schoot réveﬁue equity improved after the adoption of new state
aid funding systems in I1linois, Michigan, and Kansas. Equity was defined
in terms of two criteria~--permissible variance and fiscal neutrality. Per-
missible variance requires narrowing the variations of school revenue per
pupil among school districts to some "permissible” amount, while fiscal
neutrality calls for less dependence of séhoo] revenue upon district
wealth. Two statistical methods were applied to the data under each
criteria. The coefficient of variation and the McLoone Index under the
permissible variance criteria were used to measure the variance of the
entire school revenue distribution and of the school revenue distriby-
tion below the median. Under the criteria of fiscal neutrality, the
Gini index and regression analysis were used. The Gini {ndex regards
the nature of school revenue distribution with respect to district

wealth. The Tower the Gini index, the Tess the dependence of
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- school revenye upon district wealth. In the regression analysis, wea1£h
elasticity was generated from revenue functions with Togarithmic trans-
formations. The value of wealth elasticity indicated that the percpntage
of change in school revenue was due to a one percent change in district
wealth. The statistical results from each method under each criteria for
INlinois, Michigan, and Kansas presented in the foregoing section are
summarized as follows.

1. District wealth disparities measured by both the coefficient
of variation and Gini index in IMTinois elementary schoo1‘distr1cts were
re1at1ve1y high when compared with the disparities in I1linois high school
distr1cts and unit school districts. The disparities of district wealth
in Michigan school districts were as large as the disparities of district
~wealth in I1linois elementary schogl districts. However, a slightly
. decreasing trend’of district wealth disparities was apparent in Michigan
school districts, but not apparent in I11inois elementary school districts.
- For Kansas school districts, district wealth disparities in all enrollment
categories of school districts were moderately high. There also appeared
no clear reduction of district wealth disparities.

2. As part of the results of relatively high levels of district
wea]th disparities in I1linois elementary school districts and M1cthan
schonl districts, the disparities of district local revenues were aiso at
high levels. For the Kdnsas school districts, district local revenye dis-
parities became even greater in 1973-74 and 1974-75 reform years than in
the year 1972-73 which was-before the reform.

| 3. In spite of high levels of district local revenue disparities
In school districts in all three states, a substantial teduction in the

amount of school revenue disparities existed. The reduction of school
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revenue disparities seems to be due to the great distributive effect of
state aid. |

4, Downwérd trends of school revenye disparities were observed
in all three states. The downward movement over the school years included
in the 1nvésti§ation showed clearly the distributional impact of the 1973
school financing‘reforms in the states of I1linois, Michigan, and Kansas.

. 5. With regard to fiscal neutrality, the downward movement of
Gini 1ndexes for school revenues with respect to district wealth were
revealed in all three states, and indicated that there appeared a s1gn1f1-
cant improvement of state funding systems toward the goal of fiscal neu-
Ctrality.

6. In addition to the measurement of fiscal neutrality by Gini
index, regression analyses were employed. weé1th elasticities in district
revenue'functions were found to be relatively high in I11inois and Michigan
-School districts, but only moderately high in Kansas schoo] districts.
Regardless of the high Tevel of dependence of district revenue upon
district wealth, wealth elasticities in district revenue plus state aid
functions were substantially reduced. Moreover, the dowhward movement of
wealth elasticities were evident in all three states. There seemed to
have been marked improvement in reducing the degree of dependence of
school revenue upon district wealth to a substantial extent. This moved

ITlinois, Michigan, and Kansas toward the goal of fiscal neutrality.

General Conclusion and Major L1m1tat1ons

The evidence presented in this study suggests that the adoptTOn

of the grant-in-aid system known widely as "district power equalization®

in the three states of I11inois, Michigan, and Kansas in the summer of
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1973 did serve tn move those states toward various equity goals including
the goal of fiscal neutra1ity, at least as those goals are operationally
dé%ined in this study. There are several limitations oﬁ this major con-
clusion. First, thére s some evidence that very poor districts in I114-
nois and Mich{gan may not have moved as fast toward the state median
expenditufe as most.advncates of equity criteria would have wished.
Second the evidence presented here is for only two years after the reform
in al] three states. It cannot be said with certainty that the Tonger
term effects of district power equalization are as beneficial as the short
term effects appear to be or that they would be greater. Th1rd, district
power equalization grants-in-aid vary greatly from state to state as the
information in Chapter III clearly shows. It cannot be said with certainty
that all forms of grants-in-aid fitting under the general category of
”d1str1ct power equalization" would have the same cffects as those inves-
tigated here. Fourth, the evaluation here is in terms of the total effects
of these grant-in-aid reforms. It cannot be sajid with certainty which
parts of these complex laws produced the effects noted here. F1na11y, the
evidence presented here relates solely to the state general purpose grant-
in-aid and no evidence is presented dealing with the effects of state cate-
goricals or federal expenditures. However, with these five Timitations
born clearly in mind, this study should offer some degree of comfort to
state legislatures that have either (a) recently adopted district power
.equa1izat10n systems, or (b) are.not actively considering the adoption of

such grant-in-aid systems.

Recommendation for Further Research
The following recommendations for additional research are suggested:

1. The examination of the effect of changing tax rate distribution
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on the distribution of school revenue for operating purposes in district

power equalization states. As indicated in Chapter I, the distribution

powér-equaTizatiOn system has as 1ts unique nature "reward for effort."
Under this system, the major concern is how "perfect" fiscal neutra]rty
can be achieved. Thus, future research could determlne it the district
power equa11zat1on system has more positive effect in st1mu1at1ng modey~
ately rich school districts to raise their tax rates than it has in st1mu—
lating the poorer school districts to raise their tax rates. If th1§ .

~ effect is determined to be operating, then the disparity of schoo] revenue .
would be shifted upward and thus move the state away from the fiscal neu-
trality. To move the state toward fiscal neutrality, wealthy districts
should get a Tower percentage of matching state revenues for local tax
rate increases than do poor school districts. Thus, it 1s extremely
important from a policy-orientation standpoint to determine.the effect of
-district power equalization formulas on changing local tax rates.

2. The comparing and contrasting of the characteristics of school

districts that passed tax referendums and of school districts which failed

to pass tax referendums in financing public schools. Districts with high
a

:effort in passing tax referendums may be those having high property wealth,
high 1ncome, and high levels of education. Districts which failed to pass
tax referendums may be those having low property wealth, low income, low
educational Tevel and located in rural areas. If so, it suggests that the
socioeconomic variables might serve an important function in determining
whether or not other districts can pass their tax referendums. Thus, the
optional Tocal taxation may not serve the purpose of ach1ev1ng the goal of
fiscal neutrality because wealthier school districts with a higher propor-

tions of highly educated people, for example, may tend to provide more
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educational resources for their children than do poorer school districts
with a lower proportion of highly educated people. Thus, determining if
opt1ona1 lTocal taxation helps move the state school districts toward the
goal of fiscal neutrality is of prime importance. If the optional taxa-
tion feature is counterproductive toward achieving fiscal neutrality, it
should be constrained.

3. The examination of the effect of school revenue control on the

distribution of school revenue in relation to district wealth. A humber

of states, such as Kansas, Colorado, Maine, and Wisconsin recently have
specified the maximum limit of budget expansion. If districts with high
property assessed valuations increase their budget more frequentTy and
closer to the Timit than do the districts with Tow assessed property
valuation, the disparity of school revenue among rich and poor school
districts tends to increase with the passage of time. In order to remedy
this situation, the different budget Timit may need to be specified
inversely in relation to the district wealth. Thus, the relationship of

district wealth to budget expansion needs further study.
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