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~——Chapter 1

Introduction
and Overview
to School Finance

School finance concemns the distribution and use of money for the purpose of
providing educational services and producing student achievement. For most of
the twentieth century, school finance policy has focused on equity—issues related
to widely varying education expenditures per pupil across districts withiu a state
and the uneven distribution of the property tax-base that is used to raise local ed-
ucation dollars. In the 1990s, new attention began to focus on education ade-
quacy and productivity—the linkages among level of funds, use of funds, and
amounts of student achievement. As the 1990s end and the twenty-first century
begins, policymakers increasingly want to know how much money is needed to
educate students to high standards; how those dollars should be distributed effec-
tively and fairly among districts, schools, programs and students; and how both
level and use of dollars affect student performance. These policy demands are
pushing school finance beyond its traditional emphasis on fiscal equity.

This book moves school finance in these new directions. It emphasizes the
traditional equity issues and also discusses adequacy and productivity issues, in-
cluding what is known about the linkages among dollars, educational strategies,
and student performance. The 1980s and the 1990s were remarkable not only for
the intensity of the school reform movement, but the duration of interest in edu-
cational reform. Today, standards-based reform elements from content standards
to charter schools to new accountability structures seek to teach students to high
levels. In most instances, the implications of these reforms on school finance have
not been fully considered, though Odden and Clune (1998) argued that tradi-
tional school finance systems were “aging structures in need of renovation.” Dur-
ing the 2000s, states and their respective school districts will need to rethink
school finance systems to meet the productivity expectations and accountability
requirements inspired by these reforms.

This book takes a policy approach to school finance analysis. It is important
for graduate students in education, as well as educators and education policy
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Chapter 1

makers, to understand both the finance implications of school reform policies,
and equally important, to understand how decisions about the distribution of
funds to local schools and school districts affect the implementation of those re-
forms. The book begins with a discussion of traditional school finance issues, in-
cluding the legal issues surrounding school finance, analysis of general taxation
systems, intergovernmental grants, and traditional school finance formulas. The
analysis of school finance formulas is supplemented with a computer simulation
designed to allow students the opportunity to simulate the effects of different
school finance distribution decisions on a sample of school districts. By designing
their own school finance formulas and simulating the effect on a sample of school
districts, students will have a more realistic sense of how changes in funding for-
mulas impact school districts across a state. The simulation will help students un-
derstand the technical and political complexities that result when one attempts to
redesign school-funding programs.

The book then moves beyond tbis traditional approach to school finance,
and in a series of chapters discusses important issues for the 2000s and how they
relate to school finance. Included are chapters dealing witb allocation and use of
tunds at the district and school levels, teacher salaries and compensation struc-
tures especially as they can be redesigned to improve productivity, site-based
management, educational choice programs, fiscal incentives, and the financing of
broad education programs shown by research to improve student performance.
In each of these areas, current research and state activity are summarized, and
the implications for school finance programs are discussed.

This introductory chapter has three sectious. Section one outlines the scope
of school finance within the United States; funding public schools is big busiuess,
and this section outlines its fiscal magnitude. Section two provides a quick history
of school finance developments, beginning in the seventeenth century. This sec-
tion shows how schools evolved from privately funded, pareut- and church-run
entities to the large publicly and governmentally controlled education systems of
today. The last section discusses several examples of the “school finance problem”
and how it has evolved from the traditional fiscal disparities across districts to the
new issue of education adequacy.

1. THE SCOPE OF UNITED STATES
EDUCATION FINANCING

Education is an enormous enterprise in the United States. It constitutes the
largest portion of most state and local governmental budgets; engages more than
100,000 local school board members in important policy-making activities; em-
ploys millions of individuals as teachers, administrators, and support staff; and ed-
ucates tens of millions of children.

Figure 1.1 provides detail on public school enrollment, including numbers
of school districts and schools during most of the twentieth century. Enrollment
was relatively constant during the 1930s and 1940s, but rose quickly after World
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Chapter 1

War II as the post-war baby boom became school-aged. After 25 years of rapid
enrollment growth, public school enrollment declined during the 1970s and theu
began to grow again in the mid-1980s as the children of the baby boom genera-
tion began to enter schools. In 1989-90, public school enrollment was estimated
to be just over 40 million students, having peaked at slightly above that level dur-
ing the 1970s.

One of the major stories of this century has been the consolidation of
school districts into larger entities. In 1995, there were 14,881 school districts,
the lowest number during this century. In 1940, by contrast, there were 117,108
school districts. The numbher of school districts dropped by almost 40,000 be-
tween 1940 and 1950 (i.e., after World War II), and then dropped by another
40,000 districts between 1950 and 1960. During the 1970 school year, there were
only 17,995 local school districts. The number of districts varies across the states,
however, with Texas and California each having more than 1,000 districts in 1990,
and Hawaii having one, statewide school district.

Interestingly, as will be discussed below, although school district cousolida-
tion entails consolidation of the local property tax base, remaining inequities in
local school financing after the bulk of consolidation had occurred led courts dur-
ing the late 1960s and early 1970s to declare finance structures unconstitutional
{see Chapter 2).

Figure 1.1 also shows that the nunber of public schools has dropped over
time while enrollments have risen, indicating that schools too have grown in size
during the twentieth century. There were over 262,000 public schools in 1930,
but that number had dropped by a factor of more than four to around 65,000
schools in 1995. On the other hand, the number of private schools has risen since
1930, from a low of about 12,500 then to around 34,000 today, almost triple the
number of 1930.

Funding public schools requires large amounts of dollars. In 1995, public
school revenues totaled $273.1 hillion, au increase of more than $64 billion from
the 1990 total of $208.5 billion (Figure 1.2). Indeed, the data show that public
school revenues more than doubled during each decade from 1940 to 1990, a re-
markable fiscal record.

Figure 1.2 also shows that during this century, public education consumed
an increasing portion of the country’s total economic activity (the gross domestic
product) until 1970, then dropped a bit during the enrollment dechine of the
1970s, and has recently increased almost to the 1970s” level. The same pattern is
true for total pnhlic school revenues as a percent of the country’s personal in-
come. In short, the country devotes approximately 4.5 percent of its personal an-
nual income to public schools, a considerahle portion considering all the other
items that individuals could purchase with annual income either themselves or
through government tax revenues.

This comment is undergirded by the data in Figure 1.3. Column 2 shows
that real expenditures per pupil (i.e., expenditures adjusted by the Consumer
Price Index), have increased each decade at extraordinarily high rates: 100 per-
cent between 1920 and 1930, 67 percent during the 1960s, and 36 percent during



Introduction and Overview to School Finance

FIGURE 1.2 Educational Revenues, GDP, and Personal Income

(Billions), 1930-95

Total Gross Revenues Revenues
Educational Domestic as Percent Personal  as Percent
Year Revenues Product (GDP)  of GDP Income {PI) of PI
1930 $ 2.1 § 104 2.0 $ 85 2.5
1940 2.3 101 2.3 78 2.9
1950 5.4 295 1.8 230 2.3
1960 14.7 527 2.8 413 3.6
1970 40.3 1,036 3.9 837 48
1980 96.9 2,784 3.5 2,293 4.2
1990 208.3 5,744 36 4 504 4.3
1995 273.1 7,254 3.8 6,112 4.5

Sourve: National Center for Education Statistics, Digest of Education Statistics, 1997.

FIGURE 1.3 Educational Expenditures per Pupil and Revenues
by Source, 1920-97

Total

Percent Revenues

Expenditures per Pupil Revenues by Source

Year Real  Nominal  (in Millions)  Federal State Local
1919-20 $ 333 $ 40 3 970 0.3 16.5 83.2
1929-30 667 72 2,089 0.4 16.9 52.7
1939-40 868 76 2,261 1.8 30.3 68.0
15949-50 1,252 187 5,437 29 39.5 57.3
1959-60 1,895 350 14,747 4.4 39.1 36.5
1969-70 3,155 750 40,267 8.0 39.9 2.1
1979-80 4,275 2,089 96,881 9.8 46.8 43.4
1989-90 3,810 4,643 208,548 6.1 47.1 46.8
1994-95 53,8408 3,528 273,138 6.8 46.8 46.4
1995-96 5,939 5,7743 286,411k 7.0b 48.1b 45.0b
1996-97 65,0602 6,0602 299,995 6.9b 48.9b 44 .2k

Source: National Center for Education Statistics, Digest of Education Statistics, 1997.
* Data estimated.

b Source: National Education Association, 1996-97 Estimates of Schaal Statistics.



Chapter 1

the 1970s. Even during the 1980s, a decade of government tax and expenditure
limitations, expenditures per pupil increased by 36 percent to a total of $5,810 for
current operating purposes in 1989-90. It seems that real resources for public
school students have risen substantially each decade.

These facts certainly are at odds with popular perceptions that schools do
not get much more money each vear. Though real resources might increase only
1-3 percent each year, over a 10-year time period, that amounts to nearly a one-
third increasc in real resources, a substantial increase.

The last columns in Figure 1.3 show that the sources of school revenues have
changed over the vears. Earlier in the century, local districts provided the bulk of
school revenues, and the federal role was almost nonexistent. Beginning in the
1960s, the federal government began to increase its financial role, which reached
its maximum at 9.8 percent in 1980. Since then, the federal contribution has
dropped by almost one-third. Today, the states are the primary providers of public
school revennes, surpassing local school districts sometime in the 19705 era of
school finance reforms. During the 1996-97 school vear, on average the states pro-
vided 48.9 percent of public school revenues, local districts {primarily through the
local property tax) 44.2 percent, and the federal government 6.9 percent.

These national patterns, however, are very different in each of the 50 states,
as shown hy Figure 1.4. The national average expenditnre per pupil was $5,988 in
1994-95, but expenditures ranged from a low of $3,656 in Utah to a high of
$9,774 in New Jerscy, a difference of almost three-to-one.

States also differ in the sources of public school revennes. In Hawaii, for ex-
ample, 90 percent of revenues derive from the state, while in New Hampshire
only 7.3 percent of school revennes come from state sources. States provide over
60 percent of school revenues in 11 states, while local districts provide over 60
percent of school revennes in six states. This variation reflects differences in local
perceptions of appropriate state and local roles, as well as differences in school fi-
nance formula structures (Gold, Smith, and Lawton, 1995). These data document
one enduring characteristic of state school finance structures: though there are
some similarities, the differences are dramatic. Students of school finance need
to understand hoth the generic similarities and the factors causing the specific
differences.

2. EARLY DEVELOPMENTS IN SCHOOL
FINANCE

The country has not always had a system of free, tax-supported schools. Free,
public education was an idea created in the United States dnring the nineteenth
century, and the large network of public school systems was formed in a relatively
short time period, primarily during the latter part of the nincteenth and early
part of the twentieth centnry.

American schools began as local entities, largely private and religions dnr-
ing the seventeenth, eighteenth, and even early nineteenth centuries. As in
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FIGURE 1.4 Educational Expenditures per Pupil and Revenues

by Source, by State, 1994-95

Percent of Revenues by Source

Expenditures
State per Pupil Federal State Local
Alabama $4,405 9.7 61.0 21.6
Alaska 8,963 10.8 67.5 19.4
Arizona 4778 94 44.0 442
Arkunsas 4,459 92 58.2 27.8
California 4,992 9.5 54.2 RENI
Colorado 5.443 3.3 429 48.6
Connecticut 8.817 4.0 39.5 53.6
Delaware 7,030 7.2 64.3 26.58
District of Columbia 9,335 9.5 0 90.0
Florida 5718 7.6 481 39.6
Georgia 5,193 T4 50.7 40.0
Hawaii 6,078 7.4 90.2 0.5
Idaho 4,210 77 61.2 29.3
TMinois 6,136 6.5 28.0 63.3
Indiana 5,826 4.8 53.3 38.9
lowa 5,483 5.2 479 41.0
Kansas 5,817 53 5374 348
Kentucky 5217 5.3 65.8 24.1
Louisiana 4,761 119 52.1 33.4
Maine 6,428 5.7 47.9 45.4
Maryland 7,245 5.0 37.0 54.9
Massachnsetts 7,287 5.4 363 56.0
Michigan 6,994 6.2 67.3 24.6
Minnesota 6,000 44 52.4 39.4
Mississippi 4,080 14.8 56.4 25.3
Missouri 5,383 6.5 387 50.7
Montana 5,692 10.0 496 36.3
Nebraska 5,935 5.8 32.4 55.8
Nevada 5,160 49 30.1 61.1
New Hampshire 5,859 3.1 7.3 87.3
New Jersey 9,774 3.3 38.0 56.0
New Mexico 4.586 11.8 74.4 11.6
New York 9,623 48 40.7 53.6
North Carolina 5,077 7.5 65.1 24.6
North Dakota 4775 12.4 421 40.2
Ohio 6,162 6.5 40.0 493
Oklahoma 4 845 9.4 59.4 25.8
Oregon 6,436 6.5 16.2 438
Pennsylvania 7,109 56 40.1 52.3

-1
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FIGURE 1.4 (Continued)

Percent of Revenues by Source

Expenditures
State per Pupil Federal State Local
Rhode Island 7,469 5.5 40.5 52.9
South Carolina 4797 8.7 416.3 40.6
South Dakota 4,775 10.0 26.5 60.5
Tennessee 4,388 8.9 47.5 36.9
Texas 3,222 77 40.2 494
Utah 3,656 6.9 54.3 33.3
Vermont 6,750 4.6 20 .8 63.2
Virginia 5,327 5.7 318 39.1
Washington 5,906 6.0 68.7 22.3
West Virginia 6,107 8.1 63.6 26.8
Wisconsin 6,930 44 41.1 32.5
Wyoming 6,160 6.7 48.0 43.5
United States 5,988 6.8 46.8 43.8

Source: National Center [or Education Statistics. Digest of Education Statistics 1997

England, educating children was considered a private rather than a public matter.
Providing for education was a mandate for parents and masters, not governments.
Eighteenth-ceutury leaders of the new American republic viewed education as a
means Lo enable citizens to participate as equals in affairs of government and thus
essential to ensure the liberties guaranteed by the Coustitution. Even though
Thomas Jefferson proposed creation of free public elementary schools, his pro-
posal was not adopted until the mid-1800s, Targely through the efforts of Horace
Mann and Hemwyv Bamnard, state superintendents of public instruction. Maun
spearheaded the dev elopment of public-supported “comnon schools” in Massa-
chusetts, and Barnard did the same in Conneeticut.

In the nineteenth century, education began to asswme signiﬁcance in eco-
nomic terms; that also was the time when é()IIlpulsory attendance laws were
passcd. Even when school attendance became compulsory beginning in the mid-
1800s, however, government financing of schools was not nuiformly required.

In 1647, the General Cowrt of Massachusetts passed the famous Old De-
Iuder Satan Act. The act required every town to set up a school or pay a sum of
money to a larger town to support eduecation. It required towns with at Ieast 50
families to appoint a teacher of reading and writing, and required towns with
more than 100 families to also establish a sceondary school. The Act required that
these schools should be supported by masters, parents, or the inhabitants in gen-
eral, thereby cstahlishing one of the first systems of financing schools through lo-
cal taxation. Pulliam (1987) states that the first tax on property for local schools
was levied iu Dedham, Massachusetts, in 1648. By 1693, New Hampshire also re-
quired towns to support elementary schools.
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Initially, one-room elementary cornmon schools were established in Jocal
communities, often fully supported through a small local tax. Each town func-
tioned, moreover, as an independeut school district, indeed as an independent
school system, since there were no stale laws or regulations providing for a
statewide public educatiou system. At the same time, several large school systems
evolved in the big cities of most states. Even at this early time, these different ed-
ucation systems reflected differences in local ability to support them. Big cities
usually were quite wealthy, while the smaller, rural one-room school districts usu-
ally were quite poor, many having great difficulty financing a one-room school.

As the number of these small rural and big-city school systems grew, how-
ever, and the importance of education as a umfymg force for a developing coun-
try became increasingly realized by civic and political leaders, new initiatives
were undertaken to create statewide education systems. By 1820, in fact, I3 of
the then 23 states had constitutional provisions, and seventeen had statutory pro-
visions, pertaiming to public education.

In the mid-eighteenth century, several states began to completely rewrite
state constitutions uot only calling for creation of statewide systems of public ed-
ucation, but also formally establishing government responsibility for financing
schools. Today, all states have constitutional provisions related to free public
education. ,

Creatiou of frec common schools reflected the importance of education in
America. It also shifled control over edncation from individnals and the church to
the state. Control over schools was a problematic aspect in craftiug statewide, ed-
ucation systems. The resolution to the control issue was creation of local, lay
boards of education that, it was argued, would function in the place of parents
and the church.

While for the first century of common sehools local boards basically con-
trolled public schools, the strength of local control has changed substantially in
recent years. In the early twentieth century, much school control was given to the
new breed of educational professionals, as the Progressive Fra of education
sought to take politics out of education (Tyack and Hansot, 1982). Beginning in
the 1960s, both the states and federal government began to cxert new initiative
and control affecting public schools. States Lontmued this trend by taking the
lead for education policy throughout the 1980s” education reform period (Doyle
and Hartle, 1985; Odden, 995:1). Local boards were for the most part unin-
volved in those reforms (Odden, 1995a). In the early 1990s, the president ard the
nation’s governors established nationwide education goals; these were codified
into law in 1994 by the U.S. Congress.

The development of the state-controlled and governmentally financed
“common school” also raised many fundamental issues about school finance, The
key issues concerned the level of government (local or state) that would support
public education and whether new constitutional phrases such as “general and
uniform,” “thorough and efficient,” “basic,” or “adequate” meant an equal
amount of dollars would be spent for every student in the state, or mcant just
providing a basic education program for every student, with different amounts of

9



10

Chapter {

total dollars determined at the local level. As discussed in Chapter 2, this contro-
versy persists today and is resolved in different ways by state legislatures and
courts in the 30 states.

While major differences exist in the specific approaches taken, most states
finance public schools primarily throngh local property taxes. Indeed, in the mid-
to-late T800s, most states required loca_l districts to fully finance mandated public
schools through local property taxation. In designing loc.ﬂlv administered school
systems, states generally gave local governiments the authonty to raise money for
schools by lewmcr property taxes. But when states determined school district
bonnddnes, districts ended up with widely varying levels of property wealth per
pupil, and thus large differences in the ability to raise local dollars to support
public education. Districts with above-average property tax bases per pupil tradi-
tionally were able to spend at above-average levels with below-average tax rates,
while districts with below-average tax bascs spent at below-average levels even
with above-average tax rates.

School finance policy debates throughout the twentieth century, incinding
most school [inance texts (see for example, Alexander and Salmon 1995; Guthrie,
Garns, and Pierce, 1988; Odden and Picus, 1992, Chapter 1; Swanson and King,
1997) and most court cases, focused on these types of fiscal inequities. To be
sure, some individuals pointed to spending differences per se, regardless of
whether they were related to varving tax bases. and argued that they should be
impermissible in a state education system (Wise, 1968). But the bulk of discus-
sion centered on the links between spending differences and local property
wealth per pupil (see also Coons, Clune, and Sugarman, 1970).

As discussed at length in Chapter 4, states began to intervene in school fi-
nancing first through small per-pupil “flat grant” programs in which the state dis-
tributed an eqnal amount of money per pupil to each local school district. The
idea was for the state to provide at least somne assistance in support of a local ba-
sic education program. Over the years, these flat grants became recognized as too
small.

In the early 1920s, states began to implement “minimurm foundation pro-
grams,” which provided a much higher level of base financial support and were fi-
nanced with a combination of state and local revenues. These programs were the
first in which states explicitly recognized the wide variation in the local property
tax base, and designed a state ald structnre to distribnte larger amounts to dis-
tricts with a small propertv tax base per pupil and smaller amounts to districts
with a large property tax base per pupil.

These “equalization formulas” were designed to “equalize” differences in
local fiscal capacity (i.e., the unequal ability to finance education hecanse of the
variation in the size of the local property tax base). But over time, the level of the
minimum foundation programs also proved to be inadequate, and additional rev-
ennes ahove the foundation program were raised solely through local taxation. As
a result, local educational expenditures per pupil varied widely across local dis-
tricts in most states, with the differences related primarily to the size of the local
property tax base.
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Beginning in the late 1960s, these fiscal disparities caused by unequal dis-
tribution of the local tax base and inadequate state general equalization programs
led to legal challenges to state school finance systems in which plaintiffs, usually
from 10“ -wealth and low-spending districts, argued that the disparities not onI\'

were unfair but also were unconstitutional (Coons, Clune, and Sugarman, IQJU
Berke, 1974). Chapter 2 traces the course of these suits, which spa»\mcd a new
political channel to improve the ways states financed public education, and which
evolved in the 1990s into a strategy to link the funding structure with an educa-
tion system that could teach nearly all students to high pcrformance

3. EVOLUTION IN THE SCHOOL FINANCE
PROBLEM

This section discusses how the natnre of the school finance problem has hecome
much more complicated in the 1990s. Though many still define the core school
finance prohlem as differences in spending across school districts caused by
varying levels of property wealth per pupil, others {c.g., Odden and Clune,
1998) argue that linking {inance to an adequate education is the core school fi-
nance issue today. Still others argue that educational productivity—determining
how to produce higher levels of educational performance with current education
resources—is the kev school finance goal todav {Hanushek and Associates,
1994).

Traditional Fiscal Disparities

There are manyv ways to depict the types of fiscal disparitics among school dis-
tricts created b} the unequal distribntion of the property tax. Figure 1.5 shows
1968-69 data that were presented in the original Serrano v. Priest court casc in
California; at that time, California had a typical minimum foundation program,
and most districts raised additional funds to spend at a higher level. These data
represent property value per child, the local school tax rate, and resulting cxpen-
ditures per pupil for pairs of property-rich and property-poor districts in several
counties. In each county example, the assessed valuation per pupil—the local tax
base —varied substantmﬂv by a factor of almost three-tv-one in Los Angeles
County and over sixteen-to-one in Alameda County. In each example. moreover,
the district with the higher assessed value per child had both the higher expendi-
tures per pupil and the lower tax rate.

These examples were selected to show that the California school fiuance
structure produced a situation—sirnilar to most other states at that tiine—in
which districts with a low property tax base usually spent less than the state aver-
age even with above-average tax rates, while districts with a high property tax
base usually spent above the state average with below-average tax rates. The
wealthy enjoyed both the advantages of high expenditures and low tax rates,
while the poor were disadvantaged by both low expenditures and high tax rates.

11
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FIGURE 1.5 Comparison of Selected Tax Rates and Expenditure
Levels in Selected California Counties, 1968-69

Assessed
Value Expenditure
County Pupils per Pupil Tux Rate per Pupil

Alameda

Emery Unified 556 $100,187 §2.57 $2 223

Newark Unified 8.635 6,048 5.65 616
Fresno

Colinga Unified 2,640 33,244 217 963

Clovis Unified 8,144 6,450 498 565
Kern

Ric Bravo Elementary 121 136,271 1.05 1,545

Lamont Elementary 1,847 5,971 3.06 333
Los Angeles

Beverly Hills Unified 3542 50.885 2.38 1,232

Baldwin Park Unified 13,108 3.706 5.48 577

Source: California Supreme Court Opinion in Serrano v. Priest, August 1871,

The shortcoming of the data in Figure 1.5 is that scbool finance information for
only a few districts is shown. While these districts statistically reflected the trends
in the system, systein trends should be analyzed using all of the districts in a state,
not selected pairs of districts from different counties.

Another potentially misleading approach in presenting school finance data
is to show the extreme cases, as indicated in Figure 1.6, which shows for Col-
orado the value of assessed valuation per pupil for the richest and poorest dis-
tricts, districts at the 90th and 10th percentiles, and the district in the middle.
These 1977 data show that the ditference hetween the wealthiest and poorest was
77.7 to 1; at a one mill tax rate, the wealthiest district raised $326.27 per pupil,
while the poorest district raised only $4.20! To raise the amount that the wealthi-
est district produces at one mill, the poorest district would have had to levy a 77.7
mill tax rate, which is prohibitively high. To blunt the criticism that the extreme
cases might represent anomalies, the values for districts at the 0th and 10th per-
centiles also were presented. Those figures showed that property wealth per child
still varied substantially, from u high of $57.516 to a low of $10,764, a difference
of 5.3 to 1. While these differences were less than those between the very top
and bottorn, the data indicate that district ability to raise school funds throngh the
local property tax varied widely.

This figure also shows the eniphasis on variation in the local tax base, per
se, in many early school finance analyses. What really matters, of course, is the in-
teraction of the local tax base, state equalization aid, and local tax rates on the fi-
nal per-pupil spending figure. But even in the first school finance case taken to
the U.S. Supreme Court {see Chapter 2), great emphasis was given just to the
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FIGURE 1.6 Assessed Valuation per Pupil in
Colorado School Districts, 1977

Highest: Rio Blanco-Raugely $3926,269
90th percentile: Eagle-Eagle 57,516
Median: Mcsa-Plauteau Valley 20,670
10th percentile: Montezurva-Dolores 10,764
Lowest: El 1’aso-Fountain 4,197
Ratio: Highest/lowest 77T
Ratio: 90th/10th percentiles: 5.3:1

Source: Education Finance Center, Education Commission of the
States from official data of the Colorado Department of Education,

variation in the local tax base. The data in Figure 1.6 implied that the Colorado
school finarice system would have substantial fiscal disparities.

Figure 1.7 shows the magnitude of the actual disparities by displaying statis-
tics calculated from a sample of all Colorado school districts in 1977, At that time,
Colorado had a gnaranteed tax base program (sce Chapter 4), but had “frozen” all
local expenditures and allowed only modest increases from year to year, letting
lower-spending districts increase at a somewhat faster rate thun higher-spending
districts. This figure organizes all data into groups (in this case five groups, or
quintiles), and presents averages for each quintile.! Note that cach quintile in-
clndes approximately an equal percentage of students. not districts.? Interestingly,
though property wealth per pupil varied suhstantially, both the authorized revenue
base (ARB)® and operating expenditures per pupil varied by a much smaller mag-
nitnde. Indeed, the ratio between the ARB of the top or wealthiest quintile aud
that for the bottom or poorest quintile is 1.4 to 1, much less than the 5.3 to 1 ratio
of wealth at the 90th to the wealth at the 10th percentile. Further. the ratio of op-
erating expenditures per pupil of the top guintile to that of the bottorn quintile is
slightly higher, at 1.5 to 1. Unfortunately, the local tax rate and state aid figures
were not provided. so it is not possible to determine whether the more equal rev-
enue and expenditure figures are produced by fiscal-capacity-equalizing state aid,
or high iax rates in the low-wealth distriets.

New Jersey data for two time periods—1975-76 and 1978-79—are pre-
sented by septiles (seven groups) in Figure 1.8, The purpose of these two charts
is to show differences in the New Jersev school finance structure three years after

! Other studies categorize districts into seven groups (septiles) or 10 groups {deciles). The most com-
mon practice today is te use deciles.

% Several earlier studies grouped data into categorics with equal numbers of districts, and that practice
still is followed, However, the cmerging practice is to have an equal number of students in each cate-
gory, to assess the impact of the systemn on students. Sec Berne and Stefel {1984) and Chapter 2 for
discussion of the unit of analysis.

3The ARB was a Colorado-speeilic general fund revenue per-pupil limit that varied for each local
school distriet. Tt included revenues for the regular education program.
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FIGURE 1.7 ARB and Operating Expenditures per Pupil by Quintiles
of Assessed Valuation per Pupil, Colorado, 1977

Authorized Operating
Assessed Veluation  Percentof — Number of Revenue Expenditures

per Pupil Pupils Districls Base per Pupil
B 4.197-12,500 19 33 1,196 $1,532
12,800-13,500 20 25 1,312 1,594
15,500-17,600 14 14 1,299 1,667
17,600-24 500 27 32 1,476 1,742
24,500-326,269 20 7T 1,652 2,342

Source: Education Finance Center, Education Comnmission of the States {rom official data
of the Colorado Department of Education.

the courts, responding to a 1973 court decision overturning the school finance
structure, shut down that states education finance system in 1976, forcing the
legislature {fnallv to enact a major school finance reform (see Chapter 2). These
tables are somewhat difficult to read because they do not iuclude auy typical uni-
variate or relationship statistics (see Chapter 2. Nevertheless, several character-
istics of the data are clear. First, in general, expenditures per pupil increased as
property value per pupil increased; it seems that hoth before and after reform,
expenditures were a function of local property wealth in New Jersey. But, expen-
ditures-per-pupil in 1975-79 were nearly the same for the first four groups, sug-
gesting that some expenditure-per-pupil equality had been produced for the bot-
tom half by the 1976 reform.

Second, the range* increased for both expenditures per pupil and expendi-
tures per weighted pupil between 1976 and 1979; even the range divided by the
statewide average increased, suggesting that overall spending disparities in-
creased over those three vears.

Third, there seems to be wider expenditure-per-pupil disparities on a
weighted pupil hasis, where the weights indicate special pupil needs (see Chapter
4). Indeed. the weighted pupil count substantially reduces the expenditure-per-
pupil figure for the lowest wealth districts, indicating—correctly, it turns out for
New Jersey-—that these districts have large numbers of special- need students.

Bunﬂv and quite intcrestingly, school property tax rates dropped in New
Jersey over these three years, and school property tax rates were almost equal
across all but the wealthiest group of districts in 1979,

It seems, therefore, that the major impact of the 1976 New Jersey reform
was to cqualize school tax rates for most districts, and to increase unweighted ex-

+ The difference between the highest and lowest value,
5 Many of thesc districts are large urban districts with large numbers and percentages of poor stu-
dents, phvsically and mentally handicapped students, and low-achieving students.
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FIGURE 1.8 New Jersey School Finance

Relationship between Property Wealth, Current Expenditures.
and Tax Rates. 1975-76

Crrrend
Expenditures
Current per Current
Equalized Valuation Expenditures Weighted School
per Pupil per Pupil Pupil Tux Rate
Group 1: Less than 833,589 $1.504 $1.372 $1.79
Group 2 $33,600-545,499 1,414 1,324 2.12
Croup 3: $45,450-%$58,699 1411 1,347 2.00
Group 4: $58,700-867.199 1,460 1,401 1.99
Group 5: $67,200-578,499 1,604 1543 1.89
Group 6: $75.500-895,499 1,689 1.62% 1.74
Group 7: $95,500 and over 1,752 1.651 1.17
State average 1.5350 1.473 1.69

Relationship between Property Wealth, Current Expenditures,
and Tax R:lt(—ﬁ 1978-79

Current
Expenditures

Current per Current
Equalized Valuation Expenditures Weighted School
per Pupil per Pupil Prepil Tux Rate
Group 1: Less than $37,000 51,994 $1,760 51.67
Group Z: $37,000-4$54.999 1.933 1,763 1.57
Group 3: $55,000-§73,999 1,975 1.516 1.55
Group 4: $74,000-557,999 1,594 1,882 1.58
Group 3: $58,000-5102,999 2.900 2081 1.69
Group 6: $103.000-8125,199 2.268 2,154 1.67
Group 7: $125 200 and over 2390 2,962 1.11
State average 2,113 1,959 147

penditures per pupil in the bottom half to about the same level. On a weighted
pupil basis, however, spending was not equal in the bottom half. and overall
spending disparities secmed to increase. This system was overturned by a 1990
state supreme court decision, in a case filed in the mid-1980s, but not fully re-
solved until 1998 (ugain, see Chapter 2).

Texas enacted a major school finance reform as part of a comprchensive ed-
ucation reform during 1984 (Odden and Dougherty, 1954), but that system was
challenged in state court a few years later. The 1984 law provided for a minimum

15
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[oundation program with a higher expenditure-per-pupil level than before 1984,
a small guaranteed yield program on top of the foundation program, weights for
several different categories of pupil need, and a price adjustment to account for
the varying prices Temq distriets faced in purchasing education commodities. Tn
the fall of 1987, the court ruled the school finance system unconstitutional, and
the state created an Education Finance Reform Commission in early 1988,

The data in Figure 1.9 were presented to that Commission. The data are
organized into groups with approximately equal numhers of children; this time,
20 diflerent groupings arc provided, thus showing the impact of the finance
structure on cach 3 pereent of students. The numbers show that, indeed, prop-
erty wealth per pupil varicd suhstantially in Texas, from under $56,150 to over
3440987, a difference of 7.9 to 1. In fact, the difference was greater, since sev-
eral districts had assessed valuation per pnpil in the $800,000 and over-one-
million level; moreover, these districts included several of Texas® largest cities
and some very \n(‘alih\ suburban districts. The bottom linc in Tu{a.s was that
the local property tax per pupil was distributed unequally among local school
districts.

The column with local and state revenues per pupil show, however, that
while there is a trend for per-pupil revenues to increase with wealth, this is a
trend that exists primarily for the top 20 percent and the hottom 5 percent of the
districts. For the districts in between. revenues per pupil seemed to vary by about
plus or minus 10 percent from a $3,300 per-pupil figure. That was not a dramatic
variation. In fact, it could be argued that such data indicate for the majority of
students in the middle that revenues per pupil were basically equal, that the
problem with the svstem was the low spending of the distriets at the very bottom,
and the very high spendmg of the districts at the top. This problem deﬁmhon re-
quires a dlfferent policy response than if disparities are spread across the entire
system. Nevertheless, the Texas lower court sverturmed the svstemn, and that deci-
sion moreover was upheld on appeal hy a unanimous state supreme conrt in the
fall of 1989. Thus, today (in a number of states) even modest variations in spend-
ing per pupil that are linked to local property wealth are likely to be overturned if
taken to court.

We should note that at these times, the underlying school finance problem
was seen as the inequity of property wealth per pupil, and many believed that the
way to remedy the prohlemn was to make the ahility to raise funds for schools
more equal across districts. In school finance parlance, the solution was to enact a
guaranteed tax base (GTB) or “district power equalizing” program [ic., a pro-
gram that guaranteed to all or nearly all districts—rich or poor—some high level
tax buse (sce Chapter 4)]. Such a program would allow local districts to tap the
same size tax hase, and, hy setting a tax rate, o determine the level of spending.
In this way, districts could determine for themselves the level of quality of the lo-
cal education prograr, rather than being coustrained by the circumstance of he-
ing a low-wealth district. The tax rate w ould he applied to the statewide GTB so
the same amount of money per pupil would be raised from state and local
sources for both poor and rich districts (i.e., for all districts with a local tax base
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cqual to or less than the GTB). In such a program. higher spending per pupil
would require a higher tux rate. Thus, dilferences in edu(‘atlon spending per
pupil might remain, but spending differences would result from varying tax rates,
reflecting dilfering levels of commitment to education; these differences would
not be cansed by the unequal distribution of the local tax base. The expectation
by many was that GTB programs would not onlv reduce spending differences
across cistricts, but also would reduce the linkage between local property wealth
per pupil and spending per pupil.

A Different Type of School Finance Problem

These expectations also “assumed” existence ol the typical school finance prob-
lenu reflected in all of the above examples—high property wealth per pupil asso-
ciated with both Ligh expenditires and low tax rates. together with low property
wealth per pupil associated with both low expenditures end high tax rates, But
even in the 1970s, this “typical” situation did not hold [or all states, The New
York school finance situation in 1978 is such an example, as the data in Figure
1.10 show. At that time, New York had a school finance system that functioned
like a minimum foundation program, but was actually a low-spending level per-
centage equalizing formula (see Chapter 4. The data in Figure 1.10 are pre-
sented for all districts, except for New York City, divided into 10 equal groups, or
deciles. Fach decile hus approximately an equal number of students, New York
City, with an enrollment of ncarlv 1 million in a state with a then total of 3 mil-
hon is shown separately, since if it were ncluded in the deeiles, it alone would
include over three of the deciles.

Several elements of the data should be discussed, To begin, the data are
grouped by deciles of spending per pupil; the idea in New York was that expendi-
ture-per-pupil disparities were the final, important variable, and analysis of corre-
lates of that variable should be the [ocus of the study, Columns 1 and 8 show that
revenues per pupil from local and state sources varied widely in New York during
the 197778 school vear, from a low of $1,759 in the bottorn spending decile to a
high of $3,443 in the highest spending decile, a difference of about 2-to-1. Note
tlﬂt this is a much Hl'l]dl](:‘r disparity than the 5.8 to 1 difference in spending be-
tween the very top ($3,752) and the very bottom ($988) spending districts.

Second, both spending per pupil and revenues per pupil from local and
stale sources increase with property wealth, the traditional school finance pat-
tern. But note also that the school property tax rate also increases; in fact, the
school tax rate [or the top few deciles is between 350 and almost 100 percent
higher than the tax rates in the lowest spending districts. This reality set New
York school finance apart from the situation in most other states at that time. In-
deed, cne of the rcasons the wealthier districts spent more per pupil was that
they taxed local property at a higher rate. Yes, those districts had a larger prop-
erty tax base, but they also tuxcd it more heavily,

It also was true that houschold income as measured by gross income per re-
furn on New York State income tax returns increased with property wealth, and
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thus with spending and sehool tax rates. It turng out that higher-income families,
not only in New York but generally, choose to levy higher tax rates for schools.
Thus, while higher spending in New York was caused in part by higher local tax
effort. that higher tax effort in part was aided by higher household income. Far-
ther, h()uacbold income and property wealth per pup]l were highly and positively
correlated in New York at that tinie, Unlike the Texas data in the eaﬂv 19705 that
were not correlated but were taken to the U.S. Supreme Court, the New York
data might have made a better casc for using the Equal Protection Clause of the
U.S. Constitution to find the fiscal disparities shown in this table to be unconsti-
tutional (see Chapter 2 on litigation ).

In short, the New York data showed that bigher spending occurred in dis-
tricts with higher property wealth, higher household income, and higher school
tax rates, while lower spending occurred in property-poor and income-poor dis-
tricts with Tow tax rates. These variations from the traditional pattern complicated
the formulation of a school finance reform that could pass muster for both the
courts and the legislature. When the state’s highest court ruled that the system,
while unfair, was not unconstitutional, the push for reform abated. School finance
in New York was changed incrementally over time, and currently still displays
these general characteristics.

But New York is not the only state today that exhibits these school finance
patterns. Three quite different stutes—-Illinois, Missouri, and Wisconsin—pro-
vide additional examples of this "new” type of school finance problem. All three
states enacted different versions of schoal finance reforms over the 1975-95 time
period. Hiinois implemented a generous “reward for effort” GTB-type program
in the late 1970s and carly 1950s, but then changed it to a foundation-type pro-
grant in the 1980s and e(n]\ 1990s. Missouri implemented a combination founda-
tion-GTB program, which was continuously enhanced over those 20 years so that
in 1995, the GTB was set at the 95th percentile of property wealth per pupil,
with a minimum tax rate that provided & minimum expenditure of just over
83,000 per pupil, and with the GTB providing aid up to the 95th percentile of
spending. Wisconsin created and implemented a fully funded GTB-type pro-
gram, with the largest clement gnaranteeing the property wealth per pupil of the
district at the 93rd pereentile, for spending up to about the 60th percentile of ex-
penditure per pupil. To greater or lesser degrees, all three states deferred actual
spending decisions to local distriets. and their school finance strictures represent
the three major school finance systems—foundation, GTB, and combined foun-
dation-GTB (sce Chapter 4 for discussions of these structures).

Figures 1.11, 1.12, and 1.13 show the status of school finance in these three
states in 1994-93, with the data organized by decile of spending from state and
local sources per pupdl, again excluding spending for special-needs students.® The

©The data show only lacal property tax revenues and state equalization aid for these states, and ex-
clude other sources of revenue, which in Missowrd can average $500 per student. The data also are
only for K-12 districts in the three states. The tables are intended to show the final results of school [i-
nance reforms implemented over several years. The sehool finanee structure has not changed substan-
tively in any of the states since 1993, though in Wisconsin substantial state revenue has replaced local
revenues, but because of spending eontrols, spending differsnces have not been altered much.
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FIGURE 1.11

School Finance in Missouri, 1994-93, K-12 Districts

Revenues Assessed Value per Pupil Local Froperty
Decile per Pupil® {at Market Volue) Tux Rate { Percent ]
1 52,987 $118,969 1.11
2 3,221 90,120 1.17
3 3.2588 103,279 L.17
4 3.426 140 218 1.15
5 3,562 157,524 1.26
6 3,665 150,897 1.34
7 3,529 200,460 1.31
5 4040 217,998 1.36
9 4,411 254,362 1.44
10 5973 523521 1.24

Source: Odden, 1998,
° Each district also receives an additional 3648 per-pupil flat grant from a state sales tax.

Horizontal equity

Coefficient of variation;

MecLoone index:

Fiscal neutrality
Correlation:

Wealth elasticity:

19.5
0.92
(.90
0.23

FIGURE 1.12 School Finance in Ilinois, 1994-93, K-12 Districts

Revenues Assessed Value per Pupil Lacal Property
Deeile per Pupil {at Market Value) Tax Rate {Percent)
1 82.893 $103,238 0.60
2 3.042 126,874 0.61
3 3.130 140,313 0.63
4 3,258 157,754 (.63
5 3.400 207211 0.67
6 3,632 220,635 .70
7 3,922 251,395 0.83
5 4,219 280,514 0.56
9 4.687 312,485 0.55
10 5,343 356,503 107

Satirce; Odden. 1999,

Horizontal equity

Coefficient of variation:

McLoone index:

Fiscal neutrality
Correlation:

Wealth elasticity:

204
.91

0.75
0.32
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FIGURE 1.13 School Finance in Wisconsin, 1994-95, K-12 Districts

Revenes Assessed Value per Pupil Local Property
Decile per Pupil (at Mavkei Value) Tax Rate (Percent)
1 $1.560 $164,135 1.36
2 5,188 179,004 1.45
3 5310 147,378 1.48
4 5,350 160 601 1.50
5 3,468 172,183 1.53
6 5.56% 195,932 1.55
7 3,713 196,185 1.59
8 3,962 196.601 1.73
9 6,231 222 376 1.84
10 6,525 331,154 1.74

Souree: Odden, 1998,
Horizontal equity

Coefficient of variation: 9.87

McLoone index: 0.95
Iiscal neutrality

Correlation: 0.39

Wealth elasticity: 0.14

results indicate that the school finance reforms implemented in these states did
not produce the equity elfects that were anticipated. There are still wide spend-
ing disparitics and, even with major school finance reforms, spending per pupil is
still highly associated with property wealth per pupil-—the higher the wealth, the
b Uh(=r the spending!

Further, the linkages between spending and tax rates are similar to those in
New York. In all three cases, although spending per pupil increases with property
wealth per pupil, so also does the ocal tax rate for schoals. In all three states, the
higher the tax rate, the higher the spending. 1n all three states, higher-property-
wealth- -per-pupil districts ]14\ ¢ higher spending per pup]l but also have the high-
est tax rates; conversely, lower-property-y vealth -per-pupil districts still have lnwer
spending per pupil but now also have the Jowest tax rates.

What happened? First, overall spending per pupil increased in real terms in
all three states (122 percent, 144 percent, and 144 percent, respectively), from
1980 to 1995, using the consumer price index as the deflator. Indeed, school fi-
nance reform generally led to higher overall spending (Murray, Evans, and
Schwab, 1998). But it seems that Lhc school finznce reforms, which would have
allowed lower-property-wealth-perpupil districts to increase their spending to
average cr higher levels while also lowering their tax rates, were not used for that
purpose. Rathm lower-wealth districts appeared to use the potential of the re-
form programs primarily to lower their tax rates from an above-average to a
below-average level. The data show that while lower-wealth districts still tend to
have below-uverage spending levels, they have them because they also have
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below-average tax rates. Although the high-level GTBs in botl Missouri and Wis-
consin wi ould allow these lower-wealth-per-pupil districts to spend at substantially
higher levels with only modestly higher tas rates, the distriets generally have cho-
sert not to do so. Thev have chosen low tax rates, which in turn, have produced
low expenditure ievels. In short, many of the low-wealth districts did not behave
as anticipated when provided a major school finance reform program.

The high-wealth districts also seemed to engage in unpredictable hebavior,
As these states implemented their school finance reforms over the past twenty
vears, it seems that the higher-wealth distriets, which had enjoved both a spend-
ing and tax rate advanlage. decided to maintain their spendmcr lead but could do
50 Dnl\ by raising their local tax ellorts fov schools, Yes, some ol the exceedingly
\’»(_dlth\ districts SUH can spend at a high level because of their very high w. ealth
hut with the state guaranteeing to all the tax base of the distrcts at the 9 Ird-95th
percentiles. a wealth advantage exists only tor a small percentage of districts, and
most of these have a wealth d(l\ antage just dh()\ © what the state will guarantee.
For the bulk of the districts in the top third of property wealth per pupil, there-
fore, the ligher spending is primarily produced by their higher tax rates for
school purposes, reflecting the desire of their taxpavers to plcmde a high-quality
and expensive education system.

Overall. spending disparities did drop in states that had court cases. and the
states respounded with school finance reforng (Murray, Evans. and Schwab,
1968} But the decreases were modest. averaging between 16 and 25 percent, de-
pending on the statistical measire used.

In sum, the impact of the school finunce changes did little to reduce fiscal
inequitics. Instead, the programs led to overall inereases in cducation spending,
and during that process, lower-wealth districts lowered their tax rates to below
the average and settled for below-average-spendiug-per-pupi! levels. while
higher-w realth districts maintained their 51)011({1112 advantage by raising their tax

rates and thus their spending advantages. The result was conlmued spending dis-

pazities, although this time driven more rationally by local tax rate differences
rather than by the accidert of the maldistribution of the local property tax base.
The outcome was little or only modest change in these states’ {iscal equity
statistics——both those measuring spending disparities and those measuving the
connection between spending and property wealth.

The School Finance Problem as Fiscal Adequacy

Of course, improving fiscal equity might not be the most pressing school finance
issue in thesc states, as it was for states in the 1970s and 1980s. In fact, delineat-
ing what the school finance “problem”™ is for New York and the latter three states
has hecoe a major debate. Some argue that the continued cxistence of spending
disparities and their relationship to local property wealth, whatever the cause, re-
mains a problew. But if the “old” problem was the unequal ability to raise
revenues to support public schools, and that problem is resolved bx a high-
level GTB or other kind of school finance reform program, others sav that any
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remaining spending differences are a matter of local taxpayer choice and reflect
neither an inherent inequity nor a school [unding problem. Another group may
argue that since cducation is a state function, spending differences per se (as a
proxy for education quality) are a problem regardiess of whether they are caused by
the unequal distribution of the property tax baqe or local taxpaver choice. Still oth-
ers focus on the spending of the bottom half of districts, arguing it shonld be higher,

The problern with all three of these arguments. however, is that they deal
simply with money and largely whether base funding is equal or not, and are not
related to any other snbstantive education goal, such as education quality or stu-
dent achievement. Making this connection could be the school finance challenge
of today. The driving educatlon issue today is raising the levels of student
achievernent li.e., settny high and rigorous standards and teaching students to
those standards {Fuhrman, 1993_ Masscll, Kirst. and Hoppe, 199:, Smith and
O'Dav, 1991}]. Research from cognitive science suggests that we know how to
produce a much higher level of learning, or at least make substantial progress to-
wards this goal (Bruer, 1993: Sicgler, 1998). Given this knowledge, Linda
Darling-Hammoud {1997) argues that learning to high staudards should be con-
siddered a right for all children. Moreover, school finance litigation in many states
has begun to siress adequacy issnes over cquity issues (Enrich, 1995; Heise,
1995, and Chapter 2},

Reflecting this student achievement goal and the education poelicy and pro-
gram issucs, what are the curriculim, instruction, incentive, capacity develop—
ment, organization, and managﬂement strategies required to produce this higher
level of student performance? The related ﬁnanw issue is what level of fundmcr is
required for these programmatic strategies?

As both Odden and Clune (1998) and Reschovsky and Imazeld (1998) ar-
gue, the primary school finance problem today may be to link school finance to
th( strategies needed to accowplish the goal ol teachmd students to bigher stan-
dards. In new school iinance parlance, thc challenge is to determme an “ade-
quate” level of spending. The task is to identify for each district/school the level
of base spending needed to teach the average student to state standards, and then
to identify how much mere each district/school requires to teach students with
special needsmthe learning disabled. those from poverty and thus educationally
deficient backgrounds, and those without English proﬁuen(‘,—to the same high
and rigorous 1(]11L\ ement staudards. As Uunc (1994a, 1994b) and Odden and
Clune (1998) argue, this requires a shift i school finance thinking from “equity”
to “adequacy.”

Interestingly, in each of the three sample states discussed earlier, educators
and policy makers also began to raise the issue of school finance adeguacy in
many ways. Some qumhoncd whether the spending levels of the bottom half of
Al districts ( (ic., those districts with just average or mostly below-average tax

rates] were a “problem” {ie. were too low), or whether those spending levels
even though below average, were “adequate” to teach their students to accept-
able standards. Others attempted to caleulate a state-supported spending level
that can be linked to a specified level of student performance (c.g., it will cost X
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dollars for 90 percent of students to meet or exceed state proficicucy standards in
core subjects). In a sense, this is a “back to the future” school finance objective.
as many foundation programs have sought to make this linkage throughout this
century. Still others explored the decrree to which any adequate’ spending level
should be supplemented by addltlonal money to pmnde extra resources to teach
students with special needs to high standards.

Chapter 4 discusses the complexities of determining an “adequate” spend-
ing level and the various methodologies that are being tapped to determine those
levels. Neverthcless, for many, the focns on adequacy constitutes a shift in defin-
ing the basic school finance problem—away from the sole {ocus on fiscal dispari-
ties across districts and towards linking spending to what could be construed as
au adequate edueation program (Le., a program designed to teach students to
high levels of achievernent).

The School Finance Problem as Productivity

Despite disparities or any other shortcomings of carrent state education finance
systems, many other an'ﬂ\st\ argue that the most prominent schicol finance prob-
lem is the low levels of system performance and student achicverment produced
with the relatively large levels of funding in the system (Hlannshek and Associ-
ates, 1994), These anah sts are convineed that, on bdl&ﬂ(‘(—‘ there mav be a suffli-
eient amount of revenue iu the American public schoo! svstem, and that the corc
problem is to determine how best to use those resources. particularly how to use
the resources differently to support strategies that dramaticalls boost student
performance. In one sense, the bulk of this book addresses these productlwt\ and
adequacy issues. Chapter 7 focuses solely on what is known about improving pro-
ductivity in education, Chapter 8 on resource reallocation to higher perfommn(e
Chapter 9 on performance incentives for education, and Chapter 11 on restruc-
turing teacher compensation, which consumes about 50 percent of ecach educa-
tion dollar.
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