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Dedication

In memory of Steven D. Gold,
1945-1996

This publication is dedicated to Steven D. Gold, who may be best known for his compen-
dium for the American Education Finance AssociafidiFA) of Public School Finance
Programs of the United States and Canadahich has become the standard in the field for
those who wish to compare state education aid programs. As one of the few state/local fiscal
experts in the United States who had an abiding interest in elementary and secondary educa-
tion finance, his comments were frequently quoted on the front page \6Wath&treet Jour-
nal. Although he always claimed that education was not his specialty, his work was held in
great regard by the education finance research community, and he served as an AEFA board
member for many years.

Extremely prolific, Dr. Gold had written 17 books about state and local government fi-
nances, including he Fiscal Crisis of the Statggublished in 1995. Dr. Gold was a senior
fellow at the Urban Institute. For 6 years prior to his move to Washington, D.C., he was the
director of the Center for the Study of the States at the State University of New York in Al-
bany. He also was a professor there of public administration and public policy.

He was a graduate of Bucknell University in Pennsylvania and received master’s and
doctoral degrees in economics from the University of Michigan. He taught economics at
Grinnell College and Drake University, both in lowa, before becoming a senior fellow and
director of fiscal affairs at the National Conference of State Legislatures in Denver.

Those of us who knew him were always awed by his quick intelligence, his quiet reserve
and his insightful humor despite two epic battles with cancer, the first of which he thought he
had won, only to have the disease return after a decade. His optimism and bounteous research
and publications while engaged in attempting to subjugate his illness serves as a paradigm for
those of us who achieve far less, with far fewer ordeals. There can be no greater tribute to this
man, and his work, for others in the education finance research community to attempt to emu-
late him.



Foreword

Paul D. Planchon, Associate Commissioner
Surveys and Cooperative Systems Group

The National Center for Education Sta- tricts in two distinct fashions. One set of pa-
tistics (NCES) attempts to understand the dy-pers explores the present: papers examine how
namically changing landscape in educationa retiring work force may influence the fi-
finance by commissioning papers from dis- nances of school districts; how school districts
tinguished members of the school financerespond to fiscal exigencies, and the efficacy
research community. These esteemed scholef urban school districts. The remainder pro-
ars are asked either to: pose a imaginative new way of funding edu-

cation, at the school level, and simulate the

» Assess the data needs of the profestesults for Texas.

sion;
This compilation of papers is the third in

» Deal with difficult statistical and mea- the renewal of this series, which previously

surement questions that arise whenwas discontinued in 1977. The papers are in-

conducting empirical and quantitative tended to promote the exchange of ideas

research; among researchers and policymakers. Because
the views are those of the authors, the papers

« Examine pragmatic education finance may provoke discussions, replications, replies

issues for states, school districts, orand refutations. If so, the publication will have
schools. accomplished its task. There are few things
so satisfying to NCES as promoting and con-

The papers presented here were commistributing to the thinking and discussion of
sioned by NCES to address the question oficademia and the public in an area such as
the current and financial future for school dis- education finance.
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Introduction and
Overview

William J. Fowler, Jr.
National Center for Education Statistics

The National Center for Education Statis49 state education agencies that distributed
tics (NCES) commissioned the papers in th&ate aid to 14,400 school districts in the
publication to confront implicit vexing questionsation, there were 84,705 schools (with
in education finance. While earlier papers ianroliment): Heretofore, state equity chal-
this NCES series have addressed the natiotémges have primarily focused upon the
education finance information needs and statigguity in funding between school districts.
tical and measurement problems for the profed-funding is changed to the school-level,
sion, this volume instead examines pragmatibe focus of those equity challenges may
education finance issues for school districts ameell change. Here the implied question pir-
schools. The papers include an examination efiettes about the appropriate organizational
the implications of a retiring teacher work forcéevel to receive state education funds. This
for school districts, how school districts respongblume of Selected Papers in School Fi-
to fiscal pressures, and an assessment of theninceincludes the popular proposal of al-
nancial condition of urban school districts. Thiocating state aid to schools, and another
implicit questions posed by these papers revolpaper that conducts an examination of how
about the current and financial future for schostate aid to schools might be undertaken and
districts. Since the nation has enjoyed an uits impact.
precedented period of prosperity, it is only natu-
ral to wonder what the effect upon our nation’s In the first paper, conducted by
school districts will be when adversity strikesHamilton Lankford, Peter Ochshorn,

and James Wyckoffat the State Univer-

Perhaps the most profound proposed changjgy of New York - Albany, the balance be-
in school district funding is the recent propostween projected enrollment increases to
tion that state aid should be distributed t2005 is weighed against the potential for
schools rather than school districts. The layeachers to retire by that year. While few
person often does not comprehend the enorméghool district budgets will increase con-
of such a change. While in 1994-95 there wecemitantly with the “baby boom echo” of

1 U.S. Department of Education, National Center for Education StatiStasistics in Brief: Overview of Public Elementary
Schools and School Districts: School Year 1994-8#shington, D.C.: 1996.
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enrollment, previous studies suggest savingsres, and thus, savings. To extrapolate
seldom occur when enrollment increases. Howehool budgets from 1994-95 to 2003-04,
ever, the aging teacher workforce might offexverage quit rates were applied to each
the potential for substantial salary and benefgacher. Although the baby-boom cohort is
savings. Lankford, Ochshorn, and Wyckoff exaot completely dissipated by 2003—-04, these
amine whether school districts in New York areetirements do not result in substantial sal-
likely to experience salary savings as a result afy savings in most school districts.
the retirement of “baby boom” teachers. Entry-
level public-school teachers in New York receive  Lankford, Ochshorn, and Wyckoff also
an average of $30,289 in salary, while teachersnsider what would happen if school dis-
pondering retirement at the highest salary leveicts were to offer early retirement incen-
receive an average of $56,125. This differentiges to teachers. Past experience suggests
of more than $25,000 would almost pay for atfat the incidence of retirement among those
additional entry-level teacher. eligible only rose 4 percent. Even assuming
an increase in the quit rate of 25 percent, the
Less is known about these issues becausgenge in median salary is only about 0.7
the research on teacher retirement has focugmticent lower. They concluded that there
upon the structure of teacher retirement preeems, at best, to be only modest savings
grams and statistical analyses of the factors rélem retirements.
evant to the retirement decisions of teachers.
Unlike college professors, who have a retirement Helen F. Ladd, from Duke University,
plan, TIAA-CREF, that many institutions useexamines how school districts have re-
and has a relatively short “vesting” period (whesponded to fiscal constraints in the past, in
funds can be left to mature in the programprder to gain insight into how they might
teachers in one state seldom can transfer theispond in the future. Ladd presumes that
state retirement benefits to another stateschool districts will face a less sanguine fi-
Lankford, Ochshorn, and Wyckoff attempt to innancial future as a result of projections of
form us by using a regression to age and repldugher enrollment, a slower economy, and
the teacher workforce in New York State, includhcreasing competition for funds at the local
ing enrollment changes, and then determinirand state level. In her paper, she uses cross
the salary savings. In a typical year between 198&ctional data for Texas and New York to
and 1995, the file contained data for aboulevelop a measure of fiscal condition for
200,000 teachers. each school district. She then examines the
choices made by school districts facing dif-
Teachers’ salaries typically increase basddring degrees of financial hardship.
upon the acquisition of advanced degrees and
teaching experience. The “quit rate” for teach- When she refers to the fiscal condition
ers is higher for new teachers than those witli a school district, Ladd means the gap be-
over 10 years of experience, in which the ratéseen a district's capacity to raise revenue
remain stable. Lankford, Ochshorn, antbr education and its “expenditure need.”
Wyckoff explain that the extent to which ther@oth capacity and need are outside of the
will be savings associated with boomer-teacimmediate control of local school officials.
ers retiring depends upon whether the “boomBr contrast to simpler methods of measures
bulge” dissipates before teachers reach retirgf fiscal condition, that only measure the
ment, which in turn is dependent upon quit rateghility to raise revenue, the fiscal condition
The quit rates also influence the salary expendike refers to also captures the fact that some

2 The recent change in TIAA-CREF's tax status now permits it to offer such portable plans to elementary-secondary school
teachers, and may transform these features of teachers’ employment.
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districts must spend more money per studeteinded period of fiscal constraint are likely to
to attain a given level of educational servicekeave some districts with serious deficiencies
Although Ladd describes that fiscal conditioin their capital facilities.
can be measured in two ways, the simple way
is to calculate how much revenue the district Dale Ballou, from the University of Mas-
would generate per pupil if it taxed that bassachusetts at Amherst, examines how urban
at a similar tax rate. A more complex methoachool districts compare to other school dis-
not employed here, would require informatricts, particularly since the performance of
tion on the composition of the tax base in eachtban school systems seems to compare less
district, and how much of the tax burden ofavorably with other school districts (Lippman,
each type of property is shifted to nonresit996). His paper relies upon contrasting ur-
dents. ban schools with schools in suburban and ru-
ral communities. Although he considers sys-
Ladd also devises her own cost adjustematic differences unfavorable to urban
ment, which includes eight variables: the peschools as indicative of inefficiency, he does
centages of students who are in special edwt consider this methodology conclusive.
cation programs, have limited English profi-
ciency, are economically disadvantaged, and Ballou first examines the percentage of
are in secondary school; the square of thesources devoted to instruction for urban
logarithm of student enrolliment; a cost-of-livschools versus others, and finds virtually no
ing index; and an indication of a school disdifference. Much to his surprise, urban school
trict being in a rural area. She uses thesedpstems actually devote a smaller share of cur-
determine the “expenditure need.” Her raent expenditures to administration, almost 15
sulting fiscal condition measure ranges formpercent less than rural districts. Concerned
-0.31 to +0.93 across 993 Texas school digbout accounting differences, Ballou also ex-
tricts, which is a relative measure. On aveamines staffing patterns, and confirms that ur-
age, stronger fiscal condition is associatdshn schools staff similarly to other schools (al-
with higher cost-adjusted per pupil spendinthough aides create a slightly higher propor-
on education. Using this measure of fiscaion of teaching staff). Poorer districts employ
condition, Ladd then turns to examining hownore teachers relative to administrators and
it affects the school district budget allocatiototal staff, undoubtedly to serve the high pro-
and staffing decisions in Texas. portion of disadvantaged students.

Using a regression, Ladd examines how Since urban districts are larger than other
budget shares or staffing patterns are affectechool districts, Ballou tests whether the lower
by a district’s fiscal condition, controlling forspending on administration is the result of
other determinants, such as district size, pereonomies of scale. An inverse relationship
sonal income per pupil, and the percentagpetween enroliment and administrative share
of students from economically disadvantaggaresumably reflects economies in administra-
households. She finds that fiscally cortive operations. Using a regression that con-
strained districts respond by trying to protedtolled for the community’s demand for school
the level of instructional spending, that cerservices, as well as the educational needs of
tral administration spending and staffing apghe school-age population, confirmed that ur-
pear to be a luxury that is more affordable fdran systems spend proportionately less on ad-
districts in strong fiscal condition, and thaministration, but not as a result of economies
spending on capital outlays is more respownf operation. In other words, urban school dis-
sive than other categories to a district’s fisc#licts exceed the size necessary to realize scale
condition. Annual shortfalls in capital spendeconomies (about 5,000 students). Ballou finds
ing and maintenance in response to an ekat there are few scale economies for urban
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schools. Increasing mean school size by 108te schools that it is in public, with larger
students saves urban districts only $14, on avard more recurrent merit pay awards.
age.
James W. Guthrie a professor of edu-
Turning to non-teaching faculty, Ballou findscation and public policy at Peabody College,
that class sizes in urban secondary schools &snderbilt University, challenges the con-
unusually large, suggesting that faculty in urentional manner in which public elemen-
ban schools are diverted from teaching more s&ary and secondary schools are financed
than elsewhere. Utilizing the NCES Schools artdrough the school district, and suggests that
Staffing Survey (SASS), teacher absenteeismtisese mechanisms be altered to empower
a greater problem in urban schools than eldedividual schools. Guthrie argues that
where, particularly for schools with higher perAmerica’s public education system has
centages of poor and minority students. Ballavolved governance and finance arrange-
also examines excessive bureaucratization, aménts which are inappropriately or inad-
finds that urban districts finance a significantlgquately aligned with arenas of action. The
higher share of instructional expenditures fronvay Guthrie frames this argument is to ex-
categorical aid, and that this is not due to highplain that state legislators, and governors, and
concentrations of students in poverty. local school board members and their super-
intendents have decision-making authority
This suggests that regulations and oversigamd can be held accountable, but do not ac-
that accompany such funding may constrain Itdally operate schools or provide instruction,
cal decision makers. and have remarkably little ability to influ-
ence those who do. Conversely, the princi-
Examining the responses of urban principajsals and teachers who actually operate
in the 1993-94 SASS regarding their influencechools have little formal authority, or con-
over curriculum, hiring, discipline, and the budtrol over school budgets. Guthrie argues this
get, Ballou concludes they have less influendg the unintended result of numerous well
than do their suburban and rural counterparteeant educational reforms.
In addition, principals’ managerial prerogatives
are constrained by decisions taken at higher ad- One problem is the size of educational
ministrative levels. Nearly half of urban schodhstitutions. Although 90 percent of local
systems offer parents some form of schosthool districts in the nation enrolled 5,000
choice, (e.g, magnet schools, or choice of schawlfewer students in 1990, 50 percent of stu-
within or outside the district); many parentslents were enrolled in only 5 percent of the
choose such options rather than non-urbaation’s school districts. These large districts
school districts. However, these participatioimclude New York, Los Angeles, Chicago,
rates are very low. Washington, DC, and Dallas. Central city
school board members in New York and Los
Finally, Ballou appraised teacher comperAngeles represent a million constituents.
sation. Urban districts are slightly more likely\Guthrie recounts that the progressive move-
to use incentives to recruit teachers in subjeatent caused big city school districts to re-
where there is a shortage of qualified instruplace ward-based elected school boards with
tors, to staff positions in undesirable locationsentral city boards, often appointed. Al-
(such as high crime, high poverty, inner-citthough corruption was diminished, greater
neighborhoods), or to reward merit. Almost 14uthority came to rest in the hands of fewer
percent of urban teachers work in systems thatlividuals. Desegregation and federal and
give them “battle pay.” Thirty percent of urbarstate categorical aid programs funded under
teachers receive incentives to teach in shortatpe 1995 Elementary and Secondary Educa-
areas. Merit pay if far more of a factor in prition Act (ESEA) resulted in a proliferation
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of special programs and a substantial increagauchers. He suggests that politically, these
in special program administrators. systems are very difficult to attain. The tech-
nical side is far less complex. Revenue, Guthrie
The changes described by Guthrie causedggests, should follow a child, wherever he
district-level decision-making to become reattends, and should be conceived of as belong-
mote, diffuse, and divorced from the operatng to the schools. The revenue should con-
ing authority of schools. Second, it is diffitain virtually the full cost of educating pupils
cult for a principal and her staff to not be sedincluding capital costs), and be highly fungible
ond-guessed by a higher authority. Third, tH@ble to be spent on anything). Finally, schools
proliferation in decision makers has led to ashould be permitted substantial discretion in
enormous set of rules by which schools muptirchasing.
operate. This, in turn, has led to everyone
and no one being in charge. Guthrie concludes that 90 percent of fund-
ing should pass through district offices and be
State finance mechanisms, Guthrie agellocated to operating school sites. He then
gues, reinforce these existing dysfunctionabncludes by imagining three scenarios in 2010.
relationships and big city budgeting proce-
dures exacerbate the problem significantly. Catherine Clark and Laurence A.
It is the local school district which is fiscallyToenjes of the Texas Center for Educational
accountable, not a school. Guthrie only cofResearch in Austin attempt to use a simulation
demns the largest school districts, which ofe implement Guthrie’s suggestions. Clark and
ten rely upon formulaic or mechanical budToenjes acknowledge that despite the belief that
geting procedures, often in the name of efprmula funding is fairer, there are wide dis-
uity, which may well harm equity in the pro-parities of per-pupil resources reported among
cess. For example, teachers are allocateddmhools in large districts. They use Texas data
the number of students enrolled, as are mate-explore expenditure patterns among districts
rials. Support staff may be allocated the sara@d campuses under current law. They then
way, for example, one vice principal for evsimulate the results of pre-established alloca-
ery 500 students. tion percentages, and conclude with a summary
of issues and problems related to the school-
Guthrie explains that two schools of théased funding approaches.
same size and student body composition may
receive different dollar allocations because Clark and Toenjes find that roughly 60
teachers’ salaries and benefits are usuajhgercent of operating expenditures are related
determined by seniority and training. Theo instruction, and that 93 percent goes for pay-
highest paid teachers typically earn twiceoll. In 1994-95, roughly two-thirds (68 per-
what the entry-level teacher earns. In addient) of total current operating expenditures are
tion, senior teaching staff usually are affordeallocated to schools, mostly in the form of per-
the opportunity to choose their school assiggennel assignments and supplies. Clark and
ment. Guthrie reports data from two statéEoenjes also examined the operations expen-
with school-level finance data that suggeslitures for the largest districts in Texas. Inter-
that the classroom expenditure differencesstingly, 71 percent are tied to the school, with
may exceed $25,000 per classroom. Seconble highest percentage being 75.3 percent.
ary schools spend more than elementafhey conclude that no school district was cur-
schools. rently passing on 90 percent of revenue to
schools. Moving to Guthrie’s suggestion of 90
As an alternative, Guthrie discussepercent of resources to schools would result in
school-based management, charter schodfd5.4 billion flowing to schools. School op-
contracting with private sector firms, ancrations expenditures would increase by 32.6
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percent, representing an additional $1,290 pbiew Developments
students. Resources at the average school would

rise to about $4,692. The effect on administra- The commissioned papers published
tion and support services would be dramatibere are but one aspect of the continuing ef-
with schools having to undertake many of thoderts of NCES to provide relevant fiscal data
activities. Clark and Toenjes suggest a graduwald promote issues and analyses of interest
phase-in of such a proposal. to the public and the education finance re-
search community. In partnership with the

In Texas, Clark and Toenjes find that teaché&merican Education Finance Association
salaries are only weakly related to years of ekAEFA), NCES also provides a “research
perience. Apparently Texas school districts ofritiative” to encourage a handful of begin-
fer high salaries for recruiting purposes, and aing scholars to undertake research in edu-
incentives. In addition, the last decade hastion finance.
brought salary compression, with teachers reach-
ing the top of the salary guide within a decade. For academic researchers, as well as the
Texas teachers also do not participate in collggublic at large, who may have questions
tive bargaining. However, at the school levehbout education finance, | encourage those
teacher salaries and school resources are highigh Internet access to visit the URL
correlated.

http://nces.ed.gov/edfin

Clark and Toenjes then go on to try to for-
mulate and simulate a “campus foundation pro- which is the NCES web page for educa-
gram” (CFP). Based on state aid formula elé&ion finance. Although it is always chang-
ments for the 1996—-97 school year, the stateg, a copy in its present form is presented
wide average CFP would be $4,007. This is Figure 1. From this site, individuals can
about 78 percent of resources flowing througtrder a CCD CD-ROM with state finance
the local school district to its constituent schooldata and school district finance data. NCES
They also simulate a block-grant plan. hopes to add all the functions now residing

on the CCD CD-ROM to the web page, so

The two approaches explored by Clark arttat individuals can choose the web or the
Toenjes are, they admit, sketchy and fail to a&D-ROM to access data. Browsers can also
count for many important features of school fiebtain graphics, publications, geographic or
nance systems, such as facility funding; edudaflation cost adjustments; download specific
tor salaries, retirement, and benefits; tax ratlata sets; obtain data updates; and emalil
limitations; unequalized local revenue; transpoquestions to NCES staff. NCES is always
tation revenues; and federal funds and progranmgerested in how the web page for educa-
The raise several difficult issues with schootion finance might better assist our custom-
level funding. One issue is the scant preparers, and welcomes comment and suggestions.
tion of school personnel in managing public
funds. A second issue concerns how hiring and Those interested in education finance
compensation of professional staff would bshould be aware of proposals by the Gov-
undertaken. A third issue is whether empoweernmental Accounting Standards Board
ing 84,705 public schools in the nation will acEGASB) to substantially change accounting
tually prove to be more efficient that fundindgor governmental units, including school dis-
14,400 public school districts. tricts, as early as June 15, 2000. GASB is
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Figure 1.—EFSC web site at http://nces.ed.gov/edfin

NATIONAL CENTER FOR EDUCATION STATISTICS

Whart's New
FAQs
Publications
Producrs & Surveys
EDU ACTIVITIES
STATISTICAL CENTER Feedback

contemplating the use of an “entity-wide” persist states in devising financial reporting sys-
spective that would capture many revenuésms at the school level. There are several po-
and liabilities currently not recognized whetential strategies NCES is employing to col-
reporting the financial condition of a publidect and report school-level financial data for
school system. GASB is also contemplatingpe nation, including adding to the School and
requiring the use of depreciation in goverrStaffing Survey (SASS), becoming a “reposi-
mental accounting as early as June 15, 20@8ry” of extant school-level financial data, in-
These changes will influence NCES finareluding proprietary data, and experimental elec-
cial surveys, require a new NCES accountronic collections, termed “data harvesting.” A
ing handbook, and revolutionize the reportreport to Congress should soon be released by
ing of statistics for education finance. ThosBCES, and will be available on the NCES edu-
interested in obtaining more informatiorcation finance home page.
should call GASB at (203) 847-0700. NCES
will also post updates on its education finance Perhaps the most exciting and challenging
web page. work NCES has underway in education finance
is to attempt to develop a student-level resource
Congress has urged NCES to developraeasure that could be used as a component in
model for reporting finances at the schodCES surveys of students, such as the National
level for the nation’s 84,705 elementary anBducational Longitudinal Survey (NELS),
secondary public schools. Traditionallywhich followed students in 8th, 10th, and 12th
school finance information is held at thgrade. The progeny of NELS is the Early Child-
school-district level, and only eight states nowood Longitudinal Survey (ECLS), which will
report school-level finance data. When fifollow students from kindergarten through 6th
nancial data are reported at the school levegkade. NCES aspires to develop a student-level
those revenues and expenditures are estimatsource measure as a component of ECLS.
derived from school district records. Ther&uch information would permit the education
are many ways to estimate school-level finafinance research community to answer equity
cial data, and NCES is evaluating the mosguestions, such as whether poor students re-
promising approaches, with the potential afeive the same (or greater) resources than other
developing a parsimonious synthesis. NCESudents in a school. It would also permit the
also plans to utilize the National Cooperativevaluation of whether a student who is entitled
Education Statistics System to enable and ds-specific resources, such as handicapped, bi-
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lingual, or compensatory education, actually re-
ceives the additional resources which they were
intended to receive. Such information may also
address questions of resource effectiveness and
cost-effectiveness.
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The Dynamics of Teacher
Salary Expense

Hamilton Lankford, Peter Ochshorn, and

James Wyckoff
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Introduction

Much has been made of the budgetadithough growth rates are expected to decline
impact of the so-called baby boom enrolimerstomewhat during the late 1990s and early next
echo on school districts. It is estimated thaentury, enrollment increases and the accom-
the nation will need an additional 190,00@anying budgetary pressure will continue. Al-
teachers by the year 2006 and that to maithough school district budgets do not increase
tain current service levels public schools wilbroportionately to enrollment increases, re-
need to spend an additional $15.1 billion dokearch indicates that there are few economies
lars just to keep pace with increasing enrolbf scale with respect to enroliment increases.
ments! Thus, enrollment increases are a real and siz-

able source of concern for many school dis-

Indeed, over the period from 1985 to 2008icts.
enrollments in elementary and secondary
schools are estimated to increase by just un- Another, less noticed trend has the poten-
der 25 percent, with most of this growth octial to offset the fiscal effects of increased en-
curring before 1997. Figure 1 shows the ameliment. In many school districts, teachers
nual enrollment growth for the United Statewho were hired to teach the students from the
over the 1969-2005 period. From 1970 tbaby boom have recently begun to retire.
1984 U.S. enrollments fell, reducing fiscalhese retirements will continue over the next
pressure in many school districts. Since 19840 years. As these teachers retire, they will be
fiscal pressure has been increasing, witkeplaced with new, substantially lower paid
growth rates peaking during the mid-1990steachers. Figure 2 shows the experience dis-

1 U.S. Department of Education (1996).

2 For a detailed analysis of the effect of school district enroliment trends on school district budgets in the U.S., see Hanushek
and Rivkin (1996). Grissmer and Kirby, in a series of papers, analyze teacher supply in Indiana and the nation (1987, 1991,
1992, 1993). For an analysis of these trends in New York, see Lankford and Wyckoff (1995).
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Figure 1.—Annual school enrollment growth rates for the United States and
New York

1965 1995 2005

Growth rates

6 - Year

SOURCE: U.S. Department of Education, National Center for Education Statistics, Digest of Education
Statistics 1995 and Projections of Education Statistics to 2006.

Figure 2.—Years of teaching experience of New York state teachers

20 ~

15

Percentage of teachers

Years of teaching experience

SOURCE: Based on calculations by authors using New York State Education Department Personnel
Master File (NYSED PMF).

tribution for all New York state teachers irfor only 6 percent of all teachers. This is a
1970, 1980, and 1995.The 1970 spike of dramatic shift in the experience distribution
teachers with 1 to 5 years of experience hired teachers.

in response to the baby boom enroliment surge

gradually worked its way through the system. The aging teacher workforce offers the
By 1995, the cohort of teachers with 20 to 3@otential for substantial salary savings. An
years of experience (veterans) accounted fexample of a district’'s salary schedule is
one-third of all teachers in New York. Teachshown in figure 5. Since teacher salaries are
ers with similar experience in 1970 accountddrgely determined by experience in the school

3 Information on the age distribution for a national sample of teachers is provided by the Schools and Staffing Survey (SASS).
In addition, there is limited age information provided by the American Federation of Teachers regarding the teachers in its
unions. The information from both sources is consistent with that provided for New York State. For example, information
from the SASS (U. S. Department of Education, 1996a) indicates that the average age of teachers has increased between
1987-88 and 1993-94. In addition, the portion of New York teachers who are at least 50 years old is only slightly greater than
the national average. Many school districts across the United States find themselves with an aging workforce in which a large
number of teachers are at or near retirement.
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district, the cohort of aging teachers represerttee vesting requirements and a lack of port-
a substantial portion of school district salargbility of many of these plans had the effect of
expense. Table 1 shows the salaries paidtying teachers to particular districts. During the
entry level teachers and teachers at the top gragiod of declining enrollments from 1970
of the experience distribution for the Unitedntil the mid-1980s, many districts employed
States and New York. As the veteran teach&arly retirement incentive programs to replace
retire, their replacements will earn fronhighly paid veteran teachers with entry level
$15,000 to $30,000 less. With such a largeachers. While the research regarding retire-
percentage of the teacher population in thisent programs provides a useful understand-
cohort, the potential savings are substantialng of teacher retirement policies, the analysis
is largely descriptive and aggregative. It is not

In this paper we examine the potential sahtended to examine the behavioral responses
ary savings from teachers aging through the policy changes.
experience distribution and compare this to the
salary costs associated with the increasing en- Statistical models of teacher quits typically
roliment from the baby boom echo. In geremploy data for a sample of teachers over time
eral, we find that few districts are likely tdo understand the individual and school-level
experience meaningful salary savings as a k&riables that cause some teachers to leave
sult of the retirement of the baby boom cohamaching. This work largely focuses on teacher
of teachers. Thus, the increasing enrollmentgtention during the early years of teaching ca-
of the baby boom echo are likely to continueers, rather than factors relevant to retirement
to force difficult decisions in most school disdecisions.
tricts.

The Dynamics of Teacher

Teacher Retirement Salary Expense

The literature on teacher retirement gen- Teacher compensation in most districts is
erally examines two issues—work describingased on salary schedules in which salaries
the structure of teacher retirement programkargely reflect teacher in-district experience
and statistical models of the factors relevaahd educational attainment. Thus, total teacher
to the retirement decisions of teacherssalary expense is determined by the number
Through the collective bargaining procesand education-experience distribution of teach-
teachers have won generous retirement iers$ together with the salary matrix. The num-
creases over the last 20 years. Until recenther of teachers is given by the desired student-

Table 1.—Teacher salary structure

Entry level Veteran
United States $23,956 $40,517
New York 30,289 56,125

SOURCE: U.S. salary information comes from U.S. Department of Education (1996a) and reflects 1993—
94 averages for public school teachers with a master’s degree and no experience and highest step of the
schedule. New York information from the New York State Education Department Personnel Master File
(NYSED PMF) represents state averages in 1994-95 for the same categories.

4 Examples of this type of research include Auriemma, Cooper, and Smith (1992), and Tarter and McCarthy (1989).
5 Recent examples include Brewer (1996), Theobald and Gritz (1996), Mont and Rees (1996), and Murnane and Olsen (1990).

6 Although teachers in a district receive compensation associated with other factors, such as extra-curricular activities, their
salaries largely reflect their educational attainment and years of experience.
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teacher ratio and enrollments. Throughout tlsavings through the substitution of new teach-
following analysis we take student-teacher rars for veteran teachers. The analysis of
tios as given by the actual district level valuehanging enrollments is straightforward. For
for historical years (1987—-88 through 1994example, increasing enrollments in any given
95), and we assume the 1994-95 values hglelar lead to new hires, who then begin to work
constant through 2003-04 when making preheir way through the salary sched#ildJn-
jections. With regard to the salary matrix, wderstanding the effects of the evolving teacher
assume that the rewards to experience areeaperience distribution is more complicated.
given in the 1987-88 salary matrix for each
district” As we age and replace the teaching How the experience distribution of teach-
workforce, we assume that the education legrs changes over time is a function of teacher
els of teachers in each district remain coiuit rates, the initial experience distribution,
stant throughout. and whether the total number of teachers
changes. A district’s annual quit rate for teach-
Within a district, our analysis turns on tweers in a particular experience category is de-
variables, enrollment changes and an agifiged to be that proportion of the teachers who
teacher workforce. Enrollment changes dietire, resign or are terminated in a yamhe
rectly affect the number of teachers hired. Athree hypothetical cases shown in figure 3 il-
aging workforce produces higher salaries &sstrate several features typical of teacher quit
teachers move up the salary schedule. It alsdes. Quit rates are relatively high for new
produces teacher quits which produce salaigachers. After declining over approximately

Figure 3.—Examples of quit rates, by years of teaching experience
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SOURCE: Hypothetical cases constructed by authors.

7 Alternative assumptions (e.g., using the 1994-95 salary schedule for experience) has almost no effect on the results.

8 A portion of the initial new hires quit and are replaced by other new hires. Others continue teaching, thereby gaining
experience and higher salaries. It follows that the salary expenditure associated with the teachers hired to teach the addi-
tional students will increase over time as these teachers move through the experience distribution.

¢ Quit rates are defined in terms of separations from a particular district. Alternative measures could be based on individuals
leaving teaching altogether, leaving the public sector, or leaving the public sector, in a particular state. The appropriate
definition depends upon the questions of interest. Since salary schedules in individual districts are based on in-district
experience, and we are interested in budgets at the district level, district-level quit rates are employed in this analysis. T
allow for the common practice of teachers taking leaves of absence, a quit is operationally defined to be a teacher not
returning to teach in the district within 3 years. In reality, the rates at which teachers in a district quit will besubject
random fluctuations. The deterministic quit rates represent average quit patterns.
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the first 10 years of teaching, the rates remétime relatively high quit rates for inexperienced
relatively constant over a range of years amglachers have altered the shape of the distri-
then rise? bution of teachers who remain from the year-
00 cohort. Between years 10 and 20 the
When the total number of teachers in ‘doomer” cohort continues to move through
district is constant over time, the number dhe experience distribution, with no change in
teachers quitting at a point in time determinéle shape of the bubble, and only a modest re-
the number of new teachers that must be hirelliction in its size. This results from teachers
Thus, the number of replacement teachersthis range of experience having quit rates
needed depends upon the initial experienadich are both relatively constant and low. As
distribution and teacher quit rates, since theskown in figure 4b, the change between year-
determine the number of quits. For exampl20 and year-30 is more marked as a result of
with a large number of highly experiencethose remaining from the “boomer” cohort
teachers having relatively high quit rates, theaving experience levels such that quit rates
number of replacements will be larger than &re relatively large and increasing.
the experience distribution is such that the bulk
of teachers are in stages of their careers where The dark solid line in figure 4b shows the
quit rates are relatively low (i.e., the middlasymptotic distribution of experience. “As-
range of experience). In general, the numbgmnptotic” is used to describe this distribution
of new hires in a year together with the nunsince the actual experience distributions of the
ber of returning teachers in each experiendestrict asymptotically approach this distribu-
category imply the new experience distribuion over time, provided that the total number
tion. of teachers and the set of quit rates remained
unchanged Higher quit rates, especially for
Figures 4a and 4b show the hypotheticldw levels of experience, would result in faster
case of a district initially having the expericonvergence. As is shown in figure 4b, the
ence distribution labeled “year-00". This i®volving experience distribution is relatively
the actual experience distribution for all Newlose to the asymptotic distribution even as the
York public school teachers in 1970, and iast of teachers in the year-00 cohort reach re-
roughly characteristic of the experience disirement. Once achieved, the asymptotic dis-
tributions found in districts across the countyibution would be self perpetuating; at each
at the end of the baby-boom era. Considexperience level, the number of teachers em-
how the experience distribution would changgloyed in year t+1 would be the same as the
over time for the case where the total numbrumber employed in year t.
of teachers hired remains constant and annual
quit rates were as represented by case-C in fig- Even if the set of quit rates were constant
ure 3. Those teachers hired around year-0@er time, changes in the total number of teach-
who continue to teach (i.e., the year-00 cers—due either to enrollment changes or
hort) have a marked effect on the teacher dishanges in pupil-teacher ratios—would
tribution in subsequent years. This is certaintghock” the system, thereby perturbing the
true for the distribution in year-10, althougltonvergence to the asymptotic distribution.

10 This pattern has important implications. For example, the quit rates for case A in figure 3 imply that only 42 percent of thos
teachers newly hired will be teaching in the district after 10 years. However, 89 percent of those teachers who have already
taught in the district for 10 years continue to teach there another 10 years. For teachers with 20 years of experience, 61
percent continue to teach another 10 years.

1 Itis possible that convergence will not occur. Consider the case where there is a zero quit rate for all teachers tharing less
T years of experience and a quit rate of one at experience level T. In this case, any bulges in the experience distifdbution wo
cycle through unchanged over time. In contrast, non-zero quit rates over a wide range of experience levels have the effect of
“stirring-up” the distribution, resulting in bulges being dissipated and the actual experience distribution converging to the
asymptotic one. The dampening of the “boomer bubble” is clearly seen in figures 4a and 4b.
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Figure 4a.—Teacher experience distributions over time
16 -
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SOURCE: New York State Education Department Basic Education Data System (NYSED BEDS), 1970,
and simulation by authors.

Figure 4b.—Teacher experience distributions over time
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SOURCE: Simulation by authors.

What is relevant here is that the experience If the asymptotic experience distribution
distribution subsequent to a shock will evolvhad been in place in year-00, average salary
over time following a pattern dictated by thexpenditure would have remained constant at
initial distribution of quit rates. $33,068 through time, shown by the horizon-
tal line in figure 6. However, as a result of
As a result of the experience distributiotthe relatively large cohort of new teachers
changing over time, the total expenditure dnired just prior to year-00, the average salary
teacher salaries in the district will typicallyexpenditure of $28,771 in year-00 is 13 per-
change even if the total number of teachers @ent smaller. How average salaries change as
a district and its salary schedule are constatttis cohort retires is more pertinent here. In
Reconsider figures 4a and 4b, which providde simulation, salary expenditures in year-
shap shots of the evolving experience disti80 are almost 5 percent lower than that asso-
bution. This along with the salary scheduleiated with year-20, even though the number
shown in figure 5 implies the pattern of avemf teachers remains unchanged. A compari-
age salaries shown in figure 6. son of the experience distributions for these
years in figure 4b reveals why. Many of the
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teachers having 20+ years of experience and Both experience distributions shown in
salaries exceeding $40,000 in year-20 are figgure 7 were generated with the initial expe-
placed with inexperienced teachers havingence distribution in year-00 shown in figure
salaries of approximately $25,000 in year-3@a. The cases differ as a result of assumed
differences in quit behavior, represented by
The example demonstrates how teacheases A and C in figure 3. Because of the cu-
retirements can lead to reductions in salamulative effect of higher quit rates, figure 7
expenditures. Savings occur after the averageows that relatively fewer teachers are close
salary initially over-shoots its asymptotido retirement in case C. It follows that any
value. The extent to which there are savingsibsequent salary savings associated with re-
will depend upon the experience distributiotirements will be smaller, other things equal.
in place as the boomer cohort approaches gain, this results from the high quit rates dis-
tirement, the set of quit rates (e.g., the ratessapating the bulge more quickly, which in turn
which they retire), and the salary schedule ireduces the extent to which the average salary
place. Before considering these factors, it ®vershoots and subsequently falls. In terms
pertinent to note that the experience distribef the situations currently faced by public
tion at any point in time reflects past quit rateschool districts, the extent to which there will

Figure 5.—Example of a district salary schedule
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> 30,000 -
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¥ 20,000 -
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10,000 +
5,000 +

0 \ \ \ 1
0 10 20 30 40
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SOURCE: Hypothetical case.

Figure 6.—Average yearly and asymptotic (real) salaries
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SOURCE: Simulation by authors.
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Figure 7.—Experience distributions resulting from quit rates A and C
14 -
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SOURCE: Simulation by authors.

be savings associated with boomer-teachexsnt annually. The expenditure reduction in
retiring depends upon the extent to which thease B is smaller so that by the end of 10 years
boomer bulge dissipated before the teachemsnual salary expenditures for case A are over
reached retirement, which in turn dependspercent lower than for case B. This would
upon quit rates. be expected for the early years given that the
retirement of the boomer cohort is more con-
For a given experience distribution ircentrated in case A. To some extent the sav-
place at a point in time (e.g., year-25), quihgs due to the retirements in case B are only
rates also have a direct effect on the extentdelayed. Annual salary expenditures continue
which total salary expenditures fall in subsee fall between years 10 and 15 in case B but
quent years. Suppose that the current expdsettom out and then rise slightly in case A.
ence distribution is as shown in figures 8a artdbwever, it is striking that at each point in
8b. The experience distributions for the twtime the average salary for case A is either
cases in 5 and 10 years out differ as a resultagfproximately equal to or below that for case
differences in quit rates, cases A and B, in fi®. Even though the initial experience distri-
ure 3, respectively. The sets of quit rates apetion is the same in the two cases, the inter-
the same for teachers having no more than 26tion of this distribution with the two sets of
years of experience. The retirement patternduit rates leads to accumulated salary savings
case A corresponds to the case where femat are systematically different.
teachers teach beyond 30 years. In case B,
relatively more teachers continue teaching be- The horizontal lines in figure 9 show the
yond that experience level. As shown in figaverage salaries for the asymptotic experience
ure 8a, the relatively higher rates of retiremedistributions implied by the quit rates in cases
in case A result in the “boomer bulge” dissiA and B. The average salary in case A is lower
pating more quickly. This has important imthan that in case B by approximately $500 as
plications for the change in salary expenda result of quit rates for teachers approaching
tures. Figure 9 shows how the average salagtirement being relatively higher in case A;
expenditures in both cases would change owte higher quit rates imply an asymptotic ex-
time. perience distribution with relatively fewer ex-
perienced teachers. A less obvious result re-
Over the first 10 years, salary expenditurdstes to the short-run salary difference. For
in case A fall at a rate of approximately 1 pemuch of the initial 15 year period, average

24  Selected Papers in School Finance, 1996



Figure 8a.—Simulated distributions of experience: Case A
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SOURCE: Simulation by authors.

Figure 8b.—Simulated distributions of experience: Case B
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SOURCE: Simulation by authors.

teacher salaries in the two cases differ by motierough the “aging” of an existing experience
than the asymptotic salary difference, due wistribution. In each example, new teachers
the dynamics of the salary adjustments pravere hired only to replace those quitting. Ex-
cess in the short-run. For example, after ®nding the analysis to allow for an increase
years average teacher salaries for case A amehe total number of teachers is straightfor-
nearly $2,000, or 5 percent, lower than thoseard. Suppose that the number of teachers
under case B. employed increased froMin periodt toN,,
s periods later. With a fixed salary schedule,

How salary expenditures change over timghe total change in salary expenditures can be
also depends upon the salary structure. Campresented as follows:
sider the situation identical to case A with the . _
exception that the salary schedule is as showff,, —§ = N, (§t+s - S)+ (Nps = N, )Stss
in figure 10, rather than figure 5. With the al- _
ternative salary schedule, the reduction in sal- The variablé&s is the average salary

ary expenditures are only half as large. in yeart+s with the number of teachers held
~ constant aN,. Thus,N,\St+s—§)_  has been
The above examples have all maintainege focus of the above examplesS,,, is the

a constant number of.teachers in order to ISfean salary of those teachers hired to increase
late the factors affecting salary expenditures
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the total number of teachers frdMptoN,, . In  dent-teacher ratios remain constant, the net
the case where=1,S,, equals the salarybudgetary effect of these trends depends upon
for starting teachers. Whesr1, S,  is a @ complex interplay of the initial experience

weighted average of the salaries in the firstdistribution of teachers, quitrates and the sal-
steps of the salary schedule. The weights d&Y schedule in each district. The remainder

pend upon the number of “expanders” at ea@rﬁ the paper explores how these relationships

step, either teachers hired to increase the to Y ou.t in New York school districts during
. the period 1987-88 to 2003-04.
number of teachers or to replace hired expand-

ers who quit. Data and Method

Consider case A discussed above with the The New York state teacher-level data
modification that the total number of teachergsed in this study have been extracted from
increases by 1 percent per year. It can be shothe Basic Educational Data System (BEDS).
that the salary expense 10 years out assothe BEDS is an annual census of public
ated with the expanders equals approximatedghool personnel, and provides a snapshot of
seven percent of the total salary expenditutmographic characteristics, assignments and
in the initial period. As discussed above, thealaries of teaching and non-teaching staff.
“aging” of the initial distribution of teachersFiles for the 8 years, 1987—-88 through 1994—
would result in salary expenditures 10 yea®5, are employed to examine actual behavior
out being lower by approximately 10 percenhistorically. Using estimated quit rates, the
In this example, the annual salary savings a@xperience distribution is extrapolated to the
sociated with the retirement of the boomer cgrear 2005. In a typical year, the file contains
hort would more than offset the annual expensiata for each of about 200,000 teachers.
of increasing the number of teachers for a num-
ber of years. To estimate quitting behavior for extrapo-

lation of the dataset, the files are merged by

The above examples help clarify the charschool district and individual, a quit being in-
nels through which current trends in studemnlicated if the individual is not present for 3
enrollment and teacher retirement could affestibsequent years. A quit function by the level
school budgets. If the salary schedule and stwf-experience in the district is then estimated

Figure 9.—Simulated changes in average salary: Cases A and B
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Figure 10.—Alternative salary schedule
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for the years 1987—88 through 1991-92, agrate salaries in the extrapolation beyond
gregated into seven major location group4:994-95, two salary schedules are estimated
New York City, Rochester, Syracuse, Buffalofor each district: one based on the years 1993—
and Yonkers (the large cities), small city an@5 and a second for the years 1987-89. The
suburban districts, and rural districts. Thereation of the 1993-95 schedule is illustra-
functions are then averaged and smoothéige: starting with 692 major districts from
where necessary using moving averages. A894-95, 141 have been set aside due to ex-
teachers quit and enrollments change, newessive missing values for salary, 70 districts
teachers are hired into the extrapolated dibave been removed due to too few teachers
tricts. To estimate these extrapolated salari¢fewer than 30); and 6 districts are not suit-
it is necessary to estimate the total teachirple for our salary regression model (below)
experience outside the district for newly hiredue to inadequate distribution of experience
teachers. This is done, again by major locéevels or college degrees among the teachers,
tion group, and averaged over the 8 years lgfaving 475 suitable districts. The 141 dis-
data. For reasons of consistency of the datects with missing salary information are then
33 school districts involved in mergers or corexamined using 1993-94 data. Of these, 41
solidations between 1987 and 1995 have bedistricts still had missing salaries, 5 have less
dropped from the study. To project the nunthan 30 teachers, and 2 suffer problems with
ber of teachers beyond the year 1994-95, nexxperience and/or degrees, adding 93 more
essary in order to calculate the rate of hiringuitable districts to the first batch, and result-
of new teachers, student enrollment projedag in a total of 568 usable districts. A regres-
tions are employed (New York State Educasion model of the salary schedule is estimated
tion Department, 1994). These growth rateby district in a manner similar to that employed
by county, are applied to the teaching staffs Lankford and Wyckoff (1997). The salary
of districts in the respective counties, thus instructure is fit to a piecewise-linear function
plicitly holding teacher-student ratios conof in-district experience, with adjustments for
stant. highest degree obtained (the data limited the
estimation to BA plus 30 credits; MA; and MA
In order to control for changing salary+ 30) and for out-of-district experience. The
schedules, including the effects of price inkink points are setat 5, 10, 15, 20, and 25 years
flation, in the historical record, and to estiof experience, with a constant salary forced
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above 25 years. For example, the New Yofke original workforce, including replacement
City school district in 1994-95 yields the folof retiring teachers with new teachers, and a
lowing: base salaries of $28,319, $29,598 aggmponent attributable to increased enroll-
$34,009 for BA+30, MA, and MA+30 de-ment. As described above, the salary expense
grees, respectively; plus $960 for each yesributable to the aging of the workforce de-
of experience up to 5 years (the first yegends on the interaction of teacher quit rates,
counts as 1 year of experience); plus $1,2(f{¢ teacher experience distribution and the
for each additional year up to 10 years; pldalary schedule. On average, teacher quit rates
$918 per year up to 15; plus $759 per year gfer the 20-35 year experience range are rela-
to 20; plus $454 per year up to 25 years; afigely low (see figure 11), and the teacher ex-
finally an additional $550 for each year of prigserience distribution moves a significant num-
experience teaching outside of the district. ber of teachers through re|ative|y Steep por-
tions of the salary schedule. Although the baby
To control for the effects on district schodhoom cohort largely works its way through
budgets of changing salary schedules, in @fe system by 2003-04 (see figure 12), these

der to better view the effects of the changingtirements do not result in substantial salary
distribution of experience, a fixed district sakavings in most districts.

ary schedule is used to estimate the teaching
budget for each of the years 1987-95. To con- |n fact, over the 1987—88 to 199495 pe-

trol for the changing number of teachers, fibd, the aging of the original workforce re-
order to ask what might have happened to t§its in an increase in salary expense in the
budget were the number unchanged, the nevfiédian district of about one half percent per
hired and returning teachers are apportionggar (see the “without early retirement incen-
to the category of “replacer” or “expanderive” columns of table 2). A district at the
according to the number of teachers leavingth percentile of salary growth saves about
the district. The full-time-equivalent (FTEbne half percent per year, while districts at
of each entrant is divided proportionately ithe 90th percentile actually see their salaries
this way. A leaving “expander” was alwaygrow by more than 1 percent per year. Once
replaced by another “expander.” the enrollment growth that occurred over this
period (see figure 1) is included, the total ef-
To extrapolate school budgets from 1994ect on teacher salary expense is 1.7 percent
95 out to 2003-04, average quit rates are @ year in the median district. Salary savings
plied to each teacher FTE. Growth rates a§g occur over the 1994-95 to 2003—04 pe-
used to calculate the FTE deficit to be magigd, although they are quite modest. We es-
up of created new hires with average charagnate that the median district has its teacher
teristics. New FTEs are apportioned betwegBlary budget reduced by about one half per-
those replacing quits and those expanding tnt per year, or slightly more than 6 percent
number of teachers. Thus the effect of expasver the period. This result is very similar to
sion of the teaching staff can be separated frgiat implied by Case B in figure 10. Districts
changing distribution of experience on the bugt the 10th percentile experience savings of
get, as in the historical analysis. Again, a cofiore than 1.2 percent per year, which over
stant salary structure is used to estimate sal@e 9 year period amounts to significant sav-
ries over time. ings. However, few districts find themselves
in this situation. When the enrollment growth
Teacher Salary Expense in New is accounted for, the median district has a sal-
York Districts ary expense that increases only marginally

over the next 9 years.
We have divided teacher salary expense

into a component attributable to the aging of
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Figure 11.—New York teacher quit rates, by years of teaching experience
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SOURCE: Based on calculations by authors using New York State Education Department Personnel
Master File (NYSED PMF) data.

Figure 12.—New York teacher experience distribution

12 4

Percentage of teachers

Years of teaching experience

SOURCE: Simulation by authors.

How might these results be altered if disetirement decisions and how early retirement
tricts were to offer early retirement incentiveicentives would affect retirement decisions.
to teachers? Would such incentives entic@ur data do not support such a model and there
teachers near retirement, who otherwise wollds been very little research that has devel-
have continued to teach, to retire in sufficiemtped such model8. We can explore these
numbers to provide meaningful salary savingsfects by making some reasonable assump-
to districts? This is a complicated questiotions about the effect of early retirement in-
that requires a behavioral model of teacheentives on teacher quit behavior.

12 Grissmer, Eisenman, and Taylor (1995) examine early retirement incentive plans for the military. They develop models to
target retirement among specific age cohorts. It is analysis of this sort that is missing for teachers. Their workhstiggests t
such plans are effective cost management tools for the military.
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Table 2.—Annual average growth rates in New York teacher salary expense &
Without early retirement incentive With early retirement incentive?
Original workforce Original workforce
replacement Total effect replacement Total effect
1988 to 1995
Median 0.49 1.76 — —
10th percentile -0.42 -0.48 — —
90th percentile 1.25 3.98 — —
1995 to 2000
Median -0.45 0.54 -1.18 -0.16
10th percentile -1.32 -0.83 -2.61 -2.10
90th percentile 0.27 1.81 -0.22 1.30
1995 to 2004
Median -0.49 0.11 -0.49 0.09
10th percentile -1.21 -1.15 -1.29 -1.12
90th percentile 0.09 1.37 0.09 1.38
— Not applicable.
1 Employs the 1987-88 salary schedule.
2Increase the quit rates for teachers with at least 25 years of experience by 25 percent for the 1995-96
year only.
SOURCE: Based on simulation by authors.

New York school districts have offeredwith a plan that has the effect of increasing
early retirement plans in 4 of the 6 years fromuit rates for teachers with at least 25 years
1991 to 1996. The plans work as followsof experience by 25 percent, but only for the
Teachers who are at least 50 years old ad895-96 year. As shown in table 2, the effect
have 10 years of experience are provided withf such a plan on district salary expense is
an extra month of service toward retiremennodest. Over the first 5 years, the median
benefits for each year of actual service conannual growth in total salary expense is esti-
pleted, up to 36 months of extra experiencenated to be about 0.7 percent lower (from 0.54
Thus, a teacher with 24 years of experiende -0.16) with the early retirement incentive
could retire under the early retirement incerthan without it. Most of these savings accrue
tive with benefits comparable to someone witin the first few years. For cash strapped dis-
26 years of experience retiring without the intricts these savings may be important, although
centive. During years with early retiremenbur calculations do not include the increase
incentive plans, the incidence of retiremenh retirement payments resulting from the
among those who were eligible was about darly retirement plan. The effects of early re-
percent greater than in years without early réirement plans on district salary expense is an
tirement incentive plans (an increase from 14ifnportant issue that deserves additional re-
to 15.1 percent). These effects may be somsearch attention.
what muted because plans were offered four
times in 6 years and the plans do not have lar@onclusion
incentives.

The results of this research surprise us.

To provide some sense of the effect of inWe had expected that the retirement of most
centive plans on salary savings we experimeaf the teachers hired in the late 1960s and early
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1970s would yield considerable savings iNork, there is good reason to believe that the
many districts, and would offset the additionaksults generalize to many other places. First,
expense of enrollment increases. Instead there noted in the introduction, trends in New
seems, at best, to be only modest savings frofork are similar to those in many other areas
retirements. The simulations that examine thg the country. Enrollment growth in New
interplay of quit rates, experience distribuyork is very similar to that occurring on aver-
tions, and salary schedules illustrate why sagge throughout the counti. In addition, we
ings can be very illusive. They also show thatpect that the New York salary schedule and
relatively small changes in quit rates, espexperience distribution are similar to those
cially in the high experience tail of the distrifound elsewhere. Quit rates, conditioned on
bution, can change salary savings substagxperience, may also be similar. Second, the
tially. This would suggest that early retiresimulations suggest that under a broad range
ment incentive policies can be effective if circumstances sizable salary savings due to
delivering salary savings. Even though beetirements are unlikely.

yond the scope of this research, it would be

informative to explore the determinants of quit ~ As a result, we are now convinced of the
behavior and, in particular, the effects thaiccuracy of the projections that enroliment
steepness of salary schedules, the chang@wth will continue to be a source of fiscal
pool of individuals drawn into teaching, repressure on many school districts. It is likely
tirement plans, and early retirement incentivhat in most cases savings from the retirement
policies have on teacher quit rates. of an aging teacher workforce will be very

small.
Even though actual data employed in this
paper comes from school districts in New

13 Clearly there are many districts in the south and west that are experiencing enroliment growth at a substantially faster pace
than that in New York.
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Introduction

Throughout the 1980s and early 1990§iscal constraint in the past as a way of gain-
many school districts were less fiscally coning insight into how they might respond in the
strained than they are likely to be in the fututure.
ture. Many state governments responded to
the 1983 reportA Nation at Riskby provid- This question can be addressed in various
ing substantial additional resources to locatays. One approach is to use a panel data set
schools to improve education. In addition, thier districts in a specific state to look at how
1980s expansion of the economy made it paszhool districts have responded over time to
sible for districts to raise additional funds fronvarious pressures such as increasing enroll-
local sources, and declines in student enrothents, the growth in students requiring spe-
ment meant that per pupil spending could risgal education, or cutbacks in aid. A recent
even in districts where spending was not ippaper by Hamilton Lankford and James
creased. The situation in the early 1990s aldyckoff (1996) provides an excellent example
the outlook for the future are less sanguinef this approach. Using a rich data set for 693
Projections of increasing enroliment, lesdistricts in New York state covering the pe-
rapid growth in the economy, and increasingod 1960 to 1993, they found that a substan-
competition for funds at the state and locaial fraction of the increase in education spend-
level mean that school districts are likely ting was allocated to special education. In ad-
experience significantly more fiscal pressurdition, they discovered that districts adjusted
in the future than they have in the recent pagieir administrative spending asymmetrically

in response to changes in resources: districts

Given the outlook for more fiscal con-increased administrative spending more in re-
straint, it would be useful to know somethingponse to an increase in resources than they
about how districts typically respond to fiscatlecreased administrative spending in response
constraint. Hence the purpose of this papert®a reduction in resources. Moreover, because
to determine how districts have responded tankford and Wyckoff were in effect model-
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... My research
strategy is to use
cross sectional
data at one point
in time . . . to
develop a
measure of the
fiscal condition
of each district
and . . . to
examine the
choices made by
school districts
that face differing
degrees of fiscal

pressure.

ing changes in budget allocations, they werdkiced the growth in total education spending
able to use their estimated parameters lby about 3 percent and spending per pupil by
project how New York school districts wereabout 2.5 percent. Interestingly, however, they
likely to respond to future changes in fiscalbund no statistically significant evidence of
pressures. As is evident from their study, theny reduced growth in instructional spending.
use of a panel data set is clearly essential fbius, in the face of binding tax limits school
examining the short run dynamic responses districts appear to have tried to preserve the
districts to fiscal pressure. growth of instructional spending.

A second approach is illustrated in a re- In this paper, | develop a third approach,
cent paper by David Figlio (1996). He usedne with its own strengths and weaknesses.
data from the Schools and Staffing Surve®ne of my initial goals was to develop a meth-
(SASS) to examine how local tax limitatiorodology that could be used for a large num-
measures affected school inputs and sorber of states using the Common Core of Data
school outputs. Because property taxes gd€CD) generated by the National Center for
count for almost all the tax revenue of locgEducation Statistics (NCES). Because the
school districts, statewide constitutionaCCD information on finances is available only
amendments or statutory requirements thfar the fiscal years 1990, 1991, and 1992, it
limit the local property tax can directly affecdoes not represent a long enough panel to ex-
the ability of local school districts to raiseamine the short run dynamics of school dis-
money for education. Exploiting the fact thatrict responses over time. Instead, the data
not all states have such limitation measureare better suited for cross sectional analysis.
Figlio found that such limitations were assoHence, my research strategy is to use cross
ciated with larger classes, shorter instructionaéctional data at one point in time first to de-
periods, lower starting salaries for teachergelop a measure of the fiscal condition of each
and lower lifetime discounted teacher salariedistrict and second to examine the choices
Figlio’s use of the SASS data represents amade by school districts that face differing
innovative approach for examining the impaategrees of fiscal pressure. This strategy sheds
of tax limitations. It also represents a creativao light on how districts are likely to respond
way to examine how districts respond to fisn a short run, dynamic sense to changes in
cal constraint, an approach that is marred ortlyeir fiscal constraints. Any predictions from
by the observation that until one does the analjris analysis about responsesctmngesin
sis, one cannot be sure that the limitations acenstraints must be made with caution. At
binding and that, therefore, the districts angest, the cross sectional results reported be-
constrained. low apply to the effects of changes in fiscal

constraints that are in place for a period of

In the same spirit, Dye and McGuirdime long enough for districts to fully adjust.
(1996) examined the effects of property tax
limits on school districts in the Chicago met-  In section |, | explain and present my pre-
ropolitan area. Building on the observatioferred measure of a district’s fiscal condition
that not all school districts in the relevant courand in section Il show how | implemented it
ties were subject to property tax limits, Dydor Texas. Unfortunately, the measure can-
and McGuire found that property tax limits renot be estimated based on the CCD data alone.

! In the same vein, other researchers have examined the dynamic responses to fiscal constraints in specific districts. For
example, see Hess (1991) for an examination of staff cuts during the fiscal crisis of the Chicago School System in the early
1980s. Hess reports that in response to the fiscal crisis, employees with student contact (such as classroom tead)ers and aide
were cut 18 percent, administrative and technical personnel were cut 14 percent, and support staff (including clerical and
maintenance personnel) were cut 17 percent (p. 24, table 1.3). Interestingly, the relatively large cut in personnehwith stude
contact occurred not in the subcategories of teachers and educational support staff but rather in the category of teacher aides
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Hence, | had to turn to state-specific data. sthool districts rely almost exclusively on
section Ill, | examine the choices made kyroperty taxes, this approach would focus only
Texas school districts in response to their difh the base of the property tax and would cal-
fering fiscal conditions. These choices are otilate how much revenue the district would
three types: those relating to the allocation génerate per pupil if it taxed that base at an
the budget among spending categories, theerage rate. Implicit in this approach is the
pattern of staffing, and the quality of the edwalue judgement that the appropriate way to
cational environment as measured, for e&aehieve comparability across districts is to ask
ample, by the ratio of pupils to teachers. Daledw much revenue they each would generate
about these choices come both from state-sfghey had a similar tax rate.

cific sources and from the CCD. In section

IV, | look at comparable choices made by the A second, and conceptually more satisfy-
New York Districts based on the CCD datang, approach would start with the income of

alone. the district’s residents and ask how much rev-

enue the district could generate if it imposed
Measuring a District’s Fiscal an average tax burden on its residents (de-. . The fiscal
Condition fined as taxes collected from residents as a PO ndition of a

portion of their income), taking into account

By the fiscal condition of a school disthat the taxes from residents would be aunghOOl district . . .
trict, I am referring to the gap between mented by tax revenue from nonresidents, . gap between
district's capacity to raise revenue for educitonresidents bear part of the burden of the —
tion and its expenditure need, where both caroperty tax either because they own properfy district’s
pacity and need reflect factors outside tlie the district or because the burden of part Qfapacity to raise
immediate control of local school officialghe tax is shifted to them in the form of higher
(see Ladd and Yinger, 1991 for the developrices, lower wages, or lower returns to cap?
ment of this approach and its application tal. In contrast to the first approach, this seeducation and its
major U.S. C|t|'es.). The idea is to devglop md .approach e}chleveg cgmpargblllty acro?ﬁ%{penditure need
measure that is independent of the districthstricts by treating all districts as if they were
specific spending and taxing decisions but thatlling to impose the same tax burden on dis-- -
accurately reflects the fiscal constraints it facésct residents.
in making those decisions. In contrast to sim-
pler measures of fiscal condition that typi- Although the second approach is concep-
cally focus exclusively on a district’s capactually more appealing than the first approach,
ity to raise revenue, this measure also incat4s difficult to implement. Not only does it
porates the fact that some districts must spemdjuire information on the composition of the
more money per student than others to attdax base in each district, but it also requires
a given level of educational services. that estimates be made about how much of the

tax burden on each type of property is shifted

As | described in an earlier article, (Ladtb nonresidents. Therefore, in this study, | rely
1994), a jurisdiction’s revenue-raising capaexclusively on the tax base approach. Fortu-
ity and its expenditure need can each be meately, the two measures are often highly cor-
sured in two ways. The primary componemélated. For Minnesota cities, for example,
of a jurisdiction’s revenue-raising capacity ikadd, Reschovsky, and Yinger (1991) found
the amount of revenue it could reasonably ligat the correlation was 0.92. However, for
expected to generate from local taxes. TiNew York the correlation is only 0.7
simplest approach to measuring that capac{@uncombe and Yinger, 1995). Nonetheless,
is as a weighted average of the jurisdictionfgacticality argues in favor of the tax base ap-
tax bases, where the weights are state-wipmach. Because even the more limited data
average tax rates for each base. Becauwegquirements for this approach are not metin

evenue for
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the CCD given that the data base includes no One approach to measuring educational
information on the size of the property tax basegsts by district would be to combine mea-
| must rely on state-generated data for at leastres of appropriately-measured differences
part of the information needed to implemenih the costs of teachers and other inputs with
this measure of capacity. Note, in additiorgstimates of the differential costs associated
that revenue-raising capacity has a secomdth educating different types of students,
component, namely, revenue in the form auch as those with learning disabilities or those
federal or state aid. Hence, the amount of imth limited proficiency in English. Note that
tergovernmental aid received by a district mubbth parts are needed. A resource cost index
be added to the measure of own-source capatene of the type developed for teachers, for
ity to get a complete picture of a district's caexample, by Jay Chambers would not be suf-
pacity to generate revenue. ficient2 Even if Chambers’ measure were ex-
tended to include the cost of inputs other than
With respect to expenditure need, the tas&achers, it would be necessary to supplement
is to determine how much it would cost peit. The cost index for teachers indicates the
expenditure need, pupil for a district to provide an average levalifferential costs of hiring a teacher, but does
of services to its students, given that the costet incorporate the fact that more teachers
‘ of educational inputs vary across districts anday be needed to educate certain groups of
determine how some types of students are more costly to edzthildren. Thus, at a minimum the resource
much it would cate than others. Two approaches are avaibst index would need to be supplemented
_ able. With either approach, the goal is to meaith a measure of the differential costs of edu-
cost per pupil for  gyre differences in costs that reflect only thosmting different groups of students. However,
a district to factors outside the control of local school ofthis approach is problematic because of the
ficials. For example, consider a district thead hocnature of most of these cost estimétes.
pays above-average salaries to its teachers.
average level of Whether these high salaries translate into A second approach to measuring
above-average costs as defined here, and cimterdistrict variation in the costs of provid-
sequently into high need, depends on the reag an average level of education services is
students . . . son the salaries are high. If they reflect thte estimate them from an equation explaining
district’s decision to recruit high quality teachthe variation in per pupil spending across dis-
ers or its inability to bargain effectively withtricts. Provided that the equation controls for
the teacher’s union, then the high salaries afee other major determinants of spending dif-
under the district’s control and not part of théerences, such as those associated with wealth
constraints it faces. However, to the exteulifferences across districts, the coefficients
that the high salaries reflect an above-average “cost factors” can be used to develop a
local cost of living which forces the district tocost index for each district. This second strat-
pay more simply to attract teachers, then tlegy is the one | pursue in this study. For Texas,
high salaries are outside the control of schobhave implemented the strategy with data gen-
officials and are appropriately included. erated by the Texas Education Agency. For
New York, | relied on cost estimates produced
by Duncombe and Yinger (1995).

With respect to

the task is to

provide an

services to its

2 The teacher cost index developed by Jay Chambers uses a hedonic wage model to determine what each district would have to
pay for teachers with similar characteristics given the factors outside the district’s control (Chambers and Fowler, 1995).
These factors include the tightness in the labor market for teachers, the local cost of living, and the amenities (aded)samenit
of the local region.

3 See, for example, the discussion of adjusting for student needs in NCES (19952d fAibenature of the student-need
adjustments used in New York state’s school aid formula is documented in a recent study of cost differentials in New York
(Duncombe, Ruggiero, and Yinger, 1996).
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Fiscal Condition of Texas of property per pupil, the percentage of the tax
School Districts base that is residential, the average number of
pupils per household, personal income in the
Table 1 provides the spending equatiodgistrict per pupil, federal and state aid per pu-
from which the cost indexes and expenditungl, and transportation costs per pupil. The
need estimates were calculated for Texassidential share of the tax base represents a
school districts. Most of the data used to estitax price” variable, in that the higher is the
mate the equation came from the Texas Acshare, the higher is the share paid directly by
demic Excellence Indicator System (AEIS)esidents. Because a higher price typically
not from the CCD. The equation is based daads to lower demand, the sign is expected to
993 districts, all of which go through the 12tlbe negative. All of the variables come in with
grade. Following Ladd and Yinger (1991)the expected signs and, with the exception of
the equation models district spending per pthe percentage of the tax base that is residen-
pil as a function of demand and preferendel, all are statistically significant at standard
variables, and a set of cost factors. Althoudbvels.
the effects of the cost factors are of most in-
terest, other variables representing the local Of more direct interest are the eight cost
demand for education services must be ifactors, all of which represent characteristics
cluded in the equation as control variablesf the district that may affect the per pupil costs
The first seven variables in table 1 are included educating students. These variables include
for that reason. They are: the market valuke percentages of students who are in special

Table 1.—Expenditure equation used to estimate the cost index for Texas school
districts (Dependent variable: log per pupil spending)

Coefficient t-statistic
Cost variables
Property tax base per pupil (log) 0.162 12.50
Income per pupil (log) 0.079 4.09
Residential percent of tax base (log) -0.011 -1.50
Students per household (log) 0.172 8.70
Federal revenue per pupil (log) 0.081 9.28
State revenue per pupil (log) 0.033 3.72
Transportation costs per pupil (log) 0.018 3.58
Cost factors
Special education students as a percent of all students 0.003 3.12
Limited English speaking students as a percent of all students 0.002 4.13
Economically disadvantaged students as a percent of all students 0.002 5.77
Secondary students as a percent of all students 0.004 7.91
Student enrollment (log) -0.335 -15.95
Student enroliment squared (log) 0.018 13.66
Cost of living (log)* 0.194 1.26
Rural - 1 if district is rural, O otherwise -0.002 -0.21
Constant 5.283 7.13
Number of observations 993
Adjusted R? 0.77
* Based on 1991 study by McMahon and Chang, as reported in NCES, 1995, Disparities in Public
School District Spending, 1989-90. 95-300, Washington, DC.
SOURCE: Except as noted, the data are from the Texas Academic Excellence Indicator System.
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education programs, have limited English prdion across districts in the simulated expendi-
ficiency, are economically disadvantaged, andre represents variation only in the cost fac-
are in secondary school; the logarithm of stwers, that is, in characteristics of each district
dent enrollment and its square; a cost-of-lithat are outside the immediate control of
ing index; and an indicator variable that reschool officials and that are likely to affect
flects whether or not the district is in a ruradhow much it has to spend to provide a given
area. Higher percentages of each of the spegirality of education. Dividing a district’s
fied categories of students are likely to raisemulated spending by average per pupil
the per pupil cost of education and, as indspending generates an index of costs for each
cated by the positive coefficients, do so in atlistrict in which the district with average costs
cases. The negative coefficient on the studdrds a cost index equal to 1. Anindex above 1
enrollment variable and the positive coefficierihdicates that a district must spend more than
on the squared term indicate the presencetbé typical district to purchase a given level
economies of scale up to an enroliment @f educational outcomes. An index below 1
about 11,000 students beyond which costs pgadicates that the district has an advantage
.. . The variation Student begin to rise. relative to other districts in that the cost of
providing a given package of education ser-
The cost-of-living index serves as a proxyices to its students is below the state aver-
the simulated forthe costs of educational inputs; in areas witige. A district's expenditure need is then cal-
a higher cost of living, school districts have toulated as state-wide average per pupil spend-
pay more to attract teachers and to purchasg adjusted by the district’s cost index.
represents  supplies. This index distinguishes between
costs only in the major metropolitan areas and The fiscal condition of each district is de-
. the nonmetropolitan areés. In contrast to fined as:
in the cost many other states, the variation across Texas
factors ... school districts is not very great, which prob- FC = (RRC- EN)/RRC
ably accounts for the variable’s statistical in-
significance. Although the ruralindicator vari- ~ where RRC is the district’s capacity to
able is not significant, it has been included fomise revenue (including local taxes and in-
completeness given that many people belietergovernmental aid) and EM the district’s
that rural areas face special educational chakpenditure need, both of which are measured
lenges. per pupil. Fiscal condition greater than zero
implies that the district has sufficient revenue-
From this spending equation, a cost inderaising potential to meet its expenditure need,
was constructed for each district using the folvhere both are measured relative not to an
lowing procedure. The per pupil expenditurabsolute standard but rather relative to other
of each district was simulated based on the afistricts within the state. A negative value
sumption that the district had average valuésdicates that the district has a large expendi-
of all the control variables, but its actual valture need relative to its capacity to raise rev-
ues for all the cost factors. Hence, the varianue and, hence, is in relatively poor fiscal

across districts in

expenditure

variation only

4 The cost-of-living indexes were produced by McMahon and Chang (1991) and reported in NCES (1995), Appendix D. In
place of the cost-of-living index, | could have used Chamber’s cost index for teachers (see footnote 2). The cost-of-living
index has two small advantages over Chamber’s teacher-cost-index. First, it is relevant for the costs of all inputs, not just
teachers, and second, as Chambers acknowledges, the teacher-cost-index may be slightly biased given that the hedonic wage
equation from which it is derived does not fully control for teacher quality. One potential disadvantage of the cost-of-living
index, namely that it does not account for the effect on salaries of variation across districts in the characterisgéosspf stud
does not apply in this case since student characteristics are also included in the spending equation reported in table 1. This
means that the cost-of-living index—or the Chambers teacher-cost-index if that were used—picks up the effects on spending
only of the differing costs of inputs and that the variables that characterize the students, such as the percent with limited
proficiency in English, pick up the effect of such students both on the salaries of teachers and on the quantity of ssich teache
who are hired.

44  Selected Papers in School Finance, 1996



condition. The more negative is the index thoreover, what matters for the subsequent
greater is the fiscal pressure faced by the dmnalysis is not so much the specific value of a
trict. The index has a straightforward interdistrict’s fiscal condition as the condition of
pretation. For example, a negative index valwme district relative to another.
of -0.20 indicates that the district would need
a boost in its per pupil revenues of 20 percent Table 2 presents descriptive information
to meet its expenditure need. Conversely,by districts grouped into quintiles by fiscal con-
positive index value of +0.20 indicates the digdition. As shown in the first column, the aver-
trict could raise 20 percent more revenue age index of fiscal condition ranges from -.08
the average tax rate than it would need to meet0.31 across the five categories. The rev-
its expenditure need, and hence has the agmue shares and spending measures are cal-
tion of setting a lower tax rate or of provideulated from both state-specific AEIS data and
ing an above-average quality of educationdata from the CCD. As can be seen, the two
data sources provide comparable information.
The index of fiscal condition ranges froniThe table indicates that the districts in the
-0.31 to +0.93 across the 993 Texas districtstrongest fiscal condition receive a substan-
with a mean of 0.07 and a standard deviatidially larger share of their revenue from local
of 0.15° To reiterate, the fiscal condition meataxes than do districts in poorer fiscal condi-
sure should be interpreted strictly in state-spgen and that their share of revenue from the
cific terms: capacity to provide what is deemestate government is correspondingly lower.
an average quality of education in Texas couldespite the fact that, by construction, addi-
be deemed inadequate for a district in anothiéonal intergovernmental aid adds to a district’s
state in which average spending, and presugapacity to raise revenue, it is the capacity to
ably, the quality of education were higheraise revenue from local sources that distin-

Table 2.—Sources of revenue and spending levels by categories of fiscal condition
(Texas school districts)
Categories of Average spending
fiscal condition Average Average share of revenue?! per pupil*(in dollars)
(observations) fiscal condition Local State  Federal Unadjusted? Adjusted®
| - Poorest -0.082 0.417 0.519 0.064 $4,252 $4,324
(198) 0.416 0.512 0.072 4,283 4,338
Il - Poor -0.002 0.412 0.517 0.071 4,367 4,544
(199) 0.407 0.517 0.076 4,327 4,493
Ill - Average 0.049 0.359 0.568 0.074 4,652 4,705
(199) 0.356 0.563 0.081 4,537 4,588
IV - Good 0.100 0.412 0.512 0.076 4,970 4,953
(199) 0.413 0.506 0.081 4,695 4,685
V - Best 0.309 0.602 0.333 0.065 6,221 5,806
(198) 0.594 0.339 0.066 5,942 5,562
* First entry in each cell is based on Academic Excellence Indicator System (AEIS) data. Second entry is
based on Common Core of Data (CCD) data.
2 Current spending per pupil not adjusted for estimated cost differences.
3 Current spending per pupil deflated by estimated cost differences.
SOURCE: Based on data from the CCD and the Texas AEIS.

5 Note that | could easily have normalized the index to have a mean of zero, but saw no compelling reason to do so. tThe fact tha
the mean is not zero simply reflects that some districts have disproportionately large tax bases.
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guishes the districts with the strongest fisc#il at fiscal responses to each component
condition from those facing more fiscal presseparately. Instead, it captures all their effects
sure. The final two columns report average a single variable, fiscal condition.
spending per pupil, adjusted and unadjusted

for cost differences. Based on the CCD data My empirical strategy is straightforward.
(the second entries in each cell), average uRAe idea is to see how budget shares or staff-
adjusted spending varies from about $4280 peg patterns are affected by a district’s fiscal
pupil to $5940 per pupil. After adjusting forcondition, controlling for other obvious de-
the costs, using the cost index described eterminants of such patterns. Thus, the depen-
lier, per pupil spending ranges from $4320 tdent variable in most of the equations is a vari-
about $5560. This smaller range reflects thable such as the proportion of the operating
fact that the costs in Texas of providing a giveoudget allocated to instruction, or the share
quality of education services tend to be highef the staff working in administration. The
in the districts in good fiscal condition than inmain explanatory variable is the district’s fis-

those in poor fiscal condition. cal condition, which is included in both its
linear and squared form to allow its effects to
My empirical To summarize, as measured here, kee nonlinear. All equations also include four

district’s fiscal condition is intended to repreether control variables: student enrollment
sent the fiscal constraint under which the digand its square), personal income per pupil,
see how budget trict operates, relative to that in other districtsnd the fraction of students from economically
On average, stronger fiscal condition is assdisadvantaged households. These variables
ciated with higher cost-adjusted per pupdre included to control for the fact that bud-
patterns are  spending on education and presumably, to beet and staffing decisions are likely to be in-
affected by a ter educational outcomes. fluenced by the number of students in the dis-
trict, the preferences of the district’s taxpay-
Effects of Fiscal Constraint on  ers (as proxied by personal income), and the
condition . . . Decisions of Texas School need for special programs as proxied by stu-
Districts dents from economically disadvantaged
households. For example, to the extent that
Armed with this measure of fiscal condithere are economies of scale in administra-
tion, we are now in a position to look at howive expenditures, we would expect the share
fiscal condition affects the school district budef spending on administration to be smaller
get allocation and staffing decisions in Texa# large school districts than in small districts.
using both AEIS data and the CCD. The |dA/hile the specific choice of control variables
cally generated AEIS data set is useful for iis somewhat arbitrary, it is important that a
richness. The CCD data are advantageousr@asonable set be included so as to isolate the
that results based on that nationally producéttdependent effects of fiscal condition.
data set can be directly compared across states.
Reported in the tables are three summary
The analysis is designed to shed light ameasures of how fiscal condition affects bud-
how school districts have adjusted to differget and staffing patterns. (Full equations are
ences in their fiscal condition associated witavailable from the author.) The first is the
any one of a variety of causes outside the camarginal effect of fiscal condition, calculated
trol of local school officials, such as differ-at the mean value of fiscal condition. The
ences in the amount of intergovernmental a@her two measures indicate the differences
they receive, differences in the value of thein the budget or staffing shares associated with
property tax wealth, and differences in the pralifferences from the mean of one standard de-
portions of high-cost students they serve. Thigation in either direction. The more nonlin-
research strategy is not designed to look in dear is the estimated equation, the more these

strategy is ... to

shares or staffing

district’s fiscal
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final two measures of impact differ. The eninterest. A positive entry in this column indi-
tries in the final column are of most interestates that a constrained district spends a larger
in that they indicate the impact on budgethare on the indicated category. A negative
shares of fiscal constraint, where a fiscallgntry indicates that it spends a smaller share.
constrained district is defined to be one that
has a fiscal condition index that is one stan- Itis worth emphasizing once again that the
dard deviation below the average. estimated impacts come from a cross sectional
model and at best, reflect long run responses

Given that most of the dependent varito changes in fiscal condition that are antici-
ables are expressed as proportions or shapaged to continue for a long period of time. In
of the total, one must be careful in interprethe short run, the existence of long-term con-
ing the results. First, consider a finding thdtacts and various types of political pressures
fiscal condition has no measurable impact omay make school districts respond differently
for example, the share of spending allocatex the short run than in the long run to changes
to administration at the school level. Thi@ their fiscal condition, especially if they ex-
finding does not imply that a district in poompect the change to be temporary. In the short, Fiscally
fiscal condition would spend the sameun, districts may not have much choice in how )
amount on school administration as a districto respond to a deterioration in their fiscal coﬁ:—OnStmlned
in strong fiscal condition. In fact, becausédition; the question in the short run may welllistricts devote
weaker fiscal condition is associated withe not what would they like to cut, but Whatb 1.6
lower per pupil spending on education (as caran they cut? The long run equilibrium naturél out 1.6 percent
per pupii sp g y g q
be seen, for example, by the average speml-the estimates reported here mean that sugtpre of their
ing patterns in table 2), the finding that fiscahort run considerations are not directly rebperating
condition exerts no impact on tlshare of evant.

spending devoted to administration simply budgets to
means that administrative spending woullimpacts on Budget Allocations instruction than
vary across districts in line with the variation

in per pupil spending. Table 3 reports results for a variety of budd© districts with

get categories. Looking first at the categoriesrerage fiscal

Consider first the signs of the estimatedefined by the AEIS, and focusing on the re-
marginal impacts on the shares. They indsults in the final column of the table, we finof
cate the direction of the nonproportional difthat fiscally constrained districts devote about
ferences in the various spending and staffirigé percent more of their operating budgets to
categories associated with differences iniastruction than do districts with average fis-
district’s fiscal condition. As such, they indi-cal condition. This larger share comes at the
cate which categories of spending districesxpense of the shares devoted to instructional
are likely to protect or disproportionately cuadministration (down 4.8 percent), central ad-
as part of their equilibrium response to a longninistration (down 6.1 percent), and plant ser-
run deterioration in their fiscal condition. Thevices (down 2.7 percent). The shares devoted
signs in the following tables should be intetto student support services, campus adminis-
preted as follows. Aoositive marginal im- tration, and “other” do not vary systematically
pact of fiscal condition implies that spendingvith a district’s fiscal condition.
or staffing on the specified category is dis-
proportionately higher in districts in stronger These estimates imply first that fiscally
fiscal condition than in others. Aegative constrained districts try to protect instructional
marginal impact implies that spending or stafspending. However, they are not able to do so
ing on that category is disproportionatelyery effectively in that the small 1.6 percent
lower in districts in strong fiscal condition.increase in the share devoted to instruction ap-
As | noted earlier, the final column is of mosplies to a significantly lower overall operating

ondition.
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districts *

Table 3.—Estimated impact of fiscal condition on budget categories, Texas school

Budget category (mean value)

Marginal effect of
fiscal condition?

Impact of 1 standard
deviation difference

Positive (%) Negative (%)

As a proportion of operating budget (AEIS)

Instruction (0.579) -0.055 -1.4 1.6
Instructional administration (0.011) 0.004 5.6 -4.8
Student support services (0.044) not significant — —
Campus administration (0.054) not significant — —
Central administration (0.080) 0.031 5.5 -6.1
Plant services (0.106) 0.017 1.9 -2.7
Other (0.126) not significant — —
As a proportion of total budget (AEIS)
Operating (0.894) -0.037 -0.7 0.6
Capital outlay (0.056) 0.052 13.9 -14.5
As a proportion of current expenditures (CCD)
Instruction (0.592) -0.059 -1.4 15
Support services (0.328) 0.068 3.0 -3.2
Central administration (0.080) 0.020 3.6 -4.0

Non-instruction (0.080) -0.009 -1.6 1.8
As a proportion of total expenditure (CCD) 2
Capital outlay (0.078)

— Not applicable because of insignificant coefficient.

1 The Academic Excellence Indicator System (AEIS) equations are based on data from FY 1994 and the
Common Core of Data (CCD) data from FY 1992. See appendix for further explanation.

2 Based on coefficients of fiscal condition and fiscal condition squared in a regression equation that also
includes student enrollment, student enroliment squared, personal income per pupil, percent of
students who are economically disadvantaged and a constant. The full equations are available from the
author. The estimated impacts were calculated at the mean value of fiscal condition, 0.07.

not significant — —

w

Capital outlays and total expenditures were both averaged over fiscal years 1990 to 1992. The figures
were all deflated by the Gross National Product (GNP) deflator for structures as reported in the 1996
Economic Report to the President.

SOURCE: Texas AEIS and CCD.

budget. Specifically, a one standard deviatiafistricts have smaller operating budgets and
decline in fiscal condition is associated witlon average devote smaller proportions of these
about a 13 percent decline in the operating buokidget to these administrative categories.
getS Despite its somewhat larger share, p&ome observers might be tempted to conclude
pupil spending on instruction is about 11 pefrom these estimates that fiscal pressure is a
cent less in the fiscally constrained district tha@asonable way to induce districts to reduce
in the average district. their spending on administration. However,
that conclusion would be simplistic and inap-
Constrained districts also spend less ppropriate. Even if cuts in administration, es-
pupil on central administration and instrucpecially central administration, were deemed
tional administration. In these cases the twaesirable, inducing reductions through cut-
effects move in the same direction: constraindxcks in the resources available to school dis-

6 This estimate comes from an equation in which the operating spending (in logarithmic form and based on the AEIS) is
regressed on fiscal condition, fiscal condition squared, and the four control variables. The equation implies that @ differenc
in fiscal condition of 0.15 (equal to one standard deviation) is associated with a 0.13 difference in operating spending per

pupil.
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tricts would carry a large cost in the form ofhat includes student support services such as
reduced instructional spending, and, as notgdidance and health; instructional support and
below, larger class sizes. Moreover, it coulibrarians; central administration; school ad-
be the case that the long run equilibrium reninistration; business, operation and plant
sults reported here overstate the short rumaintenance; student transportation services;
changes that are likely to occur in response&émd central expenditure such as information
a deterioration in fiscal condition. As notedervices and data processing. The only sub-
in the introduction, Lankford and Wyckoffcategory for which data were available and
(1996) find that in the short run, school diswhich yielded a statistically significant impact
tricts decrease central administrative expers central administratioh.
ditures less in response to a deterioration in
fiscal pressure than they increase such spend- The results for this subcategory are com-
ing in response to an improvement in their figgarable but somewhat smaller than those based
cal situation. on the CCD data : fiscal constraint leads to a 4
percent reduction in the share which contrasts
The finding that fiscal constraint is assowith a 6.1 percent reduction according to the -
ciated with a lower share for plant service\EIS data. The share devoted to non-instrughat is ﬁscally
that is for maintenance, is consistent with th@nal spending, which includes food services
finding in the next part of the table for capitaind other auxiliary enterprise operations such’
outlays. Like maintenance, capital outlayas bookstores, is slightly negatively related to long period of
(expressed as a proportion of the total buflscal condition. Hence, fiscally constrainecﬁime is likel
get) are positively related to a district’s fiscadlistricts devote slightly larger shares of their '
condition. The estimate implies that the shalmidgets to this category than do other districend up with
of spending that a fiscally constrained district significantly
devotes to capital spending would be about The final section of table 3 reports the in- .
14.5 percent below that in the district wittsignificant relationship between fiscal condi¥V©'S¢ cducational
average fiscal condition. Thus, poor fiscaion and capital outlay based on the CCD datgacilities than
condition imposes a double whammy in thafhis finding is surprising and contrasts quite .
o ) . ther districts.
overall spending is lower and a smaller shasharply with the large impact that emergea
of that spending is devoted to building anftom the AEIS data. | explored two measures
maintaining school facilities than is true foof capital outlay. The first is simply capital
better off districts. Thus, a district that is fiseutlay in 1992 as a share of total expenditures
cally constrained over a long period of time igy 1992. Because capital spending can be
likely to end up with significantly worse edudumpy, the second measure is calculated as the
cational facilities than other districts. average capital outlay relative to spending over
a three year period. The table reports the lat-
A similar picture emerges from the CCLier measure. However, for neither measure did
spending categories reported at the bottom afstatistically significant impact emerge.
table 3. Again, better fiscal condition is asso-
ciated with a decline in the share of the totallmpacts on Staffing Patterns
expenditure allocated to instruction, and an
increase in the share for support services. Sup- As reported in table 4, the findings for
port services in the CCD is a broad categostaffing patterns tell a similar story. As shown

. A district

nstrained over

y to

7 This finding about capital outlays is fully consistent with the findings reported by the NCES in their study of disparities in
education spending (NCES, 1995).

8 The general subcategory called “other” was not available for Texas school districts. This category includes, among other
things, spending on maintenance.

® I have not been able to determine the cause of the different results for the AEIS and the CCD data. The two serieg are not ver
highly correlated which by itself is not too surprising given that the AEIS is for the 1993-94 fiscal year and the laest sing|
year for the CCD is 1991-92. Because fiscal condition best reflects the more recent period, the AEIS estimates are preferred.
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Table 4.—Estimated impact of fiscal condition on staffing patterns, Texas school
districts *

Impact of 1 standard
Marginal effect of iati i
Staff category (mean value) fiscal condition? Positive (%) Negative (%)

As a proportion of professional staff (AEIS)

Teachers (0.857) -0.027 -0.5 0.5
Professional support (0.067) not significant — —
Campus administration (0.045) not significant — —
Central administration (0.031) 0.017 7.7 -8.7
As a proportion of total staff (AEIS)
Professional (0.630) -0.044 -1.0 1.1
Educational aides (0.103) -0.005 -0.6 0.9
Auxiliary staff (0.266) 0.056 2.6 -2.8
As a proportion of total staff (CCD)
Teachers (0.729) not significant — —
Aides (0.142) not significant — —
Special® (0.033) not significant — —
School administration* (0.045) 0.011 3.6 -3.8
District administration® (0.026) 0.008 4.2 -5.0

— Not applicable because of insignificant coefficient.

1 The Academic Excellence Indicator System (AEIS) equations are based on data from FY 1994 and the
Common Core of Data (CCD) data are from FY 1993. See appendix for further explanation.

2 Based on coefficients of fiscal condition and fiscal condition squared in a regression equation that also
includes student enrollment, student enrollment squared, personal income per pupil, percent of
students who are economically disadvantaged, and a constant. See appendix for sample size. The
estimated impacts were calculated at the mean value of fiscal condition, 0.07

3 Includes instructional coordinators, guidance counselors, and library/media specialists.
4 Includes school administration, support staff, and student support staff.

5 Includes local education agency (LEA) administration and support staff.

SOURCE: Texas AEIS and CCD.

in the final column, teachers account for #otal staffs in teaching positions and smaller
slightly larger proportion of the professionaproportions in nonteaching positions.

staff in fiscally constrained districts than in the

typical district while central administration ac- The CCD data yields a relatively compa-
counts for a smaller share. Because teacheable picture. The primary difference is that
account for so much more of the professionfibcal constraint appears to have no observ-
staff, the positive percentage impact on thable impact on the share of the professional
share for teachers is tiny compared to the 8&¥aff employed as teachers, aides, or for spe-
percent reduction in the share of central adial purposes. However, comparable to pre-
ministration. Once again, however, one mustous findings, fiscal constraint is associated
be careful in drawing policy implications:with smaller shares of school administrative
While fiscal constraint reduces the share ataff and district administrative staff. Hence,
central administration, it does so at the cost Bcally constrained districts have dispropor-
reducing the number of teachers. The middimnately fewer support staff to address the
panel indicates that fiscally constrained digange of problems such districts face. They
tricts have slightly higher proportions of theiare clearly caught between a rock and a hard
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place. The only way to maintain the share ébns of teachers with more than 10 years of
administrators would be to reduce the nunexperience. For fiscally constrained districts
ber of teachers, teacher aides, and related p@s shown in the final column), the shares of

sonnel. beginning teachers exceed those of the aver-
age district by 9 percent and their share of ex-
School Quality perienced teachers falls short of the typical dis-

trict by 5.8 percent. Although the empirical

Studies of school quality typically focuslinkage between fiscal condition and teacher
on three measurable school inputs: pupgixperience is quite clear, the implications for
teacher ratios (which are positively correlatestudent learning are less clear. Ferguson and
with, but are not the same thing as, clagsdd’s estimates suggest that these differences
sizé?), the experience of teachers, and the pasight have little effect on student learning. Fi-
graduate education of teachers. The extentrtally, the bottom row of the table summarizes
which these measurable school inputs affettte effects of fiscal condition on several mea-
student performance as measured by testres of the distribution of teachers by their
scores remains in doubt. In a recent papeducational background. For none of the in-
based on Alabama data, Ferguson and Ladidided variables (such as proportion of teach-
(1996) find evidence that smaller class sizests with a master’s degree) did a statistically . . that fiscal
and a greater proportion of teachers with pasignificant coefficient emerge.
graduate degrees positively affect student per-
formance. In contrast we find no evidence The clearest story to emerge from table gudents by
that years of experience matter. Here, | loak that fiscal constraint hurts students by maﬁaking it
at how fiscal condition affects school districtsing it necessary for schools to have larger
decisions about the three types of school inlasses. necessaty for

puts. o schools to have
New York School Districts
As shown in the top section of table 5,

fiscal condition directly affects pupil teacher In contrast to Texas, New York school dis-
ratios. More specifically, better fiscal conditricts spend a lot more money on elementary
tion is associated with lower pupil teacher raand secondary education and exhibit greater
tios. The estimated marginal impacts implyariation across districts. These differences
that fiscally constrained districts are likely tanake New York an interesting state for explor-
have pupil-teacher ratios, and hence claggy the generalizability of the Texas findings
sizes, that are 6-8 percent higher than typiaout how school districts respond to fiscal
districts. The findings in Ferguson and Laddonstraints. Unfortunately, | do not have ac-
(1996) imply that this difference would transeess to the detailed data by district for New
late into weaker student performance. York that | had for Texas and must rely more
heavily on the CCD data.
Table 5 also shows the impact of fiscal
condition on the distribution of teachers in However, missing from the CCD data are
terms of teacher experience. Stronger fiscebme of the key variables needed to estimate a
condition is associated with smaller propodistrict’s revenue-raising capacity and its ex-
tions of beginning teachers and those with @ enditure need. With respect to revenue-rais-
to 10 years of experience and larger propdng capacity, the main missing variable is the

constraint hurts

larger classes.

10 pupil-teacher ratios typically understate average class size since not all teachers spend all of their time in class.thdoreover
concept of an average class size may be misleading to the extent that it includes both very small classes for students with
special needs and potentially much larger classes for regular students. Ideally, it would be preferable to measure class size
from information on teacher files that indicates the class sizes for the regular classes that they teach. See, for example,
Ferguson and Ladd, 1996.
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Table 5.—Estimated impact of fiscal condition on measures of school quality, Texas
school districts !

Impact of 1 standard

Marginal effect of deviation difference
Staff category (mean value) fiscal condition? Positive (%) Negative (%)
Pupils per teacher
AEIS (13.61) -6.89 -7.4 7.8
CCD (13.87) -5.62 -5.9 6.3
Experience of teachers
As a proportion of all teachers (AEIS)
Beginning (0.066) -0.039 -8.4 9.0
1-5 years (0.266) not significant — —
6-10 years (0.197) -0.067 -5.1 5.8
11-20 years (0.309) 0.087 3.9 -4.5
> 20 years (0.162) 0.061 5.4 -5.8
Post-graduate education of teachers not significant — —

— Not applicable because of insignificant coefficient.

1 The Academic Excellence Indicator System (AEIS) equations are based on data from FY 1994 and the
Common Core of Data (CCD) data are from FY 1992. See appendix for further explanation.

2 Based on coefficients of fiscal condition and fiscal condition squared in a regression equation that also
includes student enrollment, student enrollment squared, personal income per pupil, percent of
students who are economically disadvantaged, and a constant. The full equations are available from
the author. The estimated impacts were calculated at the mean value of fiscal condition, 0.07.

SOURCE: Texas AEIS and CCD.

value of the district's property tax base. Witleess to data on educational outcomes, they
respect to expenditure need, a crude estimatere able to replace the demand variables in
of a district's cost index could be estimatethe spending equation, such as income and the
from CCD data, but state-generated data aé#x price variable, with what the districts ac-
lows for a more complete estimate. Givetually chose, as measured by three educational
these limitations of the CCD data, | chose toutcome variables (percent of students with
use cost indexes recently estimated for Neligh test scores, the percent receiving the
York by Duncombe and Yinger (1995) withRegents diploma, and the percent who do not
Ruggiero (1996) and also their data on progkop out). This substitution is appropriate pro-
erty tax valuations. With these two additionsjided that the authors recognize, as they did,
| then used the CCD data to estimate the fisdhkt the outcome measures are simultaneously
condition of 632 New York school districts. determined with public spending and there-
fore require the use of statistical techniques
Duncombe and Yinger’s cost index is simito account for simultaneity. Second, they in-
lar in spirit to the one discussed in sectiondluded an efficiency index intended to con-
for the Texas districts in that the goal was twol for differences in the efficiency with
determine the average impacts on costs ofadnich districts provide educatiéh. The cost
variety of cost factors. However, Duncombéactors used to construct the cost index include
and Yinger have refined the approach in twan estimate of teacher salaries (standardized
significant ways. First, because they had afor a given level of education and experience

1 Their measure of inefficiency is based on a technique called data envelopment analysis, or DEA. This nonparametric pro-
gramming technique compares the spending of each district with the spending of other districts that deliver the same quality
of public services. See Duncombe and Yinger, 1995, p. 10 and Duncombe, Ruggiero, and Yinger (1996). Both the outcome
variables and the efficiency variable were estimated as endogenous variables in the spending equation.
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S0 as to minimize the potential for this to be @ondition are seen to spend the least per stu-
variable chosen by the district), student emtent.
roliment (and its square), and the percentages
of children in poverty, of households that arempact of Fiscal Condition on Budget
headed by females, of students who are ggategories
verely handicapped, of students who have lim-
ited English proficiency, and of students who Table 7 reports the estimated impacts of
are in high school. fiscal condition on the budget categories for
New York school districts. The marginal im-
Based on the same measure of fiscal copacts reported in the first column are directly
dition as described earlier, the resulting meaemparable to those reported for Texas dis-
sure of fiscal condition for 632 New York districts in the bottom panel of table 3 and ex-
tricts has an average value of -0.017, a stambit similar patterns. In particular, better fis-
dard deviation of 0.23, and ranges from -1.3%l condition is associated with a smaller bud-
to +0.82. Thus, as measured both by the stayet share for instruction and a larger share for
dard deviation and the range, the variation Bupport services, which includes administra-
fiscal condition across the New York districtsive expenditures and maintenance. The mar-
exceeds that for the Texas districts. ginal impacts are generally smaller for New
York but the implications are essentially the
Table 6 essentially replicates for Neveame: New York districts that are fiscally con-. . The districts
York the summary 'da"[a preseqted in table<Arained devote'smal.lershares of their budgq}§ the worst fiscal
for Texas school districts. Notice the mucto support services in return for an increase
larger variation across the district groupingthe share for instruction. Because instructiongPndition are
in the share of revenue from local taxes arsppending accounts for such a large share Qfen to spend the
correspondingly from the state governmenturrent expenditure, the percentage reductions
The average share of revenue from local taxiesshares for support services exceed the ga[l
in the districts with the best fiscal conditiorin shares for instructional spending.
is about twice that in the districts with the
poorest fiscal condition. Also the share ofrev- Also, like the results for capital outlays
enue from the federal government is smalléased on the AEIS data for Texas (but, curi-
in all five categories than it was in Texasusly, not the CCD data) differences in fiscal
which largely reflects the much greater spendendition across New York school districts
ing by New York districts. This spending idead to the greatest variation in capital outlays.
shown in the final two columns. Before it isAccording to the table, fiscally constrained dis-
adjusted for differences in costs, (see the firstcts devote to capital outlays a share of the
of the two spending figures), average per ptotal budget that is about 10.4 percent lower
pil spending varies from $6,722 to $10,49%han that in the typical district.
That the lowest average spending emerges for
the second rather than the first group of di$mpact on Staffing Patterns
tricts reflects the fact that many of the dis-
tricts in the poorest fiscal condition face high Table 8 reports the impacts fiscal condi-
costs. This explanation is confirmed by th#on on district staffing decisions. The pattern
next column, which represents per pupikith respect to teachers is as expected: better
spending adjusted by the cost index providdigcal condition leads to a smaller share of
by Duncombe and Yinger, which is also the&eachers and poorer fiscal condition to a greater
one used to construct the measure of fiscsthare of teachers. Virtually no effect emerges
condition. Note that once this adjustment fdor teacher aides, although the squared term
costs is made, the districts in the worst fiscahters with a positive and statistically signifi-
cant coefficient.

st per student.
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Table 6.—Sources of revenue and spending levels, by categories of fiscal condition,
New York school districts

Categories of Average spending

fiscal condition Average fiscal Average share of revenue per pupil (in dollars)

(observations) condition Local State Federal Unadjusted! Adjusted?
| - Poorest (126) -0.303 0.375 0.583 0.042 $7,042 $6,042
Il - Poor (127) -0.111 0.388 0.578 0.035 6,722 6,825
Il - Average (126) -0.028 0.438 0.534 0.028 7,064 7,612
IV - Good (127) 0.053 0.519 0.453 0.028 7,749 8,382
V - Best (126) 0.305 0.735 0.248 0.017 10,491 10,733

* Current spending per pupil not adjusted for estimated cost differences.
2 Current spending per pupil adjusted by cost index from Duncombe and Yinger.
SOURCE: Common Core of Data (CCD) and data provided by William Duncombe and John Yinger.

Table 7.—Estimated impact of fiscal condition on budget categories, New York school

districts *
Impact of 1 standard
Budget category Marginal effect of deviation difference
(mean value) fiscal condition? Positive (%) Negative (%)

As a proportion of current expenditure

Instruction (0.639) -0.025 -0.9 0.9
Support services (0.335) 0.026 1.8 -1.8
Central Administration (0.028) 0.008 6.8 -6.4
Instructional Staff (0.030) 0.006 4.0 -4.7
Other, including maintenance (0.196) 0.022 2.6 -2.6
Non-instruction (0.026) -0.001 -0.8 1.1
As a proportion of total expenditure 3
Capital outlay (0.082) 0.036 10.4 -10.4

! The equations are based on budget data from FY 1991. See appendix for further explanation.

Basic measure of fiscal condition is the measure described in text as the gap between a district's revenue-
raising capacity and its expenditure need as a proportion of its revenue-raising capacity. The entries in this
column are calculated from the coefficients on the fiscal condition variable and fiscal condition squared in a
regression equation that also includes student enroliment, student enrollment squared, personal income per
pupil, percent of children living in poverty, and a constant term. The estimated impacts were calculated at the
mean value of fiscal condition, -0.017.

Capital outlays and total expenditures were both averaged over fiscal years 1990 to 1992. The figures were all
deflated by the Gross National Product (GNP) deflator for structures as reported in the 1996 Economic Report
to the President.

SOURCE: Common Core of Data (CCD).

N

w

Somewhat perplexing are the results fderns are just the reverse: compared to the typi-
the shares of the staff devoted to school adal district, fiscally constrained districts ap-
ministration and central administration. Prepear to have larger shares of their staffs in ad-
vious findings for both Texas and New Yorkministrative positions.
would have led one to predict that stronger fis-
cal condition would be associated with greater The puzzle is most obvious for central ad-
staffing shares devoted to both categories wiinistration. According to table 7, stronger
administration and that fiscal constraint woulfiscal condition is associated with a greater
be associated with lower shares. Yet, the patiare of spending on central administration.
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But table 8 implies the apparently contradiggests that if the resulting class sizes were in
tory conclusion that stronger fiscal conditiothe mid to high 20s for the elementary grades,
is associated with a smaller share of staff Btudent test scores are likely to be lower than
central administration. The most obvious exhey would be with smaller classes.

planation has to do with the likely pattern

across districts of salary levels for adminisseneralizability

trative staff. It could well be that the fiscally

constrained districts choose to keep former The picture that emerges from the analy-
teachers employed by moving them into adis of New York school districts is very simi-
ministration at relatively low salaries whilelar to that which emerges for Texas school dis-
the districts with stronger fiscal condition emtricts. Poorer fiscal condition is associated
ploy fewer administrators but at higher salawith a greateshare of spending on instruc-

ries. tion and a largeshareof the staff in teaching.
Nonetheless, their limited overall spending
Impact on Pupil Teacher Ratios means that districts in poor fiscal condition are

likely to spend less per pupil on instruction

Finally, table 9 reports the impacts of thand to employ fewer teachers relative to the
two measures of fiscal condition on the puaumber of their students. The effect is larger
pil-teacher ratio. As was true for Texas schopupil-teacher ratios and larger class sizes. That
districts, better fiscal condition is associatethe New York findings generally confirm those
with fewer pupils per teacher. The implicafor Texas suggests that the patterns reported
tion for districts with poor fiscal condition arefor Texas are not idiosyncratic and that the
clear: such districts are likely to have largestory summarized here is apparently general-
classes than districts with average fiscal coizable across states.
dition. Ferguson and Ladd’s study (1996) sug-

Table 8.—Estimated impact of fiscal condition on staffing patterns, New York
school districts *?

Impact of 1 standard
Staff category Marginal effect of deviation difference

(mean value) fiscal condition? Positive (%) Negative (%)

As a proportion of total staff

Teachers (0.517) -0.028 -1.2 1.4
Aides (0.069) 0.000 -0.2 0.1
Special® (0.023) not significant — —
School administration* (0.101) -0.019 -4.4 4.5
Central administration® (0.075) -0.010 -3.2 3.2

— Not applicable because of insignificant coefficient.
1 The equations are based on staffing data from FY 1993. See appendix for further explanation.

2 Basic measure of fiscal condition is the measure described in text as the gap between a district’s revenue-
raising capacity and its expenditure need as a proportion of its revenue-raising capacity. The entries in this
column are calculated from the coefficients on the fiscal condition variable and fiscal condition squared in a
regression equation that also includes student enrollment, student enrollment squared, personal income per
pupil, percent of children living in poverty, and a constant term. The estimated impacts were calculated at the
mean value of fiscal condition, -0.017.

3 Includes instructional coordinators, guidance counselors, and library/media specialists.

4 Includes school administrators, support staff, and student support staff.

5 Includes local education agency (LEA) administration and support staff.

SOURCE: Common Core of Data (CCD).
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Table 9.—Estimated impact of fiscal condition on measures of school quality, New
York school districts  *

Impact of 1 standard
Measure Marginal effect of —deviation difference

(mean value) fiscal condition? Positive (%) Negative (%)

Pupils per teacher
Common Core of Data (CCD) (13.8) -2.70 -4.6 4.6

1 The equations are based on budget data from FY 1991. See appendix for details.

2Basic measure of fiscal condition is the measure described in text as the gap between a district’s
revenue-raising capacity and its expenditure need as a proportion of its revenue-raising capacity. The
entries in this column are calculated from the coefficients on the fiscal condition variable and fiscal
condition squared in a regression equation that also includes student enroliment, student enroliment
squared, personal income per pupil, percent of children living in poverty, and a constant term. The
estimated impacts were calculated at the mean value of fiscal condition, -0.017.

SOURCE: Common Core of Data (CCD).

Conclusion overall spending and because the share of that
spending devoted to central administration
This investigation shows that districts rewould be lower. This finding, it should be
spond to fiscal constraints by trying to protecioted, runs counter to that of Figlio who finds
the level of instructional spending. Evidencao evidence that districts subject to property
for this emerges from the finding that the shatax limitations reduced their spending on ad-
of the budget allocated to instructional spendninistration. In light of the finding reported
ing is slightly higher in fiscally constrained dishere, some people might be tempted to argue
tricts than in districts in average fiscal condifor increasing fiscal stringency as a way to
tion. However, despite these efforts, district®duce administrative spending. However, this
experiencing serious fiscal constraint are stitudy shows that there could be significant
likely to spend less on instructional spendingosts associated with that strategy. Even if
than their better-off counterparts: a larger shagéstricts tried to become leaner and meaner,
of a smaller total pie still leads to lower spendhe evidence reported here suggests that
ing on instruction. The primary consequencasuscle, in the form of instructional spending,
are a higher pupil-teacher ratio and the usewbuld also be cut.
less experienced teachers. These results are
consistent with those that emerge from David A third finding is that the category of capi-
Figlio’s 1995 study of the effects of propertyal outlays emerges as the most responsive to
tax limitation measures in which he finds thad district’s fiscal condition. According to the
tax limitations are associated with largelbest estimate for Texas (based on the AEIS
classes, shorter instructional periods, and lowgata), capital spending in a district with fis-
teacher salaries. cal condition one standard deviation below the
average is likely to account for about 15 per-
A second finding is that central adminiseent less as a share of total spending than in a
tration spending and staffing appear to bedsstrict with average spending. When com-
luxury. That is, stronger fiscal condition ishined with the fact that the total budget in such
associated with a larger share of spending ardistrict is also likely to be lower by about 13
central administration and conversely, poorgrercent, this 15 percent decline in the share
fiscal condition is associated with lower spendranslates into about a 26 percent shortfall in
ing on administration—both because of lowearapital spending relative to that in a district in
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average fiscal conditiofi.New York districts a finding is not at all surprising given that poli-
also appear to respond to fiscal constraint ligians facing fiscal constraints have strong in-
spending a smaller proportion on capitalentives to try cut the least visible spending
spending. While the magnitude of the rezategories. Yet the consequences are poten-
sponse is a bit smaller than in the Texas disally severe. Annual shortfalls in capital
tricts, the overall conclusion is the same argpending and maintenance in response to an
fully consistent with, it should be noted, textended period of fiscal constraint are likely
the findings of a recent NCES study of variao leave some districts with serious deficien-
tion in spending patterns across districts. Sucles in their capital plants.

12 This estimate was calculated as follows, where C is capital outlays, s is the budget share, and B is the total budiged for a typ
district. For a fiscally constrained district, the capital share is (0.85)s and the total budget is (0.87)B. Capitalisgkatling
district is (0.85)(0.87) =0.74 times the capital spending in the typical district, therefore, capital spending is lower by 26
percent.
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Appendix

The full equations underlying the results reported in the text tables are available from the author. As
noted in the text, the dependent variable in most of the equations is a variable such as the proportion of the
operating budget allocated to instruction, or the share of the staff working in administration. The explana-
tory variables are the district’s fiscal condition (included in both linear and squared form), and the following
control variables: student enroliment (and its square), personal income per pupil, and the fraction of stu-
dents from economically disadvantaged households.

Texas

The Texas equations are all based on 1993 school districts. This set of districts represents those that
remained after the Academic Excellence Indicator System (AEIS) and Common Core of Data (CCD) data
sets were merged and observations not common to both were dropped. In addition, six observations were
dropped because total property value was zero, six were dropped because the district reported no residential
property, and six were dropped because the district reported no federal revenue. Finally, 14 outliers were
dropped.

All AEIS information is based on fiscal year 1994, the staffing data are from the CCD fiscal year 1993,
and all other CCD data are for fiscal year 1992.

New York
The New York equations are based on 632 observations which represents the set for which all data,
including the cost index from Duncombe and Yinger, were available. The budget share equations are based

on CCD data for fiscal year 1990-91. The staffing equations for fiscal year 1991-92. The cost index for
New York is based on 1991 data.
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The Condition of Urban School
Finance; Efficient Resource
Allocation in Urban Schools

Dale Ballou
University of Massachusetts at Amherst

Introduction

Urban schools have long been a focus denced by the interest shown in these commu-
public attention. Much of this concern hasities in such alternatives to traditional public
centered on inter-district disparities in per pteducation as charter schools and voucher pro-
pil expenditure. However, as state govermrams. This dissatisfaction suggests it would
ments have come to play a larger role in schdm useful to look more closely at the way re-
finance, local tax bases have become a lessirces are allocated in urban schools to as-
important factor in determining educationatertain whether charges of inefficiency are
resources. Today, per pupil expenditures imarranted.
many (though not all) urban school systems
match those of more affluent suburbs. Yewlethodology
the performance of urban school systems (as
measured by such indicators as student test The starting point for this investigation of
scores, graduation rates, and a variety of swrban education consists of several criticisms
dent behaviors) continues to lag behind thogleat have been made of public, if not specifi-
of other systems (Lippman, 1996). There msally urban, schools. Policies pursued by pub-
no doubt that poor educational outcomes alie schools are said to be inefficient or waste-
due in large part to high concentrations of poful in the following respects:
erty and to other social and economic barriers
faced by disadvantaged minorities in urban 1. Too small a share of district resources
centers. However, critics have also charged actually make it to the classroom (i.e., are
urban schools with waste and inefficiency spent on instruction as opposed to admin-
(Wilson, 1992). Many of these same criti- istration or other support services)
cisms have been directed at public schools in (Walberg, 1994).
suburban and rural locations as well. Yet pub-
lic dissatisfaction with schools appears to be 2. Schools and school districts are too
particularly high in urban districts, as evi- large. Students have been shown to learn
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more effectively in smaller, less imperabove. Thus, a finding that urban schools de-
sonal settings, offsetting whatever econaote a smaller share of total resources to in-
mies may be achieved by operating onstruction than other school systems is prima
large scale (Walberg and Fowler, 1987gncia evidence of inefficiency. To argue that
(Fowler and Walberg, 1991). such a pattern of resource allocation is actu-

ally the efficient one would imply that on the
3. Public school systems are excessivelyhole, public schools devote too large a share
bureaucratic (Chubb and Moe, 1990). of resources to instruction.

4. Teacher compensation is unresponsive Second, because private schools face mar-
to market conditions and provides little ikket competition, they are under pressure to use
any incentive to improve performanceesources efficiently. Significant differences

(Hanushek et al., 1994). between public and private schools will rein-
. force the conclusion that the former are not
... This paper While these criticisms provide a useful forun efficiently; conversely, the more nearly

cus for the investigation, none of them specalike the two types of schools are, the less rea-
) fies criteria for determining when urbarson there is for special concern about the prac-
comparative  gchools (or, indeed, any) are inefficientices of urban schools.
methodology, Benchmarks for efficient performance are
missing. Consider, for example, the charge th@hare of Resources Devoted to
public schools systems are excessively bureduastruction
public schools cratic. Given that schools cannot function
without some bureaucratic oversight, how The National Center for Education Sta-
much oversight is excessive? Similarly, withtistics (NCES) classifies school districts’ cur-
schools in  out knowing what proportion of district re-rent expenditures into three broad categories:
sources should be devoted to instruction, ifistruction, support services, and non-instruc-
becomes difficult to determine when a givetional services. Instructional expenditures in-
rural pattern of resource allocation is inefficient. clude salaries of teachers and teachers’ aides,
communities. and classroom materials. Support services en-
In the absence of a set of benchmarks foompass counseling, administration, opera-
efficient performance, this paper relies on tons and maintenance, business office activi-
comparative methodology, contrasting urbaties, and student transportation. Non-instruc-
public schools with public schools in suburtional expenditures cover food services and
ban and rural communities. In places the coradult education and other community services.
parison is extended to private schools. A va-
riety of indicators will be examined pertain-  To see whether the allocation of funds var-
ing to the criticisms just cited. Systematic difies by district location, total dollars spent in
ferences unfavorable to urban schools will beach category have been summed for all ur-
evidence of inefficiency. This is not fully con-ban districts, suburban/large town districts,
clusive, of course, for such differences mighnd rural/small town districés.(For concise-
arise because urban schools are pursuing tiess, these groups will henceforth be referred
most efficient policies. For two reasons thito as urban, suburban, and rural.) The result-
would be unlikely. First, there is probably aing totals are displayed as percentages of cur-
least some truth to each of the criticisms citegnt expenditures in table 1. (Expenditures

relies on a

contrasting urban

with public

suburban and

* This classification scheme, which is also due to NCES, defines urban districts as those located in central cities of Standard
Metropolitan Statistical Areas (SMSA). Suburban districts are located in SMSAs but are not in central cities. Large towns are
outside SMSAs but have a population of at least 25,000 and are defined as urban by the Bureau of Census. Small towns are
outside SMSAs and have populations between 2,500 and 25,000. Rural districts are found in places with a population less
than 2,500.
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Table 1.—Expenditure and staffing patterns
Percent of current expenditures allocated to: Urban Suburban Rural
Instruction 61.1 61.1 61.5
All support services 33.9 34.7 33.1
Administration 7.5 7.7 8.8
Staffing ratios
All staff to teachers 1.76 1.78 1.78
All staff to teachers and teachers aides 1.49 1.55 1.52
Administrators to teachers .16 .19 17
SOURCE: Common Core of Data, Agency Finance Information (Expenditures), Fiscal Year 1992, Agency
Staff Information, Academic Year 1992.

on non-instructional services, which are not It was for these reasons that table 1 was
displayed, are the residual item). prepared by summing expenditures within the
urban, suburban, and rural categories. The ef-
There is virtually no difference betweetfiect of variation in accounting practices will
urban schools and others in the percentageteid to average out in these aggregates. In
current expenditures allocated to instructioaddition, totals within these broad categories
approximately 61 percent. Suburban systersisould not be sensitive to the establishment of
spend slightly more on support services (aspecial districts to perform limited functions.
by implication, less on non-instructional seiit is the total spending on the function (and
vices). Urban school systems actually devotet whether it is one district or another that
a smaller share of current expenditures to guerforms it) that determines the entries in table
ministration, almost 15 percent less than rurhP
districts.
Given uncertainty about accounting prac-
Some caution is required in interpretingces, it is worth seeing whether alternative
these numbers, since classification of schomhys of measuring resource allocation present
expenditures is problematic (Raywid anthe same picture. The lower panel of table 1
Shaheen, 1994). All districts do not followdisplays statistics on staffing patterns: ratios
the same accounting practices; there is did-total employees to teachers and administra-
agreement even among experts on how to cotie staff to teachers. As above, these statis-
pute school expenditures. When working witlics are computed by first totaling the number
district-level data, the problem is compoundenf employees within urban, suburban, or rural
by differences in types of districts. Some dislistricts without regard to the particular dis-
tricts, for example, have been created excluicts in which they are employed. The results
sively to serve special education students. donfirm that there is little difference between
other districts virtually all expenditures are fourban public education and the other catego-
support services provided to other school syges. The ratio of all staff to teachers is virtu-
tems. ally the same across categories. When teacher
aides are counted with teachers, urban schools

2 It may be wondered if a few very large districts (such as the New York City school system, with a million students) have undue
influence on the statistics presented in table 1, distorting the picture of expenditure patterns in smaller but much more numer
ous urban districts. The three largest districts in the United States are the New York, Chicago, and Los Angeles school
systems. As a check on the information presented in tables 1 and 2, all statistics on urban districts were recompuged excludin
these three systems. There was a very slight change in the findings: the share of current expenditures on instruéfion fell to
percent while those spent on support services rose to 35 percent. However, the ratio of all staff to teachers adgllly fell sl
(though by less than one-tenth). On the whole, it does not appear that the findings in tables 1 and 2 are distortedjby spendin
and staffing decisions in the largest systems.
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are found to allocate a slightly higher proporesources devoted to administration presum-
tion of their staffs to teaching than do otheably reflects economies in central office op-
systems, a slightly smaller share to adminigrations and district-wide services. Increas-
tration. ing the number of students per school would
also be expected to save on administration
Since urban districts serve a high propothrough consolidation of positions (e.g., prin-
tion of disadvantaged students, it is of son@pals). Other regressors control for the
interest to know whether the patterns in tabommunity’s demand for certain kinds of
1 hold when urban districts are distinguishesthool services as well as the educational needs
by students’ economic status. For this puof the school-age population. These variables
pose, urban districts in which more than linclude the percentage of school-aged children
percent of school-aged children live below thieving below the poverty line, median income
poverty line have been compared to the ref district households with school-aged chil-
maining urban systems. (Data on this breallren, and the percentage of household heads
down, not displayed in table 1, are availablith a college degree. Current expenditures
from the author.) It turns out that the poorgyer pupil were introduced to allow for the pos-
districts employ more, not fewer, teachers relaibility that spending on administration varied tban schools
tive to administrators and relative to total staffwith district resource. (For example, as the gnend
The administrative share of current expendbudget grows, administrators may find addi- .
tures is lower by 0.5 percentage points in theenal slack they can divert to their own Staﬁs_ﬁ)ropornonately
less affluent schools. (Instruction as a share less on
of current expenditures is, however, the same Earlier remarks about variation in account- . .
. : . o administration
in both groups, 61 percent.) ing practices across districts are relevant here.
In an effort to enhance consistency, the estind employ fewer
Scale Economies mation gample Wa§ restricted to independegﬁministrative
school districts. This category excludes many
As noted, urban schools spend proportionistricts that function in an auxiliary capacityStaff relative to
ately less on administration and employ fewday providing services to other systems ang.,-hers than
administrative staff relative to teachers thawhich therefore often exhibit extreme ratios .
either suburban or rural schools. Since urbaiiadministrative to other expenditures. In actither suburban
districts tend to be larger than those elsewhedition, following the initial estimation, obser-or rural schools.
these differences may reflect economies whtions with extreme values of the dependent
scale. To explore this hypothesis, the two varariables were dropped from the sample (5
ables pertaining to administration in table 1-percent at each end). Since the second set of
the share of administration in current experstimates did not differ substantially from the
ditures and the ratio of administrative staff téirst on the points of greatest interest, only the
teaching staff—have been regressed on a Vast is discussed here.
riety of district and community characteris-
tics. Two measures of size were used to de- Regression results (table 2) confirm that
tect scale economies: district enrollment angban systems spend proportionately less on
the average number of students per schaaministration than do rural systems and em-
within the district. An inverse relationshipploy fewer administrative staff relative to
between district enroliment and the share ¢dachers than do suburban systems, even with

3 It may be wondered if the poverty rate, median income, household education, and per pupil expenditure do not represent too
many ways of measuring the same thing, with the resulting multicollinearity yielding unstable and imprecise estimates. These
variables are not, in fact, highly correlated. The largest pairwise correlation, between median income and education of the
household head, is 0.75. None of the other correlation coefficients exceeds 0.4. Correlations between the estimated coeffi-
cients are generally lower. Estimates are only moderately sensitive to the exclusion of other variables from the model. This
suggests the various regressors convey independent information.
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controls with district characteristics. How{Walberg and Fowler, 1987), if large districts
ever, there appear to be few economies of scannot be justified on grounds of scale econo-
in central office functions. An increase in thenies, it may be hard to justify them at all. It
size of the district by 10,000 students reducésrns out that there are economies of district
the share of current expenditures devoted $ize, but they become apparent only when
administration by only 0.01 percentage pointseparate regressions run on subsamples of
Although this estimate is somewhat impreciserban, suburban and rural schools, respec-
(the coefficient fails conventional tests of staively. (These results, not shown in table 2,
tistical significance), all estimates within a 9%re available from the author on request.) In
percent confidence interval are likewise verthe urban subsample, where average district
small. By contrast, average school size dosie is much greater (15,000 students, com-
have a statistically significant impact on repared to 5,000 and 1,500 students in the sub-
sources allocated to administration: an inwban and rural subsamples, respectively), co-
crease of 100 students per school reduces #fficients on district size are an order of mag-
share of administrative expenditures by on@itude smaller than the corresponding esti-
half percentage point. The impact on the rasates for the suburban and rural samples and
tio of administrators to teaching staff isare statistically insignificant. This evidence
smaller, at 0.2 percentage points. strongly suggests that urban districts by and
large exceed the size necessary to realize scale
Failure to detect savings in administratiorconomies. The notion that there are dimin-
as district size increases is troubling, sindshing returns to increasing district size is fur-
such economies are to be expected. Mortdrer supported by the fact that estimated dis-
over, given evidence that student achievementt scale economies are greater for rural dis-
tends to suffer with increases in district sizg&icts than for the suburban districts. Thus it

Table 2.—Regression analysis of administrative expenditures and staff
(standard errors in parentheses)
Dependent variables:
Administration
Mean of percentage of current Administrative

Independent variables: independent variables expenditures(%) staff/teachers
Intercept 1.0 12.5 (.20) .09 (.006)
Suburban 19 .10 (.13) .014 (.004)
Rural 74 .51 (.12) -.002 (.004)
District enrollment (1,000s) 3.15 -.001 (.002) -.0006 (.00007)
Students per school (100s) .367 -.51 (.01) -.002 (.0004)
Median household income (1,000s) 334 -.03 (.004) .0007 (.0001)
Percentage of school-aged children below

poverty line 17.8 .002 (.003) .0004 (.0001)
Percentage of household heads with

college degree 15.9 -.005 (.004) -.0005 (.0001)
Per-pupil current expenditures (1,000s) 5.07 -.032 (.017) .015 (.001)
R? .18 .10
Number of observations — 12,596 11,864
Dependent variable mean — 9.7 .18
—Not applicable.
SOURCE: Common Core of Data, Agency School Information, School Year 1991, Agency Staff
Information, 1992 School Year, Agency Finance Information, Fiscal Year 1992, Household Information,
1990 Census of Population.
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would appear that scale economies at the dis- As table 3 shows, there are few scale
trict level are exhausted somewhere betweegonomies in these functions at the district
the typical suburban size (about 5,000 stlevel (and hone among urban school systems).
dents) and the average urban enrollment fcreasing school size does produce savings,
15,000. but the amounts are small. If one takes the
estimates in panel two as more reliable, in-
To this point the discussion has considtreasing mean school size by 100 students
ered administrative expenses only. Since thesaves urban districts only 0.27 percent of their
may be scale economies in other functions,dtirrent per pupil expenditures, or $14 on av-
is useful to examine a broader measure thextage (=.0027 times $5,076). The average sav-
includes spending on operation and maintags for all public school districts are $35 (.007
nance, the business office, student transpaf$5,069), only slightly more than the reduc-
tation, and food services. Table 3 displaytgon in administrative expenses reported in
selected results when per-pupil expendituréable 2. Whether it is worth increasing school
on these items are regressed on the distriize to achieve savings of this magnitude is
characteristics mentioned above. Since timeuch in doubt. A growing body of research
level of spending may be affected by distridias found evidence that smaller schools pro-
wealth, in the second panel of table 3 the deide a superior learning environment to the
pendent variable is expressed as a percentégyge, impersonal, factory-like schools built in
of current expenditure. A decline in this pergreat numbers after World War Il. In the final
centage as district or school size rises signaealysis, the answer turns on whether the
the presence of scale economies and meansney saved by realizing scale economies can
that resources are freed up for instruction e put to uses that will have a greater impact
pupil support services. on student achievement than reductions in

Table 3.—Scale economies

Change in dependent variable
from an increase in:

Dependent District size Average school
Dependent variable Sample variable mean (1,000 students) size (100 students)
Per pupil* All $1,555 0.2 -106.92
Urban 1,459 0.5 -75.5?
Suburban 1,565 -8.32 -0.2
Rural 1,562 -15.92 -147.4?

Percentage of
current expenditures?® All 30.5% 0.01? -0.72
Urban 28.0 0.00 -0.272
Suburban 27.2 -0.01 -0.02
Rural 315 -0.03 -1.022

1 Administration, Operations/Maintenance, Business Office, Transportation, and Food Services

2 Regression coefficient significant at 1 percent.

NOTE: Estimation samples restricted to Local Education Agencies (LEAs) which are Independent
School Districts. Other regressors included percentage of school-aged children in households below the
poverty line, median household income, percentage of heads of households who are college graduates,
and indicators of urbanicity (in the combined samples).

SOURCE: Common Core of Data, Agency Finance Information (Expenditures), Fiscal Year 1992.
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... Average class
size exceeds the
school-wide
student/teacher
ratio largely
because teachers
spend fewer
hours in class
each day than do

students.

school size. It should also be recognized thaith the average class size reported by teach-
the discussion here has focused only on curs. As anticipated, the former ratio is always
rent expenditures and that a full considerati@maller than the latter. However, class sizes
of scale economies must take account of pm urban secondary schools are unusually
tential savings in capital costs. UnfortunatelNarge, given the mean student-teacher ratio.
data limitations prevent that investigatioMhe latter is smaller by 1.4 students than the

from occurring heré. ratio of suburban secondary school students
to teachers, yet urban classes are larger by
Non-Teaching Faculty nearly two students. By contrast, in rural sec-

ondary schools, lower student-teacher ratios
Schools have been criticized for assigriranslate into smaller class sizes. These dis-
ing teachers to non-instructional jobs whererepancies (which are statistically significant
they carry out administrative or even clericat conventional levels) suggest that faculty in
tasks. In addition, some union contracts calfban secondary schools are diverted from
for a specified number of teachers to be réeaching in larger numbers than elsewhere.
lieved of classroom teaching responsibilitie®©ther explanations, while possible, receive
in order to perform work for the union. Suchittle support from the data. If urban teachers
practices reduce the real level of resourceshiad more prep periods, class sizes would rise
the classroom in ways that are masked by suich that reason. However, the average num-
statistics as aggregate student/teacher ratitr of classes is virtually the same for urban
as suburban secondary school teachers. If stu-
Unfortunately, it is not easy to examinelents took more classes in the urban systems,
how widespread these practices are. Whiledverage class size would increase, but there
has been suggested that a comparison of theo evidence of this, either.
school-wide student/teacher ratio to the aver-
age class size reveals how many teachers ha@acher Effort
regular assignments outside the classroom
(Picus and Bhimani, 1993), the comparison More than 90 percent of instructional
is misleading: average class size exceeds #pending is on salaries and benefits. Teacher
school-wide student/teacher ratio largely bebsenteeism reduces the real level of class-
cause teachers spend fewer hours in class eambm resources for a given dollar expenditure.
day than do students. Discrepancies in the€enversely, the time teachers put in outside
ratios do not mean, therefore, that some teadthool grading homework and preparing les-
ers have not been assigned regular classesoh plans augments these resources.
students, but rather that teachers are given prep
periods and other breaks during the day that By some indications, teacher absenteeism
reduce at any point in time the number a$ a greater problem in urban schools than else-
teachers available to work with students. where. The first rows of table 5 summarize
teacher and administrator perceptions of
This is evident in table 4, where the stueacher absenteeism in the Schools and Staff-
dent teacher ratio measured at the school leuad Survey (SASS). The proportion of prin-
(total students/FTE teachers) is contrast&ipals who believe faculty absenteeism poses

4 The Agency Finance Information file on the Common Core of Data (CCD) contains capital outlay expenditures. However,

without information on the vintage of structures and equipment, such data provide a very incomplete picture of true capita
costs. There are no imputed rental values for buildings and durable equipment that have been fully amortized. Districts the
have recently expanded or upgraded equipment will appear to have relatively high capital costs while other systems ma
appear to incur no capital costs whatever.

5 The average length of the school day is the same in the two types of districts. The same number of credits are tyipichlly req

for graduation.
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Table 4.—Student/teacher ratios and class size (standard errors in parentheses)
Number of Students/teachers Number of Average
schools (school) teachers class size
Urban
Elementary 1,025 19.1 (.16) 3856 26.6 (.29)
Secondary 725 17.1 (.22) 5005 27.0 (.28)
Combined 211 9.3 (.40) 750 16.7 (.54)
Suburban
Elementary 1,051 20.2 (.16) 3738 26.9 (.25)
Secondary 904 18.5 (.29) 6264 25.4 (.22)
Combined 143 13.0 (1.1) 589 20.7 (.77)
Rural
Elementary 2,165 18.6 (.13) 7218 25.6 (.22)
Secondary 1,979 16.4 (.14) 12071 23.5 (.16)
Combined 564 14.9 (.33) 2504 21.9 (.33)
SOURCE: U.S. Department of Education, National Center for Education Statistics, 1993-94 Schools and
Staffing Survey.

at least a moderate problem is 70 percent When 1990 teacher absentee rates are re-
greater in urban schools. This perception ggessed on a set of school characteristics in-
largely shared by teachers themselves: haluding size, percentage of black and Hispanic
again as many urban teachers believe facultfudents, and the percentage of students eli-
absenteeism is a problem as do their countgible for free or reduced-price lunch (a mea-
parts in suburban districts. In light of thessure of the incidence of poverty), evidence of
beliefs, it is somewhat surprising that actuany difference between urban schools and oth-
measures of teacher absenteeism reporteceils, apart from that explained by these con-
SASS do not differ more between urban artdbls, completely disappears. This is not reas-
suburban systems. suring, for absenteeism increases with higher
percentages of poor and minority students.
The limitations of the data should be born€hus, absenteeism is worst in precisely those
in mind: absenteeism rates in SASS refer tosghools that can least afford the loss of ser-
single school day (on or just prior to the surices of regular teachers. This may help to
vey date). Clearly, absenteeism rates on aeyplain why urban teacher absenteeism is re-
given day may vary considerably for a singlgarded as a greater problem in urban systems
district, though in a sample of many districteven though the measured difference is not
one would expect such variation to averagarge®
out. Still, systematic differences may remain,
as shown by differences in the absenteeism The last eight rows of table 5 contain the
statistics based on the 1993-94 survey and tivee teachers report spending on school-related
earlier SASS administered in the 1990-%ctivities outside regular school hours. Re-
school year. For whatever reason, absenteponses, which refer to the most recent full
ism was higher across the board in 1993-94eek before the survey date, are again dis-
Teacher attendance was better in rural distrigiayed for the 1990-91 SASS as well as the
than elsewhere in both years, but evidence 1#993—-94 survey. Secondary school teachers
an urban/suburban difference is much weakepend substantially more time with students

6 Other reasons are possible. Qualified substitutes may be in shorter supply. Urban classes may also be harder to control when

the regular teacher is absent.
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Table 5.—Teacher absenteeism, time outside class
Urban Suburban Rural
Principals (%) perceiving teacher absenteeism as:
Serious or moderate problem 17.6% 10.3 10.4
Not a problem 39.8% 50.3 48.4
Teachers (%) perceiving teacher absenteeism as:
Serious or moderate problem 19.2 12.7 11.1
Not a problem 35.9 45.2 46.7
Teacher absenteeism (%)*
1993-94 5.8 5.8 5.0
1990-91 4.9 4.4 3.9
School-related activities involving students (hours)*
1990-91:
Elementary teachers 1.7 1.6 1.5
Secondary teachers 4.5 4.6 5.4
1993-94:
Elementary 1.8 1.6 1.9
Secondary 4.3 4.7 5.5
Other school-related activities (preparation, grading papers,
parent conferences, etc.)?
1990-91:
Elementary 8.5 9.5 8.3
Secondary 7.6 7.5 7.1
1993-94:
Elementary 9.1 10.1 8.7
Secondary 8.1 8.7 8.0
! Data refer to most recent school day. Absentees include part-time teachers.
2 Time spent outside regular school hours during most recent full week. Full-time teachers only.
SOURCE: U.S. Department of Education, National Center for Education Statistics, Schools and
Staffing Surveys, 1990-91 and 1993-94.

outside school (e.g., coaching). Elementary Since teachers are frequently compen-
teachers devote approximately one more hosated for the time they spend in after-school
per week to activities that do not involve stuactivities with students, hours spent on tasks
dents directly (e.g., grading papers). Differlike grading papers and preparing lessons may
ences by district location are less pronouncelde a truer measure of the extra effort they are
with urban teachers occupying an intermedputting in. The increase in this variable be-
ate position. Relative to rural teachers, thetyveen 1990-91 and 1993-94 suggests that re-
spend less time outside school in student acent efforts to raise academic standards are
tivities, but more on other school-related taskfiaving an effect, at least where teachers are
When compared to suburban teachers, the paéncerned. However, while urban teachers
tern is reversed, with the biggest difference abmpare favorably with rural instructors, they
the elementary level. These differences shrirfall behind those in suburban districts.

slightly when controls are added for teacher

experience, marital status, number and age of

child dependents, subject taught, and region.
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Table 6.—Categorical aid and special education

Urban Suburban/town Rural

Categorical aid as a percentage of instructional
expenditures 15.3 9.8 11.7

State funds for special education, as percentage of
instructional expenditures 5.4 4.9 4.3
Percentage of students in special education 9.1 8.3 8.7

Predicted increase in percentage of special
education students from:

25% increase in students below poverty line 0.06% 0.98%**  0.32%*

$10,000 decrease in median family income -0.15% 0.45%*** 0.66%***

10% increase in percentage of students from households

where English is spoken ‘not well’ or ‘not at all’ -1.4%** -1.15%** -1.11%***
Regression R? 0.01 0.05 0.02
Number of observations in estimation samples 841 2,175 8,199

*x% (*x) (*) Regression coefficient significant at 1 percent (5 percent) (10 percent).

NOTE: Sample restricted to independent school districts.

SOURCE: Common Core of Data, Agency Finance Information (Expenditures and Revenues), Fiscal Year
1992, Household Information (1990 Census of Population).

Excessive Bureaucratization restructuring initiatives...[A] deeply
embedded culture of program sepa-

While we have seen that urban school sys-  ration appears to support turf guard-
tems (and large systems in general) actually ing and reinforce the belief that ‘dif-
devote a smaller share of total resources to ad- ferent types’ of students need very
ministration, this is an imperfect way of gaug- different educational experiences.”
ing the degree to which schools suffer from
top-heavy bureaucracies. To explore this mat- Other researchers have commented on in-
ter further we need to consider the qualitativveeasing specialization and bureaucratization
side of school management (e.g., how cunm elementary and secondary education, in
bersome and restrictive are the rules undehich a proliferation of mandates and targeted
which principals and teachers must operatefjograms results in “the creation of special-

ties with an ever-narrowing realm of expertise

Resources are often provided by the fetbr each specialist” (Raywid and Shaheen,
eral government and the states in the form 1894). As responsibility for school operations
aid tied to specific programs. When revenuésparcelled out among a variety of adminis-
arrive with strings attached, administrators ateators, each focused narrowly on the
denied the flexibility to rebudget as local cirprogram(s) for which he is accountable, op-
cumstances require. Arguing for program copertunities are diminished to balance compet-
solidation in special education, McLaughliting interests in order that reasonable tradeoffs

(1996) writes: be made among various goals.
“[T]here is a long way to go in cre- “Is there some way...that we can hold
ating the types of flexible educa- officials responsible in any signifi-
tional systems that are being pro- cant way for more than their own
moted in current federal and state operations?... Ultimately, this is the
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Growing special
education
expenditures
have attracted
particular

concern.

sort of question that must be ad- cant predictor of the amount of categorical aid
dressed if we are ever to make ma- a district receives. An increase of one stan-
jor improvements as to the cost-ef- dard deviation in the poverty rate—about 13
fectiveness of all schools... Solu- percent—raises the share of categorical aid
tions are difficult, but it seems safe by 4 percentage points. But unmeasured fac-
to conclude that minimally it will tors contribute importantly to the amount of
require removing the presentincen- federal and state aid received in these catego-
tives to focus narrowly and to delib-  ries.
erately ignore the broader context”
(Raywid and Shaheen, 1994). Growing special education expenditures
have attracted particular concern. Apart from
Are such problems particularly serious ithe fact that special education has proven to
urban schools? Table 6 displays the propdre enormously expensive, absorbing resources
tion of instructional expenditures financed witthat could be devoted to general education,
categorial or “tied” aid. Included are revenueguestions have been raised about the appro-
from state or federal sources for the followingriateness of many placements. Reports in
programs: special education, compensatorythie press have described a variety of abuses:
basic skills education, bilingual education, prastudents who are placed in special education
grams for the gifted and talented or childrebecause they speak English poorly; racial and
with disabilities, and Chapter 1 aid. Funds rethnic minorities who are discriminated
ceived for non-instructional purposes (e.gagainst by teachers who underestimate their
child nutrition, transportation) are excludedognitive abilities and misread behavior
from this figure. As before, summary statisshaped by unfamiliar cultural backgrounds;
tics are presented for urban schools as a grodjstricts that place large percentages of stu-
for suburban schools, and for rural schooldents into special education to obtain extra
Because so much attention has focused on gtate and federal revenues. To investigate
growing share of resources devoted to specthkese concerns, the percentage of students
education, state aid received for special edplaced in special education was regressed on
cation is broken out in row two. For purposethe household characteristics in table 2 plus
of comparison, an alternative measure of thibe following additional regressors: the per-
relative size of special education programs-eentage of households in which English is
the proportion of students with individualizegpoken not well or not at all, the percentage
education programs (mandated by law for atif school-age children who belong to racial
special education students)—is also providedr ethnic minorities (blacks, Hispanics, Na-
tive Americans, Asians) and per-pupil current
Urban districts finance a significantlyexpenditures less state aid received for spe-
higher share of instructional expenditures fromial education. Inclusion of this last variable
categorical aid. While one might suspect thallows us to examine whether districts with
this difference is due to higher concentratiorfswer resources apart from special education
of poverty and other social problems in innerid respond by placing more students in spe-
city neighborhoods, this turns out not to be tha@al education, other things equal.
case. When the share of categorical aid is re-
gressed on the household characteristics that The lower panel of table 6 presents se-
appear in table 2 plus the percentage of housected results. While there are doubtless prob-
holds in which English is spoken ‘not well’ orlems in some districts, these results do not sup-
‘not at all,” the estimated gap between urbgvort the notion that special education plays a
and other districts widens to more than 8 pedisproportionate role in the schooling of the
cent. The percentage of children below theconomically and socially disadvantaged.
poverty line is, of course, a strongly signifiVery large changes in median income or pov-
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Table 7.—Principals’ influence and autonomy

Public Private
Urban Suburban Rural Urban All

Percent of principals/heads indicating they have ‘a great
deal’ of influence over:

Curriculum 17.9 20.0 234 65.4 63.6
Hiring 52.5 62.0 61.4 816 80.2
Discipline policy 52.5 58.7 56.7 82.0 80.8
How budget is spent 36.2 36.3 28.3 63.5 63.0

Percent of principals/heads indicating school or governing
boards have little or no influence over:

Curriculum 12.9 13.6 17.9 335 354
Hiring 35.6 341 21.0 46.5 447
Discipline policy 8.9 8.1 6.7 340 319
How budget is spent 15.0 12.3 6.8 254 255

Percent of principals indicating little or no influence by state
department of education, district staff, or school board over:

Curriculum .6 .85 A4 — —
Hiring 9.5 10.5 8.5 — —
Discipline policy 4.4 4.8 3.7 — —
How budget is spent 6.6 4.9 2.8 — —

— Not applicable.

SOURCE: U.S. Department of Education, National Center for Education Statistics, Schools and Staffing
Survey, 1993-94.

erty rates within the district have virtually negsight that accompany such funding may con-
ligible impacts on the percentage of speciaitrain local decision makers. This is only one
education students. There is no evidence th@&ason why urban administrators and teachers
students with English language problems araight enjoy less autonomy and flexibility than
being shunted into special education on a sysducators elsewhere. In addition, the well-
tematic basis, either in urban districts or elsgublicized problems of urban schools may
where. Except in rural systems, an increasmve prompted efforts to fix the system from
in the percentage of minority students actwabove by imposing additional rules and con-
ally reduces special education placementstraints on teachers and principals. The sheer
though the effects are very small. The vergize of urban school systems is apt to enhance
low R? in each of these equations is reassuthe power and prerogatives of central district
ing, as it implies that special education erbureaucracies. As a result, administrators at
rollments are not a function of students’ sociathe school level may find themselves unable
economic characteristics. to allocate funds as cost-effectively as possible
or to hire job applicants of their own choosing
In summary, while this analysis has noin a timely manner, to cite only two policy con-
found signs of systematic abuses in speciaérns.
education placement (and certainly no evi-
dence that there is more abuse in urban sys- Describing reforms in school finance that
tems than elsewhere), urban districts do revould provide a foundation for higher student
ceive a significantly higher proportion of rev-achievement, Allan Odden identifies “a focus
enues as programmatic aid. If the views citeah the school as the key organizational unit”
above are correct, the regulations and oveaind the “devolution of power over the budget
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and personnel to schools” as key componeritsence over policy in the same four areas. As
(Odden,1994). one would expect, the percentages are very
small.
“Findings from multiple strands of
research suggest that a decentral- This is not to suggest that public schools
ized, high involvement organiza-  would be better managed if school boards and
tion and management strategy (i.e., Departments of Education exercised no regu-
school-based management) should latory oversight. Under the present system of
explicitly be made part of systemic  public education, this oversight is the princi-
reform. This research concludes pal means by which schools financed with tax-

that SBM would work most effec- payer dollars are held accountable to the pub-

tively if information, knowledge, lic. What the comparison with private schools

power and rewards are decentral- reveals is that alternative mechanisms for pr&1.,-h of the
ized to the school level.” serving accountability exist that offer school

heads considerably more autonomy. The chigfiffent interest
How far public schools are from realiz-mechanisms within private education are, f, school choice
ing this objective is shown, in part, by princicourse, the competitive market and consumer. _ . )
pals’ perception of the limits of their authorsovereignty. within public
ity. The top panel of table 7 displays responses education derives
to the 1993-94 SASS on the part of public Much of the current interest in schoo%rom the belief
school principals and private school headshoice within public education derives from
when questioned about their influence ovehe belief that educational performance wilthat educational
curriculum, hiring, discipline, and the budgetmprove if public schools are also exposed tﬁerformance will
While urban principals generally indicate thegompetitive market forces. By creating op- ) )
have less influence than do their counterpamsrtunities for parents to select other school§1Prove if public
in suburban and rural districts, the most strikfthey are not satisfied with the school to whichchools are also
ing contrast is between public principals antheir child was assigned by virtue of residen-
private school heads, who have substantiafijal location, choice plans put pressure on aagposed to
more say about the way their schools are ruministrators and teachers to correct deficiemompetitive
in each policy area. cies in their programs. market forces.
Also important is the extent to which prin-  Responses to the 1993-94 SASS show that
cipals’ managerial prerogatives are comearly half of all urban school systems offer
strained by decisions taken at higher levelparents some form of school choice. One-fifth
The middle panel displays the percentage wihave established one or more magnet schools,
indicated that school boards (governing or dene-fourth offer choice of schools within the
ocesan boards in the case of private schoots}trict, and nearly 40 percent allow parents
exercised little or no influence over policyto choose schools outside the district. An al-
Again, responses show that private schonlost equal percentage accept students from
heads are far more likely to run their schoolsther districts. All of these measures are higher
without interference from above. In fact, thesénan the corresponding rates among non-ur-
responses understate the magnitude of thian schools.
type of interference in the public sector, where
state Departments of Education and central Whether these plans are likely to improve
district offices also exercise regulatory overefficiency is another matter, however. Paren-
sight and shape educational policy. The bdal participation rates are much less impres-
tom panel of table 7 displays the percentagéve. Only 7 percent of the students in urban
of public school principals who indicated thasystems containing magnet schools actually at-
none of these other bodies had appreciable tend one of these schools (though this is more
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Table 8.—Salary incentives in public schools

Purpose of incentive Percent of Percent of Percent of Percent of schools
and location districts schools teachers  with unfilled vacancy
Shortage subject
Urban 9.3 23.6 30.4 37.2
Suburban 8.8 135 13.6 23.8
Rural 8.3 8.7 8.9 14.2
Undesirable location
Urban 4.4 11.1 13.7 17.2
Suburban 2.8 6.9 6.7 9.4
Rural 5.2 5.3 5.4 4.9
Merit pay
Urban 15.0 16.5 16.3 14.7
Suburban 5.9 10.7 10.7 9.6
Rural 12.1 13.4 13.7 13.4

SOURCE: U.S. Department of Education, National Center for Education Statistics, Schools and Staffing
Survey, 1990-91.

than twice the rate of suburban and rural syis-found, operates on the scale needed to have
tems). Participation rates in other choice pla@assignificant effect on school performance.
are still lower and do not differ systematically
by urbanicity. In those urban districts that aHeacher Salaries
low within-district choice, only 11 percent of
students actually exercise it. Ratios are sub- Teacher compensation in public schools
stantially lower for inter-district plans. Therds determined by salary schedules that reward
IS, moreover, a significant difference betweeteachers for experience (and/or seniority in the
urban districts and others in the direction idistrict) and for earning advanced degrees or
which students are likely to travel: while ureollege credits. As arule, schedules make no
ban systems are more likely to receive studemtistinction by subject taught or quality of
from other systems than to see their own stteaching performance. Compensation for sub-
dents leave, the reverse is true of suburban gadt area knowledge of teaching expertise is
rural districts. This may indicate that urbagenerally provided, if at all, through add-ons
students are at a relative disadvantage in leasuch as merit pay or policies that allow ad-
ing about opportunities outside the district aninistrators to make exceptions to the sched-
finding transportation into neighboring comule (e.g., placing a teacher on a higher step
munities. It may also show that these commthan he would be entitled to on the basis of
nities have found ways to discourage the pagducation and experience). These special pro-
ticipation of inner-city students. visions aside, the use of single salary sched-
ules to determine the compensation of all
In sum, urban systems are more likely teeachers in a district has been criticized for
offer various types of school choice than ar@d) inflexibility in the face of varying market
suburban or rural districts. However, particieonditions; (2) rewarding attributes that bear
pation rates are low. Combined with evidendgtle or no observed relationship to teaching
that urban students may have fewer de factdfectiveness (e.g., advanced degrees);
opportunities to attend schools outside thegiB) providing no incentive for improved per-
home districts, it seems doubtful that schoébrmance.
choice, at least in most communities where it
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As shown in table 8, the majority of schoohppear to have solved the problem: recruitment
districts do not use special incentives to réa these subjects remains a problem.
cruit teachers in subjects where there is a
shortage of qualified instructors, to staff po- Unfortunately, SASS did not ask teachers
sitions in undesirable locations (e.g., highwho received these incentives how much ex-
crime, high-poverty inner city neighbor-tra compensation they obtained. As a result,
hoods), or to reward merit. Urban districtghis question must be investigated by estimat-
are somewhat more likely to use these inceimg teacher earnings equations. The estima-
tives than other systems. District size algmn sample comprised full-time teachers from
has an important influence on whether pay inhe 1990-91 SASS. The dependent variable
centives are available to recruit teachers imas the natural logarithm of a teacher’s base
shortage areas: although the percentage saflary plus bonuses. Independent variables in-
urban systems that use such incentives is orlyded controls for starting pay within the dis-
9 percent, fully 30 percent of urban teachetsct and for a teacher’s education and experi-
work in these systems. Similarly, almost 1dnce. The data contained discrepancies: some. schools were
percent of urban teachers work in systems thaachers claimed to receive extra compensa; e likel
reward teachers for accepting a position in dion from districts that did not acknowledge ) )
undesirable location (though only 4.4 percenising the incentive in question. Statisticdihese incentives
of districts use incentives for this purposepnnalysis suggested that most of these cases HPthey had one
Finally, schools were more likely to use thesesented response error on the teachers’part. )
incentives if they had one or more unfilledhs a result, only those teachers who claimédf M01¢ unfilled
vacancies, suggesting that salary flexibility i®> receive extra compensation from districtsacancies,
more likely to be found in districts that haveffirming the use of such an incentive were . h
trouble recruiting. treated as bona fide recipiefits. Suggesting that

y to use

salary flexibility

Table 9 displays further information on  Selected results are displayed in table 11(%. more likel
this point. Schools are distinguished not onigoefficients on incentive pay in the public sec- )
by urbanicity but also by the ease with whictor equation are small and almost always ste found in
they recruited teachers in the seven subjedistically insignificant. The largest in magni-districts that have
listed. Schools classed as D reported that thieyle, for teaching in an undesirable location,
found it very difficult or impossible to fill a are actually of the wrong sign (though impret-rouble
vacancy in these subjects; the remainder, NBisely estimated). Only merit pay in ruratecruiting,
found it easy or only moderately difficult.schools enters with a significant positive co-
(Schools that did not recruit in these subjecédficient.
are omitted from the analysis.) Two things
stand out. As a rule, schools that had trouble Although there were not enough observa-
filling positions were more likely to use someions in the private school sample to estimate
kind of incentive pay for teachers in that sutseparate coefficients for urban schools, the
ject. This is especially true of urban schoolsverall results suggest that merit pay makes a
However, in no category did the use of incersignificantly larger contribution to the salaries
tive pay even approach 50 percent. Thus, tob private school recipients. In fact, the dif-
few schools use these incentives, while ifi@rence is considerably understated by the co-
those that do use them, the extra pay does efficients in table 10. Further analysis of re-

y to

7 As a group, these teachers were paid no more than other instructors at the same schools (controlling for experience and
education). In fact, there was marginally significant evidence in the case of self-styled merit pay recipients thatwbey recei
less.

8 A second set of dummy variables identified all teachers (not just recipients) employed in districts with special incentives for
teaching in shortage fields and undesirably locations, for merit, and for mentoring. These additional controls were introduced
so that the coefficients on incentive recipients would not pick up purely district level effects.
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Table 9.—Percentage of schools using pay incentives to recruit teachers,
by shortage area

Urban Suburban Rural
Subject area Not difficult  Difficult Not difficult Difficult Not difficult Difficult
English as a second language 35.7 29.3 6.5 4.5 7.3 7.7
Biology 35 27.2 2.6 0.0 1.9 2.8
Physics 4.5 32.4 2.9 0.0 1.7 7.5
Mathematics 7.6 30.4 3.8 7.0 29 8.2
Special education 17.1 24.0 8.9 15.7 4.9 6.1
Foreign languages 4.0 12.8 1.7 5.7 1.4 2.7
Vocational education 4.4 7.2 1.8 55 1.9 2.3

NOTE: Schools that did not recruit in specified subjects were not used in computations.

SOURCE: U.S. Department of Education, National Center for Education Statistics, Schools and Staffing
Survey, 1990-91.

Table 10.—Teacher earnings (standard errors in parentheses)

Percentage change in salary for Public Private!
Shortage subject 3.6 (5.4)
Urban 1.2 (1.3)
Suburban -4 (2.5)
Rural -.3(2.1)
Undesirable location ®
Urban -1.1 (1.9)
Suburban -3.2 (3.3)
Rural -5.4 (3.6)
Merit pay 8.7 (2.5)***
Urban 1.3 (1.4)
Suburban .7(1.3)
Rural 2.6 ((9)***
Elementary level -5 ((2)*** -3.7 (.8)***
Number of observations 38,069 3,576
R? 0.76 0.69

*** Coefficient significant at 1 percent.

1Excludes teachers employed in schools that do not use salary schedules and teachers contributing
services for less than market wages (e.g., members of religious orders).

2Not asked of private school teachers.

NOTE: Additional regressors included district’s starting pay for new teacher with a bachelor’s degree,
additional pay for new teacher with master’'s degree, average annual increment in pay for each additional
year of experience (censored at 20 years), previous part-time experience, possession of sixth-year
certificate or Ed.D., marital status, race (black), ethnicity (Hispanic), age, gender. Private school sample
also includes binary indicators for teachers receiving in-kind compensation (tuition for faculty children,
meals, housing), Catholic and other-religious schools.

SOURCE: U.S. Department of Education, National Center for Education Statistics, Schools and Staffing
Survey, 1990-91.
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sponses to the 1990-91 SASS shows that mostdel and teacher pay is regressed on teacher
private schools using merit pay award it asexperience, education, and a dummy variable
step increase on the salary schedule or buftar school level: elementary school teachers
it into the teacher’s base in some other maimthe private sector earn an average of 16 per-
ner. Fewer than 30 percent make one-tinoent less than secondary teachers with compa-
cash awards. By contrast, more than 60 peable degrees and experience. The difference
cent of the public schools that use merit pagmains substantial (13 percent) when controls
award it as a one-time cash bonus. Thus, rave added for race, gender, marital status, and
only are merit awards larger at a single poiatge. When the same equation is run for the
in time in the private sector, but these awargaiblic sector, the gap between elementary and
are more likely to be received on a recurringecondary pay on average is only 2 percent.
basis. With the addition of demographic variables it
falls to 1 percent.
Table 10 also shows that public elemen-
tary school teachers earn virtually the san@ummary and Conclusion [While], in some
salaries as secondary teachers. This is not sur-
prising, of course, given the widespread adop- In some respects, urban public school‘(se
tion of uniform salary schedules for all teacheompare favorably with public school systemgublic schools
ers in a district. It also shows how unrespormisewhere. The proportion of current eXpe’E'ompare
sive public school salaries are to market conitures allocated to instruction is no lower than )
ditions. By every indication schools have littlén suburban and rural districts. Urban districtgtvorably with
difficulty recruiting elementary teachersare more likely to use pay incentives to recrufjubhc school
Eighty-four percent of the public schools thakeachers, particularly in areas where qualified
recruited elementary teachers reported tostructors are in short supply. They are alse’
SASS that it was ‘easy’ to fill these vacanmore likely to offer students and their parentsre problems
cies. By contrast, the percentage for physiseme form of school choice. They occupy an .
. . . "y with the urban
was 50 percent, for mathematics 58 perceimiermediate position between suburban and
and for foreign languages 42 percent. Yetiral districts with respect to the time teachefzolicy mix.
teachers in all subject areas are paid accorkvote to school-related activities outside regu-
ing to the same schedule. lar school hours. Although a slightly larger
percentage of urban students are enrolled in
On this score, compensation policies iBpecial education, there is no evidence of sys-
the private sector appear to be just about #snatic abuses (i.e., increasing special educa-
rigid, since the estimated difference for eltion enroliments associated with poverty, race,
ementary teachers in the private school equethnicity, or use of language other than En-
tion is also small, just under 4 percent. Howglish at home). This is not to say that urban
ever, the model controlled for starting pay achools could not accomplish more with the
the school as well as the salary incrementssources they have, only that on these counts
(again at the school) for teachers who obtathey appear to be following as effective a set
a master’s degree and for an additional yeaf policies as public school systems in sub-
of experience. Since most of the differenagrbs, towns, and rural communities.
between elementary salaries and secondary
salaries in the private sector arises between By several indications, however, there are
schools rather than within a school, the cogbroblems with the urban policy mix. First,
ficient in table 10 substantially understates thtbere is virtually no evidence that urban school
amount by which elementary and secondasystems are benefitting from economies of
salaries differ. This is clearly seen wheascale at the district level. The average district
school-level controls are removed from thbas three times the enroliment of the average

spects, urban

stems . . . there

The Condition of Urban School Finance81



suburban district, yet there appear to be no sédeit indirect, that urban systems also employ
ings in administration or other central officanore teachers in non-teaching roles: class
operations. This suggests that the typical wizes tend to be larger, though aggregate stu-
ban district exceeds the size at which scadient/teacher ratios are actually lower.
economies have been realized. Similarly, while
there is evidence of scale economies at the Some of the comparisons that appear to
school level, the savings per student is quitavor urban schools turn out to be less favor-
low, on the order of $25 to $50. Given findable when one looks beneath the surface. Al-
ings in the education production literature thahough more urban systems have established
students benefit from smaller, more personathool choice programs, the proportion of stu-
learning environments, one must questiatients who actually participate in these pro-
whether savings of this magnitude justify curgrams is low and not very different from that
Some of the rentschool sizes. found in suburban and rural systems. On pa-
per there is choice, but in reality few families
A larger proportion of urban revenues igxercise it. Similarly, while a much higher
appear to favor received as programmatic aid, a circumstanpeoportion of urban systems indicate that they
that tends to increase administrative costs ande salary incentives to recruit teachers, es-
deprives local officials of flexibility. Teacherpecially in shortage subject areas, most of the
turn out to be absenteeism appears to be a greater problefistricts that do so continue to experience dif-
though not necessarily because absentee rdteslty recruiting. Moreover, analysis of
are actually higher. Rather, urban districts magacher salaries fails to find any evidence that
when one looks  have more difficulty finding (or affording) ca-teachers who receive these incentives (by their
beneath the Pable substitutes or dealing with the disrumwn report) are actually paid more than those
tions caused when regular classroom teach&rbo do not.
are not present. There is some evidence, al-

comparisons that

urban schools

less favorable

surface.
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Introduction

This paper alludes to the conventionand operating discretion. The data availabil-
manner in which the United States has chay alterations which might accompany school
sen to finance its public elementary and seby school financing, could also enhance our
ondary schools and suggests that these mechaalytic capacity and, eventually, render
nisms should be altered to empower individuathools more efficient.
schools more fully. The paper’s principal the-
sis is that education governance mechanisigghat is the Problem and What
have evolved in a manner which disconnecEprains 1t?
them from the practical operations of schools
and the functional integrity of the latter has American public education apparently ex-
been badly impaired as a result. Presenthjipits a kind of institutional schizophrenia. On
both accountability and practical decisiomne hand it is said to suffer from such an ex-
making authority are misplaced. Those entess of democracy that it is overly vulnerable
powered to make education decisions do nahd dysfunctionally responsive to virtually ev-
operate schools. Existing financing mechary special interest that can print a letterhead
nisms exacerbate this condition. Selective iand manage to mount a protest or campaign.
cremental changes, such as mandating that©f the other hand, analysts claim that the
percent of revenues be allocated to schodtsosely coupled manner in which public
and that states require each district to maiaeucation’s operating arm is connected with
tain accounts for individual schools, or moréhe governance systems renders schools re-
radical reforms such as charter schools, comarkably resistant to any fundamental change
tracting out, or vouchers could begin to alteshaped by the formal authority of the political
the imbalance between governing authoritgysten?

1 See Chubb and Moe (1990).
2 See Weick (1982).
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This dual personality exposes public edwnd local school board members and their su-
cation to criticism of every imaginable stripeperintendents have decision making author-
There are those who claim that contemporaity and they can be held accountable. They
schools have lost their purpose amidst a bare formally authorized to make policy for
wildering sea of constituent demands for AID@&merica’s education systems and they can be
education, classroom prayers, multiculturalected, diselected, censured, recalled, and
sensitivity, consumer awareness, environmefired. Indeed, individuals in these offices turn
tal consciousness, self esteem enhancemaner with regularity. However, these individu-
feminine liberation, drug and alcohol prevernals, regardless of how important they appear
tion, driver education, etc. Similarly, there aren a formal chart of government organization,
other critics who contend that public educado not actually operate schools or provide in-
tion is the helpless captive of narrow self instruction. Moreover, they have remarkably
terests such as educationists, teacher uniolisle ability to influence those who do.
committed egalitarians, or professional admin-
istrators all of whom steadfastly resist any sig- Conversely, individuals who actually op-
education system nificant change. erate schools, upon whom the success or fail-

ure of a school is tightly tied, have exceed-
Its public nature, political vulnerability, ingly little formal authority, frequently have
governance and  and operational magnitude make Americavirtually no control over budgetary matters,
education virtually a Rorschach test. Criticand are virtually invulnerable to the conven-
can impute to it almost any societal flaw otional mechanisms of accountability. These
arrangements  personal disappointment. It is almost as diffare principals and teachers. It may indeed be
which are cultto gain agreement regarding what is wrorjgst that since they are so poorly empowered
with education as it is to reach consensus abaliey should be so powerfully protected from
a solution. However, the most widely publithe consequences of poor performance.
or inadequately cized and currently fashionable governance
and finance solutions, appear to have a com- How did matters come to be so discon-
. mon theme embedded within them. Propoected? When it comes to public education,
arenas of action. pents of breaking up big city districts, relyindhow come those in charge can do little and
upon magnet schools, allowing open enrolthose who could do much have been empow-
ment, establishing charter schools, permittingred to accomplish so little? This misplaced
private contractors to operate public schoolauthority and control over resources was not
and advocates of voucher plans seem to shareonscious creation. It is the unintended re-
several critical elements. sult of numerous well meant education re-
forms. Size is the principal culprit. We have
America’s public education system hasncouraged the formation of huge school dis-
evolved governance and finance arrangementists which have outrun our capacity to man-
which are inappropriately or inadequatelage. However, dysfunctional scale is not the
aligned with arenas of action. In effect, wheanly problem. Excesses resulting from Pro-
it comes to the nation’s public schools, powegressive Era political reforms, the “Scientific
is poorly positioned to produce performanceManagement” movement among school ad-
ministrators, community severing judicial de-
A succession of twentieth century govereisions, and 1960s and 1970s federal and state
nance and finance reforms has left a set of edievernment categorical aid fusillades have all
cation officials publicly visible and politically contributed to this governance impasse. State
vulnerable while simultaneously eroding thechool finance arrangements, by assuming the
functional integrity of the very institution re-district as the central operating unit, reinforce
sponsible for instructing students, the indithe status quo and typically do little to im-
vidual school. State legislators and governopsove the situation.

America’s public

has evolved

finance

inappropriately

aligned with
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Everything Got Bigger: The School cient. They amassed almost no empirical data
District Consolidation Movement® in support of their position. Nevertheless,
within a 50 year period, even with major dis-
America continues to be a nation of relaractions such as the Great Depression, World
tively small school districts. In 1990, 90 perWar I, and the post war baby boom, the num-
cent of the local school districts in the natiober of local districts was reduced eightfold, to
each enrolled 5,000 or fewer students. Small&ightly fewer than 16,000. This figure has
yet, 80 percent of all districts each enrolledontinued to shrink, though at a slower rate.
fewer than 2,500 students. What then is tli®day, there are estimated to be approximately
size problem? 15,200 local school districts. (All but a few
dozen of the non-operating districts have been
The problem is on the other end of theliminated.)
distribution. Fifty percent of the nation’s pub-
lic school pupils are enrolled in only 5 per- Among the less heralded consequences of
cent of the nation’s school districts. Thesthis dramatic reduction in units of government
large districts include the nation’s premier citis the status of representativeness. The num-
ies such as New York, Los Angeles, Chicagber of school board members nationwide was
Washington, DC, and Dallas. They also comeduced accordingly from a pre-reform estiFifty percent of
tain the largest concentrations of low incomenate of more than 300,000 to today’s level of . .tion’s
dropout prone, and low achieving studentapproximately 50,000 to 55,000. Of course,
These are the very districts whose elite popthe nation’s population increased along thigublic school
lations have come most to depend upon prvay. Thus, whereas there used to be a sch@quﬂs are
vate schooling. These are the districts masbard member for every 300 or so citizens, .
jeopardized by past and impending middleach such office today must represent approf?it—lroued in only 5
class flight. These are the very districts whoseately 5,000 constituents. Distribution aroungercent of the
pupil populations are at the greatest risk agluch mean figures is enormous. Central ci}d}/a
educational failure, and for whom one couldchool board members in districts such as New
argue the nation should have the greatest coferk and Los Angeles represent a million cordistricts.
cern. Yet, these are the very districts in whicstituents. A few small districts conceivably
the governance impasse is the most intensgve more school board members than stu-
The further irony is that the reforms whicldents.
led to this condition were intended originally
to make everything better. The school district consolidation move-
ment may have created larger numbers of larger
In 1931 there are 127,531 U.S. localistricts. However, it did not create large cit-
school districts. Thereafter, state officials re-ies. They existed before the 1930s and their
sponded to a coordinated plea by businesshool districts already had large numbers of
leaders, college professors, and National Edstudents for whom they were responsible.
cation Association experts to eliminate smalgomething more must have been operating to
usually rural school districts and consolidateansform these systems, which at the turn of
them into larger administrative units. Thehe century were thought to have the nation’s
campaign was remarkably successful. Cobest schools, into the stultifying bureaucracies
solidation advocates made a common-sensigdhich critics claim they have becorheThe
appeal asserting that small districts were edsemething more came in two waves. The first,
cational ineffective and economically ineffi-before World War 1l, came in the form of a

tion’s school

3 Data in this paragraph were derived fromligest of Education Statistics, 1998ee U.S. Department of Education (1991).
4 These and other data in this paragraph were derived ¥88h—92 Estimates of School StatistiGee National Education
Association (1992).

5 See Kozol (1967).
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cadre of professional administrators, anérogressive Era Reforms
growth of political centralization. The post
World War wave came in the form of judicially = The excesses uncovered by turn of the
imposed racial desegregation plans and a spaentury literary “Muckrakers” were not re-
of Johnson Era categorical aid programs. stricted to the meat packing industry scandals
disclosed in Upton Sinclair's famous novel,
“Scientific Management” and the Growth  The Jungle.Public institutions, particularly,
of Educational Administration in cities managed by big political machines,
were found to suffer from similar corrupt prac-
Frederick Winslow Taylor (1911), an in-tices such as rampant nepotism, illegal rebates,
dustrial engineer who pioneered widespreahd sweetheart contracts. Progressive Era re-
employment of time and motion studies anfibrmers diagnosed the problem as an excess
.. . Taylorism had efficiency applications to business productioaf partisan politics and prescribed a heavy
quite a dramatic was a cult hero in his tirfe He was a turn-of- dose of government centralization as a cure.
the-century counterpart of contemporary busrheir reasoning was that if small, relatively
ness advisers and organizational gurus suchiagsible, ward based decision making bodies
abetted school Demming, Drucker, Covey, Peters, andere consolidated into highly prominent cen-

impact. It vastly

dmini . Senghe. tral city school boards, often appointed or se-
administration as lected in a manner which would separate their
a profession . . . Taylor and his colleagues’ efficiency andnembers from the dirty partisanship politics

time use notions, which came to be labelasf machines, they would attract citizens of a
“Scientific Management,” were quick to behigher caliber, more likely to make decisions
Management” adopted by the fledgling field of school adin the best interest of the overall community.
assisted the field ministration. Who could resist rendering
schools more efficient and who better to ap- Big city school districts all over the na-
ply the new efficiency principles than trainedion, but most particularly on the eastern sea-
itself into one Schooladministrators. The long lasting effectsoard and in the midwest, underwent a series
. upon instruction were few. Neverthelesxf governance changes as a consequence.
which had Taylorism had quite a dramatic impact. IWard based elected school boards were gen-
professional vastly abetted school administration as a prerally eliminated. Central city boards, often
fession. While the growth of big city schoolsippointed, replaced them. Corruption prob-
had already created the need for manageably was diminished. However, yet greater au-
which further eroded the sovereignty of schothority came to rest in the hands of fewer in-
board members, it had not yet spawned a “prdividuals. Close links to constituents prob-
fession.” Early big city administrators wereably suffered in the process. The biggest win-
more civil service clerks. “Scientific Manageners of all may have been the school manag-
ment” assisted the field in transforming itselérs just then beginning to burgeon as a pro-
into one which had professional legitimacyfession.
Because they “knew” how to operate schools
efficiently, they could command authority andRacial Desegregation’
in that way began to draw power from school
board members. The Warren Court’s unanimous 1954 de-
cision to render racially segregated dual school
systems unconstitutional must surely be one
of the most significant domestic decisions of

“Scientific

in transforming

legitimacy.

6 See Taylor (1911).
7 See Kluger (1975) and Horowitz (1977).
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the twentieth century. The repercussions anance was all the more complicated as a con-
still being experienced five decades latesequence. Accountability was diluted also.
However, once the judicial genie of desegre-

gation was released, it could not be restrictéectderal and State Categorical Aid

to the South. Programs

The legal logic which impelled the U.S.  The early years of Lyndon Johnson’s ad-
Supreme Court to find explicitly segregatedinistration benefited from a remarkable co-
schools to be unconstitutional also persuadettidence of political and economic circum-
state and federal district courts that morgtances. Johnson’s 1964 landslide Presiden-
subtle forms of segregation were also illegaiial victory over Barry Goldwater provided him
Hence, cities as far from the South as Bostomijth a hundred seat Democratic margin in the
Denver, and San Francisco found themselvetouse of Representatives as well as a com-
wrestling with court ordered desegregatiofortable Senate majority. The economy, fu-
plans. Desegregation opponents resisted betfled by a Vietham war military buildup, had
militantly and passively. White dominatedecovered from a recession. These conditions,
southern state legislatures rescinded compwhen mixed with Johnson’s master comman®/ hile federal
sory school attendance statutes. One Virginad the political process provoked an outpour- »
) ) ) o authorities were
county (Prince Edward) actually suspendedg of social legislation such as had not been
public schooling. White students flowed irseen since the Great Depression. enacting new
droves te private,. racially segregated “White . school programs,
Academies.” Resistance outside the south was Among the bills were many that concen- )
sometimes more subtle, but often more effetrated on education, K—12 schooling partictitate officials
tive. Many middle income white familieslarly. The centerpiece was the 1965 Elemegyere similarly
sought refuge in the de facto segregated pubry and Secondary Education Act (ESEA).
lic schools located in suburban districts.  However, professional development, vocgngaged.
tional education, international education, bi-
Where desegregation actually occurredingual education, and migrant education were
it was often black households which bore thalso included in the President’s portfolio. The
brunt of transportation burdens. They dispranomentum was sufficient that even when LBJ
portionately rode buses to attend schools odibrwent a second elected term, the bills kept
side their immediate neighborhoods. Theoming under President Nixon. For example,
numbers of black and white students attends an aid to racial desegregation the Nixon Ad-
ing school together may have increased. Howinistration sponsored the Emergency School
ever, there was a price to pay. Particularly féxssistance Act and education research initia-
many black households, an easy interactidives. Subsequently, President Carter endorsed
with a conveniently located neighborhoothe Education for All Handicapped Children
school was no longer possible. Also, fromAct and the formation of a separate federal De-
the standpoint of many desegregating schgshrtment of Education.
districts, there was a new government author-
ity with overarching power, a supervising fed- While federal authorities were enacting
eral judge. These judges were not simply anew school programs, state officials were simi-
other elected official with whom one negotifarly engaged. Thus, the decade from mid-
ated on matters in conflict. Unlike a fellowl960s through the middle of the 1970s wit-
school board member, a city council officialnessed literally dozens of new categorical aid
or a mayor, these judges held all the cardstograms, some state, some federal, intended
Negotiations were not typically a part of theito aid local school districts in coping with spe-
modus operandi. School governance and fitalized problems.
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... State finance
mechanisms
reinforce existing
dysfunctional
relationships and
big city budgeting
procedures
exacerbate
[...the
disjuncture in
America between
education’s
political
accountability
and practical

authority].

An unanticipated outcome of this prolif-second guessed by an authority structure
eration of special programs was a substantiahich relies upon court decisions, state and
increase in special program administratorfederal categorical aid programs, teacher
Both federal and state governments were araion contracts, and statutes which empower
ious to ensure that their funds were appropdistricts not schools.
ately deployed. Hence, they promulgated rules
and the rules had to be properly overseen. Third, accountability mechanisms have
Most federal and state categorical progranecome misdefined and misaligned. The pro-
required a local school district central officdiferation over the past half century of out-of-
administrators to assist individual school siteschool decisions makers has led to an enor-
These administrators drew their legitimacy nohous set of local district, state, federal, and
from the superintendent or local school boargydicial rules by which schools are expected
but from more remote authorities in state cafie operate. These rules are relied upon by re-
tals and Washington, DC. School principalsote authorities to ensure that revenues are
now were beholden not only to the converexpended in a legal and equitable manner. The
tional chain of command, running up throughules are seldom oriented toward ensuring ei-
their central office to the superintendent, buher good practice or enhancing academic per-
also to a categorical chain of command rufiermance. The net result is that school ad-
ning from their central office, bypassing theninistrators are now held responsible for com-
superintendent, and leading to a state or tplying with rules rather than creating and sus-
nation’s capital. Administrative complexitytaining schools which power student achieve-
resulted, and accountability at the school levalent.
was dealt yet another blow to the organiza-

tional solar plexus. Principals, particularly in our largest
school districts, are seldom significant deci-

The Consequences for sion makers. Personnel, budget, curriculum,

Education and for Schools special program, and even instructional ma-

terial decisions are often made “Downtown.”
The above-described changes in educati@vhen decisions are made elsewhere, the ac-
and education governance have accrued dountability machinery is impeded. The an-
three major consequences. First, district levelver to the question posed of schools, “Who
decision making has become remote, diffusis, in charge here?” The answer is “Every-
and divorced from the operating authority dbody is in charge here.” When everyone is
schools. School board members and supergharge, it is difficult to hold anyone respon-
tendents are accountable to the public, but thsiple.
have relatively little direct influence over the
operation of schools. Conversely, the persofhere Does School Finance
who do operate schools, principals and teackit In All of This?
ers have been stripped of the governing and
financing authority they need to perform ef-  State level school finance arrangements
fectively. are not the root cause of the disjuncture in
America between education’s political ac-
Second, the operational integrity of theountability and practical authority. Other pre-
school has been dysfunctionally disrupted. dlisposing conditions must assume the princi-
is difficult for a principal and his or her staffpal blame. However, state finance mecha-
to forge a unified vision of the manner in whicimisms reinforce existing dysfunctional rela-
a school should operate. Principals, and tonships and big city budgeting procedures
some degree teachers, are perpetually beimacerbate the problem significantly.
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State Distribution Mechanisms Similarly, the vast majority of United
States districts do not suffer from the disjunc-
Virtually since there were states, this levealre of governance and operation. The 80 per-
of government has possessed plenary authoent of districts which serve 2,500 students or
ity for education. However, unlike most othefewer, and perhaps even the 90 percent of dis-
nations, the United States has opted to exdricts which serve 5,000 or fewer students, are
cise this authority through rules of law, rathemot the ones for which finance distribution re-
than by constructing an institutional basis fdiorm is a major problem. These smaller dis-
state control over schooling. The financingricts enroll approximately one-half of the
of schools is part of this abstract state legahtion’s public school students.
structure. State statutes assume the primacy,
for school finance purposes, of local scho@here is the Problem? In the Other
districts. Taxation and distribution policie{Larger) Half
take the district to be the responsible operat-
ing unit upon which the state bases its calcu- The “problem” is most acute in America’'sRevenue
lations regarding effort and subsidy. Itis alskarge, and particularly in its largest, school dis- .
the local school district which is the recipientricts. Fifty percent of the nation’s publicgeneramon,
of categorical aid revenues and it is the locathool students are enrolled in only 5 percentgardless of its
district which is fiscally accountable to theof the nat.ion’.s school disf[ricf[s. The;e big, arﬁ’lany faults and
state. usually big city, school districts typically rely )
on formulaic or mechanical budgeting procgiccompanying
These state mechanisms assume and defes which, under the guise of promoting eGnequalities, is
inforce the dysfunctional schism between aciity, actually eviscerate accountability and pro-
countability and authority. State statutes aductivity and may well harm equity in the pro©t flawed by
sume that local school district officials willcess. school district
make appropriate decisions regarding the al- . .
location of revenues to schools. In fact, the In most large school districts, importan?lze’ categorical
majority of large districts have opted for a praresources are assigned to schools using mathd programs,
cedure which is mechanically easy and prematical formulad. What a school receivesscientiﬁC
vides the appearance of fairness. Howevaevill depend on a few basic numbers, such as
they seldom opt for distribution proceduresumber of students and size of building. Thesganagement, etc.
which enhance effectiveness or ensure equitbumbers are inserted into district developed
official formulas to allocate teachers, admin-
Delimiting the Debate istrators, support staff, books, supplies, and
other major resources.
Before condemning all of school finance,
it should be understood that the problem is Allocation of TeachersTeachers will usu-
not all encompassing. Revenue generatical]y be allocated according to the number of
regardless of its many faults and accompangtudents expected to enroll in a particular
ing inequalities, is not flawed by school disschool and according to the class size the dis-
trict size, categorical aid programs, scientifitrict seeks for that level of school. Total pro-
management, etc. In fact, revenue generatitted enrollment, divided by desired, or con-
has been, on some dimensions, aided or at leasttually determined, class size, will produce
made more equitable by the United States hawtal teachers allocated to a school.
ing consolidated many small rural districts.

8 See U.S. Department of Education (1989).
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Typically, the allowed class size is smalletion allocated to school site personnel regard-
at the secondary level than at the elementang the budget, this is a likely category.
level. For example, a district central office
may allocate one teaching position for each Exceptions to the FormulasMost dis-
25 students at a high school and one teachitigts are firm about using these formulas, be-
position for each 28 students at an elementaggiuse they are seen as essential to ensuring
school. Thus, a high school of 1,500 will therquity among schools. The district may make
receive 60 regular classroom teaching posxceptions to provide a minimum level of
tions, while an elementary school of 700 wilstaffing for a small school. For instance, if
receive 25. the standard formula allows a counselor for
every 700 students, a school may receive one
These allocations, like other personnel atounselor even if it only has 500 students. Ex-
locations, may be counted in numbers of “fulleeptions may also be allowed when a school
Most districts are time equivalencies” or “FTEs.” When partfaces unusual circumstances. For example, a
time staff are used, or a single person divideshool may have a good case for an additional
time between several school sites, the builteacher or counselor if it receives a sudden
these formulas, ing is listed as having a fraction of an FTHEnflux of students who do not speak English.
The FTE count gives a more precise sense of
how a school is staffed than a statement which Centralized ServicedNot all the district’s
counts full-time and part-time staff equally. revenues in the budget will be allocated to in-
to ensuring dividual school sites. Some noninstructional
Allocation of Other Personnel.Some functions are provided at the district level,
other positions are also likely to be allocateslich as legal services and business. Some
schools . .. according to number of students. A vice prirether functions serve two or more schools—
cipal may be assigned, for example, for evesuch as transportation or a district mainte-
. 500 students. Librarians, clerks, departmentince office and these may also be organized
exceptions  chairs, social workers, and so on may be asentrally. Depending upon district practice, a

tirm about using

because they are

seen as essential

equity among

[However,]

may . . . be signed on the same basis. greater or lesser amount of the total budget
will be held centrally, its allocation determined
allowed when a Some positions, such as custodians abg districtwide administrators.

school faces groundskeepers, may depend on other factors,
such as building size. Custodians may be al- There are large segments of school dis-
located based on size of the facilities, and gdrict resources which could easily be allocated
circumstances. deners or groundskeepers may be a functitmindividual school sites, but typically are not.
of total square footage around the school buildhese budget lines are held centrally. For ex-
ing. ample, individual schools frequently do not
have a substitute teacher budget, a line item
Allocation of Materials.Many school sup- for minor maintenance and repair, or a line
plies will be allocated on a per-pupil basidgtem for utilities. The unwillingness to allo-
Thus, the textbooks, chalk, paper, science mzate these resources to school sites triggers
terials, and student workbooks may be assigniefficiency. Not believing they have respon-
based on expected enrollment. Alternativelgjbility for or control over utilities, for ex-
the school may be allocated a dollar amouatnple, erodes school level inducements to turn
per pupil to cover these costs, giving the prireut lights or save on heating or air condition-
cipal or teachers some discretion about justg. Substitute teacher use is an even larger
which items to procure. If there is any discregroblem.

unusual

¢ Class size is typically a function of state law regarding maxima, teacher union-school district labor contracts, practices in
surrounding and competing districts, and history.
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An Important OmissianCapital costs are table, pattern of student performance in
seldom allocated to schools. What is cost ovAmerica’s large city school districts. The
time to construct and renovate a school aligany of problems regarding low academic
costs frequently born through some kind aichievement, high dropout rates, frightening
debt instrument. These costs while borne Ipupil mobility, widespread parent dissatisfac-
the taxpayers of a local school district or stat¢éisn, and rampant school violence constitutes
are almost never conceived of in public schoohe of the nation’s most worrisome conditions.
systems as something that should be embétiearly, the full blame for this situation can-
ded in data used for making school site degiot be laid at the doorstep of existing school
sions. Most American public school princifinance conditions. If school based manage-
pals take their building for granted. A privatenent or some other simple means for restor-
school operator, of course, particularly onimg the connection between authority and op- o
who rented instructional facilities, would haveration were instituted tomorrow, it is not cleaPrevailing large
a far more intense conscious understanditigat student achievement would soar. Itis likelchool district
of capital costs. that an integrated set of changes is need. .
budget allocation
Inequality Most districts have a clear  Still, until the reconnection occurs beformulae exhibit
policy of trying to provide equal education taween authority structures and accountabilit)ﬁ, reorettable
all students. However, very few districts enthe probability is great that schools will be in- g
up providing equal resources to each schoaapable of contributing forcefully to the soluirony. [While]
tion of these problems. Thus, while schog}, .;; principal
One significant explanation for why twofinance reform is by itself an insufficientrem- = )
schools with similar enrollments may receivedy, it is still very much a necessary conditiotstification is
different dollar allocations is the conventionalor improving matters in city schools. to ensure
teacher salary schedule system. In the first
place, teacher salaries and benefits are usu- Equity. Prevailing large school district
ally determined by seniority and training. Audget allocation formulae exhibit a regretereatment of
school district’s highest paid teachers will gertable irony. Their principal justification is toS cudents
erally be paid about twice as much as the lownsure equitable treatment of students. Pre- o
est entry-level teachers. In the second pladieninary analytic results, reviewed below, sugpreliminary
senior teachers usually are granted greater digst that they have an opposite effect. In fa‘étnalytic results . .
cretion in where they are assigned. If senitwy virtue of allocating teaching positions, and
teachers, with the highest salaries, all prefettaen permitting the salaries of teachers actusS1gZgest that
given school, their individual choices in thally holding such positions, to fluctuate baseghey have an
aggregate can create a situation in which totah criteria disconnected from instructional per-
expenditures for that school are far higher thdarmance, resource allocation procedures 8P
they are at a school with many newer teachult in substantial inequities.
ers.

equitable

posite effect.

The analyses displayed in table 1 are based
What is the Evidence That Anything is upon National Center for Educational Statis-
Wrong? tics (NCES) collected data for the 1992-93
academic year for a major midwest state.

Existing resource allocation procedures hese analyses are restricted to the 24 largest
principally in large school districts, contrib-districts in the state. The districts range in size
ute to three kinds of problems, efficiency anftom an enroliment low of 42,000 to a high of
productivity and equity both appear to suffeizO, 000. The analysis removes from consid-
eration whatever is spent by the central office.

Efficiency and Productivity Almost any Elementary and secondary school spending is
reader is familiar with the general, and lamermonsidered separately within each district. The
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Table 1.—Intradistrict per pupil spending differences in 24 of the largest districts of a
Midwestern state
Statistics Elementary schools Secondary schools
High $ per pupil 2,092 High $ per pupil 1,475
1,850 1,470
1,810 1,429
1,777 1,250
1,520 1,241
1,421 1,221
1,390 1,183
1,245 1,119
1,225 984
1,165 966
1,138 926
1,097 925
Per pupil $ mode 1,024 Per pupil $ mode 866
950 806
946 663
850 656
729 428
726 400
709 390
656 362
631 300
552 279
546 232
494 194
Per pupil $ low 268 Per pupil $ low 118
Per pupil $ mean 1,074 Per pupil $ mean 779
Classroom multiple Classroom multiple
(25 pupils per class) $25,850 (30 pupils per class) $23,370
SOURCE: Results from the author’s analysis of NCES data on school-by-school spending of all districts within
two large states.

table displays the range of intradistrict per pu- Assuming the mean elementary per pupil
pil spending for each schooling level, elemerspending difference of $1,074, the more for-
tary and secondary, for each of the 24 districtsinate school expends in excess of $25,000
per classroom more than the lower spending
The fiscally most fortunate school in theschools in the same district. The secondary
district with the highest intraschool per pupidnalog spends in excess of $23,000 per class-
spending difference is expending in excess mdom more than the least spending school in
$50,000 per classroom more than the loweste same district.
expending elementary school in the same dis-
trict. The secondary school extreme in the Even at the low end of the intradistrict
same district is spending in excess of $35,08pending disparity continuum, the per class-
more per classroom than its less fortunate lawom elementary school spending difference
per pupil spending counterpart. is $6,700. The same figure at the secondary

98 Selected Papers in School Finance, 1996



Table 2.—Intradistrict per pupil spending disparities related to selected school

characteristics
Variable State A State B
School type (elementary or secondary) $565 $491
School size (enroll) ($.62) ($.61)
Percent poverty ($493) $2.00
Percent minority $9.00 $6.00

SOURCE: Results from the author’s analysis of NCES data on school-by-school spending of all districts
within two large states.

classroom level is almost $3,000 per classpending differences are consistent with what
room. While not mindboggling, these are sigs known regarding the programmatic differ-
nificant dollar differences. These resourcences between elementary and secondary
amounts would help substantially in the puischools. What is new here is actually having
chase of instructional supplies and materialdollar data on the magnitude of such differ-
The very existence of such spending diffeences.
ences, within systems which purport to allo-
cate resources rationally is surprising. It prob- Larger enroliments schools, within dis-
ably is illegal. tricts in these two states, spend less per pupil
than small enrollment schools. In fact, this
Again, relying upon NCES collectedmethod of statistical analysis suggests that each
intradistrict per pupil spending data from twadditional student in a school results in a dec-
large industrialized states, a different kind aiement of approximately 60 cents per pupil for
analysis was undertaken. The data set includdkstudent in that school. Put in the converse,
per pupil spending, by school, for every schosimall schools within districts receive approxi-
in every district in the staf8.Here, a “Ran- mately 60 cents more per pupil, the smaller
dom Effects” statistical regression model wakey are.
used in an effort to determine, within indi-
vidual school districts, total operating per Finally, schools within districts receive
pupil spending (the dependent variable). Ttaelded resources if they serve low income and
“‘independent variables” used to predict peminority students. For each 1 percent increase
pupil spending by school were (1) grade levéh either poverty or minority students, a school
served or school type (elementary or seconghithin a district receives anywhere from $2.00
ary), (2) size of the school (in terms of enroltto $9.00 additional per pupil.
ment), (3) percent of the student body listed
as eligible for free and reduced-priced meals, The dramatic exception to this statement,
and (4) percent of the student body classifiexh exception of a magnitude so great as to war-
by the school district as “minority.” The rerant further exploration, State “A” displays
sults are summarized in table 2. a spending decrease of $493 per pupil for each
1 percent increase in a school’s poor students.
These analyses display the per pupil fi-
nancial advantage in each of the two states The data displayed in table 2 are interest-
for secondary schools. State “A” spends $568g from several viewpoints. First, one can-
more per pupil in secondary schools, comot help but be struck by the fact that despite
trasted with elementary schools and state “Bhese data being generated in industrial states
spends $491 more per secondary pupil. Thasewidely differing parts of the nation (one in

10 Schools serving disabled students exclusively were eliminated from these analyses.
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the midwest and the other in the west), the di- What is crucial to the success of such a
rection and magnitudes of the dollar figureschool based management effort is that re-
are remarkably similar. The exception to thisources are allocated to schools, in dollars,
pattern is the per pupil spending decrementimot in staffing positions. Schools, then have
state “A” related to poverty status. Second,an opportunity to determine the manner in
reader should keep in mind that these per purhich resources are used. This may well in-
pil spending differences are occurring undeolve a transition period wherein the amount
systems which are intended to distribute finaif practical discretion evolves. Senior, and

cial resources to schools equitably. presumably high paid, teachers cannot sim-
ply be turned out. However, as retirements
What are the Alternatives? and other forms of attrition take place, the

amount of dollar discretion at a school can be
Contemporary proposals for altering eduexpanded.

cation finance and governance can be arrayed
on a continuum, the underlying theme of which  Achieving these kinds of reforms is not
is size of decision making unit. The aboveparticularly popular politically. A number of
proposals for mentioned New York City deconsolidationwvell established interests are threatened by the
serves as a good anchor for one end, the lagjlcation of resource decisions to individual
end, of the continuum. An unregulatedchools. However, achieving school based
finance and youcher plan which enfranchises individuahanagement can be approached in relatively
households to decide upon their children’s edamall policy increments. For example, a state
cation can anchor the other. Between thesttute requiring that a specified percentage
poles are a variety of alternative arrangements, district generated per pupil revenues (e.g.,
continuum, the some more obvious of which are illustrate@0 percent) must be allocated to individual

Contemporary

altering education

governance can

be arrayed on a

. below. schools sites) in tandem with a statutory pro-
underlying theme - ISR o :
vision requiring districts maintain expenditure
of which is size School Based Management accounts school-by-school might have a dra-
matic effect.

of decision _ _
This genre of finance and governance re-

making unit. form retains decision making in the public seccharter Schools*?

tor but repositions it, or repositions some sig-

nificant segment of resource allocation In the mid-1990s this has become a par-
decisionmaking at school sites. Who is abtecularly fashionable idea. The spirit of the
to participate in decisions, only the principakeform is to permit individual schools to re-
principals and teachers, professional educatarsin in the public sector, but to divest them-
and parents, all the above plus citizens, aselves of allegedly burdensome local school
questions which routinely are posed and gedistrict regulations. More than 20 states have
erally are answered differently in different setenacted some form of statute authorizing for-
tings. The Chicago school district decentratation of charter schools. These statutes vary
ized decision making endeavor, still underwayyidely in the decision making discretion that
to redistribute decision making discretion igndividual schools can assume and in the man-
perhaps the best, at least the largest, exampé in which schools can take advantage of an
of such a reform effort. opportunity to opt out of their local school

district governance apparatus.

1 See Guthrie (1986).
12 See Finn, Mano, and Bierlein (1996).
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Contracting® odds, certainly against militant teacher union
opposition and repeated court challenges, to
This idea involves a private sector firmoperate a single elementary school in
bidding upon and ultimately contracting withWVilkinsberg, Pennsylvania and Chelmsford,
a local school district to operate one or a largbtassachusetts. It would seem too early to
number of schools, perhaps even all thadge this venture.
schools in a district. The publication of the
book Reinventing Governmefiity Osborne \ouchers
and Gaebler sparked particularly intense in-
terest in the idea. While not advocating it for  This reform is simple in concept. It would
education specifically, The “Reinventing’involve government providing each family
book inspired municipal and state goverrwith a financial chit, a voucher, redeemablgvouChers] Co
ments to contract with private providers for anly for schooling. Thereafter, presumablyinvolve
variety of conventionally managed public sethe household becomes the fundamental deci-
. . : : : overnment
vices. The Osborne and Gaebler book wafn making unit. However, depending upo
given added visibility by President Clinton’she restrictions placed upon use of the vouch@‘;ovidiﬂg each
enthusiasm for the ideas during his 1992 canfe idea can become practically complicategmﬂy with a
paign. quite quickly.
financial chit, a
In education, however, this reform option  Voucher advocates have also lurked in theoucher,
has not been launched with great success.sBadows of education governance reform for
major private sector entrepreneur, Christopharlong time. Putting aside voucher principle 3
Whittle, who had earlier initiated a successtemming from the writings of John Stuarfor schooling.
ful in-school television advertising ventureMill, contemporary proponents of using thefhereafter
has undergone various insolvencies and hamrket place to shape education decisions trace ’
had, as a consequence, to vastly curtail hiseir more modern roots to Milton and Rospresumably, the
Edison Project. At its outset, this plan erFriedman’s boolCapitalism and FreedoM ;. sehold
tailed the startup of 1,000 private school3.his volume devotes a chapter to education
Recently, the grandiose plan has been scakead vouchers and provides an ideological ukecomes the
back, and Edison is now bidding on the omlerpinning for the notion. fundamental
eration of individual schools in a select few
local school districts. The Office of Economic Opportunity
(OEO), a now defunct Johnson Administraanit.
Another private sector firm, Education Altion War on Poverty agency, actually con-
ternative Incorporated (EAI), has had twalucted a voucher experiment in Alum Rock
large operating contracts, Baltimore, MarySchool district, east of San Jose, Califoffiia.
land and Hartford, Connecticut, and has fadétbwever, OEO was unsuccessful in its efforts
away in each. The company even announctrpersuade an entire state to experiment with
formally that it would try its brand of managvouchers. Even New Hampshire, the motto of
ing public schools under contract to schoathich is “Live Free or Die,” took the idea to
boards in suburbs because the plans weye too radical and refused OEO financial in-
seemingly not taking well in large cities.  ducements to operate a statewide voucher plan.
These OEO experimental efforts were moti-
Another smaller firm Alternative Public vated more from of a sense of providing low
Schools (APS), continues against virtually alhcome students with equality of opportunity,

deemable only

decision making

13 See Hill, Pierce, and Guthrie (in press).
14 See Coons and Sugarman (1978).

15 See Friedman, Milton, and Rose (1962).
16 See Weiler (1974).
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When coupled
with other
compatible

reforms such as a
statewide ot even
a districtwide
achievement
performance
measurement
system, school
based
management
comprises the
crucial
components of a
forceful
accountability

system.

than they were propelled by a notion that bigolitics of the situation. The other deals with
city school governance had gone awry. the technical side of the equation.

Despite potential complexity and contro-  Political Prospects for Change Site
versy, this reform continues to attract remarlbased management is an idea that makes much
able interest, even though it has had little oppgical sense, is relied upon heavily in the pri-
erational acceptance. Congress has insertedede sector, and is utilized productively in
voucher bill, applicable only to the District ofsome surprising settings such as the military.
Columbia, in the District's FY 1996-97 ap-However, it is an idea for which it is difficult
propriations bill. It has passed the House ¢b mobilize a political constituency in educa-
Representatives. As of this writing, its Senateon. When coupled with other compatible
fate has not been determined. However, theforms such as a statewide or even a
fact that it would proceed so far in the nationalistrictwide achievement performance mea-
legislative process is testimony to the attrasurement system, school based management
tion of the idea. comprises the crucial components of a force-

ful accountability system. If schools had con-

A statewide voucher initiative was placedrol over their resources, and outcomes were
on the California and Colorado ballot in 199Zairly and accurately measured, then it would
and 1993, respectively; it was roundly rejectechore possible to attach consequences to
State legislative body after body has debataedhool performance. That is a frightening
the matter with, as of yet, no widescale plaprospect to some.
taking hold. The Wisconsin and Ohio legisla-
tures are partial exceptions. They have been Many school board members are disqui-
willing to support a gradually expandedeted at the prospect of school based manage-
voucher plan for inner city Milwaukee andment. They fear it will diminish their ability
Cleveland students, permitting them to uge micromanage. They will claim, with some
public funds to attend private schools. The legccuracy, they can now be more responsive
islation authorizing these actions is being chab their constituents under the current system.
lenged in the courts, and may well lead to @f course, it is precisely some of this respon-
U.S. Supreme Court decision. siveness which is causing schools to be un-

productive. Many school principals fear

Voucher proponents seem increasingly ssehool based management because it will ex-
phisticated, having learned to adapt their r@pose them to accountability. Teacher union
form vehicle to the many objections whiclofficials are often opposed to the idea because
have been made to the idea of an unregulatéchight erode their districtwide base of influ-
voucher plan. However, as with school basexhce. Parents and other citizens who might
management, charter schools, and contractifgnefit most from having productive and high
voucher proponents would be hard pressedgerforming schools are the least informed re-
point to a widely successful model. garding the idea. Indeed, the information costs
to them are sufficiently high that many have
little idea regarding the concept and probably
even less willingness to advocate for it politi-
cally.

What would it take to reconfigure state
school finance systems in order to empower Thus, the dismal short run answer is that
individual schools, restoring the operating caschool based management, and the changes
pacity that has been so dramatically erodéu state school finance systems which would
over the past century? There are two kinds pérmit or encourage it are unlikely to take
answers to this question. One addresses filace. For the political controversy that site

Rebuilding State Systems to
Restore School Capacity
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based budgeting and accounting might preestricting the consideration to school based
voke, see the hypothetical scenarios appeéinrancing alone, there is no reason to alter state
ing at the end of this piece. school finance revenue mechanisms.

Technically As with many good ideas,  On the distribution side, only a few addi-
there is far less technical complexity to impletions have to be made to most state formulas.
menting school based financing than there lidere again, this is not intended as an endorse-
a political challenge. A set of small statutorynent of the means by which states now allo-
changes is all that is needed. These technicate funds to local districts. Many current for-
components are explained in greater detail b@ulas continue to result in unequal charters of
low. However, they summarized by Pierce iwealth for some districts and often promote
the following mannet? inefficiency as well. Nevertheless, keeping the
focus on redirecting funding to schools, all that
* Revenues should be conceived of aseed be done statutorily is to require that some
belonging to schools, not school disfixed percentage of per pupil funding passSChO()l& once
tricts. through district offices and be allocated to OPempowered with
erating school sites. The precise percenta
» Revenues should follow pupils if theycan be debated. However, approximately 9
transfer from school to school. percent would be a useful beginning pointfunding, might
This would retain 10 percent of per pupil fund- .
» Per pupil allocations to schools shouléhg for district officé®operation. well decide to
contain virtually the full cost of edu- pool their
cating pupils including capital costs. S_chool;, once empqwered with thgir Owrburchasing for
funding, might well decide to pool their pur-
« Revenues allocated to schools shoulthasing for some purposes. They might alsg?™¢ purposes.
be highly fungible, permitting discre-contract among themselves for services or Wil'qrhey might also
tion between personnel and other itemthe central office. No doubt wherever schools
could identify useful economies of scale, they O tFact among
 Schools should be permitted substanvould do so. However, they are probably betthemselves for
tial discretion in purchasing, using aer able to determine such economies them- . .
: . ) : services or with
local private sector firm, for example selves than having them dictated to them by
instead of the school district for sercentral offices, the current arrangements.  the central
vices or items such as maintenance or office.
supplies. States might also alter accounting rules,
requiring that each district’s financial account-
To implement school based financing, exng system ensure school site accounting, al-
isting revenue generating systems need notlogving the ability to determine with precision
altered. This is not an endorsement of the rewhat resources are spent by each operating
enue generating status quo. In many stateshool site.
there continue to be uneven burdens placed
upon classes of taxpayers and uneven indul- Certainly there are many other complexi-
gences granted selected groups of propetigs, problems that would have to be solved.
owners and incomes classification. HoweveFor example, a transition period would be

eir own

17 Specified in remarks delivered before the American Education Finance Association annual conference in Salt Lake City,
March 1996.

8 |n a forthcoming publication undertaken for the National Academy of Sciences National Research Council panel on school
financing, Allen Odden displays technical allocation mechanisms relied upon in the United Kingdom and Victoria Australia
to channel revenues directly to individual schools. These are formulae which take into account the numbers of pupil attending
a school, their age and grade, family income, and disability characteristics, and offer an opportunity to be regionally price
adjusted.
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needed to smooth teacher salaries betwettie matter. Both his sisters were themselves
schools within a district. However, these arguite gifted mathematically and he has always
not matters which need occupy state officialbeen interested in expanding the career op-
at least in a technical sense. Similarly, malportunities of women. Consequently, he is
ing a transition from the present command ampliite open to any reasonable means which
control system over matters such as mainterould enhance gender equity on this dimen-
nance to a system by which individual schookson.

assumed responsibility for such functions

would be required. However, this need not be Senator LaMorte asks himself the ques-

a matter of state law. tion: “Will added spending on counselors
likely enhance female science and math en-
Beyond Individual School rollments and achievement levels?” If the
Operation, What Might Such a answeris“yes,” he is quite willing to increase
New System Contribute? state appropriations for these purposes. To

answer this question, he has accessed 10 years
Imagine the year 2010 when the followef school spending data and an assortment of
ing three scenarios occur in the United Stiétesother input and output information from the
state education department data file. He
State senator, James LaMorte is sitting atakes the key strokes necessary to array these
the Apple computer in his Atlanta legislativedata on a school-by-school basis, scrolls to
office. He chairs the Senate Appropriationthe new S4P (Super Social Science Statistical
Committee and the markup session for the fi®rogram) under TOOLS, and applies the pro-
cal 2011 budget begins the next morning. HFrammed weighting controls for student so-
is working on a spreadsheet which displayscial background characteristics. He then be-
10 year pattern of public school spending bgyins to search for Georgia high schools with
subject matter and grade level. He is nehe highest and lowest proportions of female
worked to the state education data base whistience and mathematics majors.
enables him to access categories of spending
data and an assortment of school process and Once identifying the top and bottom 10
outcome data such as student performances#condary schools on this dimension, he
state subject matter achievement tests. Thegéckly computes the mean per pupil guid-
data are stored in a manner which permits disace expenditure in each set of schools. He
aggregation to the school site of origin. uses his super social science statistical pack-
age again, in order to control for student
The Georgia Association for Guidanceachievement levels, and concludes, alas, that
(GAG) an intensely focused interest group refrgher levels of guidance spending bears no
resenting guidance counselors in the state, coptationship either to gender decisions or
tends that added spending for counselors wowdhievement levels.
enhance the proportion of female students ma-
joring in math and science. They are lobby- Ten years of precise accounting for func-
ing for a categorical spending feature in thigonal and subject matter spending, school-by-
upcoming appropriations bill. school, simply does not reveal any system-
atic relationship between added levels of
Generally, Senator LaMorte detests easpending on guidance counselors and student
marked spending limitations on school site pedecisions about academic major, numbers of
sonnel. Nevertheless, he decides to exploreurses taken, or subject matter achievement.

% These hypothetical scenarios first appeared in Guthrie (1996).
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All of these results hold even after havinguit, was a court appointed master charged with
applied the most stringent statistical controlsnsuring that the school district was comply-
for student characteristics. ing with the intradistrict equal protection
agreement.
Senator LaMorte searches further through
his data base, looking for possible relation- The school district had been fumbling for
ships to high levels of student math and sgrears in achieving per pupil spending parity.
ence achievement, and finds that the moBbv do so had been an intense challenge be-
likely spending linked variable is teacher traincause senior teachers had filed their own suits
ing in advanced science and mathematickiming a violation of union contractual agree-
courses and inservice education in these anents regarding seniority transfer privileges.
eas. The school-by-school budgeting which had re-
sulted from the original Rodriquez consent de-
Senator LaMorte firmly believes in per<ree had left many schools in the San Fernando
mitting school site professional educators tdalley, in the upper income reaches of the city,
make resource allocative decisions. Furtheshort of the resources to employ senior teach-
he has little doubt that literally dozens of Geoers with their higher salaries. In effect, par--
gia principals have already done the kinds ehts on school site councils had generally optedhool site
analyses that he has just conducted in the |&st smaller class sizes, in contrast to more
fifteen minutes. However, he had now verihighly-paid senior teachers and the inevitable’
fied for himself that added resources, if allosoncomitant of large classes. Many of thgenerally opted
catedina gategorical aid_bill directed sp_ecif'ralistrict’s more ;enior teachers were finding th% ¢ smaller class
cally at guidance spending, would unlikelghey were having to accept the forced choice .
lead to favorable outcomes. He now had gositions available to them in central citylZ€s, 11 contrast
answer when he met the next morning witbchools, and they were not pleased with thg, 1,ore highly-
GAG advocates. They would not be happgrospect of having either to move their resi- . )
with his response and his refusal to includgence or undertake a long daily commute. @@ld seniofr
them in an earmarked section of the approeurse a number had resigned, but a signifieachers and the
priations bill. Still, he thought to himself, thecant percent had filed suit and had delayed the .
. : : ) inevitable
data he had just analyzed were every bit asnsent decree implementation as a result.
available to them as to him. Why had not they concomitant of
done the analyses themselves? Then they By 2010, most of these problems had beeiegr
might have had a better idea. resolved by the court, and Serrano was now
using the LAUSD data bank to test for anoma-
Twenty-five hundred miles to the West: lies in school site budgets. The consent de-
cree still permitted a degree of disparity. Judge
In his office in the Los Angles Municipallto, formerly of the criminal justice division
Court building, the facility which had beerbut now hearing civil cases, had decided that
made famous 15 years before by the trial ¢fie same decision rule which applied to school
0. J. Simpson, Anthony Serrano was sittingpending for the state of California, 95 per-
at his networked computer. Almost two deeent of all pupils in the state had to fall within
cades had past since the Los Angles Unifiedprescribed per pupil spending band, would
School District had consented, in Rodriquealso hold inside a school district. It was
v. Los Angles USD to allocate financial reSerrano’s task to monitor this band and report
sources on an equal per pupil basis. Serramo,the court if resource allocation disparities
the grandson of a lead plaintiff in a famousxceeded the limit. He was now preparing his
interdistrict equal protection school financeguarterly report for the court.

. parents on

uncils had

ge classes.
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In mid-continent lies regarding the fit between their schooling
preferences and the offerings and results of
In a Chicago suburb, Emma Coons sits atea public and private schools.
her computer. The screen s filled with school-
by-school budget and program comparisons. The widespread availability of school-by-
As she scrolls through available data regardehool accounting data, and the later addition
ing spending and program profiles of Chicagef program information coded by school, had
area secondary schools, she reflects fondiyeated a remarkable opportunity to enable
upon the distinguished career of her grandfparents to make informed choices about
ther, John E. Coons, a forceful and thoughtfsthooling for their children. Emma was one
advocate for school choice plans. Here sloé thousands of certified advisers who, for a
was, as a school choice adviser, living out tHee, counseled households regarding the rela-
hopes of her famous relative by advising famiive advantages of schools.
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Introduction

Recent studies report that school finangeectations. Experts argue that because exist-
and governance mechanisms in large schang financing mechanisms focus on inputs
districts are weakly linked to effective operarather than outcomes, they exacerbate the prob-
tions of modern schoolsCentral offices and lems arising from the disconnection of deci-
boards of education determine budgets, hision making and school purposes. For ex-
ing policies, textbook purchases, curriculunample, larger districts allocate resources to
hours of operation, personnel evaluation sysampuses using mathematical formulas that
tems, and student assessment policies. Intlike into account grades served, school size,
vidual schools respond to central policies aralass size, and attendarick most large dis-
directives, with the result that decision makiricts, teacher positions are allotted to schools
ing authority for those closest to students eccording to enrollment and class-size require-
limited and direct accountability for results isnents rather than academic strengths and
compromised. weaknesses of studerft€Counselors and

nurses may be assigned on the basis of total

A similar conclusion set forth by schoolenrollment. Supply and material budgets may
finance and governance experts is that distrise allocated based on enrollment by grade,
resource allocation is inappropriately alignethther than on the basis of program need. The
with areas in which decisions should be magw®actical effect of this approach is that most
to improve student performangdllocation school principals have their input units identi-
formulas fail to consider current and past pefied and purchased for them before school be-
formance or state and local performance egins in the fall. Many administrators and edu-

1 See Twentieth Century Fund Task Force on School Governance (1992); Chubb and Moe (1990); and Bimber (1994).
2 See Guthrie (1996); Odden (1993); and Wohlstetter and Van Kirk (1996).

3 See Kehoe (1986) and U.S. Department of Education (1989).

4 See Mosteller (1995).
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cators view this approach as an even-handpbach is to establish law or policy requiring
way to share resources, but the end resultsishool districts to allocate a fixed percentage
that campus administrators have very few ref revenue directly to schooldf a fixed per-
sources with which to respond to unique cansent were allocated to schools, districts would
pus needs. Further, the situation creates pass along all but a fraction of total revenue
environment where central decision makets the schools.
may decide to respond to educational needs
by increasing spending and responsibility at This study examines the practical appli-
the central level, for example, by adopting @ation of targeting a large percentage of school
reading program for all elementary schools idistrict resources for direct pass-through to
the district rather than providing resources dséchools. A background section sets the con-
To improve rectly to schools to respond to instructionakxt for the study and describes the data

equity and needs. sources. We use data from Texas school dis-
_ ) tricts and campuses to explore expenditure
instructional According to Guthrie (1996), the problenpatterns among districts and campuses under

efficiency as well, of disjuncture in decision making and schodalurrent law. Then, again using Texas data,

operations is most acute in large school digs«e simulate the results of pre-established al-

tricts which rely on formulas to distribute rejocation percentages. The study also explores

[could] allocate a sources and services to schdofsnd despite the relationship between teacher salaries and

the belief that formula funding is fairer, ther@xpenditures to test the hypothesis that teacher

are wide disparities of per-pupil resources rasalaries are the major driver of resource dif-

percentage of ported among schools in large distriéts.ferences. The final portion of the study de-

Guthrie suggests that the major source of diseribes two approaches to school-based fund-

) parities is the teacher salary system. A schadap in Texas. We conclude with a summary of

schools directly yjth experienced and higher-paid teachers gébe issues and problems related to the school-

in dollars, not Mmore resources in the typical system thanbased funding approaches.

school with many inexperienced teachers. If

teachers with seniority can select where th@ackground

positions and  work, the least desirable schools will be left

with less experienced teachers and fewer tofalicro-level School Finance

resources. To improve equity and instructional

to school size efficiency as well, Guthrie (1996) recommends Numerous studies have explored the lev-

characteristics. that districts allocate a higher percentage efs and uses of resources directed toward the
resources to schools directly in dollars, not ischool** Micro-level studies examine the eg-
staffing positions and allotments keyed taity of resource distribution across campuses
school size characteristi€sschools will then and analyze the efficiency of resource use at
determine what inputs are needed and specihe site level. Using data from the 1987-88
the quantity they want to purchase, includin§chools and Staffing Survey and the U.S. Bu-
the number and expertise of the teachers. Omeau of the Census, Census of Governments,
approach could be a funding system wherel®87, Picus (1994) examined district as well
high percentage of state resources flows dis school spending patterns. He found spend-
rectly to schools in block grantsAnother ap- ing patterns to be similar across districts, re-

... districts

higher

resources to

in staffing

allotments keyed

5 Guthrie (1996) p. 10.

6 See Hertert (1996).

7 Guthrie (1996) pp. 10-11.

8 See Odden (1993).

9 See Guthrie (1996) and Odden (1993).

10 See Cooper (1993); Monk (1992); Rossmiller (1983); and Odden (1993).
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gardless of other characteristics, but patterngions, collection time periods, and data base
among individual schools were differéht. formats for the school-level data. In some in-
Overall, he found that when real per-pupil restances, accounting practices are primitive,
sources increased, the additional revenuasking it difficult to gather data from the
were spent primarily at the school level. Abogtchools and compounding problems with
40 percent were allocated toward reducirggoss-school comparisofs.n fact, many
class size (with more teachers) and 10 percatates have no school-level data available. In
to increasing teacher salaries. The remainitige face of these obstacles, many researchers
50 percent provided more services for schoalo are working in this field gather data by
and students. Additional studies underway wsiting individual districts because states do
Cornell University (Monk), Fordham Univer-not have detailed campus budget and expen-
sity (Cooper), and the University of Wisconditure data in a form that can be used for re-
sin (Odden and Busch) will add to understandearch. Better use of
ing of resource distribution across schools limi
2 o . limited resources
within districts or systems. Texas data for school districts is of high
quality and has been used repeatedly for studxr improving
Micro-level school finance has become i@s of school financ€. Many Texas districts . 4,;cational
productive field of study for enhancing oucode expenditures for campuses as well, but
understanding of where and how dollars makeocedures for campus allocations are not uittalnment for all
a difference in producing educational ouform, and the state does not audit campus e¢udents will
comes. Better use of limited resources for irpenditure reports for conformity across schools
proving educational attainment for all students districts. However, fiscal reporting for an €quire
will require administrators and teachers timdicator system that was established in 199@Iministrators
know the most productive and effective agras provided a source of reliable campus in-
o . . i . and teachers to
plication of resource¥. Studying school- formation that is available to researchers. The
based funding is a first step along this pathAcademic Excellence Indicator System (AEISljiﬁOW the most
includes some of the school data collected Broductive and
Sources of Data to Study School-Based Texas through the Public Education Informa- )
Funding tion Management System (PEIMS) and theffective
Texas assessment system. To create PE'M@plication of
Several issues have confronted those whohool districts report information about fi-
are exploring equity and efficiency of schoolhance, personnel, student characteristics, 5
level funding. A major concern is the qualityendance, and student course enroliment. The
of the data to be used for such studie3hey Texas Comptroller of Public Accounts pro-
should be accurate, complete, comparabligles tax rate and property value information.
across schools within a district, and compdesting contractors provide the Texas Educa-
rable across schools within a state. Researtlbn Agency with detailed score reports for the
ers also hope they will be easy to obtain asthndardized tests that are administered state-
use!* The quality of information for indi- wide. Within Texas, AEIS is used for account-
vidual schools may be good within individuahbility ratings for each of over 6,400 schools
districts, but there are disparities from distrieind 1,044 districts in the state. Report cards
to district regarding function and object defiare also produced for each school using the

sources.

1 Lawrence O. Picus, “The $300 Billion Question: How Do Public Elementary and Secondary Schools Spend Their Money?”
paper presented at the Annual Meeting of the American Educational Research Association, April 1994.

12 See Odden (1996) and Monk (1992).
13 See Busch and Odden (1997).

14 See Picus (1997).

15 See Herrington (1996).

16 For example, see Picus and Hertert (1993); Picus (1993); Legislative Education Board (1992); Public Education Team (1997);
and School Finance Working Group (1997).
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data, and the Agency prepares district profiles Many of the expenditure analyses in the
each year in a publication called “Snapshotfollowing sections are applied to the set of
schools in all Texas districts and then sepa-
This study uses the 1994-95 school yegsately to schools in the set of 200 large dis-
AEIS data set available at the Texas Edudaicts, excluding Houston ISD. Examining the
tion Agency site on the Internet or by requesffect on all districts permits us to consider
from the Agency. The AEIS data are in twamplications for system wide change. We ex-
major groupings, one set of files pertaining tamine the largest districts separately because
districts and the other to schools. AEIS fuit may be practical to consider school-based
ther subdivides the data into several subjécinding only for districts that are large enough
matter files within the district and campuso have several campuses.
groupings. We created a school-level research

data base for this study using only variables Bixpenditures in Texas School

interest, eliminating many of the program anfjstricts and Schools
student demographic characteristic variables

in the larger data set. Several of the variables We were interested in exploring the ef-
in our data base are district-level values thigct on Texas districts and schools of allocat-
were either extracted from one of the AEIfhg a fixed percentage of district resources
By function, district files or else aggregated across all dfrectly to schools. In order to do this, we
roughly 60 the campuses of egch type (eleme-ntary_, m_idctlies_cribe the current pattern of resource allo-
and high school) in their respective districtgation to Texas schools, followed by an analy-
percent of District values were then entered into thsis of the revenue shifts when fixed percent-
operating records of each campus for ease of use. F@es of resources move to the school level.
example, we created a district size variable to
be included in each campus record. The dis- The first task was to examine current ex-
related to trict-level data in the campus files also includeenditure patterns reported by Texas school
the district identification number, the districtistricts in 1994-95. State average operating
total enrollment, the sum of teacher salariexpenditures per student are shown by object
for each type of campus, the sum of enrolbf expense in table 1. State average operat-
ment for each campus type, and the numberinf) expenditures per student by function ap-
campuses in the district of the same type. pear in table 27

expenditures are

instruction.

The resulting data set included 1,043 By function, roughly 60 percent of oper-
school districts and 5,949 schools serving elting expenditures are related to instruction.
ementary, middle and high school grades. Wiis is consistent with findings from other
excluded Houston Independent School Distristates and from national studiésPayroll
(ISD) with 263 campuses because the data sests form the object of most expenditure
for that district was incomplete. We also exunctions. Unfortunately, school-level data by
cluded another 250 schools either because thabject and function are not available in AEIS
were special schools, had missing data, or welata files. Other researchers have also re-
not of a “type” that was easy to categorize @orted this difficulty, but have not developed
elementary, middle, or high school. For exa standard way to prorate costs to distfitts.
ample, we excluded schools serving only eafResearchers could ask for school-level PEIMS
childhood and kindergarten grades. Our ddfifes, but the size of the data base makes it
set included 99 percent of Texas districts amapractical for use in many environments.

92 percent of Texas schools.

17 See Casey (1995).
18 See Picus and Fazal (1996).
19 See Picus (1997).

116 Selected Papers in School Finance, 1996



Table 1.—Texas school district operating expenditures per student, by object

Object 199495 state average, budgeted Percent of total
Payroll $3,648 81%
Purchased and contracted services 399 9%
Supplies and materials 375 8%
Other operating expenditures 102 2%
TOTAL $4,524

SOURCE: TASB/Bench Marks 1994-95 (Austin, TX: Texas Association of School Boards, 1995), p. 7,
Table 2.

Table 2.—Texas school district operating expenditures per student, by function

Function 1994-95 state average, budgeted Percent of total
Instructional services $2,635 58%
Instructional-related services $123 3%
Pupil services, co-curricular, transportation $695 15%
Administration $537 12%
Plant maintenance and operations $520 11%
Community services $14 1%
TOTAL $4,524

SOURCE: TASB/Bench Marks 1994-95 (Austin, TX: Texas Association of School Boards, 1995), p. 7,
Table 3.

The AEIS data include campus total inment (3,468,000) yields average school opera-
structional expenditures and certain operatitigns expenditures per student of $3,402.
expenditures. Using the research data set, Wable 3 displays operating expenditures as a
aggregated operating expenditures acrgsasrcent of total expenditures for all districts
schools for each district. These data were thand for the set of large districts.
merged with additional operating expenditures
reported only at the district level to create a We explored the distribution of operations
measure of the full level of operating exexpenditures in more depth for the largest dis-
penses. We then calculated the percentagdrafts in Texas. First, to determine the distri-
total district operations expense accounted foution of school-level operations expenditures,
by the campuses. Calculations were cowe grouped the districts by decile according
ducted for all school districts in Texas antb percentages of operations expenditures at-
separately for the largest districts, based tibutable to the school. Our results in table 4
student enrollment. The 199 largest districhow that at the 90th percentile district, 71
enroll 3,800 or more students. percent of expenditures are tied to the school.

In other words, in ten percent of the districts

In Texas, roughly two-thirds of total opthe percentage of operating expenditures at-
erations expenditures are allocated to schodl#hutable at the school level exceeds 71 per-
mostly in the form of personnel assignmentent. Of the largest districts, the maximum
and supply allocations. Total operations exalue was 75.3 percent. This means that to
penditures in Texas in 1994-95 were $17dstribute more than 75.3 percent of total dis-
billion, with $11.8 billion or 68.1 percent attrict resources for operations to the schools
tributable to campus-level operations. Totgloes beyond the current experience of most
enrollment was 3,468,000. Dividing campu$exas districts.
operations expense ($11.8 billion) by enroll-
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Table 3.—Percentage of operating
expenditures allocated to
schools in Texas: 1994-95

School

operating All  Largest
expenditures districts  districts
Mean percent 68.1% 68.8%

Standard deviation 4.0 2.7
Minimum percent 48.6 59.6
Maximum percent 83.0 75.3

SOURCE: Derived from the Academic Excellence
Indicators System data set, 1994-95, Texas
Education Agency.

posed that in the larger districts the district
administration and other activities would en-
compass increasingly larger proportions of
total operations expenditures, the figure would
look different. There would be an upward
trend to the data as size increases. The data
show that the highest as well as the lowest
percentages are found among the smaller of
these districts (districts with fewer than 10,000
students).

Simulation of Direct
Allocations to Schools

Figure 1 shows the relationship between  agier we determined current expenditure
district enroliment and the percentage of to‘ﬁé\tterns, we explored the effect of transfer-
district expenditures for operations that OCCHhg more operating resources to the school
at the school level for the largest school digsye|. previous calculations indicate that, on

tricts.

Table 4.—Percentage of operations at
the school level, by decile,
for Texas school districts

Percentile All districts* Largest districts*
10 64.9 65.3
20 65.2 66.7
30 66.7 67.8
40 67.9 68.6
50 68.2 69.0
60 69.0 69.4
70 69.8 70.2
80 70.4 70.7
90 70.9 71.9

*Mean operating expense, school level.

SOURCE: Derived from the Academic Excellence
Indicators System data set, 1994-95, Texas
Education Agency.

average, 68 percent of total operations expen-
ditures take place at the campus level. We
performed calculations for all districts, esti-
mating on a district-by-district basis the
amounts that would have to be transferred to
the campus level (or to campus control) in
order that schools in each district would be
collectively responsible for 75 percent, 85
percent and 90 percent of total district opera-
tions expenditures.

Tables 5 and 6 present descriptive statis-
tics for reallocation of resources at three fixed
percentages. Table 5 shows 1,043 districts,
and Table 6 presents information for the larg-
est districts. The variables are defined as:

* % CHANGE SCHOOL Percentage
change in school-level operations
spending when the district allocates 75

The horizontal line at 68.8 percent repre-
sents the mean of these averages. The loga-
rithm of district enrollment was plotted on the
horizontal axis. (The logarithm compresses
the values horizontally.) The most extreme
right-hand point represents Dallas ISD, the
second largest district in the state. The only
visible relationship between the variables is a
reduction in the variation around the mean as
district enrollments increase. |If it were sup-
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percent, 85 percent, or 90 percent of
operations spending to the schools.

* % CHANGE DISTRICTPercentage
change in district-based operations
spending as a result of moving 75 per-
cent, 85 percent, or 90 percent of oper-
ating expenditures to the schools.



Figure 1.—Relationship between percentage of operational expenses by campus and
district enrollment
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SOURCE: Derived from the Academic Excellence Indicators System data set, 1994-95, Texas
Education Agency.

« $ CHANGE PER PUPILChange in would increase by 32.6 percent, representing
dollars allocated from the district to thean additional $1,290 per student. Resources
school on a per-pupil basis when 7per student at the school would rise to about
percent, 85 percent, or 90 percent ¢§4,692 ($3,402 plus $1,290). In large districts,
expenditures are allocated to théhe increase is $1,031, and the total amount
schools. per pupil is $4,433. District offices would have

roughly 68 percent of their resources redi-

Tables 5 and 6 show similar patterns atcted. The effect on administration and sup-

results. Allocating 75 percent of resources, ifport strategies would be dramatic. Most likely,
stead of 68 percent, moves less than $500 gehool district offices would eliminate many
pupil to the school level, but the percentageentral programs and services, and schools
change at the district level is close to 20 pewould have to undertake many of those activi-
cent. A shift to 85 percent campus-level alldies themselves or contract with the district
cations would increase the average operatinffice or other providers.

expenditure at the school to $4,401 ($3,402

plus $999) in the case of all school districts, Given the magnitude of changes displayed
or $4,190 ($3,402 plus $788) among the larip the tables, it would be most practical to
est districts. Under Guthrie’s recommendeidnplement a change of this type gradually, in-
scheme, 90 percent of resources would mogeeasing the percentage by perhaps 5 percent
directly to schools. In Texas, $11.8 billioreach year, with an end-goal of 90 percent
(68.8 percent) currently flows from districtsschool-based funding after 5 years. This would
to schools. Moving 90 percent of resourcggermit schools and central offices time to ad-
to schools would result in an additional $3.fust to new levels of resources and changing
billion, or $15.4 billion in total, flowing to responsibilities.

schools. School operations expenditures

Exploring Alternatives for School-Based Funding119



Table 5.—Results of changes allocating a greater percentage of operating
expenditures to schools*

75 percent 85 percent 90 percent
% Change school 10.51% 25.24% 32.61%
% Change district - 20.39% - 52.23% - 68.16%
$ Change per pupil $416 $999 $1,290

*All Texas school districts (n=1043).

SOURCE: Derived from the Academic Excellence Indicators System data set, 1994-95, Texas Education
Agency.

Table 6.—Results of changes allocating a greater percentage of operating
expenditures to schools*

75 percent 85 percent 90 percent
% Change school 9.21% 23.77% 31.06%
% Change district -19.36% -51.62% -67.74%
$ Change per pupil $303 $788 $1,031

*Largest Texas school districts (n=199).

SOURCE: Derived from the Academic Excellence Indicators System data set, 1994-95, Texas Education

Agency.
Expenditures and Teacher ture of the state’s minimum schedule. So long
Salaries, Experience, and as a district pays at least the minimum for each
Pupi I-Teacher Ratio step in the scale, it remains in compliance with
the law. The state does not dictate the struc-
Salaries and Experience ture of a district’s locally adopted pay sched-

ule once the minimum is met.

Guthrie suggests that teacher seniority is
a major source of variation in current campus In order to examine the strength of the re-
expenditure levels. We use Texas data in dationship between salary and years of expe-
attempt to verify this assertion. Texas law redence, we specified a linear relationship
quires school districts to pay teachers at leasthere average teacher salary per pupil
a minimum monthly salary for a 10-month con{TSAL) at the school is the dependent vari-
tract year. In 199495, the salary schedule fable and average teacher years of experience
first-year teachers started at a minimum salYREXP) at the school is the independent
ary of $1,700 per month. The schedule wasriable.
constructed so the monthly base increased ev-
ery year for ten years. Veteran teachers re- TSAL =a+ QYREXP +e
ceived at least $2,840 per mo#th.

Regressions were computed for all dis-

In practice, many districts pay above théricts and for large districts according to school
base in order to attract teachers and compédype. Table 7 reports the adjusted R-squared
in local labor markets. In addition, many disvalues.
trict salary schedules do not mirror the struc-

20 Texas Education Code §16.056 (1994) governed teacher salaries for the period during which these data were gathered. Texas
Education Code which took effect September 1995 requires a 20-step schedule. The schedule was adjusted upward in 1997 to
reflect increased resources appropriated for the foundation program (Texas Education Code §21.402).
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Qata in table 7 reveal that in Texas teach[t e 7.—Relationship of teacher
salaries are weakly related to years of expe salaries to years of experience
ence, despite a salary schedule that rewa
seniority in the early years. Information gath
ered from an annual school board and admij Elémentary school
. . All districts 0.031
istrator survey suggests that pay practices

School level Adj. R-squared

Largest districts 0.032
Texas school districts vary widely, with Som{ wmiddie school
districts offering high starting salaries to af All districts 0.035*
tract new teachers and others offering stipen|  Largest districts 0.044*
for advanced degrees, regardless of years H'ﬁﬂ jlcsrt‘ﬁgt's 0.001
experience. About 10 percent of districts pg | 5rgest districts 0.002

extra to teachers who complete continui ; —

. * Indicates significance at 0.01 level or better.
education, to teachers who take on extra a SOURCE: Derived from the Academic Excellence
demic teaching duties, and to teachers wil Indicators System data set, 1994-95, Texas

L Education Agency.
have good attendance. A few districts offd
hiring bonuse&:

The Effect of Teacher Salaries on School-
At least two other features of Texas sal-evel Expenditures

ary data may affect the computations that un-
derlie table 7. First, Texas has experienced In order to explore the relationship be-
teacher salary compression over the past tMeen average teacher salaries and school re-
years. This results when many currently ensource levels, we first computed the Pearson
ployed teachers are at the top of the salaggrrelation coefficients between salary and two
scale and when school districts establish pagsource variables: instructional expenditures
practices that compress salaries. The avéer pupil (INEXP) and operating expenditures
age experience for Texas teachers is 1108r pupil (OPEXP). Table 8 shows the results.
years, so teachers in districts that pay the base
salary do not receive compensation increases Salary and operating expenditures are
with years of experience beyond the first destrongly and positively correlated. The strength
cade of teaching. In districts with pay pracef the relationship increases when salary is cor-
tices that differ from the state schedule, thelated with instructional expenditures.
relationship of compensation to experience
once teachers pass the ten-year mark is a mbie Effect of Teacher Experience and Pupil-
ter of locally established policy. SecondJeacher Ratios on School-Level
Texas teachers are not organized for colleexpenditures
tive bargaining. This may result in salary
variation within the state that is not strongly ~Next, we specified a linear expression
related to experience. The weak relationshyghere expenditure per pupil at the school level
between experience and salaries indicates thés the dependent variable and teacher expe-
there are characteristics of the Texas data ttitgnce (YREXP) and pupil-teacher ratio
make it less suitable for testing Guthrie’s hyPTRATIO) at the school were the indepen-
pothesis about the dominant effect of teachdent variables. We used the two measures of
salaries, particularly those of experiencegchool expenditures that appeared in the pre-
teachers. It also may indicate that the specifilous computation: instructional expenditures
cation of the mathematical relationship beder pupil and total school operating expendi-
tween salaries and experience requires furtigres per pupil.
scrutiny.

21 See Texas Association of School Boards (1996).

Exploring Alternatives for School-Based Funding121



Table 8—Correlation between average the relatloqshlps between salary anc_j_pupll-
teacher salary per pupil and teacher ratios are not correctly specified by

expenditures* the simple model presented hé&eAnother
explanation is that pooling campus data across
a wide range of districts obscures meaningful

All districts  Largest districts

Elementary statistical relationships that result from poli-
INSTR 0.710 0.707 . : e L

cies or practices within individual districts.
OPEXP 0.660 0.678 - . :

Middle school For example, districts may provide stipends
INSTR 0737 0.827 for service in difficult school settings, regard-
OPEXP 0.688 0.788 less of teacher experience. Or, districts may

High school establish class-size policies related to types
INSTR 0.718 0.717 of programs offered, something we could not
OPEXP 0.686 0.700 explore with AEIS data. It may be useful to

* All correlations are statistically significant at the look at school-level data within Iarge districts

01 level. rather than across them. From our previous

SOURCE: Derived from the Academic Excellence work, we believe that levels of school operat-
ndicators %Ztﬁc"; B2l S0, AE-ER, TEe ing expenditures and teacher salaries are prob-
ably highly dependent on the resources

INEXP=a+ h(YREXP) + b(PTRATIO) + e schools have_ to sperfd.This, in turn, is _
OPEXP=a+)YREXP)+ h(PTRATIO) + e largely a function of tax rates and revenue in
Texas school districts which we did not in-

The value of adjusted R-squared was corfilude in this analysis.

puted for the set of data with all campuses, b

grade groups. Table 9 shows the results. Tahéen Approa_Ch to

10 shows the results using schools by gradénplementing School-Based

level for the largest Texas districts. Funding in Texas

In both sets of regressions, the coefficients " this section, we present ideas and con-
for years of experience and pupil-teacher r§EPtS for restructuring the Texas school fi-
tio show the expected signs, where teacher d}@Nc€ System to implement school-based
perience is positively related to expenditurknding. The first approach calls for the state
levels, and higher expenditures are related § calculate a “campus foundation program
lower pupil-teacher ratios. However, the confllotment” at the same time it calculates the
bined effect of teacher experience and pupiioundation school program allotments for
teacher ratio (a proxy for class size) is not poV§_choo| districts described in current law. Dis-

erful in explaining expenditures. Only the valtricts would direct campus foundation pro-
ues for middle school are large enough to am allotments to the schools in the form of

important. budget dollars rather than resource inputs.
Calculations for this approach reflect the ba-

We assumed that instructional and operafiC SChéme in Texas law for equalizing re-
ing expenses would be driven by teacher esources based on pup|l ngeds, dlstr_lct wealth,
perience and class size, but this study sugge@fd tax rates. The major difference in the sys-
that there may be other important factors lemis the state directive to districts to shift
work affecting this relationship. What mightmOSt of their state and local resources to the
explain these results? One possibility is thg‘PhOO'S-

22 The appendix to this article discusses the mathematical relationship among teacher salaries, average salaries, and teacher-
pupil ratios.

2 See Clark and Casey (1994); Picus and Toenjes (1994).
24 See Toenjes (1996).
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Table 9.—Relationship of school expenditures to teacher experience and pupil-
teacher ratio for schools, by type, for all Texas school districts

Dependent variable Independent variable Adj. R-squared
Elementary schools (n=3,531) YREXP. PTRATIO
INEXP 74.4 (1.51) -189.3 (-4.32)* 0.006
OPEXP 74.6 (1.42) -240.6 (-5.13)* 0.007

Middle schools (n=1,225)

INEXP 204.7 (6.38)* -437.9 (-14.97)* 0.174

OPEXP 1133.4 (6.13)* -1386.7(-8.23)* 0.075
High schools (n=1,193)

INEXP 1.86 (0.01) -108.4 (-2.96)* 0.006

OPEXP 1.67 (0.01) -159.9 (-2.81)* 0.005

* Indicates significance at the .01 level or better.

SOURCE: Derived from the Academic Excellence Indicators System data set, 1994-95, Texas Education
Agency.

Table 10.—Relationship of school expenditures to teacher experience and pupil-
teacher ratio for schools, by type, for the largest Texas school districts

Dependent variable Independent variables Adj. R-squared
Elementary schools (n = 2,550) YREXP PTRATIO
INEXP 87.5 (1.26) -262.8 (3.81)* 0.006
OPEXP 94.1 (1.27) -319.3 (-4.33)* 0.007
Middle schools (n= 758)
INEXP 334.4 (6.90)* -615.4 (-14.57)* 0.251
OPEXP 1910.4 (6.35)* -2152.1 (-8.21)* 0.120
High schools (n = 565)
INEXP -63.6 (-0.25)* -205.3 (-2.82)* 0.011
OPEXP -86.2 (0.22)* -302.8 (-2.67)* 0.009

* Indicates significance at the .01 level or better.

SOURCE: Derived from the Academic Excellence Indicators System data set, 1994-95, Texas
Education Agency.
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The second approach requires the stgtepulation sparsity. Such adjustments would
first to restructure the tax and revenue systerontinue to be part of the district foundation
to generate more state funding for schools. Tpeogram calculation but would not be included
state would then calculate school allotments the CFP calculation.
in the form of block grants based on enroll-
ment and programs. School districts would be The CFP calculation would begin with
required to raise additional resources for ademputation of the cost for students in the
ministrative activities, central services, and tavegular education program by multiplying
administration. regular program ADA by the CBA. Then spe-

cial program allotments would be calculated,

These descriptions are intended to illuss shown below, using program weights. The
trate the basic mechanisms by which equadtate could use weights in current law or some
ized funding to schools could be achieved, dther weighting system. In current law, full-
desired; they are not recommendations for atime-equivalent (FTE) student counts in ca-

tion. reer and technology education have a weight
These _ of 1.37; students identified for gifted and tal-
The Campus Foundation Program ented education receive a weight of .12; stu-
descriptions are dents identified for bilingual and ESL pro-

The state would gather PEIMS and tax daggams receive a weight of .10; special educa-
_ to compute foundation school program allotion FTEs are assigned a weight based on the
illustrate the ments for school districts as described in cuservices received; and students identified for
basic mechanisms rent law?® School districts would levy taxescompensatory education (those who qualify
) for the local funding requirement of the founfor the federal nutrition program) have a
by which  yation program and for enrichment funding baveight of .20.
equalized funding yond that level. Districts would continue to
levy a property tax for voter-approved debt. These weighted funds represent, roughly,
School tax laws would not change under thike first tier of the Texas foundation program
be achieved, if scenario. excluding the transportation allotment. An ad-
desired . . . ditional calculation should be included to ac-
At the same time it computes district founeount for operating revenue that flows from
dation program allotments the state would usier two, otherwise the CFP allotment s likely
PEIMS data to calculate a campus foundatiaa be an amount less than the resource level
program (CFP) allotment for each publicurrently allocated to campuses (68 percent).
school in Texas. Policymakers would estal#x simple approach is to assign a fixed per-
lish a “campus basic allotment” or minimuntentage of second tier dollars for allotment to
per-student funding level for the regular eduihe campuses, such as 90 percent. That por-
cation program. The campus basic allotmetibn could be distributed to the schools based
(CBA) should reflect the cost of a basic, aamn enroliment, ADA, or weighted ADA.
credited education in Texas. As a practical
matter, it would be less than or equal to the Using our AEIS data set for 1994-95, we
basic allotment in la® In current law sev- estimated the results of calculations for the
eral district adjustments are made to the basieven steps shown above for each campus. We
allotment to reflect the geographic variatiomdded $1,170 per student to the result, or
in known resource costs, costs of educatisaughly 90 percent of the revenue that would
due to factors beyond the control of the schoftbw through the second tier of the finance
district, and adjustments for district size anslystem, as estimated for 1994—-95. The result-

intended to

to schools could

25 Texas Education Code, Chapter 42, subchapters B, C, E, and F.
26 The basic allotment is $2,387 (Texas Education Code §42.101).
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respectively. Computed CFP allocations to el-

Campus Foundation Program (CFP .
> e (CFP) ementary schools are somewhat higher because

allotment for Texas public schools

elementary students are more likely to be iden-
tified for compensatory education funding and
because school districts tend to concentrate
funds for bilingual education at the elemen-
tary level. Correspondingly, the high school
" CFP s likely to be lower because students may
be under identified for certain programs that
receive higher funding. The correlation of
computed CFP values with actual campus al-
locations for 1994-95 was 0.76 for elemen-
tary, 0.68 for middle school, and 0.63 for high
school. These correlations are still strong, but
somewhat weaker than the overall correlation.

1. School regular program allotmept
= CBA x regular program ADA

—

2. School career and technology allp
ment = CBA x FTE students x 1.3}

3. School gifted and talented allotment
= CBA x students x .12

4. School bilingual/ESL allotment
CBA x ADA x .10

5. School special education allotment =

CBA x FTE x weight! If it were desired to increase the percent-

age of district resources allocated to schools
through CFPs from about 78 percent to 85 per-
cent or higher, additional resources would have
to be loaded into the CFP calculation process.
There are many candidates for weights and
adjustments—high poverty concentrations,
school size, student performance, class size ra-
tios, alternative education students, and oth-
: . . S. At this time, we have research to suggest
ing calculation was a statewide average Cli’al5 . . . 99
L weights for class size and alternative educa-
per student of $4,007. This is about 78 pet- : .
, tion programs that could be incorporated into
cent of operations expense. Table 11 shO\é\{
this result and compares it with percentage

allocations estimated above (Table 5).

=

6. School compensatory education
lotment = A x ADA x .20

7. School technology allotment = ADA
x $30

Texas requires classes in grades K through

The correlation of CEP values for eacﬁ to have no more than 22 students. This im-

: : )Poses certain inefficiencies on operations. Re-
campus with the campus allocation of ex- .
search by state agencies more than a decade

penses computed using the AEIS data set V\é%]so suggested an add-on factor of .20 for each

0.74. If our system for computing aIIocatlongtudem in grades K through 4 to compensate

to campuses perfectly mirrored reported allg- . . .
P P y P or the inefficiencies, although such a factor

cations to campuses, the correlation would be . ,
. - as not been used in Texas school finance for-
1.00. Variation due to local policies related to

mulas. We suggest that it be incorporated here

school allocations and special CIrcumstanceay, 1o qualification that schools should not

of schools due to location or student charac- . . . .
. : . receive this funding when the class size man-
teristics may weaken the relationship.

date is not me®

CFP values for elementary, middle, an , _
high schools are $4,087, $4,016, and $3,79 I:ass size allotment = CBA x K-4 ADA x .20

27 In Texas, funding weights are assigned to different special education instructional arrangements. Homebound education has
a weight of 5.0; resource room has a weight of 3.0; off-home campus has a weight of 2.7; mainstreamed students and speech
therapy have a weight of 1.10 per ADA (not hospital class, and self contained home FTE), vocational adjustment class has a
weight of 2.3, and non-public day school has a weight of 1.7

28 See Walker (1988).
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Texas now requires every district to esbut they would also gain responsibility and
tablish an alternative education program (AERjccountability for managing large budgets.
for disruptive and violent students. An AEPBased on state aid and formula elements for
may be offered within an existing school or inhe 1996-97 school year, the statewide aver-
a separate program location. Typically, stutage CFP allotment per student would be
dents spend a portion of the school year in &#,007. For a school with 400 students, that
AEP and return to a regular campus when theiepresents a campus budget of about $1.6 mil-
behavior problems are remediated. Researtibn. A school with 1,500 students could have
completed in 1997 reported that the costs farbudget of over $6 million.
all AEP arrangements exceed foundation pro-
gram costs for the regular program because of Policymakers could choose to incorporate
the necessary separate arrangements and direr funding elements into a school-based
cause the district must create two educationgystem. Special program funding could be
environments for the student—the regulatomplemented with categorical programs to
school that sent the student and will enroll hirwvhich either the district or campus could ap-
again, and the AEP. The researchers recoply. For example, a school or a district could
mend an add-on weight of 2.09 per FTE stwapply for optional extended-year grants in the
dent in an AEP, although this weight has navay Texas districts do not.
been considered for inclusion into the school
finance formule&?® State Block Grants to Schools

School AEP allotment = CBA x FTE x 2.09 The approach outlined for this alternative
would permit the state to achieve two goals:
Policymakers may want to include an eleimplementation of school-based funding, and
ment in the calculation of the CFP that recogsubstantial increase in the state’s share of pub-
nizes the school’s results on the state accoulit education funding.
ability system. In this way, funding could be
used to reward performance, and it could also The approach is keyed to tax restructur-
be used to target resources to particular sting to increase state revenue. This has proved
dent learning needs. to be a difficult task. In 1997, the Texas Leg-
islature explored changing the tax system to
The CFP system described here preserviggerease the state’s share of school support and
current inter-district equity levels in Texaso provide tax relief to homeowners. The
school finance and could improve intra-disHouse Select Committee on Revenue and
trict equity as well. Schools would have conPublic Education Funding drafted a bill that
trol over significant amounts of money and beplit the tax roll for purposes of funding school
able to respond to unique local circumstancesiaintenance and operations. Homeowners

Table 11.—Estimates of school-based resources under different calculations

1994-95 School operations 1994-95 CFP,

199495 Actual expense, computed computed
Percent allocated to schools 68.1% 75% 85% 90% 78%
Amount per student $3,402 $3,818 $4,401 $4,692 $4,007

SOURCE: Derived from the Academic Excellence Indicators System data set, 1994-95, Texas Education
Agency.

2% See Lieblong and Hooker (1997).
30 Texas Education Code §29.082.
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would have had a local school property tasls, taking into account increased graduation
rate of $0.50 (per $100 of value) and busrequirements, the performance expectations in
ness property owners would be taxed by a statg new Texas Essential Knowledge and Skills,
tax rate of $1.00 (per $100 of value). Both ofind other mandates and requirements. The base
these rates fall below the average maintenaneests would include teachers, administration,
and operations tax rates adopted by schoglilities, building maintenance and repair,
districts in 1996. Debt service taxes fotransportation, food service, technology, books
schools would be levied on all property, busiand materials for the regular program, secu-
ness and residential, using locally determinagty, insurance, and other factors that would
rates. To replace lost property tax revenugpply to any school, regardless of the special
the bill proposed raising more state revenysrogram needs of students. The sum of base
through elimination of numerous sales tax extosts per student would be the campus base
emptions, expansion of the state business fragost to which would be added program cost . . the state
chisg tax, a change in the calcglation of th%ctors._Program costs could be handled like 14 implement
portion of the tax owed by multi-state busicategorical allocations or they could be com-
ness operations, and other features. The ngited using a system of weights applied to tghool-based
effect of the legislation, in the initial draft,base cost. New research to determine the efql-ndmg by
was to shift state funding from about 47 perditional cost of programs could yield the in- L
centto 85 percent, and individual homeownefsrmation needed to construct the formula§OViding state
would receive substantial property tax reliefA system of weights could resemble the sysesources in
The bill did not pass through the legislaturetem in current law or be revised to reflect ney,
even in an amended form. The Texas Houggiorities such as early elementary reading, or
expects to consider tax reform again in 1999.high school Advanced Placement programsschools, . . .
Research conducted for the Texas Legislature
in 1997 shows that Texas could create a school The state would estimate school bloc
finance system funded 85 percent by the stagrants in the spring when schools and districiépropriate grant
The major barrier is taxpayer reluctance tbegin budget planning. Final estimated blockgs¢] using a
support major tax shifts that might affect thenyould be calculated in the summer so that _
or their businesses. schools and districts could complete the reg%(_)undatlon
lar budget process in August. Payment directlyrogram

If state resources were available, the stat@ym the state to schools could flow in equal leulati
could implement school-based funding byjuarterly payments or some other form that' CHAaton.
providing state resources in block grants taould permit school operations to flow
schools. Using PEIMS data, the state coukimoothly.
determine the appropriate grant level using a
foundation program calculation similar tothe  School boards would levy a maintenance
one devised for the campus foundation prand operations tax and use it to fund central
gram approach. This would permit the grarddministrative functions, services to schools,
to vary, depending on student program needax administration, and other activities. Local
Alternatively, it could devise a differentsupport for schools would be equalized using
method. a guaranteed yield approach. Districts would

set a minimum tax rate of roughly 25 cents,

One alternative is for the state to deterand the state could guarantee a yield of $28
mine the base cost of education per studentgdr penny of tax per student. The result would
the elementary, middle, and high school lewse that in every district, a 25 cent tax rate would

ock grants to

Ldetermining] the

31 The Interim Charge for the Select Committee on Revenue and Public Education Funding, prepared September 24, 1997, calls
for the Committee to continue the study of methods and formulas by which schools are funded and to review the laws and
rules that govern all state and local taxes. The Committee must study the relative tax burden on various sectors of the Texas
economy and consider economic development incentives.

Exploring Alternatives for School-Based Funding127



yield $700 per student from a combination of One issue is the preparation of school per-
state and local resources. Districts could s®nnel to plan and manage large budgets.
given some flexibility to adopt tax rates of ugschool professionals currently receive little
to 30 or 35 cents to fund schools or admini®r no training in managing public funds so
trative functions. With this alternative, the statéhey would need special preparation. The state
could create a fully equalized system by reould work with educator associations and in-
quiring revenue recapture from districts witistitutions of higher education to mount a pro-
a tax yield exceeding $28 per student pgram of training. Alternatively, schools could
penny of tax (districts with taxable wealth oseek to hire operations managers from the
more than $280,000 per student). If schoekisting labor pool of individuals with gen-
property values change because of split t&al management experience to handle pur-
rolls, little or no recapture may be required.chasing, contracts, budgets, investments and
so forth. In the short run, finding such man-
This type of system could be part of aagers would not be an adequate solution be-
overall tax and governance restructuring e¢ause the supply of qualified professionals is
fort. Policymakers would be confronted withprobably not sufficient to staff over 6,400
.. . the school- a requirement to examine the real cost of edpublic schools.
based approach cation since the state would be responsible for
supporting most of it. It might be an attrac- A second issue concerns the hiring and
tive approach for those who want to put agompensation of professional staff. One key
opportunity to end to “business as usual,” though the systém school control is the ability to configure
would present new challenges, not the leagnd manage staff to gain the desired outcomes.
of which could be increased overall fundingVould schools have the freedom to hire both
school and reconsideration of systemwide equitgertified and non-certified employees, as
Additionally, the school-based approach proFexas open-enroliment charter schools do
vides an opportunity to link funding to schoohow? What about the salary schedule in law?
reported on the performance as reported on the Texas accoufittould it be retained? This research suggests
Texas ability system. Because of the indeterminatdat teacher salaries represent a sizeable per-
nature of tax reform, it was not practical teentage of school inputs. Being able to adjust
estimate block grants to compare with actugflaries and terms of employment would give
system. student computations, as we did for the CH®incipals or school administrative officials
system. Block grant funding would beda flexibility to use dollars in ways that appear
novoapproach, and policymakers could estakte® be more effective. However, the response
lish virtually any funding goals and expectaef over 250,000 Texas teachers to elimination
tions, so long as the revenue could be raiseef.the salary schedule is likely to lead to low
morale and general unrest. Even if schools in-
Issues and Problems in dicated they would pay teachers higher sala-

School-Based Funding ries, the change could drive some profession-
als from teaching to other careers, an unde-

The two approaches outlined here argirable result in a state with high growth. A
sketchy and fail to account for many imporpractical approach to turning control of per-
tant features of school finance systems sushnnel matters over to schools would be to
as facility funding; educator salaries, retireimplement the change gradually and institute
ment, and benefits; tax rate limitationssafeguards. Hiring and compensation systems
unequalized local revenue; transportation regould become more flexible over time.
enues; and federal funds and programs. How-
ever, these approaches suggest, in broad terms, A third issue is whether thousands of
some of the cross-cutting issues that schosiall operating units-the schools-will be more
based funding raises. efficient than 1,044 school districts. If schools

provides an

link funding to

performance as

accountability
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can better match resources with needs, effither approach. This is particularly important
ciency can be improved and student perfar the early years of implementation.
mance may increase. If schools spend more
time and money in administrative activitiesSummary and Conclusions
and if they pay more to purchase smaller quan-
tities of supplies and materials, efficiency may This study examines the practical appli-
be reduced. We expect that schools woulcation of targeting a fixed percentage of school
over time, form purchasing cooperatives ardistrict resources for direct pass-through to
find ways to stretch their dollars, but the effischools. In Texas, roughly two-thirds of total
cient management of individual schools magperations expenditures are already allocated
present a greater challenge. It is likely théitom districts to schools. Total operations ex-
school staff would link funding to studenpenditures in 1994—-95 were $17.3 billion, with
learning by purchasing more staff develog11.8 billion or 68.8 percent attributable to
ment and improved technology. However, tampus-level operations. If 90 percent of re-
is also possible that some schools will focugources move directly to schools, an additional
efforts on increasing salaries and benefits. $3.6 billion would flow to schools, and school-
level operating expenditures would increase
Determination of formula parameters suchy 32.6 percent. At the same time, district-leve&t ;
as the basic allotment, weights, and other el@sources would drop by more than 68 per-
ments is a critical prerequisite to establishingent. Given the magnitude of this change, itet the formula
a system.that provides high—gualitx educatiomoul_d be most practicgl to imp!ement a Chang%arame ters right
for all children. School districts will not beof this type gradually, increasing the percent-
able to prop up under-funded programs if theyge each year to reach a desired level. so that program
must direct nearly all funds to the schools. The uality and
schools themselves will be unable to raise One possible explanation for current varia-
taxes to cover shortfalls. It is important to gdions in school-level expenditures is teachep tudent
the formula parameters right so that progracompensation and class size. Using Texas dafﬁerformance do
quality and student performance do not dé&s explore this idea, we determine that Texas
cline. teacher salaries statewide are weakly related
to years of experience. Certain features of
Governance of districts and schools woulfiexas salary data may affect these results. Sal-
change dramatically if school-based fundingry compression has occurred because of the
were implemented. Schools would assunstructure of the state minimum salary sched-
much greater authority and legal liability foule and district pay practices. In addition, sal-
decisions related to finance, personnel, aady variation may be related to other aspects
policy. The public in large districts and citie®f teaching, such as extra duty, advanced de-
would be likely to find that keeping up withgrees, incentives, and bonuses. While teacher
matters in public education is much more consalaries are strongly and positively related to
plicated. Even if budget and policy decisiongxpenditures, teacher experience and class size
are considered during open meetings ate not, by themselves, strongly predictive of
schools, stakeholders in the community witxpenditures at the school level. We suspect
have more difficulty following what is goingthat school and district policies also affect
on. This, in turn, may drive support from thechool-level expenditures.
public schools or increase public cynicism
about the system itself. To protect the inter- School-based funding approaches can be
ests of children, oversight and responsibilitgfevised that maintain school finance equity and
needs to be established either through tratftat recognize student need and program costs.
tional school board mechanisms, or sonlhis study outlines two different approaches

s important to

ot decline.
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to restructure Texas school finance to imple-

ment school-based funding. The firstis a cam-
pus foundation program allotment that would

flow revenue from the district to each school,

based on calculations of campus allotments.
The second is a block grant system that de-
pends on major tax restructuring to generate
additional state revenue for education. Both

hypothetical systems present major challenges
in areas of school capacity to plan and man-
age budgets, hire and compensate staff, and
use resources more efficiently.
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Appendix

The relationship among teacher salaries, average salaries, and teacher-pupil ratios is at one level an
identity and can be expressed as

(1) TTS= ZSAL/NT)(nT/nPnP

whereTTSis total teachers salarieSAL is the salary of th&", nTis the number of teachers, amiélis
the number of pupils. The summation sign indicates a sum going fromTXitothis instance and below).

A simple form of teacher pay schedule can be described as
SAL=A+BY,

whereA is beginning teacher salaB/js additional salary for each year of experience arginumber
of years of experience or seniority of téeacher. If this expression is summed ovendlteachers at a
given campus, or within a given district, we get

YSAL = 3 (A+bY)

=y A+3Y BY

or

(2) XSAL=(nT) A+B3 Y.

If (2) is substituted into (1) for thg SALterm, we have

(3) TTS=[(nT) A+B(XY,)/nT](nT/nPnP.

To put (3) in terms of total teacher salary per pupil, we dividefbgnd simplify further, obtaining

(4) TTS/nP= (A+BY)(nT/nB.

In (4) Yis the average number of years of experience on the campus, which came from the total years
experience summed for all teachex¥;, divided by the number of teachers

Note in (4) we are no longer dealing with individual teachers at the campus, but are instead dealing with
the campus-wide conceptsand teacher-pupil ration{/nP), base salary4), and annual salary ste)( It
assumed thak andB are district policy parameters, whifeand the teacher-pupil ratio are unique to each
campus within the district. It is also likely thaandB would vary by type of campus (elementary, middle,
and high school).

If data are pooled across districts (for campuses of the same type) as we have done in this study, it

becomes difficult to ascertain consistent relationships between total teacher salaries per pupil, average num-
ber of years of experience, and teacher-pupil ratios. Districts with different levels of resources are likely to
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have different starting salaried)(and/or different annual stepB)( Therefore, the simple relationship
between salaries and teacher-pupil ratios expressed in (4) becomes obscured when data are pooled among
different districts. If data from campuses of different types are also included, the relationship becomes even
more obscured.

Equation (4) makes explicit that various combinations of beginning salary, step schedules, and teacher-
pupil ratios could all result in the same observed average teacher salary per pupil.
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