


WHESIS

T erese | T

2 1254

UVU'L

ﬁ& 51'(,‘ &wty

This is to certify that the

thesis entitled
A STUDY OF COST AND INSTRUCTIONAL INPUT:
DOES DOLLAR EXPENDITURE EQUITY EQUATE TO

PROGRAMMATIC EDUCATIONAL OPPORTUNITY?
presented by

MICHAEL A. BOULUS

has been accepted towards fulfillment
of the requirements for

Doctoral (egree in Admin. & Higher Educ.

@Qﬂm

]ox professor

Date__April 28, 1981

0-7639



OVERDUE FINES:
25¢ per day per item
RETURNING LIBRARY MATERIALS:

Place in book return to remove
charge from circulation records




A STUDY OF COST AND INSTRUCTIONAL INPUT:
DOES DOLLAR EXPENDITURE EQUITY EQUATE TO
PROGRAMMATIC EDUCATIONAL OPPORTUNITY?

By

Michael A. Boulus

A DISSERTATION

Submitted to
Michigan State University
in partial fulfillment of the requirements
for the degree of

DOCTOR OF PHILOSOPHY

Department of Administration and Higher Education

1981



/,\wv S

e



ABSTRACT
A STUDY OF COST AND INSTRUCTIONAL INPUT:
DOES DOLLAR EXPENDITURE EQUITY EQUATE TO
PROGRAMMATIC EDUCATIONAL OPPORTUNITY?
By

Michael A. Boulus

The purpose of this research was to attempt to answer the
question of whether dollar expenditure equity equates to pro-
grammatic educational opportunity for chlildren. A means of
defining educatlonal equity was developed which reflects the
instructional time and programs directed by the personnel most
immediately associated with providing educational opportunity
to students--the instructional staff at the school building
level.

The problem addressed in the research 1s the need to demon-
strate the relationship of cost input differences with programma-
tic differences and correlate these differences with other recog-
nized variables of educational equity.

Equity was measured in terms of programmatic personnel in-
puts avallable to students. This staffing measure consists of
noncategorically funded instructional and support staff. Per-
sonnel factors at the elementary building level were quantita-
tively welghted in terms of teacher experience and education in
order to obtain a comparable measure of input equity and input
units.

The equity measure was analyzed against comparable cost
data to answer the question: does educational cost difference

Measure programmatic differences?
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The findings show the economically advantaged suburban districts
have the most favorable measure of programmatic inputs per stu-
dent among the twelve districts in Ingham County. The city
school district of Lansing ranks eleventh among the twelve dis-
tricts surveyed. However, the cost per input unit is highest

E in the Lansing School District leading one to the conclusion

that greater spending does not necessarily yield a more favorable
staffing ratlio among the districts surveyed. While the urban
school district of Lansing has the higher program input costs,
there 1s less general program diversity and opportunity.

The most obvious explanation is differences among the dis-
tricts 1n staff compensation. The larger the membership and
the more urban a district, the higher the average salary and
the higher the cost per student.

The findings further indicate that a district's wealth as
measured by State Equalized Valuation per pupll is not a predic-
tor of a district's instructional costs. Are then higher cost
districts taxing themselves at a higher rate in order to provide
comparable programs and services than their less costly counter-
parts? The answer 1s yes.

The correlation between cost per input unit and millage
effort reveals that high cost districts are highly dependent
upon a high tax effort. High millage districts are typically
your high cost districts, and they are higher cost because of
higher salaries.

Three variaktles which describe the community in terms of

potential educational needs were then analyzed to identify
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communities likely to need extra services from their schools--ser-
vices which add to the cost of education.

The data revealed that Lansing had the highest indicators
of special needs which the district must meet and the lowest
capacity to provide additional services as measured by tax load
in relation to income.

Virtually all studies which seek to answer whether a system
of school filnance 1s an equitable one select local district
wealth, and generally property wealth, as the discriminatory
criterion of interest. The studies ask "are educational re-
sources (i.e. revenues, staff, programs) distributed among the
local districts according to local property wealth?"

While this principle provides the baslis upon which many
state general membership aid formulas are based, it fails to
acknowledge equity in terms of ability to pay, cost differen-
tials and educational needs.

Cost is the key determinant relative to how much a district
must pay in order to provide comparable programs, staff and
services. If equity 1s to be achieved, districts facing exces-
slve costs over which they have little or no control must receive
help from the state in meeting those costs so that an equitable
proportion of funds will be avalilable in each district to meet

the proper needs of its students.
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CHAPTER 1

THE PROBLEM

Introduction

Since the decision in Serrano v. Priest1 in 1971 hold-

ing that the quality of education may not be a "function of
the wealth of a pupil's parents and neighbors,"2 a number

of states have passed major school finance reform legisla-
tion. Common to most of them is a formula which recognizes
that all communities do not have equal property tax bases.
To compensate for these differences, poorer districts tend
to receive greater financial assistance from the state while
wealthier districté receive less assistance. In this manner
some semblance of balance, at least in terms of funds avail-
able to provide potentially similar programs for each child
in the state, is achieved.

Support which achieves equal dollars per pupil when
state and local monies are combined, however, does not
necessarily guarantee that equal amounts of goods and ser-
vice can be purchased with each available dollar. It is
probable that the purchasing power of the dollar will differ
by district or region, depending on factors such as size,
population density, distance from transportation centers,
cost of living and similar variables. Due to these varia-

tions, fluctuations in the cost of providing public

1. 5 Cal. 3d 584, 487 P.2d 1241, 96 CalRptr 601(1971).
2. Ibid., at 1244.
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education will obviously occur. For example, where teacher
negotiations have produced significantly higher salary sched-
ules and have reduced student-teacher ratios, the cost of pro-
viding teachers on a per pupil basis might be expected to in-
crease. Similarly, school district differences and geographic
differences may affect disparities in nonsalary costs.

It is apparent that expenditures per pupll vary widely
across Lhe state and that school staffing ratios are similarly
unequal. In 1977-78, for example, general instructional ex-
penditures in Michigan ranged from less than $707 per pupil
in some districts to more than $1,707 in others, while in-
structional staffing ratios ranged from fewer thannu2 to more
than 76 staff per thousand pupils across the districts.3

While there have been attempts to deal with the equal
dollars aspect of school funding, the questions of whether
equal dollars equates to a comparable measure of programma-
tic equlty has not been thoroughly studied.

A major objective of the researcher in this study is to
determine the extent to which cost differences across dis-
tricts can be compared and correlated with variations in the
Purchasing power of the dollar as reflected by quantitative
programmatic measures. In pursulng this objective, the
researcher attempts to answer the question for the sample
study: does educational cost differences measure programma-

tic differences (equity differences)?

3. James L. Phelps, Michael F. Addonizio and Thomas S.
Nicol, "State Aid for Michigan Public Schools: An Analysis
of Two Proposals," Michigan Department of Education (mimeo),
Lansing, Michigan 1979.



Need for the Study

Equal dollars, because of input cost variations, may
not buy equal services. This basic assumption needs to be
researched more closely as it has been ignored in most
school finance litigation and educational policy decisions.
To cite one instance, the Michigan state aid legislation
purports to serve the basic purpose of equalizing educa-
tional opportunities. A number of considerations draw this
stated purpose of the legislation into question. Even with
a fiscally neutral state aid plan, wide variations in
expenditures exist among school districts. This raises
the subsequent question: Are expenditure differences
related to local preference or to exogenous local conditions
that force higher costs for the same or less services? This
question 1is not fully answered by research or by the
courts. The legal questions of equal educational opportunity
has dealt, until recently, almost exclusively with equality
of dollar expenditures. The cost of educational inputs has
not been factored into the equity questions and consequently
the assumption that equal dollars mean equal opportunity has
prevailed.

There is a difference, however, between the standard
of equality of educational opportunity and the standard of
fiscal neutrality. The concept of equality of educational
opportunity roughly stated means treating everyone in a
manner befitting their needs. Fiscal neutrality, as

advanced by John Coons of the University of California at
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Berkeley, requires that each state create a finance system
that provides every district the same number of dollars per
pupil for the same tax rate.u As the subsequent review of
the literature indicates, fiscal neutrality works well as a
rough legal remedy. It is judicially manageable and does
not attack the concept of local control. It does not, how-
ever, address the larger questions of what differences other
than wealth are legitimate and should be considered.

If school districts pay different salaries to teachers
and other personnel, as well as different ratios for non-
personnel inputs, then clearly the ratio of expenditures to
quantity or quality of inputs will vary. Therefore, expendi-
tures per pupll are probably not a good index of programma-
tic input per pupil.

Recently the school finance reform movement has begun
to move in a new direction. The Serrano approach to school
finance reform, relying solely on variations in local prop-
erty tax capacity, has slowed. Courts in Ohio and New York
have ruled that a system with equal tax yield for equal
property tax effort discriminates against the big cities.

In effect, the state courts are intervening in 1issues
that go beyond Serrano and its concept of equity. Courts

and legislatures are now putting forward the elusive 1ldea

4. John E. Coons, William Clune and Stephen Sugarman,
Private Wealth and Public Education, Harvard University
Press, Cambridge, Massachusetts 1970.
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of differential costs of education, but are unsure about how
to identify and adjust for uncontrollable costs.

As Senator Jason Boe, President of the Oregon State
Senate and President of the National Conference of State
Legislators, states: "Most legislators are not willing to
retreat from their commitment to quality education, but
quality can no longer be Judged purely in terms of expen-
ditures."5

A major problem confronting researchers and policy-
makers attempting to measure cost differentials is the lack
of meaningful data provided by most local school districts.
Such data are usually maintained on a districtwide basis
rather than on a school-by-school or program-by-program
basis. An additional problem is that researchers have
encountered difficulty reconciling state and local records,
thereby ralsing questions as to the accuracy and validity
of records from other sources.

While it has been contended that it costs more to pro-
vide the same educational services in some districts, know-
ledge of the extent and impact of these differences in terms
of programmatic equity and the complexities of determining
comparability are crucial issues for current discussions

on school finance plans. If there is to be significant

progress toward improving the equity and equality of

5. Jason Boe, "State Legislators and Quality Education"

Compact, Summer 1979, at 27.
g. K. Forbis Jordan, "Cost Differentials in State Aid

Programs in Selected States," paper presented at the Annual
Meeting of the American Educational Research Association,
(Washington, D.C.; March 31 - April 3, 1975), at 2.



educational opportunity, a method needs to be developed for
relating operating expenditures to an acceptable standard of

programmatic equity.

Statement of Problem and Purposes

Succinctly, the problem addressed in the research is a
need to demonstrate the relationship of cost input differences
with programmatic differences and correlate these differences
with other recognized variables of educational equity. The
purposes of this research are stated as follows:

1. To attempt to answer the question of whether dollar
expenditure equity equates to programmatic educational oppor-
tunity for children.

In order to accomplish this purpose, a means of defining
educational equity was developed. After a detaliled review
of the judicial standards and various methodological studies
related to educational equity, the author concluded that a
rational and quantifiable system is a measure expressed by
instructional personnel inputs at the building unit (see
Definition of Terms). Such a measure of equity reflects
the instructional time and programs directed by the person-
nel most immediately associated with providing educational
opportunity to children--the instructional staff of the
building unit.

The population under study was a representative sample
of 24 elementary schools in each of the twelve school dis-
tricts in Ingham County. Personnel factors of the elementary

building level were quantitatively weighted in terms of teacher



experience and education in order to obtain a comparable meas-
sure of input equity and input unit. The cost per input unit
was computed by dividing the total salary of ldentified per-
sonnel (via a direct review of payroll records) by the number
of personnel input units.

2. To determine how current state cost data reflect dif-
ferences in the cost of personnel input units across school
districts.

The author examined ways in which generally available
cost data can be modified to represent more accurately input
equity in terms of dollars. In order to obtaln cost data
that are reflective of the basic operational costs of the
general program of a school district, a method of modifying
state published per capita cost statistics was used. This
allowed for greater uniformity and comparability of costs
across districts. Because state generated data serves as
the raw material for educational policy analysis, the question
of how state computed current cost data represents realistic
programmatic differences across districts becomes extremely
important as a research topic.

3. To determine the correlation of recognized school
district and community variables with the computed cost of
programmatic variables for the sample districts. Educational
literature increasingly references such variables relating to
educational equlty such as student need and taxpayer ability
to pay. This research identified such variables and corre-

lated them with per student cost and computed programmatic



measures.

The purpose of the study was thus three-fold. First, to
develop a measure of program equity across school districts
separate from cost data and to test such measures against
cost measures to answer the question: does educational cost
differences measure programmatic differences? Secondly to
analyze and modify state published cost data and determine
how the data reflect programmatic differences. And thirdly,
to select and correlate district and community need measures
with program and cost measures to determine the extent that
need 1is reflected in programmatic measures.

Knowledge of these 1ssues 1s crucial to current discus-
sions on school finance reform aimed at providing equal dol-
lars for equal tax effort.

This research 1s exploratory and developmental in nature.
It is Intended that it will contribute to a better understand-
ing of cost variations for comparable services. If the find-
ings can contribute to a better understanding of cost varia-
tions for comparable services, it will enhance and provide
new direction for further research in program equity as a

goal of educational finance.

Research Procedures

The problems and purposes can be broadened in terms of
the following procedural steps and methods:

(1) A uniform method of weighting and pricing personnel
factors (input units) at the elementary building level was

constructed for use as a measure of comparing programmatic



10

equity across school districts.

(2) Elementary school budgets were purged of categori-
cal expenditures and the programmatic input units they repre-
sent in order to obtain a consistent measure of basic programma-
tic opportunity.

(3) The number of personnel units, the cost per per-
sonnel unit, the personnel units per student and the cost of
personnel input units per student were calculated for each
of the sample buildings and school districts.

(4) The data was analyzed to determine the relation-
ship across schools between students per personnel. input unit
and cost per personnel unit.

(5) State published cost statistics were modified to
isolate basic educational expenditures per student.

(6) State published district cost statistics as well
as basic education cost data (as computed in number five
above) were examined to determine the relationship of these
data with the personnel unit cost per student as computed
for the sample schools.

(7) A series of independent variables not fully con-
trollable by board policy were identified in an attempt to
assess community needs which could have an impact on educa-
tional cost.

(8) The relationship between the dependent variable
(cost per input unit) and each of the independent varilables
were analyzed to determine what significance existed between

cost and district needs.
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Research Questions To Be Investigated

(1) Do equal dollars equate to programmatic educational
opportunity?

(2) What is the relationship between personnel input
units per student (as a measure of programmatic equity) and
the cost for these units across select elementary schools?

(3) Are the districts with the higher input unit cost
per student the very same districts with the more favorable
programs (as measured by personnel input units per student)?

(4) What is the nature and magnitude of the cost varia-
tions for comparable services among the sample school dis-
tricts in Ingham County?

(5) Can state published per student cost statistics
for school districts be modified in order to reflect more
accurately basic operational cost expenditures across dis-
tricts?

(6) What factors, other than personnel costs, are deter-
minants in cost variations among school districts?

(7) How does the level of personnel input units per stu-
dent correlate with other school associated independent need
variables?

(8) To what extent has Michigan's state school aid
formula distributed educational resources among local school

districts so as to achlieve equity and equality?
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Assumptions and Limitations

Defining Equity

The author seeks to provide a conceptual framework to
correlate educational costs with a measure of programmatic
equity. This requires a definition of programmatic equity.

Ideally it would be desirable to have some universally
accepted concept of educational equity which would permit
the comparison of levels of programmatic services across
schools. But neither the courts, policymakers nor researchers
have established such a concept.

For the analysls that follows, equity 1s measured in
terms of programmatic personnel inputs avallable to students.
This staffing measure consists of non-categorically funded
instructional and support staff. Other measures of equity
and need are examined through the course of the study, but
the primary thrust of this research is the issue of input
cost treatment of persons in like circumstances and the
second 1s the different or disparate treatment of persons in

unlike circumstances.

Isolating the Equity Function

The analysis and discussion which follows assumes that
programmatic equity can and should be studied in isolation
from other factors. Others, such as H. M. Levin, have used
a "capital embodiment" approach to suggest that the formal
schooling process must be considered in conjunction with
other activities that affect the student population such as

medical services, dental services, nutritional services,



etc.7 The framework that Levin supports is viewed to be
valid but a partial view is taken here primarily as a start-
ing point for developing a measure of equity in terms of
whether state aid should be adjusted to recognize cost
differences for comparable services.

While it may be argued that equity should be viewed
in relationship to the distribution of individual and socie-
tal benefits that are produced by the educational system,
there are two reasons why this is not appropriate for this
study. One, the social and individual benefits from educa-
tion are difficult to measure with an acceptable degree
of accuracy. Two, 1t 1s almost impossible to trace the
effect of a school finance plan in terms of societal bene-
fits and educational inputs. Recognizing some shortcomings
and limitations, the research supports the concept of measur-
ing programmatic equity in terms of input units for the fol-

lowing reasons:

(1) Personnel input units are perceived as being related
to the education process;

(2) there has been growing support for a shift to a
classroom input unit distribution system (e.g.
Michigan State Senator Jack Faxon's Welghted Pupil
approach for distributing state aid); and

(3) wunlike other measures of educational equity, per-
sonnel input units are manageable, measurable and
something that can be understood.

7. H. M. Levin, "Equal Educational Opportunity and the
Distribution of Educational Expenditures," Education and
Urban Society, Volume 5, 1973, at 149-172.

8. Russel E. Wilson et al., The Equal Quality Plan, Pre-
pared by the Task Force on Public School Finance, Lansing,
Michigan, June 1969.
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Measuring Equity

Programmatic equity is assessed in terms of a direct
measurement of building level, instructional personnel input
units per student. These personnel factors include teachers,
support staff, instructional aides, building administrators
and other instructional-related building staff. This research,
then, measures only the buillding level cost of instruction
input units.

The author recognizes that in order to capture all cost
varlations across schools one must also account for differ-
ences in the prices of such components of the budget as
instructional materials, construction costs, land prices,
interest charges, overhead, etc. Total school district
costs are used to determine the relationship of programma-
tic equity as determined through the author's measurement
to the traditional per student cost measures. The major
problems assocliated with state statistics reflecting total
costs such as the inclusion of categorical expenditures and
the difficulty in isolating non-instructional expenditures to
individual schools are reviewed in Chapter Two.

The review of the literature which follows in the sub-
sequent chapter indicates that variations in the prices of
non-salary school inputs are a less significant source of
educational cost variations. This supports the design of
this study which focuses on instructional salaries, which
amount to approximately 80 percent of the building level

budget. This researcher isolates cost related to direct



programmatic benefits to students.

Accounting for "Quality Differences in Personnel Factors"

One of the problems which needs to be addressed in uti-
lizing personnel inputs as a measure of the equity function
is how to assess the differences in "quality" of personnel
inputs. For example, as all teachers are evidently not alike,
a simple teacher count could possibly be misleading.

In order to quantify "quality" differences, the assump-
fion 1s made that the education and experience level of teachers
should be recognized in measuring the equity function. The
research 1s mixed as to whether teacher inputs, such as educa-
tional training and experience, make a difference in deter-
mining outputs, and if so, how important are they? Although
difficult to measure, there is a general acceptance that
training and experience contribute to teacher competency.

This i1s reflected in almost every master agreement in this
state which recognizes differences in experience levels and
training and compensates teachers accordingly.

Inasmuch as overall instructional expenditures can be
attributed to cost differences resulting from variations in
teacher experience, education and teacher-pupil ratios, such
differences will be controlled in order that comparable
resources can be examined. To establish a teacher equity
measure, a procedure has been developed for welighting and
unitizing these personnel factors. The procedure is de-

scribed i1n Chapter Three of this study.
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Source and Nature of Cost Variations Supply and Demand

Functions

It 1is hoped that an additional outcome of this research
would be to provide a better understanding of the source and
nature of the variations in the cost of providing comparable
instructional services. Specifically analyzed are variables
Selected to ldentify communities likely to need extra services
from their schools--services which add to the basic cost of
education. The assumption made 1s that state aid formulas
should not recognize cost variations solely attributable to
local demands but only those exogenous to the school district.

Sample Size

This study is not intended to be a statewlide examina-
tion of the cost of education in Michigan schools. Rather,
this researcher seeks to study a model for examining cost
differentials in terms of a comparable measure of programma-
tic equity. It 1s hoped that the model and approach used
will contribute to a better understanding and awareness of
the variations in programmatic equity and input costs per
student. |

Because of the developmental nature of the model and
because the type and nature of data to be collected are not
easily attainable, on-site elementary school visitations
were required. The researcher has limited the school survey
to the twelve school districts in Ingham County. The Ingham
County school districts provide a meaningful grouping in

terms of size, geographic structure, community and expendi-
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ture levels (see Appendix B). A representative sample of

24 elementary schools from the selected districts constitute
the research sample. Ingham County is very diverse economi-
cally and soclally. The twelve school districts of the sample
include the core city of Lansing with a 28 percent minority
student population, five suburban districts and six rural
districts. The districts range in student size from 29,260

in Lansing, to 900 in Webberville.

Definition of Terms

"Instructional Related Staff" -- The following are the
instructional staff recognized in the personnel inbut count:
(a) Classroom teachers
(b) Auxiliary Instructional Staff (such as music,
physical education, certified librarians, coun-

selors, aides, etc.)

(¢c) Building principals and assistant principals.

"Personnel Input Units" -- A weighted measurement re-
flecting the number of instruction-related staff at the
elementary bullding level whose salarles are derived from
the general fund budget purged of categorical revenues
(i.e. local revenue, state ald membership). The basic unit
is the measure welighted in terms of experience and level of
educatilon.

"Personnel Input Units Per Student" -- The number of
personnel input units divided by the number of students in
the regular membership.

"Cost Per Input Units" -- Total salaries of identified
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personnel 1in a building divided by the number of personnel
input units.

"Operating Expenditures Per Student" -- General fund
expenditures of the district pertaining to education (as
found in MDE Bulletin 1012) divided by the number of students
in the regular membership.

"Basic Operating Expenditures Per Student" -- General
fund expenditures of the district purged of categorical funds
and speclal allotments, divided by the number of students in
the regular membership.

"Equity" -- Equal treatment of equals. This principle
states the requirement that equals should receive appropriately
equal treatment. Thils definition recognizes that district
costs and needs may not be allke and as such should receive

disparate treatment.

Overview

The survey instrument found in Appendix A provides an
overview of how building level personnel inputs were factored
to provide a comparable measure of programmatic equlty across
schools. Chapter Two provides a review of the literature
pertinent to the study. The design of the study and the
design of the instrument is provided in Chapter Three. 1In
Chapter Four, the results are analyzed. In Chapter Five,

Survey observations, conclusions and recommendations are made.



CHAPTER II

REVIEW OF THE LITERATURE

Introduction

The review of the literature is decribed in this chap-
ter under the following headings: Judiclal Standards of
Equity, Distribution of Resources and Fiscal Need, Cost
Differences and Educational Opportunity, Measuring Equity,
Development of Comparable School Cost Data, Rationale for

Isolating Instructional Expenditures and Summary.

Judicial Standards of Equity

The 1970's have witnessed an increase of activity in
the area of school finance reform. Much of this reform has
been influenced, indeed compelled, by litigation begun at
the state and federal levels which questioned the equity of
current distributions of state monlies to finance education.
The resultant court cases have, in many instances, provided
the impetus for reform of the state school finance plans;
however, the judicial progress in this area has not been
smooth. 1Its decisions punctuated with a number of conceptual
stops and starts, the Judiciary has made its way haltingly
to the goal of educational equity.

Not until recently has the Judiciary demonstrated a

greater willingness to entertain, in 1ts deliberations of

19
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the constitutionality of state finance plans, the more
subtle and problematic aspects of educational opportunity
and educational equity. Prior to the New York decision in

Levittown v. Nyquist the judicial response to questions

of school finance equity has been marked by two significant
trends.

The first trend is the transition in judicial reason-
ing from the use of a simplistic negative standard approach
cast in egalitarian terms and which considers only absolute
dollar equality toward a more encompassing approach which
takes into account variations in costs and educational need.

A second trend is the abandonment from school finance
litigation of federal constitutional principles as a viable
reforming force. Instead, the challenges to state finance
plans increasingly rely upon state constitutional provisions
related to education and the provision thereof.

The two trends are related. The gradual abandonment
of the fiscal neutrality standard in favor of one which
accounts for cost and need variations is at least partly
due to the movement of litigation from federal courts back
to state courts which, unlike their federal counterparts,
are more aware of and amenable to the unique characteristics
of their respective states. State courts, perhaps because
of their proximity, seem more willing to apply more sophis-
ticated standards of adjudication than are federal courts.

Initial efforts to obtain judicial relief in the area

of school finance were unsuccessful probably because the
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plaintiffs presented to the courts issues not well suited for

Judicial resolution at least at that time. In McInnis v.

Shagiro9 the plaintiffs challenged the Illinois school finance
system as being in violation of the equal protection and due
process clause of the fourteenth amendment. They argued that
the system provided some students with a quality education
while depriving others with equal or greater educational need
of the same. The disparities in educational expenditures were
the result of a greater ability and willingness to pay.

The plaintiffs demanded, therefore, that "expenditures"
be made only on the basis of pupils' educational needs with-
out regard to the financial strength of local school dis-

nl0

tricts. Complaining that educational need was a "nebulous

concept," the Federal District Court declared that there was
no "discoverable or manageable standards by which a court can
determine when the Constitution 1s satisfied and when it is

violated."ll

Similarly, the federal district court hearing Burruss

V. w11kerson12 upheld the Virginia system of school finance.

The court, relying on McInnis, noted that it had "neither
the knowledge nor the means nor the prowess to allocate the

public monles to fit the varying needs of these students

9. 293F.Supp. 327 (N.D. 111.1968), McInnis v. Shapiro,
394 U.S. 322 (1969).
10. Ibid. at 336.
11. Ibid. at 335.
12. 310 F.Supp. 572 (W.D. Va. 1969), Burruss v. Wilkerson,
397 U.S. 44 (1970).




throughout the state."!3 i

The courts clearly were reluctant to adjudicate an E
issue to which they felt themselves ill-equipped to apply
a norm such as educational need. The debate and disagree-
ment which surrounded the concept of educational need at
the time certainly worked against the court's acceptance of
it as a judicial standard. The courts needed a workable
norm the provision of which had not occurred and, conse-
quently, the courts presumptive deference to legislative
enactments carried the greatest weight in their delibera-
tions. In areas like school finance, more a policy than a
legal area, the courts are dependent on the litigants and
experts in the field for information. In the absence of
such information the prudent alternative is to refuse to
act. As John Coons has pointed out: "Without experience --
without phenomena delivered to the judicial mind -- there is
no substance for the work of adjudication."14 Hence
inaction.

The breakthrough that allowed the courts to assume an
active role in school finance reform came in 1969. A work-
able judicial norm was delivered to the courts in the form
of a study published by John Coons, William Clune and Ste-

phen Sugarman entitled Private Wealth and Public Education.15

13. Ibid., at 574.

14. John E. Coons, "Recent Trends in Science Fiction:
Serrano Among the People of Number," Journal of Law and Edu-
cation, Vol. 6 at 24, 1977.

15. .s William Clune and Stephen Sugarman, Pri-
vate Wealth and Public Education, Harvard University Press,
Cambridge, Mass., 1970.




In it Coons and his colleagues suggested that the equal
protection be interpreted not to require any particular
funding level tied to educational need, but to prohibit
allowing the level of funding to vary as a function of such
irrational factors as the accidental location of taxable

wealth. Denominated as Proposition 1 in Private Wealth and

Public Education, the principle stated that "the quality of

public education may not be a function of wealth, other than
of the state as a whole."16

Now known as theory of fiscal neutrality, the principle
requires that each school district receive the same revenue
for the same tax rate and that only those expenditure dis-
parities resulting from differences in local district taxable
wealth are unlawful. Fiscal neutrality provided the courts
with a legal theory that seemed easier to grasp and one with
which they could adjudicate school finance disputes without
becoming bogged down in the issue's complexities.

In 1971 the California Supreme Court formally adopted
and articulated the principle in its landmark decision,

Serrano v Priest.17 The court found for the challengers of

the California school finance system, holding that it dis-
criminated against the poor in violation of the equal
protection clause of the California and federal constitu-
tions "because it makes the quality of a child's education

a function of the wealth of his parents and neighbors."18

16. Ibid., at 339

17. 5 Cal. 3d 584, Serrano v. Priest, 96 CalRptr 601
(1971).

18. Ibid., at 1244.
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The Serrano decision touched off a footrace of school
finance litigation. As of the 1973 decision by the Supreme
Court in Rodriguez, some 59 cases had been filed in more
than 30 states. The fiscal neutrality principle appeared
to provide the courts with flexible (i.e. judicially manage-
able) standard by which to judge the constitutionality of

19

state finance schema. Van Dusartz v. Hatfield followed a

month-and-a-half after Serrano and, in adopting the Serrano
rule for Minnesota, the federal district court stressed the
flexibility the case, and its principle, made possible.
Because of the early success of fiscal neutrality, a
flurry of judicial activity followed between 1971 and 1973.20
Nearly all of these decisions followed the reasoning of
Serrano and relied on the fourteenth amendment. The progress

of litigation seemed unyielding when the United States

Supreme Court's decision in San Antonio v. Rodriguez applied

the brakes and brought to a premature halt this phase of the
school finance litigation.

The Serrano decision and its immediate descendants had
broken the connection between community wealth and educa-

tional expenditures, yet fiscal neutrality proved not to be

19. See, Parker v. Mandel 344 F.Supp. 1068 (D. Md.1972);
Rodriquez v. San Antonio Independent S. District, 337 F.Supp.
280 (W.D. Tex. 1971); Van Dusartz v. Hatfield, 40 U.S.L.W. 2228
(D.Minn. 1971); Hollins v. Shofstall, Civ. No. C~-253652 (Ariz.
Sup.Ct., June 1, 1972); Caldwell v.Kansas, Civ. No.50616 (John-
son Co.Dist.Ct., Kansas, Aug.30, 1972); Milliken v. Green, 389
Mich. 1, 203 N.W.2d 457 (1972), vacated, 390 Mich. 389, 212 Nw 24
711 (1973).

20. 40 U.S.L.W. 2228 (D. Minn. 1971).
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the egualitarian panacea its proponents had envisioned. Rely-
ing solely on varilations in local property tax capacity, the
Serrano approach ignored variations in pupil needs or expendi-
tures. A negative standard, fiscal neutrality is "content to
condemn particular and manifest injustices, leaving definition
of the good soclety to the political process. It merely says
no to a particular order of things--wealth discrimination in
education; to every other order it offers a presumptive yes."21
To paraphrase Coons, then, to understand fiscal neutrality is
to discover what it ain't, "and principally it is not."22
Fiscal neutrality as an instrument of reform lacks refine-
ment; it cuts away the most visible, surface forms of inequity
and discrimination only to reveal more intricate forms beneath.
This 1s, perhaps, characteristic of adjudication in any
area of pressing social or economic concern. Granted that
when major socletal problems have not been resolved in the
political process the Judiciary customarily fills the void,
yet the Judiciary 1s often reluctant to enmesh itself in
cases demanding creative improvisation, preferring instead
to stay its hand until no other avenue 1s available. Once
commitment 1is unavoidable, the Jjudiciary is more apt as not

to 1limit the breadth of 1ts decisions so as to defer again

to the legislative-political process. Judicial activism 1is

21. John E. Coons, "Fiscal Neutrality After Rodriquez,"
Law and Contemporary Problems, Vol. 38, 1974, at 300.

22. ]bid.
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not typical of the Supreme Court; even the most judicially
active court of the century, the Warren court, tempered its

desegregation mandate in Brown v. Board of Education with

the order of "all deliberate speed." Thus arises the need
for a judicially manageable standard like fiscal neutrality
which allows courts to address themselves to issues which
obtain generally with clear perimeters, leaving the framing
of a comprehensive remedy to the legislative branch.

This reluctance surfaced in San Antonio v. Rodriguez23

where, by a five to four margin, the U.S. Supreme Court ruled
that it was inappropriate for the Court to intervene on con-
stitutional grounds in school finance. The Court was asked
to overturn the Texas system because, plaintiffs argued, it
discriminated against a "suspect" class, depriving them of a
fundamental right to education. The Court, however, found
that the Texas system did not discriminate against any class
of persons considered "suspect" since the case dealt with
property poor districts, not poor persons. Moreover, the
Court pointed out that the deprivation complained of was
relative, not absolute.

Arguing that "the marketplace of ideas is an empty
forum for those lacking basic communicative skills" and "a
voter cannot cast his ballot intelligently unless his read-
ing skills and thought processes have been adequately

developed,“24 the plaintiffs held that a fundamental

23. San Antonio Independent School District v. Rodriguez,
411 U.s. 1, 36 L.Ed. 2d 16, 93 S.Rptr. 1278 (1973).
24. Ibid., at 35-36.
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constitutional right to education was implicit in the right
of free speech and in the right to vote. The Court answered

this claim that education is the sine qua non of an effective

practice of these other guaranteed rights by stating that "we
(the Court) have never presumed to possess either the ability
or the authority to guarantee to the citizenry the most ef-
fective speech or the most informed electoral choice."25
Education 1s neither explicitly nor implicitly mentioned in
the Constltution, and though it is an important service, its
importance does not determine whether it 1s a fundamental
right.

With neither suspect class (i.e. a party believed to be
rightly chargeable with something wrong) nor a fundamental
right 1nvolved the Court found no reason to apply strict
scrutiny, which demands that the state show a compelling
interest in maintaining the practice in question. The Court,
therefore, applied the less exacting rational basis test and
decided that the Texas system, though "chaotic and unjust,“26
was nonetheless rational and furthered a legitimate state pur-
pose--that 1is, to encourage "a large measure of participation
in the control of each district's schools at the local level."27

Explicitly symptomatic of the Court's reluctance to
tackle a problem with such policy implications, the Court
deferred action to the legislative process: "the ultimate

solutions must come from the lawmakers and from the demo-

25. Ibid., at 35.
26. Ibid., at 58.
27. 1Ibid., at 28.



cratic pressures of those who elect them."28

Even the minor-
ity Justices seemed reluctant to embark on a constitutional
condemnation of the system. Of the four dissenters, only
two, Justices Marshall and Douglas, accepted the plaintiff's
constitutional argument. The other two, Justices Brennan

and White, dissented on the ground that there was no rational
relationship between the statutory scheme and the goal of

local control.

"It i1s worth observing," wrote N. R. Anderson in the

Washington Law Review,29

that in Rodriguez the Court was asked to enuncilate
principles of educational finance which would be
binding on all fifty states. Given the vast differ-
ences in the educational finance systems of the
various states, it is perhaps not surprising that

a majority of the Court was reluctant to confront
these complexitlies. Justice Powell, indeed, stated
as much. Obviously, a much more manageable range

of 1ssues 1s presented in a case before a state
court.

The Rodriquez decision effectively closed the doors to
challenges on a federal level of state flnance schema on the
basis of the fourteenth amendment's equal protection clause.
Less than a month after the Texas decision, however, the
New Jersey Supreme Court overturned that state's school
finance system on the ground that it violated the state's
constitutional command to the leglslature to provide a

"thorough and efficient system of free public schools.“30

280 Ibido’ at 59'
29. N. R. Anderson, "School Finance in Washington,"
Washington Law Review, Vol. 50, 1974, at 853-900.

30. New Jersey Constitution, Article VIII, Section 4,
Paragraph 1.
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This marked a significant tactical change -- the resort to
state constitutional provisions conveyed the message that
even though the federal courts were closed, the state courts
offered an alternative instrument for school finance
reformers.

In addition to "thorough and efficient" clauses, state
equivalents to the federal equal protection clause provided
another means whereby reformers could challenge inequitable
state finance systems. In Serrano II the California Supreme
Court upheld a state trial court which, on remand of SerranolI
had held that education was indeed a fundamental right under
the state constitution, thus requiring the state to satisfy
the requirements of strict scrutiny. The California court
rejected the claim that the Rodriquez decision affected the
trial court's determination of a fundamentalright,replying:31

Decisions of the United States Supreme Court

defining fundamental right are persuasive

authority to be afforded respectful considera-
tion, but are to be followed by California

courts only when they provide no less individual
protection than is guaranteed by California law.

In Connecticut the Supreme Court of that state held
that education was indeed a fundamental right both explicitly
and implicitly, thus meeting the standards for strict scru-
tiny of both the U.S. Supreme Court and the California court.

Their decision in the case, Horton v. Meskill,32 struck down

the state's finance scheme as unconstitutional.

31. Serrano v. Priest, 18 Cal.3d 728, at 764.
32.172 Conn. 615, 376 A.2d 359.
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In summary, though the U.S. Supreme Court's decision
in the Rodrigquez case caused a slackening in school finance
litigation, reformers soon discovered the state courts to be
an amenable forum for their views. Another very important
result of the Supreme Court decision was the prevention of
a blanket acceptance on federal constitutional grounds of
the fiscal neutrality principle. By 1973 fiscal neutrality
was still not yet subject to the kind of discussion and de-
bate which would ultimately point up its shortcomings. The
variety of state cases and the arguments and discussions
generated by Rodrigquez revealed the inherent restrictions of
fiscal neutrality. Critiques in law and education journals
argued that, as a negative standard, fiscal neutrality lacked
the sophistication to deal with the more complex questions of
inequity which were coming to judicial attention post-
Rodriquez. Its simplistic approach allowed for an easily
understood and readily grasped standard for measuring the
constitutional inadequacies of state school finance laws, but
ignored the variations of state conditions.

The most pointed criticism leveled at fiscal neutrality
and the finance plans born of it point to its inherent limi-
tations -- its inability to account for variations in cost
and educational need among districts. As Berke and Callahan

argue, this is most striking with respect to cities:33

33. Joel S. Berke and Callahan, "Serrano v. Priest: Mile-
stone or Millstone," Journal of Public Law, Vol 23, 1972.




...cities have higher costs for providing
education in terms of the prices paid for
educational items. Land acquisition costs,
insurance rates, vandalism expenses, and non-
professional personnel costs all reflect

higher costs of living in central cities. But
bulking largest in school budgets are costs of
instructional personnel, and here a combination
of factors has pushed a central city costs well
above those in the suburbs.

It is no longer accepted that the crude formulation,
equal dollars equal services, holds true. Therefore, in
response to such criticisms, the school finance reform move-
ment has moved creatively in new directions. Having gone as
far as it could with the fiscal neutrality approach, the
courts have given renewed life to educational need after re-
jecting need as too complex and nebulous in the late 60's.

Indicative of the trend toward a special dispensation
for cities in school finance systems is the New York case,

Levittown v. Nyquist.34 The Supreme Court of Nassau County

affirmed the concept of municipal overburden and ruled that,
under a formula with equal tax yield for equal effort, the
capacity of large city school districts to finance education
with local resources had been overstated. The city school
districts had charged that the state aid formula discrimi-
nates against them by overstating their fiscal capacity and
not accounting for their special needs and higher costs. The
Court upheld the claims that there is a drain on city tax
dollars caused by the need to provide excessive amounts of

non-educational services, that the purchasing power of the

34. No. 8208/74 (Nassau County Supreme Court, New York).
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dollar in metropolitan areas is diminished, and that large
cities have the greatest proportion of low-income and edu-
catlonally disadvantaged students. The court said:35

The asserted basis for the contention is that
the extraordinary problems stemming from urban
poverty and its associated 11lls in turn create
an array of educational overburdens that the
large cities have been unable to copy with by
resort to their own fiscal resources and which
are essentlially disregarded by the state aid
formula...although they have the largest con-
centration of disadvantaged children requiring
compensatory education, they are unable to supply
that help, thus resulting in a denial to those
children of an equal educatlonal opportunity.

The court then concluded that:36

Where it 1s demonstrated that there is a greaﬁer

need, it follows that a greater amount of aid must

be furnished in equal educational opportunity is

to be avalilable. Somethling more than average aild

to school districts must be furnished to accomplish

this goal.

Readlng the New York Constitution as demanding that all
children of the state be given "the opportunity to acquire
at least those basic skills necessary to function as a citi-
zens in a democratic society,"37 the court found that the
state finance scheme did not meet the rational basis test.
The court argued instead that the system failed to remedy
inequalities in educatlional opportunity and, in fact, per-
petuated them.38 By use of the rational basis test the court

was able to strike down the finance scheme on the basis of

both the New York and the federal constitutions 1n compliance

35. Ibid., at 65.

36. Ibid., at 99.

37. Ibid., at 100.

38. Joan Scheuer, "Levittown v. Nyquist: A Dual Challenge"
Phi Delta Kappan, Vol. 20, Feb., 1979, at 435.




with the Supreme Court's ruling in Rodriquez.

The same outcome, that of adjusting for higher costs
and municipal overburden in citles, was reached in an Ohio
case involving the city of Cincinnati. Again, on the surface
at least, Cincinnati seemed to be an anomalous choice as plain-
tiff when one considers its high assessed property values.
Here an Ohio trial court agreed that "the large urban inner
cilty districts have unique and special problems and substantial
extra costs which the non-urban districts do not have."39 The
court, therefore, determined that in order to comply with the
state constitution, any state finance system must lnclude as
one of 1ts criterla adequate compensation for the specilal
costs of urban school districts.

Plaintiffs' arguments in both the New York and Ohio
cases stress the impact which greater educational need has
on the capaclty of urban school districts to provide serv-
ices. Recalling the earlier difficulty courts had with the
concept of educational need, Betsy Levin cautions that cur-
rent concepts of educational need should be careful to avoid
the pitfalls of ambiguity and judicial manageability evi-
denced in McInnis and Burruss.uo She goes on to say:ul

The Levittown intervenors have attempted to

avoid this problem by showing that the high con-

centration of urban poverty in the inner citiles

results in high proportion of children suffer-

ing from such education overburdens as impaired
learning readiness, impaired mental, emotional and

39. Cincinnati, slip opinion at 117.

40. Betsy Levin, "Current Trends in School Finance Reform
Litigation: A Commentary," Duke Law Journal, Vol. 1977 at
1119.

41. Ibid.




physical health, mental retardation and other

learning disabilities, and English language dif-

ficulties. The intervenors then showed that

specific programs or services have been success-

ful in overcoming these problems, but that

because of inadequate resources these programs

and services have to be curtailed.

Levin questions whether courts will find constitutional
imperatives to take into account the relative educational
needs of students. Perhaps courts will recognize relative
need only in relation to constitutional violations of a dif-
ferent sort, such as segregation or finance inequity, while
not giving it a constitutional niche of its own.

Whatever the difficulty in assessing educational need
or of determining constitutional status, the fact remains
that urban school districts are faced with increasingly high
costs, educational and non-educational, which affect their
ability to buy educational services. This is only now being
recognized by the courts. The trend away from the simple
fiscal neutrality approach is very much a part of this new
awareness. The negative standard which said that educational
opportunities could not be a function of district property
wealth has been broadened to read 'educational opportunities
may not be a function of district fiscal capacity which, in
the case of cities, means that fiscal capacity must reflect

the additional costs and municipal overburdens characteristic

of cities as well as property wealth.

Distribution of Resources and Fiscal Need

The preceding analysis of the judicial response to

school finance has attempted to highlight the limitations






of state school finance plans attempting to implement the
Serrano principle. The equal protection clause encompasses
but one aspect of the injustice inherent in the way elemen-
tary and secondary schools are financed in most states of the
nation. The judicial concept of wealth discrimination, so
central to the holdings of Serrano and Rodriquez, outlines
the problem of wealth discrimination but fails to deal with

the whole concept. With the exception of Levittown v. Nyquist

the judicial focus fails, on the one hand, to provide an
appropriate comparative measure of fiscal cost and, on the
other hand, fails to examine the total tax responsibilities
(municipal and educational) of various jurisdictions. While
the courts have been successful in creating the conditions
for change in school finance patterns, they have not assured
that the form will inevitably channel more resources to
school systems faced with greater fiscal need.

The chief cause of the pattern of inequitable distri-
bution of funds is state policies which create school
districts responsible for supporting education but endowed
with vastly different abilities to raise those revenues. As
a result we find different levels of education existing in
neighboring school districts independent of the degree of
effort the communities expend in raising revenues for their
schools. H. Thomas James made the following observation on

the implications of this phenomenon:42

42. H. Thomas James, "Diagnosis & Treatment for Ailing
School finance, " A paper presented for the annual meeting of
the Council of Chief State School Officers at Louisville,
Kentucky, Nov. 15, 1971, at 1.
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When I completed the series of school finance

studies that occupied my attention at Stanford

through much of the last decade I announced what

I thought was the most significant generalization

to come out of those studies. That generalization

was that local property tax paying ability was the

major determinant of social policy for public edu-

cation, and that unless we could reverse that

equation and let social policy determine what

should be spent for education we would have deep

trouble in our schools.

An equitable system has been described by Joel Berke
and John Callahan as one in which "greater educational
resources are allocated to those students who come to school
with the greatest learning problems and the greatest social
disadvantage." Further, they described equal educational
opportunity as "as allocation of educational services which
enables pupils from low socio-economic backgrounds to compete
equally for higher educational and job opportunities with
those who come from more advantaged walks of life."43

In addition to equitable distribution of educational
services, Berke and Callahan contend also that an equitable
system must recognize that such services take a greater toll
from those jurisdictions and individuals less able to pay
than from those who can better afford such costs. State
financial assistance, consequently, needs to be adjusted to
recognize cost differentials and ability to pay..44

A study conducted by the Urban Institute for the Presi-
dent's Commission on School Finance documented a strong

regression pattern in six of the eight states it studied

43, Joel S. Berke and John J. Callahan, "Serrano v.
Priest: Milestone or Millstone for School Finance, "Journal
of Public Law, Vol. 21, 1972, at 34.

44. 1bid., at 39.
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relative to tax burden and income levels. For example,
Michigan families earning less than $2,999 per annum paid
8.7 percent of income in state and local taxes. For those
earning over $15,000, the figure was 3.5 percent.

Just as there is a mismatch in educational need and
abillity to pay, so too there seems to be a mismatch in educa-
tional costs. Betsy Levin, in her study "Public School Finance:
Present Disparities and Fiscal Alternatives," notes that cities
have higher costs for providing education in terms of the
prices pald for educational items. JInsurance rates, vandalism
costs and, most important, personnel costs all reflect the
higher cost of living in central cities.u6 The higher non-
educational expenditures of central cities also have had the
effect of creating total tax disparities between central city
and the suburb.

Urban education costs have had to respond to suburban
cost pressures. According to Dr. Seymour Sacks, "the common
metropolitan environment, which in past years had a salutary
effect on central city education, now has a debilitating
effect on central city education as the metropolitan areas
determine the level of costs without providing the resource
for meeting these costs."u7 This is especially true regard-

ing salaries, which account for a full 80 percent of a

4s. Betsy Levin, Public School Finance: Present Dispari-
tles and Fiscal Alternatives, The Urban Institute, Washington,
D.C., 1971 at 41.

46. op cit., at 59

k7. Seymour Sacks, David Ramsey and Ralph Andrew, City
Schools - Suburban Schools: A History of Fiscal Conflict,
Syracuse University Press, Syracuse, New York, 1972 at ©l.
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school system's operating budget. Bothwell notes that subur-
ban districts also exert cost pressures as a result of their
lowering of class size, which translates into hiring more
teachers and other instructional personnel to teach the same
number of students, which further increases total salary

48

costs.

Compounding the problem has been the relative decrease
in income which cities have suffered vis-a-vis their metro-
politan suburban neighbors. By 1959 the proportion of fami-
lies with incomes under $3,000 was almost 50 percent greater
in central cities than in thelr outlying areas, and the dis-
parity even greater for Standard Metropolitan Statistical
49

Areas over one million. By 1967, median family income was

only $7,813 in central cities and $9,367 in outlying metro-
50

politan areas. Thus, when considering income alone, cities
would have to levy an additional 20 percent tax burden on
their incomes in order to offer educational standards on a
par with their suburban neighbors. State educational formu-
las, however, generally have not recognized or compensated
for income differences among communities.

J. Allan Thomas made the following comments in his

study "School Finance and Educational Opportunity in
Michigan:"51

48. Robert Bothwell et al., "State Funding of Urban Edu-
cation under the Modern School Finance," Manual, Department
of Health, Education and Welfare, Washington, D.C., Jan. 1976,
at 5.

49. 1Ibid., at 65.

50. Ibid., at 61.

51. J. Allan Thomas, School Finance and Educational Oppor-
tunity in Michigan, Michigan Department of Education, Lansing,
Michigan, 1968 at 20.




It is necessary to include in a state aid formula

a procedure for defining the share of the costs
which will be paid by the locality. This involves
the development of some type of "index of local
tax-paying ability." This is a much-debated 1ssue
which cannot be resolved on any "scientific" basis.
Rather, the values of the citizens of the state will
determine the manner in which the local contribution
to the foundation program will be determined. The
following possibllities exist:

a. The local contribution should be based on a given
yield on the system of taxation from which the
local contribution is obtained. 1If the property
tax remalins the basis of this contribution, a
given millage on the property would continue to
provide the local share.

b. On the argument that all taxes eventually are
paid from income, the local contribution would
be determined on the basis of the average income
(rather than the average property value) per pub-
lic student in the taxing area. If the local
contribution is to be obtained from a property
tax levy, the millage required for the local
share of the foundation program would need to
be welghted, on the basis of the per capita in-
come in the community.

¢c. The composite index of income and property might
form the basis of calculating the local share
of the foundation program.

However, some means must be found to permit low valua-
tion districts to improve their programs so that the
present varlations in opportunity may be narrowed.

In the central cities of the 38 largest SMSA's in 1966-67,
per capita taxes for non-educational services amounted to $144,
whereas in the surrounding suburban areas the per capita taxes
for these services were only $76.52 Seymour Sacks notes in
his report, "Central City and Suburban Public Education,"
that during 196U4-65 the central cities in thirty-four metro-

politan areas spent on the average $50 more per citizen in

total tax dollars (municipal and educational services) than

52. Sacks, op cit., at 66.
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did the surrounding suburbs. However, these central cities
spent an average of $50 less per person on education.53 As
schools are 1in keen competition with other municipal services
for tax dollars, the level of school support 1s affected.

Alvin Townsel observed while studying the school dis-
tributional patterns in sixteen states that reforms in school
finance legislation most frequently have been effected through
indirect means. Economic and sociological concomitants which
impinge on the fiscal problems of urban schools most infre-
quently have been of major consideration.54

Adjustment in state basic aid formulae, while:
responding to variations in property wealth
throughout the states, often have falled to
realize that the central city fiscal difficul-
ties are not attributable to this factor. They
are, by and large, attributable to higher costs
for both educational and non-educational public
services.

Speaking to the additional burdens of central cities and
disparities in property wealth, J. Allan Thomas said:55

State aid in Michigan is sizable in total quan-
tity. It does not, however, serve 1ts basic pur-
pose, which is to equalize educational opportunity.
Even after state ald, there are wide variations

1n the expenditures of local districts. The low
valuation districts tend, on the average, to have
higher tax rates for education and lower expendi-
tures than the high valuation districts.

53. Seymour Sacks, "Central City and Suburban Public Edu-
cation: Fiscal Resources and Fiscal Realities," Metropolitan-
ism: 1Its Challenge, The Sixth-Seventh Yearbook of National
Society for the Study of Education, University of Chicago
Press, Chicago, Illinois, 1960.

54, Alvin H. Townsel, "Adjustment for Urban Fiscal Prob-
lems in State School Finance Systems," Journal of Educatlonal
Finance, Vol. 2, Summer 1974, at 70.

55. Thomas, op cit., at 207.
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He continues:

Michigan's major urban centers have additional

revenue problems. Faced with a declining tax

base, the need to finance a wide array of govern-

mental services, mounting costs, and the presence

or large numbers of students who have specilal

educational difficulties, Michigan's citlies are

in dire need of special consideration. Federal

funds are helping to some extent, but the state

of Michigan has a responsibility to help meet

these urgent needs.

One of the objectives of this study was to develop a
measureable standard that recognizes expenditure variations
in the cost of educational inputs. If school finance systems
are ultimately to move toward the goal of equallity inputs,
then what 1s needed are adjustment indices that reflect price
differences. Hopefully, this study can shed some light on
the policy question of whether states can and should adjust

their formula aid to achieve both dollar and lnput equity.

Cost Differences and Educational Opportunity

Several studies were reviewed which look at the features
of school districts which account for differences in the
prices palid for the goods and services purchased. The under-
lying assumption iIn all these studies is that one dollar in
state ald does not necessarily purchase the same amount of
educatlonal services. The studies emphasize features which
determine differences in the salaries pald for these services.
Essentially, the problem is to select variables that account
for differences 1n salaries paild for teachers of like

quality in various districts. These studies demonstrate
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both the possibilities and limitations of statistical analysis
as a means of estimating appropriate adjustments designed to
neutralize local cost differences for state aid purposes.

In the study "Financing Education in Michigan,"56 Dr. C.
Robert Muth cites several variables not controllable by board
policy that are important determinants of salary levels, in-
cluding training and experience. Another such variable cited
which influences salary levels is cost of living which varies
from area to area and may be reflected in professional sala-
ries. Schedule history, market location and stability of
the system influence salary costs, as do community.differ-
ences as they relate to Job desirability for teachers, and
all are beyond the control of the district. Thus, teacher
salary costs, which represent nearly 90 percent of instruc-
tional costs, are subject to minimal control by local boards
and should, therefore, be recognized in state funding. How-
ever, differing salary costs across school districts create
different input prices for personnel services for children.

Muth concludes 'chat:57

If equlity in financing education is to be achieved,
districts facing excessive costs over which they
have 1little or no.control must receive help from
the state in meeting those costs so that an equit-
able proportion of funds will be available in each
district to meet the program needs of its students.

56. C. Robert Muth and Paul R. Stuhmer, "Financing Educa-
tion in Michigan: A Report," a study funded by the Ford
Foundation through the Middle Cities Education Association,
Michigan State University, East Lansing, Michigan, 1977.

57. Muth, op cit., at 67.



J. Alan Thomas, in his study of school finance and
educational opportunity in Michigan, sought to measure edu-
cational opportunity. The Thomas staff looked at "quality"
programs by district size, geographical region, district

valuation, and expenditure per pupil. He isolated five

determinants of educational equality:58

1. Quality in education is related to the development
of programs appropriate to the economic, social
and political context of the society.

2. The number of children with whom a teacher works
is an important element in the total education
environment, particularly at the primary and pre-
school levels.

3. The most important single element in the educa-
tional process is the teacher - the quality and
efficiency of teacher services are important
determinants of educational excellence.

4. Variations in the quality of school buildings
may be realted to a community's view of education
as a form of consumption.

5. The usefulness of television, teaching machines,
and language laboratories has not yet been
adequately evaluated.

The Thomas study indicates that availability of programs and
services was more related to the number of students than
either valuation or cost per student.

Thomas made a very comprehensive study of the Michigan
teaching force. He looked at age, experience and training
differences as well as supply and demand factors, average
salaries and pupil-teacher ratios. The study reported that
regional characteristics are more significant than wealth in

determining these teacher characteristics. Thomas found

that there is also a high degree of correlation between

58. Thomas, op cit. at 18-19
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school district size and the average teacher's salary. The
larger the system, the higher the mean salary pald to its
teachers.59

Indicating that 84 percent of school district expendi-
tures were for salaries, Thomas emphasized the relationship
of salaries to wealth, size, location and urbanization. His
study concludes that "the quality and quantity of the teach-
ing staff is by far the most important single consideration
in determining how youngsters will be taught."60 According
to Thomas, then, the criteria for quality 1s number of
teachers per student, not dollars per student. The dollar
represents both differing services and costs for the same
services.

The Task Force on Public School Finance of the Michigan
Assoclation of Professors of Educational Administration pub-
lished a suggested plan for financing K-12 education in
Michigan in 1969.61 The proposal, known as the "equal
quality plan" advocates assuring and equalizing education
opportunities appropriate to each child within the state and
emphasized not equal money but equal opportunity. Vocational
and special education would be assured for all those students
requiring or desiring such programs wherever they lived and
educationally deprived urban or rural children would have
access to speclal programs needed to overcome their depriva-

tion.

59. Ibid., at 108.
60. Ibid., at 106.
61. Wilson, op cit., at U46.
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To accomplish equal opportunity the group suggested a
classroom unit approach to financing education. The basic
assumption involved here is that teacher-pupil ratio is the
major factor determining quality of education. Given this
assumption the task force proposed varying teacher-pupil
ratios for different groups of students with different needs.
For example, they suggested a ratio of 1:40 for kindergarten,
1:25 for regular pupils, 1:15 for vocational education, and
1:15 for educationally disadvantaged pupils.

Under the equal quality plan funding was to be based on
classroom units which were to be arrived at by classifying
and counting pupils and then determining the number of
teacher positions needed to arrive at the specified pupil-
teacher ratios. Funding was to be based on the number of
teacher positions with each district receiving an amount
derived by multiplying the number of teacher positions needed
by a state established professional salary allowance. Funds
for other services such as administration, inservice, main-
tenance and non-professional salaries were to be based on a
percentage of the professional salary level and the number
of classroom units.

The plan also recognizes a second quality variable -
teacher experience and training - which is directly related
to cost. A teacher experience and training index was de-
veloped in recognition of the variations in cost of teacher
salaries in various districts. The index was based on an

average teacher having a bachelors degree and eight years of



teaching experience. Such a teacher was assigned a value

of 1.0 and teachers with more experience and training were
assigned higher valuations and vice versa. From these
values a district average index value was to be derived and
applied as an adjustment to the total number of teaching
positions for state aid calculation. This kind of index
assumed that teaching qualit§ is related to teacher training
and experience and the index was designed "to make it pos-
sible for all school districts to compete on a more nearly
equal basis for well qualified teachers."62

Under the "equal quality plan," no attempt was made to

identify or adjust for cost differences existing in differ-
ent regions or types of districts for similar programs.
The authors suggest, however, that a factor dealing with
salary variations by educational region might be added to
the professional staff index if creditable data could be
derived.

In a 1974 study in Michigan,63 Harvey Brazer pointed
out that while observed differences among school districts
in levels of expenditure per pupil may or may not be asso-
ciated with similar differences in such measures of output
as achievement test scores or dropout rates they clearly
differ "as a consequence of differences in prices paid for

major inputs such as teachers (salaries) and/or differences

62. Wilson, op cit. at 48

63. Brazer, "A Study of Expenditures Levels and Student
Output Measures Among School Districts," Selected Papers in
School Finance: 1974, U.S. Office of Education, Washington,
D.C., 1974 at 108.
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in the quantities of inputs used (pupil-teacher ratio)."

He notes that to the extent these prices vary, neither an
equal dollar distribution of funds among school districts

nor an equal yield per unit of tax effort will result in
equality in terms of inputs. "If such approaches are to
attain . . . (equality) . . . some means must be found for
allowing appropriately for price differences among districts."

Brazer also suggests that traditional sparsity or den-
sity corrections and adjustments which weight certain grade
levels more heavily than others are "aimed rather vaguely
at educational costs as a whole rather than at prices of
inputs as variables of cost element." Brazer concludes that
cost of living adjustments are only one element entering
the supply function for teachers.

Brazer's study was based on the assumption that since
teacher's salaries account for a high proportion of district
current operating expenditures, if measures of relevant in-
fluences on teachers' salaries can be derived an adjustment
index for this crucially important input element can be
developed.

Brazer was able to account for 72 per cent of the
variance in average teachers' salaries in the districts
studied through the use of 15 a priori identified supply and
demand factors. The methodology is dependent on satisfactory
a priori judgments of variables which appear to be related
to differences in price. The achievement of greater pre-
cision in estimating elements related to price is a chal-

lenge offered by Brazer's study.



In a follow-up study conducted a year later, Drs.
Brazer and Anderson used multiple regression analysis to
measure the influence of selected factors in local price
differences for educational services or local costs for
school districts. The study is divided into two parts. 1In
the first, factors which affect instructional costs are
analyzed, and in the second part non-instructional cost dif-
ferences are studied.64

Since teachers' salaries are the major component of
local instructional costs, much of the analysis focuses on
those features of school districts which affect the level of
teachers' salaries. Brazer emphasizes, however, that state
aid to a school district should not reflect adjustments based
on a district's willingness to pay higher salaries for
teachers. Any state aid adjustments to school districts
relating to cost must be based on those district features
which affect the willingness of teachers to work there
(i.e. supply condition). Since it is unclear as to what
"quality" teachers are or what measures are relevant to
teacher quality, Brazer excludes considerations of quality
in his analysis.

As a result of an analysis of a number of variables,
Brazer is able to account for about 70 per cent of the
variation in average teacher salaries among districts.

Having completed his analysis of the factors which influence

64. Harvey E. Brazer and Ann P. Anderson, "A Cost Adjust-
ment Index for Michigan School Districts", University of
Michigan, Ann Arbor, 1975.
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the willingness of teachers to work in a school district,

an adjustment index for teacher salaries was constructed.

The index indicates to what extent the combined effect of the
actual values of those district features taken into account
which do bear on teacher salaries in any district differ

from the combined effect of the average values for all the
sample districts.

If state aid were to be adjusted according to a salary
index based upon district features over which it had no con-
trol, i.e., features affecting the supply conditions or the
willingness of teachers to work in a district, the following
pattern emerges. All central cities would gain state aid;
all but one rural district would lose state aid; and among
independent cities and suburbs no distinct pattern emerges.

Brazer next develops an index for non-instructional
expenditures using the same methodology. He adds, however,
that the two indices are independent of each other and that
using a teacher salary adjustment index does not require the
use of an index for non-instructional expenditures.

W. Norton Grubb, when given the same problem of study-
ing the applicability of adjustment in state education aid
for local price differences, wrote his paper entitled, "Con-
structing Teacher Cost Indices: Methodological Explorations

with California Unified School Districts."65 Grubb states

65. Norton W. Grubb, "Constructing Teacher Indices: Method-
ological Explorations with California Unified School Districts,"”
mimeo, Education Finance Reform Project, Los Angeles and the
Childhood and Government Project, University of California,
Berkeley, 1975.



there are three factors which comprise instructional cost for
any school district: (1) salaries paid teachers of a given
quality; (2) teacher quality (as expressed by training and
experience), and (3) teacher-pupil ratio.

Grubb first develops a theoretical model identifying the
essential nature of the teacher supply and district demand
curves for teachers but concludes that such a model is not
useful because 1t does not enable him to isolate the teacher
supply curve for any district.

He concludes that hls only recourse is to use statisti-
cal analyslis of reduced form equations to analyze the impact
of teacher supply and demand on district wages, teacher quality,
teacher-pupil ratios and expenditures. This multiple regres-
sion analysls was the necessary first step in order to elimi-
nate cost adjustments reflecting district demand variables.

Grubb proceeds to a consideration of the variables in
district features which have an impact on the demand and sup-
ply for teachers. The variables are essentially those used
by Brazer. The impact of these independent variables are
studies separately for each of the three major areas of
instructional costs, namely, on teacher salaries, on teacher
quality and on teacher-pupil ratios.

What particularly concerns Grubb is the small effect
that the various independent variables have on the available
measures of teacher quality, i.e., on teacher degree status
or graduate credit hours and years of teaching experience.

He states, "the abysmally low explanatory power of these



regressions lndicates that variations in these measures of
'quality' are largely unexplained by any of the independent
variables avallable... It appears, therefore, that these
...measures do not reflect teacher quality at least in the
sense of measuring teacher attributes which school districts
attempt to increase."66 What should also be emphasized 1is
that these attributes are precisely the ones over which a
school district has no control once a teacher 1is hired.
Teacher staffs inevitably acquire years of experience so
long as they retain their positions, and individual teachers
will also accumulate graduate credits if the incentives to
do so exist as 1n the form of salary differentials attached
to graduate credit hours or to degree status.

In his concluding section, Grubb notes that statistical
analysis does offer the means of calculating local cost ad-
Justments. However, he 1s concerned with some of the prob-
lems associated with his methodology. As does Brazer, he
notes that the independent variables account for 70 percent
of the variations in teachers' salaries. And he also ob-
serves that not all of the relevant variables such as union
strength may be desirable for inclusion in an index. Poli-
tical decisions would be required with respect to the in-
clusion of variables such as district's unemployment rate
and the proportion of school-aged children to a district's
population. In the end, Grubb emphasizes that the redis-

tributive effects of such ald adjustments should be carefully

66. 1Ibid., at 36.



weighted especially if the net effect is to take away from
the poorer districts to benefit the wealthier ones.

In the paper entitled "Measuring Differences Among
Florida School Districts in the Cost of Education: An Alter-
native Approach,“67 Lawrence Kenny, Irving Goffman and David
Denslow reported the results of their statistical analysis
based on Florida data. The "alternative approach” in their
title refers to the use of statistical analysis to adjust
state aid for local cost differences. The current practice
in Florida is to price a list of commodities and services in
various parts of the state and to adjust state aid for local
price differences based on the difference between the local
prices and state average prices. Florida is the only state
which adjusts state aid to school districts on the basis of
estimates of local consumer price levels. The assumption
this study is predicated upon is that teachers offered the
same wage in different districts do not respond solely to
living costs in choosing jobs but do in fact take into account
other features of school systems.

The authors of the Florida study diverge markedly from
Grubb and Brazer in the variables which they believe affect
the supply and demand of teachers. In their view district
demand for teachers or willingness to pay differing teacher
rates is influences solely by the degree status and years of

experience of teachers. All other variables are viewed as

67. Lawrence W. Kenny, David Denslow and Irving Goffman,
"Measuring Differences Among Florida School Districts in the
Cost of Education: An Alternative Approach," University of
Florida, Gainesville, 1975.
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affecting the supply price of teachers, i.e., the wage at
which teachers are willing to work in any district.

In the analyslis, the authors conclude that such factors
as a district's cost of living, population density, pupil
test scores and a measure of the crime rate all influence
the willingness of teachers to work in school districts. As
a surrogate measure for the cost of living, the authors use
the price of land in any district plus the degree of urbani-
zatlion of that district.

The final section of their paper contains a critique
of the present Florida price of living index. The’ Florida
index concentrates on the cost of living and ignores differ-

ences 1in local property wealth.

Measuring Equity

The measure of equity most commonly used 1is normally
represented by revenues or expenditures, usually on a per
pupil basis. Thus, to measure the equity of a number of com-
ponents related to school budgets comparison are made on the
inequity of per pupil revenues or expenditures across dis-
tricts or students.

As Robert Berne points out in his study, "Alternative
Equity and Equality Measures: Does the Measure Make A Differ-

68

ence?" one difficulty with state school budget measures 1is

its fallure to recognize that schools purchase different /

68. Robert Berne, "Alternative Equity and Equality Mea-
sures: Does the Measure Make A Difference?" Selected Papers
In School Finance, U.S. Department of Education, Washington,
D.C., 1978 at ©.
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amounts of educational inputs (teachers, textbooks, etc.)
in different areas due to price variations. As a result,
expenditures or revenues from different districts may not be
comparable.69
One way to overcome this difficulty is to adjust the
school budgets according to different input prices. The
problem with such a method is that actual price differences
reflect supply and demand factors. In theory only supply
factors should enter a price adjustment index, but the supply
and demand factors are difficult to untangle. Furthermore,
prices should be compared for inputs of similar quality and
valid quality measure of inputs, such as teachers, is not
currently available.70
The recent research on price indices indicates that
there are two categories of adjustments that can be used in
an attempt to translate dollars into equal buying power. One
technique is to estimate a price index for each location =--
a local "basket of goods" approach. Kenny discusses this
practice for Florida where it is used to adjust the state aid
formula.71 Berne notes, however, "that there are technical
problems encountered in the computation of such an index and
its questionable whether it is the appropriate index for

educational inputs."72

69. Ibid., p. 6.

70. Ibid., p. 6 !
71. Kenny, op cit. at 197
72. Berne, op cit. at 21.
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The second approach is to adjust the salaries or costs
according to factors which influence the supply of inputs as
determined through econometric analysis. The primary prob-
lem here 1is the identification of the relevant factors and
the adequate measure of controls.

Kenny compares the Florida "basket of goods" index and
Brazer's econometric analysis approach applied to FFlorida
and found "noticeable differences among (SIC) between them."73
Grubb and Hyman display the correlation among differenct in-
dices based on a range of supply/demand assumptions and
find that "alternative assumptions can yield substantially
different indices."!"

A third approach considered--and the one used in this
study--1s the direct measurement of educational resource
inputs such as teachers, textbooks, supplies, etc. Berne
notes that there are two problems that must be overcome in
order to measure the inequity of a number of distributions
using resource inputs as the measurement of the equity
func'cion:75

First, 1t 1s very difficult to assess the differences

in quality for a type of resource input such as teach-

ers. This measurement problem makes the task of con-

verting the resource inputs of a given type to a

common measure rather complex. In order to measure

resource inputs we should find a way to take quality _

differences into account. For example, all teachers
are not alike and a simple teacher count could possibly
be misleading. The second problem is the conversion

of different types of resource inputs such as teachers,
administrators, supplies, etc., to a common measure

73. Kenny, op cit., at 200.
T4. Grubb, op cit., at 116-118.
75. Berne, op cit., at 8.
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in order to obtain a per pupil measure of re-

sources for a school district. Since human

inputs form such a large percentage of educa-

tional resource inputs, we may be content to

only measure these but even here we must find

a common denominator for teachers, teacher aides,

administrators, etc."

In order to overcome the problems noted by Berne in
measuring equity vis-a-vis a direct assessment of resource
inputs, two procedural methods have been incorporated into
this study. Relative to the problem of assessing differences
in the quality of resource inputs, a sysfem of weighting per-
sonnel input units has been developed to account for variances
in a teacher's education and years of experilence.

The second problem Berne notes relative to converting
different types of resource inputs to a common measure has
been avoided by this researcher by isolating the equity func-
tion 1n terms of building level instructional personnel inputs
only (teachers, auxiliary staff and building administrators).
Other, less significant cost variations have been avoided.

In order to obtalin a common per pupil measure the total
building level personnel inputs (as weighted) will be divided
by a common denominator--the number of students 1in regular
membership in that particular bulilding. The resulting common
measure of input equity is called "students per personnel
input unit."

Finally, it should be pointed out that the equity
function 1s sometimes measured in terms of educational out-
puts. Such as, for example, achievement test scores, func-

tional literacy tests, or educational attainment measured

in years of educatlion or degrees. In the context of school
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finance reform, it seems questionable whether such an ap-
proach should be used. The question which is always at
the center of such research is whether there are any inputs
which make a difference in determining outputs and, if
there are, how "important" are they. Recent summaries of
the literature on this question do not point to any con-
clusions any different from those of a few years ago. 1In
short, there are no consistent relationships between inputs
and learning outcomes.76
Leonard Stavisky 1in his article, "Dilemma for
Decision Makers: Contradictory Education ]Research,"'77 com-
piled a listing of seventeen variables that frequently have
been cited as possible determinants of education outcomes.
From other literature in the field Stavisky selected from
representative survey reports. Some of the disparate find-

ings are summarized below:

Level of Teachers' Education

Study 1. 1In 83 percent of the studies, the more
highly educated the teachers, the more impressive
the students performance.

Study 2. Only 12 percent of the studies showed a
significant relationship between teachers' education
and pupil performance.

Study 3. The percentage of teachers having some
graduate training had the most consistent relation-
ship with pupil achievement.

76. Byron Brown and Daniel Saks, "Production Technologies
and Resource Allocations Within Classrooms and Schools:
Theory and Measurement." Paper developed under contract from
the National Institute of Education, Michigan State University
East Lansing, 1978, at 15.

77. Leonard P. Stavisky "Dilemma for Decision Makers: Con-
tradictory Education Research," Compact, Summer 1979 at 24.



Study 4. Lxtra education credils among teachers do
not appear to boost student learning.

Years of Teaching Experience

Study 1. Teacher experience was found to be related
to student performance only 57 percent of the time.

Study 2. More than a dozen studies examined the
relationship of teachers' experience to pupil per-
formance--about half indicated a direct association.

Study 3. The Regression Studies revealed no relation-
ship; the Outliers Study, on the other hand, showed a
positive relationship between teacher experience and
student performance.

Study 4. Differences in teaching experience have an
impact on achievement growth.

Class Size

Study 1. Overall, class size was found to be.sig-
nificantly related to student performance on only

37 percent of 19 studies.

Study 2. The finding in five studies showed that

smaller classes matter for young children but pro-

duced little evidence that they matter at higher
levels.

Study 3. The effect of class size may be dependent
on the type of student and the subject taught.

Study 4. Elementary puplls below grade level gain

in classes with fewer than 28 students, but other
students can be in classes of over 28 pupils.

The contradictory findings are understandable for sev-
eral reasons. First, the objective systems for measuring
performance of students are not sufficiently comprehensive
to cover all these complex variables. Second, such systems
for measuring educational quality are often interpreted in-
correctly and, consequently, face resistance. Third, the

methodology for linking educational outputs of students to



financial resource allocation is not sufficiently well

78

developed to apply to school finance reform.

Development of Comparable School Cost Data:
Rationale for Isolating Instructional Expenditures

As members of the Chicago public school staff worked
on the development of comparable per pupil expenditures, two

problems immediately became apparent:79

(1) It technically was not possible to isolate and
charge to an individual school all of the direct
costs involved in educating the children in that
school.

(2) Numerous variables existed in individual schools
which distort the per pupil expenditures and re-
sulted in figures which were not comparable from
school to school. ;

In addition to the problem of being unable to 1solate
certain expenditures so that they could be charged to indivi-
dual schools, it also became apparent that numerous variables
exist in individual schools which distort the per pupil ex-
penditures and result in figures which are not comparable

from school to school.80 For example:

(1) The more special education classes there are in a
school, the greater the per pupll expenditure be-
cause there are more teachers for a given number
of children.

(2) When a school services as a resource center or of-
fice for teachers who serve a large number of schools,
the per pupll expenditure level for the school will
be abnormally high i1f the salarlies of the itinerant
teachers are charged to the school.

78. Stanley A. Rumbaugh, "Cost of Education Differentials:
The Search for the Missing Link." Presented at the American
Education Finance Conference, San Antonlio, Texas, 1977; Lansing,
Michigan, mimeographed, at 15.

79. Joan M. Raymond, "Financing Equity Among Schools in
Large Cities, Chicago Public Schools: A Case Study." Paper
presented at the American Educational FFinance Conference,
Nashville, Tennessee, March 1979, at 5.

80. 1Ibid., at 7.



(3) High school branches which share building
with elementary schools are likely to show
low per pupil expenditures because the ele-
mentary school rather than the high school
branch is charged for all of the custodial
and maintenance salaries and supplies.

(4) Schools with government funded programs which
operate within the school day are likely to
have inflated per pupil expenditures in rela-
tion to the expenditure level for other
schools.

(5) The inclusion of monies spent for such major
permanent improvement items as toilet or
electrical rehabilitation also distort per
pupil expenditures since these are one-time
expenditures and are not related to the
program of education in the same way that
teacher salaries or textbooks are related.

Thus, variables, such as described above which exist
from school to school make it difficult to secure per pupil
expenditure figures which may be compared with one another
to determine whether or not some schools are receiving less

or some schools more of the funds available for education.

As Raymond points out:81

It became apparent that an improved instrument for de-
cision making in relation to per pupil expenditures
has to be developed. Since over 80 percent of the
total operating fund is expended for salaries, and
in working with the data it became obvious that,

in spite of many variables, it is the differences
in the salary levels in a school which determine
whether the per pupil expenditure is high, low, or
average, it was determined that salaries could be
used as the basis for calculating per pupil costs
which would be comparable from school to school.

Further, a study of the Urban Institute in Washington,

D.C.82 shows that there is little difference between the

instructional expenditures of one district or another,

81. Ibid., at 8.
82. Betsy Levin, Thomas Muller and Corazon Sanavol, "The

High Cost of Education in Cities," The Urban Institute, Wash-
ington, D.C., 1973.
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whether urban, suburban or rural (except for the very high
transportation costs of rural districts, which in turn is
offset by the very high building and maintenance costs of cen-
tral cities).

The main point regarding cost differentials--as pointed
out by Robert Bothwell in his study of the Texas school finance
system--"has to center around instructional salaries, which

amount to 80 percent of operating budgets of school systems."83

Summary

The review of the court cases dealing with educational
equlity and the literature review of educational cost equity
research, together with the writer's educational finance ex-
perience and legislative involvement, lead this writer to the
followlng observations:

1. The courts have not addressed the equity question in
terms of input costs and programmatic opportunity and only
recently have addressed the cost-need question of educational
equlty. The legal question of equity has dealt with equity of
dollar expenditures, and disparities in the cost of educational
inputs have not been factored into the equity questions. The
assumption that dollars equate to programs has, for the most
part, prevalled.

2. The data generally avallable and usedfor educa-

tional finance research begin with gross per student costs.

83. Robert 0. Bothwell, "The Inequities of the Texas School
Finance System." Paper presented at the HIU-Minority Tax Re-
form Project Training Institute, Houston, Texas, September,
1973 at 17.
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The problem with this cost measure is that it includes cate-
gorical expenditures such as special education and compensa-
tory education. Thus a district with a high percentage of
categorical funding will have its per capita costs skewed so
that gross costs do not reflect costs across comparable
populations. There is an urgent need for truly comparative
data for educational finance research.

This need is illustrated by the U.S. Office of Educa-
tion's funded research to develop a method for determining
the added cost of vocational education. It was found that
contamination of gross cost data by categorically funded
programs made it impossible to compute the cost of regular
secondary education and, therefore, impossible to compute the
added costs of vocational education. Computing the specific
costs of vocational education was not difficult but comput-
ing the cost of the regular program across districts was
impossible because of the inclusion of the costs for widely
differing categorical programs. The same problem pervades
educational finance research. An adjustment formula is
needed to compute the cost of education free of categorical
costs that serve specifically qualified individual students
and do not have an impact on the general program of the
school.

3. School districts vary in the school and community
climate they present to teachers and these factors affect the
personnel selection of the district. But today this is a

qualitative factor and not a quantitative factor affecting



price. Salary schedule differences do not reflect today's
conditions but rather historical conditions. Teacher sala-
ries are determined by market conditions in unionized states
(such as Michigan), and these markets were generally estab-
lished during the decade of the sixties when there was com-
petition for teachers and when working conditions, ability
to pay, and school board policies affected salary schedules
and average teacher salaries. Dr. C. Robert Muth showed in
his Ford Foundation study that variations in teacher salary
schedule differences across districts in Michigan were rela-
tively unaffected by professional negotiations because school
districts, teacher unions, mediators and arbitrators used
comparable markets on which to base their decisions. Union-
ization has increased salary levels generally but not
eliminated salary schedule differences between groups of
districts. There is a lack of knowledge about or an unwil-
lingness to accept the concept of educational labor markets
outside of the control of board policy, and so the reality
of educational unionization has not been adequately built
into educational finance research.

4. Because educational salaries are lower in rural
and non-urban areas, the political strategy of outside areas
is to oppose any cost difference consideration; after all,
the state politics of educational finance is as much how the
pie is cut as it is the overall size. Any new factor must
give to some districts in disproportion to others. Resear-

chers themselves are prone to negate cost differences because
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of their fear that more funds for high cost districts will
increase the disparities. No acceptable formula for cost
recognition has been developed and no general climate of re-
ceptivity exists for cost differential recognition in
educational finance.

5. The research on the significance of quality factors
in education is very mixed. Teacher variables as they relate
to experience, training and class size show no consistent or
substantial correlation with student achievement. The human
qualities for success in teaching have not been sufficiently
isolated to provide for adequate measurement either. for selec-
tion or evaluation. The research on class size as a quality
factor is mixed although lower class size for the disadvan-
taged students seems to be supported. School climate and
building leadership seem to bear a positive relationship to
student attitude and achievement, but as yet the unique in-
dividual, organizational and community variables that contri-
bute to the environment have not been adequately isolated
and certainly not priced. The limitations of present re-
search emphasize the need for better research in first iso-
lating and then integrating the personal and organizational
quality factors that are essential to success in the educa-
tional enterprise.

6. There are standards of quality in terms of program-
matic input which are generally recognized and can be quantified.
Qualified teachers, professional training beyond the B.A.

and lower teacher-pupil ratios are generally accepted



quantitative measures of quality. These factors have been
built into categorically funded programs in vocational edu-
cation and special education. If such standards of quality
are recognized for individual programs such as those men-
tioned above, they can be accepted as research assumptions
applicable to all educational programs.

An overall summary of the literature indicates that if
school districts pay different salaries to teachers and other
personnel with similar credentials, as well as different
prices for non-personnel inputs, then it only holds that the
ratio of expendltures to quality of inputs will vary. It
follows, therefore, that expenditures per pupil do not serve
as an accurate measure of educational equlity. There is need
for research which addresses the question of how dollars
equate to services. It will be the purpose of this study
to establish such a base for understanding the differences

in cost and educational inputs.



CHAPTER III

DESIGN OF THE STUDY

Introduction

The design of the study and the order of research are
described in this chapter under the following headings:
Population, Sample Selection, Instrument Development and Use,
Isolating Basic Educational Expenditures, Modifying State Per
Capita Cost Data, Identification of Need Variables and Col-

lection of Data.

Population
The population under study is comprised of the twelve

school districts in Ingham County. They are: East Lansing
Public Schools, Lansing Public Schools, Dansville Public
Schools, Haslett Public Schools, Holt Public Schools, Leslie
Public Schools, Mason Public Schools, Okemos Public Schools,
Stockbridge Public Schools, Waverly School District, Webber-
ville Public Schools and Williamston Community Schools. The
sample school districts provide a meaningful grouping in
terms of size, geographic structure, community and expendi-
ture levels.

The population used to respond to the instrument is
broadly distributed among the fourteen student membership
divisions used by the state in grouping Michigan's 530 K-12
school districts (see Appendix B-1).

The Ingham County School Districts also provide a

meaningful grouping in terms of other classifications
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relevant to this study. Relative to the geographic struc-
ture, the population consists of one central city, five
suburban cities and six rural districts.

Millage rates for operating the schools vary from 27.0
mills in Leslie and Mason to 38.8 in East Lansing. Operating
expenditures range from $1,187 to $1,710 per pupil, thus pro-
viding a range well above and below the state average of
$1,410. The twelve communities represented are also diverse
in terms of social and economic characteristics and in the
range of publlic services provided to its constituents. The
1978-T79 basic school district data (see Appendix B-2) further
exemplify the variations 1in the twelve communitles relative

to SEV, membership and tax rates.

Sample Selection

The author deals specifically with elementary bulildings
in the stated school districts. A sample of the elementary
school bulldings within the districts has been selected to
provide for full representation of the uniqueness of each
district. It should be noted from the following schedule
that in those districts where less than the total number of
elementary bulldings are 1included in the sample, the largest
units are selected as representative of the district. It
i1s assumed that the sample selection will provide for optimum
comparabllity across schools and school districts.

The sample was selected as follows:
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Number of Cunmulative
School Elementary Sample of Schools

District Schools Selection In Sample
Dansville 1 Select only choice 1
Webberville 1l Select only choice 2
Leslie 2 Select largest 3
Williamston 2 Select largest Yy
Haslett 3 Select largest 5
Stockbridge 3 Select largest 6
Okemos y Select two largest 8
Holt 5 Select two largest 10
Mason 5 Select two largest 12
Waverly 5 Select two largest 14
East Lansing 9 Select three largest 17
Lansing 46 Select seven largest 24
Total: 86 24

This research 1s exploratory and developmental in nature.

The author attempted to study cost in relationship to a compara-

ble measure of programmatic equity.

If the findings can con-

tribute to a better understanding of cost variations for com-

parable services, it will enhance and provide new direction

for further research in program equity as a goal of educational

finance.

Instrument Development and Use

As noted in the review of the literature, a principal

source of confusion 1n previous analyses of school expendi-

tures has been the fallure to make a clear distinction be-

tween spending differences among school districts which are

due to variations in cost and those which result from dif-

ferences in the level of service.

In order to avoid this

problem, the survey instrument was designed to determine

the level of programmatic services provided to elementary

grade students and the cost of providing such services.
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The single greatest factor for predicting educational
cost is personnel inputs which account for 80 percent of build-
ing level expenditures. In light of this, the instrument is
designed to measure programmatic services in terms of person-
nel input units per student at the bulilding level. Personnel
inputs include classroom teachers, principals and supervisors,
and other instructional and instructional-support personnel
such as guidance counselors, librarians, teacher aides, etc.
Differences in other instructional expenditures, such as those
for supplies and textbooks, can be assumed to be due exclu-
sively to the quantity of those items, as books, péncils, lab
equipment and projectors and vary little 1in price na.t:fl.onally.SLl

The problem encountered in using personnel factors for
determining comparability of programmatic services, 1s one of
how to quantify differences in personnel resources in terms
of programmatic comparability. The research clearly points
to three majJor factors affecting the purchasing power of the
educational dollar: pupil-teacher ratios, teacher experience
and teacher education.85 While differences in pupil-teacher
ratios, where they exist, are easy to quantify, differences
in education and experience levels of teachers are not so
clear cut.

As stated earlier, the literature is mixed relative to

whether students in schools with more experienced and better

84. Betsy Levin, et al., The High Cost of Education in
Cities, The Urban Institute, Washington, D.C., 1973, at 22.
85. Ibid., at 1b.
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educated teachers recelve a qualitatively better education.

On the other hand, these are fixed costs in the sense that

the tenure system leaves districts little cholice as to whether
such teachers are returned or replaced. Even though there are
disparate findings regarding the relationship between educa-
tion and experience of teachers and pupll performance, these
two factors need to be recognized due to the realities of the
present tenure system, district salary schedules and general
perceptions. Districts with higher proportions of teachers

at the upper level of the salary schedules can do little to
reduce their costs regardless of whether it can be demon-
strated that such teachers, overall, make a difference in
educational quality.

The research on the quality (student achievement) value
of lower pupll-teacher ratios 1s also mixed. There 1is evi-
dence that lower pupill-teacher ratios make a difference if
ratios are lowered substantially (15:1) but 1little or no dif-
ference around a mean of 27:1. However, teacher contracts
continue to stress lower ratios as an improvement in teach-
ing environment and an implied value to students. Further,
these factors are recognized and built into categorically
funded programs, such as special education and vocational
education.

To what extent, then, should differences in teacher
characteristics be recognized in the development of models
for determining a comparable measure of programmatic services?

On the other hand, there 1s not consistent and clear evidence
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to date that teachers with additional education or experience
provide a better quality education than teachers with less
experience and training. Yet, both labor and management
generally accept as a rational factor in salary schedule con-
struction that the more experienced teacher with an advanced
degree, overall, does make a difference in educational quali-
ty. This 1is recognized through the automatic award of salary
Increments for additional years of service and education
beyond a Bachelor's Degree.

A generally accepted quantitative measure was desired
for reconciling the discrepancy between performance value
for and professional recognition of advanced training and
experience. Several leaders in school finance and instruc-
tion were asked what maximum weight they would recognize for
training and experience as a measure of teacher performance
and program quality. Based on the interviews, a measure of
30 percent was arrived at for recognizing the maximum combined
value of teacher experience and training. A teacher with a
B.A. and less than one year experlience was defined as one in-
put unit and all other instructional inputs were weighted in
relationship to the base input unit up to a maximum of 1.3
for a classroom teacher with 13 or more years experience
and a M.A. degree or better. This approach considers the
common sense belief that professional people grow, the lack
of supportive research and the discussion with practitioners
in the field. Fewer years of experience and hours of educa-

tion were prorated as follows:
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Teacher Experience Teacher Training Over a B.A.
Years Weight Quarter Hours Weight
1-3 .03 1-11 .03
L-6 .06 12-22 .06
7-9 .09 23-33 .09
10-12 .12 34-44 .12
13-15 .15 45+ .15

Auxiliary instructional staff members (i.e., art, music,
physical education, librarian, etc.) will be defined as one
input unit if he or she serves the particular building in
question on a full-time basis. Anything less wlll be pro-
rated accordlingly. Instructional aides financed through the
general fund budget and who work full-time will receive a
maximum weight of .5, and likewise, will be prorated accord-
ingly for less time served in the buillding sampled.

In order to recognize the value of the bullding princi-
pal, who... "far more than any other person, shapes and articu-
lates the prevalling ambiance and creates a sense of mission,"86
a quantitative measure of 2.0 has been established for a
full-time bullding administrator. Research over the last
decade has increasingly pointed to the leadership of the
principal as a quality factor in the school building. The

most recent statement of this point is found in an article

by John Goodlad in the January, 1979, Phi Delta Kappan. 1In

his article, "Can Our Schools Get Better?," Goodlad notes.87

In recent studies of schools affecting integration
with some success, almost invariably the principal
was identified as strategic. In the successful

86. John I. Goodlad, "Can Our Schools Get Better?," Phi
Delta Kappan, Vol. 60, No. 5, January, 1979, at 346.
87. Ibid., at 3U46.
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black schools referred to earlier, again the signifi-

cance of the principal--his or her values, dedication

and strength--came to the surface. Almost invariably,

too, the principal is a person with a strong sense of

personal worth and potency, one who takes a position

on 1ssues and 1s not regarded as a pawn of the super-

intendent or of strong individuals or groups within

the community.

In order to recognize pupil-teacher ratios as a quan-
titative measure of programmatic services provided, the sum
total of personnel input units arrived at for each of the
sample schools was divided by the number of students in each
representative building to obtain the number of students per
personnel input unit. The lower number of students per input
unit indicating a high quality program. This measure then
considers both the quality and the quantity of building level
instructlional personnel input as a composite quality or equity
measure of educational programs.

The cost per input unit for each sample school was com-
puted by dividing the total salary of identified personnel
(determined by means of direct review of payroll records) by
the number of personnel input units. 1In similar fashion, cost
figures can be computed to determine the cost of personnel
input units per student.

The reliablility of the instrument was discussed in terms
of content, clarity, conciseness and purpose with select school
business officials from two educational groups, the Middle
Citles Education Assoclation and the Michigan School Busilness

Officials. Based on their recommendation, minor changes were

made in the format and structure of the questionnaire.
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The reliability of the author's approach is further
enhanced in that the concept of adjusting for experience
and training is currently receiving considerable discussion
as part of a new state aid formula concept sponsored by
Michigan State Senator Jack Faxon.88

Contingency tables were used to rank, order and corre-
late the data (i.e., students per personnel input units and
cost per input unit) by school and school district. If cost
differences exist for providing comparable services, the
data will indicate a variance in the cost per personnel input
unit among the schools sampled. If differences exist rela-
tive to the programmatic measures of educational equity used

in the study, the data will indicate a variance in students

per personnel input units across the sample schools.

Isolating Basic Educational Expenditures

There are four major sources of revenue for K-12 educa-
tion in Michigan. The first is formula state aid which is
paid to districts on the basis of property value in the dis-
trict and taxing effort. The second major source of funds
is local taxes which are based on local wealth and tax rate.
These two revenue sources comprise the bulk of general fund
resources and are used, at the discretion of the school

board, to provide the regular education program of the dis-

88. Jack Faxon, "The Faxon School Aid Plan for 1979-80:
A New Concept in Michigan School Finance," mimeo, Lansing,
Michigan, 1979.
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trict. The two other fund sources are state and federal cate-
goricals: funds provided to finance added services for spec-
ial students and support specific programs.

There are, then, two distinct types of revenue tied to
two clearly identifiable expenditure categories. Funds pro-
vided by the general state aid formula and the locally levied
school taxes are used at the discretion of the local school
board to provide general education for all the district's
children. Categorical funds support special and sometimes
mandated programs for specific individually identified chil-
dren. Such funds may not be used to subsidize general pro-
grams for all children. Tor the purpose of this study,
"basic education" expenditures are those expenditures for
K-12 education that serve all students excluding expendi-
ftures reimbursed through categorical program revenues.

Because of the method of accounting used by Michigan
school districts, figures for educational expenditures in-
clude categorical expenditures. But students receiving
categorical funds are not evenly distributed across all
districts. Conclusions drawn therefrom become suspect. In
order to avoid this problem, the sample elementary schools'
budgets were purged of categorical expenditures and the units
of educational input they represent. Thus,personnel inputs
and bullding costs represent only those supported by general
state aid and local tax sources, for these are the sources
of revenue which provide general education for a district's

student population.
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Modifying State Per Capita Cost Data

Michigan Department of Education Bulletin 1012 presents
per caplta cost data for all school districts. It is from
this bulletin that the news media often compare per capita
costs within a particular area. These per capita cost com-
parisons are usually detrimental to central clty districts
because their costs are generally the highest or nearly the
highest among school districts in their respective counties.
There are several reasons for such cost differences which
are not explained fully in the Michigan Department of Educa-
tion reports or understood by the users of the data.

First of all, categorical expenditures are included in
computing per capita costs as reported in Bulletin 1012.
Therefore, a district with a high percentage of categorical
funding will have 1its per capita costs skewed for all students.
In other words then, the categorical funds that serve speci-
fic children are added to the total cost, and when those
costs are divided by the total Fourth Friday membership,
per capita costs for all students are overstated.

Secondly, many districts operate areawide programs in
special education and vocational education. The total costs
of these operatlions are included when arriving at the dis-
trict's per student costs, but no recognition is given for
the additional non-resident students associated with these

costly services.
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Thirdly, many districts operate quasi-municipal serv-
ices such as libraries or museums. Expenditures for these
types of operation are also included in a district's total
expenditures and escalate costs.

In response to this problem of overstated costs, an
adjustment formula has been developed. 1In the first step
of the formula, a basic current operating expenditure 1is
computed by taking per pupil current operating expenditures
(shown in the MDE Bulletin 1012) and subtracting from this
figure the following categorical funding sources: (1) federal
direct funding; (2) redistribution of federal funds; (3)
intermediate district funding, and (4) state indirect appro-
priations. These first three figures are all found in
Bulletin 1012, and the fourth amount 1is obtalned by taking
State Direct Appropriations (also contained in the 1012) and
subtracting out-formula state aid. Finally, the County
Speclal Education Tax along with other incoming transfers
(items 0860 and 0870 of the 1976-77 Form B report) was sub-
tracted from current operating expenditures. The basic
operating expenditure, then, 1s simply current operating
costs less those categorical expenditures described above.
The basic operating expenditure when computed for all dis-
tricts provides comparable cost data for the general educa-
tion services of each district.

The Lansing School District serves as a case in point and
should clarify the meaning of the adjustment formula. The

Bulletin 1012 1lists its 1976-77 current operating expenditures
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at just over $1,661 per student, second highest among the
twelve districts in Ingham County. Using the data from the
1012 and the 1976-77 Form B report, the basic current operat-

ing expenditures are computed as shown below:

Source
Current Operating Expenditures = $1,661.37 1012
Categorical Funding Sources:
(a) Federal Direct Funds = 80.04 1012
(b) State Redistribution of Federal
Funds = T72.48 1012
(c) Intermediate District Funds = 2.81 1012
(d) State Indirect Appropriations = 137.03 1012
(State Aid
Formula)
(e) Incoming Transfers minus County
Special Education Tax = 67.86 State Form B,
1976-77 Item
0870
(f) Incoming Transfers minus Others
(Voc.Educ. ,Adult Educ.,etc.) = .59 Same as
above

Basic Current Operating Costs:

(Current Operating Expenditures) minus (Federal Direct
Funds) minus (State Redistribution of Funds) minus
(Intermediate District Funds) minus (State Indirect
Appropriations) minus (County Special Education Tax)
minus (Other Incoming Transfers)

= $1,661.37 - (80.04 + 72.47 + 2.81 + 137.04
+67.86 + .59)

Basic Current Operating Costs
= $1,300.57
In summary, educational expenditures reported by the

state represent the total expenditures of the school district
and per pupll expenditures represent total expenditures
divided by resident pupils. They include categorically
funded programs within the general divisions. But students
receiving categorical funds are not evenly distributed across

all districts. Districts with large numbers of handicapped
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and disadvantaged students receive federal and state cate-
gorical resources to support special and individual services
to such children, and when these expenditures are averaged
over all students in the district, comparative data are
unreliable. Research efforts in the past have used gross
cost data without trying to isolate "basic education" costs.
The conclusions drawn using gross cost data, therefore, be-
come suspect.

The basic assumption 1s that categorical revenues equal
categorical expenditures--that revenues designated for special
education are spent totally on special education programs.
This seems a safe assumption in light of continual auditing
of categorical programs and the requirement of general expendi-
ture comparabllities across all students within a district.

The stipulated basic operating formula allows the writer
to remove categoricals from total operating expenditures in
order to have a better common denominator for comparing costs.
The basic education costs as computed were then converted
to per student costs. The results are basic education costs
per student purged of categorical expenditures. This figure
along with state published cost statistics per student were
analyzed to determine which, if any, of these figures most
accurately reflect elementary program expendltures per stu-
dent as reported by each district on their annual school
district financial report (Form B). Admittedly, the cost
figures computed by the state and modified by the aforemen-

tioned formula will not reflect elementary school expenditures.
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But it can 1ndicate whether statistics such as these can be
a more realistic indicator of basic program costs.

This modified cost statistic was examined in terms of
how accurately it reflects the cost statistics computed for
the sample schools. Hopefully, this study will highlight
the need for a more comprehensive look into the development
and application of a detailed program cost analysis model
at all levels (elementary, middle school, secondary, special
education, adult education, etc.) which could then be examined
in relationship to personnel inputs as a comparable measure

of programmatic equity.

Jdentification of Need Variables

If the research data indicates significant differences
in the cost per input unit between schools and districts, the
author will then attempt to study the large question of what
characteristics high cost districts have in common. The set
of need varlables to be analyzed are factors over which a dis-
trict has little or no control.

In an effort to explore and more fully detect a pattern
for cost variations, the dependent variables (cost and per
input unit) were correlated with the eight identified independ-
ent variables (factors suspected of causing the behavior of
the dependent variable).

The following variables have been identified to allow
this writer to examine whether some underlying pattern exists

in accounting for observed interrelations in the data.
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Size of district (as measured by number of pupils).

Type of community (central city, suburb, rural).

State equalized valuation per student.

Average per capita family income.

Total K-12 operational millage rate.

District average teacher salary.

Percent of students from families receiving AFDC
payments.

Percent of student attaining less than 75 percent
of objectives on the Michigan Educational Assess-
ment Program tests.
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Collection of Data

The data for the study were collected by means of per-
sonal interviews with superintendents and directors of per-
sonnel from each of the twelve school districts which, col-
lectively, comprise the Ingham Intermediate SchoolvDistrict.

The personal interviews, however, were preceded by a
number of preparatory interviews and correspondence. The
author, on the basls of a consultation with Dr. C. Robert
Muth, committee chairman, arranged a meeting with Dr. Donald
Shebuski, Superintendent of the Ingham Intermediate School
District to discuss the nature and purpose of the contemplated
study in each of the twelve Ingham County districts. To this
Dr. Shebuskil offered his commitment to cooperate and support
the study as much as possible.

At this point it was necessary to contact each of the
twelve superintendents of the Ingham County school districts.
The author composed a letter in which the nature and purpose
of the study were explained and in which the superintendent's
cooperation was asked. A facsimile of the letter sent to

Dr. Matthew Prophet is included as Appendix C.
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Realizing that correspondence by mail was the least
effective means of garnering the superintendents' support,
the author arranged to appear before the Ingham County Super-
intendents at their monthly meeting in September. The author
presented his study to the superintendents, answered any ques-
tions they had, and asked them to decide whether they would
allow the author to conduct his study in their schools. The
superintendents voted unanimously to permit the author to
visit their school district offices and collect the necessary
data.

From the time of the superintendents' meeting to the
middle of June, the author arranged with each superintendent
a personal interview session at which the data could be col-
lected and analyzed. Prior to each interview the question-
naire instrument and a document further explaining the study
were sent to the superintendents. 1In this manner, each super-
intendent knew in advance preclsely what data, from what
source, was belng requested of him. In one case this prior
correspondence, coupled with all that had preceded it, served
to eliminate the need for an interview entirely; the super-
intendent in that case knowing exactly what to provide the
author. 1In all other cases, however, an interview was
necessary to go over with the superintendent the question-
naire instrument and the data. Either the superintendent
provided the data at the interview or completed the ques-
tionnaire at hils lelsure and forwarded it to the author.

In the case of the Lansing School District, Dr. Gary Wegenke
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provided the author with computer printouts of the pertinent
data, explained the Lansing coding system, and left it to
the author to pull out the necessary data.

A few problems were encountered by the author during
the Interview sessions and subsequent reviews of the data
provided thereby. The most frequent problem was the inclu-
sion of special education personnel and salaries, therefore,
with the data. To ensure that such data were not included,
it proved necessary to review directly the personnel sheets
of the schools, or to consult with the superintendent directly,
and elliminate those for whom funding was provided through
special education or some other categorical program like
Title I of ESEA.

Another problem arose due to the forms in which the
districts maintain salary, experience, and education infor-
mation on their teachers. It was found that some schools,
most notably the Lansing School District, do not include
in thelr records the number of years worked by teachers
outside of the school district. Thus no measure was possible
for overall work experience for those schools. In the case
of the Lansing School District, the computer printout listed
the number of years worked within the Lansing School District,
but to find the number of years worked outside the district
(1f any) one would have to consult the individual teacher's
personnel fine, something which the author did not have the
legal right to view and the Lansing personnel director did

not care to do.
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Once the data were collected, either by means of the
interview or by personal analysis of the data (as in the case
of the Lansing and Williamston school districts), the author
again analyzed the data to ensure that all special education
personnel had been excluded. In many cases, this necessitated
a follow-up phone call to the superintendent so as to double
check the results.

Another area in which problems were encountered was
the category of librarian. In some instances the school
did not have a certified librarian but still assigned some-
one full- or part-time to the library. It had to be ascer-
tained whether the librarian was certified or non-certified.
In those cases 1n which the librarian was non-certified,
that person was then classified as an aide and was awarded
a weighting of 0.5 rather than 1.0.

The determination of fringe benefits for the average
elementary teacher also proved to be next to impossible to
accomplish. In all instances the fringe benefit package
was not available on an individual basis. On a district-
wide basis, the average cost per teacher across the twelve
districts was not significantly different and was, there-
fore, not computed into input unit costs for the sample

buildings.
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PRESENTATION AND ANALYSIS OF DATA

Introduction

Thce analyscs of data rclevant to this study arc presented
in this chapter under the following headings: Relationship
Between Programmatic and Cost Inputs, Cost Per Input Unit and
Program Equity, Cost and a District's Wealth, District's Abil-
ity to Pay, District's Need Variables, Comparison of Per Capi-

ta Cost Data and Summary of Findings.

Relationship Between Programmatic and Cost Inpufs

Chapter III described the procedural steps and methods
utilized in obtaining the input variables (personnel and cost
inputs) for each sample school by school district. As was
indicated in Chapter I, much of the school finance research
does not take into consideration the district-by-district
variation in the input costs of education. Up to now, per
student cost input differences have been the basis for inter-
preting program or education quality disparities; even though
average per student costs include special categorical and
community program costs that are not uniform across districts,
and even though it is generally knowledged that input costs,
primarily salaries, vary geographically and by district size.
The driving mechanisms for educational cost and local tax
effort are personnel input costs and the teacher/pupil ratios.

All other cost variables are relatively insignificant com-

85
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pared to the salary costs of education and the student units
over which they are spread.

The following analysis focuses upon the question of
whether equal dollars can provide equal program diversity
and opportunity when the same services have different costs
across school districts.

In order to 1solate costs related to direct programma-
tic benefits to students, the author constructed a uniform
method of welghting and pricing input units (personnel
factors) at the building level. Categorical expenditures
and those services acquired through categorical funds are
eliminated from the computation to insure comparability
among sample districts.

Having programmatic inputs and cost per student as
the indicators of educational programmatic equity, the
author surveyed (via on-site visitations) a representative
sample of 24 elementary schools from the twelve Ingham
County school districts.

The sample of elementary school buildings has been
selected to provide for full representation and optimum
comparabllity across schools and school districts. As can
be seen from Tables 1 and 2 following, the Ingham County
school districts provide a meaningful grouping in terms of

size, geographic structure, community and expenditure levels.
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As indicated above, Ingham County is very diverse econo-
mically. The twelve districts sampled include the core city
of Lansing, five suburban and six rural districts. The dis-
tricts range in size from 29,260 in Lansing to 900 in Webber-
ville, and in wealth from $60,350 per pupil in Waverly to
$20,655 per pupil in Holt.

When grouped by district classification, the urban dis-
trict, Lansing, has a lower SEV per pupil, high millage and
large enrollment. Suburban districts have larger enrollments,
higher property valuations and higher millage than rural dis-
tricts. Rural districts are smaller in size, have lower mil-
lage than urban or suburban districts--as a group they levy
about eight fewer mills. |

From the state data in Table 2, it 1s noted that per
pupil operating expenditures and average teacher salaries
decrease by the size of school district.

In order to recognize pupil-teacher ratios as a quanti-
tative measure of programmatic services provided, the sum
total of personnel input units for each of the sample schools
was divided by the number of students per building to obtain
the number of students per personnel input unit.

The cost per input unit for each sample school was
computed by dividing the total salary of identified per-
sonnel (determined by means of direct review of payroll
records) by the number of personnel input units. The cost

per input unit divided by the number of students produces
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the cost of personnel input units per student. A schedule
of input units and salary costs by school building and
school district 1s reported in Table 3.

The number of students per input unit then provides
a measure of equity across schools--the fewer students per
input unit, the greater share each student receives of the

unit or the greater level of educational input per student.

TABLE 3

SCHEDULE OF INPUT UNITS AND SALARY COSTS BY
SCHOOL BUILDINGS AND SCHOOL DISTRICTS

1978-79
LANSING
Students Average
Input Per Input Welght Per Cost Per

School Units Unit FTE Staff Salaries Input Unit
Attwood 22.18 22.49 1.19 $ 320,778 $ 14,462.52
Forest View 26.61 19.57 1.21 392,029 14,732.42
Maple Grove 25.69 19.46 1.19 355,180 13,825.63
Pleasant

View 26.51 18.55 1.18 372,806 14,062.87
Post Oak 25.10 18.62 1.25 423,362 16,867.02
Wainwright 26.14 18.26 1.21 388.935 14,878.94
Woodcreek 25.25 20.22 1.18 365,847 14,488.99
TOTAL: 177.48 $2,618,937

MEAN: 25.35 19.60 1.20 374,133.86 14,756.23



TOTAL:

MEAN:
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WAVERLY
Students Average
Input Per Input Weight Per Cost Per
School Units Unit FTE Staff Salaries Input Unit
Colt 20.50 15.31 1.24 $ 289,380.91 $14,116.14
Winans 25.18 14.94 1.15 322,725.00 12,816.72
45.23 612,105.91
22.62 15.03 1.20 306,053.00 13,533.18
STOCKBRIDGE
Smith 23.46 20.50 1.17 319,656.50 13,625.60
HASLETT
Murphy 23.81 17.64 1.12 317,033.8h 13,315.15
MASON
Cedar 22.53 17.798 1.20 312,255.50 13,859.54
No. Aurelius 19.48 19.91 1.10 252,053.00 12,939.06
42.01 564,308.50
21.005 18.78 1.15 282,154,25 13,432.71
LESLIE
Lesllie
(Lower El.) 34.75 16.25 1.14 427,443.00 12,300.51
WILLIAMSTON
Riverview 22.22 16.51 1.13 314,546.00 14,155.98



TOTAL:

MEAN:

TOTAL:
MEAN:

TOTAL:

MEAN:

g2

OKEMOS
Students Average
Input Per Input Weight Per Cost Per
School Units Unit FTE Staff Salaries Input Unit
Central 31.92 16.51 1.23 Lby7,814.00 14,029.26
Cornell 21.90 14.79 1.20 301,474.00 13,765.93
53.82 749,288.00
26.91 15.81 1.22 374,644.00 13,922.11
WEBBERVILLE
Elementary 31.45 15.89 1.18 394,891.00 12,556.15
DANSVILLE
Dggzgéi%:ry 27.39 19.35 1.17 365,126.00 13,330.63
HOLT
Dimondale 22.19 18.52 1.06 286,445,00 12,908.74
Sycamore 24.64 18.70 1.11 328,337.00 13,325.36
46.83 614,882.00
23.415 18.62 1.09 307,441.00 13,130.08
EAST LANSING
Donley 19.56 14.26 1.20 290,090.00 14,830.77
Pinecrest 24 .68 15.47 1.18 356,823.00 14,457.98
Spartan Vlg. 20.57 13.61 1.19 248,825.00 12,096.49
64.81 895,738.00
21.60 14,51 1.19 298,580.00 13,820.98
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The data reported in Table 4 show the number of input
units per student by district. Districts with the lowest

number of students per input unit indicate a preferred program.

TABLE 4
STUDENTS PER INPUT UNIT BY DISTRICT

Students Per

District Input Unit
1. East Lansing....eieeeeeeeeeeceeceonnns ceeea1l.51
R o =B o I 15.03
3. OKEMOS:eeeeseosesessessesssassossssssanaas .15.81
4y Webberville...... ce e e e eceesecensaennnes ....15.89
5. Leslle.ieeieeeeeieeececeasscsconnocssnss ceeee16.25
6. Williamston....ieeeieeeeeevenscccnoosnnas ..16.51
7 HasSlett oo e eeeeeeeooeoooenosononoonss .. ..17.64
T 5 (o0 I .18.62
9. MaSON..iieeeeeeseeesseocnnssossansasonnanans ..18.78
10 Dansville.ieee e eeeeeeeecessecesccoscscscs ««19.35
1l., Lansingecceeececeeeeeoseescaccocacocannenes ..19.60
12. Stockbridge...eeeeeeececeeceosscsssccsccncnss 20.50

The economically advantaged suburban districts of East
Lansing, Waverly and Okemos have the most favorable measure
of programmatic inputs per student among the twelve districts
in Ingham County. The city school district of Lansing ranks
eleventh among the twelve districts surveyed.

The cost per input unit 1s shown for the sample school

units in Table 5. Actual salary costs were computed for each
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elementary building and divided by the number of input units.

TABLE 5

COST PER INPUT UNIT BY DISTRICT

Cost Per Students Per Input
District Input Units Unit (Per Table 4)
Lansing $14,756 19.60
Williamston $14,156 16.51
Okemos $13,922 15.81
East Lansing $13,821 14.51
Stockbridge $13,626 20.50
Waverly $13,533 15-63
Mason $13,433 18.78
Dansville $13,331 19.35
Haslett $13,315 17.64
Holt $13,130 18.62
Webberville $12,556 15.89
Leslle $12,301 16.25

A review of Table 5 indicates the cost. per input unit
1s highest in the Lansing School District. These data when
coupled with the average salary data from Table 7 leads one
to the conclusion that the urban school district, Lansing,
has higher program input costs with less general program
diversity and opportunity. It is also evident that the Holt
School District, with a more favorable student per input unit,
can provide comparable services but at a considerably lower

figure than Lansing where the cost per input unit is $14,756



compared to $13,180 in Holt. The data further reveal that all
school districts in Ingham County can provide more programma-
tic opportunities for thelr money than Lansing.

Sight comparison of Table 4 and Table 5 would lead one
to conclude that educational cost differences do not measure
programmatic differences as the highest cost district, Lansing,
has almost the lowest measure of program quality. A statis-
tical analysis of these and other variables follows.

In order to ascertain the relationship between cost and
programmatic inputs and to give some perspective relative to
thelr significance, data were collected on 13 1ndepéndent
variables for the sample school districts, and correlation
coefficlents were calculated relating to students per input
unit and cost per input unit.

The following variables were used in an effort to exam-
ine whether some underlying patterns exist in accounting for
observed inter-relations between cost and programmatic inputs.

1. Size of the District - as measured by the official
"Fourth Friday" membership count used for computing state aid
entitlements.

2. State Equalized Valuation Per Student - represents
a calculation made by dividing the taxable value of real es-
tate and personal property (assessed value as finally equal-
ized by the State Tax Commission) in the district by the
number of pupils legally enrolled at the close of school on

the Fourth Friday followlng Labor Day of the school year.
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3. Total School Operational Millage Rate - includes
allocated and extra-voted millage, excludes debt retirement
and building and site levies.

4. Type of Community - i.e., central city, suburban,
rural.

5. District Average Teacher Salary - a computation com-
piled by the State (MDE Bulletin 1012) forms each district's
Annual School District Financial Report. It represents full
time and prorated portions of regular teachers' salaries for
teaching services provided to pupils.

6. Basic Operational Expenditures - a cost figure devel-
oped by the author by adjusting state expenditure data to
reflect the cost of educating regular resident students only.

7. Operational Expenditures - a fipgure issued by the
Michigan Department of Education under which the basic operat-
ing expenses of a school are grouped. The figure includes
instructional expenses and the various support services.

The figure 1s found in MDE Bulletin 1012.

8. Elementary Program Expenditures - cost figures by
district for educating regular elementary school students.
The expenditure figure can be found on a district's annual
financial report (Form B).

9. Average Per Capita Family Income - total personal
income in school district (as per 1980 Census data) divided
by number of people residing in district.

10. Socioeconomic Status - an index based upon pupil's

responses to a questionnaire designed and administered by the



A

Michigan Department of Education. The questions concerned
the occupation, income, education of parents, family structure
and stability, possessions, quality of housing, biographical
information, use of spare time and other related factors.

11. Percent of Students Attaining Less Than 75 Percent
of Objectives in the Michigan Educational Assessment Program
(MEAP) Tests - administered annually to every fourth anc
seventh grade student in Michigan. The percentages are
State Department of Education figures.

12. Percent of Title I Students - a poverty indicator
identified by U.S. Department of HEW.

While the identification of statistical associations as
"strong" and significant is a matter of judgment, Pearson
correlation coefficient of .5 or higher in absolute value
which were statistically significant at the .1 level or bet-
ter were interpreted as a strong assocliation between the
variables. The significance tests applied in the SPSS sub-
program for Pearson correlation is based upon student's "t"

with N-2 degrees of freedom for the quantity rE&%?ﬂ 1/2

A finding of substantial correlation (fj2 .5) and sta-
tistical significance @< .1) between cost per input unit and
students per input unit would indicate that cost is a predictor
of programmatic opportunities. A negative number of -.5 or less
would indicate an inverse correlation between two variables.

For example, the higher the cost, the fewer a school's educa-
tional resources. A factor'<:5 but:>-.5 indicates relatively

low correlation. Computations for the variables indicated
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were computed and placed in the matrix table which follows.

Each combination of variables will be discussed separately.
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Cost Per Input Unit and Program Equity

The data from Table 6 varify the observable influence
of Table 5. A coefficient of .1513 withe*= .639 was com-
puted between cost per input unit and student's per input
unit indicating that cost 1s not a predictor of programma-
tic equity among the 12 school districts in Ingham County.
That is, greater spending i1s not associated with more
favorable staffing ratios among the districts surveyed.

The most obvious explanation of this apparent paradox
i1s differences among the districts in staff compensation.
Table 7 summarizes average teacher salaries by type of dis-

trict and size of district.



District

Lansing
Waverly
East Lansing
Okemos
Williamston
Holt
Haslett
Mason
Webberville
Stockbridge
Dansville
Leslie

AVERAGE TEACHER SALARY BY DISTRICT AND SIZE ¥

Type

Urban
Suburban
Suburban
Suburban
Rural
Suburban
Suburban
Rural
Rural
Rural
Rural

Rural
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TABLE 7

1978-79

Average
Teacher

Salary

$18,633
$17,488
$18,312
$17,952
$19,298
$15,916
$19,705
$16,622
$15,555
$15,637
$14,530
$14,773

Membership

29,260
4,072
4,835
3,356
1,823
4,465
2,097
3,495
900
2,126
1,108
1,756

Summary By Classification

Urban (Lansing)

Suburban

Rural

#State Department of Education Data (MDE Bulletin 1012)

$18,633
$17,875
$16,069

#% Dissertation Data, Sample Elementary Schools

Education And

Experience Fac-

tor Per Staff
Member ##

1.215
1.195
1.190
1.204
1.183
1.085
1.120
1.156
1.138
1.177
1.170
1.145

1.215
1.158
1.162
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As shown, salaries are highest among the larger districts
and lowest among the small districts. The medium sized dis-
tricts (Mason, Haslett, Holt, Waverly, Okemos and East Lansing)
fall between the small districts and the large districts
(Lansing). Data from Table 6 also reveal a positive correla-
tion of .8463 (A = .001) between the average teachers salary
and the type of district (e.g. urban, suburban, rural) and a
correlation of .7667 between district size and average teacher
salary. These data hold true for average teachers salaries
by enrollment size for the entire state (See Table 2 and
Appendix E). Moreover, a correlation of .6439 (oA= .024)
between cost per 1input unit and size of district and a nega-
tive correlation of -.5779 (A= .049) between cost per input
unit and type of district makes the difference significant
and substantial. Clearly, the size of a district and type of
district is a predictor of cost. The larger the membership
and the more urban a district, the higher the average salary
and the higher the cost per student.

Personnel input units are used in this study as a meas-
ure of program equity. The published average teacher sala-
ries should be a general indication of input unit cost dif-
ferences. As Table 6 indicates, there is a very strong,
positive relationship (.6041) between cost per input unit
and published average teacher salaries.

There 1s little correlation, however, between student per

input unit and average teacher salary (-.2089) or the other
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varilables that predict costs, student membership (.2006) and
type of district (.0546). There is little correlation between
students per input unit and cost per input unit and likewise
little correlation between the classification of districts
that predict cost and students per input unit. Nelther in-
put cost, size norurbanization statistically predict pro-
gram equity. Individual analysis of the study sample shows
Lansing, the large urban district, the next to lowest measure
of program equity among the 12 districts.

Data from Table 7 also reveal that Lansing has the
highest average experience and education factor per staff
member. Whlle teacher experience and level of teaching are
highest in Lansing (two out of every three teachers in Lan-
sing have a MA or more, and more than one-half have taught
more than 12 years), it is also a primary cause in the
variance in average teachers salaries.

These differences in cost variables enable smaller dis-
tricts to have more staff for the same amount of money. Thus,
they are able to enjoy more favorable staffing ratios then
thelr larger counterparts.

Given the assumptions of this research, the conclusion
drawn from the analysis of the preceding data is that equal
dollars really cannot provide equal services for the reason
that comparable services have different costs across school
districts. Lansing, for example, which has the highest cost

per pupil in Ingham County also has one of the least favorable
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staffing ratios.

Cost and a District's Wealth

On the basis of these findings, can one also assert
that high cost districts are also higher wealth districts?
The answer 1s provided in the following table showing cost
per input unit and state equalized valuation (SEV) per
student by district.
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TABLE 8

SEV PER PUPIL AND COST PER INPUT UNIT
BY SCHOOL DISTRICT

(1978-79) Cost Per Input

District SEV Per Pupil Unit

Waverly 60,356 $13,533.18
llast Lanslng Ly ,826 $13,820.98
Okemos 38,732 $13,922.11
Williamston | 31,188 $14,155.98
Lansing 28,777 $14,756.23
Dansville 28,654 $l3,330.63
Mason 27,719 $13,432.71
Stockbridge 26,762 $13,625.60
Haslett 24,183 $13,313.15
Webberville 22,144 $12,556.15
Leslie 21,857 $12,300.51
Holt 20,699 $13,130.08

Correlation Between Cost Per Input Unit and the School Dis-
trict's SEV pp: .3619
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A correlation of .3619 (oA = .248) between cost per in-
put unit and SEV per pupil (the district's wealth measure),
is not sufficiently close to the criterion for significance
to indicate strong and statistically significant relation-
ship. The analysis of the data would thus indicate that a
district's wealth as measured by State Equalized Valuation
per puplil falls to indicate a district's instructional costs
or programmatic opportunities as measured by students per
input unit (r = -.1905,& = .553).

The questlion then becomes: are the higher cost dis-
tricts taxing themselves at a higher rate in order to pro-
vide comparable programs and services than thelr less costly
counterparts? The answer 1s yes.

Table 9 following compares operational millage to cost

per input unit by district.
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TABLE 9

OPERATIONAL MILLAGE BY SCHOOL DISTRICT, TYPE,
COST, SALARY AND INPUT UNITS

Average Students

Teacher Operational Cost Per Type of Per Input
District Salury Millare Input Unit District Unit
Leslie $14,773 27 $12,300.51 Rural 16.25
Mason $16,622 27 $13,432.71 Rural 18.78
Stockbridge $15,637 28 $13,625.60 Rural 20.50
Dansville $14,530 28 $13,330.63 Rural 19.35
Webberville $15,555 29.5 $12,556.15 Rural 15.89
Holt $15,916 30.21 $13,130.08 Suburban 18.62
Waverly $17,488 30.5 $13,533.18 Suburban 15.03
Williamston $19,298 30.78 $14,155.98 Rural 16.51
Haslett $19,705 32.04 $13,313.15 Suburban 17.64
Lansing $18,633 32.68 $14,756.23 Urban 19.60
Okemos $17,952 36.04 $13,922.11 Suburban 15.81
East Lansing $18,312 38.80 $13,820.98 Suburban 14.51

Correlation Between Cost Per Input Unit and Operation Millage of a District:

5044 (o= .094)
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The correlation between cost per input unit and mil-
lage effort (.5044 per Table 6) clearly reveals that high
cost districts are highly dependent upon a high tax effort.

There 1s also a high correlation between millage and
average teacher salaries (.6274 oA = .029 per Table 6). In
other words, high millage districts are typically your high
cost districts, and they are hirher cost because of higher
salaries.

With the exception of Lansing, there is an inverse re-
lationship between millage levy and student per input unit
(-.6133,cA = .034, per Table 6). That is to say, the higher
the millage, the more favorable the staffing ratios. Clear-
ly, greater spending in Lansing does not result in more pro-
grammatic opportunities. The primary cause for this dis-
crepancy 1s that Lansing ranks highest among the districts
in salary as well as teacher experiences and level of educa-
tion.

This observed dependence of school district revenue upon
millage rate, as opposed to a tax base, is easlily understood
in light of the fact that Michigan's general membership for-
mula guarantees equal revenue for equal millage ratios for
"in-formula" districts. Thus, the lower SEV districts receive
as much revenue per pupil as the higher SEV districts, if
they both levy the same millage rate. It would, in fact,
seem reasonable to argue that these lower SEV districts may
have an incentive to ralse their millages since their reve-

nue would include a greater proportion of state dollars.
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These lower SEV districts would thus pay lower "local prices"
for education. However, districts have not taken advantage
of this opportunity. Research by the Rand Corporation regard-
ing the fiscal behavior of school districts in Michigan has
revealed a negligible response to this 1ncentive.88

Two reasons might explain this paradoxical situation.
As indicated earlier, the smaller sized districts have lower
staff costs which enable them to provide comparable staffing
ratios while spending less on a per pupll basis. Secondly,
the state aid formula continues to give lower millage dis-
tricts formula increases greater in percentage than the
increase for higher millage districts. A front-loading
mechanism was added to the state aid formula in 1977-78
whereby each successive mill levied by a school district 1is
worth less than the preceding mill. For example, the 1979-80
formula would provide a district levying 20 mills with an
average of $59.25 for each mill, a district levying 25 mills
would receive an average of $56.00 for each mill, a district
levying 30 mills would receive only $53.83 for each mill, and
a district levying over 30 mills only half of the mills above
thirty are equalized.

The net effect of this type of funding formula is to
put more pressure on high-cost, high-effort districts to

increase taxes in order to meet increasing costs while

88. S. J. Carroll and R. E. Park, The Search for Equity
in School Finance: Michipgan School District Response to a
Guaranteed Tax Base, The Rand Corporation, Santa Monica,
California, 1979.
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low-effort, low-cost districts have been able to meet in-

creasing costs through increased state aid.

District's Ability to Pay

Local property tax 1s the major source of funds for
public education. In 1979-80, $2,518,202,000 in local pro-
perty taxes was paid in support of K-12 public education.
School tax dollars are the result of the school tax rate
times assessed property valuation (SEV) and are paid out
of personal income. Ability to pay is determined by an
individual's tax load in relationship to personal or family
income. The following will look at the school's tax burden
and the homeowner's ability to pay taxes (as measured by
average per capita income).

Table 10 represents SEV per student and school opera-
ting millage rates together with average per capita income
and computed school operating millage rate per $1,000 of

average per capita income.
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Several observations are possible from this table. First,
there is a substantial correlation between SEV per pupil and
family income (.6031,0£ = .036, per Table 6). The wealthier
suburban districts (as determined by SEV) also have substan-
tially higher average per capita incomes (as determined by
ability to pay). This association between property wealth
and income 1s easily observable and understandable--families
with high incomes can afford higher cost housing. Residential
property values are a good surrogate for family income.

Secondly, rural districts (Williamston, Mason, Webber-
ville, Stockbridge, Dansville, Leslie) and Lansing have a
substantlially lower family per capita income than the subur-
ban districts (Haslett, Holt, East Lansing, Waverly, Okemos).
With regard to this variable, the core city district of
Lansing 1s more like rural districts than suburban districts.
But the school millage rate and the total community rate 1s
higher in Lansing than in the rural districts indicating that
the taxpayers of Lansing have a higher tax burden in relation-
ship to ability to pay than either its rural or suburban coun-
terparts.

This 1s further borne out in the data relative to school
and total community operating millage per $1,000 of income.
Table 10 indicates that Lansing and the rural districts are
faced with higher tax burdens with regard to ability to pay
(as measured by each $1,000 of per capita income) and millage
levied. Lansing homeowners have the highest tax burden in
relationship to ability to pay (23.51 mills per $1,000 of

per capita income).
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In each of these observations, the core city of Lansing
finds itself in the least desirable of situations. Lansing
has one of the highest millage rates and yet one of the low-
est per capita incomes by district and one of the highest
school millage rates per $1,000 of income. Although Lansing's
SEV per pupll 1is slightly above average, the economic ability
of 1ts citizens to levy sufficient millage to meet costs is

not supported by the data.

District's Neced Variables

Variables which describe the community in terms of po-
tential educational needs were 1dentified and usedJin an
analysis of educational expenditures and program levels.

The three variables listed below were chosen to identi-
fy communities likely to need extra services from their
schools--services which add to the cost of education.

1. Percentage of Title I Students - as identified by
U.S. Department of HEW.

2. MEAP Scores - percentage of students in a district
obtaining less than 75 percent of reading objectives on the
Michigan Educational Assessment Program (MEAP) tests.

3. Student Socioeconomic Status - as noted earlier,
this SES index was constructed upon pupils' responses to a
multiple choice questionnaire designed and administered by
the Michigan Department of Education as part of its 1970-71
assessment battery. The questions concerned parents' educa-
tion and employment, family income and consumption, family

structure, use of spare time and other related factors.
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TABLE 11
PERCENTAGE OF TITLE I STUDENTS BY DISTRICT

Percent of Title I

District Students
Okemos 1%
Williamston T%
Holt T%
Mason 8%
Haslett 8%
East Lansing 8%
Webberville 9%
Stockbridge 10%
Waverly 11%
Leslie 12%
Dansville 15%

Lansing 20%



TABLE 12

PERCENTAGE OF STUDENTS OBTAINING LESS THAN 75% OF READING
OBJECTIVES ON THE MICHIGAN EDUCATIONAL ASSESSMENT
PROGRAM (MEAP) TEST, 1978

Students Obtaining
Less Than 75% of
Reading Objectives

District in MEAP
Okemos 16%
Mason 18%
Haslett 18%
East Lansing 20%
Dansville 26%
Waverly 28%
Leslie 30%
Williamston 30%
Holt 33%
Webberville 35%
Stockbridge 36%

Lansing L6z
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TABLE 13

STUDENT SOCIOECONOMIC STATUS BY DISTRICT

Student
Socloeconomlc

District Status
Lansing 49
Holt 50
Webberville 50
Dansville 50
Haslett 51
Leslie 52
Stockbridge 52
Mason 52
Waverly . 53
Williamston 54
Okemos 54
East Lansing 55

Index scores, based upon the weighted pupil responses, ranged
from a low of 40 to a high of 64 on a scale of 0 to 100. The

distribution of district scores is as follows:

District Type: City Suburb Town & Rural All
Mean: 4g9.9 51.6 50.7 50.1
Standard Deviation: 3.5 2.0 4.y 2.7

The definitions of the three community types are as follows:

City - a community with a population of over 10,000 serving
as an economic focal point for 1ts surroundings;
Suburb - a community of any population size that has a city
as its economic focal point;
Town and Rural - a community of fewer than 10,000 population
which serves as its own economic focal point.
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High values with regard to these variables would indi-
cate a community likely to have high need for and high ex-
pectations from education.

To summarize, Tables 11, 12 and 13 reveal that the com-
munity of Lansing has the highest values on all three commu-
nity need variables (a low score is considered high need
with regard to the variable relating to student socioecono-
mic status). Lansing has the highest percentage of Title I
students, the highest percentage of low achievers (compensa-
tory education students) and the lowest socioeconomic rate.
The data indicate no substantial differences between suburban
and rural districts with respect to the three need variables.

Thus, Lansing is clearly differentiated from the other
districts in the sample in terms of its measures of educa-
tional need. Importantly, Lansing also ranks last among
the sample districts in fiscal capacity to provide educa-
tional services, as measured by average teacher salary and
average per capita income.

Thls 1inverse relationship between district educational
need and average teacher salary may be attributable to a
number of factors. For example, high level of educational
need may be assoclated with higher salaries because such
salary levels are required to induce teachers to work in
lower socloeconomic level schools. Higher salaries may
also be required because teachers must either live in the city
and endure the disamenities of urban life (congestion, pollu-

tion, crime, etc.) or else incur significant community expenses.
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A high percentage of Title I or compensatory education stu-
dents might mean higher teacher salaries to get and hold
teachers willing to work with students with special learning

problems and often discipline problems.

Comparison of Published Per Capita Cost Data

Pertinent to the central issue of cost differentials
for equivalent educational sc¢rvices 1s how state computed
current cost data reflect program and input cost differences
and whether these data represent realistic programmatic d4if-
ferences across the districts.

To address cost differentials across school districts,
the Michigan Department of Education Bulletin 1012 presents
per caplta cost data for all school districts. Each school
district submits to the State Department of Education an
annual school district financial report (Form B). In com-
puting the per capita costs, however, categorical expendi-
tures are included as well as the costs for operating area-
wide programs such as 1n special education and vocational
education. Also, expenditures from operating quasi-municipal
services such as the library or museums are included 1in a
district's total expenditures. Such expenditures serve
specifically identified students and include non-resident
students and community adults.

In those districts with a high percentage of categori-
cal funding, per capita costs tend to be skewed. This is

because special funds designated for specific purposes are
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added to the total costs and when those costs are divided
by the district's resident student membership, per capita
costs for all students are overstated. If handicapped stu-
dents were distributed equally across school districts the
costs would not present a comparative problem, but such is
not the case. Districts with a disproportionately high
percentage of low income families have a greater incidence
of handicapped students and city districts generally serve
as the area center for most physically handicapped students
in their intermediate area.

Because state published cost data are not comparable
across districts, the author developed a procedure for com-
Puting reasonably accurate basic educational operational
expenditures for the sample districts. This adjusted ex-
penditure data which represent the cost of educating regu-
lar resident students could then be compared to the Depart-
ment of Education Bulletin 1012 data. Both sets of per
student cost data could then be compared to determine their
correlation and determine how well they represented programma-
tic differences across districts.

Basic operating expenditures were calculated from Bulle-
tin 1012 which is issued by the Michigan Department of Edu-
cation and from the individual district "June Final Report."
Formula state aid received was subtracted from total state
appropriations to the district to arrive at a figure for direct
state categoricals. Then intermediate district and federal

categorical monles, gifts and bequests dollars, and county
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special education allotments were added to arrive at total
categorical revenues. Total categorical revenues were then
subtracted from total operating expenditures to arrive at
basic operating expenditures. This procedure assumes that
categorical expenditures equal categorical revenues. A more
detailed presentation of the computation of basic operational
expenditures is found in Chapter 3 of this study.

Table 14 shows the average per capita costs for the
sample school districts as published in Bulletin 1012, the
basic operational expenditures as computed in this study

and average teachers salaries also from MDE Bulletin 1012.
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The basic operating costs computed for Lansing ($1305.37)
represent a decrease of $533.40 from its reported operating
expenditures (per MDE Bulletin 1012). When this comparison
is made to all districts in Ingham County, the magnitude
of the difference between state published data is not nearly
as great--the average for all districts being $245.24--
Williamston shows the smallest difference of $59.62. While
the Lunslng Cchool Districl ranks second in the county in
terms of the Department of Education's presentation of per
capita costs, its rank drops to seventh when costs are ad-
Justed to more accurately represent basic education pro-
gram expenditures. ﬂ

Average salaries, by observation, correlate with per
capita cost of education and are the significant factor in
determining per capita cost., Although this is well known
and an obvious fact, school statistical reports do not index
per capita cost with average salary data.

It should be emphasized that even the basic operating
costs do not give a true comparison of programmatic equity
in terms of dollars. In Ingham County, for example, there
is a county vocational education millage for all constituent
districts with the exception of the Lansing Public Schools.
The Ingham County Intermediate District operates a skill
center for all students outside of Lansing. The cost of
vocational education for those students attending the skill
center never appears as an expenditure in thelr respective
school districts even though the full memberships of such
students remain with the constituent districts. Lansing

operates its own vocational education program with its own
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resources, and the full cost appears in their cost data. The
net effect 1s a lower average cost per student among the
Ingham County school districts using the skill center as com-
pared to Lansing.

Also, 1t should he noted that such complexities are not
dissimilar to problems encountered by urban cities in other
counties in computing and comparing operating costs for dis-
tricts.

In order to ascertain which of the two cost statistics
is a better predictor of elementary program expenditures,
the figures were correlated with the district's elementary
program expenditure per student as indicated on the school's
annual financial report (Form B). The classification "ele-
mentary program expenditure" is the cleanest statistic of
instructional educational cost currently available as it is
devoid of categorical expenditures and district overhead.
Correlation coefficlents were computed and are presented

below 1n Table 15.

TABLE 15
CORRELATION COEFFICIENTS FOR SELECT PER STUDENT COST DATA

Elementary Program Ex-
penditure Per Student

Operaﬁing Expenditure Per Student .7509, A

= ,005
(MDE Bulletin 1012)

Basic Expenditure Per Student (As .8354,5~A = .001
Modified)

As one would expect, there exists a strong and signifi-



124

cant positive relationship between Elementary Basic Program
Expenditures and both alternative per pupil expenditure meas-
ures. That is, both the Department of Education Bulletin 1012
computation of operating expenditures and the author's modi-
fied figure are accurate indicators of a district's instruc-
tional costs. The author's formula, however, i1s more strongly
related to instructional costs.

A comparison of the relative strengths of those rela-
tionships can be made with the use of the respective r2 values.
The r2 statistic 1s a measure of the proportion of variance
in one variable "explained" by the other. Thus, the author's
measure explains about 69 percent (r = .8354, r2 = .6895) of
the variation 1in per student program expenditures while the
MDE measure explains about 56 percent (r = .75, r2 = ,5625)
of this variation.

In summary, educational expenditures reported by the
state represent the total expenditures of the school dis-
trict and per pupll expenditure represent total expenditures
divided by resident pupils. They 1include categorically funded
programs within the general divisions. But students receiv-
ing categorical funds are not evenly distributed across all
districts. Districts with concentrations of handicapped and
disadvantaged students recelve federal and state categorical
resources to support speclal and individual services to such
children, and when these expenditures are averaged over all

students in the district, comparative data are unreliable.
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Research efforts in the past have used gross cost data with-
out trying to isolate "basic education" costs. The conclu-
sions drawn using gross cost data, therefore, become suspect.
The author's adjusted formula tends to more accurately repre-
sent basic programmatic costs as identified by every school
district on their annual financial report and is not diffi-

cult to compute.

Summary of Findings

In this study, the author sets out to analyze programma-
tic equlity in terms of instructional support personnel among
the select bulldings and districts of Ingham Count& and the
difference among school districts in the prices of educational
services (isolating on instructional staff) among these same
school districts.

Equity was measured in terms of inputs--providing per-
sonnel and cost inputs--to determine whether services or
resources are distributed "equitably."

In summary, equal dollars cannot buy equal services when
the same services have different costs across school districts.
The data reveal, for instance, that while the Lansing School
District has the highest input cost per pupil, it also has
one of the least favorable programmatic linput measures per
student (e.g. staff programs) of the 12 districts surveyed.
The most obvious explanation for the relationship between
dollars and programmatic inputs is staff compensation.

Lansing ranks the highest in average teacher salaries among



the 12 sample districts.

The author also concludes from further analysis of the
data that disparities exist in the cost of education and
the resultant tax effort. The high cost districts also levy
the highest millage rates. Those districts with lower staff
costs are able to provide comparable staffing ratios while
levylng less millage.

Virtually all studies which seek to answer whether a
system of school finance is an equitable one select local
district wealth, and generally property wealth, as the dis-
criminatory criterion of interest. That 1s, the studies
ask "are educational resources (e.g. revenues, staff, pro-
grams) distributed among the local districts according to
local property wealth?" The equity principle in such studies
is one of "equal opportunity" equity which is perhaps best
stated in the followling negative form: differences in the
treatment of pupils should not stem from differences among
pupils which are discriminatory such as property wealth.

This principle provides the basis upon which the state's
general membership aid formula is constructed. The formula
uses a district's SEV per student to determine state aid
reimbursement. The "equal treatment of equals," that is,
equal dollars for equal efforts, fails, however, to acknow-
ledge equity 1n terms of abllity to pay, cost differentials
and educational needs.

With regard to ability to pay, this study reveals that

equity criterion is not met. While per capita income figures



127

(as a measure of ability to pay) for the rural districts

1s slightly lower than Lansing. The rural districts also
levy significantly lower millages, indicating that the tax-
payers of Lansing are making a relatively greater tax effort
in relationship to their income.

The data also reveal that the community variables charac-
terizing the level of education need were highest in Lansing.
Higher basic educational needs also suggest higher costs.

Cost 1s the key determinant relative to how much a dis-
trict must pay in order to provide comparable programs, staff
and services. If equity is to be achieved, districts facing
excessive costs over which they have little or no control
must receive help from the state in meeting those costs so
that an equltable proportion of funds will be available in
each district to meet the proper needs of its students.

The recommendations of this study which follow recog-
nize and address that need. The author will set forth in
the final chapter recommendations as to how a state system
of financing can be implemented that achieves both "equal
opportunity" equity and next the equity principle addressed
to in this study (i1.e. the appropriate unequal treatment of

unequals).



CHAPTER V
SUMMARY OBSERVATIONS AND RECOMMENDATIONS

Summary Observations

Defining and measuring equity in state school finance
structures 1s long overdue. Local, state and federal offi-
clals are searching for clear definitions of the many dif-
ferent cqulty goals 1n school llnance.

Equity in school financc, particularly the term "equali-
zation," 1s used loosely in policy discussions. "Equity"
and "equalization," however, cover many diverse, and at
times conflicting, goals of a school finance policy. There
1s need for a coherent explanation of what is implied by
equity 1n school finance in order that the discussion of
various alternative policies can be properly analyzed.

Such a framework should be organized around possible
answers to three questions that constitute the framework for
this dissertation. The first answers the question: Equity
for whom? The two groups of primary interest are children
who attend the schools and taxpayers who pay for the schools.
The second question 1s equity of what? For children that
could mean equity in terms of cost differentials or equity
in terms of programmatic opportunities whereby differences
in needs among children are recognized. For taxpayers, it
could mean fair property taxes according to ability to pay.
For elther taxpayers or children, the answer to the third
question "what is to be fair?" is pivotal to conclusions

that can be drawn about the equity of the system.
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The problem addressed in this research was to demonstrate
the relationship of cost input differences with programmatic
differences and correlate these differences with other recog-
nized variables of educational equity. The author developed
and applied a formula for measuring programmatic equity and
correlated these measures with educational cost data and
other measures indicative of program need and other variables
generally applied in school finance.

The first stated purpose of this study was to answer the
question of whether dollar expenditure equity equates to pro-
grammatic educational opportunity for children. The analysis
of the data reveals cost differences do not equate to student
program differences. As it turns out, city and suburban dis-
tricts tend to have the highest millage rates, the highest
cost per input unit, but do not necessarily have the most
favorable staffing ratios. Rather, as in the case of the
Lansing School District, their staffing ratios are less
favorable than those of the smaller districts. This is
true despite the fact that small districts spend considera-
bly less per pupil.

But what 1s the reason for such an apparent paradox?
This study has shown that the maJor variable 1s salaries and
that staff compensation to a great extent is outside the con-
trol of local school boards.

While Michigan's state aid membership formula 1s clear-
ly "wealth-neutral" in terms of equal yleld for equal effort,

equity has not been achieved with regard to the substantial
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varlation which exlists across school districts relative to
distribution of general revenues, basic instructional ex-
penditures and regularly funded instructional staff.

Fallure to make adjustments in the general membership
aid formula will force high-cost, high-levy districts to
reduce programs to chlildren as needed high taxes continue
to be rejected by taxpayers. Today this situation is pri-
marily found in urban and metropolitan suburban districts
where the difficulty of meeting higher costs with higher
taxes 1s deepening and spreading. Salary costs will be
determined by the regional market place or district size
while per student costs must be controlled by the local
board, even at the expense of educational equity.

The second purpose of this research was to determine
how current state cost data reflect differences in the cost
of personnel input units across school districts. Educa-
tional expenditures reported by the state represent the
total expenditures of the school district,and per pupil
expenditures represent total expenditures divided by resi-
dent pupils. They include categorically funded programs
within the general divisions. DBut students receiving cate-
gorical funds are not evenly distributed across all dis-
tricts. Districts with concentrations of handicapped and
disadvantaged students receive federal and state categorical
resources to support special and individual services to such
children, and when these expenditures are averaged over all

students in the district, comparative data are unreliable.
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The author's adjusted formula tends to more accurately repre-
sent baslc programmatic costs as identified by every school
district on their annual financial report, and further, 1is
not difficult to compute.

The third purpose of this study was to determine the
correlation of recognized school district and community
variables with the computed cost of programmatic variables
for the sample districts.

The data presented in Chapter IV indicates that poverty
indicators such as a district's socioeconomic status, aver-
age per capita income and the percentage of Title I stu-
dents are much higher in an urban city such as Lansing
than in the suburban areas of East Lansing and Okemos.

As a result of the almost exclusive reliance of schools
on the property tax for local revenue, property value is an
important indicator of fiscal capacity. However, the cen-
tral cities, such as Lansing, are now experiencing trends
that are depriving them of that base. These trends are
the movement of industry and commerce to the suburbs and
the decline of property value in clities while other areas
Property valucs are lncrcasling at the rate of or in excess
of the rate of inflation.

This 1s supported by the effect the Headlee Tax Limita-
tion Amendment has played on school districts during the
1979-80 school year. 1In those districts where equalized
property values grew faster than the rate of inflation, mil-

lages had to be rolled back to bring revenues into compliance
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with the Headlee Amendment. In 1979-80, about two-thirds of
the state's 530 districts faced millage rollbacks. For the
most post, however, these millage rollbacks did not occur

in urban areas of the state where tax bases are already
Shrinking because of declining property value and the lack
of new construction.

While the causes of the movement of industry and com-
merce to the suburbs are complex, 1t 1s sufflclent to note
thelr effect on per capita wealth. Of special significance
1s the situatlon where the income base has fallen faster
than property valuations. What this means is that the
apparent wealth of cities as reflected in property valua-
tion and state aild criteria 1is relative greater than the
ability to pay from current income. Consequently, SEV is
not an accurate indicator of the ability to levy or pay
high millage rates necessitated by high costs.

The state ald formula needs to be designed to take tax
burden and abllity to pay into account. While current income
1s not the sole determinant of ability to pay, 1t needs to

be heavily consldered along with valuation.

RECOMMENDATIONS

Clearly high tax effort and high cost per input units
do not necessarily insure favorable staffing ratios in Michi-

gan school districts. On the contrary, high-tax and high-cost
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districts may find themselves with below-average programma-
tic opportunities. The question then 1s what would be an
appropriate policy approach?

The problem as this author sees it 1s not one of unequal
school district expenditures per se as one of unequal cost
of educational services. The existing disparities in the
coxt of nchool ataflf acroas ochool dlstrjets chow that the
current policy of equalizing, dollars by tax effort may not
be advisable in and of itself. Such a policy, without
equalizing staff compensation as well, only exacerbates
existing inequities. What should be considered 1s a policy
which would recognize cost differentials.

Based on the data for the twelve districts in Ingham
County, this author would recommend that an educational
cost index be built 1into the state aid formula which recog-
nizes salary differences. Cost differences have been con-
sidered for many years in state reimbursement of transporta-
tion and for the last four years in state added cost funding
of special education. But there has never been in any state
school aild provision, recognition and compensation for the
fact that some school districts must pay considerably more
than others to provide a basic education program.

It 1s often contended that local instructional cost
differences start from the "local control" tradition and
are, therefore, not the state's responsibility. After all,
salaries are determined by local collective bargaining and

local districts make their own determination of the experience
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and training qualifications they want when vacancles are
filled.

However, to an ever-increasing extent, these conten-
tions are no longer valid. Declining enrollment experienced
by the vast majority of Michigan schools has given many dis-
tricts no choice but to retain a teaching staff composed al-
most totally of persons at the top of the salary schedule
and the result of the collective bargaining process practi-
cally forces conformity to regional levels of expectations.

The problems of how to finance education and of how to
reward for cost differences without increasing cost dispari-
tles must be addressed. The author has presented analyses
of cost differences and has shown that cost differences do
not bear a direct relationship to student program differences.
It has been shown that the major cost variables are salaries
and that those are to a great extent outside of the control
of local boards.

The present state aid power equalizing formula 1is pre-
dicted on equal resources for equal effort. Yet from 1its
inception it has rewarded minimal effort and lack of effort.
Adjustments must be made and the author offers the following

recommendations.

RECOMMENDATION 1
Consideration should be given for equalizing all the

mills over 30.

As the data presented in Chapter V reveal, high expendi-
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ture districts are not necessarily those districts with the
more favorable staffing ratios. Rather, 1t turns out that,
in general, large districts have relatively high millage
rates and per pupll expenditures but relatively unfavorable
staffing ratios. Smaller districts, on the other hand, en-
Joy relatively favorable staffing ratios while levying rela-
tively low millage and spending considerably fewer dollars
per pupll than their larger counterparts. The principal
reason was found to be differences among the districts in
staff compensation.

In response to this paradox, two modifications in state
school aid are recommended by the author. The first is the
equalization of all mills above 30 levied by a school dis-
trict for school operations, as opposed to the equalization
of only one-half the mills over 30 as currently provided for
by the general membership formula.

By equalizing only one-half of district's operating mil-
lage in excess of 30, for those 88 districts in Michigan
which were in-formula and levied over 30 mills in 1978-79,
thelr school revenues varied according to property wealth.
This aspect of the aid formula is not compatable with the
equal-yieid concept that equal district millage rates should
yleld equal dollars for schcol operations.

An example of this inequity is provided in the follow-
ing table, which applies the current general membership for-
mula to 1979-80 financial data for two Michigan school dis-

tricts:
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TABLE 16
CURRENT SCHOOL AID INEQUITY

General Total
Local State General
Operating Revenue Aid Revenue
District SEV PP Millage PP PP PP
Flint $32,948 39.82 $1,312 $676 $1,988
East
Lansing $50,336 39.60 $1,993 $ 70 $2,063

Thus, while Flint levied a slightly higher millage than
East Lansing for school operations in 1979-80, they generated
about $75 less per pupil thaﬁ their wealthier counterpart under
the present formula. J

The proposed change would break the relationship between
district SEV and district revenue by assuring equal per pupil
revenues for equal tax effort. 1In so doing, the proposal would
provide increased state aid to virtually all district levying
over 30 mills for school operations. These are generally ur-
ban school districts, which typically need to offer higher
salaries in order to attract staff. (Salaries in these dis-
tricts are, in fact, about $3,500 higher, on the average,
than salaries in districts levying 30 mills or less. (See
Appendix G).

In summary, these high-millage districts must pay rela-
tively high salaries in order to compete for staff in urban
markets, while thelr millage rates are about 25 percent
higher than the statewide average. The equalization of all
mills over 30 could assist these districts in limiting

future millage increases and improving their staffing
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so as to be more in line with thelr substantial tax effort.
Past reluctance to equalize all mills over 30 was due pri-
marily to a belief that this policy would encourage dis-
tricts to ralse millages substantially. Research by the
Rand Corporation, however, has revealed little response by
Michigan school districts to this incentive.
Thus, the proposal to equalize all operating mills
would:
1. 1ncrease the wealth neutrality of revenue distri-
bution among school districts in Michigan.
2. provide additional state aid to districts- which
face staff compensation costs and levy high mil-

lages for school operations.

RECOMMENDATION 2
It is recommended that an educational cost index based

on present teacher salary differences be incorporated into

the formula.

As noted earlier, the cost of inputs to education are
not substantially controllable at the local level--shortage
of resources means less programs rather than lower input
unit costs of education. Education is a labor (professional)
intensive industry in which 80 to 85 percent of costs are
salaries. When resources are scarce, average per input
unit costs of education actually go up as lower-salaried

staff are released first. Output unit costs go down by
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spreading the input cost (teachers) over a greater number

of output units (children) or by reducing the quantity of
output units (reduced school day). In either case, it means
fewer services for children.

In spite of an accelerated equalization of state fund-
ing since 1965, relative salary differences between markets
have remalined the same. The result has been that high-cost
districts in high-cost markets have remained high cost.

Thus, high-cost, high-effort districts have had to steadily
increase their effort or reduce their programs while low-cost,
low-effort districts have been able to maintain programs at
relatively low effort.

Input salary costs are not fully controllable because
of a state mandatory negotiations act (Public Employee Rela-
tion Act--PERA) and because of a fully institutionalized
teacher salary structure that rewards training level and
experience. Further, negotiating teams establish markets
to support thelr positions and arbitrators establish markets
to Justify thelir recommendations; these markets reflect both
geographic and size relationships.

The present research also showed :that teacher experience
and level of training i1s a cause of the variance in average
teacher salaries. Lansing, for example, ranked highest in
Ingham County in staff experience and education and also had
the highest average teachers salary of the sample schools.

It 1s recommended that salary differences be based on

the average market of local district salary schedules at the
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BA and MA levels and the actual distribution of teachers
within the schedule. Market determinants include either
geographical location or district size.

The one serious and inescapable problem with a weighted
index approach is that it is extremely expensive. For the
past three years, Senator Jack Faxon of Detrolt has spon-
sored a proposal similar in concept to the one described
above.

Senator Faxon's approach would consider experience and
training qualifications of teachers as a factor in deter-
mining the state-local per pupil guarantee of "gross allow-
ance" of the basic membership formula. A teacher with less
than a BA degree and less than one year of experience would
be assigned a factor of .60, a teacher with a PhD and 11 or
more years of experience would be assigned a factor of 1.95,
and all others would have factors somewhere in between. The
average for each school district would be determined and
would then be multiplied by the district's gross allowance
for purposes of computing state formula aid.

Under the Faxon proposal, the average district would
have a "grid factor" of 1.12 which mcans that added funding
would go to nearly all school districts. Had it been imple-
mented for 1978-79, this proposal would have cost approxi-
mately $700 million.

Speaker of the House Bobby D. Crim in his 1980-81
State-of-the-State address recommended a somewhat similar

but considerably less costly proposal. Speaker Crim recomn-
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mended a "cost-of-doing-business" categorical be considered
based upon the average teachers salary and that only dis-
tricts with above-average costs be funded.

The Speaker's proposal as described by Gene Caesar of

the House Democratic Education Office89

would appropriate
$30 million to be allocated to school districts where in-
structional costs exceed the state average. The computation
is based upon basic program costs only, using prior year data,
and cannot exceed 25 percent of the amount that a district
would receive under the basic formula, if i1ts gross allowance
was increased by the same percentage that its instructional
costs exceed the statewlde average.

If in 1978-79, all districts where average teachers
salaries exceeded the statcwide average, had becen given
gross allowance increases in direct proportion to their
percentage of excess, the total cost would have been approxi-
mately $111 million. Thus a $30 million cap would provide
about a 25 percent proration. Accordingly, if a factor
derived from a high average teacher salary in a district is
applied to the entire gross allowance, no more than 25 per-
cent of the resulting entitlement would be funded.

A combination of the four recommendations cited above

would achleve increases in state aid for all districts fac-

ing above-average staff compensation costs and would increase
wealth neutrality in the distribution of revenue among dis-

tricts. The four proposals, therefore, are complementary,

89. Gene Caesar,"A Proposal for a Cost-of-Doing-Business
State Aid Categorical," mimeo, Lansing, Michigan, 1979 at 1.
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rather than mutually exclusive.

RECOMMENDATION 3
It 1s recommended that an effort ability factor be

added to the state school aid formula.

A measure of ability built into the distribution for-
mula would generate greater equity. It should relate the
per capita tax levy to per capita income in dollars. The
problem inherent in ability-to-pay measures 1s the unavaila-
bility of current data on income by school districp. This
problem is not insurmountable if real desire to use such a
measure exists because income by school district can be ob-
tained from the Michigan individual state income tax returns.

Adjustment factors in developing such a formula could
include the following:

1. State Equalized Valuation.

2. District and state total property tax rates.

3. Local income tax rates adjusted to property tax

rates.

4L, Average family income by school district.

5. State municipal revenue sharing adjustment.

An effort-ability formula could be devised and used as
a possible substitute for the present municipal overburden
section of the state aid act. (The municipal overburden
section of the state aid act provides for an increase in the

formula gross allowance for school districts which have
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unusually high non-school property taxes.) Such a formula
should consider all the aforementioned factors and provisions
which offset tax equity in Michigan. As essentially all edu-
catlon taxes would be equalized under present law and the
four proceding recommendations, the effort-ability formula
could apply only to non-educational local variables.

Since all school taxes eventually are paid from income,
the local contribution could be determined on the basis of
average income 1in addition to property value. The millage
required for the local share of the formula guarantee could
be welghted on the baslis of the per capita income in the
community. A composite index of income and property valua-
tion could permit high-cost, high-need, low-income districts
to 1mprove thelr programs, thus narrowing present variations

in education opportunity.

Implications for Further Research

1. Equalization and equity in school finance have different
meanings for different people. These two objectives are
quite different, and 1t 1s not clear how policies and
research implemented to produce our objective effect
the other.

2. There 1s a need for a framework which can provide order
to and understanding of the various policy objectives
and equity goals in school finance. Who are the differ-
ent groups for which school finance systems should be

equitable? What should be distributed fairly for the
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different groups? And, what are different principles
for assessing whether the distribution 1s equitable?
Finally, there needs to be better understanding and
consensus on what statistical tools can be used in ob-
taining an acceptable standard of programmatic equity.
Further research such as undertaken in this study rela-
tive to how input variables affect equity and quality

of education needs to be considered. This author has
sought to analyze the effect of personnel and cost inputs
or programmatic opportunity to children. Up to now, per
student cost output differences have been the basis for
interpreting program or education equity disparities.
Greater research in terms of input variations in cost
and educational opportunity among districts needs to be
undertaken. A fact that is often lost sight of in stu-
dent cost output research 1s personnel input costs as
the standard for the instructional program in terms of
pupil/teacher ratios. All other variables are relatively
insignificant comparied to the salary costs of education
and the student units over which they are spread. It

it recommended that a major statewlde study be conducted

based upon the procedures used in this study.
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Apperrdix C

MICHIGAN STATE UNIVERSITY BAST LANSING « MICHIGAN 48823

COLLEGE OF BDUCATION « ERICKSON HALL 25 Ma rch 1979

Dr. Matthew W. Prophet
Administration Building
Lansing School District
519 W. Kalamazoo Street
Lansing, Michigan 48933

Dear Dr. Prophet:

The question of cost and its impact on programmatic equity across
school districts has been a major issue in current discussions of school
finance plans. | am addressing this question in my doctoral dissertation,
entitled '"Programmatic Equity and the Cost of Education.'" | am asking
your cooperation so that | might obtain the information needed .to complete
my study.

Dr. Donald Shebuski, Superintendent of Ingham Intermediate Schools, and
Dr. Robert Muth, Assistant to the Dean, College of Education, agree that this
is a major policy issue. Moreover, both are supportive of the study and are
assisting me in the gathering of information.

The major objective of my study is to study cost in relationship to a
comparable measure of programmatic equity. A survey instrument was developed
to weight and unitize personnel factors at the elementary building unit in an
attempt to obtain a comparable measure of programmatic inputs across building
units and districts.

| wish to test my model on a representative sample of elementary schools
in each of the twelve districts in Ingham County. Because of the developmental
nature of the model, and because the type and nature of data to be collected
are not easily attainable, on-site visits will be required (see enclosed
survey instrument). In most instances | would need to meet with your business
manager and the elementary principals of the buildings included in the sample.

| will call on you within the next two to four weeks to explain in
greater detail the purpose and nature of my study. | hope that at that time
an appointment can be arranged for me to meet with your business official and
possibly others from your district if the situation warrants.

Your help will be most appreciated. A summary of the results will be
mai led to you following completion of the study.

Sincerely,

Michael A. Boulus
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STAFF COMPENSATION AND DISTRICT SIZE
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Appendix G

STAFF COMPENSATION AND DISTRICT SIZE

Average Professional Benefits

Membership Salary Per Staff

Over 7,500 $16,073 $1,867
N=50

2,000-7,500 $14,211 $1,533
N=221

Under 2,000 $12,365 - $1,266
N=259 '

State Average $13,491 $1,434
(K-12)

Source: James A. Phelps, Michael F. Addonizio and Thomas S.

Nicol, State Aid For Michigan Public Schools: An

Analysis of Two Proposals, 1979 (mimeo)
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CHAPTER V
SUMMARY OBSERVATIONS AND RECOMMENDATIONS

Summary Observations

Defining and measuring equity in state school finance
structures 1s long overdue. Local, state and federal offi-
cials are searching for clear definitions of the many dif-
ferent equity goals in school finance.

Equity in school finance, particularly the term "equali-
zation," is used loosely in policy discussions. "Equity"
and "equalization," however, cover many diverse, and at
times conflicting, goals of a school finance policy. There
1s need for a coherent explanation of what is implied by
equlty 1n school finance in order that the discussion of
various alternative policies can be properly analyzed.

Such a framework should be organized around possible
answers to three questions that constitute the framework for
thls dissertation. The first answers the question: Equity
for whom? The two groups of primary interest are children
who attend the schools and taxpayers who pay for the schools.
The second question is equity of what? For children that
could mean equity in terms of cost differentials or equity
in terms of programmatic opportunities whereby differences
in needs among children are recognized. For taxpayers, it
could mean fair property taxes according to ability to pay.
For either taxpayers or children, the answer to the third
question "what is to be fair?" is pivotal to conclusions

that can be drawn about the equity of the system.
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