
 

 
 
 
 
 
 
 
 
 
 
 
 
 
Visit the National Academies Press online, the authoritative source for all books 
from the National Academy of Sciences, the National Academy of Engineering, 
the Institute of Medicine, and the National Research Council:  
• Download hundreds of free books in PDF 
• Read thousands of books online for free 
• Explore our innovative research tools – try the “Research Dashboard” now! 
• Sign up to be notified when new books are published  
• Purchase printed books and selected PDF files 

 
 
 
Thank you for downloading this PDF.  If you have comments, questions or 
just want more information about the books published by the National 
Academies Press, you may contact our customer service department toll-
free at 888-624-8373, visit us online, or send an email to 
feedback@nap.edu. 
 
 
 
This book plus thousands more are available at http://www.nap.edu. 
 
Copyright  © National Academy of Sciences. All rights reserved. 
Unless otherwise indicated, all materials in this PDF File are copyrighted by the National 
Academy of Sciences.  Distribution, posting, or copying is strictly prohibited without 
written permission of the National Academies Press.  Request reprint permission for this book. 
 

  

ISBN: 0-309-51925-X, 368 pages, 6 x 9,  (1999)

This PDF is available from the National Academies Press at:
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html

We ship printed books within 1 business day; personal PDFs are available immediately.

Making Money Matter: Financing America's Schools 

Helen F. Ladd and Janet S. Hansen, Editors; Committee 
on Education Finance, National Research Council 

http://www.nap.edu/catalog/9606.html
http://www.nap.edu
http://www.nas.edu/nas
http://www.nae.edu
http://www.iom.edu
http://www.nationalacademies.org/nrc/
http://lab.nap.edu/nap-cgi/dashboard.cgi?isbn=0309065283&act=dashboard
http://www.nap.edu/agent.html
http://www.nap.edu
mailto:feedback@nap.edu
http://www.nap.edu
http://www.nap.edu/v3/makepage.phtml?val1=reprint
http://www.nap.edu/catalog/9606.html


Committee on Education Finance

Helen F. Ladd and Janet S. Hansen, Editors

Commission on Behavioral and Social Sciences and Education

National Research Council

NATIONAL ACADEMY PRESS
Washington, D.C.

M A K I N G  
M O N E Y  
M A T T E R

Financing America’s Schools

Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


NATIONAL ACADEMY PRESS • 2101 Constitution Avenue, N.W. • Washington, D.C.  20418

NOTICE:  The project that is the subject of this volume was approved by the Governing Board of the
National Research Council, whose members are drawn from the councils of the National Academy of
Sciences, the National Academy of Engineering, and the Institute of Medicine.  The members of the
committee responsible for the volume were chosen for their special competences and with regard for
appropriate balance.

This volume was supported by Contract No. RF95194001 between the National Academy of
Sciences and the U.S. Department of Education.  Any opinions, findings, conclusions, or recommen-
dations expressed in this publication are those of the author(s) and do not necessarily reflect the view
of the organizations or agencies that provided support for this project.

 Library of Congress Cataloging-in-Publication Data

Making money matter : financing America’s schools / Helen F. Ladd and
Janet S. Hansen, editors ; Committee on Education Finance, Commission on
Behavioral and Social Sciences and Education, National Research Council.

p. cm.
Includes bibliographical references and index.

ISBN 0-309-06528-3 (casebound)
1.  Education—United States—Finance. 2.  Educational

productivity—United States. 3.  Educational equalization—United
States. 4.  Educational change—United States.  I. Ladd, Helen F. II.
Hansen, Janet S. III. National Research Council (U.S.). Committee on
Education Finance.

LB2825+
379.1′1′0973—dc21

                                                             99-050424

Suggested citation:
National Research Council (1999).  Making Money Matter:  Financing America’s Schools. Commit-
tee on Education Finance, Helen F. Ladd and Janet S. Hansen, editors.  Commission on Behavioral
and Social Sciences and Education.   Washington, DC:  National Academy Press.

Additional copies of this volume are available from:
National Academy Press
2101 Constitution Avenue N.W.
Washington, D.C.  20418
Call 800-624-6242 or 202-334-3313 (in the Washington Metropolitan Area).

This volume is also available on line at http://www.nap.edu

Printed in the United States of America
Copyright 1999 by the National Academy of Sciences.  All rights reserved.

Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


The National Academy of Sciences is a private, nonprofit, self-perpetuating society of
distinguished scholars engaged in scientific and engineering research, dedicated to the
furtherance of science and technology and to their use for the general welfare.  Upon the
authority of the charter granted to it by the Congress in 1863, the Academy has a mandate
that requires it to advise the federal government on scientific and technical matters.  Dr.
Bruce M. Alberts is president of the National Academy of Sciences.

The National Academy of Engineering was established in 1964, under the charter of the
National Academy of Sciences, as a parallel organization of outstanding engineers.  It is
autonomous in its administration and in the selection of its members, sharing with the
National Academy of Sciences the responsibility for advising the federal government.
The National Academy of Engineering also sponsors engineering programs aimed at
meeting national needs, encourages education and research, and recognizes the superior
achievements of engineers.  Dr. William A. Wulf is president of the National Academy of
Engineering.

The Institute of Medicine was established in 1970 by the National Academy of Sciences
to secure the services of eminent members of appropriate professions in the examination
of policy matters pertaining to the health of the public.  The Institute acts under the
responsibility given to the National Academy of Sciences by its congressional charter to
be an adviser to the federal government and, upon its own initiative, to identify issues of
medical care, research, and education.  Dr. Kenneth I. Shine is president of the Institute of
Medicine.

The National Research Council was organized by the National Academy of Sciences in
1916 to associate the broad community of science and technology with the Academy’s
purposes of furthering knowledge and advising the federal government.  Functioning in
accordance with general policies determined by the Academy, the Council has become the
principal operating agency of both the National Academy of Sciences and the National
Academy of Engineering in providing services to the government, the public, and the
scientific and engineering communities.  The Council is administered jointly by both
Academies and the Institute of Medicine.  Dr. Bruce M. Alberts and Dr. William A. Wulf
are chairman and vice chairman, respectively, of the National Research Council.

National Academy of Sciences
National Academy of Engineering
Institute of Medicine
National Research Council

Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


COMMITTEE ON EDUCATION FINANCE

HELEN F. LADD (Cochair), Terry Sanford Institute of Public Policy, Duke
University

THOMAS SOBOL (Cochair), Teachers College, Columbia University
ROBERT BERNE, Vice President for Academic Development, New York

University
DENNIS N. EPPLE, Graduate School of Industrial Administration, Carnegie

Mellon University
SUSAN H. FUHRMAN, Graduate School of Education, University of

Pennsylvania
EDMUND W. GORDON, Department of Psychology, Yale University

(emeritus)
JAMES W. GUTHRIE, Peabody College, Vanderbilt University
STEPHEN P. KLEIN, RAND, Santa Monica, California
DIANA LAM, Providence Public School District, Providence, Rhode Island
LAURENCE E. LYNN, JR., School of Social Service Administration and

Harris Graduate School of Public Policy Studies, University of Chicago
GARY NATRIELLO, Teachers College, Columbia University
ALLAN R. ODDEN, School of Education, University of Wisconsin-Madison
TED SANDERS, President, Southern Illinois University
ROBERT M. SCHWAB, Department of Economics, University of Maryland-

College Park
KENNETH A. STRIKE, Department of Education, College of Agriculture and

Life Sciences, Cornell University
STEPHEN D. SUGARMAN, School of Law, University of California at

Berkeley
JOAN E. TALBERT, School of Education, Stanford University
AMY STUART WELLS, Graduate School of Education and Information

Studies, University of California, Los Angeles

JANET S. HANSEN, Study Director
ROSEMARY CHALK, Senior Program Officer
NEAL D. FINKELSTEIN, Senior Program Officer
ANNE MARIE FINN, Research Associate
THOMAS A. HUSTED, Senior Consultant
PAUL A. MINORINI, Senior Consultant
NATHANIEL TIPTON, Senior Project Assistant

iv

Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


PANEL ON SPECIAL EDUCATION FINANCE

DAVID W. BRENEMAN (Chair), Curry School of Education, University of
Virginia

MARY-BETH FAFARD, Northeast and Island Regional Educational
Laboratory, Brown University

MARGARET E. GOERTZ, Consortium for Policy Research in Education,
University of Pennsylvania

MARGARET J. McLAUGHLIN, Institute for the Study of Exceptional
Children and Youth, University of Maryland

THOMAS B. PARRISH, Center for Special Education Finance, American
Institutes for Research, Palo Alto, California

v

Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


Acknowledgments

Many people contributed in important ways to the completion of this report;
and we are most grateful for their efforts.  First, we appreciate the support pro-
vided by the study’s sponsor, the U.S. Department of Education, and the indi-
viduals within the Office of Education Research and Improvement with whom
we worked during the project:  Kent McGuire, assistant secretary, James Fox, and
Duc-Le To.

The committee was assisted in its review of the voluminous literature related
to education finance by a number of individuals who prepared background pa-
pers.  We previously published eight of these papers related to issues in equity
and adequacy.1  Authors (who were not also committee or staff members) in-
cluded Melissa C. Carr, William D. Duncombe, William N. Evans, Margaret E.
Goertz, Sheila E. Murray,  Richard Rothstein, Leanna Stiefel, and John M. Yinger.
These papers, plus the comments of reviewers selected by the National Research
Council (NRC) in accordance with its report review procedures, were extremely
helpful in preparing the analysis in this report.  We again thank the reviewers of
the previous volume:  John Augenblick, Dominic Brewer, William Buss, David
Figlio, Eric Hanushek, David Monk, Richard Murnane, Lawrence Picus, Andrew
Reschovsky, Julie Underwood, and Arthur Wise.

Unpublished background papers that also greatly assisted us in our work
were prepared by Ronald Fisher, Kenneth Godwin, Laura Hamilton, Jane

1National Research Council, Equity and Adequacy in Education Finance:  Issues and Perspec-
tives, Committee on Education Finance. Washington, DC:  National Academy Press, 1999.

vii

Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


viii ACKNOWLEDGMENTS

Hannaway, Jennifer Hochschild, Jack Jennings, Frank Kemerer, Therese
McGuire, Michele McLaughlin, and Cecilia Rouse.

In addition to the many scholars whose written work informed our delibera-
tions and is acknowledged in the report’s reference list, many individuals met
with us to extend our understanding of specific issues.

A technical panel on special education, set up by the committee, met four
times over a year to review the particular issues involved in financing education
for students with disabilities.  We thank panel chair David Breneman and mem-
bers Mary-Beth Fafard, Margaret E. Goertz, Margaret J. McLaughlin, and Tho-
mas B. Parrish for their hard work and excellent analysis.

We also benefited from the advice of 23 researchers and practitioners who
joined us for a one-day workshop to discuss data needs related to education
finance.  Participants included John Augenblick, Dominic Brewer, Jay Cham-
bers, Matthew Cohen, Thomas Downes, Jerry Fastrup, David Figlio, Pascal
Forgione, William Fowler, Jr., Michael Garet, David Grissmer, Nancy Heiligman,
Linda Hertert, Philip Kaufman, David Monk, Martin Orland, Lauri Peternick,
Lawrence Picus, Paul Planchon, Richard Rothstein, Leanna Steifel, Duc-Le To,
and Eugenia Toma. In addition, William Clune, Ronald Ferguson, Christopher
Jencks, and William Taylor joined the committee to discuss issues of adequacy
and equity and student achievement.

The report was reviewed in draft form by individuals chosen for their diverse
perspectives and technical expertise, in accordance with procedures approved by
the NRC’s Report Review Committee.  The purpose of this independent review is
to provide candid and critical comments that will assist the institution in making
the published report as sound as possible and to ensure that the report meets
institutional standards for objectivity, evidence, and responsiveness to the study
charge.  The review comments and draft manuscript remain confidential to pro-
tect the integrity of the deliberative process.

We wish to thank the following individuals for their participation in the
review of this report:  Christopher Cross, Council for Basic Education, Washing-
ton, D.C.; William H. Danforth, Chairman, Board of Trustees, Washington Uni-
versity, St. Louis; G. Alfred Hess, Jr., School of Education and Social Policy,
Northwestern University; Caroline Hoxby, Department of Economics, Harvard
University; James A. Kelley, National Board for Professional Teaching Stan-
dards, Southfield, Michigan; Cora Marrett, Vice Chancellor for Academic Af-
fairs and Provost, University of Massachusetts, Amherst; David H. Monk, Dean
of the College of Education, Pennsylvania State University; Anita A. Summers,
Wharton School, University of Pennsylvania; David Tyack, School of Education,
Stanford University; and James H. Wyckoff, Rockefeller College of Public Af-
fairs and Policy, University at Albany, New York.

Although the individuals listed above have provided constructive comments
and suggestions, it must be emphasized that responsibility for the final content of
this report rests entirely with the authoring committee and the institution.

Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


ACKNOWLEDGMENTS ix

Finally, we wish to express our appreciation for the efforts of the staff at the
NRC in supporting the committee’s deliberations and in preparing this report for
publication.  Alexandra Wigdor, director of the Division on Education, Labor,
and Human Performance, provided valuable guidance throughout the project.
Rosemary Chalk served as staff for the technical panel on special education as
well as chief editor of the previously published volume of papers on education
equity and adequacy.  Neal Finkelstein, Thomas Husted, and Paul Minorini pro-
vided analytical support on school finance, economic, and legal issues, respec-
tively.  Anne Marie Finn brought her incomparable organizational skills to the
important tasks of organizing and managing the project library, preparing brief-
ing notes for the committee, checking the accuracy of facts and references in the
report, and overseeing final preparation of the manuscript for publication.  Sharon
Vandivere and later Nat Tipton provided administrative support for the commit-
tee, both in arranging its meetings and in preparing this and the earlier published
volume.  The report also benefited from the editorial attention of Christine
McShane.  The committee extends its sincere thanks and appreciation to all those
who assisted us in our work.

Helen F. Ladd, Cochair
Thomas Sobol, Cochair
Janet S. Hansen, Study Director
Committee on Education Finance

Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


Contents

EXECUTIVE SUMMARY 1
The Committee’s Charge and Approach, 4
Fairness and Productivity in School Finance, 6
Strategies for Meeting the Goals, 7

PART I
INTRODUCTION 13

1 INTRODUCTION 15
Charge to the Committee, 16
Shifting Expectations of School Finance, 17
Education, Values, and the Role of Expertise, 22
Overview of the Report, 25

2 SETTING THE STAGE 26
Roles and Responsibilities in American Education, 26
Goal 1:  Facilitating Higher Levels of Achievement for

All Students in a Cost-Efficient Manner, 34
Goal 2:  Breaking the Nexus Between Student Background

Characteristics and Student Achievement, 44
Goal 3:  Raising Revenues Fairly and Efficiently, 53
Strategies for Meeting the Goals, 61

xi

Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


xii CONTENTS

PART II
FAIRNESS AND PRODUCTIVITY IN SCHOOL FINANCE 65

3 EQUITY I—SPENDING ON SCHOOLS 67
The Meaning of Equity, 69
Pursuing Finance Equity Through the Courts, 71
Other Approaches to Spending Equity, 81
Reform and Spending Inequities, 89
Equity at the Dawn of the New Century, 98

4 EQUITY II—THE ADEQUACY OF EDUCATION 101
Possible Meanings of Adequacy, 102
The Shift Toward Adequacy, 107
State Responses to the Adequacy Movement, 110
Conceptual and Technical Challenges, 112
Promises and Pitfalls, 131

5 IMPROVING THE PRODUCTIVITY OF SCHOOLS 134
Defining and Measuring Productivity, 135
Understanding Educational Productivity, 138
Using Finance-Related Strategies to Improve School Performance, 161

PART III
STRATEGIES FOR MEETING THE GOALS 163

6 ACHIEVING GOAL 1:  PROMOTING HIGHER
ACHIEVEMENT IN A COST-EFFICIENT WAY 165
Reducing Funding Inequities and Inadequacies, 165
Investing in Capacity, 167
Changing Incentives to Make Performance Count, 176
Empowering Schools or Parents or Both to Make Decisions

About the Use of Public Funds, 183
Conclusions, 195

7 ACHIEVING GOAL 2:  BREAKING THE NEXUS 196
Reducing Funding Inequities and Inadequacies, 196
Investing in Capacity, 202
Changing Incentives to Make Performance Count, 214
Empowering Schools or Parents or Both to Make Decisions

About the Use of Public Funds, 227

Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


CONTENTS xiii

8 ACHIEVING GOAL 3:  RAISING REVENUE FAIRLY
AND EFFICIENTLY 232
Evaluation of the Property Tax, 233
Should the Mix of Local Taxes Be Changed?, 239
Would State Taxes Be Better?, 243
Should States Play a Bigger Role in Revenue Raising?, 247
Should a Greater Share of Funding for Education Come

from the Federal Government?, 258
Conclusion, 261

9 CONCLUSION 263
Balancing Values, 263
Focusing on Adequacy, 264
Promoting Fair Spending and Revenue Raising, 265
Making Money Matter More, 267
New Research Initiatives for Urban Areas, 267

REFERENCES 276

APPENDIXES

A Data Needs 315

B Biographical Sketches 326

INDEX 335

Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


M A K I N G  
M O N E Y  
M A T T E R

Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


1

Executive Summary

A national desire to ensure that all children learn and achieve to high stan-
dards now poses fundamental challenges to almost every facet of business as
usual in American education.  Policy makers and educators are searching for
better ways to provide today’s schoolchildren with the knowledge and skills they
will need to function effectively as citizens and workers in a future society that
promises to be increasingly complex and globally interconnected.  A key compo-
nent of this quest involves school finance and decisions about how the $300
billion the United States spends annually on public elementary and secondary
education can most effectively be raised and used.

A new emphasis on raising achievement for all students poses an important
but daunting challenge for policy makers:  how to harness the education finance
system to this objective.  This challenge is important because it aims to link
finance directly to the purposes of education.  It is daunting because making
money matter in this way means that school finance decisions must become
intertwined with an unprecedented ambition for the nation’s schools:  never
before has the nation set for itself the goal of educating all children to high
standards.

This report argues that money can and must be made to matter more than in
the past if the nation is to reach its ambitious goal of improving achievement for
all students.  There are, however, no easy solutions to this challenge, because
values are in conflict, conditions vary widely from place to place, and knowledge
about the link between resources and learning is incomplete.  Moreover, without
societal attention to wider inequalities in social and economic opportunities, it is
unrealistic to expect that schools alone, no matter how much money they receive
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2 MAKING MONEY MATTER

or how well they use it, will be able to overcome serious disadvantages that affect
the capacity of many children to gain full benefit from what education has to
offer.

❖ Taking full account of conflicting values, wide variation in educa-
tional contexts, and strengths and limitations of existing knowledge, the Com-
mittee on Education Finance concludes that money can and should be used
more effectively than it traditionally has been to make a difference in U.S.
schools.  To promote the achievement of a fair and productive educational
system, finance decisions should be explicitly aligned with broad educational
goals.   In the past, finance policy focused primarily on availability of revenues or
disparities in spending, and decisions were made independently of efforts to
improve the educational system’s performance.  Although school finance policy
must not ignore the continuing facts of revenue needs and spending disparities, it
also should be a key component of education strategies designed to foster higher
levels of learning for all students and to reduce the nexus between student achieve-
ment and family background.

❖ To this end, the emerging concept of funding adequacy, which moves
beyond the more traditional concepts of finance equity to focus attention on
the sufficiency of funding for desired educational outcomes, is an important
step.  The concept of adequacy is useful because it shifts the focus of finance
policy from revenue inputs to spending and educational outcomes and forces
discussion of how much money is needed to achieve what ends.  It also could
drive the education system to become more productive by focusing attention on
the relationship between resources and outcomes.

❖ Applying an adequacy standard to school finance is at present an art,
not a science.  Misuse of the concept can be minimized if adequacy-based
policies are implemented with appropriate recognition of the need for policy
judgments and of the incomplete knowledge about the costs of an adequate
education.  Efforts to define and measure adequate funding are in their infancy.
A number of technical challenges remain, including the determination of how
much more it costs to educate children from disadvantaged backgrounds than
those from more privileged circumstances.  Beyond these, some fundamental
questions about educational adequacy (such as how broad and how high the
standards should be) are ultimately value judgments and are not strictly technical
or mechanical issues.  A key danger is that political pressures may result in
specifying adequacy at so low a level as to trivialize the concept as a meaningful
criterion in setting finance policy, or at so high a level that it encourages unnec-
essary spending.  Another is that policy makers will fail to account for the higher
costs of educating disadvantaged students.
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EXECUTIVE SUMMARY 3

❖ Making money matter more requires more than adequate funding.  It
also requires additional finance strategies, such as investing in the capacity
of the education system, altering incentives to ensure that performance
counts, and empowering schools or parents or both to make decisions about
the uses of public funds.  For money to matter more, it must be used in ways that
ensure that schools will have the capacity to teach all students to higher standards
as well as the incentive to do so.  Policy options involve choices among indi-
vidual finance strategies and combinations of strategies; policy decisions will
depend partially on philosophical outlook but can also be informed by careful
attention to evidence from research and practice.  Attention to context is impor-
tant as well, as educational and political conditions diverge widely from place to
place and individual policy options will often vary in effectiveness depending on
local circumstances.

❖ Educational challenges facing districts and schools serving concen-
trations of disadvantaged students are particularly intense, and social sci-
ence research provides few definitive answers about how to improve educa-
tional outcomes for these youngsters.  While pockets of poverty and
disadvantage can be found in all types of communities, the perceived crisis in
urban education is especially worrisome.  Ongoing reform efforts should be
encouraged and evaluated for effectiveness.  At the same time, systematic inquiry
is needed into a range of more comprehensive and aggressive reforms in urban
schools.  Piecemeal reform efforts in the past have not generated clear gains in
achievement, and generations of at-risk schoolchildren have remained poorly
served by public education.  Because the benefits of systematic inquiry will
extend beyond any one district or state, the federal government should bear
primary responsibility for initiating and evaluating bold strategies for improving
education for at-risk students.

❖ Improving the American system of education finance is complicated
by deeply rooted differences in values about education, the role of parents in
guiding the development of their children, and the role of individuals and
governments in a democratic society.  In addition, there are serious short-
comings in knowledge about exactly how to improve learning for all stu-
dents.  Education policy cannot ignore these facts.  Instead, the challenges
are to balance differing values in a thoughtful and informed manner and
continuously to pursue bold, systematic, and rigorous inquiry to improve
understanding about how to make money matter more in achieving educa-
tional goals.  The committee is convinced that these challenges can be met and
that the nation can improve the way it raises and spends money so that finance
decisions contribute more directly to making American education fair and effec-
tive.
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4 MAKING MONEY MATTER

THE COMMITTEE’S CHARGE AND APPROACH

The Committee on Education Finance was established under a congressional
mandate to the U.S. Department of Education to contract with the National Acad-
emy of Sciences for a study of school finance.  In fleshing out the brief mandate
assigned from Congress, the department charged the committee to evaluate the
theory and practice of financing elementary and secondary education by federal,
state, and local governments in the United States.  The key question posed to the
committee was:  How can education finance systems be designed to ensure that
all students achieve high levels of learning and that education funds are raised
and used in the most efficient and effective manner possible?  In carrying out its
study, the committee was further charged to give particular attention to issues of
educational equity, adequacy, and productivity.

The committee translated these key questions into three goals for education
finance systems.  This translation provided objectives against which to evaluate
the performance of existing arrangements and the likely effects of proposed
changes:

Goal 1:  education finance systems should facilitate a substantially higher
level of achievement for all students, while using resources in a
cost-efficient manner.

Goal 2: education finance systems should facilitate efforts to break the
nexus between student background characteristics and student
achievement.

Goal 3:  education finance systems should generate revenue in a fair and
efficient manner.

Finance policy and practice, especially now that they are being linked to the
nation’s highest ambitions for schools, touch on virtually all facets of education.
Inevitably, therefore, finance is controversial; education policy is one of the most
contentious items on the public policy agenda because it is deeply enmeshed in
competing public values.  Widespread support for equality of educational oppor-
tunity masks disagreement over the extent to which high levels of fiscal equality
among students or between school districts is required and over the extent to
which it is appropriate for parents to spend some of their resources to benefit their
own children in preference to others.  The division of powers in U.S. government
and a traditional emphasis on local control make changes in the dispersion of
responsibilities for raising and spending education dollars difficult and slow.
Americans’ deep belief in the value of efficiency becomes complicated to act on
when it encounters limited knowledge about what efficient solutions are in edu-
cation, disagreements about what the ends of education should be, and belief that
the educational system should be democratically governed and responsive to a
variety of local, state, and national needs and views.  It is thus hard for schools to
be both democratic institutions and to have the focused and durable goals that are
viewed by some as necessary for an efficient system.
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EXECUTIVE SUMMARY 5

Education policy in general and finance policy more specifically raise diffi-
cult questions that require both moral wisdom and empirical research.  Experts,
such as the members of the Committee on Education Finance, can contribute to
policy making by examining evidence and by rationally and objectively clarify-
ing the values and objectives at stake.  They cannot resolve all disagreements, but
they can render some views more reasonable and others less so.

The committee’s inquiry into education finance takes place against the back-
drop of a highly decentralized and diverse system of U.S. education that makes
description and generalization difficult.  The existing finance system is broadly
characterized by delegation of significant responsibility for education to the local
level, by an average division of funding responsibilities roughly even between
state and local governments (with the federal government providing only about 7
percent of education revenues available to schools), and by great variation from
place to place in the funds available for education and the level of government
that provides them.  Education is not mentioned in the federal Constitution and
therefore has been viewed as a power reserved to the states, most of whose
constitutions specify the provision of education as a key state obligation.

Another backdrop for the committee’s deliberations is its assessment of the
current condition of education as it relates to the three goals.  Regarding goal 1—
promoting higher achievement for all students—and goal 2—reducing the nexus
between student achievement and family background—the committee concluded
that although schools are not failing as badly as some people charge, they are not
sufficiently challenging all students to achieve high levels of learning and are
poorly serving many of the nation’s most disadvantaged children.  The continu-
ing correlation between measures of student achievement and student background
characteristics, such as ethnic status and household income, looms ever more
serious as global economic changes have increasingly tied the economic well-
being of individuals to their educational attainment and achievement.  Particu-
larly troublesome is the perceived crisis in education in many big-city school
systems, a condition that has concerned policy makers since the 1960s but has
been too often stubbornly resistant to improvement.

Regarding goal 3—raising revenue fairly and efficiently—the United States
is unique in its heavy reliance on revenue raising by local school districts, the
extensive use of the local property tax, and the small federal role.  Despite
significant amounts of state financial assistance to local school districts, spending
levels vary greatly among districts within states and also across states, a situation
that many people believe is unfair.  Moreover, the local property tax is not always
administered equitably and may generate a greater burden on taxpayers with low
income than on those with high income.  Efforts to increase fairness, however,
must be balanced by sensitivity to possible effects on the efficiency with which
funds are raised.
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FAIRNESS AND PRODUCTIVITY IN SCHOOL FINANCE

Fairness in the distribution of education dollars has long been an objective of
school finance reformers, but one that has frequently been thwarted by the politi-
cal realities of an education system that allocates much of the responsibility for
funding and operating schools to local governments.  Concern about how funding
policies and practices affect the performance of schools is a more recent develop-
ment, but one that is becoming ever more central to school finance decision
making.

In the aftermath of Brown v. Board of Education, 347 U.S. 483 (1954), the
United States awoke from its historical indifference to the problem of unequal
educational opportunities and began to address them.  Beginning about 1970, the
nation entered a notably vigorous period of school finance reform aimed at mak-
ing the distribution of education dollars more fair.  Litigants in a number of states
succeeded in having state finance systems overturned in court on the grounds that
they violated state constitutional equal protection provisions or education clauses.
In the wake of these court decisions, virtually all states, whether under court
order or not, substantially changed their finance systems.  State and federal
governments also created a number of categorical programs directing resources
to students with special education needs and to some extent compensating for
funding inequities at the local level.

Despite these changes, U.S. education continues to be characterized by large
disparities in educational spending.  While within-state funding disparities de-
creased in some states, especially those subject to court-mandated reform, large
disparities persist.  Moreover, disparities continue to mirror the economic cir-
cumstances of district residents; districts with lower-income residents spend less
than districts whose residents have higher incomes.  In some districts, this pattern
is repeated in school-to-school spending differences.  Nationwide, over half of
the disparity in district per-pupil spending is the result of differences in spending
between states rather than within states.

Particularly in the last decade, the concept of fairness as it applies to school
finance has taken on a new emphasis, spawning another round of litigation and
reform.  The pursuit of fairness has moved beyond a focus on the relative distri-
bution of educational inputs to embrace the idea of educational adequacy as the
standard to which school finance systems should be held.

Despite the success of adequacy arguments in several prominent school fi-
nance court decisions, there is as yet no consensus on its meaning and only
limited understanding about what would be required to achieve it.  Adequacy is
an evolving concept, and major conceptual and technical challenges remain to be
overcome if school finance is to be held to an adequacy standard.  Earlier con-
cepts of equity posed similar challenges in their infancy, although over time
much progress was made in defining and measuring them.  Similar progress may
be expected here.  In the meantime, awareness of the shortcomings in current
understanding of adequacy is important for all who would use the concept in
either policy making or in research.
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In part, efforts to use finance policies to achieve educational adequacy de-
pend centrally on understanding how to translate dollars into student achieve-
ment.  In fact, however, knowledge about improving productivity in education is
weak and contested.  The concept itself is elusive and difficult to measure.  There
is as yet no generally accepted theory to guide finance reforms.  Instead multiple
theories, each of which is incomplete, compete for attention.  Empirical studies
seeking to determine the best ways to direct resources to improve school perfor-
mance have produced inconsistent findings.

Equality of Educational Opportunity, the famous study of the mid-1960s
known as the Coleman Report, found that, after family background factors were
statistically controlled, school resource variation did not explain differences in
student achievement.  The Coleman report ushered in decades of productivity
research attempting to understand (and perhaps discredit) that counterintuitive
result.  For many years, the inability of researchers to speak consistently on how
to improve schools has frustrated scientists and policy makers alike.  While there
is still a great deal of uncertainty about how to make schools better or how to
deploy resources effectively, the committee’s review of the last several decades
of research and policy development on educational productivity makes us more
optimistic than our predecessors regarding the prospects for making informed
school finance choices.  Thirty years’ worth of insights have generated a host of
ideas about how to use school finance to improve school performance, and re-
searchers have learned to ask better questions and to use improved research
designs that yield more trustworthy findings.  Knowledge is growing and will
continue to grow.  One major implication of this fact for school finance is that
good policy will reflect both the best knowledge available to date and the need to
continue experimenting and evolving as new knowledge emerges.

Even while understanding is becoming more sophisticated, knowledge about
how to improve educational productivity will always be contingent and tenta-
tive, in part because the characteristics and needs of key actors—the students—
differ greatly from place to place.  Therefore, solutions to the challenge of
improving school performance are unlikely ever to apply to all schools and
students in all times and places.  Policy makers and the public will have to
consider evidence and analysis about the strengths and weaknesses of strategies
for change as they also weigh differing values about what Americans want their
schools to be and to do.

STRATEGIES FOR MEETING THE GOALS

Four generic strategies can be used to make money matter more for U.S.
schools and to propel the education system in desirable directions:

• Reduce funding inequities and inadequacies;
• Invest more resources (either new or reallocated from other uses) in de-

veloping capacity;
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8 MAKING MONEY MATTER

• Alter incentives to make performance count (within the existing gover-
nance structure); and

• Empower schools and parents to make decisions about the use of public
funds (thereby altering governance and management relationships).

Reducing funding inequities and inadequacies includes options such as re-
ducing disparities in funding across schools, districts, or states; ensuring that all
schools or districts have funding sufficient to provide an adequate level of educa-
tion to the students they serve; and raising revenue more fairly without neglecting
efficiency.  Investing more resources in developing capacity refers not only to the
capacity of the formal education system to provide services but also to the capac-
ity of students to learn.  Hence, it includes investments in inputs, such as teacher
quality and technology, and in programs, such as preschool for disadvantaged
students.  Altering incentives embraces changes in incentives designed to operate
primarily within the existing system of school governance and includes policies
such as restructuring teacher salaries, use of school-based incentive programs,
and changes to the incentives built into financing formulas for students with
special needs.  Empowering schools and parents refers to policies that would
decentralize significant authority over the use of public funds, to schools in the
form of site-based management or charter schools, and to parents in the form of
significant additional parental choice over which schools (public and perhaps
private as well) their children will attend.

In reality, policy makers do not and should not consider strategies in isola-
tion.  Finance policies ought to reflect the interrelatedness of the various facets of
the finance system and the possibility that complementary changes may be re-
quired for reform to be successful.  Indeed, some visions of overall education
reform explicitly call for a set of intertwined finance strategies.

Our decision to examine the strategies separately is useful for analytical
purposes, but it also reflects the important fact that strategies can be combined in
different ways.  It is important to emphasize, however, that not all strategies are
compatible.  For example, a centrally (i.e., state or school district) managed
program of investment in capacity would not fit naturally with a program that
empowers parents and schools to make decisions about the kind of capacity in
which they wish to invest.

For each of the three goals for an education finance system, we evaluate a
variety of policy options employing these strategies and weigh the evidence on
how effective they are likely to be in helping meet the objectives.

Achieving Goal 1:
Promoting Higher Achievement for All Students in a Cost-Efficient Way

• Adequate funding (sufficient funding for efficiently operating schools to
generate higher achievement levels) is clearly essential for meeting goal 1.  Al-
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though we do not know how to identify this level with precision, it is important to
try.  But providing adequate funding by itself may do little to foster significant
improvements in overall student achievement.  Thus, while funding adequacy
may be a necessary part of any education reform effort—and is likely to be
especially crucial for districts or schools serving disproportionate numbers of
disadvantaged students—it is at most part of an overall program for increasing
student achievement in a cost-efficient way.

• Teaching all students to higher standards makes unprecedented demands
on teachers and requires changes in traditional approaches to teacher training and
retraining.  In addition to nonfinance policies for investing in the capacity of
teachers (e.g., reforming teacher preparation and licensing), finance options might
include raising teacher salaries and investing in the professional development of
teachers once they are on the job.  Given schools’ need to hire 2 million new
teachers over the coming decade, raising salaries—especially for new hires—
may be needed to ensure sufficient numbers of qualified people in classrooms.
Professional development that is aligned with curriculum reform and teaching
objectives offers the promise of changing teaching practice in ways likely to
improve student performance.  But neither approach is likely to be effective in
achieving goal 1 unless it is aligned with appropriate incentives throughout the
education system to make performance count.

• Altering incentives responds to the fact that the school finance system
historically has operated almost in isolation from educational performance, in
that educational goals and desired outcomes have seldom been reflected in pay
for teachers and budgets for schools.  Traditional teacher salary schedules pro-
vide higher pay for experience and postgraduate degrees, neither of which ap-
pears to be systematically linked with student achievement.  Skill and
knowledge-based pay shows greater promise for making teachers more effective
in the classroom but remains to be tested.  School-based accountability and
incentive systems are increasingly popular and seem to contribute to desired
student outcomes.  To be fully effective, however, they require adequate funding
for schools and attention to capacity building.

• Empowering schools or parents to make decisions about public funds (via
enhanced site-based management, charter schools or contract schools, or vouch-
ers, for example) has been justified as a strategy for improving student achieve-
ment in a cost-efficient way based on a variety of different arguments:  some
contend that local control will enhance innovation at the school level; some
believe that schools with a strong sense of community perform better; and some
believe that the introduction of competition and the possibility of losing students
(and their associated funding) will encourage schools to be more productive than
under the current monopoly situation.  Although positive effects for children
using vouchers have been reported from several sites where vouchers have been
tried, the small scale of current programs leaves many important questions unan-
swered.
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Achieving Goal 2:
Reducing the Nexus Between Student Achievement and

 Family Background Characteristics

• As money is made to matter more in education, funding disparities will
become increasingly worrisome, because their effects on achievement will be
magnified to the detriment of children in underfunded schools, many of whom
are likely to be from disadvantaged backgrounds.  The new focus on funding
adequacy has the potential to help disadvantaged students, but it will do so only
to the extent that school funding formulas are appropriately adjusted for the
additional costs of educating youngsters from disadvantaged backgrounds.

• Achieving goal 2 will also require attention to increasing both the capac-
ity of children to learn and of schools to teach.  Children raised in economically
and socially impoverished environments or suffering from physical disabilities
often come to school less ready to learn than their more advantaged counterparts.
Schools must deal with these problems, even though they alone will not be able to
solve them.  A strong consensus has emerged among policy makers, practitio-
ners, and researchers about the importance of increasing investments in the ca-
pacity of at-risk children to learn, by focusing on the school-readiness of very
young children and by linking education to other social services, so that the broad
range of educational, social, and physical needs that affect learning are addressed.
Programs providing early childhood interventions and school-community link-
ages give evidence of both promise and problems, suggesting that there is still
much to learn about making these investments effectively.

• That more investment is needed in the capacity of schools to educate
concentrations of disadvantaged students would seem to be obvious given the
dismal academic performance of many of these students, but as yet we have only
incomplete answers to the question of which types of investments are likely to be
the most productive and how to structure them to make them effective.  The
quality of teachers is likely to be a key component; reducing class size might help
under certain conditions; whole-school restructuring may have significant poten-
tial; and the dilapidated state of school buildings in many older urban areas
suggests that reform of facilities financing must also be attended to.  Again, the
effectiveness of any individual policy change may depend on how it is linked to
an interconnected set of strategies for improving school performance, and some
critics question whether these most troubled of U.S. schools can be reformed
through strategic investments and related strategies, or whether they require much
more fundamental structural change, such as might be brought about by a voucher
program.

• Most federal and some state aid flows to schools via categorical programs
tied to the special needs of certain groups of disadvantaged students.  Title I
compensatory education grants and special education funding are the chief ex-
amples.  Questions have been raised about the extent to which the incentives
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deliberately or inadvertently created by categorical programs serve educationally
desirable purposes and whether and to what extent it continues to be appropriate
to treat children with special needs separately in an educational system increas-
ingly oriented toward fostering higher levels of learning for all students.  Our
findings suggest that previously defined sharp distinctions between students with
special educational needs and other students have compromised educational ef-
fectiveness and that current efforts to move toward more integrated school pro-
grams should be facilitated by the finance system.

• Arguments for dramatic changes in school governance (by empowering
schools or parents to make decisions about public funds) may be more compel-
ling in urban areas with large numbers of disadvantaged students than in the
educational system in general for a number of reasons.  The size of many urban
districts and the continuing fact of racial and economic segregation offer many
urban residents much less choice over where and how to educate their children
than suburban residents have.  Moreover, urban residents have arguably ben-
efited least from prior school reforms.  Some economic models suggest that,
among choice options, charter schools and vouchers, rather than interdistrict and
intradistrict choice programs, are the approaches most worthy of further explora-
tion as vehicles for improving poor-performing schools.  At present, however,
little is known about the effects of either.  Extensive evaluation is needed of the
many charter efforts currently under way.  Vouchers, both publicly and privately
funded, are being tried in a number of cities, but the existing small-scale efforts
are unlikely to provide adequate information to assuage the concerns of those
who question the need for so dramatic a break with traditional school finance
policies.

Achieving Goal 3:
Raising Revenue Fairly and Efficiently

• Shifting away from local revenue raising to greater reliance on state rev-
enues and/or increasing significantly the federal role in revenue provision for
elementary and secondary education would foster the goal of raising revenues
fairly.  Both, however, have to be considered in light of trade-offs and com-
plementarities with the other two goals of a good financing system and with
attention to maintaining some local control over managerial decisions.

• A larger federal role in providing education revenues could be justified
either on the grounds that is fair and appropriate for the federal government to
take responsibility for disproportionate needs of students who are poor, who have
disabilities, or are otherwise educationally disadvantaged, or on the grounds of
ensuring that all states can provide adequate education funding.  Fully funding
federal compensatory education programs would be consistent with past federal
policy and is likely to be the more politically viable of the two approaches.  The
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alternative of a new federal foundation aid program based on an adequacy justi-
fication would entail a significant change in federal policy and would raise many
of the same analytical, conceptual, and political issues that arise in the formula-
tion of adequacy programs at the state level.

Finally, the report draws attention to the nation’s need for better and more
focused education research to help strengthen schools and bring about substantial
improvements in student learning.  Acknowledging the especially challenging
conditions facing many big-city educators, the committee proposes three new
substantial research initiatives in urban areas (without specifying the priority
among them):  (1) an experiment on capacity-building that would tackle the
challenges of developing and retaining well-prepared teachers; (2) systematic
experimentation with incentives designed to motivate higher performance by
teachers and schools; and (3) a large and ambitious school voucher experiment,
including the participation of private schools.  Meeting the nation’s education
goals will depend in part on continuously and systematically seeking better knowl-
edge about how to improve educational outcomes, through new research initia-
tives such as these along with more extensive evaluation of the many reform
efforts already under way.
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1

Introduction

In 1994 the United States Congress adopted legislation declaring that “all
students can learn and achieve to high standards and must realize their potential if
the United States is to prosper” (Goals 2000:  Educate America Act, P.L. 103-
227, Section 301(1)).  Enactment of this legislation marked the culmination of an
extraordinary set of events that began with the first-ever education summit be-
tween the president and the governors of the nation’s states and territories in
1989.  For the first time, federal and state leaders joined together to establish
common goals for the improvement of American elementary and secondary
schools.

Ensuring that all students learn and achieve to high standards has posed
fundamental challenges to almost every aspect of business as usual in American
education.  From curriculum reform and the development of national and state
standards for learning to the management structures of individual schools and
school districts, traditional ways of organizing and delivering education are being
questioned and changed.  Policy makers and educators are urgently searching for
better ways to provide today’s schoolchildren with the knowledge and skills they
will need to function effectively as citizens and workers in a future that promises
to be increasingly complex and globally interconnected.

A key component of this quest centers on money.  The nation spends roughly
$300 billion annually on public elementary and secondary education, the second-
largest target of governmental expenditures after national defense.  If schools are
to meet the nation’s high expectations of them, it is imperative that this huge
financial resource be invested well.

How best to raise and spend money for education is a difficult and conten-
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tious question, one that bedevils policy makers at all governmental levels.  Al-
though the federal government is a junior partner to states and local jurisdictions
in financing education, Congress, too, becomes caught up in the complex issues
involved each time it considers funding decisions related to new and continuing
federal programs.  In late 1994, after passing Goals 2000 and then undertaking an
especially fractious debate in the course of authorizing the Improving America’s
Schools Act, Congress included in the appropriations bill for the U.S. Depart-
ments of Education, Labor, and Health and Human Services provision for a study
to be conducted by the National Academy of Sciences on education finance.

CHARGE TO THE COMMITTEE

In response to this request from Congress, the National Research Council
(the operating arm of the National Academy of Sciences and the National Acad-
emy of Engineering) established the Committee on Education Finance to carry
out a study under the auspices of the U.S. Department of Education.  In fleshing
out the brief mandate assigned from Congress, the department charged the com-
mittee to evaluate the theory and practice of financing elementary and secondary
education by federal, state, and local governments in the United States.

The key question posed to the committee was:  How can education finance
systems be designed to ensure that all students achieve high levels of learning and
that education funds are raised and used in the most efficient and effective man-
ner possible?  In answering this question, the committee was further charged to:

• give particular attention to issues of equity, adequacy, and productivity;
• be sensitive to the legal and constitutional context and constraints sur-

rounding school finance;
• examine the relationship between incentive structures and education re-

sources;
• clarify, to the extent it could, the relationships between expenditures and

performance;
• identify data needed to give policy makers a better understanding of re-

source allocations, expenditures, and outcomes; and
• consider developing funding models that would display policy options for

consideration by elected officials, educators, judges, and other interested
parties.

The committee translated this key question into three goals for education
finance systems, a translation that provides objectives against which to evaluate
the performance of existing arrangements and the likely effects of proposed
changes:
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Goal 1: education finance systems should facilitate a substantially
higher level of achievement for all students, while using re-
sources in a cost-efficient manner.

Goal 2: education finance systems should facilitate efforts to break the
nexus between student background characteristics and student
achievement.

Goal 3: education finance systems should generate revenues in a fair
and efficient manner.

The first two of these goals speak to different aspects of ensuring that all
students achieve high levels of learning.  The best way to explain these two
aspects is with reference to the current distribution of students along some spec-
trum of achievement.  Goal 1 says that as a nation we are dissatisfied with the
existing level of achievement and that we want all students to do better.  In other
words, we want the entire distribution to shift upward.  At the same time, goal 1
acknowledges that raising student achievement is not just (or even necessarily) a
matter of increasing the amount of resources devoted to education but also of
ensuring that resources are used well and not wasted.  Goal 2 says that the nation
also is dissatisfied with the differences, or variance, in the distribution of student
achievement, especially because the differences are linked to background charac-
teristics like race and wealth that American society does not regard as legitimate
explanations for achievement gaps.

Goal 3 embraces the belief that in raising revenues for schools, as well as in
spending, school finance systems should operate fairly and efficiently.

SHIFTING EXPECTATIONS OF SCHOOL FINANCE

Goal 1 marks a crucial change in expectations about education finance poli-
cies.  In the past, finance focused mainly on how and at which levels of govern-
ment money to support public schools should be raised.  Most finance debates in
the 20th century have revolved around the extent to which state and later federal
aid should be used to overcome the fiscal disparities that have resulted from the
19th century’s dependence on local funding of education.

School finance in the 21st century faces a more important but more daunting
challenge:  how to harness the financing system to promote greater student
achievement.  This challenge is more important because it aims to link finance
directly to the purposes of education.  It is more daunting because in linking
finance with education’s purposes it becomes intertwined with an unprecedented
ambition:  never before has the nation set for itself the goal of educating all
children to high standards.

Despite the “intense faith in education—almost a secular religion” that
Americans have had and their belief that reforming the public schools would
improve not just education but society (Tyack and Cuban, 1995:1), it is only in
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the last quarter of the 20th century that we have truly set our sights on giving all
children—including the poor, all racial and ethnic groups, immigrants, those with
disabilities, and those who family and neighborhood circumstances pose serious
barriers to learning—the opportunity to reach high standards of learning.  On
some dimensions, the accomplishments of the public education in the 20th cen-
tury are impressive.  At the same time, the achievement of American students
appears mediocre by international standards and has not improved despite sig-
nificant increases in educational spending.  The nation’s past willingness to toler-
ate low levels of achievement for many students is no longer acceptable, given
the demands that a complex democratic society makes on the knowledge, skills,
understanding, and tolerance of its citizens.  Moreover, low achievement (whether
perceived or real) leaves schools open to attacks that threaten public confidence
in and support for public education.

The recent and amazingly vigorous and sustained period of educational re-
form, which has held the attention of policy makers, educators, and the public for
almost two decades, attests to the depth of the desire to improve education for all
students.  The successes, failures, and uncertain results of reform efforts, how-
ever, make it clear that educational change is slow (Elmore and McLaughlin,
1988; Tyack and Cuban, 1995) and its ultimate shape and outcome are still very
unclear.  Figuring out how to improve learning for all students is an evolving
story.  A key question about education finance is how to design it to evolve
alongside and in support of the work in progress of broader school reform.

Finance policies not only should address this new challenge but also should
face up to past challenges that have gone unmet.  The most compelling of these is
embraced in goal 2.  Almost a century after the first school finance reforms using
state aid to reduce fiscal disparities among local school districts, almost 50 years
after Brown v. Board of Education, 347 U.S. 483 (1954), made segregated schools
illegal, 35 years after the nation launched a “war on poverty” that made equaliz-
ing educational opportunities one of its main targets, 30 years after the first
successful court cases overturning state education financing policies that made
the educational resources available to children dependent on where they hap-
pened to live:  after all this time and effort, the United States still has an education
finance system supporting schools that in many places are separate and unequal.
Racial segregation between blacks and whites in metropolitan areas remains very
high, especially in older cities of the North and North Central regions (Jargowsky,
1997; Massey, 1998), thus consigning many black children to inner-city urban
schools that face enormous bureaucratic and political obstacles in addressing the
needs of their students.

Basic fairness compels attention to continuing inequities in American educa-
tion.  So does the fact that changes in the relationship between education and
work mean that it is no longer possible for the poorly educated to earn a living
wage (Jencks and Phillips, 1998; Murnane et al., 1995; Blank, 1997).  Finally,
social peace may be at stake, given the nation’s rapidly shifting racial and ethnic
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demographics.  The Bureau of the Census estimates that if recent demographic
trends continue, Asians, non-Hispanic blacks, Hispanics, and American Indians
together will approach 50 percent of the population by the year 2050 (Council of
Economic Advisers, 1998).  These changes are likely to place even more than the
usual strain on the challenge of “maintaining a humane, harmonious pluralistic
society” (Miller, 1995:xiii), making it increasingly important that justice seems
to be done and that we as a society take seriously failures to remedy the race-
based inequities of the past.

Schools face limits in breaking the nexus between student background char-
acteristics and student achievement.  Achievement is influenced not only by the
resources provided by the school but also by the resources devoted by the family.
Family resources vary widely from child to child, even more than school re-
sources do.  Miller (1995), following James Coleman and others, has borrowed
the concept of capital from economics to describe the different forms of educa-
tion-relevant resources possessed by families, schools, and other societal institu-
tions that can be invested in children.  Human capital is largely acquired via
formal schooling.  Social, health, financial, and polity capital are largely the
product of broader institutional arrangements and societal conditions.  These
institutional arrangements and societal conditions constitute an educational op-
portunity structure; they “heavily influence the ability of groups to acquire and
use education-relevant resources to improve their educational performance, both
absolutely and relative to other groups over time” (Miller, 1995:96).

Disparities (which are correlated with racial/ethnic and socioeconomic sta-
tus) in the access of children and their families to various kinds of education-
relevant resources and capital mean that goal 2 cannot reasonably be achieved
by schools alone.  Too often in the past, “millennial thinking about schooling has
. . . been a favored solution to social and economic problems. . . . [T]he utopian
tradition of social reform through schooling has often diverted attention from
more costly, politically controversial, and difficult societal reforms” (Tyack and
Cuban, 1995:2-3).  The fact that this committee, in following its charge, focuses
its attention on schools does not diminish our view that it is imperative that
society acknowledge the limited role of schools in addressing these larger social
and economic problems.

At the same time, we wish to avoid the danger of using these larger problems
as an excuse for schools to tolerate large differences in the academic achievement
of children that are related to characteristics such as race or income.  Kenneth
Clark warned of this kind of danger over a quarter of a century ago, when he
argued that a book like Inequality (Jencks et al., 1972) did a disservice to children
from minority and poverty backgrounds because, in stressing the impotence of
schools in the face of societal problems, it enabled school officials to shift their
responsibility to the society at large (Clark, 1973).

We argue in this report that schools can make a difference and, to give
ourselves a manageable task, we accept that the main focus of our investigation
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into goal 2 must be on the school’s role in breaking the nexus between students’
background characteristics and their academic achievement.

Goal 3 complements the first two goals of a good education finance system
by focusing attention on how revenues are generated.  For historical reasons, the
United States has relied much more heavily on state and local revenue sources
than have most other countries.  While such a decentralized financing system
clearly promotes certain values that Americans hold dear, such as the value of
local control, the continuing reliance in many states on locally generated revenue
may be unfair in a world in which some households are increasingly able to move
with ease from one area to another.  That middle- and upper-income households
can move out of high-taxation areas makes it possible for them to avoid sharing
the burden of financing the local share of education for those left behind.  In
particular, as households and firms have moved out of central cities in search of
lower land prices in the suburbs or more favorable business conditions in other
states or countries, they have often left behind them smaller tax bases and con-
centrations of economically disadvantaged and difficult-to-educate students.  The
result is widening disparities among the capacities of school districts to generate
local funds to meet the educational needs of their students at the same time that
graduating students are increasingly having to compete for jobs in a national and
global marketplace.  While assistance from the federal and state governments
helps to offset these disparities, large differences remain, both within and across
states.

Moreover, the property tax has been a mainstay of education finance and
historically has been a productive generator of revenue, but many people believe
it imposes unfair burdens.  The burdens may be unfair because the tax is poorly
administered or because a local property tax may end up putting a disproportion-
ately greater burden on low-income taxpayers than on higher-income taxpayers.
Ensuring that revenues are raised in a fair way is important not only for its own
sake but also to ensure support for education.  However, any changes designed to
increase fairness must also be sensitive to their impacts on the efficiency with
which funds are raised and in how education is delivered.

The importance of rethinking how educators can raise and spend money
efficiently and fairly as they strive to meet goals 1 and 2 is underscored by the
drumbeat of criticism that has been directed at American education in recent
years, with its threat of diminished support for public schools.  In part the criti-
cism has been motivated by concerns over the performance of the system, in both
an overall sense and in terms of how well it meets the needs of particular groups
of students.  In part it reflects dislike of the main tax (the local property tax) that
pays for education.

Attacks on public schools (which, it should be noted, have never been ab-
sent) seemed to grow steadily louder beginning in the late 1960s—perhaps not
coincidentally the same time when the Vietnam War and then Watergate and the
economic shocks initiated by the Arab oil embargo punctured the post-World
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War II bubble of American self-confidence and prosperity.  Surely the tendency
to see schools as the pathway to societal improvement helps explain why the loss
of faith in larger institutions inevitably embraced education as well.

But other forces are also at work.  For a time, academic achievement as
measured by widely publicized test scores did indeed decline.  Moreover, interna-
tional comparisons indicated that American students performed less well on tests
than students in many other countries.  While concerns over academic achieve-
ment (as well as worries about the educational environment, such as drugs and
discipline) were reflected in polls showing declining confidence in public educa-
tion, there also began to be evidence of a “culture of resistance” to existing public
schools by groups who saw themselves as oppressed by the dominant society and
who opposed subjecting their children to the standards of that society.  Ogbu
(1978, 1982) documented this phenomenon for certain black subcommunities;
Cremin (1989) observed it also among working-class families in some communi-
ties and ethno-religious minority families in others.  It also became clearer,
especially for low-income black Americans, that the existing system of school
finance and governance effectively denied them the same degree of choice over
their children’s education that more economically advantaged and nonblack
groups were able to exercise primarily through residential mobility and, to a
lesser extent, through the option of paying for private education.

These forces help explain the attention being given to a variety of changes in
the way American schools have traditionally operated:  standards-based reforms
attempting to align the entire educational system around common objectives,
school-level policies emphasizing greater flexibility in the way services are of-
fered, and efforts to give parents the ability to exercise more choice over the
kinds of schools their children attend.

That such reforms elicit passionate debate and reveal deep divisions can be
explained in part because they are taking place at a time in American history
when key understandings about how a democratic society can best improve the
education and social welfare of its citizens are more than usually in dispute.  The
downfall of communism, the inefficiencies that have been exposed in European
postwar welfare states, and the uneven successes of American social policies in
addressing the needs of the disadvantaged have fostered a worldwide debate on
the relative role of governments and private markets in meeting society’s needs
and fostering economic prosperity (Yergin and Stanislaw, 1998).  In the United
States, policy makers at all levels are examining previously unexamined assump-
tions about how to deliver publicly financed services and are moving away from
an exclusive focus on uniform public provision to public financing with various
forms of provision, including private-sector provision.  In education, this can be
seen across the country as states and districts are experimenting with charter
schools, the contracting of educational services, and more parental choice for
public and in some cases private schools.  The desirability of breaking the virtual
monopoly that public schools have had on the provision of publicly funded
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education for the past century and a half will not be decided on the merits of the
education issues alone, nor indeed on the basis of social science evidence, but
also in the context of the broader societal debate over the proper balance to be
struck in a democratic society between public and private interests and mecha-
nisms.

These changes in the social and economic climate in which schools are
embedded reinforce both the importance and the complexity of aligning school
finance policies with the goals the committee is charged to address.  They also
explain why, in interpreting these goals, we adopt a broad definition of education
finance systems, including within them governance as well as money-raising and
resource allocation policies.  This definition reflects our view that understanding
and evaluating finance arrangements depends on considering them simultaneously
with the governance or authority systems within which they are embedded, which
in turn reflect political and historical influences that determine how decisions
about education in the United States are made and carried out.  Understanding
these interconnections is crucial to assessing the possibilities for and likely ef-
fects of change.

EDUCATION, VALUES, AND THE ROLE OF EXPERTISE

Education policy making is as much concerned with central public values as
it is with schools per se, and central values that Americans hold dear may con-
flict.  Widespread support for equality of educational opportunity masks dis-
agreement over the extent to which high levels of fiscal equality among students
or between school districts are required and over the extent to which it is appro-
priate for parents to spend some of their resources to benefit their own children in
preference to others.  American political traditions complicate consideration of
such issues because of their emphasis on the separation of powers and local
government.  Any changes in the dispersion of responsibilities for raising and
spending education dollars across different levels of government and different
jurisdictions, which may be called for to reduce funding disparities, inevitably
must disturb the balance between these levels and jurisdictions and the balance
between the values each serves.  Changing these balances will be difficult and
contentious.

Americans are also great believers in efficiency, both in the overall sense
used by economists that resources should be allocated in line with consumer
preferences, and in the sense that education should be provided in a cost-efficient
way.1  Efficiency in the first sense provides a strong justification for financing
decisions to be made by local school districts so that local communities can make

1Economists refer to these two concepts as allocative efficiency and productive efficiency, respec-
tively.
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their own decisions about how much to spend on education.  Efficiency in the
second sense requires a shared view about the ends of education—which does not
always exist.  Furthermore, the value placed on efficiency may need to be accom-
modated to the value placed on legitimate governance, since schools, as public
agencies and not private corporations, are expected to be democratically gov-
erned and to respond to a variety of needs and views as well as to ongoing public
debate.  It is thus hard for schools to be both democratic institutions and to have
goals that are focused and durable.

These cross-pressures explain why decisions about the finance of schools
will seldom be clear-cut, but rather must be made against a background of moral
and factual ambiguity that frequently engenders passionate debate.  Education
policy, especially when it concerns matters of complexity such as school finance,
raises difficult questions that require both moral wisdom and empirical research.
Such questions can benefit from the illumination offered by social scientists
examining relevant evidence, but in a democratic society professionals are not
policy makers.  Rational deliberation and empirical research cannot resolve all
disagreements, but they can render some views more reasonable and others less.
They can contribute to the resolution of moral as well as empirical disagreements,
by clarifying the values and objectives at stake.

In a democratic society, public deliberation is essential to the resolution of
policy disagreements.  Public deliberation is also an educational tool:  it is a
means by which the rule of the many can also be the rule of the wise.  Scientists
thus need to conceive of their role not only as one of discovery, but also as a
matter of education and of informing a process of public deliberation.  Finally,
public deliberation is especially important when policy debates are rooted in
central public values.

In approaching the task of informing a process of public deliberation, the
committee undertook as the major objective to review the state of knowledge
about how to achieve the goals for education finance systems as specified in our
charge.  Recognizing that science is only one among a number of sources of
authority or knowledge about how a system should go about reaching its goals,2

we acknowledge that in the first instance “social science research can best be

2Among the diverse sources of authority in education are (1) moral philosophy, ethics, and reli-
gions; (2) history, tradition, and precedent; (3) constitutional, statutory, and case law; (4) common
sense and professional lore, which are constituted of uncodified and codified ideas about education;
(5) the exercise of discretion (individual and group), which may reveal not only the aims of educa-
tion but also a theory of how to achieve them; and (6) science.  As Wise (1976) has pointed out, the
problem with most of these sources of authority is that their implicit or explicit hypotheses about
how to achieve the aims of education may not be correct.  Only science seeks to confirm hypotheses
systematically (including those generated by other sources of authority); in doing so it also seeks to
make the assumptions and empirical evidence used in drawing conclusions transparent.  Its value to
policy makers is that it is potentially a way to reduce the uncertainties in decision making.
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used to frame the issues and their consequences rather than to obtain conclusive
evidence on what is right and what is to be done” (Levin, 1976:140).  Concomi-
tantly, we have the responsibility, as Levin pointed out, to consider where, along
with social science research, aspects of the world that cannot be quantified or
analyzed in a social science setting should also be considered.  Ultimately, given
our charge, we also have the responsibility to advise policy makers—on the basis
of both our review of the evidence and our judgment—if and when a strong case
can be made for changes in the educational finance system to make it more
effective, efficient, and fair.

While it is appropriate for a committee such as ours to evaluate school
finance in light of the knowledge that can be gained from formal research and the
testing of scientific hypotheses, it is important to make explicit our opposition to
substituting scientific authority for other forms of authority when circumstances
do not justify that response.

The danger that a school finance report grounded in scientific authority will
be misunderstood or misused is perhaps greater at a time, such as the present,
when there is a strong desire to harness finance to the task of improving school
performance but uncertain knowledge about how best to accomplish this.  Some
(e.g., Wise, 1976) argue that a sobering example of what can happen can be seen
in the history of school finance in the aftermath of the 1966 report, Equality of
Educational Opportunity (Coleman et al., 1966).  This famous 1960s presenta-
tion of social science research found little connection between school resources
and the educational achievement of students and a much stronger relationship
between student achievement and family circumstances.  As it and subsequent
research along the same lines came to be used in the policy and legal arenas, the
absence of a relationship between resources and achievement frequently became
an argument against putting more resources into schools or reducing the wide
disparities in spending on students across and within states and school districts.
As Wise (1976:xiv) described it, school finance disputes were “transformed by
the use of social science into an educational reform effort.  As the school-effec-
tiveness question is raised, it has appeared that school finance reform cannot
proceed unless educational reform is guaranteed.”  Rather than use the results of
research as an excuse for inaction, the appropriate response to the absence of
clear guidance from science may well consist of invoking other sources of legiti-
mate authority as touchstones for evaluating finance reform proposals—for ex-
ample, an appeal to ideas about what constitutes basic fairness in a just society.

By focusing attention on scientific authority as a guide to education finance
reform, we do not intend to prejudge the extent to which the use of this authority
is warranted.  Indeed, another objective of this report is to inform policy makers
and others about how the present state of research can and cannot serve as a
useful source of knowledge for action.
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OVERVIEW OF THE REPORT

This report has three parts.  Following this introductory chapter, Part I in-
cludes a chapter setting the stage for the committee’s evaluation of school finance
reform by clarifying and elaborating the goals being sought and the nature of the
finance system as it exists today.  Part II examines efforts to improve the fairness
of school finance systems over the last 30 years and explores how the concept of
fairness is increasingly and inextricably tied to questions about how to improve
school performance.  Part III evaluates various ways that the education finance
system might be reformed to foster the three goals identified.

Needed improvements in data related to education finance are briefly dis-
cussed in an appendix.
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2

Setting the Stage

This chapter describes basic features of the existing education governance
and finance system, since current arrangements mark the starting point for change.
In it we also examine the meaning of and the assumptions behind the three goals
for education finance systems implied by the committee’s charge, in order to
clarify the concerns we are attempting to address.  Finally, we identify a set of
generic strategies through which finance systems can be aligned with the goals.
These strategies provide the organizing framework for our evaluation of specific
policy options later in the report.

ROLES AND RESPONSIBILITIES
 IN AMERICAN EDUCATION

Education governance, and with it patterns of resource allocation, varies
significantly across the United States.  Because education is not mentioned in the
Constitution, it has historically been viewed as a responsibility reserved to the
states.  While state constitutions almost all specifically call on the states to pro-
vide a public education system, most states have delegated much of the responsi-
bility for financing and providing schools to local governments.  States have
come to play a larger role in recent years, although the extent of state responsibil-
ity varies significantly from place to place.
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Elementary and Secondary Education in the United States

In school year 1996-97, 45,592,2131 students attended 88,223 public el-
ementary and secondary schools in 14,883 school districts (these and the follow-
ing statistics in this section, unless otherwise noted, come from U.S. Department
of Education, 1999a: Digest of Education Statistics, 1998).  Another 5,783,000
students were enrolled in an estimated 27,600 private elementary and secondary
schools.  In 1997-98, total expenditures of public elementary and secondary
educational institutions were $324.3 billion or 4 percent of the nation’s gross
domestic product (GDP).  Total expenditures of elementary and secondary edu-
cational institutions (public and private) were $351.3 billion in 1997-98 or 4.3
percent of GDP.

Elementary and secondary education is a major item in state and local bud-
gets, but a minor one in the federal budget.  Together state and local governments
raise over 90 percent of the revenue for elementary and secondary schools.  Al-
though variation among states is considerable, in 1997 states on average spent 22
percent of their budgets on K-12 education.  This exceeds the 20 percent share for
Medicaid and the 11 percent share for higher education, the other leading catego-
ries of state spending (National Association of State Budget Officers, 1998:
Table 3).  Local governments on average directed 36 percent of their total expen-
ditures to education in 1995 (Bureau of the Census, 1998: Table 519).

In 1995-96, the federal government provided $19 billion in revenues for
public elementary and secondary schools, or 6.6 percent of total revenues the
schools received.  This amount, which accounts for only 1 percent of federal
outlays for all purposes, is delivered mainly through Department of Education
programs.  The largest of these by far is the Title I compensatory education
program, which provides grants to districts and state education agencies for edu-
cating disadvantaged students; this program was funded at $8.0 billion in fiscal
year 1998.  Education for students with disabilities ($3.8 billion in FY 1998) and
for vocational and adult education ($1.3 billion) are the other large Department of
Education programs.  Not necessarily counted among revenues for public schools,
but still representing sizeable federal investments in elementary and secondary
education, are other large programs such as the child nutrition programs of the
Department of Agriculture ($8.8 billion in FY 1998), the Head Start programs of
the Department of Health and Human Services ($4.4 billion in FY 1998), and the
education component of training programs sponsored by the Department of La-
bor ($3.8 billion in FY 1998) (1998 Digest of Education Statistics and U.S.
Department of Education budget web site:  http://www.ed.gov/offices/OUS/
budget.html).

1A tiny but growing number of these students are enrolled in prekindergarten programs; the num-
ber of pre-K students in public schools rose from approximately 106,000 in fall 1982 to about
674,000 in fall 1996 (U.S. Department of Education, 1999a: Table 43).
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Diversity:  Legacy of Local Control

A unique feature of U.S. education is the degree of control that has been
granted to local governments.  Governance arrangements (both formal and infor-
mal) matter because they determine who is in a position to decide what interests
and objectives will receive priority and to influence the allocation of resources in
accordance with those priorities.  Given their power to raise revenue for schools,
district school boards have historically played a crucial role within the gover-
nance structure.  While too much local control of education may be detrimental to
the educational interests of some students, it is also true that local control gener-
ates at least one key benefit worth preserving:  it keeps the country from making
wholesale major errors.  While particular districts or states may make errors,
these errors are typically remediable in a short time frame because they occur on
a small scale.

Education governance has not been static; the system has been flexible and
has changed incrementally over time to adjust to changing conditions.  School
districts have been consolidated, declining in number from 127,531 in 1932 to
16,960 in 1973 (Tyack and Cuban, 1995:19) and slightly under 15,000 today.
States increased their role in financing, from 16.5 percent of revenues in 1919-20
to 47.5 percent in 1995-96 (Table 2-1).  However, during the final 25 years of that
period, the state share remained relatively constant despite large increases in
some western states such as California (from 35 to 56 percent), Idaho (from 38 to
64 percent) and Montana (from 24 to 49 percent) (U.S. Department of Health,
Education, and Welfare, 1972; U.S. Department of Education, 1999a).  Through
legislative action in 1993, Michigan reversed the roles of the state and local
governments almost overnight.  Before the reform, about two-thirds of the rev-

TABLE 2-1  Revenues for Public Elementary and Secondary
Schools, by Source of Funds (percentage of total), Selected
Years, 1919-1996

Date Federal State Local

1919-20 0.3 16.5 83.2
1929-30 0.4 16.9 82.7
1939-40 1.8 30.3 68.0
1949-50 2.9 39.8 57.3
1959-60 4.4 39.1 56.5
1969-70 8.0 39.9 52.1
1979-80 9.8 46.8 43.4
1989-90 6.1 47.1 46.8
1995-96 6.6 47.5 45.9

SOURCE: U.S. Department of Education, 1999a: Table 157.
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enue was generated by the local property tax.  After the reform, the state took
responsibility for about two-thirds of the revenue in the form of a statewide
property tax and increased reliance on the state sales tax.  In addition to taking on
more responsibility for financing, states have also increased their role in setting
educational policy (witness current efforts at establishing state learning stan-
dards).

The federal government has become a noticeable though still junior financ-
ing partner, providing 6.6 percent of revenues in 1995-96, up from virtually
nothing in the early 20th century and peaking at 9.8 percent in 1979-80 (Table 2-
1).  It is a significant influence in the areas of its particular concerns (such as
compensatory education for special populations and national standards) through
the mandates and rules accompanying these funds.

In addition to government, parents are gaining more influence as they push
for charter schools and various forms of school choice, and private contractors
have been hired to perform many of the functions of schools.  The changes have
been incremental, but not inconsequential.

Nevertheless, the legacy of local government control of U.S. schools is an
educational system characterized by enormous diversity across states and dis-
tricts in sources of revenue and in spending levels (Table 2-2).  School districts
obtain revenues for education primarily through local property taxes2 and inter-
governmental aid.  Districts that have large property tax bases tend to rely more
on local sources.  Districts with low property wealth typically rely more heavily
on aid from the state (Howell and Miller, 1997:40).

In 1995-96, the local government shares of education revenues ranged from
0.4 percent in Hawaii (a one-district state) and 12 percent in New Mexico to 87
percent in New Hampshire (Table 2-2).  The mirror image of these patterns are
the state shares, which ranged from 90 percent in Hawaii to 7 percent in New
Hampshire.

In addition to balancing responsibilities differently among state and local
governments, states also differ widely in the amount they spend from all sources
on a per-pupil basis.  Table 2-2 indicates that average current expenditure per
pupil in 1995-96 ranged from $3,867 in Utah to $9,955 in New Jersey.3  Within
states, large disparities exist in spending from district to district and even from
school to school within districts.  In Vermont, for example, a state that has
recently revamped its school finance system to reduce disparities, 1995 per-pupil
spending in Stowe was $8,585, whereas Bennington spent just $4,526 (National

2Only in three states—Kentucky, Louisiana, and Pennsylvania—does the local property tax ac-
count for less than 90 percent of local taxes for school districts.

3Current expenditures include salaries, transportation, schoolbooks, materials, and energy costs
but not capital outlays or interest on school debt.  The average state expenditure levels reported here
have not been adjusted to reflect geographic cost-of-living differences or differences in student need.

Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


30 MAKING MONEY MATTER

TABLE 2-2  Percentage of School Revenues from Local, State, and Federal
Sources, 1995-96

Local State Federal Current Expenditure
State Funds Funds Funds Per Pupila

Alabama 21.0% 61.3% 9.2% $ 4,716
Alaska 20.2 66.1 11.1 9,012
Arizona 44.6 44.1 9.0 4,860
Arkansas 26.3 60.0 8.5 4,710
California 34.2 55.8 8.9 5,108
Colorado 47.6 43.8 5.3 5,521
Connecticut 55.5 38.0 3.7 8,817
Delaware 25.2 66.6 6.7 7,267
District of Columbia 91.5 — 8.1 9,565
Florida 40.2 48.6 7.4 5,894
Georgia 39.4 51.9 6.8 5,377
Hawaii 0.4 89.8 7.8 6,051
Idaho 26.9 64.3 7.1 4,465
Illinois 64.3 27.3 6.1 6,128
Indiana 37.3 54.3 5.2 6,040
Iowa 40.6 49.0 5.1 5,772
Kansas 34.7 57.3 5.4 5,971
Kentucky 25.6 65.3 8.3 5,545
Louisiana 34.9 50.3 12.1 4,988
Maine 46.4 47.0 5.6 6,546
Maryland 53.7 38.2 4.9 7,382
Massachusetts 55.4 38.3 4.7 7,613
Michigan 25.1 66.8 6.1 7,166
Minnesota 33.7 58.2 4.3 6,162
Mississippi 25.2 57.8 13.7 4,250
Missouri 49.8 40.2 6.0 5,626
Montana 37.2 48.6 9.9 5,847
Nebraska 56.9 31.6 5.6 6,083
Nevada 59.8 32.0 4.5 5,320
New Hampshire 87.1 7.0 3.3 5,958
New Jersey 55.7 38.6 3.4 9,955
New Mexico 11.8 73.9 12.2 4,587
New York 53.5 39.7 5.8 9,549
North Carolina 25.4 64.5 7.2 5,090
North Dakota 41.0 42.1 11.5 4,979
Ohio 49.0 40.7 6.3 6,266
Oklahoma 25.8 59.3 9.3 4,881
Oregon 35.8 54.1 6.5 6,615
Pennsylvania 52.9 39.8 5.5 7,492
Rhode Island 52.2 41.5 5.1 7,936
South Carolina 34.4 52.9 8.3 5,096
South Dakota 57.3 29.7 9.8 4,780
Tennessee 36.9 47.9 8.6 4,548
Texas 47.2 42.9 7.2 5,473

Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


SETTING THE STAGE 31

Center for Education Statistics:  www.nces.ed.gov./edfin).  In California, dispari-
ties across schools within a district were highlighted in a 1992 court case
(Rodriguez v. Los Angeles Unified School District, Consent Decree, No. C611358,
May 5), which found that this large district spent as much as $400 per year less
per pupil in elementary schools serving mainly minority students than in elemen-
tary schools serving nonminority students.  Guthrie (1998) cited data on intra-
district per-pupil spending differences in 1992-93 for the 24 largest districts of an
unnamed midwestern state.  Intradistrict differences averaged $1,074 for elemen-
tary schools and $779 for secondary schools.  The largest intradistrict per-pupil
difference among elementary schools was $2,092; for high schools it was $1,475.

Intradistrict spending disparities have received much less attention than
interdistrict disparities among both school finance reformers and analysts, in part
because until quite recently little effort was being devoted to developing reliable
data systems about financial and nonfinancial resources available at the school
level (Stiefel et al., 1998).  While generalizations are therefore difficult, it is clear
that at least in some places there is substantial variation in fiscal resources across
schools within districts, and that within districts schools with higher levels of
student poverty sometimes receive lower allocations of both money and other
educational resources (e.g., Rubenstein, 1998).

In sum, the large variations across states and the recent changes in some
states indicate, first, the absence of a single generally accepted model of educa-
tion finance in the United States and, second, the potential for states to change
their finance systems.  That is, despite the large role that a state’s history and
culture may play in influencing how it finances education, no state system is fully
set in concrete and unable to change.  Court pressure has often been the most

Utah 29.6 58.6 6.7 3,867
Vermont 64.9 27.8 4.7 6,837
Virginia 60.2 31.1 5.3 5,433
Washington 23.1 68.0 5.8 6,044
West Virginia 27.4 63.0 8.0 6,325
Wisconsin 50.6 42.9 4.3 7,094
Wyoming 40.8 51.3 6.2 6,243

U.S. 43.2 47.5 6.6 6,146

aCurrent expenditure per pupil in average daily attendance.

SOURCE:  U.S. Department of Education, 1999a: Tables 158 and 167.

TABLE 2-2  Continued

Local State Federal Current Expenditure
State Funds Funds Funds Per Pupila
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effective catalyst for change, and political considerations make some states more
amenable to change than others.

The Paradox of Concentration Amid Decentralization

Although American education is characterized by a multiplicity of school
districts, many of which enroll fewer than a thousand students, about half of all
students attend schools in districts with enrollments of more than 10,000.

Table 2-3 shows the enormous range of size in American school districts.
Just 226 large school districts (1.5 percent) account for more than 31 percent of
the pupils in American schools.  Almost half of the students (49.8 percent) are
enrolled in 5.3 percent of school districts.  At the other end of the size spectrum,
about 7,000 school districts enrolling fewer than 1,000 students each provide
education for 6.1 percent of American students.

The appearance of fragmentation and decentralization in American educa-
tion is further attenuated by the realization that 24 super-size districts enroll more
than 100,000 pupils each (Table 2-4).  As Table 2-4 indicates, this is frequently
(though not always) a big-city phenomenon.  Some of these super-size districts
are counted among the nation’s most troubled—e.g., New York, Chicago, De-
troit—although others are usually counted among the nation’s best—e.g., Fairfax
County, Virginia.

The districts at the two ends of the size spectrum—large urban and small
rural—have frequently been the objects of special concern when it comes to
education financing issues.  Urban schools often must carry out their educational

TABLE 2-3  Public School Districts and Enrollment, by Size of District,
1996-97

Number of Percent of Percent of
Enrollment Size Districts Districts Students

Total 14,841 100.0 % 100.0 %

25,000 or more 226 1.5 31.1
10,000 to 24,999 569 3.8 18.7
5,000 to 9,999 1,024 6.9 15.5
2,500 to 4,999 2,069 13.9 15.9
1,000 to 2,499 3,536 23.8 12.7
600 to 999 1,772 11.9 3.1
300 to 599 2,066 13.9 2.0
1 to 299 3,160 21.3 1.0
Size not reported 419 2.8 —

SOURCE:  U.S. Department of Education, 1999a: Table 91.
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mission in an environment in which social conditions have deteriorated badly.
Urban populations are typically characterized by comparatively high poverty
rates, greater percentages of children with poorly educated parents, greater per-
centages of students with limited English proficiency, and high rates of student
mobility.  Rural schools face their own set of educational challenges, most nota-
bly poverty and sparse population spread out over large areas.  Student achieve-
ment in urban schools lags that in more affluent suburbs, with student achievement
in rural schools somewhere in between.

The Starting Point

This great diversity represents the starting point for changes to the education
finance system.  We seek a finance system that facilitates higher achievement for
all students in a cost-efficient manner; that breaks, or at least reduces, the nexus
between student background and student achievement; and that raises revenues

TABLE 2-4  Enrollment of Public School Districts Greater than 100,000,
Fall 1996

School District State Rank Enrollment

New York City NY   1 1,063,561
Los Angeles Unified CA   2 667,305
City of Chicago IL   3 469,098
Dade County FL   4 341,117
Broward County FL   5 218,608
Philadelphia PA   6 212,150
Houston ISD TX   7 209,375
Hawaii Public Schools HI   8 187,653
Detroit Public Schools MI   9 182,316
Clark County NV 10 179,106
Dallas ISD TX 11 154,847
Hillsborough County FL 12 147,826
Fairfax County VA 13 143,266
Palm Beach County FL 14 137,585
San Diego City Unified CA 15 133,687
Orange County School Board FL 16 129,143
Duval County FL 17 126,118
Prince George’s County MD 18 125,198
Montgomery County MD 19 122,505
Memphis City TN 20 111,156
Baltimore City MD 21 108,759
Pinellas County FL 22 107,060
Baltimore County MD 23 104,073
Milwaukee City WI 24 101,007

SOURCE:  U.S. Department of Education, 1999a: Table 95.
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fairly and efficiently.  We now examine the meaning and significance of these
goals.

GOAL 1:  FACILITATING HIGHER LEVELS OF ACHIEVEMENT
FOR ALL STUDENTS IN A COST-EFFICIENT MANNER

A popular view, especially since A Nation at Risk (National Commission on
Excellence in Education, 1983), is that American public schools are “failing”:
failing to prepare students for the challenges of the next century and, what is
worse, failing even to provide today’s students with the same quality of education
that their parents and grandparents got (e.g., see Finn, 1991, Itzkoff, 1994; Sykes,
1995).  Meanwhile, other voices (e.g., Berliner and Biddle, 1996) see this dire
portrait of the nation’s schools as a “manufactured crisis” that greatly exaggerates
problems with student achievement.

In our view, while schools may not be failing miserably, neither are they
performing satisfactorily.  In particular, they are not doing enough to challenge
all students to achieve the high levels of learning that they will increasingly need
to succeed in the new globally competitive economic environment.  The “failure”
argument neglects the quite extraordinary gains in educational attainment that
have been realized over the 20th century and overstates the conclusions that
should be drawn from available measures of student achievement.  At the same
time, there are numerous indications that the average achievement levels of
American students have at best been stagnant over many years, and, moreover,
that they are on average mediocre by international standards, although there are
certainly pockets of excellence.

What Does Student Achievement Mean and Why Does It Matter?

The nation is increasingly committed to fostering high levels of learning for
all students.  Student learning has generally been gauged both by measuring the
educational attainment of students (e.g., completion of high school or post-sec-
ondary education) and by how much students show that they know on tests of
subject-matter knowledge.  There is much controversy over how well these tests
measure academic achievement; furthermore, academic achievement is only one
among a number of objectives that Americans believe schools should pursue.
Nevertheless, few would disagree with the proposition that academic achieve-
ment is an important objective of education, and public judgments about the
quality of schooling frequently rest on how well students perform on available
tests of their knowledge and skills.

Why does academic achievement matter?  Until recently, one of the most
politically potent arguments was that high educational achievement was essential
for the economic prosperity of the country.  However, that argument has been
questioned in light of the current economic boom and has now been replaced by
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a different argument that is better supported by the evidence: namely, that a
changing relationship between education and employment means that an indi-
vidual’s future economic well-being is increasingly tied to educational attain-
ment and achievement.  The restructuring of the U.S. economy that occurred in
response to the decline in the rate of productivity growth, which began in the
early 1970s, resulted in remarkable strides in efficiency (by the mid-1990s, the
United States had regained its position as the most competitive economy in the
world), but it exacted a stiff price among workers with the fewest skills and the
least education (Blank, 1997; McMurrer and Sawhill, 1998; Murnane and Levy,
1996; Murnane et al., 1995).  Prior to the early 1970s, wages rose roughly propor-
tionately for all skill groups as productivity increased.  Incomes then began to
diverge across groups with different levels of education.  Basic cognitive skills
are increasingly important predictors of wage and career opportunities, as the
nature of work changes (especially for the least skilled), from jobs emphasizing
strong muscles to jobs that demand much more than limited literacy and
numeracy.

The effects of economic change can be seen in the widening gap between the
earnings of workers with college and high school educations.  The “wage pre-
mium paid to workers with a college degree relative to those with a high school
degree . . . increased steadily between 1979 and 1995, from 27 percent to 44
percent for men and from 31 percent to 52 percent for women” (McMurrer and
Sawhill, 1998:66).  This gap reflected the fact that wages for less-skilled workers
actually fell for much of the last quarter-century.  Economic recoveries no longer
mean rising wages for all workers (Blank, 1997).  Moreover, jobs have always
been harder to find for the less skilled; and the nature of economic change
suggests this situation will persist, if not worsen.

Murnane and Levy (1996) point out that wage and employment gaps be-
tween college graduates and those with less education do not necessarily mean
that college is essential for everyone.  Rather, they observe that students who go
on to college demonstrate greater skills than those who don’t, even when both
groups are high school seniors.  Thus, “as high-wage employers increasingly
search for new workers with strong basic skills they tend to bypass high school
graduates who did not go to college, because so many of them lack those skills”
(Murnane and Levy, 1996:8).  Improving the skills of high school graduates, they
suggest, would give more of them access to jobs in the changing economy.

The toll that economic change has wrought on workers has been particularly
high for minorities and those from disadvantaged backgrounds, whose educa-
tional levels and performance on measures of academic achievement have typi-
cally lagged their more advantaged peers.  Moreover, these are precisely the
groups for whom education has been held out as offering the best route to social
and economic opportunity.

Thus, the mixed picture painted in the next section about educational attain-
ment and achievement, while not entirely justifying the school-bashing that has
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been so frequent in recent years, does lead to the conclusion that schools can do
better and must do better so that all students receive the education they will need
to prosper in a complex and rapidly changing world.

Educational Attainment and Achievement

The 20th century has seen remarkable progress in enrolling and retaining
students in school.  At the turn of the century, 72 percent of children ages 5 to 17
were enrolled in school.  This figure has continually improved, reaching 78
percent by 1920, 83 percent by 1950, and moving above 90 percent after 1990
(U.S. Department of Education, 1999a: Table 39).  In 1910, 24 percent of people
age 25 and over had completed less than five years of elementary school, and 14
percent had completed 4 years of high school or more.  In 1997, the comparable
percentages were 1.7 percent and 82 percent.  For younger adults (ages 25 to 29),
the comparable percentages were 0.8 percent and 87 percent (U.S. Department of
Education, 1999a: Table 8).

Less clear is what has happened to student achievement levels as enrollments
have expanded to encompass virtually all young people.  Given the inclusion of
populations who in earlier times would not have stayed in school to graduate and
who might therefore be less academically inclined or motivated than students of
earlier generations, one might expect to see achievement decline even if school
quality had not, but in fact students seem to perform roughly as well as ever on
the imperfect measures available of academic achievement.

Rothstein (1998) indicates that anecdotal stories of declining student achieve-
ment have characterized virtually all periods in American education.  They can-
not be proven or disproven with empirical evidence, since there are virtually no
long-term testing programs that would permit scientifically valid “then and now”
comparisons before 1968.

Concern about the declining quality of American education received a great
boost in the 1970s because of widely publicized drops in scores on the SAT, a test
designed for colleges to use in making admission decisions.  Average scores
declined from 980 (out of a possible 1600) in 1963 to 890 in 1980.  They have
risen irregularly and slightly since then (the average in 1997 was 915) (Rothstein,
1998:52-53).  The SAT, though widely known, is not a particularly good instru-
ment for tracking the health of American education, however, because it is taken
by a self-selected group of college-bound students, and it is difficult to untangle
the compositional effects of successive test-taking groups on changing test scores.
It appears that some part of the score decline can be attributed to changes in the
pool of test takers and another part to the quality of the education received by
those students (Rothstein, 1998; Stedman, 1998).

A better instrument for measuring student performance over time (and the
only instrument that is based on a nationally representative sample of students) is
the National Assessment of Educational Progress (NAEP), which was explicitly
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designed to monitor academic achievement.  It did not begin, however, until
1969.  For political reasons, NAEP was originally designed to track performance
only at the national level and among certain groups of students (e.g., urban versus
rural).  Only since 1990 have state NAEP scores been calculated, and the testing
program is still not designed to permit the calculation of scores at the substate
(e.g., district, school, or student) level.  While it provides important trend data on
the academic performance of elementary and secondary students in key subject
areas, it was never intended to measure all aspects of student achievement (for
aspects not covered, see Chapter 4 and National Research Council, 1999b).

NAEP scores in math and science show declines in the early 1970s followed
by improved performance; reading and writing results have been more mixed
(Campbell et al., 1997:iii).  In no case, however, are there overall score declines
that would justify the wide pessimism frequently expressed about the quality of
American schools compared with their counterparts 20 or 30 years ago.  In a
number of instances, gains can be cited, especially for black students.  The
performance of black students on NAEP achievement tests in reading, mathemat-
ics, and science improved substantially between the early 1970s and the mid-
1990s, both in terms of absolute achievement levels and in comparison with
whites, although some slippage occurred in the 1990s.

The perception that school quality is poor and/or getting poorer, while not
supported by NAEP test scores, was probably reinforced by a new method of
reporting these scores.  Beginning in 1992, in addition to reporting average scores
on a 500 point scale, the U.S. Department of Education has reported NAEP
results in terms of the percentage of students performing at various levels:  below
basic, basic, proficient, or advanced.  Scores reported in this way have been
alarming (for example, only 21 percent of fourth graders were judged to have
proficient or advanced achievement on the 1996 NAEP mathematics test, and 36
percent were judged to be below basic (U.S. Department of Education, 1999a:
Table 123).  A recent National Research Council (NRC) evaluation (National
Research Council, 1999b:7), however, determined that “the current process for
setting NAEP achievement levels is fundamentally flawed” and that “the achieve-
ment level results do not appear to be reasonable compared with other external
information about students’ achievement.”

While an empirical case is difficult to make that the quality of American
education is worse than it used to be, there is stronger evidence that it is lower
than many international counterparts.  Forty-one countries tested half a million
students as part of the Third International Mathematics and Science Study in the
mid-1990s.  Achievement results were reported for three student populations
(roughly 4th graders, 8th graders, and students enrolled in their final year of
secondary education).  U.S. 4th graders performed above the international aver-
age in mathematics and near the top in science.  U.S. 8th graders, however,
scored somewhat below the international average in mathematics and only some-
what higher than the international average in science.  And 12th graders per-
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formed below the international average and among the lowest of the 21 countries
that tested students at this grade level in both mathematics and science (National
Center for Education Statistics, 1996, 1997, 1998).

Opinion polls show that public attitudes about schools are roughly in line
with these international results.  The annual Gallup poll of public attitudes toward
public schools, sponsored by the Phi Delta Kappan (and cited in U.S. Department
of Education, 1999a: Table 22), shows adults giving the schools a grade some-
where around C or C+.  Adults with no children in school assign a lower grade
than do public school parents; not surprisingly, the lowest grades for the public
schools come from parents with children in private schools.  Schools in the local
community and local neighborhood of the poll respondents get higher grades than
do schools nationally.

Despite the fact that criticism of public schools has been loud and sustained
for the past 15 years or so, the grades given the schools in the annual polls haven’t
changed noticeably for a quarter of a century.  Moreover, there is no evidence that
parents are fleeing public education.  The percentage of students enrolled in
private schools, which was 8 percent in 1910, actually peaked in 1959 at about 14
percent and has hovered around 10 to 11 percent since 1970 (calculations based
on data from U.S. Department of Education, 1999a: Table 3).4

In the face of this evidence of, at worst, stagnation but not decline in educa-
tional achievement and in public attitudes, what else might contribute to the sense
that public schools are not living up to expectations?  Another key aspect of
educational performance that has drawn increasing criticism concerns the effi-
ciency of educational spending.

Spending, Spending Growth, and the Efficiency of Public Schools

The U.S. investment of over $300 billion annually in public precollegiate
education exceeds its investment in any other public service except national
defense and international relations.  Citizens reasonably want to know whether
these resources are being used in ways that yield the maximum possible results
for the expenditures involved.

The efficiency of American education has been called into question by ob-
servers (e.g., Hanushek et al., 1994) who point to rapidly rising expenditures at
the same time that academic achievement appears at best to have remained flat.
To some, this combination of trends suggests that schools do not use their finan-
cial resources well and that adding increased resources to these inefficient enter-
prises would be unwise public policy.  Others disagree with this policy conclusion,

4Beginning in fall 1980, the Department of Education included an expanded universe of private
schools in its data collection.  Therefore, private school enrollment figures before and after 1980 are
not strictly comparable.
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pointing out that the observed rise in spending overstates the rise in resources
available to schools and that the challenges facing schools have increased be-
cause of the shifting demographics of the school-age population and of new legal
requirements about educating children who are more expensive to educate, such
as those with disabilities or whose first language is not English.

Growth in Educational Expenditures since 1970

Both total and per-pupil current expenditures for public primary and second-
ary education have grown rapidly in the United States over the past quarter-
century.5  Real current expenditures increased about 93 percent from $146 billion
in academic year 1969-70 to $282 billion in 1997-98.  (These figures are adjusted
for inflation using the consumer price index or CPI with 1997-98 as the base year,
adjusted to a school year basis.)

Because student enrollment in public elementary and secondary schools re-
mained virtually the same between 1970 and 1997, growth in current expendi-
tures increased spending per pupil:  from $3,430 in 1970-71 to $6,131 in 1997-98
(constant 1997-98 dollars).  Enrollment changes occurred unevenly, with de-
clines in the 1970s and early 1980s (from 46 million students in 1971 to 40
million students in 1985) and then increases beginning in 1986 (growing to over
46 million students in 1997).  Increases in per-pupil spending also occurred
unevenly, growing 27 percent in the 1970s and 37 percent in the 1980s, but
leveling off to 3.6 percent between 1991 and 1998.

Even in periods when student enrollments declined, the number of teachers
increased, growing from about 2 million in 1970 to 2.7 million in 1997.  The
result was a substantially lower pupil-teacher ratio in 1997 (17 pupils per teacher)
than in 1970 (22 pupils per teacher).  This change is one of the factors frequently
cited as proof of the inefficiency of public schools, which failed to translate more
teacher resources per pupil into gains in student improvement.  Skeptics (e.g.,
Hanushek and Rivkin, 1996) also note that the growth in all staff exceeded that of
teachers alone.  Staff includes—besides classroom teachers—principals, assis-
tant principals, curriculum specialists, library specialists, guidance counselors,
psychological personnel, and other professionals.  The pupil-staff ratio fell from
13-to-1 in 1970 to 9-to-1 in 1996.

Changes in total expenditures reflect not only enrollment and staffing trends,
but also trends in salaries.  Salaries and benefits for teachers and others who
provide instruction represent over 55 percent of current expenditures.  Average
teacher salaries (adjusted for inflation, with 1997-98 as the base year) increased

5Current expenditures include salaries, transportation, school books, materials, and energy costs.
They exclude capital outlays and interest on school debt.  Unless otherwise indicated, data are taken
from the Digest of Education Statistics, 1998 (U.S. Department of Education, 1999a).
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just 4.4 percent between 1970-71 and 1997-98, from $37,735 to $39,385.
Teacher salaries are usually tied to years of experience, among other things;
over the same period, the American Federation of Teachers reports that the
average experience of teachers increased from 11.2 to 16.0 years (Nelson and
Schneider, 1997: Table II-4).

Understanding Expenditure Growth

A number of factors complicate the interpretation of the growth in education
spending over time and make it difficult draw conclusions from data on spending
growth about the production efficiency of schools (Ladd, 1996; Rothstein and
Miles, 1995; Consortium on Productivity in the Schools, 1995).

Adjusting for Changes in Costs

One problem is how to account for changes in the price of educational
resources or inputs over time, in order to distinguish between the growth in
spending caused by cost increases and the growth that represents real change in
the amounts of input being used.

Analysts disagree about the proper method for accounting for cost changes in
education.  Some analysts believe that commonly used general prices indices,
such as the CPI or the deflator the gross domestic product, understate the rising
costs of educational inputs.  This understatement occurs because the indices do
not take into account the fact that education and many other service sectors have
to raise salaries to compete successfully with other sectors for workers, yet these
sectors do not benefit as much as the rest of the economy from technological
changes that lead to productivity improvements (see Baumol, 1993).  Because the
CPI understates the rise in costs, adjusting spending by the CPI leads to an
overestimate of the growth rate of real resources.

Some analysts argue for using a cost index specifically designed to take
account of the education sector’s reliance on inputs whose productivity cannot
grow very fast.  Rothstein and Miles (1995), for example, develop and use an
index that measures inflation in service sectors other than rent/shelter and health
care in their recent study of the growth of school spending.  Based on this
inflation index, they conclude that real per-pupil spending increased by 61 per-
cent between 1967 and 1991, or about 40 percent less than real per-pupil expen-
diture growth based on the CPI.  An alternative cost index specifically developed
for primary and secondary education is available for the academic year (AY)
1974-75 to AY 1994-95.  Using this index, real per-pupil current expenditures
grew 36 percent between AY 1974-75 and AY 1994-95 in comparison to the 51
percent increase as calculated with the CPI adjustment.  Using either of these
indices would lead to the conclusion that while real per-pupil expenditures in
public primary and secondary education did rise between 1970 and 1995, the
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actual growth in real resources required to maintain a given level of education
was not as large as has been measured using more conventional inflation indices.

Other analysts question the use of an index specifically designed for educa-
tion.  Hanushek and Rivkin (1996:5) point out that these indices are difficult to
adjust for changes in the quality of labor, “a key concern in the consideration of
teachers” whose wages comprise a large proportion of education costs.  More-
over, there has been a profound shift in the overall labor market for women in the
last half-century that has resulted in a lessening of barriers to women in the
general labor market and a decrease in the attractiveness of teaching.  Such labor
market shifts are also difficult to capture through standard wage indices or through
deflators based on service industries.  While there is some validity to these
objections, the issue remains a real one:  the use of the CPI to deflate growth in
spending leads to an inflated estimate of how much growth there has been in the
real resources available to provide educational services.

Special Education

A major concern of both practitioners and scholars has been the growth in
expenditures on educating students with disabilities—called special education—
since passage of the Education for All Handicapped Children Act in 1975 (P.L.
94-142; hereafter EHA).  This federal law requires school districts to provide a
“free and appropriate” education to children with disabilities, in accordance with
an individualized education program (IEP) developed for each affected child.
The federal government partially reimburses districts for the costs of special
education, but federal aid is estimated to cover only 7 percent of these expenses
(U.S. Department of Education, 1997).

Since passage of EHA, the number of students ages 0 to 21 classified as
disabled grew from 3.7 million pupils in 1976-77 to 5.9 million in 1996-97 (U.S.
Department of Education, 1999a: Table 53).  Of this 5.9 million, 5.2 million were
ages 6 to 21; this represented 10 percent of all children enrolled in public and
private elementary and secondary schools (U.S. Department of Education, 1998).
The average cost of educating a special education student has been estimated at
1.9 to 2.3 times the cost of providing education to a student in “regular” education
(Chaikind et al., 1993).  Total costs for special education are currently estimated
at $32 to $36 billion annually.6  The growing costs of special education have
alarmed education practitioners, raised fears that mandated special education
expenditures were “crowding out” funds for regular education, and have led to

6The cost estimates are marginal costs; that is, what was spent on special education over and above
what these children would have cost if they were regular students enrolled in regular classrooms.
Cost estimates for special education in particular are notoriously imprecise, for reasons discussed in
Chapter 7.
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disagreements among analysts about how much of the increase in overall educa-
tion expenditures should be attributed to new special education requirements.

Hanushek and Rivkin (1996) conclude that spending on special education
had a disproportionate effect on the growth in education costs in the 1980s, but
they doubt that increased resources for special education can be blamed for the
largest portion of the recent increases in per-pupil spending.  They attribute about
18 percent of the per-pupil expenditure growth during the 1980s to spending on
special education and estimate that increases in special education spending ac-
counted for less than one-third of the fall in the pupil-teacher ratio during the
1980s.7  They cite in support of their position the small percentage of students
classified as having disabilities of the total student population.  They also observe
that the general increase in per-pupil spending as well as the decrease in pupil-
teacher ratios is pervasive across heterogeneous school districts with varying
proportions of students with disabilities.

Other studies place a greater portion of the responsibility for expenditure
growth on increased expenses for special education.  Lankford and Wyckoff
(1995) estimate an average of 30 percent of the increased real spending on educa-
tion in the major school districts in the state of New York between 1980 and 1992
was the direct result of teaching students with disabilities.  The impact was
disproportionate in New York City, where special education accounted for 60
percent of the increase.  Lankford and Wyckoff also showed that spending re-
quirements under EHA have a greater impact during times of state fiscal down-
turns; they estimate that although spending on teaching students with disabilities
accounted for 26 percent of the growth in spending between 1980 and 1989, it
accounted for about 85 percent of the growth between 1989 and 1992.  Hanushek
and Rivkin also recognize that the contribution of special education costs to
expenditure growth cannot be considered in isolation from constraints on state
budgets.

Rothstein and Miles (1995) examined changes in the growth and composi-
tion of education spending in nine “representative” school districts across the
nation between 1967 (pre-EHA) and 1991.  After adjusting for inflation using
their service-sector index, they estimate that the share of total per-pupil spending
on special education increased from 3.7 percent in 1967 to 17 percent in 1991.
Moreover, spending on special education accounted for the largest share of net
new money (38 percent) between 1967 and 1991 in these nine school districts.
Rothstein and Miles find that the share of total per-pupil spending going to

7In 1994, Helen Ladd reexamined the numbers used by Hanushek and Rivkin in their calculation
of the contribution of special education to the decline in the public school pupil-teacher ratio (Ladd,
unpublished data, Terry Sanford Institute of Public Policy, Duke University).  Using data from the
Digest of Education and the Annual Report to Congress on the Implementation of the EHA, she
calculates that over 50 percent of the decline of the pupil-teacher ratio is attributable to the expansion
of special education between 1980 and 1990.
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regular education in these nine districts declined from 80 percent in 1967 to 59
percent in 1991.

The absence of reliable nationwide data makes it difficult to determine just
how much of the increase can be accounted for by state and federal requirements
that schools provide educational services to all children with disabilities.  None-
theless, it is clear that a significant part of the growth in education spending over
the last quarter-century can be attributed to the growth in special education.

Changes in Student Backgrounds

Children whose home backgrounds deprive them of economic, social, and
health “capital” come to school less ready to learn than their more advantaged
peers.  To the extent that the number of children from disadvantaged backgrounds
has been growing, costs of education might be expected to have grown as schools
attempted to provide compensating educational services.

It is impossible to determine what proportion of the last quarter-century’s
overall increase in educational expenditures should be attributed to such changes,
although the impact in some districts has undoubtedly been large.  On one hand,
some of the factors generally thought to make children more expensive to educate
have become more prevalent in the school-age population, but on the other,
certain changes in families’ circumstances may have enhanced children’s learn-
ing ability.  For example, the percentage of children younger than 18 living in
families with incomes below the poverty level increased from 15 percent in 1970
to 21 percent in 1992.  There has also been a significant and consistent growth in
the incidence of children living in single-parent families since 1969; in 1992,
around 45 percent of poor children and 80 percent of black children lived with a
female head of household.  More mothers now work; the proportion of wives in
married couples in the paid labor force increased from 40 percent of married
women in 1970 to 58 percent in 1990.  Working in the other direction, the
educational attainment of parents has gone up, as has the real median family
income of families with children, average family size has gone down, and the
percentage of children with some preprimary education increased in the 1980s
(Bureau of the Census, 1992).

The precise relationship between the changing socioeconomic status of stu-
dents and the growth of education costs is not clear.  Related research, however,
provides some information on how these changes have affected student achieve-
ment between 1970 and 1990.  Grissmer et al. (1994) conclude that the improve-
ments described above in parental education, family size, and family income, as
well as an increase in the age of the mother when the child was born, have had a
greater impact on student achievement (in a positive direction) than have changes
in family circumstances that are associated with decreases in achievement.  Find-
ings from other studies support in part the results from the Grissmer et al. study.
Powell and Steelman (1996) found a strong positive relationship between par-
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ents’ education and average state SAT scores.  Blake (1989) finds a positive
relationship between smaller family size and higher achievement.  The evidence
of the effect of working mothers on student achievement is mixed.  Milne et al.
(1986) found a negative effect on achievement from living in a single-parent
family or having a mother in paid employment.  However, in a critique of the
research by Milne et al., Heyns and Catsambis (1986) found a weaker link be-
tween mother’s employment and student achievement.

In summary, it is difficult to evaluate how the changing background charac-
teristics of students have affected their achievement or the associated costs of the
educational system as a whole.  It appears that the aggregate effect of changing
family characteristics on the growth of education costs is probably small and of
undetermined direction.  In areas of increasing concentration of poverty, how-
ever, such changes are likely to have a large and significant adverse impact on
student achievement or educational costs or both.

Improving Achievement While Using Money Well

Our evaluation of the evidence leads us to conclude that school performance
and public confidence have not deteriorated as much as the rhetoric surrounding
schools suggests, and the achievements of American schools in the 20th century
have perhaps been too seldom acknowledged in recent years.  At the same time,
both public opinion and available national and international achievement mea-
sures indicate that the nation has a long way to go in educating all students to high
standards.  The fact that schools have undergone almost constant efforts at reform
over the past century (Elmore and McLaughlin, 1988; Tyack and Cuban, 1995),
with no evidence that academic achievement has been significantly boosted as a
result, indicates the difficulty of the task and the importance of reviewing in this
report what is known and unknown about improving school performance and
about possible strategies for aligning school finance with this objective.  The
unsettled debate over the efficiency of schools further suggests that how school
finance strategies do or could encourage desirable efficiencies must also be an
important topic for investigation.

GOAL 2:  BREAKING THE NEXUS BETWEEN
STUDENT BACKGROUND CHARACTERISTICS AND

STUDENT ACHIEVEMENT

The increasing importance of education to success in the labor market high-
lights the significance of disparities in educational opportunity.  Of particular
concern are continuing gaps in academic achievement related to the background
characteristics of students, such as race and family income.  Although many
factors beyond schooling contribute to these gaps, it is important to determine the
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extent to which education finance strategies currently exacerbate those gaps and
to explore what school finance reforms might reduce them.

Gaps in Attainment and Achievement

One of the most persistent and troublesome indicators of unequal opportu-
nity in American schools has been the difference in academic attainment and
achievement among groups of students defined by such background characteris-
tics as race and income.  Upon close study, the achievement picture is compli-
cated, with signs of real progress as well as reasons for continuing concern.

A major accomplishment has been the near parity reached between black and
white Americans in educational attainment at the high school level.  In 1920, 45
percent of blacks ages 25-29 had less than five years of elementary school educa-
tion, compared with 13 percent of whites, and only 6 percent of blacks had four
years of high school or more, compared to 22 percent of whites.  By 1997, near
parity had been achieved:  87 percent of non-Hispanic blacks ages 25-29 had four
years of high school or more compared with 93 percent with their white non-
Hispanic counterparts.  Most of this progress in black educational attainment
took place after 1960.  Separate figures for Hispanics have been reported only
since 1980.  Here the news is not so good: in 1997, only 62 percent of people ages
25-29 had attained four years of high school or more, an increase of only 4
percentage points from the 1980 figure (U.S. Department of Education, 1999a:
Table 8).  This signifies some but not a great deal of progress.

Much attention has been focused over the years on test score gaps among
students from different racial/ethnic groups, with the black-white test score gap
the most prominent and intensely studied.  Introducing a recent collection of
research papers on the subject, Jencks and Phillips (1998:1) summarize the issue:
“African Americans currently score lower than European Americans on vocabu-
lary, reading, and mathematics tests, as well as on tests that claim to measure
scholastic aptitude and intelligence.  This gap appears before children enter kin-
dergarten, and it persists into adulthood.  It has narrowed since 1970, but the
typical American black still scores below 75 percent of American whites on most
standardized tests.  On some tests the typical American black scores below more
than 85 percent of whites.”

Test scores in reading and mathematics on NAEP increased for black chil-
dren in the 1970s and 1980s and the gap between black and white test takers’
scores diminished by about half (Campbell et al., 1997).  Since the late 1980s,
though, the trend toward smaller gaps between black and white students’ scores
has partially reversed as black student scores have dropped somewhat.  Hispanic
students’ scores show a similar pattern, with an overall narrowing of the gap with
white students’ scores since the mid-1970s and some recent slippage backward.

NAEP scores also differ by place of residence, with “urban fringe” students
performing at higher levels than their rural or central-city counterparts (U.S.
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Department of Education, 1994, 1996).  Recent trend data by place of residence
are not available, nor does NAEP collect data on the income levels of test takers’
families.  Numerous other studies, though, beginning with the Coleman report in
the mid-1960s, have consistently shown that test scores and family income levels
are directly related (Coleman et al., 1966).  Since 1986 NAEP has measured the
level of school poverty for tested students.  Recent unpublished tabulations pre-
pared for the National Assessment of Title I (U.S. Department of Education,
1999b) indicate that NAEP reading scores for 9-year-old public school students
in high-poverty schools (more than 75 percent of students eligible for free or
reduced price lunch) dropped by 2 points between 1988 and 1996, and mathemat-
ics scores improved by 9 points or about one grade level.

Educational Achievement and School Spending

As Jencks and Phillips’ (1998) recent volume exploring the causes and pos-
sible remedies for the black-white test score gap vividly illustrates, the relation-
ship between test scores and student background characteristics is complex and
only partially understood.  Of particular interest to us as a committee on educa-
tion finance are the relationships between family income and student achieve-
ment on one hand and between family income and district-level spending on the
other.  Given the large disparities in spending across districts already mentioned
and the causes that are examined in much more detail in the next chapter, one
important question is the extent to which these disparities are related to variations
in the income levels of families residing in different school districts.

Several U.S. Department of Education reports (Parrish et al., 1995, 1998;
Parrish, 1996a, 1996b) use data for academic years 1989-90 and 1991-92 to
examine variations among school districts and across states in the revenues avail-
able for educational programs and services and their relationship to family and
community characteristics.  Looked at from a national perspective, families liv-
ing in the poorest districts—those with the highest poverty levels and the lowest
median incomes (where income levels have been adjusted for differences across
districts in the cost of living)—had lower per-pupil revenues than those in the
richest districts (Table 2-5).  For example, in 1991-92, districts with 25 percent or
more of their school-age children in poverty had average total per-pupil revenues
only 89 percent of the average total per-pupil revenues of districts with less than
8 percent of school-age children in poverty.  Similarly, districts with median
household income of less than $22,000 had average per-pupil revenues only 81
percent as large as the average revenues per pupil of districts with cost-adjusted
median household incomes of $38,000 or more.  Urban districts had just slightly
more revenue per pupil than suburban districts and 18 percent more than rural
districts, while districts with the lowest minority enrollments had 7 percent less
revenue per pupil than districts with the highest level (50 percent or more) minor-
ity enrollments.
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When district revenue figures were adjusted to reflect costs and student
needs (described in the notes to Table 2-5), the comparative situation of urban
and high-minority-enrollment districts changed.  Reflecting the fact that high-
minority and urban districts are often high-cost areas, the cost and need-adjusted
revenues per pupil for urban areas were 97 percent of the suburban districts, and
the high-minority-enrollment districts had per-pupil revenues that were 96 per-
cent of low-minority-enrollment districts.  Race itself does not appear to be the
key demographic variable explaining the difference in spending between low-
minority and high-minority districts, however.  When race was considered simul-
taneously with other factors, the poverty of families, rather than their race, was
the variable that correlated more with the buying power of education dollars in
different districts.  Poorer families lived in districts that spend less.  These nation-
wide differences understate differences that are seen within some individual states
(Table 2-6) and, because commonly used measures to adjust for student needs are
presently quite imperfect, they may well understate the costs faced by districts
with large enrollments of at-risk students.

These figures suggest that student background characteristics like race and
income that are correlated with lower student test scores are also correlated with
lower spending on schools.  They signal the importance of examining what is
known about the relationship between educational spending and student achieve-
ment, an issue taken up in Chapter 5.

The Condition of Children and Education in Cities

We have seen that student achievement as measured by test scores is lower
for children living in central cities than for their suburban and rural counterparts.
This is one manifestation of a widely perceived crisis in urban education.  As
Education Week put it in introducing a massive special issue on the “urban
challenge,” “it’s hard to exaggerate the education crisis in America’s cities. . . .
When people talk about the problems in public education, they’re usually not
talking about suburbs or small towns.  They’re talking about big-city schools—
specifically the ones that serve poor children” (Education Week, 1998:6,9).

Achieving the goal of breaking the nexus between family background and
student achievement requires special attention to this urban challenge.  Minorities
and poor people are heavily concentrated in cities.  In 1990, 57 percent of all
blacks and 52 percent of all Hispanics lived in central cities (National Research
Council, 1999a: Table 2-3); 60 percent of individuals in metropolitan areas living
in households below the poverty line lived in central cities rather than in suburbs
(National Research Council, 1999a).

Moreover, residential racial segregation is extraordinarily high in most U.S.
metropolitan areas, a feature of cities with special implications for education.
Because school attendance is largely based on residential patterns, school segre-
gation is also very high.  In 1991-92, 66 percent of all black students and 73
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TABLE 2-5  Total Revenues per Student, 1991-92

Percentage of All
Students Enrolled

Revenues by School-Age Children in Poverty
Less than 8% 22.2%
8-<15% 23.6
15-<25% 27.7
25% or more 26.6

Revenues by Minority Enrollment
Less than 5% 21.5
5-<20% 24.9
20-<50% 26.6
50% or more 27.0

Revenues by Metropolitan Status
Urban/central cities 26.9
Suburban/metropolitan 48.8
Rural 24.3

Revenues by Median Household Income (cost-adjusted)
Less than $22,000 16.8
$22,000-<$26,000 26.9
$26,000-<$30,000 22.1
$30,000-<$38,000 21.4
$38,000 or more 12.8

aEducation revenues are expressed in cost-adjusted terms to reflect variations in real education
resources, as opposed to nominal dollars.  The cost-adjustments used are based on the teacher cost
index (TCI) developed by Chambers (1995), which measures variations in the costs of comparable
teachers across geographic locations.

bStudent-need adjustments reflect the varying needs of three categories of special needs students,
which were weighted to equal more than one student.  Special education students are given a weight

percent of all Hispanic students attended schools that were predominantly minor-
ity, and 34 percent of each group attended schools that were 90-100 percent
minority (Orfield et al., 1993).  Residential segregation declined, but only slightly,
between 1970 and 1990.  Similarly, there have been modest declines since 1968
in the proportion of blacks and Hispanics attending predominantly minority
schools and massive drops in the percentage of blacks attending 90-100 percent
minority schools from 64 percent in 1968 to 34 percent in 1991; however, the
percentage of Hispanics attending such schools grew from 23 to 34 percent over
the same period.  Virtually all of the improvement occurred in the early years of
that period, and school segregation has increased slightly since the late 1980s
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Revenues per Student

Cost- and
Actual Cost-Adjusteda Need-Adjustedb Need-Adjusted

$6,266 $5,863 $5,427 $5,080
5,273 5,289 4,506 4,521
5,162 5,409 4,339 4,547
5,600 5,557 4,587 4,554

5,425 5,558 4,631 4,739
5,598 5,541 4,794 4,741
5,353 5,454 4,527 4,610
5,797 5,538 4,786 4,574

5,781 5,539 4,788 4,593
5,748 5,533 4,915 4,730
4,894 5,477 4,111 4,597

5,391 5,707 4,417 4,677
5,407 5,389 4,498 4,489
5,189 5,339 4,390 4,518
5,566 5,374 4,780 4,617
6,650 6,113 5,785 5,321

of 2.3, compensatory education students a weight of 1.2, and limited-English-proficient (LEP) stu-
dents a weight of 1.2.  To apply this adjustment, the counts of special needs students in each district
are then multiplied by their weights to calculate a total weight count.

SOURCE:  Parrish et al., 1998: Tables II-1,II-2, II-6 and II-7.

(Orfield et al., 1993).  The residential racial segregation of blacks is not simply a
by-product of economic segregation; high-income blacks live in areas nearly as
segregated as do low-income blacks.  The level of income segregation is mark-
edly lower than the level of racial segregation.

The concentration in cities of minority residents is worrisome because “many
metropolitan areas are . . . characterized by a set of problems so severe that some
see them as threatening the long-term viability of American society” (National
Research Council, 1999a:13).  The differences in opportunity structures that
result from central-city/suburban differences in education, employment, income,
and public service quality contribute to the unequal chances many city residents
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have to develop their inherent talents and capabilities.  Alarmingly, these spatial
variations in opportunity are especially exaggerated for blacks and Hispanics,
who are especially likely to live in neighborhoods where opportunities are the
most limited.  In 1990, 17 percent of metropolitan-area blacks and 11 percent of
Hispanics (compared with 1 percent of whites) lived in neighborhoods of concen-
trated poverty (census tracts with 40 percent or more of the households below the
poverty level).  While 34 percent of the black poor and 22 percent of the Hispanic
poor in metropolitan areas lived in these high-poverty neighborhoods, only 18
percent of all poor people did so (Jargowsky, 1997).

Moreover, the problems of central cities and unequal opportunity are getting
worse.  A 1999 NRC report cites these disturbing trends (National Research
Council, 1999a):

• In 1990 central-city median income was 77 percent of suburban median
income, compared with 89 percent in 1960.

• In 1990, central-city poverty rates were 2.4 times those of suburbs, com-
pared with 1.5 times in 1960.

• Between 1980 and 1990, per-capita income for whites in metropolitan
areas rose by 19 percent, while for blacks it increased by only 13 percent.

• The number of high-poverty census tracts more than doubled between
1970 and 1990 and the number of people who live in them rose by 92
percent over that time.  Blacks have been especially affected in negative
ways by this development.  Whereas 26 percent of the black poor in
metropolitan areas lived in high-poverty census tracts in 1970, in 1990 34
percent did so.  The comparable figures for the Hispanic poor were 24
percent in 1970 and 22 percent in 1990.

Conditions in cities and suburbs do not always diverge sharply.  There is
substantial variation in economic and social conditions across individual suburbs.
There are inner-ring suburbs and/or industrial suburbs in many metropolitan
areas whose residents face problems and barriers similar to those in central cities,
although research on intrametropolitan differences almost always examines cen-
tral-city versus suburban differences.  It is possible that some suburban neighbor-
hoods with low incomes and high poverty levels are even worse off than some
central-city neighborhoods, because they share similar problems but may lack the
commercial tax base of a central business district.  One study found that central
cities were actually more prosperous than their surrounding suburbs in nearly a
third of metropolitan areas (Ellen, 1999).  Central-city/suburban disparities clearly
vary by region, with cities in the Northeast and the Midwest relatively worse off
in comparison to their suburbs than cities in the South and the West (National
Research Council, 1999a: Table 3-3).  Cities in larger metropolitan areas are
relatively worse off compared with their suburbs than cities in smaller areas
(National Research Council, 1999a: Table 3-4).  Strategies for change, therefore,
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cannot uniformly be applied to all cities, but must be adapted to local circum-
stances.

The diversity of conditions in both cities and suburbs no doubt helps explain
why data on the financial condition of urban schools are not easy to discern.  It is
not immediately apparent that urban schools are funded at lower levels than other
schools, although it is frequently assumed that they are.  Despite the concentra-
tion of costly-to-educate children in urban areas, in 1991-92 (Table 2-5), average
per-pupil revenues per urban/central-city student were virtually the same as for
suburban/metropolitan students.  When these revenue figures were adjusted (by
imperfect measures) for differences in costs and student needs, per-pupil rev-
enues in the urban/central-city areas were the same as those in rural areas and 3
percent lower than the suburban/metropolitan average.

Other data suggest that this small difference in the nationwide averages
masks much larger differences that exist from state to state.  Education Week
(1998) calculated per-pupil 1993-94 spending levels for 73 urban districts and
compared these averages with per-pupil averages for the state in which the city is
located.  Counting a difference of ± $100 as “the same,” 39 of these 73 urban
districts had higher per-pupil average expenditures than their states, 11 had the
same, and 23 had lower.  Of these 73 districts, 15 are also on the list of super-size
districts enrolling more than 100,000 students in 1996 (see Table 2-4).  (The 9
other super-size districts are suburban.)  Looking at the latest year (1994-95) for
which spending data are available for these 15 districts, per-pupil expenditures
were higher than state averages in 8, the same in 2, and lower in 5 (Table 2-6).

Moreover, the picture of the resources available in urban districts compared
with other jurisdictions depends heavily on the cost-adjustment factors that are
used to account for differences in student needs and in geographical cost-of-
living levels.  The quality of comparative measures of spending depends on how
fully these measures reflect underlying cost differences.  As discussed in Chap-
ters 4 and 7, there is room for significant improvement in the quality of the cost
adjustments currently used to allocate and to report on educational revenues.

School Finance and the Interrelationship of
Achievement and Student Background

The fact that student academic achievement is strongly linked with family
background, which is in turn is affected by the social, economic, and political
environment in which families live, reflects deep societal problems that go far
beyond schooling.  We reiterate our view that changes in school finance, or
school policies more generally, are not likely to solve problems that go far be-
yond education.  At the same time, such change both can and should do more to
reduce the nexus between family background and student achievement.  Finance
reforms will need to focus not only on improving the capacity of schools to meet
the needs of disadvantaged students but also on ensuring that such students are
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prepared to benefit from what schools have to offer—that is, on improving the
capacity of the children to learn.

GOAL 3:  RAISING REVENUES FAIRLY AND EFFICIENTLY

Raising revenue in a fair manner is important for its own sake, regardless of
whether the funds are to be used for education or any other public service.  The
fact that taxes are compulsory does not give a democratic government license to
tax people in an arbitrary or unfair way.  Rather, the legitimacy of a democratic
government requires that it tax people in a way that they perceive to be fair.  In
addition, the perceived fairness with which revenues are generated is important
for education because it can affect the attainment of other educational goals.  For
example, if taxpayers thought a particular type of tax was so unfair that they
refused to vote for higher taxes, the use of that tax would affect the amount of
revenue that could be generated for education.

Efficiency with respect to revenue raising can take on several meanings.
First, it may call for revenues to be raised with relatively low administrative
costs.  Second, following the economists’ definition of efficiency, it may call for
revenue to be raised in such a way as to minimize unintended behavioral re-
sponses by taxpayers who are trying to avoid the burden of the tax.  Third, in the
local government context, it may refer to how well the pattern of public spending
and the taxes that support the spending across local jurisdictions corresponds to
consumer preferences.

Two features of the way the United States raises revenue at the state and
local level for education have direct implications for the fairness and efficiency
of revenue raising.  One is the heavy reliance on local school districts for raising
revenue.  Local revenue raising can promote efficiency in the third sense of
supporting spending that is in line with consumer preferences.  However, the
large variation across districts in their capacity to raise revenue relative to the
educational challenges they face requires some districts to impose much heavier
tax burdens on their residents than other districts to provide a given quality of
education services.  Although some of the apparent resulting inequities may be
offset in part by compensating differences in state aid to school districts or in
local housing prices, undoubtedly some inequities remain.  The other aspect is the
heavy reliance of education funding on the local property tax, which many people
believe imposes a regressive burden on taxpayers.

We have already described the pattern across states and over time in the
division of financing responsibilities by level of government.  In the following
sections, we document the large role of the local property tax and describe the
other components of the financing landscape: the efforts of state governments to
use state aid to school districts to offset some of the variation in revenue-raising
ability across local school districts and the role of the federal government.  In
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Chapter 8 we evaluate the validity of the concerns about the inequities and
inefficiencies in the way the country currently finances K-12 education.

Role of the Property Tax

The extent to which local governments in general and school districts in
particular rely on the property tax is reported by state in Table 2-7.  As the first
column shows, property taxes as a percentage of total local taxes in FY 1994-95
averaged nearly 75 percent.  The share ranged from nearly 99 percent in New
Hampshire, Rhode Island, and Vermont to about 36 percent in Alabama.  It was
75 percent or greater for 29 states and less than 60 percent for only 7 states.  The
second column indicates the extent to which independent school districts (that is,
those not a part of municipalities or counties) rely on the property tax.  In the
United States, property taxes accounted for more than 96 percent of the local
taxes for school districts.  Only 3 states (Kentucky, Louisiana, and Pennsylvania)
have a share less than 90 percent.

Revenues at the state level come primarily from the personal income tax and
the general sales tax (Table 2-8).  Most states rely on a combination of these two

TABLE 2-7  Local Governments and School
Districts’ Reliance on the Property Tax

All Local School
State Governments Districts

Alabama 36.26 100
Alaskaa 80.31 NA
Arizona 72.77 100
Arkansas 64.93 100
California 69.37 99.27
Colorado 64.62 100
Connecticutb 98.86 NA
Delaware 82.24 100
Florida 80.49 100
Georgia 69.01 100
Hawaiic 81.06 NA
Idaho 95.23 100
Illinois 81.04 100
Indiana 89.59 99.82
Iowa 94.25 97.85
Kansas 81.99 100
Kentucky 50.19 64.90
Louisiana 38.92 40.80
Maine 98.26 100
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Marylandb 59.84 NA
Massachusettsb 97.23 NA
Michigan 88.93 99.48
Minnesota 95.47 100
Mississippi 92.14 99.19
Missouri 62.27 94.19
Montana 95.86 100
Nebraska 86.51 99.91
Nevada 61.29 99.48
New Hampshire 99.02 100
New Jersey 97.88 100
New Mexico 52.18 100
New York 61.53 98.21
North Carolinab 74.89 NA
North Dakota 89.44 99.56
Ohio 66.27 98.27
Oklahoma 54.55 99.70
Oregon 83.53 99.40
Pennsylvania 71.02 84.10
Rhode Islandb 98.76 NA
South Carolina 89.23 99.69
South Dakota 80.44 96.84
Tennesseeb 61.16 NA
Texas 77.10 92.24
Utah 74.57 100
Vermont 98.89 99.60
Virginiab 71.62 NA
Washington 58.14 99.84
West Virginia 82.02 100
Wisconsin 95.32 100
Wyoming 79.24 97.96

U.S. 74.18 96.30

NA = not applicable

aAlaska:  Twenty school districts are dependent on the state, other
school districts are dependent on boroughs.

bConnecticut, Maryland, Massachusetts, North Carolina, Rhode Is-
land, Tennessee, Virginia:  Most school districts in these states are
dependent on a city, county, or township.

cHawaii has one statewide school district.

SOURCE:  Bureau of the Census, 1995a: http://www.census.gov/
govs/school/95tables.pdf and Bureau of the Census, 1995b: http://
www.census.gov/govs/www/esti95.html.

TABLE 2-7  Continued

All Local School
State Governments Districts
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TABLE 2-8    State Income and Sales Tax Revenues, 1996

Individual Incomes Taxes General Sales Taxes
Percentage of Total Percentage of Total
Own-Source General Own-Source General

State Revenues Revenues

Alabama 20.9 19.1
Alaska 0.0 0.0
Arizona 19.3 35.1
Arkansas 23.9 28.3
California 30.0 27.5
Colorado 33.9 19.7
Connecticut 27.2 25.4
Delaware 23.9 0.0
Florida 0.0 46.7
Georgia 32.8 29.6
Hawaii 24.1 34.5
Idaho 26.7 24.5
Illinois 26.4 23.1
Indiana 30.7 25.3
Iowa 26.5 24.3
Kansas 26.5 27.0
Kentucky 24.6 21.2
Louisiana 15.0 21.0
Maine 27.4 25.4
Maryland 32.4 18.6
Massachusetts 39.4 15.3
Michigan 24.1 27.0
Minnesota 32.9 23.1
Mississippi 15.6 38.5
Missouri 29.4 26.5
Montana 20.8 0.0
Nebraska 25.1 24.4
Nevada 0.0 47.0
New Hampshire 3.1 0.0
New Jersey 23.7 21.6
New Mexico 14.2 28.4
New York 40.0 16.0
North Carolina 34.5 20.8
North Dakota 10.2 19.0
Ohio 28.5 24.1
Oklahoma 25.4 20.3
Oregon 42.6 0.0
Pennsylvania 21.4 23.4
Rhode Island 26.0 20.8
South Carolina 25.6 27.1
South Dakota 0.0 32.2
Tennessee 1.5 45.4
Texas 0.0 36.6
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revenue sources for about 50 percent of total own-source revenues and, according
to Gold et al. (1995), for about two-thirds of the state revenue for primary and
secondary education in 1992.  The remainder of state revenue for education is
from state corporation income taxes and various excise taxes.  The mix varies
across states:  income taxes contribute more than a third of total state revenue in
Massachusetts, New York, Oregon, and Wisconsin, and the sales tax contributes
well over a third in Florida, Mississippi, Nevada, Tennessee, and Washington.
Some states devote or “earmark” a portion of state revenue to the financing of
education:  13 states earmark revenues from the sales tax, 7 from the personal
income tax.  Although several states have earmarked special revenue sources,
such as proceeds from the lottery, for education, the revenues from these sources
are typically quite small.

The preceding discussion seems to imply that the property tax is used exclu-
sively by local governments and income and sales taxes exclusively by state
governments.  However, the correspondence between tax sources and level of
government is by no means absolute.  In addition to generating revenue from a
local property tax, many local governments also generate revenue from income
and sales taxes to finance education.  In addition, some state governments rely on
a statewide property tax for some of their revenue.  The recent education finance
reform in Michigan, for example, led to what is in effect a statewide property tax
system.  This overlap in revenue sources makes it essential to distinguish the
governmental level at which the revenues are raised (e.g., state or local) as well as
the specific taxes used (e.g., income, sales, or property).  These distinctions have
important implications for the fairness of a state’s revenue structure as well as for
its efficiency.

Utah 28.0 28.7
Vermont 21.6 14.0
Virginia 32.8 15.2
Washington 0.0 46.5
West Virginia 20.1 21.3
Wisconsin 37.6 21.0
Wyoming 0.0 17.1

U.S. 25.4 24.5

SOURCE:  Bureau of the Census, 1997: http://www.census/gov/govs/state/

TABLE 2-8    Continued

Individual Incomes Taxes General Sales Taxes
Percentage of Total Percentage of Total
Own-Source General Own-Source General

State Revenues Revenues
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The Property Tax Under Attack

For the past few decades, the local property tax has been under attack.  These
attacks have taken two forms:  (1) school finance cases that have declared many
property-tax-based state systems as unconstitutional and (2) taxpayer revolts
against the property tax.  Plaintiffs in school finance cases have attacked the
property tax because of its role in generating inequalities in spending across
school districts.  Because districts that are blessed with large per-pupil property
tax bases can raise any given amount of revenue with lower tax rates than those
with smaller tax bases, rich districts find it easier to raise revenue for education
than do poor districts.  Although it may appear that the property tax is the cause
of any resulting differentials in spending across districts, we argue in Chapter 8
that the real culprit is not the property tax per se but rather the fact that any local
revenue source is being used.  Nonetheless, there is no doubt that the resulting
disparities in spending across districts tend to give the local property tax a bad
name.

Voters have reacted negatively to the property tax when property values rose
rapidly and local governments failed to limit the resulting increases in tax bills.
In 1978 California voters passed Proposition 13, a constitutional amendment that
limited the local property tax rate to 1 percent and capped the growth of assessed
values at 2 percent per year, except when parcels were sold.  Massachusetts
voters followed two years later with their own tax limitation measure, Proposi-
tion 2 1/2, which required municipalities to roll back their local property tax rates
to 2 1/2 percent and limited the growth of property tax revenues in each jurisdic-
tion to 2 1/2 percent per year.

While other states have avoided such broad based and restrictive measures,
according to an Advisory Commission on Intergovernmental Relations (1995b)
report, all but four states impose constraints on local governments’ ability  to
raise revenue and/or to spend money.  A total of 30 states limit local government
tax rates and 27 states limit tax levies; 8 states limit expenditure growth, includ-
ing spending on schools.  Most states have implemented programs to relieve what
they perceive as unfair burdens of the local property tax.  The Advisory Commis-
sion on Intergovernmental Relations (1995a) reports that, as of 1994, 35 states
have implemented circuit breaker programs that provide property tax relief to
homeowners and (in some states) renters through a state income tax credit.  These
programs are generally targeted to individuals with low income or who are eld-
erly.  As of 1995, 37 states have responded to the political pressure of voters to
reduce property tax burdens more generally through the provision of homestead
exemptions that reduce property tax burdens for all homeowners.  These various
limitation and tax relief measures end up reducing the revenue that can be raised
by local governments and school districts for education and other public services.

A central question for the committee is whether it is time to eliminate, or
substantially reduce reliance on, the property tax as a major source of revenue for
public schools.

Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


SETTING THE STAGE 59

State Aid to Local School Districts

State-raised revenue for education is typically distributed back to local school
districts as state aid, either as basic support or as categorical grants.  Basic
support comes in three generic forms:  flat grants, foundation programs, and
guaranteed tax base programs  (also called district power equalizing grants).  Flat
grants are the oldest and the simplest form of aid in that they provide a uniform
amount of aid per unit (as measured, for example, by students or teachers).
Although the purpose of the flat grant is to ensure some minimum level of
education expenditure, historically the grant amounts have been so small that
they have not served that function very well.  Gold et al. (1995) identify only two
states—Delaware and North Carolina—still using flat grants in 1993-94.

A much more common type of school aid is the foundation grant.  Founda-
tion aid is similar to flat grants in that it is designed to ensure some basic or
foundation level of education spending.  However, in practice it differs in two
ways.  First, the minimum or foundation level of spending is set at a much higher
level—one that might represent, for example, the state’s view of how much
spending would be required for a district to provide an “adequate” level of educa-
tion.  Second, it typically requires that local districts contribute to the foundation
spending level in proportion to their capacity to raise revenue for education.  In
practice this requirement usually means that the amount of state aid (per pupil)
given to a district varies inversely with the size of the district’s property tax base
(per pupil), or by some broader measure of taxable capacity, such as a weighted
average of the property tax base and the income of residents.  To be more precise,
the amount of state aid given to a district is the difference between the foundation
spending level and the amount of local tax revenue that the district would gener-
ate from its local tax base by taxing itself at a required minimum tax rate.  Such
aid is lump sum aid, in that the amount of aid does not vary with the district’s
chosen level of spending.  Districts would, however, typically be free to spend
more than the foundation amount.  As of 1994, 22 states had foundation programs
that required local effort and 18 states had foundation programs that did not
require local effort (Gold et al., 1995).

Guaranteed tax base or district power equalizing grants are matching grant
programs.  In the standard program, the state pays for a share of the expenditures
in each district, and the share, or the matching rate, varies inversely with the size
of the district’s property tax base.  The aim of a guaranteed tax base program is to
make it possible for any district, whatever its tax base, to spend the same amount
of money as a district with some target tax base at any chosen tax rate.8  Each
district would be free to tax itself at whatever rate it chose with the assurance that

8While this goal has superficial appeal, economists are quick to emphasize that it treats the size of
the tax base as if it is exogenous, that is independent of the district’s decision about how much to
spend on education.  In addition, it may not lead to the desired goal of wealth neutrality.
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the combination of the revenue it generated locally at that rate and the amount of
state aid it received would equal what the district with the target tax base could
raise at that tax rate.  The logic of such a program is that very wealthy districts—
those with tax bases larger than the target base—would face negative matching
rates and, instead of receiving aid, would have to pay money to the state.  That is,
the price to them of raising and spending an additional dollar on education would
exceed one dollar.  In practice, however, the guaranteed tax base formula is
typically overridden so that all districts receive some small amount of state aid.

In contrast to aid for general support, categorical aid is given for specific
expenditure categories, such as special education, transportation, buildings, and
equipment.  Categorical aid programs frequently do not incorporate capacity
measures into the distribution formulas.  However, state categorical aid for spe-
cial education, as well as many of the federal categorical aid programs, are
targeted toward districts with disproportionate numbers of needy students, where
need is defined by learning disability, other physical disability, or poverty.

The Federal Role

The federal government has a relatively small direct role as well as a large
indirect role in financing primary and secondary education.  Direct programs of
federal aid are designed to help achieve goals of greater equity and, more re-
cently, higher student performance.  In addition to the traditional federal empha-
sis on aid for disadvantaged students, new funds have been provided through the
Goals 2000 program ($668 million in FY 1998) for grants to assist states with
their programs to raise the educational achievement of all students (U.S. Depart-
ment of Education, 1999a: Table 361).  The small amount of these funds belies
the larger role for the federal government envisioned in the Goals 2000 legisla-
tion.  In that role, the federal government would use the funds appropriated for
this purpose to induce the states to work toward national educational goals.

The federal government plays a much larger but indirect financing role
through the deductibility of state and local income and property taxes from per-
sonal income subject to federal taxes.  The deduction of state and local property
taxes alone amounted to about $18 billion in 1999 (Office of Management and
Budget, 1999).  Because this tax break is in the form of deductions, the value to
individuals rises with the income of the taxpayer and is dependent on the itemiz-
ing of deductions.  The value to individuals also depends on state and local tax
burdens, which vary across state and districts.  Deductibility is a benefit to school
districts in that it lowers the effective tax price to local taxpayers for education
and therefore may make them more willing to spend on education.  However, the
distributional effects of providing assistance in this manner are worth noting.
Greater benefits accrue to districts with larger proportions of taxpayers who
itemize their deductions.  Such districts are typically the ones with wealthy tax-
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payers who own their own homes.  Few benefits accrue to large cities populated
disproportionately by low-income renters.

Thus, the direct federal role has historically been very small and targeted to
specific groups.  Recently the federal government has tried to play a larger role
through the adoption of funding mechanisms designed to influence how states
and districts might go about improving the overall quality of education.  A major
question, addressed in Chapter 8, is whether it is time to expand the federal role—
especially on the financing side.

STRATEGIES FOR MEETING THE GOALS

Policy makers can alter school finance systems in four generic ways as they
attempt to drive the education system toward greater achievement and more
efficiency.  Which of these broad generic strategies are preferred depends on
policy goals, judgments about the efficacy of various strategies to achieve those
goals, and an understanding of the unintended side effects of various strategies.

 During the final third of the twentieth century, education finance reformers
emphasized a strategy of reducing funding inequities and (more recently) inad-
equacies among school districts. This reform strategy was consistent with their
dominant objective at the time, which was to reduce the large fiscal disparities
resulting from the tradition of local funding of education.  Since significant
disparities and inadequacies remain, this strategy will continue to be of interest,
although its focus may need to change given the new interest in enhancing stu-
dent achievement.

The generic strategy of reducing inequities and inadequacies in school fi-
nance also applies to the goal of raising revenues fairly.  On the revenue side of
the finance system, this strategy might be pursued via policies aimed at altering
the level of government (e.g., local, state, or federal) at which revenues are raised
or altering the types of tax (e.g., property, income, or sales tax) or other revenue
sources that are used.  However, any policy changes designed to enhance fairness
in revenue raising will also need to be evaluated as well in terms of their effects
on the efficiency with which revenues are raised and education is provided.

Meeting the new challenge of aligning school finance with the goals of
enhancing achievement for all students and reducing the nexus between family
background and student achievement will undoubtedly require increased atten-
tion in the years ahead to additional strategies for reforming school finance.  One
possible strategy is investing more resources in developing capacity.  This refers
not only to the capacity of the formal education system to provide services but
also to the capacity of students to learn.  Investing in capacity-building will
facilitate the achievement of the goals only if the investment will generate greater
future returns in the form of student achievement than will spending the money in
other ways.  As is the case with any investment policy, the resources to be
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invested might represent new funds or funds transferred from some other, pre-
sumably less effective, use.

A third generic strategy for school finance reform would emphasize altering
incentives to make performance count.  This strategy embraces changes in incen-
tives that are designed to operate primarily within the existing system of gover-
nance.  Changes in incentives that might result from major changes in governance
and management structures, such as the introduction of a significantly greater
role for schools or parents (or both) in finance decisions, are reserved for the
fourth strategy.  Strategy 3 emphasizes the development of accountability and
funding systems that give teachers, schools, or students incentives to focus on
student achievement.

A fourth generic strategy would focus on empowering schools or parents or
both to make decisions about the use of public funds.  This strategy embraces
finance reforms that would promote major changes in governance and manage-
ment by shifting the locus of decision making.  It represents the most significant
break with current school finance practice because it promises significant change
in who gets to decide how education dollars are spent. Not surprisingly, then, it
can be expected to arouse the most heated passions, with contentiousness related
to how far particular policy options consistent with the strategy (school-site
autonomy, for example, versus vouchers usable at both public and private schools)
move decision making away from familiar patterns.  It is likely, therefore, that
even more than with the other strategies, the position individuals take on policy
options consistent with strategy 4 will typically rest on more than the evidence
about what the strategy might contribute to fairness and productivity.  Views
about the desirability of shifting decision making on the grounds that it will
increase student achievement are balanced with additional considerations, such
as how broken the current educational system is perceived to be, support for the
tradition of public education, and attitudes toward the freedom for families to
choose the children with whom their children will associate.

These four generic strategies reflect the broad choices available to policy
makers as they debate specific policy options for reforming education finance
programs.  The four strategies do not encompass every specific policy that might
be proposed for improving the finance system,9 nor do policy options fit neatly
and unambiguously within one or another strategy as defined here.  There is also

9Nor do they directly address many reform strategies, such as changes in curriculum or the way it
is taught, that are not primarily financial in nature but that people closely involved in the provision of
education services might deem crucial to educational improvement.  Likewise, they do not address
changes in governance, such as the recent moves in some states to give direct control of selected big-
city school districts to mayors.  Mayoral control (being tried in Boston, Baltimore, Cleveland, and
Chicago) clearly alters lines of accountability, but there is nothing inherent structurally in this gover-
nance chance that necessarily alters the distribution of financial resources.
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an element of artificiality in the separation of the four strategies, in that policy
makers do not and should not consider strategies and options in isolation.  Fi-
nance policies ought to reflect the interrelatedness of the various facets of the
finance system and the possibility (some would say likelihood) that it will take
many complementary changes for reform to have its intended results.  Nonethe-
less, the strategies are useful as a framework for organizing the discussion later in
the report of major options for changing the school finance system.

To provide the foundation for the analysis of how these generic finance
strategies might be harnessed to the goals for a good finance system, we turn now
to a detailed discussion of the concepts of fairness and productivity as they have
played out over time in the legislative, legal, policy and scholarly arenas.
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Part II

Fairness and Productivity in School Finance

School finance policy was under intense scrutiny in the last third of the 20th
century.  Until comparatively recently, reformers concentrated on a strategy of
reducing large disparities in available revenues and spending levels among school
districts, which were the legacy of a school finance system originally built on
local control.  Using school finance policy to improve educational outcomes is a
relatively new objective.  Identifying policy options that will foster this objective
hinges on having good information about how to use resources to improve the
performance of schools and students.  Researchers have increasingly focused
their efforts on developing such knowledge.  At present, however, the results are
best viewed as tentative and contingent.

The recent history of efforts to understand and improve fairness and produc-
tivity, the subject of Part II, helps explain why existing finance policies took the
shape they did and provides lessons that will be instructive in Part III in evaluat-
ing current proposals for reforming education finance.

65
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3

Equity I—Spending on Schools

The United States is a country built on a perception of itself as a “land of
opportunity” with “liberty and justice for all.”  Education has long been viewed
as the major route to a good society and to improving the life chances of indi-
vidual citizens.  “Faith in the power of education . . . has helped to persuade
citizens to create the most comprehensive system of public schooling in the
world” (Tyack and Cuban, 1995:3).

Paradoxically, however, throughout the nation’s history, Americans have
tolerated great disparities in access to this pathway to opportunity.  Until the last
half of the 20th century, these disparities were often unacknowledged, hidden
behind an aggregate picture of progress.  This apparent march of progress, though,
left many people behind.  At mid-century (Tyack and Cuban, 1995:22):  “A probe
behind aggregated national statistics and the upbeat rhetoric of [school reform-
ers] reveals major disparities in educational opportunities.  These inequalities
stemmed from differences in place of residence, family occupation and income,
race, and gender, and from physical and mental handicaps.  At mid-century
American public education was not a seamless system of roughly similar com-
mon schools but instead a diverse and unequal set of institutions that reflected
deeply embedded and social inequalities.  Americans from all walks of life may
have shared a common faith in individual and societal progress through educa-
tion, but they hardly participated equally in its benefits.”

As Tyack and Cuban indicate, manifestations of inequality were everywhere.
In 1940 huge differences existed between rural and urban schools, magnified by
large regional differences in educational funding.  Both educational spending on
and the educational attainment of rural children lagged behind their urban coun-
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terparts.  Two out of three blacks resided in rural areas, overwhelmingly in the
South where regional poverty exacerbated racial discrimination.  Among whites
living in cities, whether or not students attended high school was strongly influ-
enced by the income level of their families.  Programs for children with disabili-
ties and those with other special educational needs served fewer than 1 percent of
all students in 1938.  Compulsory attendance laws frequently excluded children
with disabilities.

Inattention to inequality in education was about to change.  The catalyst was
the U.S. Supreme Court’s decision in Brown v. Board of Education, 347 U.S. 483
(1954), declaring racial segregation in public schools illegal.  The justices’ decla-
ration that “it is doubtful that any child may reasonably be expected to succeed in
life if he is denied the opportunity of an education” became the springboard for a
broad assault on differences in educational opportunity related to the socioeco-
nomic, racial, and physical characteristics of students and their families.  Much of
the history of school reform in the latter half of this century, especially in the
1960s and 1970s, had as a central concern reducing educational disparities.

Many, though certainly not all, of these disparities related to money.  Readily
apparent and large differences in spending on education from district to district
became one major target of change.  Reformers sought new state and federal
programs to provide additional funds for educating previously underserved or
unserved groups.  They also launched legal attacks on the underlying theory and
structure of school finance.  The existing system, which relied heavily on locali-
ties whose wealth and willingness to tax themselves varied greatly, appeared to
make the quality of a child’s education dependent on where he or she happened to
live.  Although, as we shall see, the relationship between spending on education
and the quality of schooling has been the subject of much debate, reformers
nevertheless argued that money provided the most “convincingly quantifiable”
standard for judging the availability of education across districts.  They further
argued on grounds of fairness against postponing reform until the cost-quality
debate could be settled.  As Coons et al. (1970:30) put it:  “if money is inadequate
to improve education, the residents of poor districts should at least have an equal
opportunity to be disappointed by its failure.”

This chapter explores the pursuit of equity in school finance since mid-
century, which until recently emphasized reducing spending disparities tied to the
place of residence and increasing spending to meet special educational needs.
The story is complicated to tell chronologically, because reforms aimed at revis-
ing the fundamental reliance of American schools on locally raised revenues
(which have largely been pursued through the courts) have proceeded simulta-
neously with legislative and legal efforts to overcome specific education inequi-
ties through more piecemeal categorical-type programs.  Examining the legal
attack on traditional school finance mechanisms has the advantage of crystalliz-
ing a number of key finance and constitutional issues; so, after some comments
on the meaning of equity, we take up that strategy first.  We then describe a
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number of other developments in the past half-century related to the equity of
educational spending.

Finally, and most importantly for the subsequent policy discussion in Part
III, we assess what all this has accomplished in terms of reducing educational
inequities as defined by spending disparities and in terms of equity issues as they
are being reconceptualized today.  What we will see is that much has been
accomplished in terms of extending educational opportunities to all students, but
that great disparities in education spending still remain.  The biggest disparities,
those among states, remain largely untouched by reforms that have focused on
individual state finance systems.  Inequalities in finance have proven stubbornly
persistent, in large part because reducing or eliminating them requires steps that
fly in the face of other values Americans hold dear, such as local control of
schools and the freedom of parents to provide for their children.

Moreover, dissatisfaction has grown with school finance approaches that fail
to address directly problems of growing public concern, notably the academic
achievement levels of American students and the worsening conditions facing
children who live in some central-city neighborhoods.  The concept of equity
motivating school finance reform today is shifting in emphasis from differences
in the amount of money spent to the adequacy of the education that this money
provides.  The next chapter explores this newer approach to equity and the possi-
bilities and challenges it poses for school finance.

THE MEANING OF EQUITY

Equity, a concept embodying notions of justice, impartiality, and fairness, is
a widely shared value in American society.  Yet equity lends itself to a variety of
specific definitions reflecting the different goals that can be sought under the
“equity” banner.  Equity may, for example, involve equality (an equal distribu-
tion of something), but it need not (Monk, 1990; Putterman et al., 1998).  An
equitable distribution may actually involve substantial inequality, as for example
when “extra” resources are provided to a group believed to have extraordinary
needs.  In this case, equity may be seen as providing unequal inputs in order to
achieve equal outputs or outcomes.

Different definitions of equity mix and weigh central distinctions in differing
ways.  Researchers, legislators, lawyers and judges, and the public have used
various mixes as they debate equity-based reforms, resulting in conflicting views
about what constitutes fairness.  Therefore, it is essential to clarify the defini-
tional issues and to indicate how different equity definitions influence school
finance discussions.  Understanding the various meanings and goals that are
associated with different definitions of equity can illuminate the accomplish-
ments and shortcomings of prior attempts to make school finance more equitable
and why this objective has proven so difficult to accomplish.
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Berne and Stiefel (1984, 1999) have identified five key distinctions that can
be drawn among equity definitions as they are applied to school finance systems:

1. Who is the focus of concern:  school-age children, taxpayers, or both?
2. What is the unit of analysis:  the nation, states, districts, schools, or

students?
3. Which stage in the “production” of education is emphasized:  inputs

(dollars and/or real resources), processes, outputs, or outcomes?
4. Which groups are of special interest:  students with low income, minority

status, disabilities; low-income or low-wealth taxpayers?
5. How is the equity of the school finance system being evaluated:  ex ante

(judged by the equity of statutory design elements) or ex post (judged by
the actual outcomes that result from behavioral changes of school districts
as they respond to the design elements of a school finance system)?

The answers to these questions embodied in school finance systems have
evolved as public debate has occurred over the nature of spending and outcome
differences in education and as reformers attempted to find remedies for per-
ceived inequities that could be successfully enacted through the political process.

School finance equity is not a new concern.  Efforts to link methods of
school finance to the fairness of the educational system can be traced back to the
beginning of the 20th century and the work of Ellwood P. Cubberley (Guthrie et
al., 1988:3).  But school finance inequities came into sharp focus in the late
1960s, as education reformers began to realize that the promise of educational
opportunity offered by the Brown decision was being thwarted by unequal per-
pupil expenditures.  Desegregation alone was insufficient to address the “in-
equalities in education [that] continue to be visited upon Negro children,
especially in large cities,” because of spending disparities (Wise, 1968:3).  Inter-
estingly, urban problems rather than rural poverty now loomed large, reflecting
the mass migration of blacks to the cities following World War II.  School
finance inequities linked to race were now a national, and not primarily a south-
ern, issue.

In the aftermath of Brown, reformers also became increasingly intolerant of
the slow pace with which the executive and legislative branches of government
moved to equalize opportunities.  For the first time, courts became central players
in school finance.  In this area as in others, individuals and groups turned increas-
ingly to the judicial system to obtain public benefits they were unable to gain in
the political arena.  Although legislative and executive branch officials generally
determine how complex school finance issues are resolved, since about 1970 the
framework for their policy making has increasingly been influenced by the rul-
ings in court cases.  Carr and Fuhrman (1999) explore the political reasons why
school finance reformers have frequently found the courts more receptive to their
arguments than the executive and legislative branches of government.
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Our examination of equity in educational finance begins by tracing the de-
velopment of school finance litigation carried out in its name.  School finance
reform was strongly influenced by the success in the courts of an approach to
equity called “wealth neutrality,” which concentrated attention on the spending
disparities between school districts in a given state and in particular showed how
they related to the variation in property tax bases (Minorini and Sugarman, 1999).
It emphasized student equity, specifying that no relationship should exist be-
tween the education of children and the property wealth of the district in which
they reside, while also embodying the concept that taxpayers should be taxed at
equal rates to fund equal education (generally defined as equal spending) per
child.1  The wealth-neutrality approach has focused heavily on inputs to the
educational system; both ex ante and ex post measures of it were developed.

PURSUING FINANCE EQUITY THROUGH THE COURTS

Efforts to reform school finance through the courts have had two distinguish-
ing features.  First, until recently, they focused mainly on attacking geographi-
cally based disparities in school spending that result from dependence on local
wealth-based property taxes.  Second, school finance litigation has taken place
primarily in state courts under state law, a surprising venue given that federal
courts and federal law have played the central role in lawsuits concerning other
aspects of public education, such as school desegregation and student rights to
free expression.  The reasons reformers focused on wealth-based disparities in
education spending and pursued their ends in state courts lie in two major events
of the late 1960s and early 1970s that had immense influence on how equity in
education finance was defined and pursued in the ensuing decades.  The first was
the publication of Equality of Educational Opportunity (Coleman et al., 1966).
The second was the California Supreme Court’s decision ruling against the state
and its method of funding education in Serrano v. Priest (Serrano I), 487 P.2d
1241 (Cal. 1971).

Equality of Educational Opportunity set off an academic and public debate
that continues today by calling into question the relationship between resource
equality and equality of educational outcomes with its finding that students’

1This concept of equity for taxpayers differs from the concept of taxpayer equity typically found in
the public finance literature.  From a public finance perspective, a system would be judged fair to
taxpayers on the basis of either an ability to pay or a benefit principle, both of which are defined in
Chapter 8.  In general, neither the courts nor advocates nor researchers in school finance have
focused on the public finance concepts of equity.  If they had, the remedies proposed or legislated for
taxpayers might well have been quite different, giving attention to patterns of public finance inci-
dence, such as progressive, regressive, or proportional tax burden, that have not been much consid-
ered in the development of school finance formulas.  See Chapter 8 for a further discussion of
taxpayer equity issues from a public finance perspective.
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family and other background characteristics were more important than school
resources in determining student achievement.  While its findings about the role
of schools were then and remain controversial (and are increasingly being ques-
tioned by scholars evaluating new evidence with new analytical tools), uncer-
tainty over the link between resource and outcome inequalities encouraged
challengers of school finance systems to focus on the basic fairness of spending
disparities (and thus on school inputs) rather than attempting to link spending
levels to specific educational outcomes.

Serrano I was the first successful state court case related to state school
finance equity.  Based on wealth-neutrality arguments, state court judges in Cali-
fornia overturned the state’s existing system of school finance.  Significantly, in
the light of what would soon transpire in the U.S. Supreme Court, plaintiffs
claimed that California’s wealth-based system for raising educational revenues
violated the equal protection clauses of both the U.S. Constitution and the Cali-
fornia constitution.  Dependence on local property taxes as a primary source of
school funding, they argued, resulted in average per-pupil spending differences
in the 1969-70 school year ranging from $407 to $2,586 in elementary school
districts to $722 to $1,761 in high school districts (Franklin, 1987).

San Antonio Independent School District v. Rodriguez, 411 U.S. 1 (1973),
made some of the same arguments as did Serrano I on behalf of a class of
children throughout the state of Texas living in districts with low per-pupil prop-
erty valuations.  It differed, however, in that the case was brought in federal court
and relied on the U.S. Constitution alone.  Plaintiffs were successful in a lower
court, and it appeared for a short time that the U.S. Constitution would indeed
play a central role in shaping America’s school finance system.  However,
Rodriguez was rejected on appeal by the U.S. Supreme Court, in part on the
grounds that education was not a “fundamental interest” under the U.S. Constitu-
tion that warranted breaching long-standing patterns of federalism and involving
the federal courts in state school finance issues.

While Rodriguez closed the door to school finance reform via the federal
courts, Serrano I opened one in the state courts.  Although the California Su-
preme Court emphasized the U.S. Constitution’s Fourteenth Amendment in its
ruling, a few additional words noted that the state constitution’s equal protection
clause also was applicable (Serrano I, 1971:1249, note 11).  In its 1976 decision
evaluating the sufficiency of the legislature’s response to Serrano I, the state
supreme court explicitly held that the federal equal protection analysis it had
advanced in Serrano I was equally applicable to the California constitution’s
equal protection clause (see Serrano v. Priest (Serrano II), 557 P.2d 929, Cal.
1976).  Serrano thus paved the way for widespread legal challenges to school
finance systems on the basis of the wealth-neutrality principle, while Rodriguez
ensured that school finance litigation would flourish in state rather than federal
courts and that state-by-state rather than national solutions to finance equity
concerns would be pursued.
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State constitutions provided grounds for school finance suits because most
contain one or more provisions that either parallel the U.S. Constitution’s equal
protection clause or have been interpreted to afford similar protections (Williams,
1985).  In addition, state constitutions, unlike their federal counterpart, contain a
variety of so-called education clauses specifying education as a state function and
requiring legislatures to provide a public school system that is described in vari-
ous ways, often including “thorough and efficient” or  “ample.”2

Numerous lawsuits followed in Serrano’s wake.  By 1998, legal cases had
been brought against school finance systems in 43 states (Minorini and Sugarman,
1999).  In 19 states, supreme courts found school funding systems unconstitu-
tional.  Litigation or the threat of litigation sometimes spurred changes in state
financing systems even when there was no formal court order present.  In nine
states (in 1998) where plaintiffs lost their initial cases, further complaints were
filed.

Plaintiffs who won in state supreme courts frequently found themselves back
in court again and again, challenging the remedies crafted by state legislatures.
Here, too, developments in California forecast what was in store in many states:
repeated appeals to courts to overturn legislative responses to court orders.  In
Serrano II, the California court not only upheld its prior decision based exclu-
sively on state rather than on federal constitutional grounds but also held that
school finance legislation passed in response to Serrano I was insufficient.  (It
failed to meet the court’s standard for equity, which required that differences in
per-pupil spending, exclusive of categorical aids and programs for children with
special educational needs, such as disabilities or limited proficiency in English,
be no greater among most districts than $100 in 1971 dollars.)  New Jersey,
perhaps the most infamous example of repeated returns to court, went 25 years
from the plaintiffs’ first supreme court victory (Robinson v. Cahill (Robinson I),
303 A.2d 273, N.J. 1973), to what appears to be the final settlement in the
successor case (Abbott v. Burke, 710 A.2d 450, N.J. 1998), while in West Vir-
ginia legal challenges begun in 1979 were still subject to litigation in 1998.

Legal Theories in Support of Reform

The wealth-neutrality principle successfully argued in Serrano I was not the
first legal theory put forward by scholars and legal activists hoping to attack
school finance inequity in the courts.  All early reformers focused their attention
on the U.S. Constitution’s Fourteenth Amendment provision that states not deny
to individuals “equal protection of the law,” but they developed differing notions

2State education clauses are collected in an appendix to Hubsch (1992).  Some scholars (McUsic,
1991; Thro, 1993) have attempted to categorize state education clauses based on their wording so as
to be able to predict results in school finance cases, but there appears to be little correlation between
the language per se and the likelihood of success in a given suit (Underwood, 1995).
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of what equal protection might require.  In addition to wealth neutrality, propos-
als included ideas such as one scholar, one dollar; geographic uniformity; and
unequal student need.

Wise (1968:4) linked school finance to the work of Coleman and others on
equal educational opportunity by asking “whether the absence of equal educa-
tional opportunity within a state, as evidenced by unequal per-pupil expenditures,
may constitute a denial by the state of the equal protection of its laws.”  His
theoretical standard—that the quality of a child’s education in the public schools
of a state should not depend on where he or she happens to live—became a central
argument in Serrano-type cases.  Drawing on two important judicial developments
in the 1960s (school desegregation and reapportionment cases), he argued that pub-
lic education was a “fundamental interest” for equal protection purposes and that a
standard of one scholar, one dollar (similar to the one man, one vote principle of the
reapportionment cases) should apply to education spending.

Looking at the same unequal spending patterns, Horowitz (1966; Horowitz
and Neitring, 1968) turned to a different area of the law from which he developed
a similar principle of geographic uniformity.  Horowitz argued that, like a state’s
law governing murder, school spending should not vary within a state based on
geography alone.  Unlike the one scholar, one dollar principle, however, which
seemed to imply uniform per-pupil spending statewide, Horowitz’s principle
would permit district-to-district spending differences that might result, for ex-
ample, from a legislative decision to spend more on children with disabilities or
at-risk children, who might not reside in equal proportions in all districts.

Some legal aid lawyers who tackled the issue found both the Wise and
Horowitz principles ill-suited to their purposes.  They developed an alternative
theory that focused primarily on unequal student need—and the resulting impera-
tive, as they saw it, to spend more than average on the schooling of low-achieving
children from low-income families, many of whom now lived in urban areas.
The basic thrust of the legal aid lawyers’ need-based constitutional claim was that
rich and poor children have a right to have their educational needs “equally” met.
This principle would not just allow but would in fact require unequal spending in
the name of equity.

This need-based constitutional claim was actually the first to be litigated, but
courts found it insufficient to justify a ruling against school finance systems, in
part because it was then seen as judicially unmanageable.  Federal district courts
in Illinois (McInnis v. Shapiro, 1968) and Virginia (Burrus v. Wilkerson, 1969)
rejected the claimants’ theory on the grounds that they could not discern judi-
cially manageable standards to gauge what students’ needs were and whether
they were being met.  On appeal, the U.S. Supreme Court affirmed both lower
court rulings without comment.3

3See McInnis v. Shapiro, 293 F. Supp. 327 (N.D. Il. 1968), aff’d sub nom., McInnis v. Ogilvie, 349
U.S. 322 (1969);  Burrus v. Wilkerson, 310 F. Supp. 572 (W.D. Va. 1969), aff’d per curiam, 397 U.S.
44 (1970).
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At about the same time, Coons, Clune, and Sugarman (Coons et al., 1969,
1970) developed yet a fourth legal strategy for attacking school finance inequi-
ties, one which later came to be referred to as fiscal or wealth neutrality.  They
cast the key shortcoming of America’s school finance system in a new way:  the
constitutional evil was that some school districts had little property wealth to tax
in order to support their local schools, whereas other districts had lots of it.
Although states offset some of the wealthier districts’ advantage through a vari-
ety of state aid formulas designed to ensure all pupils some minimum level of
spending, enormous wealth-based disparities in spending remained.  Further-
more, less wealthy districts tended to impose on themselves higher tax rates per
dollar of assessed value of property than did their wealthier counterparts.  Yet
despite the greater “effort” made through higher tax rates (and notwithstanding
the state aid they received), property-poor districts had less money per pupil to
spend.  This wealth discrimination, argued the Coons team, was unconstitutional.
They dubbed their core legal principle Proposition I:  the quality of public educa-
tion, measured most commonly by looking at dollar inputs, may not be a function
of wealth other than the wealth of the state as a whole.

Proposition I, or wealth neutrality, appeared to offer several legal and politi-
cal advantages over the other theories that might undergird school finance chal-
lenges: it could be readily measured and would be relatively easy for the courts to
apply, unlike the need-based theory of the legal aid advocates; it left room for the
state to choose among several finance options; and it allowed geographic-based
differences in spending.  For example, if two districts were equally wealthy, it
would not be unconstitutional for one to choose to spend more than the other by
taxing itself more.  This held out hope for reducing the political battles over
school finance, which for a long time had pitted less wealthy districts against
wealthier ones as they contested for state funds.

To demonstrate how a new school finance scheme could meet their principle
of fiscal neutrality and yet tolerate geographically different spending levels, the
Coons team developed an ex ante measure of equity, which, they argued, would
be achieved by state aid that was district power equalizing.4  Such aid promotes
equity in the ex ante sense that districts levying the same tax rate would have the
same amount to spend, regardless of their property tax wealth.

Wealth neutrality was no panacea for all the school finance ills perceived by
critics of the existing system.  Some objected to district power equalizing, argu-
ing that a child’s education should not depend on the willingness of voters in the
community to make a certain tax effort in support of education.  Advocates for
poor children living in big cities found wealth neutrality unattractive because, in
their view, it did not sufficiently address the particular needs of urban residents.

4The measure can be mathematically equivalent to a percentage equalizing funding system, which
had existed before in impure forms in New York, for example, but it was seen as new in the 1970s.
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Low property wealth per pupil might be a good proxy for concentrations of
family poverty in some districts, and, indeed, the low-wealth districts tended to
be home to lower-income families.  But this certainly was not the case in every
district.  In fact, many large cities were relatively wealthy, often containing some
well-to-do families and valuable commercial property.  As a result, despite hav-
ing many poor residents, large cities often spent more on their students than the
statewide average per pupil, although usually considerably less than was spent in
nearby wealthy suburbs.5

Post-Serrano School Finance Litigation

Litigation has occupied a central place in efforts to reform school finance in
the 30 years since Serrano.  Plaintiffs and defendants have each had their share of
victories and defeats, and the reasoning of courts in both instances is instructive
about the possibilities and limitations of reform through appeal to constitutional
guarantees.  For 20 years after Serrano, traditional finance equity claims based
more or less on the wealth-neutrality principle dominated the arguments made
and evidence presented.  Several notable exceptions occurred, however, with
decisions in New Jersey, Washington, and West Virginia in the 1970s foreshad-
owing a new legal theory that would reemerge with renewed vigor in the 1990s.
After a period of comparative quiet on the legal front in the 1980s, victories by
plaintiffs in Texas, Montana, and Kentucky in one year (1989) marked the begin-
ning of a new period of judicial activism.  Moreover, the Kentucky Supreme
Court, in ruling the entire state education system inadequate, gave reformers hope
that courts might be prepared to address not only spending disparities but also the
adequacy of the educational opportunities available to students.

Equal Protection and a Right to Education

Many of the state court decisions striking down school finance schemes
following Serrano relied on equal protection clauses in state constitutions
(Underwood, 1995).  It became clear early that, despite similar wording, a state
court might interpret its own constitution’s equal protection clause differently
from that of the U.S. Constitution.  The state court might declare education to be

5It is noteworthy that none of the early school finance cases (nor most subsequent ones) was cast
as a matter of racial discrimination.  The decision to leave race out was partly based on the fact that,
with the end of the system of separate black and white schools in the wake of Brown v. Board of
Education, 347 U.S. 483 (1954), no formal structural discrimination existed against blacks in the
funding of public schools, and it was partly a matter of uncertainty as to whether blacks as a class
would be helped by successful school finance litigation.  Advocates believed that black children
living in low-spending districts would benefit, but many blacks were increasingly living in cities
where the school finance problems were more complex than simply having a low property tax base
and, as a result, spending less per pupil than elsewhere in the state.
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a fundamental interest for purposes of state constitutional law, even if that propo-
sition does not apply in federal constitutional litigation.  A fundamental interest is
a right that is explicitly or implicitly guaranteed under the applicable state or
federal constitution.  Rights that are fundamental are, when infringed, subject to
a test of strict judicial scrutiny.  Under that test, the state or federal law infringing
upon that right must be justified by a compelling state interest.  Alternatively, if
the right infringed is not fundamental, courts may instead ask whether there is a
“rational basis” for the unequal treatment.

Gradually, state courts have begun to rely in whole or in part on state consti-
tutional provisions specific to education in deciding school finance cases.  Some
of those decisions use the state constitution’s education clause to buttress the
equal protection analysis, relying in part on the presence and content of the
education clause to support treating education as a fundamental right (Enrich,
1995).  Others, however, interpret the education clause independently—as itself
requiring some degree of equity in educational funding or opportunity
(Underwood, 1995; Enrich, 1995).

One state’s education clause was singled out for attention in what was, after
Serrano, the most notable early case won by plaintiffs, although the difference in
legal argument had little practical significance.  In 1973, the New Jersey Supreme
Court found that the state’s school funding system—which, like California’s,
resulted in property-poor districts spending half as much per pupil as wealthy
districts—violated the state constitution.  The court based its decision exclusively
on the state’s education clause, whose wording guaranteed to all students a “thor-
ough and efficient system” of public education (Robinson I).  Initially, however,
the court seemed to treat the education clause as calling for the same kind of
remedies—reductions in interdistrict spending disparities based on wealth—as
Serrano-type cases.  But in the late 1980s and 1990s, additional litigation in New
Jersey would incorporate both the strict dollar equalization and the educational
opportunity strands of the Robinson-era decisions.  Then, the court would require
that the state both equalize the spending in the poorest districts to that of the
wealthiest districts and provide additional funding to the poorer districts to ac-
count for the extra educational needs of children from disadvantaged backgrounds
(Abbott v. Burke, 643 A.2d 575, N.J. 1994).

New Jersey was not alone in presaging an eventual movement away from a
narrow focus on wealth neutrality as the desired approach to school finance
equity, even though wealth neutrality dominated the school finance literature and
the scholarly and policy debates of the 1970s and 1980s.  Court decisions in
Washington (Seattle v. State of Washington, 585 P.2d 71, Wash. 1978) and West
Virginia (Pauley v. Kelly, 255 S.E.2d 859, W. Va. 1979) also shifted thinking
about equity away from the relative amounts of money available to spend on
pupils (and how this related to where these pupils lived) and toward a concern for
the level of resources necessary to enable students to have a fair opportunity to
achieve desired educational outcomes.
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In Seattle, the state supreme court interpreted the education clause of the
Washington constitution to require that the state fund schools in a manner that
allowed them to “equip our children for their role as citizens and as potential
competitors in today’s market as well as in the market place of ideas . . . to
participate intelligently and effectively in our open political system . . . to exer-
cise their First Amendment freedoms both as sources and receivers of informa-
tion and . . . to be able to inquire, to study, to evaluate and to gain maturity and
understanding” (Seattle, 1978:94).”  Characterizing those outcomes as “broad
guidelines,” the court noted that “the effective teaching and opportunities for
learning these essential skills . . . make up [the] minimum of education that is
constitutionally required” (Seattle, 1978:95).

In 1979, the West Virginia Supreme Court took the notion of equal and
adequate educational opportunities a step further (see Pauley).  Like the Wash-
ington court, the West Virginia court identified a set of broad goals for a consti-
tutionally valid education system:  “[A] thorough and efficient system of schools
. . . develops, as best the state of education expertise allows, the minds, bodies
and social morality of its charges to prepare them for useful and happy occupa-
tions, recreation and citizenship, and does so economically” (Pauley, 1979:877).
The state supreme court then went on to specify what such an education would
accomplish in terms of student outcomes, ranging from literacy to social ethics.
Following these guidelines, a lower trial court declared the system to be inequi-
table and inadequate and ordered the legislature to develop a comprehensive plan
to bring the entire system into constitutional compliance  (Franklin, 1987).  The
programmatic remedies sparked by the high court’s decisions went beyond mere
tinkering with the state school finance formula, and instead restructured the entire
state education system; these remedies and their implementation were still being
litigated in 1998.

Rejected Suits

Despite the notable success of school finance challenges in a few states in the
1970s, courts frequently rejected plaintiffs’ efforts to overthrow finance systems.
Cases won by the defenders of existing systems in the 1970s reflected judicial
concerns that indicated the complexity of the issues involved and that would
stymie efforts to reform school finance via lawsuit in the coming decades.  No-
table cases were argued in Idaho, Oregon, and Pennsylvania.

The Idaho Supreme Court in Thompson v. Engelking, 537 P.2d. 635 (Idaho
1975), expressed concern about judicial intrusion into matters traditionally re-
served for the legislature.  As the court noted, agreeing with the plaintiffs’ con-
tentions “would be an unwise and unwarranted entry into the controversial area
of public school financing, whereby this court would convene as a ‘super-legisla-
ture,’ legislating in a turbulent field of social, economic and political policy”
(Thompson, 1975:640).  The court also expressed some doubt as to whether equal
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funding had a significant relationship to educational quality (Thompson,
1975:341-42).

The Oregon Supreme Court’s 1976 decision in Olsen v. State, 554 P.2d 139
(Or. 1976), rejected a school finance challenge primarily on the ground that the
state’s asserted interest in promoting local control justified the disparities in
funding produced by the finance system.  Unlike the Serrano court, the Oregon
court held that the fact that some districts in the state may have less local control
over spending because they have access to fewer resources does not necessarily
lead to a conclusion that the state equal protection clause has been violated.
Among other things, the Oregon court feared that if disparities in local govern-
ments’ ability to raise revenue for education led to an equal protection violation,
that same logic might be used to attack disparities in resource availability for
other government functions, such as police and fire protection.

In Danson v. Casey, 399 A.2d 360 (Pa. 1979), the court rejected a claim by
the city school district of Philadelphia that the state’s heavy reliance on locally
generated revenues to fund schools, combined with the city school district’s
inability to raise such revenues, had led to a budget crisis in the school district
requiring dramatic cutbacks in the educational programs offered to students.  The
plaintiffs contended that the finance system violated the Pennsylvania
constitution’s education clause, which required the state to provide for the “main-
tenance and support of a thorough and efficient system of public education to
serve the needs of the Commonwealth” (Pa. Const. Article III, sec. 14).  The
court noted that Philadelphia spent more per pupil than a large proportion of the
other school districts in the state and questioned the plaintiffs’ alleged injury.
The Pennsylvania court appeared to suggest that its “thorough and efficient”
clause at most might ensure pupils some sort of minimum or basic level of
educational opportunities.  But the plaintiffs failed to allege that this basic level
of educational opportunity had been denied.

Judicial concerns that resulted in the rejection of school finance cases in the
1970s dominated the legal landscape throughout most of the 1980s.  From 1980
to 1988, two state high court decisions invalidated school finance systems, while
eight upheld systems as constitutional.

When faced with state equal protection clause challenges, most courts took
the view that education was not a fundamental right entitled to strict scrutiny
under their state constitution (Underwood, 1995) and upheld existing finance
systems and the local control they fostered.  So too, in response to arguments
based on education clauses, most courts during this period took a very narrow
view of what those provisions required of the state legislatures (Underwood,
1995), refusing to mandate adoption of a particular school funding system or to
disallow reliance on locally generated revenue as a source of funding for schools.
In rejecting traditional equity claims, many of the decisions of the 1980s also
expressed frustration that plaintiffs did not allege what they considered to be
sufficient injury.  Several criticized plaintiffs for failing to demonstrate that,
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merely by having less money spent on them, students in property-poor school
districts were denied their constitutional rights.  These decisions opened the door
to future cases that moved away from an emphasis on wealth neutrality to allega-
tions that the state was failing to afford districts sufficient resources to provide
students with the basic, minimum, or adequate educational opportunity required
by the state’s education clause (Verstegen and Whitney, 1995; Enrich, 1995).

Renewed Legal Activism

Equity concerns and legal activism gained renewed prominence in 1989,
when courts in Texas, Montana, and Kentucky declared their state systems of
finance—and in the case of Kentucky, the entire state education system—to be
inequitable and unconstitutional.  In Texas, the court relied on a traditional fi-
nance equity rationale (Edgewood v. Kirby, 777 S.W.2d 391, Tex. 1989), em-
bracing wealth-neutrality theory in the very state in which the U.S. Supreme
Court had rejected it 16 years earlier.  The plaintiffs’ evidence focused on dispari-
ties in property wealth between the wealthiest and poorest communities in the
state—reflecting a 700-to-1 ratio at the extreme—and the resulting disparities in
per-pupil expenditures—ranging from $2,112 to $19,333 (Edgewood, 1989:392).
Unlike Serrano, however, the new Texas decision relied not on the state
constitution’s equal protection requirements but rather on its education clause,
which required that the state make “suitable” provision for an “efficient” system
of free public schools allowing for a “general diffusion of knowledge.”

The court deferred to the legislature to devise a constitutionally acceptable
system.  Solutions acceptable to the court were not easy to come by, however.
Just as the New Jersey case returned to court several times during the 1970s, the
Texas case appeared before the state supreme court repeatedly in the 1990s, with
the court again and again having to judge the constitutionality of the legislature’s
revised school finance plans.  Finally, in 1995, the court found that the legislature
had devised a constitutionally “efficient” plan, and ended the long-standing liti-
gation battle (Edgewood, 1995 WL 36074, 1995).

The legislative scheme that the court finally approved was quite innovative
in its approach to achieving fiscal equity, combining a guaranteed base level of
spending per pupil for each district in the state that taxes itself at a state deter-
mined minimum, a guaranteed yield system that provides each district with the
opportunity to supplement the basic program at a level of its own choosing, and a
controversial plan that involves a form of state recapture of part of the revenue
generated by wealthy districts.  The Texas legislation also included many non-
finance reforms.  In this sense, Texas experience is similar to the earlier experi-
ences in West Virginia and New Jersey, where school finance reform served as an
opening wedge to other reforms focusing more directly on educational issues and
not merely on questions about differences in interdistrict spending.

In Texas the inclusion of broader education reforms came about without
court order; in Kentucky, by contrast, the overhaul of the state’s entire educa-
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tional system was explicitly mandated by the courts.  This dramatic decision of
the Kentucky Supreme Court riveted the attention of education reformers and is
widely regarded as a turning point in efforts to find constitutional support for
linking school finance to broader school reform.  In Rose v. Council for Better
Education, 790 S.W.2d 186 (Ky. 1989), the Kentucky court found that the educa-
tion clause’s “efficiency” language required that the state afford to all students
equal access to adequate educational opportunities (Heise, 1995).  While the
court stopped short of ordering specific reforms, deferring to the legislative pro-
cess (at least in the first instance), it did provide the legislature with broad guide-
lines about what would constitute an adequate education, the details of which can
be found in Chapter 4.

Twenty years earlier, courts had rejected need-based claims in part because
they did not know how to answer the question, “needed for what educational
result?” In the Rose decision, the Kentucky court supplied its own answer and
launched a new wave of school finance litigation based on an emerging definition
of educational equity that emphasized the adequacy of educational opportunities
afforded schoolchildren (Thro, 1990; Enrich, 1995; Heise, 1995; Underwood,
1995).  We explore this development in detail in the next chapter.

The emergence of a new equity standard, however, has not ended concern
about whether the older fairness standard based on wealth neutrality has been
achieved.  State court cases continue to be filed and decided on traditional equity
grounds (e.g., Brigham v. Vermont, 692 A.2d 384, Vt. 1997).  Federal policy
makers continue to ask if and how federal funds could be used to reduce inter-
district funding disparities (e.g., U.S. General Accounting Office, 1997).

OTHER APPROACHES TO SPENDING EQUITY

Court challenges to state school finance systems have greatly influenced the
shape of school finance reform since 1970 but by no means fully describe efforts
to increase equity by improving funding for underserved groups.  Even though
the federal judiciary has not been a promising venue for directly addressing
spending differences at the state and district levels, federal courts have spurred
action on other fronts (notably desegregation and the education of children with
disabilities).  State programs have mirrored (and frequently presaged) federal
categorical efforts.  States have also undertaken more general and fundamental
school finance reform even when not facing a court mandate to do so.

One result has been an explosion in so-called categorical aid addressed to
specific educational needs, much of it (though not all) focusing on disadvantaged
students.  In fiscal year 1998 the U.S. Department of Education distributed $14.8
billion in categorical education aid.6  At the state level, Gold et al. (1995:37)

6The federal government spends an additional substantial amount on child nutrition programs for
K-12 education, which is administered through the U.S. Department of Agriculture.  An estimate for
1998 was $8.8 billion (U.S. Department of Education, 1999: Table 361).
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report that, in 1993-94, state categorical education programs included special
education (all states), transportation (31 states), compensatory education (28
states), gifted and talented programs (40 states), bilingual education (30 states),
prekindergarten programs (36 states), and capital outlay (30 states).

Federal Efforts to Improve Finance Equity

Federal efforts to encourage greater equity in education spending must be
interpreted in the context of the unique role of the federal government in educa-
tion in the United States.  As reflected in the Rodriguez decision, education is not
seen as a federal responsibility in this country, being viewed as one of the powers
reserved to the states under the Tenth Amendment.  Efforts to provide federal
funds for elementary and secondary schools foundered for decades on this consti-
tutional provision, on concerns about the separation of church and state (since
private as well as public school aid was often at issue), and on uncertainty about
what federal aid might mean for segregated school systems in the South.  Before
the 1960s, the only sizeable federal assistance to public schools came through
“impact aid,” a program enacted in 1950 to compensate school districts for rev-
enues lost because of the presence of military bases or other federal activities that
take place on tax-exempt properties.

Civil Rights and the War on Poverty

In addressing the segregation question, the Brown decision set the stage for
aggressive efforts to improve educational opportunities for racial minorities.  The
federal government became the enforcer of the constitutional right to equal op-
portunities, beginning with the decision by President Eisenhower to use federal
troops in 1957 to protect black students seeking to enroll in Little Rock’s Central
High School (Edelstein, 1977).  In 1964 Congress passed the Civil Rights Act,
further extending federal influence over school desegregation and access to equal
education.  Among other things, this act created the Office for Civil Rights, gave
new powers to the attorney general to file school desegregation suits, imposed a
process of compliance and review that could result in a cutoff of federal funds for
schools that resisted desegregation, and provided technical assistance in desegre-
gation and training services to local school districts and state education agencies.
The act also called for a study of educational opportunity, which resulted in the
report Equality of Educational Opportunity (Coleman et al., 1966).  Eight years
later, the federal government established the Emergency School Assistance Act
to assist school systems in implementing programs not ordered by the courts to
facilitate the desegregation process.

Desegregation and finance remedies often overlapped, as the Milliken v.
Bradley litigation illustrated.  In a case that became known as Milliken I, 433 U.S.
717 (1974), the U.S. Supreme Court overturned a lower court ruling ordering a

Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


EQUITY I—SPENDING ON SCHOOLS 83

metropolitan-area-wide desegregation plan in Detroit and its surrounding sub-
urbs, on the grounds that the independent suburban school districts did not share
the Detroit district’s history of segregative activities.  In response, the lower court
then ordered (in Milliken II—402 F. Supp. 1096 (E.D. Mich.1975, aff’d, 433 U.S.
267, 1977)) an array of compensatory education programs, including remedial
reading, teacher training, testing, and counseling, for children in Detroit public
schools at a cost to the state of Michigan of $5.8 million (Heise, 1998).

The civil rights era also spawned Lyndon Johnson’s war on poverty and
enactment of the first general federal aid to education in the Elementary and
Secondary Education Act (ESEA) of 1965.  The logjam over providing federal
aid to education was broken by crafting assistance aimed at providing compensa-
tory services to low-achieving poor students, via Title I of the legislation.  (Other
parts of ESEA called for federal funding for innovative approaches to education,
for the purchase of library books, for research, and for aid to state departments of
education.)  Title I, which by 1996 served about 6.5 million students in about
14,000 school districts (Sinclair and Gutman, 1996), provides extra educational
services to children at risk of educational failure, with funding formulas linked to
poverty levels within counties, school districts, and schools.

Agreeing to focus on disadvantaged students, however, did not mean that
decisions about how to allocate federal funds would be easy.  From the first time
it considered Title I in 1965, Congress found itself embroiled in disputes over
how funds should be distributed to states and districts.  Early disagreements
centered on whether proposed funding formulas would result in providing federal
funds disproportionately to southern rural school districts (reflecting southern
political strength in Congress) and insufficiently to areas of urban poverty in
northern states.  The question of how sharply to focus Title I funds on disadvan-
taged students in poor districts has been vigorously debated in virtually every
Title I reauthorization.  On one side, proponents of greater targeting have argued
that Title I funds have been too widely dispersed, to the point that almost all
districts receive some Title I aid.  On the other hand, opponents of greater con-
centration have countered that poor children wherever situated ought to be served
and that widely allocating funds ensures a broad base of public support for the
program.  In recent years, as Congress has considered the possibility of providing
Title I funds to the states in a block grant, concerns have been expressed that state
decisions about how to use Title I funds would result in less targeting on disad-
vantaged students than occurs under existing law, since states’ own funds are less
targeted than are federal funds.

“Equalizing” Spending

While the attention of federal policy makers has often been focused on the
degree to which Title I funds are targeted to poor students, the question of
interdistrict funding disparities and the possible federal role in diminishing these
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disparities has never been far from the surface.  Unlike successful litigants in
state courts, who sought wealth neutrality and not necessarily equal spending,
federal policy makers talked of “equalizing” spending, although they have not
always been clear about what this might mean.  At various times since the pas-
sage of ESEA, Congress has considered (but failed to pass) legislation calling for
the federal government to require school finance equalization or to provide fed-
eral funds to enable states to bring per-pupil spending up to some specified level.
One comparatively recently example:  in 1990, Representative Hawkins (D-
Kentucky) introduced and held hearings on the Fair Chance Act (H.R. 3850),
which would provide that after 1995 no state could receive federal funds from
any program administered by the Department of Education to support its public
schools unless the secretary of education certified that funding for public educa-
tion in the state met standards for equalized spending as specified in the bill.

This and other far-reaching bills to make the federal government a major
force in equalizing education spending have been unsuccessful, but Congress has
passed more circumscribed measures to encourage states to achieve greater spend-
ing equity in their school finance systems.  Title I requires that school districts
provide services to Title I schools that are “at least comparable” to the services
provided to non-Title I schools as a condition of receiving federal aid.  “While the
comparability requirement would appear to be highly relevant to. . . fiscal equity
issues” (Taylor and Piche, 1991:50), the impact of this requirement is limited by
the fact that it applies to districts only and leaves interdistrict disparities unad-
dressed.  (When Title I was reauthorized in 1994, some civil rights and education
groups argued that the comparability requirement should be extended to all
schools within a state receiving federal aid, but they were unsuccessful in con-
vincing Congress of the need for such a change.)

In 1974, Congress amended P.L. 81-874 on impact aid to foster state equal-
ization efforts by permitting states with “equalized” school finance systems to
treat federal impact aid funds paid to a district as part of local tax receipts in
calculating state equalization payments.  States claimed that without such permis-
sion their efforts to equalize would be hampered (Taylor and Piche, 1991:51).

This legislation had a direct effect on the development of quantitative mea-
sures of school finance equity (Alexander, 1982:209).  The U.S. commissioner of
education was charged with issuing regulations establishing operational tests for
determining which state systems would qualify for special treatment under the
impact aid law.

Two such measures resulted:  an expenditure-disparity test and a wealth-
neutrality test.  The expenditure-disparity test has come to be called the federal
range ratio and involves calculating the difference between the per-pupil rev-
enues of the district at the 95th percentile and the per-pupil revenue of the district
at the 5th percentile and then dividing this difference by the value for the 5th
percentile.  The commissioner of education decreed that to be considered equal-
ized on this test, a state would have to demonstrate that its federal range ratio did
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not exceed 1.25 after adjusting for cost differentials recognized by the state.  The
wealth-neutrality test required that no less than 85 percent of state and local
revenues for current expenditures be wealth neutral.  To demonstrate that they
had sufficiently equalized their systems, states would have to pass one of these
two tests.

Using impact aid to create incentives for states to equalize education funding
continues to draw congressional attention, although it is not clear that the incen-
tives have much effect on state behavior.  In 1988-89, only seven states applied
and received certification as meeting one of the two standards—Alaska, Arizona,
Kansas, Maine, Michigan, New Mexico, and Wisconsin, according to Taylor and
Piche (1991:51).  Taylor and Piche (1991:52) observed that it was possible to
meet the wealth-neutrality test while having large interdistrict disparities:  they
cited Michigan’s 2.3 federal range ratio as an example.  In 1994 Congress re-
moved the wealth-neutrality test, leaving only the disparity standard and reducing
the permissible federal range ratio after FY 1998 to 1.2.  In 1997, only three states
(Alaska, New Mexico, and Kansas) applied and were certified as equalized for
federal impact aid purposes, thus winning permission to take impact aid to dis-
tricts into consideration when calculating state equalization payments.

Along with the impact aid incentive, Congress in 1974 also included a provi-
sion in the act reauthorizing elementary and secondary education programs that
provided federal funds to states for technical assistance in revising their state
finance laws.  The amount of federal aid that became available was compara-
tively small ($13.5 million in 1977), but most states benefited from it (46 by
1977).  They used the money for research (on issues such as taxation and local
effort, a more equitable distribution of state aid, and alternatives for sources of
state revenues); to review technical aspects of school finance formulas; and to
support task forces and advisory committees, develop computer simulations, and
launch or improve data collection.  Six states—Arkansas, Missouri, New Jersey,
Ohio, South Dakota, and Texas—reported that they enacted new legislation as a
result of this funding or that they implemented new legislation with these funds
or both (U.S. Department of Education, 1979).

In 1978 Congress authorized continuation of this equalization assistance and
added a provision to have the federal government develop composite profiles of
the states and conduct school finance studies, but the 1978 law was never funded.
In 1994, the Goals 2000:  Educate America Act (P.L. 103-227) included a section
authorizing technical assistance for states to help them “in achieving a greater
degree of equity in the distribution of financial resources for education among
local educational agencies in the State” and calling on the secretary of education
“to develop and disseminate models and materials useful to States in planning
and implementing revisions of the school finance systems of such States” (sec-
tion 313).  The technical assistance provisions also were never funded, although
this section provided some of the impetus behind the creation of our committee.

The continuing congressional interest in spurring greater spending equity
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and the continuing impasse over whether and how to do this were both in evi-
dence later in 1994, when battles over funding allocation formulas for Title I
were a major feature of that year’s consideration of legislation reauthorizing
federal elementary and secondary education programs.  In the end, differences
were resolved by creating two new formulas (to supplement the existing basic
grant and concentration grant formulas) for allocating Title I funds to states,
counties, and school districts.  The original basic grant formula enacted in 1965
has governed the allocation of the vast majority of Title I funds since the
program’s beginning.  Concentration grants were added in 1978 to target a small
proportion of Title I dollars to school districts with higher numbers or proportions
of poor students.  The 1994 targeted grant formula called for allocating “new”
money through a weighted-child formula that gave even greater weight to dis-
tricts with such students.  The education finance incentive program would have
allocated new funds to states using factors that rewarded states for having higher
levels of fiscal effort and within-state equalization.  In subsequent years, how-
ever, Congress has not allowed Title I funding to flow through either the targeted
grant or the education finance incentive grant formulas.  Funding for concentra-
tion grants, however, has gradually grown from 4 percent in 1989 to nearly 15
percent of Title I funding for local education agencies.

Equity for Students with Special Educational Needs

As the above narrative indicates, the federal government’s direct contribu-
tion to achieving spending equity has been on the margin, but Washington has
had a much more significant impact since the 1960s in ensuring that educational
services are available to all students, not only those from poor families but also
students at risk because of disabilities or limited proficiency in English.  As with
desegregation, legislative activity was intertwined with litigation.

Traditionally, children with disabilities were often excluded from U.S. pub-
lic schools on the grounds that they were uneducable.  In a 1971 case (Pennsylva-
nia Association for Retarded Children v. Pennsylvania, 334 F. Supp 1257, E.D.
Pa. 1971) brought on behalf of retarded children, a federal district court agreed
with evidence presented to it that all children are educable in some way, and that
“uneducable” was an outdated and irrational concept (Roos, 1974:571).  During
the early 1970s, more than 30 federal court decisions made it clear that discrimi-
nation on the basis of disability was unconstitutional, although the Supreme
Court did not rule on the issue.  By 1973, 45 states had passed legislation that
supported the education of students with disabilities (Guthrie, 1997:32-33).

In 1975, Congress enacted the Education for All Handicapped Children Act
(P.L. 94-142, later renamed the Individuals with Disabilities Education Act).  It
requires states to provide a free, appropriate public education to all students with
disabilities—called special education.

Litigation and legislation also intersect in the history of bilingual education.
In 1973, in Lau v. Nichols, 414 U.S. 563 (1974), suit was brought on behalf of
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Chinese-American students who were attending public high schools in San Fran-
cisco.  The plaintiffs argued that they were being denied educational opportuni-
ties because they did not speak English.  This denial, they claimed, violated their
right to a meaningful public education (Sugarman and Widess, 1974:157).  In
1974, the U.S. Supreme Court unanimously agreed, basing its holding on the
1964 Civil Rights Act, which specifically says:  “No person in the United States
shall, on the ground of race, color, or national origin, be excluded from participa-
tion, be denied, the benefits of, or be subjected to discrimination under any
program or activity receiving Federal financial assistance” (42 U.S.C., section
2000d (1970)).  Because regulations and guidelines issued by the Department of
Health, Education, and Welfare were not being complied with, San Francisco
schools were denying the plaintiffs educational benefits on the basis of race and
national origin.  The case was especially significant because it balanced the rights
of students against possible judicial intrusion into local education policy making
(Sugarman and Widess, 1974:157).  Soon after Lau was filed, guidelines were
published that ordered affirmative action steps to be taken by school districts to
assist non-English-speaking students (Sugarman and Widess, 1974:169).

State Equity Efforts

Although we have given much attention to court-mandated school finance
reforms, states have taken many actions in the past 30 or 40 years that were not
directly the result of court orders.  Often, this involved the creation of categorical
programs to meet special student needs in response to the same conditions that
inspired federal programs.  Sometimes, states undertook (with or without the
threat of litigation) more fundamental reform of their school finance systems.
Some examples are illustrative.

Because the Serrano cases in some sense marked the beginning of school
finance litigation (1971), it is notable that California had several categorical
programs in place before 1971 that sought to direct funding to children with a
variety of special education needs.  These state-level categorical programs worked
in addition to and in concert with federal categorical programs.  The 1965
McAteer Act was responsible for state-level compensatory education funding.
Furthermore, the federal Title I money was distributed, beginning in 1965, by a
division within the state department of education that was established under the
McAteer Act.  Other pre-Serrano state efforts included: demonstration programs
in reading and math (1969) that were targeted to disadvantaged students in grades
7-9; special teacher employment (1969) to reduce pupil-teacher ratios to 25-to-1
in areas of concentrated poverty; the Miller-Unruh Basic Reading Act (1965) to
employ reading specialists on a priority basis to those schools with the greatest
number of poor readers in grades 1-3; and the Educational Improvement Act
(1969), which sought to ensure the cost-effectiveness of all compensatory educa-
tion programs (Legislative Analyst, State of California, 1970:2).

Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


88 MAKING MONEY MATTER

Examples can be found in other states of legislation that sought to redress
inequities in school funding as well, albeit at the margins.  During a period of
budget surplus in Texas in 1975, the legislature approved a package adding over
$1 billion in new state aid and local funds to support the Foundation Schools
Program.  While this massive infusion of program aid was thought to fall short of
achieving fiscal neutrality among Texas districts, it did move distribution in the
direction of greater resource equalization (Johns, 1976:399).  In 1975, Connecti-
cut passed legislation that introduced for the first time some resource equalization
into the school finance formula.  Until that point, revenues in Connecticut were
distributed purely on a flat grant basis.  The program accounted only for about 4
percent of the funding formula, providing 144 of the state’s 169 districts with a
small equalization aid bonus (Johns, 1976:401).  In the early 1970s in Oregon, the
state did have a small equalization program (about 2 percent of the education
budget) and a system called inter education districts (Baylis, 1997).  These dis-
tricts, usually organized as counties, were intended to equalize funding across
school districts through redistribution.  Baylis (1997:50) reports, however, that
the inter education districts had little effect because voters rejected ballot mea-
sures that would have authorized new tax levies for redistribution.

Michigan exemplifies the situation of a state that decided to completely
revamp its school finance system even though courts (in Milliken and in East
Jackson Public Schools v. State, 348 N.W.2d 303, Mich. App. 1984) upheld the
constitutionality of the existing system and ruled that education was not a funda-
mental interest under the state constitution.  Opposition to property taxes was the
catalyst for reform in this state, where such taxes accounted for an unusually high
proportion of state and local revenues.  Although voicing strong dislike of prop-
erty taxes, voters rejected 12 statewide ballot proposals over a 20-year period
designed to reduce property taxes as a source of school finance.  In 1993, the
legislature unexpectedly brought the debate to a boiling point by voting to elimi-
nate the property tax as a source of local school finance.  Practically overnight,
the major source of school taxes had been eliminated with nothing to replace it.
Faced with approving a new finance system or closing the public schools, voters
approved a new system that centralized finance at the state level; reduced local
property taxes and raised state taxes (notably the sales tax), with overall taxes
becoming somewhat lower; and substantially raised per-pupil spending in the
districts where it had previously been lowest (Courant and Loeb, 1997).

Finally, we should note here that states have been massively engaged in efforts
to improve the quality of education and raise student achievement levels in response
to the public concerns evidenced in A Nation at Risk (National Commission on
Excellence in Education, 1983) and other critical assessments of the state of public
schooling.  While these efforts are intertwined with, and have implications for,
education finance, they are not primarily issues of disparate spending.  We discuss
them in Chapter 5 along with improving school performance.
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REFORM AND SPENDING INEQUITIES

In the 1970s, 28 states fundamentally changed their school finance struc-
tures, some under direct court order and most if not all of the rest influenced by
the possibility that their existing systems could face constitutional challenge
(Odden and Picus, 1992:247; Carr and Fuhrman, 1999:143).  Virtually all state
finance systems have been at least somewhat revised at some point over the past
30 years.  State and federal attention has also been directed to the needs of
students who were historically outside the educational mainstream.

What has been the effect of this intense period of reform?  There have been
some important advances on the equity front, but spending disparities still char-
acterize U.S. education.

Perhaps the most significant accomplishment of the past 30 years is that it is
now generally agreed that public schools have a responsibility to educate all
children.  It is no longer acceptable to exclude children with disabilities on the
grounds that they are uneducable or to excuse low performance because students
come from poor families or are non-English-speaking.  There is certainly much
more progress to be made in this area, but a threshold has been crossed.

In terms of education financing, the results are more mixed.  Undoubtedly
some state school finance systems are more equitable than they used to be.
Looking at the nation as a whole, however, it is not clear that significant progress
has been made in the last three decades in reducing spending disparities among
states and districts.  There has been great resistance to reforms aimed at reducing
disparities, as the repeated resort to litigation indicates.  Federal assistance has
been far too small to overcome the inequities in spending that continue to result
from state and local policies.

Impact of Finance Reforms

Efforts to evaluate changes in equity as a result of finance reform tend to
focus on ex post measures of wealth neutrality, such as the educational revenues
or expenditures of school districts and their association with district wealth.
Since reformers often hoped that greater wealth neutrality would also reduce
overall spending disparities in American education, researchers, legislators, and
lawyers also frequently want to know the degree to which actual spending across
districts is equal or unequal and how spending disparities have changed over
time.

Early attempts to measure the effects of school finance reforms found that
states made important progress in the 1970s in reducing the relationship between
per-pupil spending and local property wealth per pupil, with states that had made
school finance reforms showing more progress than others.  Whether or not states
had undergone reform, however, spending disparities among districts had not
been reduced significantly, despite some comparatively minor improvements in
reform states.  (Several early studies are summarized in Odden, 1982.)
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The economic downturn of the early 1980s and then the shifting of public
attention from equity to quality concerns threw into question the extent to which
even these early signs of progress were continued.  Comparing data from 1985-86
to data from 1976-77, Schwartz and Moskowitz (1988) found that fiscal equity in
terms of both horizontal equity (treating equally situated children equally) and
fiscal neutrality had not changed significantly over that period.  Somewhat later,
Wyckoff (1992), comparing data from 1980 to 1987, found that while fiscal
neutrality was stable, horizontal equity improved modestly.

Recent research seeks to gauge the overall impact of three decades of school
finance reform efforts.  Because of data limitations (i.e., the lack of comparable
measures of property wealth among districts across states), multistate assess-
ments of the impact of finance reform focus on the reductions in spending dis-
parities across districts rather than attempting to measure changes in the wealth
neutrality of spending.

The most comprehensive research on changes in spending disparities over
time appears in a series of papers by Evans, Murray, and Schwab (Evans et al.,
1997, 1999; Murray et al., 1998) investigating the impact of judicially mandated
school finance reform.  They examine the distribution of spending within states
as well as the average level of spending across states, using data for the more than
10,000 unified elementary and secondary school districts at 5-year intervals over
the 20-year period 1972-1992.7  They also use econometric modeling to explore
the effects of court-ordered finance changes.

Evans et al. (1999) found that disparities were reduced noticeably over that
period in states in which courts mandated school finance reform.  Using four
different measures of inequality, they found that reform in the wake of a court
decision reduces spending inequality within a state by 19 to 34 percent.  Their
findings are consistent with the results of case studies in individual states that
have measured reductions in spending disparities after court-ordered reform (e.g.,
Joondeph, 1995, who examined Arkansas, California, Connecticut, Washington,
and Wyoming and Adams, 1997, who examined Kentucky).

Evans et al. (1999) further found that court-ordered reform reduces inequal-
ity by raising spending at the bottom of the distribution while leaving spending at
the top unchanged.  As a result of court-ordered reform, spending rose by 11
percent in the poorest school districts, rose by 7 percent in the median district,
and remained roughly constant in the wealthiest districts.  Court-ordered finance
reform led states to increase spending for education and leave spending in other
areas unchanged, and thus by implication states funded the additional spending

7For comparability purposes, their study omitted districts that were not unified (i.e., districts that
included only elementary or secondary grades), data from Montana and Vermont (which have few or
no unified districts), and data from Hawaii (with its state-based system) and the District of Columbia
(which is the sole system in its jurisdiction).
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on education through higher taxes.  As a consequence, in states where courts
ordered reform, the state’s share of total spending rose.

Evans et al. examined the impact of court-mandated reform on low-house-
hold-income districts to shed further light on progress toward one key objective
of education finance reformers:  to sever the link between the ability to pay for
education (as measured in terms of wealth or income) and actual spending.  For
the most part, the literature has focused on the impact of court decisions on low-
spending and high-spending districts.  Because spending and income are only
imperfectly correlated, more direct evidence of the effect of court action on
districts in which household income is low is useful.  Evans et al. found that,
following court-mandated reform, total revenues rose significantly in the poorest
districts, those in the lowest quartile of household income.  All of the increased
revenues came from state aid, and some of the state aid provided tax relief to poor
districts (that is, these districts reduced their own spending somewhat, but by less
than the amount of state aid they received).  These results imply that court-
mandated finance reform reduced the covariance between income and spending
on education in a state.  The method and findings are similar to the work of Card
and Payne (1997), who also found that finance reform has weakened the link
between income and spending.8

Evans et al. (1999) also looked at the impact of court-mandated reform on
spending for black and white students.  Because black students tend to live in
low-household-income districts, court-ordered reform would be expected to re-
distribute resources toward black students.  This is in fact what Evans et al. found
for state aid; it increased by an estimated $664 per student (in 1992 dollars)
following reform.  However, since districts, especially low-household-income
ones, substitute state aid for their own revenues to some extent, total pupil rev-
enue for black students increased by $448 while per-pupil revenues for white
students increased by $575.9

Court-mandated reform has therefore changed state school finance systems
in the general direction that many reformers hoped for.  Even without court
orders, states have also sometimes moved in similar directions,10 as we described
previously, for example, in Michigan.

Although litigation and legislation have apparently generated more equitable
state finance systems in some states, it is far from clear that the past three decades

8Given the importance of the wealth-neutrality objective in school finance litigation, it would be
desirable to examine changes in the relationship between property tax wealth and spending.  Unfor-
tunately, comparable measures of taxable wealth do not exist on a nationwide basis, so researchers
generally use resident income as an imperfect proxy.

9These estimates should be interpreted cautiously since the estimates of many parameters in the
underlying equations were estimated imprecisely.

10We do not attempt to examine here how courts and legislatures may work together in changing
the education finance system, thus confounding the issue of causation (see Fischel, 1998).
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of reform efforts have reduced overall disparities in spending on elementary and
secondary education in the nation as a whole.  Again, the most comprehensive
evidence comes from the Evans et al. studies, who found, as we shall see, that not
much changed on average during the 1972-95 period.  Before reporting these
results, however, we should note that it is possible that analyses using more
recent data may find more signs of improvement.  In carrying out its own studies
on funding gaps, the U.S. General Accounting Office (1997; 1998a; 1998b) also
had to rely on the latest available data, which were from the 1991-92 school year.
GAO contacted state officials to determine the extent to which states had changed
their targeting efforts or state share of school funding between 1991-92 and 1995-
96:  24 states reported targeting changes (presumably in the direction of more
targeting on low-wealth districts), and 6 of these also reported making increases
of 10 percent or more in their state share of education funding.

Between 1972 and 1992, however, Evans et al. (1999) found little improve-
ment in most measures of spending equity, although overall spending per pupil
grew significantly and the state shares of funding increased (Table 3-1).  The first
panel of Table 3-1 (which summarizes changes in expenditures adjusted for
inflation by the national consumer price index but not for district-to-district dif-
ferences in the cost of living or the population of students with special needs)
shows the growth in real resources per student—an average rate of 2.1 percent
per year during the 20-year period.  Revenues from state sources rose very quickly
during 1972-87 and, as a consequence, the states’ share of total resources in-
creased from 38.3 to 49.3 percent.  Revenues from the states then grew slowly
during 1987-92.  Local funding increased throughout this period, including the
last five years; in 1992, local governments contributed 47.0 percent of all of
public education resources.  The federal government played a small and shrink-
ing role throughout 1972-92.

The second panel in Table 3-1 gives several measures of inequality in district
spending at the national level.11 All of the inequality measures in Table 3-1
follow a similar pattern.  Spending at the 95th percentile was 2.72 times higher

11Each of the measures in Table 3-1 rises when inequality rises.  The ratio of the 95th percentile in
per-pupil spending to the 5th percentile in spending is a simple ranking that treats transfers to the top
or bottom of the distribution the same; changes in spending in the rest of the distribution change the
95th to 5th ratio.  The coefficient of variation is the standard deviation divided by the mean.  This
measure focuses on the extent of variation around average spending—both above and below the
mean.  The Gini coefficient measures the degree to which each cumulative percentage of pupils (e.g.,
40 percent) receives an equal percentage of expenditures (e.g., 40 percent).  Changes throughout the
distribution of spending contribute to the values of the coefficient of variation and the Gini coeffi-
cient.  The Theil index is similar to the Gini coefficient; however, it gives more weight to changes in
the tails of the distribution.  The Theil index is attractive in part because it is relatively easy to
decompose it into disparity in spending between and within states.  For more detailed descriptions of
these and other measures, see Berne and Stiefel (1984).
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than spending at the 5th percentile in 1972.  This ratio then fell to 2.40 in 1992,
suggesting a narrowing of the differences in spending across students.  The Theil
index fell during the 1970s and early 1980s, rose sharply between 1982 and 1987,
and then remained roughly constant.  Inequality according to all four measures
was higher in 1992 than in 1982 and somewhat lower than in 1972.

The next two panels of Table 3-1 break spending inequality into two compo-
nents: inequality due to differences in spending within states and inequality due
to differences across states.  Here the critical point emerges that between-state
inequality is much larger than within-state inequality, with between-state in-
equality accounting for about two-thirds of the total.  Table 3-1 also shows that
more than 90 percent of the reduction in the Theil index during 1972-92 was due
to a reduction in inequality between states; there was little change in inequality
within states.  This suggests that school finance reform focused at the state level
is limited in its ability to equalize the education resources available to students,

TABLE 3-1  Summary of Current Education Expenditures, 1972-92

1972 1977 1982 1987 1992

Funding per student ($1992)
Local 1,923 1,881 1,799 2,163 2,621
State 1,394 1,708 1,903 2,451 2,587
Federal 325 346 297 315 368
Total 3,642 3,935 3,999 4,929 5,576

Measures of inequality
95/5 ratio 2.72 2.37 2.22 2.53 2.40
Coefficient of variation 30.8 28.1 25.6 29.6 29.9
Gini coefficient (×100) 16.3 15.0 13.8 15.8 15.5
Theil Index (×1000) 43.7 37.1 31.0 40.7 40.5

Theil index decomposition
Within states 13.7 14.4 14.0 12.6 13.4
Between states 30.0 22.8 17.0 28.2 27.1
National 43.7 37.2 31.0 40.7 40.5

Variance decomposition
Within states 32.2 41.5 47.5 32.8 35.3
Between states 67.8 58.5 52.5 67.2 64.7
National 100.0 100.0 100.0 100.0 100.0

NOTES:  Funding per student from the U.S. Department of Education, 1994 Digest of Education
Statistics.  Education expenditure inequality measures are authors’ calculations from the Bureau of
the Census, Census of Government School System Finance File ( F-33), various years.  Calculations
exclude school districts from Alaska, District of Columbia, Hawaii, Montana, and Vermont.

SOURCE:  Evans et al., 1999.
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although it appears to have been important in staving off growing inequality.
Evans et al. (1999) found that when they modeled what would have happened to
inequality in the absence of court-mandated reform, within-state inequality would
have risen sharply (instead of staying largely unchanged) between 1972 and
1992.

One interesting question is what difference it would make to the findings if
spending levels were adjusted not simply by an overall inflation factor but for the
differences in the costs of the resources across districts and over time.  Evans et
al. attempted to answer this question, although data limitations (i.e., cost indices
that are not available before 1987) restricted their investigation of cost adjust-
ments to the impact of adjustments on the level and the disparity in per-pupil
resources at a point in time, 1992.  They used three separate indices to adjust for
differences in the cost of real education resources:  the Barro (1992) index,
Chambers’ (1995) teachers’ cost index, and McMahon and Chang’s (1991) cost
of living index.12

Table 3-2 shows unadjusted and adjusted estimates of revenue inequality and
the decomposition of revenue inequality in a manner paralleling the treatment of
expenditure inequality in Table 3-1.  Adjusting for cost differences between
metropolitan and nonmetropolitan school districts in 1992 results in a noticeable
decline in inequality as measured in various ways.  The amount of inequality due
to differences in revenues between states continues to dominate inequality due to
revenue differences within states, although the amount of variation accounted for
by between-state inequality drops from 66 percent of total inequality to 53 to 60
percent.

12All three develop separate cost indices for urban and nonurban districts in each state; in some
states, separate indices for the largest urban areas are also available.  The Barro measure is an index
of average teacher salaries that adjusts for teachers’ education level and experience.  Because a given
district can influence teachers’ wages by hiring only candidates with graduate degrees, this measure
would overstate the adjustment necessary for purchasing power parity among districts.  The teachers’
cost index  measure adjusts for regional variations in the cost of living and amenities.  This measure
removes the impact of within-state differences by adjusting for district-level characteristics that,
unlike average teacher’s educational attainment or tenure, are not subject to district control.  Finally,
the McMahon and Chang index is a geographic index that controls only for the differences in
housing values, income, and population growth across districts;  the McMahon and Chang index
yields the smallest price adjustment.  While these cost indices were developed specifically for adjust-
ing education costs, it is not clear that they successfully capture the full difference in the costs of
education across districts.  Ideally, a cost index would account for the difference in wages that a
central-city school district would have to offer in order to attract teachers with the same qualifica-
tions, ability, and training that wealthy suburban districts attract.  We suspect that these indices do
not capture those differences and that it is therefore likely that their use overstates the resources
available to central-city students.  Also, none of these indices incorporate differences in the variation
in student needs; see Duncombe et al. (1996) for an important discussion of this issue.  More is said
about the cost of education issue in subsequent chapters.
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In many ways, then, court-ordered school finance reform, where it was imple-
mented, achieved its primary objective of fundamentally restructuring school
finance and generating a more equitable distribution of resources than would
have existed in the absence of such reform.  The fact that virtually all states,
whether under court order or not, have significantly altered their school finance
formulas, usually in ways that make them more sensitive to district needs or
relative wealth, is in no small measure due to the more active interest courts have
taken in school finance in the last 30 years.

Nevertheless, the fact that new court cases continue to be filed, even on
traditional equity grounds, and that disparities in interdistrict spending levels
have far from disappeared, indicate that there are limits to how far school fi-
nance reforms are likely to go in reducing spending disparities, even when
courts intervene.

Limitations on the Impact of Court-Ordered Reforms

The main lesson from the past 30 years is how persistent spending inequali-
ties are in American education.  There are a number of reasons why the long
period of active reform has yielded only modest change.

First, Feldstein (1975) showed that the remedy that Coons et al. (1970)
proposed to ensure wealth neutrality—district power equalizing or a guaranteed
tax base—does not in theory sever the relationship between a community’s ex-

TABLE 3-2  Summary of Resources Adjusted for Cost of Living Differences,
1992

Cost of Living Adjustment

McMahon-
Barro Cost Chambers Chang

Summary Measure Unadjusted Index TCI COL

Measures of Inequality
95 to 5 ratio 2.47 2.07 2.08 2.19
Theil index 37.90 26.40 29.20 32.40
Coefficient of variation 30.10 24.40 25.70 27.10

Theil Index Decomposition
Within states 12.90 12.20 12.20 12.90
Between states 25.00 14.20 17.00 19.50
National 37.90 26.40 29.20 32.40

TCI= Teachers’ cost index;  COL= cost-of-living index.

SOURCE:  Evans et al., 1999.
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penditures per pupil and its wealth per pupil.  School districts make decisions
about spending per pupil based on their local tax price, income levels of resi-
dents, and other taste and socioeconomic factors.  Feldstein demonstrated that
district power equalizing does not correctly offset the effects of its tax price and
other wealth-related factors, and therefore districts may not respond in ways that
break the positive wealth-spending relationship.  Research by Evans et al. (1997,
1999) and Card and Payne (1997) provides empirical support for Feldstein’s
analysis.

Odden’s (1999) cross-sectional analysis does not speak to whether low-
spending districts have lowered their tax rates in response to state aid, but it does
indicate that districts may have low spending levels in part because they choose
to tax themselves less than high spending districts.  Odden looked at spending
patterns in 1994-95 in three unidentified states that enacted different versions of
school finance reform (two of which were full or partial district power equalizing
programs) over the 1975-95 time period.  He ranks districts in these states in
deciles on the basis of revenues per pupil and shows that in all three states local
property tax rates rose steadily as district wealth rose.  Revenues per pupil thus
rise with district wealth as well, despite the equalizing intention of state aid.13

The U.S. General Accounting Office (1998b) studied four states that changed
their finance systems between 1991-92 and 1995-96 and found that, in two of the
four, state changes that moved in the direction of equalization were offset be-
cause poor districts reduced their local tax rates or wealthy districts raised theirs—
or both.

The fact that district spending levels are still related to district wealth and tax
levels reflects one of the philosophical conundrums of school finance reform.
The wealth-neutrality standard adopted in Serrano and many other court deci-
sions explicitly does not call for equal spending among districts, only that all
districts are able to realize the same revenues from the same tax effort.  Those
who believe that unequal spending is unfair are therefore unlikely to be satisfied
with the spending levels that meet the ex-ante wealth-neutrality standard.  Those
who value continued reliance on local control and discretion in making decisions
about how much to spend on education will be more willing to tolerate continuing
disparities in spending when they appear to reflect differences in local prefer-
ences for schooling versus other public goods (or tax relief).

Tensions over local control are part of the political context that frequently
stymie or limit finance reform efforts, even when finance changes are mandated

13There is emerging evidence in some states that interdistrict school finance spending disparities
may have decreased in the bottom half of the distribution but increased in the top half, while leaving
the overall coefficient of variation about the same.  In a multiple state study, Verstegen (1996) found
that the McLoone index, which measures disparities within the lower half of districts ranked by
spending level, has declined.  The Verstegen index, a new measure of disparity for the top half, had
actually increased.
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by courts.  Legislators and governors who must design and implement reforms
find themselves contending with public opposition on a number of fronts (Carr
and Fuhrman, 1999; Reed, 1997).  Rather than equalize by reducing spending
down to the level of low-spending districts, thereby forcing wealthier districts to
reduce spending, policy makers may try to “level up.”  This effort to raise spend-
ing in low-spending districts often requires higher state taxes or redistribution of
locally raised revenues from wealthier to less-wealthy districts, both of which are
highly unpopular among those whose tax burdens would rise or who would see
their tax dollars go to educate children in another jurisdiction.  Some of this
opposition is individual and personal; some stems from more general antitax and
antigovernment sentiments.  Demographics also play a role.  Racial cleavages
sometimes come into play, as voters see minorities (especially those dwelling in
cities) as primary beneficiaries of reform.  Poterba (1997) found that increases in
the fraction of elderly residents in a jurisdiction is associated with a significant
reduction in per-child spending, a result with ominous overtones in a society
whose average age is rapidly increasing as the baby boom generation approaches
retirement age.

The political climate affecting implementation of court-ordered school fi-
nance reforms at the state level manifests itself in different ways (Carr and
Fuhrman, 1999).  Sometimes, as in New Jersey and Texas, it results in a decades-
long dance of litigation and legislation, with legislators and governors attempting
a variety of remedies before finding ones acceptable to the court.  Sometimes, as
in Alabama, a strong antireform governor and strong antitax and antigovernment
sentiments undercut efforts to build a consensus for educational reform, and
virtually no change takes place.  By contrast, Kentucky was able to marshal a
strong coalition in favor of reform and revamped its educational system thor-
oughly and comparatively quickly after the 1989 court decision declaring the
existing system unconstitutional.

For those whose objective for school finance reform goes beyond wealth
neutrality to equality of funding for students no matter where they live, there is
one final limitation to the impact of court reform that is perhaps the most signifi-
cant of all.  As noted earlier, two-thirds of disparities in per-pupil funding differ-
ences are attributable to between-state differences in spending rather than within-
state differences.  The proportion is still over half even when adjustments are
made for the cost of education.

Federal aid to education at existing levels is limited in its ability to remedy
these gaps.  Federal funds help somewhat, because they are more highly targeted
to poor students than are either state or local funds; in 1991-92 the majority of
poor students lived in states that had significant funding gaps between poor and
wealthy districts (U.S. General Accounting Office, 1998a).  Because federal
allocations are relatively small compared with state and local shares, however,
the equalizing effect of federal funds does relatively little to reduce the overall
funding differentials between low-poverty and high-poverty districts.  At current
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federal spending levels, this would continue to be true no matter how highly
targeted federal funds were.  Jencks et al. (1972:25-6) pointed out over 25 years
ago that local disparities in funding (which are wealth and poverty related) could
be diminished if state or federal spending increased dramatically, even if this
spending were not targeted at all but merely allocated on an equal per-pupil basis.
More recently, the U.S. General Accounting Office (1998a) in its study of educa-
tion funding in 1991-92 showed that targeting of state and federal funds helped
but didn’t completely close the funding gap between high-poverty and low-pov-
erty districts.14  The percentage of total funding from state and federal sources
was more important, however, in reducing the gap than in how narrowly these
funds were targeted on poor students.  “For example, both California and Vir-
ginia had about the same combined state and federal targeting rates per poor
student and the same average per pupil funding levels.  However, California’s
much larger combined state and federal share reduced its funding gap to one that
was smaller than Virginia’s” (U.S. General Accounting Office, 1998a:5).

EQUITY AT THE DAWN OF THE NEW CENTURY

As the nation enters a new century, its success in addressing questions of
fairness in its school finance systems is mixed.  The nation awoke in the 1950s
and 1960s to the problems of unequal educational opportunities and began to
address them.  Around 1970 it entered a notably vigorous era of debate and
reform aimed specifically at breaking the link between the property wealth of
school districts and the amount of resources they had available to spend on the
education of schoolchildren.  Many state finance systems were overhauled.
Wealth neutrality almost certainly improved, although there is no good longitudi-
nal measure to document this statement on a national basis.  State and federal
categorical programs directed resources to students with special education needs
and to some extent compensated for funding inequities at the local level.

Overall, however, since the early 1970s, disparities in spending among dis-
tricts do not appear to have changed much, although judicial intervention has
ensured that they are smaller than they might otherwise have been.  There are still
large differences in the educational dollars spent on students depending on where
they happen to live, particularly for students whose families are at the top and
bottom in terms of income.  Reducing spending disparities has proven difficult
and contentious.  The constitutional support for reform is quite variable across the
states.

Many people continue to believe that basic fairness requires that educational

14In this study the poverty level of a school district was calculated on the basis of the district’s
number of poor students, as determined by the percentage of children living in households below the
poverty level in 1989.
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resources not be determined by where a student happens to live or that all stu-
dents ought to receive the same amount of educational resources (with perhaps
some adjustments for differing educational costs).  Cases will continue to be
litigated on these grounds, and legislation will continue to be offered in hopes of
achieving these objectives.

Increasingly, though, it seems that finance reforms of the past, with their
emphasis on the fiscal capacity of school districts, insufficiently address pressing
equity questions of today, which include how to use the finance system to foster
higher levels of learning for all students, regardless of background, and what to
do about the desperate social, economic, and educational problems that plague
some central-city schools.

A fundamental dissatisfaction with discussions about finance equity as they
have been carried on over the past three decades has become apparent as the
nation has become increasingly concerned about educational achievement levels.
While equity as a concept can be applied to any stage in the education “produc-
tion” process (inputs, processes, outputs, or outcomes), in practice finance re-
forms aimed at achieving wealth neutrality or equalizing spending have had a
very strong input focus.  Moreover, they have also been preoccupied with the
distribution of inputs.  This approach has seemed increasingly out of sync with
educational reforms that are more and more concerned with the outputs and
outcomes of the educational system and with setting and realizing absolute (rather
than relative) standards of student achievement.

The interdistrict equity preoccupation of much school finance discussion in
the last third of the 20th century is, moreover, less and less compatible with
educational reform efforts that increasingly focus on the school (rather than the
district) as the basic unit in the educational production process.  It also has
ignored considerations of intradistrict spending disparities, which in large urban
school districts may be more problematic than interdistrict disparities in equaliz-
ing educational opportunities for students with the greatest educational handi-
caps.

Even the members of the legal profession who developed the strategy of
wealth neutrality, which successfully made courts a central player in school
finance reform, are finding themselves desirous of a new strategy for pursuing
educational equity goals through the courts.  Minorini and Sugarman (1999)
suggest that the foregoing considerations partially explain this.  In addition, they
point to the changing landscape of school desegregation, which has reinforced
the desirability of finding a new school finance legal theory.  Since the Brown
decision declared school segregation to be illegal in 1954, advocates for minority
youth, frequently those in cities, have sought and received redress in federal
courts for educational shortcomings that could be traced to de jure discrimination
in the past.  Courts ordered remedies that included busing and voluntary integra-
tion plans, but more and more involved improvements in the educational enter-
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prise itself:  in teacher quality, curriculum, facilities, and so forth.  In the 1990s,
however, it appeared that the litigation era reaching back to Brown was drawing
to a close and that federal desegregation cases might soon no longer serve as a
primary tool for trying to improve educational opportunities for inner-city poor
and minority youth.  Advocates began to think that school finance litigation
might be a promising substitute (Tatel, 1992).  For needy children attending high-
cost, urban schools, however, school finance litigation would be far more attrac-
tive if the definition of equity on which it was based was broader than the
conventional approach of wealth discrimination.

The new approach to equity that seeks to address many of these new equity
concerns concentrates attention on the adequacy of education rather than on the
distribution of education resources.  The next chapter continues our investigation
into educational equity by exploring the promises and pitfalls of expanding eq-
uity to encompass adequacy.
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Equity II—The Adequacy of Education

Since 1989, when the Kentucky Supreme Court took the dramatic and un-
precedented step of declaring the entire state system of elementary and secondary
education unconstitutional for failing to provide all children an adequate educa-
tion, the concept of “adequacy” has moved to center stage in discussions of
fairness in school finance systems.  The Kentucky decision highlighted an impor-
tant lesson from the educational reforms of the 1960s, 1970s, and 1980s:  improv-
ing the fiscal capacity of schools may be necessary, but certainly isn’t sufficient,
to achieve equality of educational opportunity.  To some, the idea of adequacy
offers a promise of overcoming problems that previous equity-oriented reforms
failed to remedy, and to do so by linking school finance decisions explicitly and
centrally to the quality of education provided to America’s schoolchildren.  To
others, movement toward adequacy signals a discouraging retreat in the long
battle for basic fairness by threatening to perpetuate an education system that
tolerates large disparities in the educational resources provided to them.  To
almost everyone, it is a concept that is still emerging and evolving:  there is as yet
no consensus on its meaning and only limited understanding about how and what
would be required to achieve it.

Nonetheless, a growing number of state court decisions suggests that ad-
equacy is becoming the new equity standard to which state school aid plans
should be held.  States without such court mandates are also seeking new answers
to the old question of what it costs to provide an “adequate” or “basic” or “core”
education (Education Commission of the States, 1997).  The blossoming of the
standards-based school reform movement has caused some to suggest that basing
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school finance decisions on the educational needs of students, once ruled “judi-
cially unmanageable” by several courts, may now be an achievable objective.

These developments highlight the importance of exploring what is known
about what is called the adequacy movement:  how adequacy is defined, what
court imperatives are driving it, how states are responding to it, and what concep-
tual and technical challenges will have to be overcome in implementing ad-
equacy-based school finance systems.  A key challenge (addressed more fully in
the next chapter) is whether current knowledge about how to improve student
achievement is strong enough to make it possible to design a school finance
system that fosters this objective.

POSSIBLE MEANINGS OF ADEQUACY

Despite the absence of consensus on the definition of educational adequacy,
a good sense of how it differs from other approaches to equity can be obtained by
examining it in terms of the five key definitional distinctions mentioned in Chap-
ter 3.

Adequacy is exclusively focused on schoolchildren and does not embrace
taxpayers as objects of concern.  Conceptually, the unit of analysis could be the
individual child or the school, but in practice (especially as litigators have so far
employed it in school finance cases), it has been applied to school districts.  If
education funding becomes more school-based than district-based in the future,
as some reformers urge, the unit of analysis for adequacy would probably shift to
the school level as well.

One of the major differences often cited between adequacy and other defini-
tions of equity is the former’s emphasis on outputs and outcomes.  Attorneys
have tended to make a distinction between equity and adequacy, defining equity
as input focused and adequacy as output focused.  As Berne and Stiefel (1999)
point out, however, in principle it is entirely possible for inputs, outputs, and
outcomes to be equitable or inequitable and for inputs, outputs, and outcomes to
be adequate or inadequate.1

Adequacy does indeed place far more emphasis on outputs and outcomes
than wealth neutrality or spending equalization; in fact, the latter approaches pay
virtually no attention to the results of schooling.  For definitional purposes,
however, the key characteristic of adequacy seems to be less the input-output
distinction and more its greater emphasis on absolute rather than relative stan-

1Berne and Stiefel cite the remedy applied in the settlement of Abbott v. Burke, 710 A.2d 450 (N.J.
1998), in New Jersey as an example of how the courts, through the concept of adequacy, may
possibly join outputs, inputs, and processes.  In New Jersey, the remedy has focused on resources,
curricular offerings, and support services available to poor districts relative to wealthy ones.  While
the idea is to provide an adequate education for children in poor districts, the method for achieving
this involves a focus on the details of programs, teacher quality, and technology.
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dards.  In the past, debates over equity focused on comparisons among children
and districts and how well they fared relative to each other.  Adequacy appears to
demand the setting of absolute standards rather than defining equity in terms of
the relative performance of school finance systems.

Adequacy may also result in different groups taking center stage as the focus
of special interest.  William Clune, a prominent legal scholar (and original mem-
ber of the Coons team that developed the wealth-neutrality standard for school
finance equity), illustrates in the development of his own thinking one direction
that adequacy might take.  From early descriptions of adequacy that included all
children, his writing has evolved to define adequacy as a concept to be applied
especially to urban, poor districts and to high-poverty students (Clune, 1995).

It is in determining how adequacy can be evaluated that there is perhaps the
least consensus on defining the concept.  Much of the remainder of this chapter
assesses the various options being explored by courts and states as they attempt to
apply an adequacy standard to school finance systems.  In practice the distinction
drawn here between older measurements of equity using distributional bases and
adequacy as an absolute measure is frequently blurred when it comes to defining
how the adequacy of a finance system should be evaluated, probably because
concepts using absolute rather than relative standards are only now being devel-
oped.  Some courts (e.g., Harper v. Hunt in Alabama2) have found the state
finance system inadequate using comparisons with state and national input and
output regulations and standards.  Sometimes the ex post tests of adequacy are
also comparative rather than absolute in nature, as when outcome measures such
as test scores or graduation rates are compared with national statistics.

Developing absolute standards of adequacy (both ex ante and ex post) re-
quires answers to two questions:  Adequacy of what?  How much is adequate?
Strike (1988) has pointed out that the philosophical debate over distributive
justice that has taken place over the 30 years since the publication of Rawls’s A
Theory of Justice (1971) provides some framing ideas for considering these ques-
tions.

In seeking an alternative to utilitarianism, which holds that just policies are
those that produce the greatest good for the greatest number and defines “good”
as happiness or utility, Rawls (1971) sought plural indices of social welfare rather
than continuing to rely on happiness or utility.  He developed the notion of
“primary goods”:  things that a rational person wants whatever else that person
wants, desirable because they are means to leading a wide range of different
kinds of lives.  He listed the primary goods as rights and liberties, powers and
opportunities, income and wealth, and self-respect.

The Rawlsian theory of primary goods suggests a way of approaching an-

2Consolidated with Alabama Coalition for Equity v. Hunt, published as appendix to Opinion of
Justices, 624 So.2d 107 (Ala. 1993).
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swers to the “adequacy of what” question.  Interpreted this way, adequacy might
be viewed as requiring an allocation of educational resources sufficient to guar-
antee to every student a minimum set of those educational outcomes that are
importantly connected to long term life prospects in our society.

In developing an alternative to Rawls’s concept of distributive justice,
Gutmann (1987) provided a possible approach to answering the “how much”
adequacy question and thereby a means for overcoming equality of opportunity’s
second limitation, the absence of a principle for establishing levels of achieve-
ment or permissible differences in achievement.  Unlike Rawls, whose definition
of distributive justice featured distributive rules intended to provide an equal
opportunity for everyone to pursue a self-chosen plan of life, Gutmann’s defini-
tion gives greater attention to the value of a democratic society in which deci-
sions are made deliberatively and collectively.  Therefore she emphasizes a
so-called democratic threshold principle for education, which claims that “in-
equalities in the distribution of education goods can be justified if, but only if,
they do not deprive any child of the ability to participate effectively in the demo-
cratic process (which determines, among other things, the priority of education
relative to other social goods)” (p. 136).  The idea of a democratic threshold at
least conceptually addresses the issue of achievement levels ignored by the equal-
ity of opportunity approach, and it provides in general terms an anchor for an-
swering the question of “how much” adequacy.

Suggestive as Rawls’s primary goods and Gutmann’s democratic threshold
principle are, however, they provide far from precise answers to the “adequacy of
what” and “how much” questions.  They point, though, to some of the issues that
will arise in seeking greater precision.

To facilitate the discussion, we develop a shorthand whereby we view  “ad-
equacy of what?” as a question of qualitative adequacy and “how much” as a
question of quantitative adequacy.  To apply adequacy to school finance requires
figuring out where to set the absolute level of this “bar” called adequacy:  how
broad or narrow should the bar be (qualitative adequacy) and how high or low
should it be (quantitative adequacy)?

Qualitative adequacy involves decisions about what educational opportuni-
ties are most directly and powerfully related to the “primary goods” society
wishes to distribute fairly among its citizens.  These are usually issues of curricu-
lum.  Opportunities to become proficient in reading or math might be seen as
central.  Opportunities to participate in art or physical education might be viewed
as more peripheral.  The availability of swimming pools or carpeted classrooms
might be regarded as unrelated to ultimate life chances.  It is not hard to imagine,
however, that people will disagree about where to draw the lines, both because
they have differing values and because the relationship between opportunities
and life chances may be different for different individuals in different circum-
stances.

Similarly, quantitative adequacy is likely to lend itself to differing interpreta-

Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


EQUITY II—THE ADEQUACY OF EDUCATION 105

tions of “how much” is enough.  There might be an achievement level such that
those who fall below it would be unlikely to be able to participate in the basic
economic and political life of society.  This suggests looking for a threshold level
of some sort that defines how much input is needed to reach this level.  Even if
such a threshold level can be agreed upon, there will still be important questions
to resolve.  Threshold principles often apply to “all that are able,” which involves
not only judgments about the capacity of individuals but also about the resources
society is willing to expend on teaching those with low capacity.  Thus, there are
choices to be made between setting the adequacy bar at a high level (and accept-
ing that a larger number of students will not meet it) and a low level (which
allows for fewer exceptions).  On another front, deciding where to draw the line
on quantitative adequacy must also take into account the possibility that there
might be a law of diminishing returns, such that higher levels of educational
resources result in ever-diminishing amounts of improvement in educational
achievement or ultimate life chances.

Qualitative and quantitative adequacy thus raise numerous issues when con-
sidered independently; they also interact in ways that will pose additional chal-
lenges for the development of adequate school finance systems.  For example, the
interaction has interesting implications for the outcome of a state decision about
whether or not to allow individual districts to provide more resources than called
for by the state-determined “adequate” level.  On one hand, let’s say that a state
school finance system embodies a broad definition of qualitative adequacy, in-
corporating most or all of the primary educational goods that will affect life
chances significantly and/or that its quantitative adequacy level is sufficiently
high that spending above the adequate level will not yield much in additional
returns on the critical dimension of life chances.  In this case, districts’ freedom to
spend whatever they want beyond the threshold may result in nice extras for
students but will not compromise equality of opportunity.  Such a “broad or high
adequacy” policy is likely to be quite expensive and redistributive, however, and
therefore politically unpopular with wealthier parents who would like to keep
their resources in their local schools to benefit their own children.  “Narrower or
lower adequacy,” on the other hand, erodes commitment to equality of opportu-
nity by setting a floor under achievement that guarantees only participation in the
basic institutions of society, not equal opportunity to enjoy all of society’s pri-
mary goods.

Despite these difficulties, adequacy holds promise for overcoming two seri-
ous theoretical weaknesses with the more common concept of equality of oppor-
tunity.  First, equality of opportunity—the idea that all children should have an
equal chance to succeed and that education is one of the most efficient tools for
ensuring this—is insufficiently attentive to which educational outcomes matter
most in the sense of making an important contribution to the life prospects of
individuals.  Second, equal educational opportunity requires no particular level of
achievement, nor does it forbid significant inequalities in achievement between
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high-achieving and low-achieving individuals so long as variations in achieve-
ment are not associated with “morally irrelevant” characteristics.  (A morally
relevant characteristic, in this view, might be individual student ability or effort,
but not an accident of birth.)  Adequacy might overcome these limitations in the
equal opportunity definition of equity.

A final general observation about adequacy:  while the concept is enjoying a
newfound prominence, it actually is an idea with old roots in school finance
theory and practice.  Specifically, adequacy and traditional foundation aid pro-
grams have much in common.  In recognizing this, we open the possibility that
there are historical lessons from which to benefit in the current round of adequacy
discussions.  In particular, we should be alert to the possibility that adequacy
(especially a low standard of quantitative adequacy) could reproduce the dis-
equalizing consequences of traditional foundation plans.

Foundation plans began in the early part of the 20th century and efforts by
school finance reformers to overcome problems with flat grants, the early form of
state aid to school districts.  Cubberley (1919a; 1919b) and Strayer and Haig
(1923) elucidated and developed the idea of the foundation program.  Foundation
grants set a minimum level of spending per pupil below which a state does not
permit a district’s spending to fall.  Each district is required to levy a property tax
at a fixed rate; the state supplements the revenues from this levy up to the
foundation level.

Foundation plans3 implicitly define the foundation level as “adequate,” but
seldom were these levels determined by a systematic assessment of what was
required to fund an adequate education.  “Adequate” was determined through a
political bargaining process, as legislators and governors negotiated on how much
state revenue was available or could be generated through additional taxation.
Sometimes states made gestures to the notion of adequate inputs by tying their
foundation plans to their requirements for teacher certification or to maximum
allowable class size levels or pupil-teacher ratios.

State foundation plans were frequently criticized by school finance experts
(e.g., Odden and Picus, 1992:176-177) because of their disequalizing effect (they
permitted districts that could afford to do so to spend above the foundation level)
and because they incorporated no formal adjustment mechanisms to account for
changes in educational costs (so over time the foundation level tended to fall
below what districts needed to address basic needs).  When these plans first came
under legal challenge, it was their distributional equity, not their adequacy, that
was at issue.  Recently, however, the adequacy of foundation and other formulas
for distributing education aid has also become a central concern.

3As of 1994, 40 states used a foundation grant program as the primary mechanism to distribute
basic support (Gold et al., 1995).
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THE SHIFT TOWARD ADEQUACY

While there were court decisions in the 1970s in New Jersey, Washington,
and West Virginia that gave attention to the adequacy as well as the wealth
neutrality of school finance systems, it was the Kentucky Supreme Court’s deci-
sion in 1989 overthrowing the entire state education program that galvanized the
shift toward adequacy in courthouses and statehouses.  Between 1989 and mid-
1998, courts in Alabama, Massachusetts, New Hampshire, New Jersey, New
York, North Carolina, Ohio, Tennessee, and Wyoming also have ruled that their
state constitutions’ education clauses guarantee students an adequate level of
educational opportunities that should allow them to achieve certain desired edu-
cational outcomes.  In addition, claimants in Arizona won an adequacy case
concerning capital costs of school construction; and adequacy-based lawsuits
were pending in mid-1998 in Louisiana, Minnesota, Pennsylvania, and South
Carolina.

Part of the reason that the 1970s decisions in New Jersey, Washington, and
West Virginia did not spur more adequacy cases was that it was not evident at the
time that the courts were doing anything significantly different than they did in
traditional wealth-neutrality cases.  Kentucky, however, clearly marked a sea
change.  In Rose v. Council for Better Education, 790 S.W.2d 186 (Ky. 1989), the
state supreme court used  “efficiency” language in the constitution’s education
clause4 to declare the entire educational system inadequate and unconstitutional.
The court established the objectives of an adequate education, proclaiming that it
would provide students with the opportunity to develop at least the following
seven capabilities:

• sufficient oral and written communication skills to enable students to
function in a complex and rapidly changing civilization;

• sufficient knowledge of economic, social, and political systems to enable
the student to make informed choices;

• sufficient understanding of governmental processes to enable the student
to understand the issues that affect his or her community, state, and na-
tion;

• sufficient self-knowledge and knowledge of his or her mental and physi-
cal wellness;

• sufficient grounding in the arts to enable each student to appreciate his or
her cultural and historical heritage;

• sufficient training or preparation for advanced training in either academic
or vocational fields so as to enable each child to choose and pursue life
work intelligently; and

4The Kentucky ruling cited Section 183 of the state constitution, which calls on the state “to
provide an efficient system of common schools throughout the Commonwealth.”
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• sufficient levels of academic or vocational skills to enable public school
students to compete favorably with their counterparts in surrounding
states, in academics, or in the job market.

The influence of the Kentucky case on other states was direct and apparent.
Courts in Alabama, Massachusetts, and New Hampshire relied specifically on the
Kentucky court’s definition of an adequate education when providing guidance
to their own state legislatures about crafting remedies for finance systems that
had been declared inadequate.5

Other state courts developed their own specifications about what constitutes
educational adequacy.  In 1993, the Tennessee Supreme Court found that the
state constitution required the education system to provide districts with suffi-
cient funds to permit attainment of certain broadly defined educational outcomes:
“The General Assembly shall maintain and support a system of free public schools
that provides at least the opportunity to acquire general knowledge, develop the
powers of reasoning and judgment, and generally prepare students intellectually
for a mature life” (Tennessee Small School Systems v. McWherter, 851 S.W.2d
139, Tenn. 1993).  Similarly, in 1994, the Arizona Supreme Court ruled that the
state’s system for funding school facilities was unconstitutional because certain
districts lacked the resources necessary to maintain adequate school buildings
(Roosevelt Elementary School District v. Bishop, 877 P.2d 806, Ariz. 1994).
That decision, while limited to capital funding, also suggested that similar claims
of adequacy might apply to school districts’ operating costs.  In 1995, the highest
court in New York used a civic rather than an economic rationale to undergird its
finding that the state is constitutionally obligated to create and maintain an educa-
tion system that provides children with  “the basic literacy, calculation, and
verbal skills necessary to enable [them] to eventually function productively as
civic participants capable of voting and serving on a jury . . . [and] minimally
adequate physical facilities and classrooms . . . to permit children to learn”
(Campaign for Fiscal Equity v. State of New York, 86 N.Y.2d 307, N.Y. 1995).6

Courts that mandate adequacy do not always themselves define the objec-
tives that an adequate education system should serve.  In 1997, the Ohio Supreme
Court ruled that by permitting dramatic deficiencies in facilities, materials and
supplies, and class sizes in some of the poorer school districts, the state had
violated its constitutional duty to provide students with a “thorough and efficient”
education system (DeRolph v. Ohio, 79 Oh.St.3d 297, Oh. 1997).  The court,

5See Alabama Coalition for Equity v. Hunt, published as appendix to Opinion of Justices, 624
So.2d 107 (Ala. 1993);  McDuffy v. Secretary of Education, 615 N.E.2d 516 (Mass. 1993); and
Claremont School District v. Gregg, 635 A.2d 1375 (N.H. 1997).

6The high court decision in New York established the criteria against which funding levels will be
appraised in a case currently scheduled to be tried in a lower court in late 1999.
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however, did not discuss what it would consider acceptable, leaving it to the state
legislature to determine how to meet the constitutional requirement.  In Wyo-
ming, in a 1995 development in a court case that went back to 1980 (Washakie v.
Herschler, 606 P.2d 310, Wyo. 1980), the supreme court ruled (Campbell v.
State, 907 P.2d 1238, Wyo. 1995) that the legislature’s response to its earlier
decision had been deficient and ordered it to devise an acceptable remedy:  “The
legislature must first design the best educational system by identifying the
‘proper’ educational package each Wyoming student is entitled to have. . . . The
cost of that educational package must then be determined and the legislature must
then take the necessary action to fund that package.  Because education is one of
the state’s most important functions, lack of financial resources will not be an
acceptable reason for failure to provide the best education system.  All other
financial considerations must yield until education is funded.”

Adequacy decisions in the courts do not always address the question of
whether districts can provide education above the adequate level, but when they
have, they have spoken with several voices.  In Wyoming, local supplements are
expressly forbidden.  The Wyoming Supreme Court noted that “historical analy-
sis reveals local control is not a constitutionally recognized interest and cannot be
the basis for disparity in equal educational opportunity.”  The New Hampshire
Supreme Court (Claremont v. Governor of New Hampshire, 703 A.2d 1353, N.H.
1997) and the North Carolina Supreme Court (Leandro v. State of North Caro-
lina, No. 179PA96, 1997) both indicated that variations in spending resulting
from local add-ons would be permissible so long as all districts are able to
provide students with the constitutionally guaranteed minimum of opportunities.
The finance system enacted in Kentucky in response to the 1989 ruling there
allows local spending above the state-determined adequate level and so far has
not faced legal challenge.

As happened in the wealth-neutrality litigation, not every state’s high court
has been receptive to adequacy arguments.  In Illinois, where the state con-
stitution’s education clause explicitly requires the state to “provide for an effi-
cient system of high quality public educational institutions and services,” the
supreme court rejected attempts by plaintiffs to evaluate whether the quality of
education offered in many of their districts met that constitutional standard.  Ac-
cording to the court, “questions relating to the quality of education are solely for
the legislative branch to answer” (Committee for Educational Rights v. Edgar,
672 N.E.2d 1178, Ill. 1996).  The high courts in Rhode Island and Florida relied
on a similar rationale in rejecting adequacy-based claims.  In Florida: “appellants
have failed to demonstrate . . . an appropriate standard for determining ‘ad-
equacy’ that would not present a substantial risk of judicial intrusion into the
powers and responsibilities assigned to the legislature” (Coalition for Adequacy
v. Chiles, 680 So.2d 400, Fla. 1996).  In Rhode Island:  “what constitutes an
‘equal, adequate, and meaningful’ [education] is ‘not likely to be divined for all
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time even by the scholars who now so earnestly debate the issues’” (City of
Pawtucket v. Sundlun, 662 A.2d 40, R.I. 1995).

Another possible dimension of an adequate education has been proposed in
two Minnesota cases seeking, among other substantive education remedies, racial
integration.7  Advocates there have sought to have an adequate education defined
in such a way as to include a racially integrated education.  If this approach were
to succeed, it would provide a way, through the state constitution’s education
clause, to remedy unintentionally created racial isolation, a situation that the
federal constitution—through the equal protection clause—would not redress.

STATE RESPONSES TO THE ADEQUACY MOVEMENT

The adequacy movement is comparatively new; there is limited evidence to
date on what is required to reform school finance systems on this basis.  Early
indications can be gleaned from a review of state responses so far.

The Kentucky example proved that moving to educational adequacy as the
basis for reform may require legislative solutions going far beyond matters of
school funding.  The fact that Kentucky’s legislature promptly enacted a compre-
hensive statewide education reform package in response to the court’s decision is
encouraging but, given particularly favorable political incentives in the state
(Carr and Fuhrman, 1999), probably not reflective of how other states may re-
spond to similarly far-reaching court mandates.  The Kentucky Education Re-
form Act (KERA) recreated the state’s entire elementary and secondary education
system, encompassing finance, governance and program changes; increased
school district revenue by 34 percent (19 percent adjusted for inflation) between
1990 and 1993; and reduced disparities in spending among districts and in the
relationship between district wealth and spending (Adams, 1997).  KERA also
featured a strong accountability program based on a new assessment system and
providing financial rewards for exceptional performance and significant sanc-
tions for poor performance.

Legislative efforts to comply with adequacy rulings in states other than
Kentucky have been noticeably more contentious.  Chapter 3 introduced the long
saga of school finance litigation in New Jersey, which had adequacy overtones
from its early days and assumed a more explicit adequacy cast in the 1980s, when
school finance reform advocates filed a new suit on behalf of the children in 29 of
the state’s poorest districts.  The Abbott v. Burke, 575 A.2d 359 (N.J. 1990),
decision decreed that the children in the 29 districts identified in the court case as
special needs districts must have educational opportunities equal to those of

7See Independent School District No. 625, St. Paul, Minnesota v. State of Minnesota, No. 62-C2-
009356 (Minn. 2nd Dist. Ct. filed Sept. 19, 1996) and Minneapolis Branch of NAACP and Lee
Xiong, et al., v. State of Minnesota, No. MC 95-014800 (Minn. 4th Dist Ct. filed Sept. 19, 1995).
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students in the wealthiest districts in the state; in a later ruling the court made
clear that equal opportunity included access to all educational and extracurricular
activities that were available in the wealthiest districts as well as funding for
supplemental programs to address the special educational needs of urban dis-
tricts.  The politics of finding legislative remedies satisfactory to the court were
complicated by the fact that the court created an educational entitlement only for
children in the 29 poorest districts and did not address the finance systems’
constitutionality in the remaining 450 districts.  Opposition to increased aid to
urban districts and to the tax increases necessary to fund this aid derailed initial
legislative attempts to comply with the court’s ruling.  Nonurban legislators who
voted for the initial legislative reform package almost all lost their seats in 1991
and opposition to the reform package played a significant role in the defeat of
Governor James Florio in 1993 (Carr and Fuhrman, 1999).  The case was only
settled in 1998 when the state supreme court, after rejecting another legislative
reform in 1997, finally approved a detailed and comprehensive reform package.

Experiences in other states have also highlighted the political difficulties that
frequently follow adequacy rulings by courts.  Despite the similarity of the judi-
cial decisions in Alabama and Kentucky, the fate of the former has been quite
different from the latter.  Antitax groups mobilized against comprehensive re-
form in Alabama; the Alabama Education Association opposed the bill as well
because of its accountability features.  In 1994 the state elected a governor (Fob
James) who explicitly opposed the court order and tried (unsuccessfully) to have
it overturned.  To date finance reform has not occurred in Alabama and plaintiffs
are still seeking judicial remedies.  In Wyoming, an initial legislative effort to
define and impute costs to a “proper education” was quickly challenged in court
by plaintiffs seeking yet more revenue for Wyoming schools.  By 1998, though,
the legislative and executive branches came together to pass a reform that they
believe will hold up against judicial scrutiny, a reform that raised the state educa-
tion budget by approximately 10 percent and elevated per-pupil revenue into the
$7,000 range.  Ohio’s legislature voted a new funding plan designed to provide an
adequate instructional system, but voters refused to approve the necessary tax
increase.  Arizona’s legislative and executive branches made several efforts to
revamp the state’s system for funding capital facilities and costs after the state
supreme court ruling in 1994; in 1998 the court for the fourth time declared the
state’s effort unsatisfactory and gave the legislature 60 days to develop an accept-
able plan.

States that are not under court order to implement educational adequacy have
also attempted to link their educational reform and school finance agendas by
asking “What is a core education and what does it cost” (Education Commission
of the States, 1997).  Their experience as well as the experience of states under
court mandates to orient their school finance systems toward educational ad-
equacy indicates that there are a number of conceptual and technical challenges
to overcome.
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CONCEPTUAL AND TECHNICAL CHALLENGES

Deliberations in courthouses and statehouses suggest that a desire to imple-
ment adequacy may be outpacing current understanding of how to define and
achieve it.  In comparison to wealth neutrality and equal spending, equity defined
as adequacy requires difficult value choices, as well as policy decisions in areas
in which the available technical knowledge is weak.  Implementing adequacy
requires establishing anchors for identifying what is adequate; determining the
costs of an adequate instructional delivery system; making adjustments for stu-
dent, school, and geographic characteristics; adjusting for inflation from year to
year; and developing an assessment system for measuring whether adequacy has
been achieved.

Establishing Anchors:  What Is Adequate?

We have already observed that adequacy requires both identifying desired
educational outcomes and then making decisions about what kinds of educational
experiences (qualitative adequacy) and how much achievement (quantitative ad-
equacy) will be sufficient to meet the standard.  We have also noted that some-
times courts provide the answer to at least the first of these dilemmas (e.g., in
Kentucky), but often the question of outcomes and always the question of “ad-
equacy of what” and “how much” are left to legislatures and governors to deter-
mine.

These are not easy questions to resolve through political processes.  Value
conflicts make it difficult for Americans to reach consensus about goals for
education, or at least about which goals should receive priority.  There are large
uncertainties about which educational experiences are central to the achievement
of specific goals.  There are also large uncertainties about what levels of achieve-
ment are necessary for students to reach specific goals.

These are not insurmountable problems, and in fact headway is being made
in addressing them.  The Wyoming legislature, under a deadline from the court to
define and cost out a “proper” educational package, developed a basket of educa-
tion goods and services consisting of some 30 courses and kinds of knowledge
designed to ensure that students acquired a common core of knowledge and a
common core of skills.  The basket served as the basis for subsequent efforts to
identify and cost out the resources sufficient to achieve these objectives.

The standards-based reform movement (discussed further in Chapter 5) has
inspired all states to undertake serious consideration of their educational objec-
tives.  Standards-based reform has encouraged states to deliberate on their own
goals, to undertake the development of shared understandings about what stu-
dents need to know and be able to do (i.e., to set content standards for education),
and to develop systems to measure whether students do in fact master this content
(performance standards).  It is likely that standards-based reform reinforces the
willingness of policy makers and judges to shift toward an adequacy standard for
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educational equity, by creating a receptive political climate and perhaps by pro-
viding judicially manageable standards that courts had a difficult time identifying
in the past.

Nevertheless, the tortuous path to standards-based reform is also a caution-
ary tale about how long and difficult the process can be.  As a recent National
Research Council committee pointed out, it is not yet clear whether the guiding
assumptions of standards-based reform are correct or that policies built on them
will have their desired effect (National Research Council, 1997:33-46).  The
rhetoric that “all students can learn to high standards” leaves unresolved impor-
tant philosophical and logistical issues, such as balancing high, uniform stan-
dards with students’ unique educational needs and abilities.  The extent to which
consensus can be reached on curriculum and performance standards is unclear.
Controversies over the specification of outcomes (e.g., in Pennsylvania), the
content of curriculum frameworks and performance assessments (e.g., in Califor-
nia), and the content of voluntary subject-matter standards (e.g., the lopsided U.S.
Senate vote condemning voluntary national standards in history) “suggest that
consensus dissolves once the public moves beyond a general belief in the need for
standards and assessments to questions about what those standards should be and
how students should be taught and tested” (National Research Council, 1997:38).
Moreover, major uncertainties remain about whether student performance can be
measured validly and reliably and whether instruction consistent with the stan-
dards can be implemented in individual schools and classrooms.

The technical challenges in measuring student performance become increas-
ingly important as the concept of adequacy shifts the focus of attention to the
outcomes of education.  A key issue is whether existing tests define and measure
achievement in ways consistent with standards-based reform or other statements
of desired educational outcomes. Large-scale, standardized tests8 are tools for
determining what students know and can do in specified domains.  No large-scale
assessment measures all aspects of student achievement.  Moreover, many tests
currently in use do not capture critical differences in students’ levels of under-
standing, do not adequately reflect higher-order thinking skills called for by
many new education standards, and do not reflect more comprehensive goals for
student achievement that go beyond subject-matter knowledge to other valued
skills and abilities.  For example, a recent National Research Council (NRC)

8“Large-scale” tests are those administered to students from many schools.  “Standardized” tests
are similar tests given to many students under uniform conditions.  This latter point is often misun-
derstood; it is common for people to assume that standardized tests must use a multiple-choice
format.  In fact, “even a written examination, one that is scored by teachers or other human judges
and not by machine, is considered standardized if all students respond to the same (or nearly the
same) questions and take the examination under similar conditions” (National Research Council,
1999b:29).
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committee evaluating the National Assessment for Educational Progress (NAEP)
pointed out a number of dimensions of achievement not sufficiently reflected in
the current NAEP frameworks and assessments:  problem representation, use of
strategies, self-regulatory skills, explanation, interpretation, and individual con-
tributions to group problem solving (National Research Council, 1999a:138).
Assessment systems employing multiple measures of achievement (i.e., large-
scale tests augmented with alternative assessments) may be necessary to capture
the range of outcomes comprising an adequate education.  The recent NRC
evaluation of NAEP discusses one approach to a multiple-measure assessment
system (National Research Council, 1999a), but at present it is the case that
“policy and public expectations of testing generally exceed the technical capacity
of the tests themselves” (National Research Council, 1999b:30).

Despite the difficulties, however, adequacy litigation and legislation are be-
ginning to define ranges of achievement levels and exposure to knowledge and
skills that can serve as ends toward which to orient a practical school finance
distribution system.  The next challenge facing policy makers is to determine the
costs of an acceptable instructional system oriented toward these objectives.

Determining the Costs of an Adequate Instructional Delivery System

In a perfect world, the determination of the costs of providing educational
adequacy would take into account differences among individual students that
affect their educational needs.  Policy makers, however, cannot easily design a
resource allocation program for individuals.  They must instead concentrate on
building finance systems, ideally with an eye to providing districts, local schools,
and even classroom teachers with resources and inducements to tailor instruction
to the specific characteristics of students.  These systems may on occasion prove
blunt when measured against individual student needs; the methods currently
available will probably appear primitive down the road when more research and
better data allow existing approaches to be refined.

Varying approaches to designing an instructional delivery system differ in
crucial ways, both in how they assign costs and how they make reference to
educational outcomes.  States with early “adequacy” rulings (e.g., Washington,
West Virginia, and Kentucky) have continued to rely on traditional legislative
processes, which depend on political bargaining to make allocation decisions
about educational inputs and leave the links between outcomes and the costs of an
adequate instructional delivery system largely unspecified.

More recently, policy analysts and researchers have begun to explore several
approaches for calculating the costs of adequacy that link outcomes and instruc-
tional delivery more explicitly:  (1) inference from outcomes by statistical analy-
sis; (2) inference from outcomes by empirical observation; (3) professional
judgment; and (4) a market-oriented approach based on the development of
whole-school designs that school districts can “buy.”  (More detail about these

Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


EQUITY II—THE ADEQUACY OF EDUCATION 115

methods can be found in Guthrie and Rothstein, 1999; Duncombe and Yinger
1999; and Odden and Busch, 1998.)  The first and second of these approaches
usually depend on states’ having sophisticated student achievement testing sys-
tems that provide standardized statewide measures of student performance, with
data linking this performance to student background characteristics.  In states
where such testing systems do not exist, then the third and fourth approaches,
based on professional judgment or whole-school designs, seem at present to be
the only alternatives, where “getting to adequate” necessitates building instruc-
tional resource models to which costs can subsequently be assigned.

Each of these alternatives results in an estimate of the cost of an adequate
education for a presumed or hypothetical typical student.  Conceptually the next
step must then be to adjust this cost (or perhaps redefine the goal of adequate
outcomes) for students in different socioeconomic circumstances and locations.
The statistical analysis approach accomplishes this second step simultaneously
with the step of identifying costs for the typical student.  It is important for
explanatory purposes, however, to keep the two steps separate, and we address
cost adjustments explicitly in the following section.  Separating the steps permits
us to give appropriate attention to the cost adjustment issue and also to make clear
that methods of cost determination may have different strengths and weaknesses,
depending on whether they are being used to find average costs or to adjust costs
for student and district differences.

Inference from Outcomes by Statistical Analysis

This approach represents the efforts of econometricians to apply the tools of
statistical modeling to the determination of educational costs.  The approach
originated in efforts to determine how intergovernmental aid formulas should be
adjusted to take into account public service costs beyond the control of local
jurisdictions.  Researchers tried to develop cost indices that would measure how
much higher (or lower) the costs of providing a given level of services were in
each district compared with a statewide average.  Thus, initially, the studies
focused exclusively on the differences in costs, with little attention paid either to
the particular service level or what it would cost a typical district to provide that
level.  More recent studies have extended the approach, so that a specific service
level (defined, for example, in terms of the percentage of students achieving
various educational goals) can be specified and the cost of providing that service
estimated for the district with average characteristics.  Ladd and Yinger (1994)
and Downes and Pogue (1994) made important theoretical contributions on which
have been constructed cost models applied to education data from New York
(Duncombe and Yinger, 1999) and Wisconsin (Reschovsky and Imazeki, 1998).

Rather than attempting to determine the costs of an adequate education as the
sum of the costs of individual instructional components, statistical models take a
“black-box” approach, choosing an acceptable level of pupil performance or
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proficiency and then using multiple regressional analysis to determine the dollar
amount associated with it based on analysis of extensive data from individual
districts.  In many studies of this type, no attempt is made to control for the
efficiency or inefficiency with which a district is operating.  Implicitly such
studies take as given the average amount of inefficiency across districts and
assume that the efficiency with which a district operates is not correlated with
other district characteristics that are included in the statistical model.  In effect,
inefficiency is assumed to be distributed randomly among school districts.  Pro-
vided this assumption is reasonably valid, districts with above-average ineffi-
ciency are not rewarded when adequacy is defined or aid is distributed on the
basis of results from this approach (as they would be, for example, if aid were
distributed on the basis of actual expenditures).  Nor, however, does this ap-
proach provide any incentive for the typical district to operate more efficiently.

The more sophisticated versions of this approach (Duncombe et al., 1996;
Duncombe and Yinger 1997, 1999) enter a measure (albeit an imperfect one) of
efficiency directly into the model and hence, to the extent that the model is
correct, can adjust estimates of adequacy and/or state aid programs to provide
incentives for districts to become more efficient.

These versions are more sophisticated in other ways as well.  For example,
Duncombe and Yinger used a statistical approach to determine the desired objec-
tives of the education system as well as the costs of achieving it.  Their approach
determined which performance indicators are valued by voters, as indicated by
their correlation with property values and school spending.  The resulting “index
of educational performance” for school districts in New York state includes the
average share of students above the standard reference point on 3rd- and 6th-
grade Pupil Evaluation Program tests for math and reading, the share of students
who receive a more demanding Regents diploma (which requires passing a series
of exams), and the high school graduation rate.  While this approach results in a
performance yardstick, Duncombe and Yinger note that it cannot determine the
point on the yardstick that school districts should be expected to meet or that
defines an adequate performance.  The performance target must be based on the
judgment of public officials, though once the target is set its costs can (at least in
theory) be calculated via the statistical approach.

Because these indicators (test scores, graduation rates, and Regents diploma
awards) may not accurately measure the totality of school outcomes that voters
care about, Duncombe and Yinger also estimated models using “indirect” con-
trols for school district performance.  In such models, they define average perfor-
mance as the level achieved by the district with average income, tax price, and
voter characteristics, given its teachers’ salaries and environmental factors.  These
(abstract) communities can then be used to observe how much per-pupil spending
is necessary to achieve average educational outcomes, again while controlling for
other cost or discretionary factors.

Reschovsky and Imazeki (1998) also utilized a statistical method to estimate
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the cost of adequacy in Wisconsin districts.  They measure outcomes by 10th-
grade test scores, controlled for 8th-grade scores of the same students.  By this
means, they attempt to isolate the “value-added” by school districts, reasoning
that the 8th-grade score may reflect students’ social capital and instruction in
other locations as well as the effectiveness of instruction in the present district.
“Adequate” outcomes were defined as the average 10th-grade value-added
throughout the state; Reschovsky and Imazeki conclude that the cost of achieving
this adequacy, before adjusting for student need and geographic differences, is
$6,331 per pupil.

Applying sophisticated statistical models to the determination of adequate
educational costs is in its infancy.  In part because of its technical complexity,
statistical modeling is unlikely to appeal to policy makers as the primary way of
calculating the cost of an adequate education.  Modeling holds great academic
and theoretical interest and may suggest insights that would stimulate productive
further research into the relationship between spending and student achievement,
as when different modeling techniques lead to different cost estimates.  However,
in addition to complexity, statistical modeling has shortcomings that, given the
present state of the art, limit its usefulness as a policy tool for determining the
costs of providing an adequate education to the typical student.

The first of these relates to the limited number of outcome measures these
models can incorporate without becoming impossibly complex mathematically.
Duncombe et al. (1996) acknowledge this limitation, but assume that it may not
be too serious since “outcomes often are highly correlated with each other.”
Whether or not this assumption is correct, it is also true that many of the desirable
educational outcomes with which courts are concerned (e.g., in Kentucky) or
legislatures (e.g., in Wyoming) are presently not measured and therefore cannot
be quantified for use in such a statistical model.

Furthermore, even if it were possible to quantify all outcomes, such models
could at best tell us what resource levels are generally associated with acceptable
achievement (with inefficient practices removed, to the extent known), not what
resource levels would be necessary, if used efficiently, for this achievement.  To
reach this level of analysis, the statistical controls would have to include alterna-
tive pedagogies and curricula, something beyond current sophistication.  If the
policy goal is for a legislature to adopt (or a court to mandate) the minimum level
of resources necessary to achieve acceptable outcomes, this becomes a crucial
distinction.

A more serious shortcoming of the statistical approach relates to its theoreti-
cal dependence on educational production function models.  One of the longest-
running debates in school finance concerns what is called the “production
function” in education:  whether it exists in any measurable way (Murnane and
Nelson, 1984; Monk, 1990) and whether systematic relationships can be found
between inputs and student achievement.  Hundreds of studies have failed to
yield agreement among scholars about the effects of resources on outcomes.
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While the statistical models being described in this chapter are cost functions, not
production functions, they can be derived directly from production functions and
embody the same information.  Continuing uncertainty about the underlying
common relationships therefore raises significant doubts about the extent to which
statistical models yield reliable information about the costs of an adequate educa-
tion for the typical student.

Statistical methods for determining adequate educational costs appear to
have a greater level of precision than the other methods discussed in this section,
so it is important to keep in mind the assumptions and judgments behind them.
Given restrictions on current ability to quantify desirable outcomes and the weak-
nesses in the production theory on which cost models are constructed, the appar-
ent precision of statistical models may be misleading.  While these methods may,
especially as they are improved, provide important comparisons with methods of
determining costs that are less elegant, they are not yet ripe for use as the primary
means for policy makers and the public to discern or understand these costs.
(They may at present be more useful in determining cost adjustments, once
average costs have been identified—discussed in the next section.)

Inference from Outcomes by Empirical Observation

Another black-box approach involves establishing a level of acceptable pupil
performance on an agreed-upon set of outcome measures, identifying school
districts or schools that achieve the desired goals, and determining what these
“successful” districts or schools spend.  This level of resources is then deemed to
be adequate.  “The underlying assumption is that any district should be able to
accomplish what some districts do accomplish, provided they have a similar
amount of revenue and that amount is modified for individual districts to take
into consideration cost pressures they face that are beyond their control”
(Augenblick, 1997:4).

The empirical approach is described in detail in a 1995 investigation under-
taken by Augenblick, Alexander, and Guthrie for the State of Ohio, and then
revised in a report by Augenblick in 1997 (Augenblick et al., 1995; Augenblick,
1997).  It initially involved constructing a representative pool of Ohio school
districts, comprised of all Ohio districts save those that were characterized by
high and low extremes of property wealth and per-pupil spending.  Once such
outliers had been removed, remaining districts were ranked by a composite of
student performance measures in reading, mathematics, writing, and science.
Districts whose average student performance was at the 70th percentile or higher
on most measures were defined as providing a minimally adequate education.

Augenblick et al. next examined instructional arrangements of the districts
that met the performance criteria.  These districts’ mixes of instructionally related
components such as ratio of professionals to pupils, class sizes, school sizes, and
course offerings were distilled and taken to be instrumentally exemplary for
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districts attempting to reach specified levels of achievement.  These exemplary
conditions and practices can be taken as a model instructional program, one
empirically verified by student performance.  It then becomes possible to assign
costs to these empirically derived instructional components.

A problem with this approach is its suggestion that the identified instruc-
tional components and mixes are highly desirable.  It can encourage state policy
makers to fund specific instructional components and therefore restrict the dis-
cretion and initiative of local districts to organize resources and instructional
delivery differently if they believe they can accomplish the same objectives more
effectively.  (This same criticism can also be leveled against the professional
judgment approach described below.)

In response to this concern, Augenblick’s 1997 report revised the earlier
approach by eliminating any empirical observation of school inputs, only observ-
ing the average per-pupil spending level that was correlated with acceptable
outcomes.  In addition, and in response to other criticism, the more recent report
abandons a norm-referenced outcome measure (the 70th percentile of the state-
wide district achievement distribution) and adopts a set of criterion-referenced
measures (percentage of students passing minimum competency levels).

For his 1997 study, Augenblick identified 102 (out of 607) Ohio school
districts whose students met 17 of 18 performance thresholds, or output criteria
(outlier high and low property wealth and/or high and low spending districts were
again eliminated from consideration).  In addition to a dropout rate of 3 percent or
less and an attendance rate of at least 93 percent, the remaining 16 criteria consist
of specified passage rates such as 75 percent on the state’s minimum proficiency
tests.  Once having identified a pool of districts that did not exhibit extremes of
wealth or spending and in which students had met these state measured perfor-
mance criteria, Augenblick constructed a weighted mean per-pupil revenue
amount from among eligible district expenditure patterns.

The per-pupil dollar amount derived from this process was $3,930, based on
1996 Ohio spending levels (Augenblick, 1997).  This became the Augenblick
definition of “adequacy” for Ohio school districts, before adjustments for differ-
ences in cost pressures beyond district control.  He adjusts for these cost pres-
sures using a regression model that assumes that districts spend about what they
need to spend to respond to the pressures they face.  The model determines the
cost-pressure adjustments by regressing district per-pupil expenditures on vari-
ous cost pressures (e.g., the proportion of special education students in the dis-
trict).

A similar empirical observation approach was used by the Illinois Commis-
sion on Education Funding in 1996 to estimate the cost of the foundation of an
adequate education.  The commission calculated a foundation level of adequacy
(i.e., $4,225 per pupil in 1995-96) and then recommended that the foundation
level be adjusted for regional cost-of-living differences and for student poverty
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rates.  Despite the governor’s endorsement, the commission’s report was not
adopted by the state legislature.9

A seeming virtue of the Ohio and Illinois approaches is their transparency.
Compared with statistical analysis, the assumptions appear clear and compara-
tively easy for policy makers and the public to understand.  This seeming trans-
parency, however, may be an illusion.  In the case of the Augenblick approach,
for example, the amount of funding determined to be adequate depends on the
order in which the model’s various steps are carried out and on how many of the
steps are included and how (e.g., the adequate amount changes depending on
whether or not the data are weighted by district size and depending on how
extreme districts in terms of wealth and income are handled).  Moreover, the
approach controls poorly for differences in the socioeconomic background of the
students.  Because the ranking of how well districts do on the performance
measures is undoubtedly correlated with student backgrounds, the approach of
taking average costs in districts meeting the standards is a biased estimate of what
costs would be in a typical district.  This problem would be reduced if the
calculated cost were viewed as a minimum and then carefully adjusted for the
costs of more difficult to educate students.  But the assumption behind the adjust-
ments for cost pressures—that all districts currently adjust fully for the pressures
beyond their control—seems questionable and possibly unfair to the districts
facing the highest pressures.

Another limitation of the empirical observation approach, as of the statistical
models discussed above, is that the minimum proficiency tests measure only
certain cognitive outcomes, not the full range of cognitive, value, and behavioral
outcomes that courts and legislatures have used to identify an adequate educa-
tion.  As noted above, it may be that further study will determine that all out-
comes are positively related, i.e., a district most of whose students pass profi-
ciency tests in reading, mathematics, writing, and citizenship is also likely to be
a district that adequately develops student interests in the creative arts or a district
most of whose students have adequate social ethics to interact constructively with
others in society.  However, with no available research on these relationships, it
would be premature to jump to such conclusions.

Professional Judgment

A third strategy for determining what an adequate education looks like is to
rely on professional judgment to construct an ideal-type delivery system, without

9Augenblick et al. (1997) also report that a related empirical approach has now been adopted by
Mississippi, which has identified 30 successful schools in which test scores are satisfactory and
concluded that the costs of operating these schools is “reasonable.”  This cost of education in these
30 schools is being defined as the cost of adequacy, with adjustments made to this necessary cost for
districts with varying costs of living, student poverty rates, etc.  As of this writing, however, the
Mississippi method has not been described in the published education finance literature.
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either statistical or empirical inference from actual measured outcomes.  The
components of such a system can then be identified and costs assigned to them.
While, at first glance, such an approach may seem unscientific, the approxima-
tions inherent in professional judgment may be no less precise than those embed-
ded, though more hidden, in statistical or empirical methods.  It is possible that
professional judgment, if carefully exercised, may be better able to adjust for the
vast multitude of factors involved than is a statistical or empirical approach.

A school finance system in which the state funded, or guaranteed funding,
for a defined set of resources in each district (including class sizes, teacher salary
levels, a specific number of administrators and clerical staff, etc.) was once
common, particularly in southern states (Augenblick and Myers, 1994).  It is no
longer widely used, however, and this system predated a concern to link these
resource models to a notion of “adequacy.”  The notion of input adequacy,
however, was implicit in these systems.  Once adequacy became an explicit
concern, a professional judgment approach was developed by Jay Chambers and
Thomas Parrish in proposals they made for funding adequate education systems
in Illinois in 1992 and in Alaska two years later (Chambers and Parrish, 1994).
Because they recognized that no precise technology exists for linking resources
to outcomes in education, they declined to term their goal “adequate,” using the
term “appropriate” instead.  Calling their method the resource cost model (RCM),
Chambers and Parrish convened committees of teachers, administrators, and pub-
lic officials to deliberate and determine what resources were necessary to deliver
an appropriate education.  They toured facilities across the states and met with
local educators and policy makers.  In Illinois, for example, they concluded that
teacher staffing resources should be provided so that a regular grade 1-3 class
should have 22 pupils; that a speech therapist should have a caseload of 62 pupils;
and that school buildings insulated to a proper standard should have resources to
purchase energy to maintain a year-round building temperature of 70 degrees.

The charge of these committees was not entirely to specify the resources of
an appropriate education, because they were also told they must “keep a balance
between the resources they would like to see specified for each educational
program and what they believed to be affordable” (Chambers and Parrish,
1994:53) given the states’ fiscal and political realities.  Operating under these
guidelines, the process resulted in a recommendation for an appropriate funding
level that was 2 percent greater than present total funding in Illinois, and 16
percent greater than present total funding in Alaska.  However, the Chambers-
Parrish specifications of appropriateness, developed through this process, would
have required substantial redistribution of resources from district to district within
these states.

Having specified an appropriate level of resources by this consultative pro-
cess, employing professional judgment, Chambers and Parrish utilized a statisti-
cal analysis to estimate the costs and the within-state cost differences of providing
these resources.  The result, however, was that “policymakers [in both states]
tended to find the overall system somewhat incomprehensible and complex”
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(Chambers and Parrish, 1994:72).  The RCM was not therefore ultimately adopted
as a basis for policy in these states.

More recently, a consulting group led by James W. Guthrie utilized a profes-
sional judgment approach relying on both consultation with local experts (as did
Chambers and Parrish) and reliance on research and whole-school design models
(see next section) to calculate an adequate level of resources to be distributed to
Wyoming school districts (Guthrie et al., 1997).  The Wyoming approach dif-
fered from the earlier work of Chambers and Parrish in four important respects.

First, Guthrie et al. had been retained by the state legislature to design a
system to fulfill a mandate of the Wyoming Supreme Court in Campbell v.
Wyoming, 907 P.2d 1238 (Wyo. 1995).  The court prohibited the legislature from
considering the total cost of a new education funding system, requiring that the
“best” (i.e., adequate) system be funded regardless of cost: “lack of financial
resources will not be an acceptable reason for failure to provide the best educa-
tion system.”  Therefore, unlike the Alaska and Illinois experts for the RCM, the
Wyoming professional expert groups were not asked to balance adequacy against
total costs in making their recommendations.

Second, in defining adequacy, Guthrie et al. consulted with professional
expert groups in Wyoming and nationally but did not rely exclusively on the
opinions of practitioners.  Rather, these opinions were used to inform the consult-
ants’ views, based on national research and prior experience, regarding the re-
source elements necessary to produce adequate outcomes.

Third, learning from the Illinois and Alaska experiences, Guthrie et al. did
not use a complex statistical method (regression models) to calculate resource
costs or cost adjustments, believing that they would be unlikely to be able to
explain how these calculations were made in a manner that would be understood
and accepted by policy makers, educators, and citizens.  Rather, less sophisti-
cated but more easily understandable methods, still based on economic theory,
were employed.

Fourth, because the Wyoming legislature was ordered by the court to come
forth with recommendations for adequacy on very short notice, Guthrie et al.
calculated the costs only of the main elements of an adequate education, using
less precise methods to estimate other costs.  (For example, the cost of utilities
was calculated by taking the average cost of Wyoming districts in the prior year,
with no attempt to specify resources necessary to reach a target temperature for
classrooms when controlled for building insulation standards.)

In this case, the professional judgment approach was used not only because
of concerns about poorly specified outcome measures in education generally, but
because the state of Wyoming did not utilize a standardized achievement test like
that in Ohio, Illinois, Mississippi, or Texas, even for narrowly defined academic
outcomes, and so even poorly specified outcome data were not available.  In
many states without adequate assessments, the professional judgment and whole-
school design methods may be the only alternatives available, without resorting
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to the sorts of indirect voter preference models suggested by Duncombe and
Yinger.

Like inference from empirical observation, the professional judgment ap-
proach opens the possibility of centralizing a great deal of instructional decision
making at the state level, if state policy makers use the approach not only to
determine the amount of resources to make available to each district but also to
fund individual components.  This possibility has been of concern in Wyoming,
as it was in Ohio.  In Wyoming, state officials are seeking to avoid the danger of
implementing adequacy in an overly prescriptive way by viewing state resources
as a block grant that districts are free to use as they see fit to construct an adequate
educational program.

The professional judgment approach can, as noted, be used when concerns
about poorly specified outcome measures in education and/or the unavailability
of outcome measures preclude inferences about adequacy from either statistical
models or empirical observation.  It is imprecise, but it has the virtue that its
imprecision is transparent.  It also involves experts explicitly weighing the best
available knowledge about instructional components and their connection to de-
sired educational outcomes, instead of taking the black-box approach to these
issues, as do the approaches discussed above.

The method may be vulnerable to criticism because of a different black-box
issue.  Each of the individuals on the expert panels constitutes a black box of one.
It is impossible to be sure of the basis of their professional judgment or to
guarantee that each person is free of the kind of conflict of interest that would
lead them to make judgments based on their own circumstances or the conse-
quences for their arriving at particular “adequate” revenue levels.  Moreover, the
professional judgment approach may not turn out to be reliable; panels may
arrive at different conclusions while using similar information.  This did not
happen initially in Wyoming, where two panels operating six months apart did
arrive at similar judgments, but larger samples will be needed before the issue of
reliability can be satisfactorily assessed.

Inference from Whole-School Designs

It may now or soon be possible to specify adequate resource levels based on
a distillation of national empirical research about effective schools and judg-
ments of professional researchers regarding effective practices.  Such specifica-
tions might be based on “whole-school designs,” off-the-shelf school blueprints
intended for adoption in their entirety by schools (Odden, 1997; Odden and
Busch, 1998).  The New American Schools organization has adopted seven of
these designs for promotion to schools, including Atlas Communities, based
primarily on the School Development Program (SDP) developed by James
Comer; the Audrey Cohen College System developed at the college of that name
in New York City; Co-NECT, a school design developed by a Cambridge (Mas-
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sachusetts) consulting firm; the Expeditionary Learning program affiliated with
Outward Bound; the Modern Red Schoolhouse, designed by the Hudson Insti-
tute; the National Alliance for Restructuring Education, which cooperates with
schools (e.g., in Kentucky) to restructure their resources to meet higher academic
standards; and Roots and Wings/Success for All, developed by Robert Slavin’s
team at Johns Hopkins University.  Other well known designs include the Edison
Project, the E.D. Hirsch Core Knowledge Curriculum, the Accelerated Schools
model developed by Henry Levin at Stanford, Theodore Sizer’s Coalition of
Essential Schools, and the CMCD program (Consistency Management and Coop-
erative Discipline) now being disseminated in Texas, Chicago, and Norfolk,
Virginia (Fashola and Slavin, 1998; Glennan, 1998; Northwest Regional Educa-
tional Laboratory, 1998; Stringfield et al., 1996).

Whole-school designs are constructed to elevate student achievement.  They
are also intended by their designers to be salable to local school districts.  They
can be “purchased” to be implemented.  Usually the design teams insist that they
be engaged to oversee the training necessary for a school district staff team to
implement the design.  Because, however, these design teams realize fully that
the marketability of their models depends importantly on having a satisfactory
price, they are sensitive to costs.

None of the above-listed designs can yet be said to be firmly established by
research, in the sense that the achievement of students in schools following these
models has been proven superior in replicated controlled empirical or experimen-
tal studies.  However, many education policy makers are impressed with anec-
dotal evidence concerning the success of some or all of these programs, with
some limited empirical data that tends to confirm it.  These designs will become
more formidable if research continues to accumulate regarding their effective-
ness.  The resources specified by each of these designs (with the exception of the
National Alliance for Restructuring Education, which does not promote a single
design as such, but tailors its recommendations to individual affiliated schools)
could be priced, and the sum might be considered the cost, at the school level, of
an adequate education.  One complicating factor, though, may be that this ap-
proach does not yield a very precise definition of the cost of adequacy.  One
recent estimate of 1996-97 first-year costs of implementing New American
Schools designs ranged from $82,600 to $354,000 per school of 500 students
above the core costs of a principal and regular classroom teachers, or $165 to
$708 per pupil (Odden and Busch, 1998).  Moreover, cost estimates may turn out
to be quite sensitive to local circumstances.

Making Adjustments for Student, School,
and Geographic Characteristics

It has long been recognized that school districts face differences in input
prices and differences in the educational needs of their students, both of which
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affect the cost of providing educational services.  Traditional approaches to school
finance equity (such as wealth neutrality and equal spending) could in theory
accommodate adjustments to take account of these differences, but in reality
these cost differences have been tackled in unsystematic and sporadic ways.  The
shift toward adequacy, however, makes the issue of adjusting costs unavoidable.
It is unfair to hold a high-cost district or school to the same standard of adequacy
in its educational program as a lower-cost district or school unless the district or
school is given enough resources to compensate it for the higher costs that are
outside its control.  Indeed, if policy makers fail to take these cost differences into
account as they revise their formulas for distributing education aid, they may
leave high-cost districts serving disadvantaged students worse off than they were
before.

While at least one approach to cost adjustment accounts simultaneously for
geographic and student differences (see the discussion of Duncombe and Yinger’s
work below), it is useful, at least initially, to discuss these different adjustments
separately to emphasize the need to take both kinds of cost issues into account.
Doing so helps illuminate an important fact.  There has been quite a bit of
analytical work done on geographic adjustments, and the conceptual issues have
been relatively thoroughly explored.  Yet school finance distribution formulas
seldom explicitly incorporate geographic adjustments.  (It is possible that adjust-
ments are being made implicitly, in the sense that weights and other features are
added that drive dollars to areas that are perceived to have higher input prices.)  In
contrast, the knowledge base about the differential costs of educating children
with differing needs (such as those from non-English-speaking or economically
disadvantaged backgrounds) is comparatively weak.  Despite this weak concep-
tual basis, many school finance programs attempt to account for these differential
costs, either by adjusting the per-pupil weights in allocation formulas to account
for the presence of special-needs students or via separate categorical programs
aimed at these students.

School finance experts have historically approached the problem of adjust-
ing input costs from place to place by focusing on personnel costs, since person-
nel represent 80 percent of local school budgets (Peternick et al., 1998).  Three
examples of personnel-based indices developed to assess resources and costs are
Barro’s (1992) average-teacher-salary (ATS) index, McMahon and Chang’s
(1991) cost of living index, and Chambers’ (1995) teacher cost index (TCI).  (See
footnote 12, Chapter 3 for an explanation of these indices.)  The TCI is the most
sophisticated of these approaches for examining national differences in teacher
salaries and distinguishing the “cost” of education from actual education expen-
ditures (which are influenced by district decisions about the level or mix of
resources to use as well as by conditions outside district control).  It is of more
theoretical than practical use at this stage, however, as it is still considered devel-
opmental and its complex regression methodology and national adjustment fac-
tors are difficult for state policy makers to explain and defend, especially in the
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absence of adoption and certification by an authoritative official body (Rothstein
and Smith, 1997).  Instead, the handful of states which currently take account of
differences in the cost of education from place to place do so by using state wage
indices (Ohio), consumer price indices (Colorado, Florida, Wyoming), or regres-
sion analysis using state rather than national data (Texas).  The advantages and
disadvantages of the various methods (which are described in Mishel and
Rothstein, 1997, and Rothstein and Smith, 1997) illustrate that there is no precise
or correct method of making the proper adjustment for geographic differences,
but that each method brings the state using it closer to a fairer distribution of
education resources than would exist in the absence of the adjustments.  More-
over, Mishel and Rothstein (1997) suggest that further advances in developing
usable education cost indices might come from more research into the numerous
geographic cost indices that have been developed for noneducation programs and
exploration into the regional patterns that might become evident across method-
ologies.

Compared to input-price differences, states and the federal government have
been more likely to recognize differences in the costs of educating students who
are at risk educationally for a variety of reasons.  This is accomplished either
through special funding programs or by adjusting the allocation formulas in
general aid programs to take account of the presence of at-risk students.  For the
purposes of this discussion of calculating the costs of adequacy, it is the cost
adjustments in the general aid formulas that are of most interest.

In 1993-94, 36 states used some form of weighting procedure to adjust basic
education support for the additional educational services needed by specific stu-
dent populations (Gold et al., 1995).  (Not all these adjustments necessarily
reflected at-risk populations; some states used weights based on differences in
grade levels and educational programs.)  There appears to be little consistency
among states in how these adjustment factors are established.  Gold et al.
(1995:36) report, for example, that the weights for students in special education
programs “appear to vary from being close to arbitrary to being very directly
related to actual costs.”

Researchers conducting cross-state spending or revenue comparisons (e.g.,
Parrish et al., 1995, 1998) frequently adjust per-pupil numbers for student needs
by using weights of 2.3 for special education students and 1.2 for poor children
and children with limited proficiency in English.  As Parrish et al. (1995) point
out, however, these cost factors are very imprecise due to a lack of relevant data.

The 2.3 factor for special education comes from a study (Moore et al., 1988)
using data from a nationally representative sample of 60 school districts in school
year 1985-86 and represents the average cost of serving a special education
student as a multiplier of the cost of serving a regular education student.  This
single number, besides perhaps being unreflective of current practice, masks
considerable variation in the costs of providing services to students whose dis-
abilities differ substantially in severity and in the intensity of services required.
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The 1.2 weight often assigned to children in poverty is based on the average
federal Title I allocation for a school year.  Levin (1989) derived the 1.2 weight
based on average revenues and Title I (then called Chapter 1) allocation per
student for 1987.  While this indicator may be the best currently available for
determining a weighting for students in poverty and is easily understood, it re-
sults from federal budget decisions about what to spend on Title I, not on a
calculation of the costs of educating poor children and of compensating for prior
deprivation that may affect their educational performance.  It makes no allow-
ance for the possibility that the additional costs of educating poor children may
be higher on a per-pupil basis when there are large concentrations of poor chil-
dren in a school than when the proportion of poor children is lower.  Orland
(1990), for example, suggests that attending school with other students from
poverty backgrounds is more detrimental for a poor child than being poor but
attending school with middle-income students.  There is something about the
impact of a concentration of low-income students that is itself detrimental.  It
may be simply that the social capital of one’s classmates, or the lack of it, affects
learning.  Moreover, the 1.2 ratio also understates even the amount of additional
money made available for compensatory services to poor students in 1987, since
it did not take account of state compensatory programs.  The 1.2 weight typically
assigned to limited-English-proficient children is merely an extension of the
poverty adjustment.  Parrish et al. explain the selection of this weight by citing
the absence of reliable and representative data on the costs of services to these
students and on the logical conclusion that such students are unlikely to cost less
to educate than poor students.

Assigning weights to at-risk students, of course, assumes that such students
can be identified; but even this is problematic.  Poor children, for example, are
frequently identified by their eligibility for the free or reduced price lunch pro-
gram, but this is an imprecise indicator at best.  Participation rates vary widely,
even among schools that may be socioeconomically similar.  Older children are
often reluctant to be included in the program and their schools do not push the
issue; participation rates in elementary school also relate to how aggressively
school administrators and teachers promote it.  Counting the number of children
with disabilities is complicated because each state can use its own operational
definitions for classifying such children, and districts can and do use different
criteria for determining whether a child with a disability is counted in the special
education or regular education population.

Econometricians, as noted above, have recently made important theoretical
and empirical strides in developing statistical models to adjust for the cost of
public services beyond a local government’s control and have applied these mod-
els to education (Duncombe and Yinger, 1999; Reschovsky and Imazeki, 1998).
These models contain adjustments for both input-price differences and for the
presence of special-needs students.

The most sophisticated application of this approach is found in the work of

Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


128 MAKING MONEY MATTER

Duncombe and Yinger (1999).  Using data from 631 school districts in New
York, they estimated the average effects on district spending of the following
“cost factors,” that is, characteristics of each district that are outside the immedi-
ate control of school officials that affect the costs of educating students:  input
prices, district size, percentage of children in poverty, percentage of female-
headed households, percentage of students with severe disabilities, and the per-
cent of students with limited English proficiency.  This work is more sophisticated
than other efforts to develop cost estimates in that the authors use a creative (but
somewhat controversial) method to control for the relative efficiency or ineffi-
ciency of each district and in that they explicitly account for the fact that educa-
tional outcomes, spending on education, and production are all simultaneously
determined.

Emerging from their analyses are estimates of cost indices for each district.
A district’s cost index is 100 if it has average values of all the cost factors,
exceeds 100 to the extent the district faces a harsher than average environment for
educating students (as measured by its cost factors), and is less than 100 to the
extent that the district faces a less harsh environment for educating students.  For
example, based on their most complete model, the authors estimate that the cost
indices for the state’s upstate large cities (which include Buffalo, Rochester, and
Syracuse) average 189.  This figure implies that the cost of providing an adequate
education in those districts would exceed the cost of adequacy for the average
district by 89 percent.  In contrast, costs in 47 small upstate cities are estimated to
exceed the average by only 9 percent, while those in upstate suburbs fall short of
the average by about 9 percent.  The most striking cost indices are for Yonkers
(with a cost index of 192) and New York City, with a cost index of 397.  (All
figures are in Duncombe and Yinger, 1999: Table 8-2, column 2).  Taken liter-
ally, the New York City estimate would imply that the city would need almost
four times as much revenue per pupil as the typical district to educate its students
to an adequate level.  However the estimates for New York City are quite depen-
dent on the particular specification of the equation and range from 112 to 397.
These very large differences underscore the challenges of specifying the model
correctly.

This econometric approach to estimating cost differentials highlights the
important observation that education costs may well vary quite dramatically
across districts depending on the characteristics of the district. As Duncombe and
Yinger document, their estimated cost indices exhibit much greater variation
across districts than those based on the weighted pupils method currently used by
New York State, which weights secondary, disabled, and other-at-risk students
more heavily than the typical student, or those based on average teacher salaries.
The implication is that relative to the district with average cost factors, the state is
currently providing inadequate assistance to some districts (those with high cost
indices) and is giving relatively too much state assistance to other districts (those
with low cost indices).
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Although not yet sufficiently developed to be translated into actual state
determinations of funding adequacy, this type of research is extremely important
in that it highlights the potentially large variation in cost differences across dis-
tricts.  It is not yet ready to be used by policy makers because a number of
technical issues deserve further attention (such as the best way to account for
inefficiency), the results vary with the specification of the equation (as evidenced
by the variation in results for New York City), insufficient attention has been paid
to some important issues (such as ensuring that the teacher salary measures used
in the analysis are outside the control of schools so they are not confounded with
teacher quality, and accounting for how the cost indices would be likely to vary
depending on the desired level of educational outcomes), and the lack of transpar-
ency of the approach to policy makers.  This last limitation should not be viewed
as diminishing the potential usefulness of this approach.  As this approach is
perfected further, the cost indices it generates can be used as a standard against
which more straightforward and easy-to-understand measures can be compared.
The ultimate goal would be to develop simple measures that appropriately cap-
ture the cost variations that emerge from a conceptually and statistically sound
model.

Adjusting for Scale Economies

School finance distribution formulas in approximately 15 states, ranging in
enrollment size, income and ethnic diversity, and economic complexity from
California, New York, and Florida to Utah and Wyoming, contain a size adjust-
ment factor (Gold et al., 1995).  Some states adjust for large size.  They accord
large districts added per-pupil revenue, presumably justified because there are
diseconomies in operating unusually large organizations.  Other states adjust for
unusual small size, districts, schools, or both.

In some instances, small schools or districts are accorded added revenues on
a sliding or weighted scale commensurate with enrollment levels.  In other in-
stances, states provide added funds to ensure that selected core curriculum offer-
ings are affordable, even when enrollment levels are too small to generate the
necessary funding under other formula provisions.  Other states have adopted a
per-pupil multiplier by which revenues are increased for students enrolled in
small schools (Odden and Picus, 1992).

No two states have adopted a distribution scheme that contains a similar
formula component or approach specifying additional revenues a school or dis-
trict should receive because of enrollment size.  The general understanding that
per-unit operating costs are known to increase with small or large enrollments
(diseconomies of scale) does not translate to policy agreement on specific levels
of added costs.  This is true both for school and district diseconomy adjustments.

Research on scale economies has been impeded by a general lack of school
level spending data.  School districts assert that they spend more per pupil in
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quite small schools.  They assuredly do.  However, seldom can they report spe-
cifically how much more such schools spend and in which accounting categories.
Until more accurate spending data are available over a broader sphere of districts,
it is unlikely that a technical base for scale adjustments can be constructed.

School administrators, having been informed that scale economies exist for
schools, have often opted to construct large schools.  Some city school districts
have constructed elementary and secondary schools accommodating literally
thousands of students.  Whatever, if any, economic advantages such large size
may confer, it is far less clear that there are commensurate educational advan-
tages.  Indeed, given the prospect of estrangement and anomic behavior among
students in unusually large schools, administrators might do well to reexamine
their preferences for large scale.

Existing research regarding scale economies suffers from another deficiency.
Researchers have adopted overly simple models that, even when school-level
spending data are employed, do not take student achievement sufficiently into
account.  There is evidence (Barker and Gump, 1972; Haller et al., 1990; King,
1994; Lee and Smith, 1997) to suggest that small school settings are education-
ally advantageous to the students enrolled in them.  There are reported benefits
such as greater student academic engagement and commitment to meeting in-
structors’ expectations.  Also, there appears often to be a productive linking of
community to school in smaller settings.  If research were conducted properly,
policy makers would have a better sense of the balance of advantages and disad-
vantages between school and district size and student performance.

The solution to scale diseconomies that was most widespread in the middle
of the 20th century was to offer financial inducements for districts to close small
schools and for states to consolidate small school districts.  However, in light of
the shortage of evidence that elimination of small operating units in fact has
saved money and may have diluted favorable learning settings and communitarian
engagement, states have been reducing consolidation pressures.

Recent slowing of state efforts to eliminate small units has not, though,
resulted in research about the funding levels needed for them to operate produc-
tively.  The absence of appropriate data on which to construct a firm research
base has led to each state constructing idiosyncratic revenue distribution arrange-
ments.  These arrangements are far more of a political than a technical construct.

One of the vexing situations facing state policy makers is to distinguish
between a community’s preference for small schools and the necessity of having
small schools.  Presumably, population sparsity and rural remoteness can trigger
the need for a “necessary” small school.  Here, it is generally acknowledged, the
state has an obligation to allocate added revenues to ensure that students are fairly
treated.  However, if a community merely chooses to have a small school in order
to take advantage of the sense of engagement that such an institution may offer, is
the state still obligated to pay the added costs?  State policy makers generally
answer this question in the negative.  However, specifying statutorily what is to
separate a necessary from a preferred small school may prove difficult.  Among
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the adjustments are distance.  A necessary small school can be defined as one in
which a student must travel a specified distance, say more than two miles, in
order to attend.  States have also attempted to impose a criterion for distance
between schools.  If schools are located within a specified radius of one another,
then it is thought that this is a sign of a preferred, not a necessary, circumstance.

Adjusting for Inflation

After the challenges of determining what an adequate education costs in any
given year are met, another task remains:  adjusting for inflation each year so
appropriations tied to adequacy keep up with changes in the costs of education.
Failure to adjust for inflation was one key reason why state foundation grants, a
common finance mechanism earlier in the century, over time fell badly below the
amounts districts needed to meet basic educational needs.

Disagreements among analysts about how to take account of inflation make
it hard to draw conclusions about how the production efficiency of schools has
changed over time.  The same conceptual dilemmas will face analysts seeking to
adjust adequacy levels for inflation.  On one hand, school inflation will generally
be more rapid than consumer price or gross national product inflation.  The latter
are heavily influenced by improvements in manufacturing productivity that can-
not be matched by schools that rely heavily on labor and where opportunities for
technological improvements are comparatively limited.  Therefore using con-
sumer price or gross national product indices to adjust for inflation in education
will underestimate the real increase in education costs.  On the other hand, efforts
to develop price indices specifically for education have been few (the major
example being an index developed by Halstead [1983; Research Associates of
Washington, 1993] that extends back to 1975) and are controversial.  In particu-
lar, treatment of teacher salaries in education-specific indices has been ques-
tioned.  The Halstead index is based on actual salary changes and therefore does
not reflect the fact that teacher pay reflects district choices about whether to pay
teachers more or less than comparable workers, choices that are presumed to
affect teacher quality (Rothstein and Mishel, 1997).  Efforts to develop inflation
adjustments that can be used in specific states to update adequacy levels are in
their infancy.  An early example for Wyoming is described in Guthrie and
Rothstein (1999); the authors also note that how best to account for inflation in
any given state may depend on specific characteristics of that state, such as the
competitiveness of its teacher labor market.

PROMISES AND PITFALLS

The shift toward adequacy as the equity standard to be sought is appealing
because it offers the promise of reorienting debates over school finance toward
fundamental issues of education reform.

Adequacy focuses school finance discussions squarely on issues of educa-
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tion and student achievement.  It thus brings education finance into the central
policy dialogue about education, which is concerned with improving school and
student performance.  More than other equity concepts, adequacy is therefore
directly rather than just indirectly related to goals 1 and 2, which have to do with
student achievement.  Adequacy suggests, but does not guarantee, that educa-
tional policy will increasingly be driven by a concern for spending resources in
instructionally effective ways, which speaks to goal 1.

Adequacy implies that discussion of the level of educational resources to be
made available should include explicit consideration of what the public and policy
makers want the educational system to accomplish and what kinds of educational
opportunities students must be given to meet these objectives.  This orientation
stands in contrast to much past and current decision making about education
finance, which often is dominated by political bargaining over how to distribute
available funds.

Adequacy promises to be especially important for addressing the second of
the three goals:  reducing the nexus between student background characteristics
and student achievement.  It requires, rather than just permits, attention to cost
adjustments, a topic addressed further in Chapter 7.  It also may lead to more
focus on urban areas, where education is generally thought to be least adequate.
Court cases and policy debates over the adequacy of school funding in cities
should help resolve the question of whether money is the key problem in urban
schools and focus attention on all the factors affecting the productivity of these
schools.

While attracted by the appeal of these promises, the committee notes that
there are major unresolved questions that must be addressed if school finance is
to be held to an adequacy standard.  By raising these questions, we do not intend
to prejudge the ultimate usefulness of the adequacy concept; earlier concepts of
equity were also daunting in their infancy, but over time much progress was made
in defining and measuring them.  What we do intend to point out is that adequacy
as an equity concept still requires much development and must be used with an
awareness of this fact.  As courts and policy makers seek to apply an adequacy
standard and as researchers attempt to improve understanding of adequacy, they
must keep in mind the importance of addressing the following kinds of issues.

• The meaning of adequacy is still unclear.  Major questions remain open:
is it a wide, high standard or a narrow, low standard?  Does it focus attention and
resources primarily on the disadvantaged or does it contribute to improving
achievement for all students?  These are not technical questions for which scien-
tific answers can be provided; they will require difficult political judgments that
may be subject to the same kinds of public resistance that have faced finance
reformers in the past.

• What will it mean to extend the concept of adequacy as an equity standard
to federal, school, and student-level policies, not just to the district level, where
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most court decisions to date have focused?  How can the concept be applied to
school finance decisions that might arise under different institutional arrange-
ments for public funding of education, e.g., to a system that embraces charter
schools or vouchers or both as well as traditional public schools?

• If states permit district add-ons to the state-determined “adequate” spend-
ing level (as some court decisions already explicitly allow, while others do not),
is this not likely to result in spending disparities that continue to put children from
poor families or children living in poor communities at a relative disadvantage in
terms of the educational opportunities they are offered?  If add-ons are allowed,
might not this reduce the support of people in wealthy communities for having
the state set a high level of adequate spending?

• What happens to the definition of an adequate education when it collides
in the political arena with demands to “adequately” fund a host of other worthy
objectives, such as better health care, a cleaner environment, well-maintained
roads and bridges, safer streets, and so on?  Even when a state court (as in
Wyoming) finds grounds in the state constitution for giving education pride of
place before all other public services, is it really possible to resolve basic resource
allocation decisions about education in some rational and technical fashion rather
than in the political arena?  In this sense, is adequacy really something new under
the sun or mainly a new and perhaps misleading label for the customary and
unavoidable process of political bargaining?

• How will courts or legislators determine if funding is adequate?  It would
clearly be a mistake to require that all students attain a certain level of achieve-
ment, since by that criterion any school that did not reach that goal would be
entitled to additional funding no matter how inefficient it might be.  The intent
instead should be to ensure that schools have the resources that they would need
to achieve the desired outcome, assuming that they produced education reason-
ably efficiently.  The challenge arises in figuring out what that amount is.

This last point emphasizes the fundamental problem with adequacy as a new
standard for school finance—namely, that it requires better knowledge than cur-
rently exists about how to determine what an adequate education costs.  In fact,
the state of the knowledge base is such that we are far from being able to provide
empirically sound answers to the key questions of “adequacy for what” and “how
much is adequate.”  This fundamental problem becomes clearer as we take up the
issue of educational productivity in the next chapter.
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5

Improving the Productivity of Schools

The 1980s and 1990s saw public attention shift from the paramount concern
for educational equity that characterized the late 1960s and 1970s to a growing
concern for how well schools are performing and how effectively the nation’s
huge education budget is being spent.  Skepticism about the quality of schools
was reinforced by a series of critical reports from blue-ribbon committees and
commissions—15 of them in the single year of 1983 when A Nation at Risk came
out (Guthrie et al., 1988:151).  Questions about whether the public was getting
value for money from its education spending were reinforced by a highly visible
debate among scholars about whether money matters in determining the quality
of education provided to the nation’s schoolchildren.  These developments pushed
the question of the productivity of education to the forefront of the education
policy agenda and highlighted the importance of learning how to spend education
dollars wisely.

Sorting out what is known about educational productivity is crucial for its
own sake, but also because of its implications for achieving educational equity.
How readily this concept can be translated into practical school finance systems
depends on how well financial resources are used to produce the desired educa-
tional outcomes.  Likewise, the fate of efforts to align school finance systems
with efforts to accomplish key education goals—raising achievement levels for
all students and breaking the nexus between student background characteristics
and student performance—hinges on the ability to make finance decisions that
lead to improved productivity of schools.

While interest in obtaining education as inexpensively as possible has long
been a concern of those who finance schools, it took a back seat following World
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War II to the need to expand the school system quickly to cope with rapidly rising
enrollments stemming from the baby boom.  Scholars and reformers returned to
the issue of how best to use education dollars with new vigor in the years after
publication of the Coleman report (Coleman et al., 1966), with its finding that
resource differences apparently had little effect on the outcomes of schooling.  To
the traditional efforts of psychologists and educational psychologists to under-
stand learning and how to enhance it were added new efforts by economists and
others interested in understanding how the resources purchased by schools were
linked to educational outcomes (Monk, 1990:312).

Much has been learned from the investigations of these researchers.  The
issue of educational productivity remains a complex one, however.  For a number
of reasons, the concept itself is elusive and difficult to measure.  There is as yet no
generally accepted theory to guide finance reform efforts; rather there are mul-
tiple theories, each of which is incomplete.  The various theories do not generate
consistent strategies for action.  In addition, empirical studies seeking to deter-
mine the best ways to direct resources to improve school performance have often
not produced consistent findings.  This is not surprising, given the conceptual
difficulties and data limitations.

All of this is not to argue that there is no useful theory or evidence about
promising avenues to pursue to increase educational productivity:  there is a great
deal.  Shortcomings in current scientific methods for studying educational produc-
tivity, however, mean that much of existing knowledge is best viewed as tentative
and contingent.  The chief implication of this fact for school finance is that good
policy will reflect both the best knowledge available to date and the need to continue
experimenting and evolving as new knowledge becomes available.

DEFINING AND MEASURING PRODUCTIVITY

“Educational productivity” is a term with a variety of possible meanings.
When Americans say that they want their schools to perform better, they are

saying that they want their schools to be more “productive.”  This usage of the
term corresponds to the dictionary definition of productivity as the ability of an
entity to produce abundantly or to yield favorable or useful results.

Productivity also has a narrower definition, however, one drawn primarily
from economics.  The economic perspective on productivity emphasizes the
relationship between outputs and inputs of a firm or organization or economic
sector.  At its most familiar, perhaps, productivity is a measure of output per unit
of labor.  Statistics on productivity measured in this way are routinely gathered,
especially for private-sector firms, and widely reported.  They have also been the
subject of much public discussion over the past 30 years, especially because
private-sector productivity growth in the United States had suffered a slowdown
beginning in 1973 and lasting until the 1990s, reversing the economic conditions
that had prevailed and undergirded American prosperity since World War II.
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In education, productivity is often taken to mean using the inputs and pro-
cesses of schooling in ways that increase desired outcomes.  The most common
measures of outcomes have been students’ academic achievement while they are
in school (often measured by scores on standardized tests) and student perfor-
mance upon entering the labor market (generally measured by wages) (Burtless,
1996:3).

This comparatively narrow view of the desired outputs of education, and
therefore of the meaning of productivity in education, does not take into account
the variety of goals that Americans typically hold for their schools.  Improve-
ments in character, citizenship, and physical and mental health are just some of
the nonacademic outcomes that schools have been expected to foster.  Moreover,
schools (like churches, for example) are often valued for the quality of the expe-
rience itself.  For example, many people would argue that an important aspect of
school performance is the kind of environment children experience during their
many years of enforced school attendance.  In other words, the process of school-
ing may be a valued aspect of school performance in and of itself, distinguishable
from the value placed on the outcomes of education.

The variety of goals Americans hold for their schools is a key reason why
educational productivity is hard to define and measure.  To make operational the
concept of productivity first requires the specification of which educational out-
comes are of primary interest.  While applying the concept of productivity in
education is often frustratingly hard, it is worth observing that contrary to popular
wisdom, productivity is also a complex topic in business.  The committee found
that the difficulties in grappling with the concept echoed those of an earlier
National Research Council panel, which was established to think about how
improved organizational linkages might contribute to productivity growth in
American business.  That panel found itself similarly torn over the appropriate
concept and definition of productivity to use.  It noted  (National Research Coun-
cil, 1994:8):

Perhaps the panel is not alone in being unable to arrive at a consensus.  In a
review of the literature on productivity, Pritchard (1991) found that the term
productivity was used to encompass constructs as diverse as efficiency, output,
motivation, individual performance, organizational effectiveness, production
profitability, cost-effectiveness, competitiveness, and work quality . . . .

Panel members held one or the other of two positions regarding the concept of
productivity.  Some wanted to define productivity as the ratio of outputs to
inputs, in line with the original definition of the term by labor economists.
They believe that this is the only definition that is unique to the concept.  Others
argued that this definition is too restrictive.  They believe that productivity must
encompass concepts such as quality and effectiveness to be meaningful.

That panel resolved its dilemma by adopting a systems model of organiza-
tional performance and recognizing productivity as but one of seven interrelated
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and interdependent criteria of organizational performance.  For that panel, the
seven criteria were effectiveness, efficiency, quality, productivity, quality of work
life, innovation, and profitability (or, for cost-center organization systems, bud-
getability—Sink and Smith, 1994:134-7).  In this view, productivity provides just
one part of the performance picture, and the different criteria of performance in
addition to productivity might each require several different measures.

In the committee’s judgment, it is essential to recognize that the question of
improving school performance similarly requires consideration of a variety of
criteria in addition to the input-output ratio orientation of the economic definition
of productivity.  Likewise, the multiplicity of process and outcome objectives of
education must be reflected in any evaluation of whether American schools are
accomplishing what the nation demands of them.

 For the purposes of this report, nevertheless, we deliberately adopt a nar-
rower focus for productivity analysis, one in keeping with our charge:  What do
we know about how to improve school performance in terms of improving the
academic achievement of students?  Academic achievement is widely (although
perhaps not universally) recognized as a key objective of education.  It is the most
frequently measured outcome.  It is generally viewed as a springboard to the
“good life,” defined not only as economic opportunity via participation in the
labor market but also as opportunity actively to engage in and benefit from the
social, cultural, and political aspects of society.

Settling on academic achievement as the focus of interest in school perfor-
mance, however, reduces but by no means eliminates the difficulties in defining
and measuring educational productivity.  Several additional problems deserve
mention.

First, as discussed in Chapter 4, there are serious disagreements over
how well existing measures capture the most significant aspects of academic
achievement.

Second, weighing outcomes is a problem even if one narrows the discussion
to something as seemingly simple as academic achievement measured by test
scores in various subject areas or as graduation from high school.  This situation
differs from the private sector, where outcomes can be weighted by prices.  For
example, consider a firm that produces cars and trucks.  Total output can be
measured as the sum of the cars and trucks with each weighted by their price.
The prices are appropriate weights because they reflect both the consumers’
valuation of the two types of products and the relative costs of producing the two
products.  With respect to education, the appropriate weights for the various
outcomes is not obvious and, because different people or groups of people are
likely to have different values, is ultimately a political issue.

Resources—that is, the inputs used in the education process—are also multi-
dimensional.  However, because resources are purchased through the private
market, it is not unreasonable to add them together using their prices as the
weights.  One major complication arises to the extent that different levels of
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resources are used for different students.  For example, if some of the teachers in
a school are used to teach special education students and those students are in
smaller classes than regular students, it would be inappropriate to treat the aver-
age number of teachers per student (based on all students) as the resource level
for educating regular students.  This issue is especially salient to the extent that
special education or other students are not tested under a state’s regular system
for assessing student performance.  That is, when some groups of students are
excluded from the state’s measure of student performance, the resource costs of
educating them should not be included in the measure of inputs.

A further complication arises because a child’s family background and cer-
tain characteristics of the community in which he or she lives (for example, the
incidence of poverty) contribute significantly to his or her educational success.
By highlighting these types of factors, the 1966 Coleman report (Coleman et al.,
1966) and recent work by Miller (1995) and Steinberg (1996) suggest that educa-
tional outcomes are not produced by schools alone.

Actually, the situation is even more complicated because human interac-
tions and motivations are at the heart of the educational process and these inter-
actions and motivations are constantly in flux and are difficult to observe
(Murnane and Nelson, 1984:368-9).  Good teachers continuously adjust their
“production techniques” to the particular situation of their classroom and the
individual students in it.  Students, who are the presumed objects of the educa-
tional process, are also subjects: active, thinking, feeling, inconsistent human
beings whose attitudes and moods and values and varying degrees of willingness
to commit themselves to academic pursuits influence productivity mightily.  And
many of them, in addition, do not think of themselves foremost as students.
They are young people trying to work out their needs and longings and insecu-
rities and identities in this vast arena called the school because that is where
society tells them they have to go, whether or not they take the formal learning
part seriously.  Moreover, the way in which these students engage or decline to
engage with their studies in the school, and the values they acquire and the
behavior they exhibit, are shaped as much (or more) by the peer culture and the
youth media environment as by school inputs.

For all of these reasons, defining and measuring the productivity of Ameri-
can schools is far from an easy task.  Over the years many have expressed
skepticism about how accurately or fully production relationships in education
can ever be captured (e.g., Levin, 1974; Guthrie, 1976; Murnane and Nelson,
1984; Monk, 1990; Hanushek, 1997b).  This caveat must be kept in mind in
reviewing the research on improving the educational performance of schools and
the academic achievement of their students.

UNDERSTANDING EDUCATIONAL PRODUCTIVITY

Scholars from a number of disciplines have conducted studies aimed at
understanding how educational resources are linked to the academic achievement
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of schoolchildren, resulting in what Monk (1990:315) has characterized as a
“large and unwieldy body of research.”  The growing breadth of academic per-
spectives being brought to bear on educational productivity is a good sign for the
ultimate prospects of understanding the complex relationships involved.  The
downside of all of this activity, however, is the difficulty of trying to ascertain
what is known about educational productivity and sorting out the diverse and
sometimes conflicting messages emerging from studies that ask different ques-
tions, draw on different theoretical models, utilize different research approaches
(in methods of both selecting study subjects and collecting evidence), and weigh
evidence differently.

Standards of evidence are particularly problematic when multiple research
traditions are involved.  Studies carried out utilizing quantitative research meth-
ods and random samples of schools or students may be easier to evaluate because
“the canon of positivist, quantitative research is well established” and “there is a
relatively high degree of agreement about what constitutes a good quantitative
research design” (Kroesen et al., 1998:2).  Yet such studies often suffer from
serious limitations in the details they can capture about the important determi-
nants of outcomes in an activity like education.  Qualitative research methods
(interviews, observations, ethnographies) can incorporate information about how
schools work that extends far beyond the statistics gathered in surveys or admin-
istrative records and that probes not only which but how resources make a differ-
ence in learning.  However, the methods used for choosing who will be studied in
these qualitative ways sometimes lead to serious questions about the
generalizability of the results.  Moreover, the “canon for qualitative research is
less clear” and, according to one thoughtful guide to the literature, the profound
philosophical differences among those who use these methods may mean “there
may never be agreement on the ‘standard’ or ‘good’ ways of using qualitative
research” (Kroesen et al., 1998:2).

We deal with these difficulties by making transparent the different research
approaches underlying the findings and by pointing out the strengths and short-
comings of the incomplete theories and imperfect methods and data that charac-
terize virtually all educational productivity studies.

The large and unwieldy research base seems to provide at least three alterna-
tive lenses for viewing the important relationship between educational resources
and academic achievement.  The first two, input-output studies and studies of
effective educational practices, while differing significantly in method, both “rest
on the notion that there is an imitable ‘technology’ of education, in that it is
presumed that if one system or school or class can do something within certain
effects, so can others” (Murnane and Nelson, 1984:356).  Researchers in these
two traditions focus on finding the resources or the educational practices that are
associated with good performance and can enhance school effectiveness.  They
approach this task in dramatically different ways, however, with input-output
researchers treating schools as a black box and focusing on identifying the statis-
tical relationships between resources and achievement, while students of effec-
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tive practice concentrating on specifying the exact nature of what goes on inside
the classroom and the school that seems to matter for student performance.  The
third lens offers an institutional perspective on schools and educational produc-
tivity, suggesting that the environments in which schools function exercise a
crucial influence on the educational choices schools make (or have thrust upon
them).  Like the first lens, the third lens is not specifically concerned with how
schools use resources to improve effectiveness; instead, lens 3 focuses on creat-
ing conditions that will encourage school personnel to use their resources well.

We adopted these lenses as a heuristic device, not intending to suggest that
research neatly falls into these categories.  The lenses have proven helpful to us,
however, in sifting a large amount of evidence and in understanding why the
messages from research about educational productivity are so difficult to bring
into sharp relief.

Lens 1:  Input-Output Studies

Input-output studies (also known as studies of the education production func-
tion) have fueled the fires of debate over whether money matters in education
since the Coleman report of the mid-1960s produced its surprising and counter-
intuitive finding that school resources (at least those it measured) did not have
much effect on the academic achievement of students.

The Coleman report became the progenitor of literally hundreds of addi-
tional studies, not only because of the controversial nature of its conclusions, but
also because it represented one of the most massive and complex social science
efforts that had been mounted up to that time.  It involved a huge data collection
effort (the Equality of Educational Opportunity Survey) that gathered informa-
tion on 570,000 students and 60,000 teachers from a sample of 4,000 schools
across the country.  It entailed special testing of students in five grades on their
verbal, reading, and mathematics comprehension.  Students also filled out exten-
sive surveys regarding their family background and other education-related fac-
tors (such as the amount of time they spent on homework, their classroom
experiences, and their classmates).  Teachers provided information on their edu-
cational backgrounds, professional activities, working conditions, and attitudes
about school.  In addition, extensive information on school facilities was also
collected.  Coleman and his colleagues utilized the most sophisticated statistical
techniques available to look at the effects of school resources on student achieve-
ment while taking account of differences in the background characteristics of
students and other likely influences on educational outcomes.

The Coleman report finding that drew the most attention and controversy and
that has been studied and debated ever since was:

Taking all these results together, one implication stands out above all:  that
schools bring little influence to bear on a child’s achievement that is indepen-
dent of his background and general social context; and that this very lack of an
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independent effect means that the inequalities imposed on children by their
home, neighborhood, and peer environment are carried along to become the
inequalities with which they confront adult life at the end of school.  For equal-
ity of educational opportunity through the schools must imply a strong effect of
schools that is independent of the child’s immediate social environment, and
that strong independent effect is not present in American schools  (Coleman et
al., 1966:325).

The research techniques and theoretical underpinnings on which the Coleman
team and subsequent analysts have built draw on a production function frame-
work first developed in economics to describe the relationship between the output
of a firm and the inputs used in the production process.  This framework assumes
“that a systematic process governs the transformation of inputs into outcomes”
(Monk, 1990:342).  It translates this relationship into a mathematical function
that can be applied to data based on the actual experiences of firms.  The results
express the amount of additional output that can be obtained from additional
quantities of input.

Education researchers in the input-output study tradition typically (though
not always) apply statistical multiple regression techniques to survey data on
schools to measure the education production function.  They attempt to isolate the
effects of educational inputs that can be manipulated (typically those that can be
purchased or otherwise directly shaped by policy) while controlling for influ-
ences not readily controllable by educational authorities.  The quasi-experimental
research design draws on the natural variation in school resources and other
practices found in schools and school systems, rather than trying to manipulate
these variations deliberately via true experimental research, such as that fre-
quently conducted in the medical sciences.  Only a handful of education experi-
ments have been conducted, in which random assignment of subjects to treatment
groups allows for direct measurement of treatment effects (thereby avoiding the
potential for biased or misleading findings that can result from the need in quasi-
experiments to control for important nonschool differences among subjects via
statistical techniques).  The most significant of the education experiments for this
discussion of productivity involves a Tennessee study of the effects of class size
on student achievement in the early grades, discussed below.

In the 30-plus years since the Coleman report was published, literally hun-
dreds of input-output studies have been conducted seeking to confirm or deny the
Coleman findings and extend the research to include additional possible explana-
tory variables and apply new or different research techniques.

Hanushek (1986, 1996, 1997a) undertook influential summaries of 377 edu-
cational production function studies, which led him to conclude that “there is no
strong or consistent relationship between variations in school resources and stu-
dent performance” (Hanushek, 1997a:141).  Hanushek focused on what the in-
put-output studies revealed about the impact of inputs frequently assumed to
matter to educational achievement and therefore frequently studied:  teacher-
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pupil ratio, teacher education, teacher experience, teacher salary, per-pupil ex-
penditure, administrative inputs, and school facilities.  He conducted his sum-
mary using a synthesis method known as “vote counting.”  This method
essentially involves examining the regression coefficients for the same resource
from different studies; categorizing each result according to whether it indicated
a positive or negative or zero effect on academic achievement; and tabulating the
results to summarize the overall conclusion about the effect of the resource based
on all the studies that examined it.

Hanushek’s summaries have probably had an impact second only to the
original Coleman report itself in persuading people that money (or school) doesn’t
matter in efforts to improve education.  Therefore, it is important to emphasize
his point that he cannot find systematic relationships between variations in school
resources and student performance.  This is quite different from saying that
schools and their attributes never matter.  As Hanushek has expressed his view in
recent work:  “This finding of a lack of any general resource relationship is,
however, very different from finding that schools have no differential impact.  A
number of subsequent studies [i.e., subsequent to the Coleman report] document
rather conclusively that schools have significantly different effects on student
achievement, even if the good schools are not necessarily those rich in tradition-
ally measured inputs” (Hanushek, 1997b:302).

One possible objection to Hanushek’s literature review is that the variables
he examined did not involve the full array of school-related input measures that
might possibly influence student achievement.  Monk (1990) reviewed studies
focusing on an additional set of school inputs suggested by educational produc-
tion theory:  learning technologies, the uses of time, public versus private organi-
zation of schools, and the size of districts and schools.  Like Hanushek, he found
no conclusive evidence in the literature that these resources systematically con-
tribute to higher student achievement.

For a quarter of a century after Coleman, the dominant view of scholars in
the input-output tradition was skepticism about the possibility of finding reliable
relationships that could guide policy makers in their decisions about how to
allocate resources and organize schools in ways that would lead to improved
student academic outcomes.  Comparatively recently, the prevailing view that
school inputs cannot be unambiguously linked to student achievement has begun
to be challenged, although a new consensus about the nature of the input-output
relationship has not yet emerged.

A major challenge to Hanushek’s work has come on methodological grounds.
Hedges, Laine, and Greenwald (1994a) argued that Hanushek’s vote-counting
method for synthesizing studies results in a bias against finding positive effects of
resources on student outcomes.  They point, for example, to the fact that while
vote counting can be used to summarize the direction and significance of the
effects of resource variables on outcomes, it cannot determine the magnitude of
any statistical effect.
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Hedges et al. therefore applied a statistical technique called “meta-analysis”
to the same studies that Hanushek examined.  Meta-analysis is designed to com-
bine statistical significance values from different studies that test the same hy-
pothesis, thus testing the combined statistical significance of the relationship
between school inputs and educational outcomes across studies (rather than count-
ing each study separately).  Hedges et al. concluded from their summary that the
relationship between resources and student achievement is significant and gener-
ally large.

The debate among the synthesizers over what the literature says about
whether money and schools matter has not yet been won by either side.  Ongoing
exchanges continue between Hanushek and the Hedges team; see, for example,
Hanushek (1994) and Hedges et al. (1994b).  Serious shortcomings in many
studies of school productivity give both sides ammunition to question the conclu-
sions drawn by the other about the meaning and significance of the results.1  A
recent Brookings Institution effort to answer the question “Does money matter?”
(Burtless, 1996) reflected the range of scientific disagreement on the influence of
school spending without resolving the differences that have emerged from over
30 years of research on the subject.

Meanwhile, scholars continue to undertake new studies using improved
datasets and statistical approaches designed to overcome methodological criti-
cisms of prior input-output research.  Many of these studies are reporting positive
findings about the relationship between school resources and student academic
performance.  Our sense is that the deep skepticism of the first 25 years after the
Coleman report has given way in the academic community to a more cautious
optimism that some regularities in the relationship may be identifiable through
input-output research.  Nevertheless, caution remains the operative word, since
positive findings that schools make a difference (assuming that they hold up in
repeated studies) may not easily translate into specific policies for improving the
connection between resource use and results.

This dilemma can be seen in considering the implications of recent research
suggesting that factors relating to teachers (especially teacher quality and class
size) are significant in explaining differences in student academic achievement.

A much-cited study by Ferguson (1991) dealt with one major criticism of

1Ferguson and Ladd (1996:265) point out that neither the Hanushek nor the Hedges et al. literature
surveys attempted to distinguish between methodologically sound versus weak studies.  Studies
using the production function approach to studying educational productivity have frequently been
criticized on one or more methodological grounds. Misspecification of production function models
(i.e., omitting important variables, using inadequate proxies for variables that cannot be directly
measured, or using cross-sectional data when longitudinal analysis might be more relevant) and the
use of aggregated data (i.e., data on school districts) rather than disaggregated data (i.e., data on
schools or students) are some of the reasons why the findings of input-output studies have been
questioned.
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input-output studies (the limited number of explanatory variables they typically
include) by drawing on a large and unusually complete set of data assembled by
school districts for the state of Texas.  The dataset included comparatively rich
information on teachers (such as their scores on a statewide recertification exam
as well as their experience, education, and salary levels), average school charac-
teristics (such as school size), as well as district characteristics such as total
enrollment and pupil-teacher ratios, measures of school spending by major cat-
egory, the size of the district’s property tax base per student, and characteristics
of surrounding districts as well as of each district and its students itself.

Ferguson found in Texas that the quality of schooling explained between a
quarter and a third of the variation among Texas school districts in students’
scores on statewide reading exams and that most of this effect was due to a single
measure of teacher quality:  teachers’ performance on the recertification exam.
Teaching experience and educational level also mattered, as did class size.2  Re-
ducing class size appeared to be very important in the primary grades.  Ferguson
and Ladd (1996) followed up his Texas work with an analysis of data for Ala-
bama, making some methodological improvements (e.g., measuring class size
directly rather than rely on a proxy measure and disaggregating data not just to
the district but also to the student level).  The analysis largely confirmed the
earlier Texas findings and provided “strong support for the hypothesis that mea-
surable school inputs affect student learning. . . .  The primary unresolved issue is
the level of the class size threshold below which further reductions would lead to
no additional systematic gains in student learning” (Ferguson and Ladd,
1996:288).

An issue that arises in production studies in education is the direction of
causality.  It has long been recognized in production function research that biased
estimates of coefficients can arise if there is two-way causality (see Berndt,
1991:457, for a brief discussion and references to the literature).  Production
function studies in education presume that the direction of causality is from
inputs to achievement.  This is eminently plausible.  However, it is also quite
plausible that causality also runs in the opposite direction.  For example, the work
of Hanushek et al. (1999) suggests that teachers prefer certain types of students
over others.  If more able teachers seek out schools with higher-achieving stu-
dents, then a classic case of simultaneous equation bias is present.  Likewise, if
districts spend more for education when achievement is higher, then again re-
verse causality may be present.  The neglect of potential simultaneous equations

2Ferguson, along with most researchers, was forced by data limitations to estimate class size by
measuring pupil-teacher ratios.  As he and Ladd point out in a subsequent study (Ferguson and Ladd,
1996:272), pupil-teacher ratios are an imperfect proxy for class size.  Since reducing class size is an
expensive policy option, it is useful to know as accurately as possible if smaller class sizes matter;
therefore research measuring class size directly, as Ferguson and Ladd and the Tennessee class size
experiment do, is an important advance.
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bias in much education research is arguably an important reason for inconsistent
findings across different studies.

The difficulty of sorting out causality in quasi-experimental studies helps
explain why truly experimental studies, though few in education, are often quite
influential.  The most significant example is a major class size experiment
launched in 1985 in Tennessee.

Project STAR (summarized in Finn, 1998) ran from 1985 to 1989 in 79
elementary schools in Tennessee.  Entering kindergarten students were randomly
assigned to one of three class types:  small (enrollment of 13-17), regular (enroll-
ment of 22-26), or regular with a full-time teaching aid in addition to the regular
teacher.  Classes remained the same type for 4 years, through 3rd grade, while a
new teacher was assigned at random to each class each year.  About 7,500 pupils
in more than 300 classrooms participated.  After the original STAR project ended,
Tennessee authorized a follow-up study (the lasting benefits study) to see how
long the original benefits of small classes would persist.

Differences in the three class types were highly statistically significant,
thanks to achievement gains in the small classes and not in the regular classes
with aides.  The benefits of small classes were found to be greater for minority
students (most of whom were black) and for students attending inner-city schools.
After kindergarten, the effects on reading and mathematics achievement were
typically twice as large for blacks as for whites (Nye et al., 1993) and even larger
for blacks in inner cities (Krueger, 1997).  The effects were robust even after
sensitivity analysis examined several limitations in the study design and imple-
mentation (Krueger, 1997), although researchers have questioned the extent to
which meaningful gains occurred after the first year of enrollment in a small class
(Hanushek, 1998).

Because of the experimental nature of the class-size study (and, no doubt,
because its results correspond to the belief of many parents and teachers that
smaller classes are better than larger ones), the Tennessee results have spurred
efforts around the country to reduce class sizes, especially in the early grades.
While not necessarily disputing the Tennessee findings, however, scholars have
questioned whether reducing class sizes is the more effective use of resources.

Hanushek et al. (1998), for example, have drawn on the Texas database
mentioned earlier, now augmented by longitudinal data on academic test scores
for several cohorts of students at different grade levels, to examine whether there
are significant differences among schools in their ability to raise academic
achievement, what characteristics of schools seem to account for any differences
in impact, and whether any such differences are systematically related to school
resources or to measurable aspects of schools and teachers.  While they found
that schools vary greatly in the impact they have on student achievement and that
the differences centered on the differential impact of teachers, they also found
that differences among teachers are not readily measured by simple characteris-
tics of the teachers and classrooms.  In other words, the study provides strong
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support for the idea that teacher quality matters but indicates that the limited set
of teacher attributes usually captured in input-output studies (those that directly
affect school costs, like how much experience a teacher has or whether he or she
has a master’s degree) do not explain much of the variation in teacher quality.
Class size had some impact on children from low-income families (especially
younger children), but the effect of class size was swamped, according to the
authors, by differences in teacher quality.  The authors thus implicitly question
the current weight being given in policy circles to class size reduction.  They also
point out a series of questions about class sizes that are highly relevant for policy
purposes but about which there is as yet little or no knowledge.3

Using a comprehensive, longitudinal database and statistical mixed-model
methodology developed to support the Tennessee Value-Added Assessment Sys-
tem, Sanders and his colleagues also found that teacher effects were the dominant
factors affecting student achievement gains.  Their results indicated that class-
room context variables (including class size) were comparatively unimportant
(Sanders and Rivers, 1996; Wright et al., 1997).

The input-output lens continues to generate provocative insights into educa-
tional productivity, and improved data and research methods may result in fewer
conflicting findings in the future than in the past.  Monk (1992), in his update on
educational productivity research, cautions against assuming too quickly that
new optimistic findings will be sustained upon further examination.  Past history
explains part of his caution, but so does the continuing fact of

serious conceptual inadequacies in the underlying productivity model.  Despite
these studies’ growing econometric sophistication, they remain fundamentally
primitive black-box formulations where analysts have made little progress to-
ward modeling what makes education distinct from other types of . . . produc-
tion function techniques.  In particular, scant attention has been paid to the
nested nature of educational production wherein schools themselves produce
inputs that are subsequently (or even simultaneously) used in the production of
final outcomes.  Neither has much progress been made toward modeling dy-
namic aspects of educational productivity.  Instructional realities are not static
and do not reproduce themselves in simple ways.  The failure to model the
changeable nature of education production processes is a serious limitation on
this line of research (Monk, 1992:309-10).

3“The analysis of class size policies must address a series of fundamental issues:  are the estimates
of effect sizes relevant over the entire range of class sizes?  What is the monetary value on achieve-
ment gains? And, what are the costs of class size reductions, particularly if we consider the average
salaries required to reduce class size without reducing average teacher quality?  Finally, the analysis
would have to consider the alternative uses of the resources.  Current spending on preschool, after
school and summer programs is quite low particularly for lower income children, and to be effica-
cious it must be the case that the gains from resources devoted to class size exceed the benefits of
using such resources in other ways” (Hanushek et al., 1998:33, footnote 27).
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Research that examines school performance through the lens of effective
practice, by contrast, does attempt to get into the black box and offers additional
perspectives on how resources and student academic performance might relate.

Lens 2: Studies of Effective Educational Practice

While input-output studies largely trace their parentage to the 1966 Coleman
report, scholars in schools of education and in fields such as psychology, sociol-
ogy, and anthropology have been seeking to identify and understand the factors
influencing school performance since the turn of the century.

Research in the effective practice tradition, unlike the economic research
described above, is not guided explicitly by the idea of a production function in
education, although much of it, too, appears to have been a search for a “technol-
ogy” of education that could be identified and replicated.  The search for this
technology has been carried out in part through statistical studies, but more
commonly via other methods such as case studies and program evaluations.
These more qualitative approaches have enabled researchers to examine aspects
of schools not readily captured in large-scale surveys or in administrative record-
keeping systems, but at the price of raising serious questions about the reliability
of the results and their generalizability to schools other than those specifically
studied.  Monk illustrates the difference in describing a subset of effective prac-
tice research, called effective school studies, of the 1970s and 1980s, but his point
applies to the larger research tradition as well:  “Instead of focusing on inputs and
attributes, the alternative strategy is to focus first on outcomes.  In particular, the
idea is to identify a school believed to be unusually successful according to some
criteria.  Once identified, the school becomes the subject of intensive study, often
making use of observation and interview data.  The goal is to understand why and
how the school attains its success.  The underlying hope is that through the
accumulation of such studies of successful . . . schools, insights can be gained
into how to improve education offered elsewhere” (Monk, 1990:413).

Such an approach raises concerns among statisticians because it is likely to
generate upward-biased estimates of the explanatory variables.  In addition, by
focusing on successful schools alone, researchers are unable to determine which
factors are responsible for the superior measured outcomes rather than simply
being correlated with them, and they are unable to determine which factors are of
secondary importance.  While the effective practice approach yields the benefit
of intensive observation of a small sample, it has traditionally foregone the larger
sample benefits of the less fine-grained production function approach.

Increasingly, though, scholars are drawing on insights from qualitative stud-
ies as well as developments in statistics (such as hierarchical linear modeling,
which can help disentangle individual from organizational or group effects) to
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search for evidence of stable relationships using quantitative research designs
that can address selection bias and other methodological concerns.4

Many studies of effective practice concentrate on teaching techniques, cur-
ricula, and organizational design, hoping to identify effective approaches that can
be transferred to other educational settings.  Unlike the input-output studies,
which stemmed explicitly from a desire to explain the influences on academic
performance, studies of effective practice frequently refer to measures other than
or in addition to academic achievement.  In fact, specific links to improvements
in academic achievement have often been assumed or implied rather than ex-
plicit.

Thus, another important difference between input-output studies and tradi-
tional studies of effective practice is in the questions and evidence they consider.
Smith et al. (1996) point out that in most of the former, “there is no measure of
whether the teachers and schools in the surveys were focusing their instruction on
bringing all students to achieve to high standards.  There are not even any mea-
sures of the curriculum coverage or the depth to which material was taught.
There are no adequate measures of teachers’ quality, their knowledge of curricu-
lum, or their ability to engage students.  There are no measures of the degree to
which schools have the autonomy and responsibility they need to design effective
strategies or of the degree to which the overall district and state systems support
the efforts of the schools . . . The school survey data used by most researchers
generally do not include these measures.  Very little of what has been found to
influence achievement by psychologists, sociologists, and political scientists who
actually get into and study classrooms and the educational system is ever evalu-
ated as an ‘input’ in surveys” (Smith et al., 1996:21-2).

Researchers seeking to identify effective practice also reach outside educa-
tion for evidence about improving performance in other kinds of organizations
that might be applied to schools.  Odden and Busch (1998:26-7) list a series of
strategies used by organizations seeking significant improvements in perfor-
mance:  “set clear performance goals at the top, flatten the organizational struc-
ture, decentralize power and authority to work teams, involve employees in
making key decisions about how to organize and conduct their work, invest
heavily in capacity development, and hold teams accountable for results.”5

4For examples of the latter, see Cohen and Hill (1998), on whether teacher development specifi-
cally linked to standards-based reform improved student achievement in California; Lee and Smith’s
1997 analysis of what high school size works best and for whom, using hierarchical linear modeling
and data from the National Educational Longitudinal Study; and Bryk and Driscoll’s 1988 use of the
High School and Beyond longitudinal study to explore issues related to schools as learning commu-
nities.

5The key literature they cite as the sources for these strategies includes Barzelay (1992);
Katzenbach and Smith (1993); Lawler (1986, 1992, 1996); Mohrman (1994); and Mohrman et al.
(1994).
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While the research base of studies in the effective practice tradition is so
large that it defies a short summary, Smith et al. (1996:15-18) identified eight key
ideas growing out of the past 25 years of research on educational effectiveness
that have been important in influencing current thinking about education reform:

• All students can learn to far higher levels than we ever imagined in the
past.

• What a student is taught matters.
• The quality of teaching matters.
• Teachers are more likely to teach well things that they understand well

and that they have been taught to teach.
• Schools, and the teaching and learning that occur in them, are more likely

to change when the staff of the school has ownership and some control
over the nature of the change.

• Teachers and the public do not have a common conception of what is
meant by high and internationally competitive academic standards.

• Individual school reform has a long, complex, and unhappy history in the
United States.

• The education system often does little to support change or to sustain
schools that appear to be effective.

Unlike the findings from input-output studies, which have tended to be in-
conclusive about how to change schools to improve performance, research on
effective educational practice has been used to develop logically coherent and
research-based designs for improving education.

A central theme in current reform efforts is that improvement requires chang-
ing what happens in classrooms between teachers and students.  Most previous
attempts to reform education have not really had much effect on teaching and
learning (Elmore and McLaughlin, 1988; Tyack and Cuban, 1995).  School re-
forms thus appear to be a constant in American education, but the intensity and
visibility of reform efforts tends to come in cycles, the latest of which was
spurred by the raft of critical reports that emerged in the early 1980s.

Some scholars (e.g., Smith and O’Day, 1991) argued that the first wave of
school reform in response to A Nation at Risk  (National Commission on Excel-
lence in Education, 1983) and other criticisms of public schooling failed to pro-
duce meaningful gains in learning because it followed a conventional, top-down,
“more of the same” strategy to educational change:  expanding and improving
educational inputs (longer school day, increased graduation requirements, better
teachers) and ensuring competency in basic skills (graduation tests, lock-step
curricula, promotional criteria).  It “did little to change the content of instruction,
to directly involve teachers in the reform process, or to alter the reigning notions
of teaching and learning” (pp. 233-234).

A second wave of reform that began building in the late 1980s addressed
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these shortcomings by calling for fundamental rethinking and restructuring of the
process of schooling.  Second-wave thinking was distinguished by the argument
that schools, as the basic unit of productivity in education, ought to be the unit of
improvement.  “Upgrading classroom life is best done on a school-by-school
basis.  Teachers assist each other.  Principals help create the setting and secure
additional help.  The action and rewards for in-service education and school
improvement shift from where they have been traditionally—with the super-
intendent’s office and districtwide activities—to the principal’s office and the
school as the key unit.  Research increasingly supports such a process” (Goodlad,
1984:129).

The focus on improving practice at the individual school overcame objec-
tions that traditional reform strategies ignored (1) the idiosyncratic and context-
dependent nature of education production due to the human relationships
involving teachers and students that determine the effectiveness of teaching meth-
ods (Murnane and Nelson, 1984; Elmore and McLaughlin, 1988) and (2) the
historical evidence from a century of public school reform that schools change
reforms as much as reforms change schools (Tyack and Cuban, 1995).

School-based reform strategies focus on both classroom instructional pro-
grams and on school (and to a much lesser extent, district) restructuring.  Smith
and O’Day (1991:234) reported that the second wave of reform produced in short
order an “avalanche of ideas, strategies, and structures.”  Evidence of this ava-
lanche can be found in a recent report (Northwest Regional Educational Labora-
tory, 1998), prepared to help implement the Comprehensive School Reform
Demonstration (CSRD) program enacted by Congress in 1997.  CSRD provides
financial incentives for schools, particularly Title I schools, to implement school
reform programs based on reliable research and effective practice and including
an emphasis on basic academics and parental involvement.  The Northwest Re-
gional Education Laboratory made an initial listing of 26 whole-school reform
models and 18 skill- and content-based reform models for schools to consider in
developing proposals for CSRD funding, while emphasizing that the list was not
comprehensive and was not meant to limit the array of reform ideas being consid-
ered by schools, districts, and states.

School-based change efforts typically emphasize capacity building (espe-
cially the professional development of teachers) and decentralized decision mak-
ing (including parental and community involvement).  Despite these general
similarities, reform models differ widely when it comes to specific practices in
such areas as instructional strategies, types and uses of assessment, and features
of school organization (e.g., school-based management) and climate.  Wang et al.
(1997) reviewed 12 widely implemented reform programs (both whole-school
and skill and content); they identified 54 prevalent program practices in these
programs of which they characterized 25 as being “firmly grounded in research
on what influences student learning.”

One of the most potentially significant developments of the second-wave
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awareness of the importance of the individual school and the inefficacy of many
earlier, piecemeal reforms has been the development of designs for change that
call for restructuring the whole school, not just individual elements of it.  Whole-
school designs (the best known of which were listed in Chapter 4) provide schools
with frameworks for restructuring virtually all aspects of the school, including
curriculum, classroom organization, assessment, the allocation of decision-mak-
ing authority over resources, and more.  Frequently they use skill- and content-
based models of reform in various curricular areas as building blocks in the
comprehensive reform design.

Interest in implementing whole-school designs overlaps with other school-
based reform proposals to alter educational management systems at the school
and district level.  The target of change here is the traditional centralized district
management strategy, in which the central office has made all key decisions for
the schools in its district:  when and where to build schools and how large to make
them, what the curriculum program would be (including selection of textbooks
and instructional materials), how schools would be staffed (how many teachers,
how many specialized personnel), what kind and how much professional devel-
opment would be provided, and so forth.

One restructuring proposal to free schools from the constraints of traditional
district control has been school-based management (SBM).  SBM is not a new
reform strategy:  it emerged initially in the 1960s in response most particularly to
the desire of inner-city residents to have more influence (community control)
over their schools (Murphy and Beck, 1995; Tyack, 1993; Wohlstetter and Odden,
1992).  Management changes that devolved some authority to the local level
could be found in many large U.S. cities in the 1970s and 1980s, including New
York, Chicago, Washington, DC, and Dade County, Florida.  As concerns about
educational productivity increasingly took center stage, SBM gained new adher-
ents who drew lessons for schools from new organization patterns emerging in
U.S. industries (Odden and Busch, 1998).  Trying to overcome a long productiv-
ity slump, the latter were attempting to increase their competitive advantage in
world markets by transforming themselves into high-performance workplaces
that rejected the 20th century mass production factory model of organization for
a new model emphasizing flexible decentralization, participative management,
and greatly increased attention to development of the firm’s human resources
(U.S. Office of Technology Assessment, 1990:115).

SBM has been practiced in many ways, but various approaches are built on
one key premise:  “that the school site becomes the central locus of control in
decision making.  The rationale behind SBM is that those who are closest to the
primary business of schools will make the best-informed decisions. . . .  The term
‘school-based management’ has many variations—school-site management,
school-site autonomy, shared decision making, shared governance, school im-
provement program (or project or process), school-based budgeting, and admin-
istrative decentralization” (Summers and Johnson, 1996:76-77).
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Three main models of SBM have emerged (Bimber, 1993; Wohlstetter and
Odden, 1992).  The first model places principals in control, with this individual
serving as a chief executive with broad-reaching powers over budget, staffing,
and program design.  There may be some kind of school-site council, but it tends
to serve in an advisory rather than decision making capacity.  The second model
focuses on administrative decentralization, delegating decision making to teach-
ers and giving them broad discretion over the professional judgments needed
each day as they encounter students in classroom learning situations.  School-site
councils under this model tend to give the greatest representation to teachers and
other school-site educators.  The third model is characterized by a shift of power
from educators to community-based control.  Most visibly exemplified in the
1988 Chicago school reforms, this approach shifts power from the school board
and professional educators to parent and community representatives by giving
them majority representation on school-site councils with significant control over
budgets, personnel, management, and program design.

Evaluation of SBM has been hampered by the multiplicity of objectives and
practices that have been pursued, by the fact that real devolution of decision
making to the school level has been far less than the rhetoric around SBM would
imply, and by the failure of most of the research on SBM (as revealed in a
literature review by Summers and Johnson, 1996) even to address the question of
effects on student achievement.  Assessments based largely on SBM as it was
implemented in the 1970s and 1980s suggested that it seldom had the positive
benefits predicted for it, either in terms of improving student achievement or
changing the behavior of schools and school participants (Malen et al., 1990;
Murphy and Beck, 1995; Newmann and Wehlage, 1995; Summers and Johnson,
1996; Wohlstetter and Odden, 1992).  More recent research (Odden and Busch,
1998; see Chapter 6) suggests that older strategies of SBM lacked the necessary
organizational conditions for it to lead to improved student achievement.

While much restructuring has focused on the school level, there have also
been efforts to reform district operations, to reorient them toward improvements
in teaching and learning while retaining a significant measure of central control.
One prominent example is Community School District #2 in New York City,
which has based a comprehensive and sustained district-wide reform agenda on a
strategy of instructional improvement through professional development.  While
more and more budget and administrative responsibility has been lodged at the
school level, largely in the hands of principals, central control has remained
strong in areas key to the success of the strategy, such as personnel decisions, the
hiring of professional development consultants with expertise consistent with the
strategy, decisions about which instructional areas will receive priority attention,
and policies and practices that keep school-site decisions focused on district-wide
priorities (Elmore, 1997a).

Changes in school and district practice, based to a greater or lesser extent on
the research base developed using the lens of effective practice, have clearly had
an impact on American schools.  What is much less clear at this point is whether
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these changes are making a difference in the academic performance of students.
This is not to be critical, but rather to acknowledge two important facts about the
status of knowledge on the effects of recent reforms.  First, evidence of effective-
ness will be complicated to find for some of the same reasons that bedevil input-
output research:  methods of analysis are contested; it is difficult to isolate the
effects of particular changes because numerous things tend to change at the same
time; and context may matter importantly in how reforms play out in different
places, complicating the explanation of effects and limiting generalizability.

Moreover, new approaches to practice such as whole-school restructuring
have not yet been fully implemented, yet alone independently evaluated.  Imple-
menting whole-school designs such as New American Schools and the Edison
Project has proven more time-consuming and complex than designers originally
anticipated (Bodilly, 1998; Chubb, 1998; Glennan, 1998).  RAND looked at the
progress of 40 schools in the first two years (1995-97) of the scale-up phase of
New American Schools and found “significant variation among the schools in the
levels of implementation obtained, which ranged from no implementation through
the stages of planning, piloting, implementing, and fulfilling” (Bodilly, 1998:xiv).
Nearly 45 percent were not yet clearly implementing the core elements of a
design across the school.  The Edison Project, which began its research and
development phase in 1991, only began operating schools in 1995 and had only
25 in operation in 1998 (Chubb, 1998).

Reviews of what is known about school and curriculum designs are begin-
ning to appear (Fashola and Slavin, 1997; Kentucky Department of Education,
n.d; Northwest Regional Education Laboratory, 1998; Slavin and Fashola, 1998;
American Institutes for Research, 1999), but at this point most of the currently
popular designs lack evidence about the research base of the program, effects on
student achievement, effective implementation, and replicability.  Designs have
achieved popularity in spite rather than because of strong evidence of effective-
ness and replicability.  “Typically they have been advanced by supporters be-
cause the model is associated with a well-known educator or theorist, because
they have worked well in pilot sites, because they are based on a plausible theory
of school reform, or some combination of these factors” (Consortium for Policy
Research in Education, 1998:2).

Finally, theories about the science of learning are evolving.  Research devel-
opments in the cognitive sciences are challenging prior understandings how hu-
mans learn and suggest that ideas about effective educational practice may
undergo substantial revision as scholars and practitioners learn how to bring the
insights of research into the classroom (National Research Council, 1999).

Lens 3:  The Institutional Perspective

While school-based reform efforts and changes in district practices aimed at
building school capacity show promise of improving school performance, it re-
mains an open question whether they will be implemented or sustained in any
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comprehensive way.  Skepticism about the potential of school-by-school change
stems both from the magnitude of the task and from evidence that the institutional
environment within which schools operate is too fragmented and oriented toward
short-term results to support meaningful improvement throughout the system.
Opinion is divided on whether systemic reform can be accomplished by deliber-
ate policy action within the current institutional framework or whether parents
and students should be allowed to opt out of the public school system as it is
currently structured because there is something inherent in that structure that
“systematically creates and nurtures the kinds of schools that no one really wants”
(Chubb and Moe, 1990:25).

Those who argue that improvements in educational productivity require close
attention to institutional influences do not disagree with the second-wave reform-
ers about the importance of focusing on teaching and learning at the school level
and giving individual schools the autonomy to adopt effective practices and adapt
them to their local contexts.  Rather, they argue that these ideas by themselves are
insufficient, because they ignore the key question:  not “what works?” but how
the desirable characteristics of schools can be developed and nurtured.  In this
view, central features of the way American schools are governed, especially the
dispersion of control over educational policy among many actors and the political
pluralism of a constitutional system that encourages “conflict as an antidote to the
concentration of power” (Elmore, 1997b:41), inhibit the emergence of effective
organizations.  In other words, what Chubb and Moe call the “institutions of
direct democratic control” undermine school autonomy, fail to support successful
schools, and put insufficient pressure on schools whose performance in unsatis-
factory (Chubb and Moe, 1990; Smith and O’Day, 1991; Elmore, 1997b; Brandl,
1998).  Viewing schools in terms of the environment in which they operate gives
yet another perspective on the productivity problem in education and its solution.

Smith and O’Day (1991:237) graphically describe “the fragmented, com-
plex, multi-layered educational policy system,” which they identify as a “funda-
mental barrier to developing and sustaining successful schools in the USA”:

This system consists of overlapping and often conflicting formal and informal
policy components on the one hand and, on the other, of a myriad of contending
pressures for immediate results that serve only to further disperse and drain the
already fragmented energies of dedicated and well meaning school personnel.
On the formal policy side, school personnel are daily confronted with mandates,
guidelines, incentives, sanctions, and programs constructed by a half-dozen dif-
ferent federal congressional committees, at least that many federal departments
and independent agencies, and the federal courts; state school administrators,
legislative committees, boards, commissions and courts; regional or county of-
fices in most states; district level administrators and school boards in 14,000
school districts (with multiple boards and administrative structures in large sys-
tems); and local school building administrators, teachers and committees of
interested parents.  Every level and many different agencies within levels at-
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tempt to influence the curriculum and curricular materials, teacher in-service
and pre-service professional development, assessment, student policies such as
attendance and promotion, and the special services that schools provide to hand-
icapped, limited English-proficient and low-achieving students.

The complexity of this institutional environment has been building for a
century, but the pace of change intensified after World War II and especially after
the mid-1960s (Kirst, 1995).

Since the “common school” of the nineteenth century, in which local control
was paramount, more and more layers have been added to the organization of the
public schools.  Many of these layers were added during the Progressive Era of
the late 19th and early 20th centuries, in which reformers argued that schools
should reflect the highly bureaucratized nature of business organizations if they
were to be efficient (Tyack, 1993).  The new institutional form in education was
designed to rid education of problems stemming from the existence of large lay
boards and the active involvement of politicians.  The new “modern” system
strove to centralize control, standardize practice, put control in the hands of
professionals, and run the system by scientific principles.  Community values
were to be represented by elites on locally elected boards, but managing the
schools was left to professional administrators.

By the 1960s, this system was under attack by groups whose interests the
new system did not serve well.  Teachers were dissatisfied at being treated like
low-level functionaries in a bureaucratic system (Tyack, 1974), and minority
groups protested their relegation to low academic tracks in a system that then
credentialed and certified their low standing (Berg, 1970; Weeres and Kerchner,
1996; Tyack, 1974, 1993).  The system responded with a place at the table for
teachers, recognition of disenfranchised groups, and a governance system run by
bargaining and interest group pressures, rather than by central enlightenment
(Kirst et al., 1980).  Responsiveness to demands, often in the form of new special-
ized bureaucratic units and new programs, became the basis of accountability.
Researchers used the term “fragmented centralization” to characterize the altered
system (Meyer, 1991).  Fragmentation was exacerbated by the growing involve-
ment of state and federal officials in funding education as well as in handing
down programmatic and accountability mandates (Kirst, 1995).

Observers disagree on whether reforms powerful enough to overcome the
shortcomings of direct democratic control can be instituted within the current
system of publicly controlled schools or whether control must be taken out of the
hands of bureaucrats and political partisans via the creation of an education
marketplace.  This debate reflects the cardinal economic choice societies face
when deciding how to allocate scarce goods and services:  whether to use the
market or government as the predominant regulator (Wolf, 1993:1).  With regard
to the public schools, the argument is currently one between those who believe in
the possibilities of reforming the bureaucratic, professional model of public
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schooling that emerged at the beginning of the 20th century and those who
believe that this model is bankrupt.

Those who would address the problem within the framework of the existing
school system “compare the existing public school system to a business firm that
has been poorly managed and needs to rationalize and integrate its parts.  Its
advocates say there is nothing inherently wrong with a public education system
that is controlled by policy-making boards and administered by a traditional
bureaucracy; today’s problems can be solved by re-engineering the system so that
its parts are correctly aligned” (Hill et al., 1997:105).

Smith and O’Day (1991) noted that school-by-school reform engaged prima-
rily those who already had a history of reform experience and interest, not neces-
sarily those whose practices were most in need of change.  They also pointed out
the changes in content and pedagogy being called for by second-wave reformers
implied rethinking the knowledge and skills that children are expected to learn
and the nature of the teaching and learning process itself.  They judged that
“[s]uch a reorientation is not likely to happen on a widespread school-by-school
basis among educators who have themselves been schooled in a philosophy and
settings that embody fact-based conceptions of knowledge, hierarchical ap-
proaches to skill development, and a near total reliance on teacher-initiated and
teacher-directed instruction.”  They called for “a coherent systemic strategy that
can combine the energy and professional involvement of the second wave re-
forms with a new and challenging state structure to generalize the reforms to all
schools within the state” (p. 234).

This systemic strategy operates alongside the second wave of school reform;
it emphasizes state (and to a lesser degree federal) actions to complement school
and district restructuring by creating a more coherent environment within which
successful schools can thrive and by creating external pressure for change when
it does not emerge spontaneously.  The linchpin in the system is the development
of content standards expressing shared understandings about what students need
to know and be able to do, with which other elements of the educational system
(school curricula, assessments, teacher education and professional development,
and accountability) can be aligned.6  With content standards and performance

6We emphasize the use of content standards as the linchpin to which other parts of the educational
process will be aligned because this is the systemic reform strategy that currently drives policy at the
federal level and in the majority of states.  Hill et al. (1997:105) point out that an early and influential
proponent of the concept of systemic reform was David Hornbeck, who “formulated a strategy for
statewide governance reform in Kentucky, based on the concept of a rationally linked system of
statewide goals, performance standards, examinations, and rewards and penalties for students and
schools.”  Hornbeck’s blueprint guided the complete overhaul of Kentucky’s education system that
grew out of the court rulings (referenced earlier in this report) that declared the system inadequate.
Hornbeck’s focal point for alignment was state goals, rather than the curricular standards more
commonly used in systemic reform, but his overall arguments for and approach to systemic reform
were the same as those of the standards-based reformers.
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standards (i.e., examples and definitions of what proficiency in the content stan-
dards would look like) together defining what students should know and how
well they should be expected to perform, authority for determining how these
goals should be met can be decentralized down to the district or (preferably, in
the eyes of many) the school level, in keeping with the tradition of local control
of education and consistent with both economic and “good practice” research,
which suggests that those closest to the “production site” are in the best position
to make efficient and effective decisions about meeting the needs of students in
specific classrooms and schools.

The standards-based systemic strategy has dominated state education reform
efforts for a decade and has become remarkably pervasive.  Model subject-matter
standards have been developed by organizations of experts in a number of aca-
demic fields (e.g., the pioneering mathematics standards issued by the National
Council of Teachers of Mathematics and science standards developed by the
National Academy of Sciences, drawing on materials and ideas developed by the
American Association for the Advancement of Science and the National Science
Foundation).  A 1998 survey (American Federation of Teachers, 1998) revealed
that every state except Iowa has set or is in the process of setting common
academic standards for students:  47 states have or are planning to have assess-
ments aligned with learning standards; 24 have or will have high school exit
exams based on the standards; and 20 have or are developing incentives to moti-
vate students to achieve a higher standard than that required of all students
(American Federation of Teachers, 1998).  There is evidence that systemic re-
form may be beginning to pay off.  For example, a study of the two states (North
Carolina and Texas) that have made positive gains on the greatest number of
indicators being tracked by the National Education Goals Panel confirmed that
the gains were both significant and sustained.  Moreover, the study concluded
that the most plausible explanation for relatively large gains in both states on
NAEP tests could be found in the policy environment:  “an aligned system of
standards, curriculum, and assessments; holding schools accountable for improve-
ment for all students; and critical support from business in developing, imple-
menting, and sustaining these changes over time” (Grissmer and Flanagan,
1998:i).

Despite this progress, states and districts have found that systemic reform
presents many challenges.  For example, although many states developed coher-
ent education policies around standards, few have removed the previous policies
that conflict with the new direction of reform.  In addition, political pressures
have caused some to change strategies during a short time.  Other states have
found it difficult to achieve consensus around standards for student achievement
(Massell, 1994; Massell and Fuhrman, 1994; Cohen, 1995).  Differing views of
reform among local staffs and other priorities have made change at the local level
difficult as well (Cohen, 1996; Hertert, 1994; Massell et al., 1997; Spillane et al.,
1995).  Finally, it is worth noting that some of the challenges arise because not
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everyone accepts the premises of standards-based reform.  For example, some
people may believe that the control over knowledge involved in national or
statewide standards is inconsistent with personal liberty or pluralism.  As an
earlier National Research Council report noted, “though standards-based reform
was conceived as a way to compensate for the fragmented system that governs
education in the United States, the institutional arrangements it espouses still
reflect that fragmentation.  All three levels of government are involved, with the
federal government essentially serving as a ‘bully pulpit,’ exhorting states and
localities to move in a new direction, states choosing to play roles that range from
strict regulator of local behavior to cheerleader for reform, and local communities
responding to federal and state initiatives while still trying to maintain their own
agendas” (National Research Council, 1997:31).

Skeptics about the possibilities of improving educational performance within
the existing institutional environment question how significantly institutional
arrangements can be changed so long as direct democratic control of schools
exists.  They argue that real school improvement cannot happen under anything
like the current arrangements (e.g., Chubb and Moe, 1990; Hill et al., 1997).
Drawing on organizational theory, in particular the “new institutionalism” (March
and Olsen, 1989), they maintain that the educational choices of actors in the
system are shaped by the institutional context in which they move.  “Different
institutions constrain and aggregate individual choices in very different ways,
and this, in the end, is why different kinds of organizations emerge, prosper, or
fail within them.”  In this view, “familiar arrangements for direct democratic
control do indeed impose a distinctive structure on the educational choices of all
the various participants—and . . . this structure tends to promote organizational
characteristics that are ill-suited to the effective performance of American public
schools” (Chubb and Moe, 1990:21).

One way in which the institutions of direct democratic control influence the
organizational structure of schools is by distributing authority broadly.  Chubb
and Moe (1990:35) argue that “under a system of democratic control, the public
schools are governed by an enormous, far-flung constituency in which the inter-
ests of parents and students carry no special status or weight.”  This distribution
of authority is problematic for Chubb and Moe (while it might not be for others)
because they seem to assume that the preferences of parents and students should
have greater standing in deciding what schools should be like.

Even if one accepts in principle the idea that authority over education ought
to be widely dispersed in a democratic society, there are still grounds to be
concerned that existing arrangements for exercising that authority may interfere
with the development of effective school practices and the ability of professionals
to adapt these practices to local circumstances.  The problem arises from the
particular institutional arrangements through which the United States has chosen
to bring into balance the variety of interests and values contending for influence
over public education.  There are three fundamental approaches to mediation and
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control:  bureaucracy, markets, and “clans” or self-governing communities of
interest and value (Ouchi, 1980).  Bureaucracy, which is appropriate when the
quality of performance is not transparent and when potential conflicts of interest
are present, has been the preferred method for managing superior-subordinate
relationships in light of stakeholder interests and values.  And, as noted earlier,
the organization of school systems has become increasingly bureaucratic over the
years as interest and values have become more complex and as more and more
layers of control have been added.

While bureaucracy can be a force to promote fairness and quality, it also can
interfere with the efforts to improve educational productivity in a number of
ways. Bureaucratization can whittle away discretion and autonomy at the school
level (Chubb and Moe, 1990; Hill et al., 1997; Brandl, 1998).  Policy makers
increasingly act to reduce the discretion permitted at the school level.  They do
this (1) to reduce compliance problems that can result from school personnel who
may or may not be inclined to act in accordance with policies determined at
higher levels of the system; (2) to reduce the possibilities of other actors in this
system of multiple authorities using the existence of discretion left in local hands
to impose their own (possibly competing) interests; and (3) to insulate their
decisions from change by future policy makers.  Bureaucrats have incentives to
expand their budgets, programmatic authority, and administrative controls; and
so their increasing presence, too, serves to reduce the discretion and autonomy
left to school personnel.  Teachers unionize to gain influence in an environment
increasingly characterized by powerful, organized interests outside the school;
collective bargaining results in detailed contracts that further formalize public
education and reduce or eliminate managerial discretion.

Bureaucratization can also draw administrators away from duties concerned
with instruction.  As the environment within which schools operate becomes
more complex, key aspects of education become institutionalized.  Administra-
tors become increasingly involved in complying with the decisions made at higher
levels about teachers, students, and curriculum and spend less time providing
instructional leadership (Meyer and Rowan, 1978; Rowan, 1981).

Bureaucratization can constrain teachers in their efforts to teach as well
(Chubb and Moe, 1990:58-59).  Regulations “produce bureaucratic rather than
professorial controls over the content and structure of the work . . .  [These]
controls [are] aimed at standardizing procedures rather than building knowledge
that can be applied differently, depending on the given needs of the child.”  While
teaching requires a great deal of flexibility and creativity, such controls often
“place teachers in the unprofessional position of having to treat diverse students
uniformly” (Darling-Hammond and Cobb, 1996:20).  Thus, bureaucratization
encourages depersonalized and standardized instruction and keeps pedagogical
strategies simple and routine as possible (Darling-Hammond, 1996).

Bureaucratization can also lead to a lack of accountability for education
outcomes.  Because educational bureaucracy is not closely related to the work of
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instruction, schools may not exercise meaningful control over their instructional
activities or outputs, despite shifts toward “accountability.”  Meyer and Rowan
(1978:80) suggest two reasons for this.  First, “close supervision of instructional
activity can uncover inconsistencies and create more uncertainty than unenforced
demands for conformity to bureaucratic rules.”  Second, centralized governmen-
tal and professional controls in education are weak and schools depend heavily
on local funding and support.  Thus, Meyer and Rowan argue that administrators
may actually avoid developing formal controls over instruction so that inconsis-
tencies between local practices and instructional rules are not uncovered.  The
lack of accountability coupled with the heavy hand of bureaucracy over the
formal aspects of education may help explain why the weight of tradition oper-
ates so powerfully.  “Over long periods of time schools have remained similar in
their core operation, so much so that these regularities have imprinted themselves
on students, educators, and the public as the essential features of a ‘real school’”
(Tyack and Cuban, 1995:7).

Finally, bureaucratization can deny schools and school systems free resources
to invest in school improvement.  “Competition for resources has created an
overconstrained system in which every dollar is allocated to teacher salaries or to
existing programs.  New funds, e.g., from tax levy increases, are spoken for
before they arrive, usually to fund deferred maintenance or roll back increases in
average class size.  Even the supposedly flexible categories of funds, such as staff
development, are committed in advance to separate categorical programs or to
programs selected by central office administrators” (Hill et al., 1997:29).

How important the institutional environment is as a barrier to educational
productivity depends on the extent to which bureaucracy and direct democratic
control affect school systems as the foregoing arguments suggest they do.  Chubb
and Moe (1990:64) argue that environments that are relatively homogeneous and
problem-free are likely to be the least bureaucratic, while urban environments
(“teeming with diverse, conflicting interests of political salience” and home to
deeply troubled schools) are more likely than suburbs or rural areas to suffer from
the negative consequences of bureaucratic controls and political pluralism.  These
are, of course, the places where productivity problems are the worst and where
the need for exceptionally effective schools is therefore the greatest.

Alternative institutional arrangements for providing public education are
often grouped under the broad label of  (1) “choice,” giving parents more control
over which schools their children will attend, including traditional public schools
or more recently charter schools, which are freed from much public regulation or
(2) “privatization,” referring either to the use of public funds at private schools,
particularly through vouchers, or to greater involvement of private or nonprofit
firms in the provision of education (through contracts from school districts, for
example).  These alternative institutional arrangements and what is known about
their effects on educational achievement are discussed in detail in Chapters 6 and
7.  Although choice and privatization options have been growing, they are not
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unique to the current period of reform.  Families, especially relatively well-off
families, have been able to exercise school choice by choosing where to live.
Within-district and cross-district choice plans (including magnet school options)
were a common remedy selected by or imposed by courts on school districts as
they struggled in the latter half of the 20th century to accomplish desegregation
goals, but the existence of special public schools for students with particular
academic or vocational talents and interests (like the Bronx High School of
Science and the Aviation High School in New York) goes back much further.

Here, we simply note several distinguishing features of the current debate
over choice and privatization options:  the attention being paid to their potential
for raising student achievement as well as for serving other educational purposes
valued by Americans; the growing willingness of states and districts to try new
institutional arrangements for providing publicly funded education; and the in-
tensity of the controversy over the desirability of making these comparatively
radical shifts in familiar patterns of educational governance.

USING FINANCE-RELATED STRATEGIES
TO IMPROVE SCHOOL PERFORMANCE

A quarter of a century ago, a book entitled Indeterminacy in Education
reviewed social science research generated in the first decade after the Coleman
report and came to the conclusion that “educational policymaking is now in a
state of indeterminacy.  No satisfactory criteria exist by which to make important
decisions regarding [among other things] school finance” (McDermott, 1976:1).

We are not yet certain about how to make schools better or how to deploy
resources effectively.  The hope that productivity studies might provide ready
answers to public officials about how much money to allocate, under what cir-
cumstances, to whom to obtain specified academic outcomes is as yet impossible
to fulfill.  Still, our assessment of the last several decades of research and policy
development on educational productivity makes us more optimistic than our mid-
1970s predecessors about the prospects for making informed school finance
choices.

The past 25 years worth of insights have generated a host of ideas about how
to use school finance to improve school performance.  Input-output research has
heightened interest in policies affecting key variables that appear linked to stu-
dent achievement, such as teacher quality and class size.  The renewed involve-
ment of economists in educational productivity studies has brought a long-absent
economic perspective to school finance and has drawn attention to the lack of
performance incentives and financial accountability measures in traditional school
finance systems.  Studies of effective practice have spawned a vigorous effort to
make school reform actually affect what happens between teachers and students
in classrooms, raising interesting questions about how school finance reforms,
such as school-based management and teacher development, can influence the
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processes of teaching and learning.  The focus on classrooms has also raised
awareness of the need to ensure that students come to school ready and able to
learn.  The institutional perspective on school performance has highlighted fun-
damental disagreements about the way Americans have conceived of their public
schools for the better part of a century and a half, by calling into question the
traditional reliance on government both to fund and to supply public education
and by raising the possibility of giving greater attention to market options for
supply (such as public or private school choice for parents and contracting-out to
private providers for services).

These advances in the understanding of educational productivity will be
further enhanced as researchers work on developing more accurate and compre-
hensive outcome measures and as policy makers systematically try and evaluate
instructional and policy options.

No matter how much progress is made in understanding productivity through
improved research and practice, there is an important sense in which education
continues to be and probably always will be indeterminate.  In the foreword to the
1976 volume on indeterminancy in education, Arthur Wise noted that indetermi-
nacy was used in several senses in the book:  as lack of a consensus on the aims
of education as well as a state of being “not fixed,” “not clear,” “not established,”
or “not settled” (McDermott, 1976:x).  He also noted, however, that in mathemat-
ics “an equation is said to be ‘indeterminate’ when it can be satisfied by more
than one value for each unknown” and he asked “Is the search to reduce technical
indeterminacy in education a search for equations which can be satisfied by only
one value for each unknown?”

We suggest that indeterminacy will always characterize educational produc-
tion because of the impossibility (and undesirability) of standardizing the charac-
teristics and behavior of the key factors of production in the education productivity
equation:  teachers and students.  In other words, the search for answers to
improving school performance and student achievement will never yield just one
value—that is, solutions that will work for all schools and students in all times
and places.

In the face of this indeterminacy, there are no simple answers about how to
use school finance to make schools better.  Instead, we seek to identify major
strategies for change and to synthesize and evaluate the evidence on how well and
under what conditions such strategies might contribute to meeting our goals for
an education finance system.  We will return to this task in Part III.
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Part III

Strategies for Meeting the Goals

Education finance is only one part of a total system of education.  Many of
the concerns about the financing of education reflect large issues regarding the
overall education system.  Hence, proposals for changing the finance system can
be presented in at least two ways:  (1) as a menu of options for driving the
education system in desirable directions or (2) as intertwined components neces-
sary to achieve a given vision of overall education reform.  Despite the concep-
tual appeal and logic of starting with a vision of overall reform and designing a
finance system consistent with that vision, we structure the discussion of finance
reform in line with the first approach; that is, as the options available for driving
the education system in the directions embodied in our three goals:  (1) promot-
ing high achievement for all students in a cost-effective way, (2) reducing the
nexus between family background and student achievement and, (3) raising rev-
enue in a fair and efficient manner.

The reason for proceeding in this way is the absence of a single consensus
vision of how the education system as a whole should be changed.  Although
many observers agree that the education system requires change, people disagree
on the best way to change it.  These disagreements have various and overlapping
roots:  people view school performance through different lenses; they hold differ-
ent values, which influence their views of desirable methods of change; and they
can reasonably draw different conclusions from patchy and conflicting empirical
evidence about the effectiveness of specific reforms.
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The following chapters examine the major policy options relevant to each
goal.  The options are arranged within the framework of the four generic strate-
gies for altering finance systems introduced at the end of Chapter 2:

• Reduce funding inequities and inadequacies.
• Invest in capacity.
• Change incentives to make performance count.
• Empower schools or parents to make decisions about public funds.

Although we examine policy options separately by strategy, in many cases
the strategies will be most effective if they are combined in a coherent way.  In
general, the case for combining strategies is most compelling when policy mak-
ers are trying to work within the existing system of school governance.  Some
proponents of major change in the governance system (e.g., through vouchers
allowing parents to choose public or private schools) see little reason to combine
finance strategies.  To them, the introduction of more choice and competition
among schools will provide whatever incentives are necessary to induce schools
to make the types of investments needed to improve student learning.

The importance of making major changes in the governance system takes on
special urgency in the context of goal 2, because many decades of attention to the
educational problems facing at-risk children and urban schools in the framework
of the existing educational system have so far resulted in improvements that are
marginal at best.  The seriatim discussion of individual policy options for goals 1
and 2 arranged by finance strategy may mask an important overall question,
which we as a committee wish to highlight specifically, although we are not of
one mind about how to answer it.

The question is whether it is more important to focus on finance changes
that leave the structure of American education basically intact (as the first three
strategies assume) or to explore options that would constitute a strong break
with past practices (as policies emphasizing school and parent control over
education dollars might do).  Many reforms are occurring in schools and dis-
tricts serving high proportions of at-risk students.  It is still unclear, though,
whether the current round of reforms will be more successful than previous
ones.  At the same time, how effective new structures would be is not yet
knowable either, since many are largely untried.  Thus policy makers face fun-
damental choices for which we cannot provide scientific solutions.  These
choices will rest on individual conclusions about the prospects for meaningful
change within the current educational structure and on values in addition to
those of enhancing fairness and productivity.
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6

Achieving Goal 1:  Promoting Higher
Achievement in a Cost-Efficient Way

Promoting higher achievement for all students in a cost-efficient way poses
fundamental challenges for the education system and will require significant
changes in education finance.  Among the finance options to be explored in this
chapter are placing greater emphasis on the concept of educational adequacy;
investing in the capacity of the system, particularly through improved profes-
sional development of teachers; changing incentives for teachers and other key
participants to focus more on student achievement through new salary structures
and accountability systems; and significant restructuring to give more authority
over spending to schools and to parents.  No single strategy or policy option is a
panacea, all involve trade-offs of various types, and some of the strategies or
individual options are likely to be most effective if combined with other strate-
gies or policy options.  Instead of laying out a blueprint for specific change, our
aim in this chapter is to provide policy makers with information that will allow
them to weigh the benefits and costs of each policy option.

REDUCING FUNDING INEQUITIES AND INADEQUACIES

As applied in school finance court cases for the past 30 years, equity con-
cerns typically apply to the distribution of funding across districts.  Equity de-
fined in this way—but extended to the patterns of funding across schools and
across states—continues to be an important concern that we address further in
connection with goal 3, raising revenues fairly and efficiently.  However, a con-
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tinued focus on this definition of equity is not likely to promote the goal of raising
student achievement across the board.

More promising is the new legal focus on adequacy.  Because the move from
equity to adequacy shifts attention away from the distribution of funding levels
across districts to the adequacy of funding for desired outcomes, the strategy of
trying to ensure that school funding is adequate is potentially crucial to the goal
of increasing achievement for all students.  In the absence of adequate funding, it
will be difficult for states, districts, or schools to generate high and ambitious
levels of student achievement for all students.

Policy makers, however, face the vexing problem of determining how much
money would be required for true adequacy.  This difficulty arises in part because
there is so little firm knowledge about how school spending or inputs translate
into school outputs given the current nature of teaching and learning.  We know
even less about what would be required to reach more ambitious achievement
standards or what would be required if education were delivered in a more effi-
cient manner.

Will a push through the legal system to increase the adequacy of funding
help to achieve the goal of higher achievement for all students?  Given that the
outcome is uncertain, the best we can do is to identify some of the issues that will
affect it.  One issue is whether the courts are likely to be more amenable to
adequacy than to equity complaints.  Notably, as discussed in Chapter 4, not
every high court has been receptive to an adequacy argument.  For example, high
courts in Illinois, Rhode Island, and Florida all rejected adequacy-based claims
on the grounds that it is the responsibility of the legislature, not the courts, to
decide on the quality of education.  Thus, the main uncertainty here is the willing-
ness of the courts either to specify what educational adequacy entails or to require
that state legislatures specify those desired outcomes.  Without a relatively ex-
plicit statement of desired educational outcomes, the court will not be able to
determine whether a state is providing adequate funding for education.

A second issue is how state legislatures are likely to respond to adequacy
judgments from the courts.  State politics played a large role in how states re-
sponded to court decisions related to financing equity.  On the surface, an ad-
equacy approach (with its focus on the level of outcomes) may be more broadly
appealing than the redistributive remedies that typically emerge from cases based
on equity considerations.  Such an approach may be easier to sell to a public that
wants more accountability from government (Carr and Fuhrman, 1999).  In prac-
tice, however, adequacy, too, is likely to call for politically controversial redis-
tributive remedies, in that additional funds are most likely to have to be directed
to those districts with the lowest-performing students.  Moreover, lack of knowl-
edge about the educational production function—and disagreement about whether
it even makes sense to talk about such a function—adds a huge element of
ambiguity and uncertainty to the concept of adequate funding, one that could well
provide a basis for legislative stalling and inaction.
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As documented in Chapter 3, court cases (those focusing on equity or ad-
equacy claims or both) appear to have raised school spending in the low-spending
districts without at the same time lowering it in the high-spending districts (Evans
et al., 1999).  Evidence from a few of those states suggests as well, however, that
the additional revenue received by the recipient jurisdictions has been devoted
primarily to the same activities as schools undertook before and hence may not
have done much to increase student achievement (Goertz and Natriello, 1999).
This evidence provides support for the committee’s view that changes in funding
alone are not likely to be sufficient to increase student achievement.

Regardless of the success of adequacy as a legal strategy, it is the committee’s
view that adequacy of funding has a central role to play in any education reform
strategy designed to increase student achievement.  In particular, discussions of
educational funding should include explicit considerations of what the public and
policy makers want the educational system to accomplish and what kinds of
educational opportunities must be provided to meet those objectives.  However,
the committee also concludes that the provision of adequate funding by itself will
do little to foster significant improvements in overall student achievement.  Thus,
while improving the adequacy of funding may be a necessary part of any educa-
tion reform effort—and is likely to be especially crucial for districts or schools
serving disproportionate numbers of disadvantaged students—it is only part of an
overall program for increasing student achievement in a cost-efficient way.

INVESTING IN CAPACITY

To many education reformers, especially those committed to standards-driven
systemic reform, a central element of any finance reform program is investing in
capacity.  Such investments are necessary to ensure that the system can deliver
the quality of product required to enable students to achieve to high levels.  Thus,
this strategy calls for strategic investments that will yield high rates of return in
the form of student achievement.  These might include investments in school
inputs, such as the capacity of teachers, the quantity of teachers (to reduce class
size), technology and school buildings, and investment in the capacity of students
to learn, such as preschool programs and family support services.  Developing the
capacity of students to learn can be extremely important in some cases but,
because the returns are likely to be greatest for students from disadvantaged
backgrounds, we defer the discussion of that type of investment to the next
chapter.  In addition, we defer to that chapter investment strategies that focus (1)
on reducing class size (because there is some evidence that the benefits of that
strategy are greatest for low-performing students) and (2) on technology and
facilities, because current policies for financing these investments appear to gen-
erate even greater inequities across districts than is the case for operational spend-
ing.  In this chapter, we examine whether new approaches to paying for teachers
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and teacher development could align investments in teacher capacity more closely
to the goal of improving overall student achievement.

Overview of Issues Related to Teacher Capacity

The capacity of a teacher to be successful depends of a variety of factors,
including his or her knowledge of the subject matter, of how students learn, and
of methods for teaching.  These types of knowledge are needed for a teacher to
succeed in promoting student learning by, for example, selecting good teaching
materials, making wise instructional decisions, and assessing student progress.
Moving toward the goal of higher levels of achievement for all students will
require two other types of teacher capacity as well.  One is the ability and the
skills to teach the kinds of knowledge and skills demanded by 21st century jobs
and citizenship, and the other is the skills to teach highly diverse groups of
students, with increasing proportions whose language and culture differ from
their own, as well as increasing numbers of students with disabilities and other
students with special educational needs.  New developments in the science of
learning, for example, are increasing awareness of how important it is for teach-
ers to pay careful attention to the prior knowledge, as well as the skills, attitudes,
and beliefs, that learners bring to school.  Prior knowledge not only consists of
the individual learning that students bring to the classroom but also knowledge
that they acquire from their social roles, such as those connected with race, class,
gender, and cultural and ethnic affiliations.  Teachers must be helped to develop
teaching practices that start from the structure of a child’s prior learning and are
sensitive to the cultural and language practices of students and the effect of those
practices on classroom learning (National Research Council, 1999b).

The committee is persuaded by the evidence reviewed in Chapter 5, includ-
ing recent work by Hanushek et al. (1998) using Texas data and Wright et al.
(1997) using Tennessee data, that teacher quality matters for student achieve-
ment.  At the same time, we note that research has not been able to systematically
link teacher quality to traditional teacher measures, such as experience or holding
a master’s degree.  These measures are of particular interest for finance, since
they are the ones that are linked to teacher pay and hence affect the cost of
providing education.  Ferguson (1991) and Ferguson and Ladd (1996) show that
a different measure—but still an imperfect one—of teacher quality, namely
teacher test scores, does emerge as an important determinant of student achieve-
ment in both Texas and Alabama.

Other studies document the importance of teacher preparation.  For example,
Goldhaber and Brewer (1997) report positive effects on student math and science
achievement of subject-specific training programs and, using a matched compari-
son design, Hawk et al. (1985) show similar results for mathematics achieve-
ment.  Darling-Hammond’s (1990) review of the literature provides support for
the importance of teacher preparation and certification.
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To summarize, there is little doubt that the quality of teachers matters.  The
challenge is to develop the best policies to enhance it.  Perhaps the most fre-
quently discussed policy change involves altering teacher education and induc-
tion practices, which in the first instance is not a finance option but has finance
implications for teacher training institutions, would-be teachers, and school dis-
tricts.  Two other policy options, raising teacher salaries and expanding profes-
sional development, fit more closely with the concept of financial investments
intended to build teacher capacity.  We examine these three options, with more
attention to the latter two, in the following  sections.

The challenge of enhancing teacher quality must be addressed in context.
One aspect of the context is the rising demand for new teachers.  The Department
of Education estimates that the nation’s schools will need to hire about 2.2 mil-
lion new teachers during the next decade, a figure that reflects both a continuation
of the growth in student bodies that started in the mid-1980s and a growing
number of teacher retirements (U.S. Department of Education, 1998a).  The fear
is that this rising demand will put pressure on schools to lower their standards and
to hire unqualified individuals.  Given that about one-half to two-thirds of the
new teachers hired will be first-time teachers, the rising demand also implies that
attention needs to be paid to the quality of the training new teachers receive and
the quality of professional support as they start their careers.  Failure to provide
that support could exacerbate the current situation, in which 22 percent of new
teachers leave the profession during the first three years (U.S. Department of
Education, 1998a).

Another contextual aspect is the great variation across areas and in the qual-
ity and preparation of teachers and in the outlook for teacher shortages.  For
example, while 28 percent of high school mathematics teachers nationally lack as
much as a minor degree in the subject, state levels range from a low of 9 percent
for Missouri to over 45 percent for Alaska, Washington, and California (NCES
data reported in Darling-Hammond, 1997: Appendix B, Table 3).  Differences
also emerge between central cities and other areas.  For example, 21 percent of
the public school teachers who teach science in grades 7-12 in central cities
report no degree (major or minor) in their main teaching area, more than twice the
9 percent in other areas (Lewis et al., 1999: Table 5).

In a 1997 report prepared for the National Commission on Teaching and
America’s Future, Darling-Hammond emphasized that shortages of well-pre-
pared teachers are largely a problem of distribution rather than numbers.  De-
mand for teachers is particularly great in the South and the West, and in port cities
on both coasts, whereas slow-growing states have teacher surpluses.  Wealthy
districts with high salaries and desirable working conditions rarely experience
shortages in any field, whereas districts and schools with large numbers of low-
income and minority students are much more likely to face difficulty recruiting
qualified teachers and to hire unqualified teachers or to use substitute teachers to
fill positions (Darling-Hammond, 1997).  A recent story in Education Week
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provides further evidence that many regions have surplus teachers in some areas
and shortages in others (Bradley, 1999).

Teacher Education Programs and Licensing Standards

Building teacher capacity by improving the education of new teachers re-
sponds to long-standing observations about the shortcomings of teacher educa-
tion in the United States and to new standards in some disciplines, such as those
developed by the National Council of Teachers of Mathematics, that clarify what
teachers need to know and be able to do to promote all students’ learning.  The
impetus to change licensing standards comes also from international compari-
sons—from U.S. students’ poor showing on the Third International Mathematics
and Science Study (TIMSS), coupled with evidence that other nations invest
much more intensively in developing new teachers (Paine and Ma, 1993).  Fi-
nally, it reflects concerns about the importance of assuring that the large number
of new teachers who will be needed during the next decade are adequately pre-
pared to teach.

Research is emerging that clarifies shortcomings in existing teacher educa-
tion programs and provides guidelines for improvement (Darling-Hammond,
1997; National Research Council, 1999b).  Standards for teacher training pro-
grams are now emerging.  However, quality control is quite limited, research on
teacher learning is still relatively new and limited, and teacher education pro-
grams vary widely in how well their graduates are prepared to teach.  National
strategies to promote improvements in the quality of teaching include standard-
setting for teacher education programs, for teacher licensing, and for teaching
excellence.  These include national professional standards for teacher education
programs developed by the National Council for Accreditation of Teacher Educa-
tion (NCATE), standards that are being developed by the Interstate New Assess-
ment and Support Consortium (INTASC), and national standards for advanced
certification developed by the National Board for Professional Teaching Stan-
dards (NBPTS).  Such standard-setting initiatives are intended to provide frame-
works within which state and local systems can develop quality controls that
upgrade the preparation and support of teachers.

As a committee on education finance, we were not able to thoroughly evalu-
ate a strategy for enhancing teacher quality through the use of stricter accredita-
tion requirements and higher requirements for teacher certification.  However,
we have two comments to make about this strategy.  First, despite its apparent
logic, some observers have questioned parts of it, such as the desirability of
having education programs accredited by NCATE.  Ballou and Podgursky (1998,
1999) provide evidence showing that teachers emerging from accredited pro-
grams are no more qualified than teachers emerging from other programs.  These
two researchers are also concerned that requiring accreditation may eliminate
programs that currently provide teachers to districts that serve disproportionate
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numbers of disadvantaged students.1  Second, raising entry barriers to teaching
(through, for example, extending the amount of time it takes to get certified or
through limiting the number of ways that one may enter the teaching profession)
could be undesirable to the extent that it disproportionately discourages the most
able students—those who have the greatest alternative opportunities—from mak-
ing the investment to enter the teaching profession.

Improving teacher preparation and developing professional standards for
teachers are fully consistent with the goal of raising achievement for all students.
Whether teacher quality will best be enhanced through teacher licensure exams,
holding teaching colleges and universities more responsible for the preparation of
the teachers they prepare, or other mechanisms is beyond the scope of this com-
mittee.  We simply urge that policies aimed at improving teacher preparation and
certification be evaluated at least in part for their impacts on overall student
achievement.

Teacher Salaries

Several arguments are frequently offered for raising teacher salaries, includ-
ing the fair treatment of existing teachers, the need to keep teacher salaries in line
with the salaries of other college graduates so as to attract qualified people into
the teaching profession, and as a way to increase teacher quality.  Of most interest
to us here is the extent to which raising teacher salaries across the board is a good
way to raise the quality of teachers.

Before we turn to that issue, however, we briefly look at the trends in teacher
salaries relative to those in other occupations.  Table 6-1, using data based on the
decennial censuses of population for the period 1940-1990 (reported in Hanushek
and Rivkin, 1996), shows percentages of male college graduates earning less than
the average male teacher and similar percentages for women.  The lower the
percentage, the less attractive is teaching as a profession.  The table shows a
decline in the attractiveness of teaching as a profession for men from 1940 to
1970, with a partial turnaround since then.  For women, the drop is more precipi-
tous and has no recent turnaround.  As of 1990, only 36.5 percent of college-
educated men were in jobs that paid less than that of the average male teacher,
and 45.3 percent of college-educated women were in jobs that paid less than that
of the average female teacher.

A refinement of the analysis that isolates the patterns for 20- to 29-year-olds
indicates that the relative position of teacher salaries for young female teachers

1Information from Pennsylvania underscores these concerns.  In that state, the districts with the
highest proportions of NCATE-certified teachers have the lowest proportions of students going on to
postsecondary education (Strauss, 1998:152).  Although this observation provides no information on
causal links, it is consistent with the two concerns raised by Ballou and Podgurksy and calls out for
more investigation of the reasons for the observed pattern.
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(the women who have the most lucrative opportunities outside teaching) is ap-
proaching that for men.  On the basis of that convergence, Hanushek and Rivkin
(1996:29) conclude that schools will not be able to count on a continual supply of
high-quality female teachers in the future and that the rising opportunity costs for
women will put upward pressure on school budgets given that women made up
68 percent of all teachers in 1990.  Overall, these trends based on average salaries
suggest that teaching is becoming less financially attractive for college graduates
compared with other occupations.  While the average salaries mask what has
been happening to the structure of salaries, a more detailed analysis of salary
trends by teacher experience or education level is not likely to change this basic
conclusion.

But will higher salaries increase teacher quality?  One reason they may not
emerges from empirical observations from New York, Michigan, and other states
that salary increases are often disproportionately directed toward the more expe-
rienced, senior teachers, an outcome that results from the contract bargaining
between local teachers’ unions and school district officials (Lankford and
Wyckoff, 1997; Monk and Jacobson, 1985; Murnane et al., 1987).  The back-
loading of salary increases onto veteran teachers means that salaries for entering
teachers are kept relatively low.  The low salaries for entering and inexperienced
teachers may well interfere with the ability of the system to attract high-quality
new teachers into the profession, and those how enter may well leave before they
are eligible for the higher salaries available to more experienced teachers.  Thus,
the salary bargaining process in which veteran teachers exert a lot of power
means that money devoted to increases in teacher salaries is not being used as
effectively as it could be toward the goal of increasing the capacity and quality of
teachers.

TABLE 6-1  Position of the Average Teacher in the Nonteacher Earning
Distribution, 1940-1990

Percentage of Male College Percentage of Female College
Graduates Earning Less than Graduates Earning Less than

Year the Average Male Teacher the Average Female Teacher

1940 52.5 68.7
1950 36.2 55.0
1960 28.7 52.7
1970 25.7 47.1
1980 31.0 50.1
1990 36.5 45.3

SOURCE:  Hanushek and Rivkin, 1996.  Data obtained from the U.S. Decennial Census of Popula-
tion, Public Use Microdata, 1940-90.
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A 1997 book by Ballou and Podgursky using national data provides further
support for the view that rises in teacher salaries may not increase teacher quality.
In particular, they convincingly document that increases in salaries during the
1980s did not increase the quality of the new teachers attracted to the profession.
They explain this finding in part by the possibility that, despite the higher sala-
ries, highly qualified college students may have been discouraged from making
the investment in teaching by the decline in openings for teachers that occurred as
veteran teachers responded to the salary increase by staying in the profession
longer.  Thus implicitly these researchers draw attention to the importance of the
structure of salary increases.

Two aspects of the Ballou and Podgursky study could limit its applicability
to the potential efficacy of future increases in teacher salaries.  First, it is a
national study that abstracts from the tremendous variation across the country in
the market conditions for teachers.  Indeed, a recent study by Loeb and Page
(1998), based on a state-level panel dataset, supports the view that teacher sala-
ries can affect the quality of schooling and student outcomes.  Using school
dropout rates as their primary measure of student outcomes and hence of school
quality, the authors conclude that, holding all else equal, raising teachers’ salaries
by 10 percent would reduce dropout rates by 3-6 percent.  Their careful attention
to the specification of their equations and in particular their focus on changes
rather than on levels makes the analysis convincing and worthy of attention.
Their rough calculations suggest that the cost of raising teacher salaries by 10
percent would slightly exceed the benefits as measured by the present value of the
increases in individuals’ future salaries associated with their higher educational
attainment.  However, the authors note that their measure of the benefits of an
increase in teacher salaries probably underestimates the true benefits, since it is
based on a single measure of student outcomes.  They note further that if salary
increases were better targeted, they are likely to be more cost-effective than the
across-the-board increases they examined.

Second, the Ballou and Podgursky study applies to a period of declining
enrollments and a general teacher surplus, a market context that the authors used
to help explain their findings.  In a market with excess supply, an across-the-
board increase in teacher salaries provides an incentive for the existing stock of
teachers to remain in the profession longer than they otherwise would, which in
turn limits the number of new openings.  Given the outlook for a tighter market
for teachers in the future, and a very tight market in such fields as mathematics
and science and in some areas of the country, salary increases could potentially
be more successful in attracting higher-quality teachers in the future than they
were in the 1980s.  Nonetheless, this different market context does not negate the
conclusion that when or if they are planning to raise teacher salaries, policy
makers trying to increase the quality of teachers entering the profession will need
to pay more attention to the structure of salaries and in particular to the level of
entering salaries than has been the case in the past.  In addition, they may want to
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change the current salary structure in ways that would increase the incentives for
existing teachers to become more productive, a topic discussed further in the
section on strategies to change incentives.

Developing the Capacity of Practicing Teachers

National survey data show that the country is doing a poor job of improving
the capacity of practicing teachers.  While about half of all teachers had some
professional development during 1993-94, only 15 percent spent nine or more
hours in any area of professional development (Darling-Hammond, 1997:34-35,
and Appendix B, Table 5).  Traditionally, most professional development for
teachers has consisted of brief district-sponsored workshops, which can be useful
for training in specific skills but are of little value for learning subject matter in
any depth or learning how to assess student learning in the context of teaching.
These long-standing shortcomings are increasingly problematic, given the new
roles for teachers suggested by findings from research on learning and in light of
the fact that teachers will need more knowledge and radically different skills than
they generally now have if education reform efforts are to succeed (National
Research Council, 1999b).

While there is still a lot to learn about professional development, some types
appear to be far superior to others.  Bureaucratic forms of professional develop-
ment fail to support teacher learning.  By contrast, effective programs are charac-
terized by teachers’ active involvement in planning and doing professional
development, sufficient time and support for making significant improvements in
practice, and an on-site professional community as a context for teacher learning
and for nurturing commitment to serving all students.  (For field-based research
on processes of teacher learning and teacher community see, for example, cases
reported in Cohen et al., 1993; Lord, 1994; Schifter and Fosnot, 1993; Talbert
and McLaughlin, 1994).

Research conducted in the context of state systemic reform adds to this
knowledge base and to principles for effective professional development.  A 10-
year study of California mathematics education reform included a 1993 survey of
teachers that allowed the researchers to test a variety of hypotheses about the
links between, first, the type and form of professional development and changes
in classroom practices and, second, those practices and student achievement
(Cohen and Hill, 1998).  The first set of linkages are more convincing than the
second set, because the survey data had to be aggregated to the school level for
the achievement part of the analysis and the survey sampled only four or fewer
teachers at each school.  The study shows that professional development works
best—in the sense of changing teacher practices—when it is closely related to the
new curriculum.  Also, time spent on professional development matters for its
success.  Although this analysis was cross-sectional, and thus controlled for
neither teachers’ nor students’ prior performance, the findings are consistent with
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related research on student achievement in California and with the field-based
research in the project.  A study by Wiley and Yoon (1995) of student perfor-
mance on the California mathematics assessment also found that teachers’ ex-
tended opportunities to learn about the mathematics curriculum and instructions
were associated with higher student achievement.

A survey by Kennedy (1998) of eight studies that examine the relationship
between in-service training and student achievement provides additional insight
about the types of  in-service professional development programs that are likely
to be most effective.  The most effective programs, she concludes, are those that
concentrate on teachers’ knowledge of the subject, on the curriculum, and how
students learn the subject.  As she notes, the promise of this approach, combined
with her conclusion that programs that focus on teacher behaviors are not effec-
tive in raising student achievement, suggests that more extensive research on
content-based approaches would be desirable.

Further suggestive evidence that investment in teacher development can in-
crease student achievement comes from cross-state comparisons.  Darling-
Hammond (1997:11-14) reports that states investing heavily in a teacher
capacity-building strategy over the past decade—North Carolina, Connecticut,
and Kentucky in particular—had outstanding 1990-96 gains in students’ math-
ematics scores for grades 4 and 8 on the National Assessment of Educational
Progress (NAEP).  North Carolina, for example, introduced a whole set of pro-
grams designed to increase teacher quality, including boosting minimum salaries,
requiring schools of education to be accredited, investing in improvements in
teacher education curriculum, launching a beginning teacher mentoring program,
and introducing incentives for teachers to become board certified.  Nevertheless,
it is not possible to say definitively how much of the achievement gains should be
attributed to investments in teacher capacity, since such investments generally
did not occur in isolation.  In North Carolina, for example, a whole set of strate-
gies was introduced, including a sophisticated school-based accountability sys-
tem (Grissmer and Flanagan, 1998).

The main lesson to emerge from the research on professional development is
that  there appear to be positive returns from some types of professional develop-
ment but not from others.  Noteworthy as well is that the professional develop-
ment that appears to be most successful in the studies cited here is that embedded
in a comprehensive program for educational improvement, such as standards-
based systemic reform.  Thus, general professional development would seem to
be a much less productive investment than a professional development program
that is closely tied to other components of an overall reform effort.  Importantly,
however, even the studies that show positive effects of professional development
programs are limited, in that they do not compare the returns of professional
development programs in the form of student achievement with the costs of such
programs.
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Final Reflections on Investment Policies to Develop Teacher Capacity

Not included in this set of policies aimed at developing teacher capacity is a
potentially important one—the restructuring of teacher salaries to change the
incentives for practicing teachers, which is included below in the section on
altering incentives to make performance count.  In one sense, the distinction we
have made here between financial investments in capacity and altering incentives
is a bit misleading.  It is designed to distinguish policies that require significant
resources (either new resources or resources transferred from other purposes),
such as raising teacher salaries and investing in professional development, from
those that use the financial system to change the incentives facing teachers.  In
fact, as should be clear from the discussion of the investment policies in this
section, the distinction between capacity building and incentive programs is fuzzy
and in many cases the strategies will be most effective if they are used together.

CHANGING INCENTIVES TO MAKE PERFORMANCE COUNT

The main policy options for changing incentives within the existing system
include changing the incentives of teachers, primarily through changes in the
structure of their salaries, and changing the incentives for schools, using school-
based accountability and incentive programs.

Incentives for Teachers

Teachers are typically subject to a single salary schedule that gives higher
pay to teachers with more experience and with advanced degrees, regardless of
whether the advanced degree is related to what they teach.  While such a structure
could in principle generate salaries that vary approximately with the effective-
ness of teachers, many researchers (e.g., Hanushek, 1986, 1997) have argued that
the resulting pattern of salaries bears almost no relationship to the effectiveness
of teachers and, consequently, that the current salary schedule provides few or no
incentives for teachers to become more effective.  This argument is bolstered by
many empirical studies that find little or no systematic relationship between the
experience or education of teachers and the performance of their students.  While
some researchers (e.g., Ferguson and Ladd, 1996) have found evidence that the
relationship may be somewhat stronger than earlier studies suggest, none dis-
putes the basic claim that the structure of the salary schedule provides little
incentive for teachers to become more effective.  This statement does not imply
that teachers have no incentives to become more effective, only that the salary
schedule itself does not provide those incentives.
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Merit Pay and Career Ladders

Many school districts over the years have experimented with various pro-
grams of merit pay for effective teachers or career ladders that identify effective
teachers and provide them with leadership opportunities in such areas as curricu-
lum and professional development.  For a variety of reasons, merit pay programs
typically have not survived for very long and those that have survived seem to be
in the wealthier districts and have evolved from a true merit pay plan, in which
teachers are rewarded for better work, to ones in which teachers are rewarded for
taking on more tasks (see Murnane and Cohen, 1986).  Although career ladder
programs have shown somewhat more positive results, states typically have not
maintained funding for them in a consistent manner over time (Odden and Kelley,
1997:34).

Several concerns have been raised with regard to merit pay (see Educational
Research Service, 1978; Hatry et al., 1994; Jacobson, 1987; Johnson, 1986;
Murnane and Cohen, 1986).  For a variety of reasons, teachers do not like them.
In part, this reflects the difficulty that principals have had in developing appropri-
ate criteria for measuring the effectiveness of teachers that correspond to profes-
sional standards of good practice.  There is also a widely expressed concern that
merit pay for individual teachers may lead to competitive behavior among teach-
ers and other school personnel.  Those who raise this concern see it as counter to
the view that teachers should be working cooperatively to improve the learning
environment within a school.  Cohn (1996) notes that similar issues arise in other
contexts and, in response to such concerns, incentive pay plans in business often
include a group incentive component.  Other concerns are that districts and states
often fail to provide stable funding for such programs.  That instability both
weakens their incentives and sends a signal that they are not core elements of a
state or district program.

A study by Hatry et al. (1994) of 18 merit pay and career ladder programs
showed that most of the districts were unsuccessful in creating lasting and effec-
tive programs.  Though there were some positive effects in some districts in the
form of reduced teacher turnover and absenteeism, most of the programs suffered
from low teacher morale, high costs, and administrative burdens.  A study by the
National Research Council (NRC) on the potential of merit pay for improving
performance of federal government employees (National Research Council, 1991)
found little direct evidence on which to answer this question conclusively and
concluded that positive effects might be found but could be attenuated by some of
the same factors that have caused concern in education.  While individual merit
pay may have as-yet untapped potential, the difficulties encountered by school
districts that have tried it have led to a shift in emphasis among education policy
makers and researchers to group, or school-based, incentives.
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Linking Pay to Knowledge and Skills

As an alternative both to the single salary schedule and to merit pay or career
ladder programs that provide pay or other benefits in return for performance,
teacher salaries could be linked to the skills and knowledge that research suggests
are needed for teachers to be effective.  Odden and Kelley (1997) argue that this
approach, which in the context of professionals is often referred to as competency
pay, has been successful in the private sector and would be particularly appropri-
ate for an education system focused on raising student achievement.  The goal of
such an approach is to “provide incentives for teachers to develop their knowl-
edge, skills, and competencies in new and more effective forms of pedagogy,
deeper and more conceptual subject matter knowledge needed to teach consis-
tently with the ways children learn advanced cognitive expertise, and the leader-
ship and management skills needed to engage in effective school-site management
and decision making” (Odden and Kelley, 1997:51).

A competency-based salary structure could be implemented in various ways.
One possibility is to introduce into the existing system of teacher licensure and
certification teacher bonuses that are tied to teacher knowledge and skills.  An
alternative is to restructure the whole system of licensure and tenure so that
movement through the various steps is contingent on the teacher reaching higher
levels of professional knowledge (see Odden, 1996:248).  Such a structure would
differ in significant ways both from the current approach to pay and from a merit
pay system.  It would differ from the current system in that advancement and pay
would no longer be based on simple quantitative measures such as years of
experience or advanced degrees.  It would differ from merit pay programs in that
the “best” teachers would no longer be singled out and rewarded with additional
pay.  Instead, a competency-based salary structure would reward teachers for
developing skills that are identified as important, such skills being assessed rela-
tive to predetermined, clear-cut standards.  Rather than creating competition
among teachers, it signals the types of competencies the school or district wants
its faculty to acquire (Odden and Kelley, 1997:81-82).

Restructuring salaries in this way is appealing because it would align salaries
more closely with the goal of raising student achievement.  However, a number of
issues remain and would need to be studied.  The key questions include:  How can
we ensure that the knowledge and skills are the ones that are highly correlated
with how effectively teachers increase student learning?  Would such a package
of skills vary with the types of students that teachers are serving?  How could one
avoid the danger that such skill packages may become uniform and hence inap-
propriate for teachers in some schools?  Is there a danger that teachers will simply
get the additional training in order to increase their salary without transferring the
new skills to the classroom?  Is there any concrete evidence that such an approach
would lead to more effective teaching in the classroom?  As the elements of
knowledge and skills salary structures are introduced, research should be mounted
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to answer these questions.  More widespread implementation should depend on
what those answers are, even though the logic of the proposed change seems
compelling.

Other Financial Incentives

Given the variation across parts of the country and across areas within states
in the size and seriousness of teacher shortages, a variety of other financial
incentives designed to facilitate the move from areas of teacher surplus to areas of
teacher shortage are worth examining.  Such incentives might include, for ex-
ample, bonuses for new teachers and scholarships for teacher candidates in areas
of shortage.  Some states are currently experimenting with such programs.  For
example, Massachusetts recently offered $20,000 signing bonuses to outstanding
teachers throughout the country and expects to process 600 applications for 50
positions (Bradley, 1999:10).  More significant from a structural perspective is
the desirability of states’ reexamining their rules with respect to such issues as the
portability of pensions and teacher licenses.  Current limitations on portability
and the transferability of licenses hinder the movement of teachers from suburban
areas to urban areas as well as across states.  Given that society as a whole has
become increasingly mobile, eliminating some of these impediments to teacher
mobility appears to have potential as a means of keeping good teachers in the
profession and employing them in areas where they will be most productive.

Incentives for Schools

Many states are now experimenting with school-based accountability and
incentive systems designed to focus the attention of schools on increasing student
achievement.  Such programs, for example, in North Carolina, South Carolina,
Texas, and Kentucky, are typically systems administered from the top down, in
that they operate within the traditional public school system and are typically
imposed on schools from above.  A fully developed system would start with a
curriculum and clear content standards describing what the state or district wants
children to know and be able to do.  As part of that step, policy makers would
need to develop a consensus on which subjects are most important and will be the
focus of the accountability system.  The next step is to locate or to develop
assessment tools that generate reliable and valid measures of how well students
have mastered the curriculum.  Those measures of student performance would
then serve as the basis for measuring how effectively schools increase the learn-
ing of their students.  How best to measure the performance of schools is a thorny
issue, and one to which we return below.  The state or district would then provide
a system of rewards and positive incentives for schools to increase student perfor-
mance and would develop a set of sanctions or intervention strategies for low-
performing schools.  As is emphasized below, productive intervention strategies
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for low-performing schools are a crucial component of a well-designed account-
ability system.  In their absence, a school-based accountability system may be-
come simply a system for assigning blame rather than a system for improving
student performance.

Such systems are fully consistent with the goal of altering incentives to make
performance count, given their focus on student outcomes rather than on the
inputs that typically were the focus of state accountability systems in the past.  A
second characteristic is that they focus attention on the school as the improve-
ment unit rather than on the school district, on the teachers, or on the students.
The focus on the school is designed to encourage all school personnel to work
cooperatively toward a common, well-specified goal.  Provided schools are given
more management authority than in the past, the schools then would be in a
position to rearrange the use of resources toward the goal of higher achievement.

One possible disadvantage of the focus on schools as the unit of accountabil-
ity is the free rider problem:  bonuses are typically given to all teachers (and
possibly support staff as well) in an effective school regardless of their contribu-
tion.  A further, potentially more serious problem with the focus on schools is that
good teachers in low-performing schools may prefer to leave such schools in
favor of schools where their chances of earning a financial bonus are higher.

Use of Tests for High-Stakes Accountability

Central to all the school-based accountability and incentive systems is the
measurement of student performance, as typically measured by test scores.  In
Chapter 4, we commented on the current status of assessment.  We turn here to
the uses of tests for high-stakes accountability.

Because student test scores are so highly correlated with student background
characteristics, it is essential that school-based accountability systems focus on
gains in, rather than levels of, student performance.  Otherwise the indicators of
success would measure the background of the students rather than the contribu-
tion of the schools to student learning.  Thus, measuring a school’s value-added is
at the heart of any sophisticated accountability system.  Koretz (1996), Meyer
(1996), Clotfelter and Ladd (1996), and Ladd and Walsh (1998) describe the
technical challenges involved in using assessments for educational accountability
and in developing value-added indicators of school performance.  In addition to
the technical challenges are considerations related to costs.  As Meyer and others
note, value-added indicator systems may be costly if they involve frequent testing
and comprehensive data systems containing information on student test scores
and student, family, and community characteristics.  In short, they may require a
major commitment on the part of school districts and states.  Potentially, how-
ever, computer-adaptive tests could provide the requisite data without suffering
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from these shortcomings (Klein and Hamilton, 1999).  The NRC Committee on
Title I Testing and Assessment (National Research Council, 1999c) examined a
variety of issues involved in using assessments for accountability, including the
thorny question of how to determine how much improvement it is reasonable to
expect schools to achieve in a given period and how such expectations can be
determined.

High-stakes testing can have negative as well as positive effects on class-
room practice.  Teachers may focus on the content to be covered on the test to the
exclusion of other relevant material or spend inordinate amounts of time admin-
istering worksheets and drilling students on basic facts in preparation for mul-
tiple-choice tests (Smith, 1991; Koretz, 1996; Linn and Herman, 1997).  Teachers
also may coach students on test items.  Such coaching appears to explain why
Kentucky, a leading state in using tests for school accountability and education
reform, found that large score gains on its state assessment were not reflected in
gains on NAEP or on college admission tests.  Moreover, gains were far higher
on items that had been administered the previous year (Hambleton et al., 1995;
Koretz and Barron, 1998).  Avoiding these negative effects requires that policy
makers  desiring to use test scores for high-stakes purposes be aware of such
potential misuses and ensure that testing programs build in the necessary features
to minimize distortions in both classroom practice and test results.

Another danger in high-stakes testing is that tests may be misused.  Tests are
created with specific uses in mind.  Experts agree that the validity, reliability, and
fairness of a test can only be assessed in the context of how the scores on that test
are used.  Policy makers, practitioners, and the press, however, are prone to use
test scores to meet a variety of needs, many of which may not have been antici-
pated by test developers.

North Carolina, which developed tests specifically for its new school-based
accountability program, provides an example.  Faced with the pressure from that
program, several school districts are now trying to shift the pressure for perfor-
mance down to the student level.  Some school districts, for example, are now
requiring that students who do poorly on the state test go to summer school and,
if they continue to fail the test, to be held back.  The controversial issue here is
whether the state test, which uses matrix sampling and was developed for the
purpose of school-wide accountability, is valid for the purpose of individual
accountability.

The NRC Committee on Appropriate Test Use concluded that existing
mechanisms for enforcing appropriate test use (mainly professional norms and
legal action through administrative enforcement or litigation) are inadequate and
suggested consideration of possible new methods, practices, and safeguards (Na-
tional Research Council, 1999a).  The committee did not recommend a particular
strategy or combination of strategies, but it noted that promoting proper test use
will require multiple strategies.
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Recognition, Rewards, and Sanctions

Rewards for effective schools can take the form of public recognition or cash
bonus for effective schools or teachers and staffs within the schools.  While views
about the importance of the financial awards differ, two concerns about them
arise.  One is that if they are large, they may encourage teachers and others to go
to inappropriate lengths to win awards, including, for example, outright cheating,
examples of which have been found in both Kentucky and Dallas.  Other less
nefarious changes in behavior may ultimately have even greater consequences.
For example, to the detriment of low-performing schools, the existence of finan-
cial bonuses provide good teachers at those schools new financial incentives to
transfer to a school where they are more likely to win an award.

If financial rewards are part of the program, the experience from several
states suggests that they be funded by a reliable funding source.  If the funding is
subject to an annual appropriation, teachers may be skeptical about whether it
will continue to be available (see the example of Kentucky in Elmore et al.,
1996).  The history of funding of such programs in other states does not bode well
for teachers’ confidence that funds will be forthcoming in the future.  For ex-
ample, both Indiana and Texas included funding in their programs in the early
1990s but both have now eliminated funding for teacher bonuses.

Potentially even more significant than the positive recognition and financial
awards for effective schools is how the state or district treats the poorly perform-
ing schools.  Accountability programs typically include both intervention strate-
gies and sanctions for such schools.  The experience from the various states
suggests that state policy makers have more work to do in determining the best
approach for dealing with the low-performing schools that are identified by the
accountability systems.  Sanctions will work only to the extent that fear of being
sanctioned forces schools to improve their performance before they are sanc-
tioned.  The application of sanctions after the fact is problematic in that it may
hurt the students as much, or more than, the personnel being sanctioned.  Techni-
cal and financial assistance may be able to improve school performance in some
cases, but it is unlikely to be helpful in all.

Will Such Incentive Programs Increase Student Achievement?

There is no simple answer to this question, although three types of research
shed some light on the issue.  First is evidence from the experience with similar
incentives from the private sector, which shows that programs should not be
viewed as a substitute for good management, which includes ensuring that teach-
ers have the capacity to perform their jobs and providing a positive work environ-
ment.  In addition, empirical evidence from the private sector is neither solid
enough to conclude that financial incentives generate large increases in produc-
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tivity nor detailed enough to provide much guidance for the design of incentive
programs in the education sector (Kohn, 1993; Nalbantian and Schotter, 1997).

A second source of evidence is studies of two specific accountability pro-
grams.  To our knowledge, these are the only systematic studies of the effect of
the programs on achievement.  The first study examines the Dallas accountability
program (Ladd, 1999), and the other examines the five-year experience of Char-
lotte, North Carolina, with its Benchmark Goals Program (Smith and Mickelson,
forthcoming).  The Dallas study examines the impact of that program on student
performance on the Texas Assessment of Academic Skills (TAAS), a test that is
linked to the state’s curriculum and that serves as the basis for the statewide
accountability system but is only one of two tests used in the Dallas system.  The
study design involves comparing the paths of student outcomes in Dallas schools
to those in five other big Texas cities during the period that included the year
before the Dallas program was implemented (1991) and the following four years
(1992-95).  This study finds evidence of gains in student achievement for whites
and Hispanics but not for black students.  Other positive effects included greater
declines in the dropout rates and greater gains in attendance rates in Dallas than in
the other big Texas cities.  The study of Charlotte’s program is less encouraging,
in that it finds few or no gains from the incentive system (Smith and Mickelson,
forthcoming).

One possible explanation for this mixed evidence of gains in achievement is
that neither the Dallas nor the Charlotte program was embedded in an overall
program of education reform.  The need to embed such accountability programs
in larger overall reform programs that include, for example, the development of
professional capacity emerges as an important lesson from the experience with
such programs to date.  Evidence for this conclusion comes from the work of
researchers under the auspices of the Consortium on Policy Research in Educa-
tion (CPRE) designed to examine various theories of teacher motivation
(Heneman, 1997; Kelley, 1997).  They found that teachers within a school were
more motivated to exert effort when the school met a variety of enabling condi-
tions, including having a curriculum aligned with the state assessments, adequate
revenues, strong districts and principal leadership, and adequate professional
development for all teachers in the school.  Further suggestive evidence for this
conclusion emerges from the rapid gains in North Carolina test scores that were
mentioned earlier.  The combination of that state’s accountability system and
professional development strategy appears to be having a positive impact on
student achievement.

EMPOWERING SCHOOLS OR PARENTS OR BOTH TO MAKE
DECISIONS ABOUT THE USE OF PUBLIC FUNDS

The fourth generic finance strategy is to give more power to schools to spend
as they wish or to parents who can use it to pay for the school of choice for their
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child.  Thus, compared with traditional funding mechanisms, this strategy pro-
vides for a lot more choice and flexibility, both on the part of the schools and on
the part of parents and their children.  Such a strategy can be implemented
through policies that alter the existing public school system in mostly incremental
ways (for example, by giving public schools control over finance and other
decisions) or through policies that effect major changes in the overall governance
system (e.g., by permitting charter schools to operate outside the traditional regu-
latory system or giving vouchers to parents to use at either public or private
schools).  The more spending authority is given to the schools, the freer they are
to make their own trade-offs between the quality and quantity of teachers, be-
tween the number of teachers and other staff, and between personnel and other
inputs such as computers and library books.  The best example of this approach in
the United States is illustrated by the funding of charter schools.  Once such
schools are granted a charter, they are funded on the basis of the number of pupils
they serve and are free to use those funds to achieve the purposes set forth in the
charter.  Because of the flexibility given to charter schools, the programs they
offer inevitably would differ one from another in significant ways.  For that and
other reasons, the freedom for parents to choose whether to send their child to a
particular school would be a logical component of this type of funding arrange-
ment.

By giving existing schools more flexibility in the use of funds or encourag-
ing the establishment of charter schools, policy makers hope to promote innova-
tions that will improve the quality of education.  The incentive to provide a
high-quality education comes from the fact that, if schools do not do so, they will
lose students and will lose the funding associated with those students.  A varia-
tion of this approach, but one that is consistent with the concept of introducing
more flexibility into the provision of education, is to have schools or school
districts contract with the private sector to provide educational services.  Support-
ers of more contracting hope to harness the profit motive of the private sector to
make the provision of education more efficient.  Significantly, the expansion of
the charter school movement  has increased interest in the use of private firms,
either as firms hired by the developers of charter schools or, in the states where it
is allowed, as the developers of new charter schools.

When funds are, in effect, given to parents, the parents have more say about
which school their child attends.  As noted in Chapter 5, funds can be given to
parents in various ways, including tax credits for tuition or other educational
expenses or in the form of vouchers for education that can be used in any school,
whether it be public or private.  Many arguments can and have been made for
giving parents more choice over the schools their children attend.  One of these is
to encourage schools, both existing schools and new schools, to be more respon-
sive to parental demands than they currently are, which would improve the qual-
ity of education to the extent that parents are looking for quality.  Another is the
view that when parents are free to choose the schools their children attend, each

Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


ACHIEVING GOAL 1 185

school may become a more coherent community with a shared mission and
shared set of values than is the case when children are assigned to schools.  The
hope is that this shared sense of community would make each school a more
effective organization and hence able to provide higher-quality education.  As
Brandl (1998) notes, these two mechanisms of competition and community
through which parental choice might improve schools need not be in conflict and
would complement each other in a well-designed system.

Much has been written on these strategies for improving schools.  In a book
of this type, we obviously cannot do justice to all the literature.  Our more limited
intent in the following sections is to rely primarily on empirical studies to deter-
mine how likely it is that strategies of this type will increase student achievement
or, alternatively, will generate any given level of achievement in a more cost
efficient manner.  We start with the school-oriented strategies of site-based man-
agement, charter schools, and contracting with private firms.  We then turn to
various policies that enhance parental choice.

Effects of School-Oriented Strategies on
Student Achievement and Efficiency

Although we begin this section with school-based management (SBM), it is
worth noting that most so-called  SBM programs in the United States to date have
included only limited financial autonomy.  Hence, we have little direct U.S.
evidence on the effects of giving schools more financial autonomy.  Nonetheless,
the findings from the literature are suggestive.  Charter schools, in contrast,
provide a better example of meaningful devolution of financial authority to the
school level, but as the evidence on the effectiveness of charter schools is still
quite limited and the jury is still out on their effectiveness in promoting high
achievement and encouraging innovation.  Moreover, limitations on capital fund-
ing for such schools have put them at a disadvantage.  Finally, the limited expe-
rience with contracting between school districts and private firms provides more
insight into the nature of contracting problems than it does about any potential of
that strategy.

School- or Site-Based Management

Studies that have examined the decentralization of authority to schools have
raised questions about the logic of the theory (Hannaway, 1993, 1996; Wohlstetter
and Odden, 1992).  One expectation, for example, is that school personnel and
parents, as opposed to administrators in the central office, will focus more di-
rectly on teaching and learning.  Studies show, however, that the participation of
school-level participants, in particular parents and teachers, is weak (e.g., Malen
and Ogawa, 1988; Easton and Storey, 1994; Hess, 1993) and that decisions do not
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seem to focus more heavily on teaching and learning concerns (e.g., Hess, 1993;
Weiss and Cambone, 1994).

Consistent with this finding, a review of 18 studies by Summers and Johnson
(1996) found not only little effect on student achievement but also little effect on
the expected behavior of schools and school participants.  Few of the studies even
attempted to estimate impacts on achievement (suggesting that higher student
achievement may not have been the goal) and those that did estimate impacts on
achievement found no statistically significant impacts, although some found that
school-based management programs had a positive, but small, impact on student
attendance.

The most dramatic U.S. experiment with decentralization of authority to the
school level is the 1988 Chicago reform that set up 550 local school councils in
which parents had a statutory majority and which had the authority “to hire and
fire the school principal, determine the school’s educational priorities, and ap-
prove the spending of discretionary funds, eventually amounting to half a million
dollars or more” (Shipps et al., 1998:1).  The effects on student achievement were
mixed at best.  Some schools appeared to have improved student performance;
others remained unchanged; and some performed worse (Bryk et al., 1998).
About half the schools did not seem even to take advantage of the freedom and
resources offered under the law to try to change their schools (Sebring et al.,
1996).  Some people have interpreted the fact that in 1995 Chicago increased
central control in a striking way as an  indication of the instability of decentrali-
zation reform efforts, which calls into question whether this form of school
governance can exist in the turbulent and politically charged environment of big
U.S. cities.  However, others have interpreted the change as the logical extension
of a decentralization strategy that is designed to increase student achievement
(see Hess, 1999).

Odden and Busch (1998), drawing on an extensive body of recent research
studies, conclude that newer strategies of SBM point to a series of organizational
conditions that must exist at the school level for SBM to lead to improved student
achievement.  In their view, there are nine key steps that must characterize SBM:
center change on student learning and a rigorous instructional program; involve
all teachers in decision making; allow schools to recruit and select staff; invest in
training and professional development; create a professional school culture; cre-
ate a comprehensive school-based information system; provide rewards and sanc-
tions; select principals who can facilitate and manage change; and give schools
control over their budget.

Charter Schools

Charter schools represent a more complete form of decentralization than
school-based management, in that schools are exempted from much district and
state regulation in exchange for the accountability that comes from the possibility
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that their charter will be revoked or of other sanctions imposed by the state.
Charter schools are a relatively recent phenomenon, and few systematic studies
about them are available.  While no information is available yet on their contribu-
tion to student achievement, some information is available on whom they serve,
limitations related to accountability, their effect on public schools, and the prob-
lems they face in obtaining funding.

Contrary to opponents’ predictions, the early experience with charter schools
does not support the view that they disproportionately serve white and economi-
cally advantaged students (U.S. Department of Education, 1998b; Vanourek et
al., 1997).  The second-year report of a national study of charter schools showed
that, while in 1996-97 they enrolled a smaller proportion of students with dis-
abilities than other public schools in their state, their racial composition, the
proportion of low-income students, and the proportion of students with limited
English proficiency were similar to statewide averages.  Moreover, when the
analysis was extended to the district level, it showed that about 60 percent of
charter schools were not racially distinct from their districts and another third
enrolled a distinctly higher percentage of minority students than the district.
Racial/ethnic enrollment patterns differ, however, across states with charter
schools, with some states (California, Colorado, and Arizona) having a somewhat
higher average percentage of white students in charter schools than in all public
schools, whereas others (Massachusetts, Michigan, Minnesota, Texas, and Wis-
consin) had lower average percentages of white students in charter schools (U.S.
Department of Education, 1998b).

With respect to accountability, Wohlstetter and Griffin (1998:14-15) found
that in practice “the myth of greater accountability for charter schools far ex-
ceeded the reality.”  Although the 17 schools in their study reported that they
appreciated the value of a sound accountability system, not one had such a system
in place and the schools derided the use of externally imposed standardized tests
because they would not assess accurately what the school was trying to accom-
plish.  Similarly, a study of charter schools in ten California districts (UCLA
Charter School Study, 1998) reported that, in most instances, charter schools
were not yet being held accountable for enhancing the academic achievement of
their students; they were more likely to be held fiscally accountable.

One of the rationales for charter schools is that they will promote greater
effectiveness and efficiency in regular public schools.  In the only study of this
issue of which we are aware, Rofes (1998) conducted case studies of 25 randomly
selected school districts in which charter schools were operating.  Although more
work on this issue would be desirable, his findings are suggestive.  Based on
interview data, he concluded that about one-quarter of the school districts re-
sponded to charters in an energetic way and had significantly altered their educa-
tional programs.  In one district, for example, the formation of a local charter
served as a catalyst for improving the district’s middle school.  Other responses
included opening schools organized around a specific theme, setting up pilot
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schools, creating add-on programs such as an after-school program or an all-day
kindergarten, and offering more diverse activities or curricular resources.  An-
other quarter of the respondents responded more moderately by making signifi-
cant efforts to aggressively market their schools to the public or by becoming
more receptive to community input.

From the perspective of school finance, the most striking aspect is the finan-
cial disadvantage under which many charter schools operate.  In many states,
charter schools receive as operating expenses just the state share of operating
revenues, not the combined state and local revenue that is available to the public
schools.  Even more burdensome is the lack of capital and start-up funds.  A large
percentage of charter schools, particularly those for which the charter was granted
by nondistrict entities or those that are start-up schools, have no access to local
district funds levied for capital improvements and do not have access to the
capital market.  As a result, most charter schools, are forced to use a portion of
their operating funds or to seek funds from private sources to secure, furnish, and
maintain facilities (Bierlein and Fulton, 1996). Furthermore, except in two states
(Arizona and New Mexico), charter schools receive no extra state support for
planning or implementation.

Without minimizing the conceptual difficulties of determining a charter
school’s fair share of funding, the committee simply notes that charter schools in
most states have not been put on the level playing field with the public schools
that would allow them to compete effectively.  At the same time, we note that fair
treatment with respect to the financing of capital facilities could increase overall
costs of providing education unless existing school facilities are turned over to
the charter schools or are sold or rented out.

The jury is still out on charter schools.  Early interest and enthusiasm for
them has probably been far greater than most policy makers expected, but the
difficulty of establishing these schools is probably also far greater.  Moreover, no
information is yet available on their impacts on student achievement.

Contracting with Private Firms

Contracting with private firms would appear to have some important advan-
tages over the alternative of enabling groups to set up charter schools.  Unlike the
charter schools for which start-up capital is a serious problem, private firms have
access to capital that allows them to expand and make investments.  In addition,
because firms could run multiple schools, they are able to operate like a “virtual”
school district and can ensure that the schools they run have sufficient capacity to
operate effectively.  In addition, they have strong incentives to provide quality
control to preserve the firm’s reputation.  Third, contracting gives the school
district more control over the types of schools being provided without its being
involved in the running of the schools.  However, the well-publicized experiences

Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


ACHIEVING GOAL 1 189

of Baltimore and Hartford with the private firm of Education Alternatives Inc.
(EAI) did not give contracting a good name.

Part of the problem in Baltimore was that the school district negotiated a bad
contract with EAI that required the district to pay more to EAI to run nine
elementary schools than it would have cost to run the schools themselves.  This
outcome occurred because the district agreed to pay the average per-pupil cost of
running all schools in the district rather than the average cost of running the
cheaper elementary schools (Walsh, 1995; Brown and Hunter, 1996).  Despite its
additional funds, EAI was unable to produce any positive effects on student
achievement.  Although EAI initially released test score results that showed
improvements in the schools it managed, these scores were later discredited when
the Baltimore school district released district scores that showed student perfor-
mance in the EAI schools was lagging.  A University of Maryland study also
shows that EAI schools in Baltimore produced no real difference in student
performance or in the impact of technology on learning (Molnar, 1996).  For this
reason, as well as concerns by the district about some of EAI’s practices, such as
moving students out of special education classes and the use of college interns as
teachers’ aides, Baltimore terminated its contract with EAI in 1995 (Molnar,
1996).  The experience of Hartford was a bit different, in that EAI was hired to
perform back office management functions in that city rather than to operate the
schools, but that contract too was cancelled in early 1996.

The Edison Project has had the longest history in operating contract schools,
but data on its effects is limited and the number of schools still relatively small.
Thanks in part to the growth of charter schools, however, the firm is now grow-
ing.  The school year 1997-98 marked the third year of Edison’s operation and at
that time, the company had 25 public school partnerships serving nearly 13,000
students.  For 1998-99, the number of schools was expected to increase to 75.
The only data available on student test scores are reported by Edison itself (al-
though they are compiled by independent researchers).  Comparisons of changes
in test scores between Edison’s student and a control group indicated some posi-
tive effects overall (Edison Project, 1997).  At least one school showed striking
gains, but in others there were small declines.  No public information is available
on the other private firms, including the Sylvan Learning Systems, that have
emerged in this market.

In sum, solid information on the effects of these initial trials with private
firms is limited.  Moreover, little is known about how such firms will behave over
time as their need to show profits increases and, indeed, it is not yet clear whether
the firms will be able to provide a high-quality product and still make a profit.
The one bright light for the Edison Project and other private firms is that the
expansion of state charter school legislation has opened up a new opportunity to
run schools as charter schools, which could give these firms a chance to grow
enough to benefit from economies of scale.
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Conclusions About School-Oriented Policies

On the basis of the evidence, we cannot be assured that any of these ap-
proaches will by itself fulfill the goal of higher achievement in a cost-efficient
manner.  However, we note that the newness of the charter school movement
makes it difficult to evaluate.  Charter schools may well fulfill their proponents’
predictions about exerting productive impacts on the rest of the public school
system sometime in the future, and indeed preliminary evidence of these impacts
is positive in some areas.

In fact, in the committee’s view, some of these options are likely to be quite
promising for the goal of increasing achievement, especially if they are included
as part of a larger education reform strategy that encompasses, for example, clear
outcomes-based accountability standards.  Additional flexibility at the school
level may be crucial as a way to achieve greater achievement, given the absence
of a clear and identifiable production function for education that applies to all
students.  However, that flexibility will be productive in increasing achievement
only to the extent that higher achievement is the goal, that schools are somehow
held accountable for achievement, and that teachers have the capacity to teach
effectively and students the capacity to learn.

Effects of Greater Parental Choice on
Student Achievement and Efficiency

Many parents already exercise school choice, through their choice of where
to live or by electing to enroll their children in private schools.  One problem with
the first form of choice is that by bundling the choice of school with the residen-
tial choice decision, any tendencies toward residential segregation by income or
race will be exacerbated.  Another disadvantage to either form of choice is that
not all families can exercise it equally.  Rather, wealthier families have more
options than poorer families as they can more easily move to another location, or
alternatively they could send their children to private schools.  Moreover, low-
income families in big-city school districts have even fewer choices than others,
since even if they move to another location within the city they still receive
education services from the same district.  We return in Chapter 7 to the implica-
tions of the constrained choice available to low-income families in large urban
areas.

Various strategies have been proposed, and implemented, to expand parental
choice and to break the connection between residential location and choice of
schools.  Historically, the goal of many strategies that provide for more choice
within a district, such as for example magnet schools and controlled choice
programs, had more to do with reducing racial segregation than with increasing
student achievement or making schools more efficient.  Newer forms of parental
choice include open enrollment schemes that allow children to choose schools in
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other districts, charter schools, and vouchers that can be used in any public or
private school.

Of interest here is what we know about the effects of parental choice either
on student achievement or on the productive efficiency of the education system.
Economists have been particularly interested in the issue of efficiency, so we
begin with some theoretical predictions about choice that emerge from the eco-
nomics literature before turning to the empirical evidence.  Our attention here to
the predictions from economic theory are not intended to discount other mecha-
nisms, such as the contribution of parental choice to the development of schools
as organizations with shared values, which also could lead to greater productiv-
ity.  Instead, we include the economic predictions here because of the insight they
provide about different forms of choice programs.  The point is that choice
programs differ in their potential to increase the efficiency of the education
system.  Moreover, the impacts of the various choice programs are likely to vary
by type of district.

Economic Predictions About Different Forms of Choice

Economic theory suggests that schools or districts will operate inefficiently
unless they are disciplined by competitive market pressures.  Given this perspec-
tive, not all forms of parental choice are likely to be equally effective in promot-
ing production efficiency.  For example, choice programs within districts may
provide pressure for individual schools to become more effective as they attempt
to retain students, but provide no pressure for the district administration itself to
become more efficient.  Choice programs between districts could provide some
of that pressure, as districts would be in danger of losing some of their students to
other districts.  However, in an interdistrict choice program, some economists
worry that an important link between education quality and housing values will
be weakened.  According to this argument, residents in a district have an incen-
tive to care about the quality of education provided by the district to maintain
housing values in the district.  With an interdistrict choice program, students have
access to the district’s school without residing in the district, which breaks the
link between the quality of neighborhood schools and house values, and thereby
the monitoring function could be weakened.  These two offsetting incentives
could conceivably lead to a reduction of school quality in a district.

Charter schools are, in principle, quite different from other forms of public
school choice because of the potential for entry and exit.  Unlike other forms of
choice, charter schools have the potential to undercut the monopoly power ac-
corded to a public school in a typical public system in the United States.  A
charter school might enter and supplant an ineffective public school.  Similarly, a
charter school is not endowed with the monopoly rights to a geographic area in
the way that public schools typically are.  So, in principle, the force of entry
brings charter schools closer to the textbook competitive norm than other forms
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of open enrollment.  Similarly, voucher-like arrangements have the potential to
encourage entry of schools that would potentially supplant ineffective public
schools.  The significant point here is that many economists believe that parental
choice is likely to lead to the greatest gains in productive efficiency when there is
the potential for a supply-side response in the form of the entry of new schools or
the closing down of existing schools.

Types and Quality of Empirical Evidence

Empirical evidence on the effects of parental choice on achievement and
productive efficiency comes in various forms, some of which are more reliable
than others.  Because there has been a large amount of choice within the educa-
tion system for a long period of time, there are a huge number of studies of the
effects of choice.  Not all of these studies, however, shed light on the question in
which we are interested:  Would the introduction of significantly more parental
choice into the education system increase achievement or the productivity of the
system?  Moreover, some of the studies are far better than others, either because
of the study design or because of the quality of the data.

The evidence, which is far from perfect, provides some limited support for
the view that parental choice can lead to better educational outcomes.  This
evidence comes from a number of sources.  Rouse (1997) and Greene et al.
(1997) found that students in the Milwaukee voucher program showed achieve-
ment gains, especially in mathematics.  Evidence from some of the privately
funded programs has also begun to emerge:  Peterson et al. (1998), for example,
found that New York students who received vouchers from a private foundation
scored higher on standardized tests.  This study is noteworthy because it is the
first one to be based on a true experimental design.  Because the program was
oversubscribed, those who were awarded a voucher were selected at random.
Thus the evaluation is based entirely on the comparisons between those who were
selected and those who were not selected for a voucher.2  In addition, there is
some evidence that Catholic schools are more effective than public schools.
Evans and Schwab (1995), for example, find that Catholic school students are
more likely to finish high school and go on to college.

But while this evidence is suggestive, it would be very difficult to argue that
it constitutes an ironclad case in favor of more parental choice.  In many cases,
researchers looking at the same problem have come to very different conclusions.
Witte et al. (1995), for example, conclude that the Milwaukee experience offers
no evidence that private schools have been more effective.  Neal (1997) and

2Issues still arise about how to handle the applicants who were awarded a voucher but did not use
it, especially given that the researchers had a lower success rate in testing those students than in
testing the students who used the voucher.
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Figlio and Stone (1997) conclude that while urban minority students often realize
significant benefits from a Catholic school education, Catholic schools are no
more effective than public schools for other types of students.

The problem here in part is the ability of researchers to control fully for
unmeasured differences among students and families.  To be sure, the recent
studies of Catholic school students have made great strides compared with earlier
studies in controlling for the selection bias that arises because the students who
choose differ from those who do not. Nonetheless, Catholic school students and
students who use vouchers to attend private schools in Milwaukee differ from
other children in at least one fundamental way that is difficult to control for using
standard statistical procedures: someone was willing and able to take the neces-
sary steps to take them out of the public schools.  Research (e.g., Wells and Crain,
1997) has shown that parent-child relationships are very different in families that
exercised their option to participate in a school-choice plan.  Choosers (in all
income groups) are more actively involved in their children’s educations and
more actively direct their children in important decisions.  It is possible to mistak-
enly attribute the success of children whose parents choose private school for
them to the school rather than to differences in parenting.  Similar problems will
arise if private schools are able to successfully screen potential students or expel
students as a result of poor behavior and poor academic performance.  (This
problem, however, does not apply to the New York City privately funded voucher
program described above.)  Hence, evidence from the statistical studies is at best
suggestive.

Of interest is not only the effect of choice on the achievement of the choosers
but also its effect, through the competition for students, on the traditional public
schools.  In addition to one interview study on this issue related to charter schools
already cited (Rofes, 1998), more general research on this question is provided by
Caroline Hoxby, who makes use of the variation across school districts in the
amount of competition they face naturally from public schools in other districts
or from private schools to draw inferences about the effects of a voucher program
on overall student achievement.  Hoxby (forthcoming) concludes that districts
with less concentration of enrollment (more competition) have higher test scores
and that competition makes a bigger difference in districts with less educated
adults (where less than 20 percent of the adults have a bachelor’s degree) and in
districts in states with more local control.  Because this study focuses on the form
of choice that is most common in the United States, choice among public school
districts, the evidentiary base is large.  Moreover, the study is ambitious in that it
uses data from a number of large U.S. databases and explicitly addresses the
potential problem of reverse causation.

In two other studies, Hoxby (1995, 1996) measures the effect of competition
from private schools and concludes again that such competition increases the
achievement of students in the public schools.  If Hoxby’s results are correct,
they are potentially very important. However, technical criticisms have been

Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


194 MAKING MONEY MATTER

raised in connection with her papers on private schools as well as some questions
of interpretation (Kane, 1996).  In addition, in contrast to the Hoxby findings, a
new study by Sander (forthcoming) that examines the effects of private schools
on the achievement of public school students in Illinois finds no direct effects.
Like Hoxby, Sander uses Catholic religion as a means of identifying the private
school effect, and in particular, of addressing the statistical problem of simultane-
ity that arises because in areas with poor public schools more students are likely
to opt out of the public school system in favor of private schools.  Given these
conflicting findings, the question of the effect of competition on public schools
must be considered unsettled at this point.

In sum, the U.S. research on parental choice, including choice that extends to
private schools, is limited largely by the absence of experience on a large scale
with voucher programs or with broad-based choice programs that break the link
between residential location and school choice. Much remains to be learned
about the potential for choice to increase student achievement.  The most urgent
context for that additional learning appears to be in urban areas, with their large
concentrations of disadvantaged students.

It is worth noting, however, that other countries have had more experience
with parental choice programs that break the link between place of residence and
schooling, including some public funding of private schools, than has the United
States.  The experience from Europe with those programs provides reasonably
clear evidence of the potential for an undesirable side effect of some choice
programs, namely that schools may become more socially stratified
(Vandenberghe, 1996, for Belgium; Ambler, 1994 for France; and Karsten, 1994,
for The Netherlands).  The mechanism by which competition might increase
stratification is intimately tied with how parents choose schools. For example, to
the extent that parents’ perceptions about the quality of a school depend in part on
the socioeconomic characteristics of the students in the school, parents will tend
to transfer their children into districts or schools with higher average incomes
(Fossey, 1994; Armor and Peiser, 1997; Fowler, 1995; 1996).  In Scotland, which
includes state-subsidized private schools and public school open enrollments,
most parents appear to choose schools based on the social status of the student
body (Glenn, 1990).  Similarly, Echols and Willms (1995) find that Scottish
parents who choose are more educated, have a higher occupational status, and
tend to select schools with high average test scores and socioeconomic status.

School choice programs will not necessarily increase social stratification.
Indeed, there are many examples in the United States (such as the experience
with magnet schools and with some of the new voucher programs that are re-
stricted to low-income parents) that do just the reverse.  Such an effect can be
avoided by careful attention to the design of a choice program, an issue to which
we return in Chapter 9.
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CONCLUSIONS

Although this review of knowledge provides no silver bullet strategy for
raising student achievement, it provides a variety of promising policy directions
for designing an improved financing system, one that will harness school finance
more closely to the goal of increasing achievement for all students.  Provided the
existing system of school governance is maintained essentially in its current
form, the committee’s main conclusions are that capacity building and incentive
strategies must be designed with careful attention to their effects on student
achievement and that they will need to be combined in thoughtful ways if they are
to promote the goal of higher achievement for all students in a cost-effective way.
For example, a policy of investing in the capacity of existing teachers is likely to
be more effective if it is combined with a change in incentives that make perfor-
mance count than if it is implemented by itself.  Similarly, the success of a
program designed to hold schools accountable may depend on the extent to which
teachers have access to the skills they need to improve the performance of their
students.  That still leaves open for policy makers, however, the significant choice
of whether to try to promote higher achievement and greater productivity of the
education system primarily within the context of the existing system or to opt for
major changes in the system of school governance.
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Achieving Goal 2:
Breaking the Nexus

Completely severing the link between the background characteristics of stu-
dents and student achievement will require much more than changes to schools
and the school finance system.  By themselves, schools cannot be expected to
overcome the serious social, economic, and political inequities that contribute to
large disparities in the academic achievement of children from different racial,
ethnic, and economic backgrounds.  At the same time, in the committee’s judg-
ment, schools, and the system of which they are a part, can and must do more to
reduce the link between family and student traits and student achievement.

To that end, this chapter explores options for aligning finance policies with
this goal.  Finance policies with particular relevance for goal 2 include cost-
adjusting school funding formulas and addressing inequities in access to facilities
and technology funding; investing in children’s capacity to learn via early child-
hood interventions and links between education and other community services;
investing in schools’ capacity to educate via reforms to enhance teacher quality,
reduce class size, or adopt whole-school redesigns; altering incentives by rethink-
ing the use of categorical programs such as Title I and special education; and
giving schools or parents—or both—more control over how education dollars are
spent.

REDUCING FUNDING INEQUITIES AND INADEQUACIES

If money did not matter, the large disparities in school funding across dis-
tricts and states that have been so persistent over time might not matter very
much.  However, not only is the committee convinced that money can matter, but
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we also are convinced that it can and should be made to matter more.  Indeed, that
is the intent of many of the finance reform strategies discussed in Chapter 6.  The
problem is that the more successful those strategies are, the more likely it is that
the effects of funding disparities will be magnified to the detriment of the chil-
dren in the underfunded schools.  Given that many of the children in those
schools are likely to be from disadvantaged backgrounds, the goal of reducing the
nexus between family background and student achievement will require even
greater attention than in the past to reducing those funding disparities and inad-
equacies.  We reiterate the point we made at the outset:  basic fairness compels
attention to continuing inequities in American education.

Why has it been so hard to reduce these inequities?  The answer lies more in
the political tensions resulting from values in conflict than in lack of technical
knowledge.  Technical problems certainly exist; for example, measures don’t yet
exist that capture fully the differences among states in state tax wealth and effort,
thus complicating efforts to design a fair way for the federal government to assist
struggling states.  The technical problems, however, are amenable to at least
proximate solutions.  The political challenges are more vexing.  In most states, it
has been politically difficult to redistribute resources from wealthy to poor dis-
tricts, and only with pressure from the courts have states reduced some of the
historical inequities.  Federal aid constitutes so small a proportion of education
funding that it is limited in its ability to overcome disparities within and among
states.

While we have no easy solutions to the political challenge, we have no doubt
that districts or schools serving disproportionate numbers of disadvantaged stu-
dents will need more funding than other schools if they are to have a chance of
raising their students’ performance to acceptable levels.  To that end, education
finance programs will need to be adjusted to reflect the additional demands that
educationally at-risk students place on schools.  Hence, policy makers will need
to include need-based cost adjustments in school finance formulas.  In addition,
policy makers should be concerned about disparities in educational facilities and
technology funding, which are subject to different finance policies than are cur-
rent operating expenditures and have not received the same scrutiny on fairness
grounds as have the latter.

Adding Need-Based Cost Adjustments to School Funding Formulas

Need-based cost adjustments are important because schools or districts with
large concentrations of difficult-to-educate students face many more challenges
than other schools.  Because their students come to school less ready to learn than
students in higher-income suburbs, successful schools will need to provide more
individual attention to their students and may need to offer smaller classes.  In
addition, such schools will have to pay more to hire teachers to induce them to
teach in relatively harsh environments and, if they are unable to do that, to
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provide more professional development to raise the skills of the teachers they are
able to hire.  Finally, they typically have to spend more to maintain a safe
environment for their students.

In discussing funding adequacy, we emphasized that the amount of per-pupil
funding that would be adequate for a typical district (or school) within a state
would need to be adjusted for the differences across districts in the input prices
they face and in the educational needs of their students if funding adequacy is to
be ensured for all districts.  Failure to make such adjustments works to the
disadvantage of students in large cities, where the costs of inputs are typically
high and where there are large concentrations of at-risk students.

We also pointed out that the art of calculating cost indices that accurately
reflect the additional costs of educating at-risk students raises a lot of thorny
issues that have not been fully resolved.  A large part of the problem is that there
is not a good understanding of the relationship between the inputs used in the
education process and the outcomes produced.  That is, the production function
for education is not well defined in that researchers often cannot find systematic
and stable relationships between inputs and outputs given current levels of out-
puts and current ways of delivering services.  The challenge for analysts is com-
plicated further in considering that production relationship (and its impact on
costs) in a new environment in which outcome standards are more ambitious than
in the past and schools are under pressure to become more efficient in generating
those outcomes.

Yet despite the technical difficulties in estimating indices of how costs differ
across districts because of the mix of students they serve, the committee strongly
urges states to make the effort to develop reasonable indices and to use them in
calculating state aid.  (This could be done either by adjusting general aid formulas
using these indices or by ensuring that the total state aid going to districts,
schools, or students via general and categorical aid reflects cost differences.)
This will require in part the development of better information on the cost of
educating at-risk children.  Some of our suggestions for the improvement of data
collection activities of the National Center for Education Statistics, particularly
about modifying finance data collection to better reflect the costs of programs
and services, are important components in the development of improved cost
indices (see Appendix A).  States and districts should also take advantage of the
improved statistics on children and families in poverty that will become available
on an annual basis when the Census Bureau’s American Community Survey is
implemented in 2003.

Failure to take cost differences into account is detrimental to the districts and
schools with large concentrations of disadvantaged students and can reinforce
rather than reduce the nexus between family background and student achieve-
ment.  At the same time, the committee is well aware that any additional funding
for such districts and schools will not by itself ensure higher student achievement.
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While such funding adjustments may be a necessary step toward goal 2 of break-
ing the nexus, it is clearly not sufficient.

Financing Facilities and Technology

School facilities and technology are financed differently than general operat-
ing expenditures of public schools.  States play a smaller role and while the
federal government provides some support for technology, it provides little sup-
port for building and renovation.  Since it is state and federal funding that tends to
mitigate funding inequities resulting from differences in local wealth, the differ-
ences in financing patterns suggest that access to funds for facilities and technol-
ogy tends to be more unequal across school districts than is funding for current
operating costs.

Facilities

In 1995, the General Accounting Office (GAO) conducted the first compre-
hensive survey of school facilities in 30 years, examining the condition of 10,000
schools in more than 5,000 school districts.  The study found that one-third of
schools had at least one building in need of extensive repair or replacement; two-
thirds had at least one inadequate building feature; and nearly three-fifths had at
least one unsatisfactory environmental condition.  GAO estimated that it would
cost over $112 billion over three years to upgrade facilities nationwide to a good
overall condition and to meet federal laws on accessibility and the removal of
hazardous substances (U.S. General Accounting Office, 1995c).  Moreover, a
second GAO report found that school facilities are not up to the current demands
being placed on them: three-fourths do not have a system or building infrastruc-
ture for modern technology; 40 percent cannot meet functional requirements for
laboratory sciences; more than half do not have flexible instructional space; two-
thirds do not have adequate space for such services as before- or after-school care
or child care (U.S. General Accounting Office, 1995b).

State investments in educational facilities are currently growing, thanks to
the booming economy; in 1998 states devoted a record $15 billion to school
construction (Keller, 1999).  Nevertheless, this level of investment is far below
what GAO suggested is needed.

GAO also found that school conditions varied from state to state and that
schools in central cities and schools enrolling more than 50.5 percent minorities
or more than 70 percent students in poverty were disproportionately likely to
suffer from deficiencies (U.S. General Accounting Office, 1996).  An earlier
study (Parrish et al., 1995) found that urban districts enrolling high percentages
of poor students in 1989-90 spent more of their budgets on core instruction than
on capital outlays, compared to less disadvantaged districts.  Yet these are areas
where construction costs may actually be higher, because of cost-of-living differ-
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ences.  Honeyman (1990) also reported that districts with low taxing ability
demonstrated the greatest level of deferred maintenance.  Ladd (1998) found that
districts in poor fiscal condition devote a smaller share of education spending to
capital outlays than districts in better fiscal condition.  About 10 percent of the
$300 billion spent on public elementary and secondary schools annually is di-
rected for capital expenses, primarily in connection with facilities construction,
renovation, and extensive maintenance.

Facility construction and repair are undertaken through mechanisms and
systems quite distinct from those used to support recurrent education expenses.
Local revenue bonds have historically been the major source of support.  State
involvement has grown since the 1940s, when only 13 states subsidized the
funding of educational facilities: now 40 states provide some funds for capital
outlay (construction or major renovation) and at least 13 states have comprehen-
sive facilities programs (U.S. General Accounting Office, 1995d).  (A compre-
hensive program provides funding and technical assistance, conducts compliance
reviews, maintains current information on the condition of school buildings state-
wide, and has more than one full-time staff member.)

School facilities appear to be an understudied aspect of school finance.  Fa-
cilities finance systems have not been subject to the same equal protection scru-
tiny over the past 30 years as have systems for funding recurring education
expenses.  (This is beginning to change: e.g., the Arizona adequacy court case
was a case specifically about facilities, and a few other court cases have also
addressed facilities disparities.)

Neither has school facilities finance received much attention from either
efficiency or productivity perspectives.  The connection between the quality of
school facilities and student achievement has been difficult to demonstrate (Monk,
1990; Duke, 1998, suggests it has not been much studied), but it has been sug-
gested that the quality of school facilities is important in that they serve to attract
teachers and families differentially to particular school districts where conditions
are better and worse (Murnane, 1981).  Another point worthy of greater research
attention is the efficient deployment of school facilities and the capital they
represent.  In private-sector accounting, these assets would be under heavy pres-
sure to produce outcomes.  In public-sector accounting, these facility assets are
assumed to be necessary and worthy of maintenance.  However, little consider-
ation is given to how these substantial costs can contribute more favorably either
to student achievement or to lowered schooling costs.

Greater attention needs to be paid to facilities and to the relative ability of
districts to fund necessary building and maintenance.  States without programs to
assist districts in equalizing the cost of facilities construction and renovation
should consider establishing them.
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Financing Technology

Technology, if it is used appropriately, has great potential to help students
and teachers develop the competencies needed for the 21st century (National
Research Council, 1999).  Technology financing, however, is more piecemeal
and idiosyncratic than other school financing (Pelavin Research Institute and
American Institutes of Research, 1997).  This is especially problematic given
conclusions like that of the Panel on Educational Technology of the President’s
Committee of Advisors on Science and Technology (1997) that the nation needs
to increase its technology-related expenditures from roughly 1.3 to at least 5
percent of all public K-12 educational spending.  Both the panel and Pelavin
Research Institute/American Institutes of Research, which examined technology-
related issues in depth, point out that initial acquisition costs represent a minority
of technology expenses.  In addition to financing acquisition, schools must be
concerned with making increased provision for technology in their regular oper-
ating budgets to cover, among other things, the costs of training teachers to make
effective use of technology.

The Pelavin/AIR report (1997:39) points out that “[l]ow-income school dis-
tricts are likely to face the greatest funding challenge, not only because their
sources of funding may be limited but also because the cost of deploying technol-
ogy in their schools may be high for various reasons, including having more older
buildings and greater security problems.”  While states and local areas devote
about equal resources to current (operating) expenditures, local governments
contributed twice as much as state governments to expenditures on educational
technology in fiscal year 1994:  40 percent compared with 20 percent; the federal
government contributed 25 percent.  The Pelavin/AIR report (1997:43) noted that
the “piecemeal approach to funding technology prevalent in most schools cannot
sustain widespread, substantial use of technology throughout the nation’s
schools.”  The “exceptional methods” used to date to fund many technology
investments are not likely to be replicable in many schools.  The Pelavin/AIR
report assesses a variety of ways to fund initial technology-related costs and
annual operating costs and emphasizes that state and federal governments have
an important equity role to play in funding technology, as they do in other areas.
It also highlights the need for schools and districts to treat technology separately
in their budgets; technology is unlike any other budgeted expenditure (being a
hybrid of traditional categories like labor and capital and recurring material ex-
pense).  Giving it its own line item or budget category will help in projecting and
planning for future needs and makes it less likely that districts and schools will
ignore the post-acquisition expenditures that will be necessary if technology is to
fulfill its promise in enhancing student learning.

Technology financing is one example of how attention to the capacity of the
educational system to make good use of money interacts with issues of overall
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funding levels and disparities.  We turn in the next section to a broader discussion
of capacity investments that may need to accompany sufficient funding in an
overall effort to break the nexus between student background and academic
achievement.

INVESTING IN CAPACITY

Research on improving the education of disadvantaged students emphasizes
the importance of increasing the duration and the intensity of student exposure
and instruction (Bloom, 1964; Slavin et al., 1989), as well as addressing the out-
of-school conditions that limit children’s readiness to learn.  The following sec-
tions assess several promising investment policies for addressing one or more of
these elements.  The first set of policies involves investments beyond traditional
K-12 education: early childhood programs and programs that link education and
other children’s services.  The second set focuses on finance policies for K-12
schools that might lead to more intense educational experiences for at-risk youth.

Investing in the Capacity of Children to Learn

A strong consensus has emerged among policy makers, practitioners, and
researchers about the importance of increasing investments in the capacity of at-
risk children to learn, by focusing on the school-readiness of very young children
and by linking education to other social services so that the broad range of
educational, social, and physical needs that affect learning are addressed.  Nu-
merous ongoing programs providing early childhood intervention and school-
community linkage provide evidence of the promise and problems of such
policies, suggesting that there is still much to learn about how to make these
investments most effectively.

Early Childhood Interventions

A major question for school finance is whether the nation is underinvesting
in preprimary school education and child care and whether greater investment
would contribute to minimizing later gaps in academic performance between
advantaged and disadvantaged students.  Of particular relevance for achieving
goal 2 is the possibility of increasing the nation’s investment in early childhood
programs explicitly concerned with compensating for social-environmental dis-
advantages or developmental disabilities that are correlated with such later prob-
lems as low motivation and academic underachievement.

Available evidence supports the idea that early intervention programs tar-
geted at disadvantaged children, especially high-quality programs with intense
and comprehensive services, can have a number of positive benefits.  The evi-
dence is strong enough to warrant continued attention to expanding these pro-
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grams.  Much remains to be learned, however, about how to preserve the gains
that disadvantaged children make in early childhood programs, which now tend
to fade over time.  The absence of quality follow-through and the tendency for
other children to catch up mitigate the early initial advantages that preschool
programs can afford (Natriello et al., 1990; Zigler and Muenchow, 1992).  The
lasting effects from these programs seem likely to depend in part on increasing
the effectiveness of K-12 schooling.  As Ferguson (1998:365) points out, the
ideal of universal access to preschool might ironically lead to greater achieve-
ment gaps (he referred to black-white test score gaps) if disadvantaged students
later attend less effective elementary and secondary schools than their preschool
counterparts from more advantaged backgrounds.

Enrollment of children ages 3-5 in preprimary programs has grown rapidly
over the past 30 years, from 27 to 65 percent of the population between 1965 and
1997 (U.S. Department of Education, 1999a: Table 46).1  In 1997, 39 percent of
3-year-olds, 66 percent of 4-year olds, and 88 percent of 5-year-olds were en-
rolled in such programs.  Private school programs dominated public school pro-
grams for 3- and 4-year-olds, while a large majority of 5-year-olds enrolled in
school were enrolled in public kindergartens.

Despite the growth in preprimary schooling, it appears that by comparison to
many other economically advanced nations, the United States invests less in its
youngest children.  Enrollment rates of 3- and 4-year-olds in early childhood and
primary education are relatively low in the United States (Organisation for Eco-
nomic Co-operation and Development, 1996).  Enrollment of 3- and 4-year-olds
in this country is also related to household income, with noticeably higher rates
among families earning over $50,000 (U.S. Department of Education, 1999c:96).
It has been estimated that average annual public spending in the United States on
children from birth to age 5 is only about a quarter of average annual public
spending on children from age 6 to 18, a difference due primarily to expenditures
on elementary and secondary schools (Karoly et al., 1998:108).

Three recent articles review the literature on early childhood interventions
aimed at at-risk children and emphasizing early childhood development (Barnett,
1995; Karoly et al., 1998; Reynolds et al., 1997);2 the three reviews reach very
similar conclusions.  Model or demonstration programs were generally of higher
quality (as measured by such factors as higher-quality staff, closer staff supervi-
sion by experts, lower child-staff ratios, and smaller group size) than large-scale

1Data collection procedures changed in 1994; data for that year and later are not necessarily
comparable to earlier years.

2Early intervention programs with other foci, such as public health programs providing prenatal
care, immunizations, and nutritional supplements and welfare and other safety-net programs, while
an important part of a comprehensive early childhood policy, are not included in the literature
reviews examined by the committee.
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public programs, including Head Start.3  Services varied considerably (and are
not always well documented in the literature, especially for the large-scale pro-
grams).  The focus was generally on children age 2-5, although age of entry and
length of participation differed from program to program.  Services ranged from
classroom services to home visits to parental support and development activities
and health and nutrition assistance.  Model programs had “much higher levels of
funding per child” (Barnett, 1995:28) than did the large-scale programs.  Virtu-
ally all of the programs targeted minority or low-income children.

The research reviews all emphasize shortcomings in the research and evalu-
ation designs that raise cautions about relying too heavily on any particular study.
Research on early childhood programs varies widely on elements as how com-
parison groups were formed, sample sizes, program attrition, and how effects
were measured.  Despite their shortcomings, however, when evaluated together
they lead reviewers to a consistent set of conclusions about what is known and
unknown about early childhood intervention programs.

Early childhood programs can benefit participating children and their fami-
lies along a number of dimensions:  “The hundreds of studies of demonstration
and large-scale programs that now exist provide very strong evidence that most
programs of relatively good quality have meaningful short-term effects on cogni-
tive ability, early school achievement, and social adjustment.  There is also in-
creasing evidence that interventions can produce middle-to-longer-run effects on
school achievement, special education placement, grade retention, disruptive be-
havior and delinquency, and high school graduation.  Debate about the nature of
the very long term effects continues, however.  The cognitive and social benefits
for children are in addition to the physical health, nutrition, and family benefits
associated with program participation” (Reynolds et al., 1997:6).

The debate about long-term effects stems in part from the fact that evidence
about them comes mostly from model rather than large-scale programs.  Given
the advantages that model programs have over large-scale programs in quality
and cost, the implications that can be drawn from them about the likely effects of
large-scale programs as they are currently structured are “inadequate to inform
public policy” (Reynolds et al., 1997:10), although the model program whose
graduates have been followed up for the longest time suggests that the payoffs
from early and high-quality intervention programs might be very substantial
(Barnett, 1995; Karoly et al., 1998).

Fulfilling the promise of early intervention programs depends on making
greater investments in efforts to answer key policy questions where evidence is

3Model or demonstration programs were specifically developed by researchers to study the effects
of particular program designs; many have been implemented at just one site.  Large-scale programs
include the federally funded Head Start program and other state or local programs (some funded with
federal Title I funding).
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currently weak or nonexistent.  In particular, analysts agree that there is still
much to learn about optimal program designs and about whether programs have
higher payoffs when targeted at children and families deemed to be at greatest
risk.  Within the overall at-risk population, little is known about how best to
identify children who would benefit most and how program effectiveness varies
across programs with different attributes.  Better information to guide policy
makers on these key issues could come from investing in more demonstration
programs designed to address the impacts of different program designs, from
making the most of evaluations already under way by funding further follow-ups
and expanding the set of benefits measured, and from making sure that careful
evaluation is a component of any large-scale public program implemented on the
basis of existing knowledge.

Given the current state of knowledge, it is impossible to give a definitive
answer to the question of how much more the nation should invest in early
childhood intervention programs in hopes of breaking the nexus between student
background characteristics and academic achievement.  Clearly such programs
have the potential for making a big difference in children’s lives, but just as
clearly the cost of such programs may be very high.  (Barnett, 1995:46, estimates
that serving all poor children under age 5 in quality part-day or full-day programs
could cost $25 to $30 billion; adding subsidies to nonpoor families could raise
this amount much higher.)  The committee suggests that as policy makers con-
sider the expansion and improvement of early childhood intervention programs,
the following points should be kept in mind.

First, quality counts.  The research evidence indicates that positive effects
come from high-quality programs, which are comparatively costly.  Existing
large-scale public programs like Head Start typically cost less and have lower-
paid and less-qualified staff than the most effective model programs.  Policy
makers may thus need to address the trade-off between serving larger numbers of
children in programs of lower quality or focusing available resources on provid-
ing high-quality services to a smaller group.  Another trade-off may face policy
makers in states striving to reduce class size in the early grades of elementary
schools at the same time they are expanding early childhood programs.  Both
strategies increase the demand for well-trained personnel, who may not be in
sufficient supply (at least in the short run) to provide qualified individuals for
both preschool and school programs simultaneously.

A corollary to this point is that in situations of limited resources policy
makers should consider focusing services on children from disadvantaged back-
grounds if it is impossible to guarantee services to all children.  While the re-
search evidence on how to target early childhood programs among at-risk children
of different ages and with different needs is inconclusive, analysts agree that
early intervention services provided to the disadvantaged have greater payoffs
than services provided to children whose home environments do not place them
at educational risk.
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Second, given the evidence of short-term and possibly significant long-term
benefits from high-quality early childhood interventions, states and local areas
that do not now provide early intervention programs for at-risk children should
consider expanding their efforts.  A recent survey (Mitchell et al., 1998) found
that 39 states fund at least one kind of prekindergarten program, but 11 invest no
funds in either prekindergarten programs or Head Start.  (The survey does not
consider local funding, nor does it count federal investments in Head Start or
other programs.)  State investments vary widely, from $1 million to over $200
million annually; and the number of children served in state-funded prekinder-
garten programs ranges from a few hundred per state to over 40,000.  Programs
differ significantly in the ages served, educational offerings and staff qualifica-
tions, quality control mechanisms, and provisions for planning and evaluation.
While we cannot neatly quantify the need, this variability suggests that some
states should give greater attention to developing high-quality early intervention
programs for at-risk students as one facet of their overall approach to developing
the capacity of all children to learn.

Linking Education and Other Community Services

In recent years it has become increasingly evident to policy makers and
practitioners that improving educational opportunities for at-risk children re-
quires not just reforming schools but also addressing the health, social, financial,
and political inequities of their families and communities.  An impressive array of
programs have been initiated (see, for example, Blank and Steinbach, 1998)
attempting to link and coordinate the many services—including, among others,
education, foster care, protection from abuse and neglect, health care, housing,
employment, and nutrition—that federal, state, and local governments provide to
disadvantaged children and adults.  In many cases, supporters have found the
challenges in linking services larger than they expected; positive program effects
have thus come more slowly than they hoped.  Nevertheless, it is notable that,
despite the difficulties, sponsors continue to believe that a comprehensive ap-
proach to reform is crucial in serving at-risk children and families.  Some impor-
tant lessons have already been learned about the need for stable, permanent, and
sufficient funding accompanied by fewer categorical strings.

Two fundamental principles undergird the growing number of programs
aimed at coordinating services:  (1) children with multiple needs require compre-
hensive and coordinated service strategies and (2) local communities represent an
indispensable asset for effecting linking programs and resources across agencies
and public and private institutions (Hayes et al., 1995).  These principles are
applicable to all at-risk children wherever they live, but they have special power
in high-poverty urban neighborhoods and in distressed rural areas (Stern, 1994),
where the need is especially acute to rebuild community-wide opportunity struc-
tures as well as to improve schools.
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Foundations and local public and private agencies have supported coordina-
tion efforts, and federal and state governments have also encouraged cross-agency
cooperation (Kritek, 1996; Orland and Foley, 1996; Woods, 1996).  Congress has
passed at least 12 laws since 1991 encouraging the development of more coordi-
nated services for children.  Title XI of the Improving America’s School Act of
1994, for example, funds programs designed to encourage local education agen-
cies, schools, or consortia of schools to undertake coordinated services projects.
State efforts mirror the federal concern:  for example, the 1991 Kentucky Educa-
tion Reform Act, passed in response to a court decision invalidating the state’s
school system, required the formation of Family Resource and Youth Support
Centers.  Initially designed as school-based centers for linking services, they have
since been disconnected from schools in order to establish expanded channels of
communication between parents, school officials, and other social service pro-
viders.

Community-based service coordination efforts closely aligned with schools
are a subset of a broader set of comprehensive community initiatives that seek to
replace “piecemeal categorical approaches with ‘comprehensive’ efforts that cross
sectoral and programmatic boundaries and attempt to build on the interconnec-
tions among economic, social, and physical needs and opportunities” (Aspen
Institute, 1997:7).  They also incorporate many of the burgeoning array of com-
munity-based programs aimed at improving the lives of children, youth, and
families, including after-school programming aimed at ensuring appropriate af-
ter-school supervision for children and youth, reducing juvenile crime, and pro-
moting student learning.  School-linked initiatives “are set apart from the wider
universe of community initiatives by a strong connection to the schools, a shared
commitment to improved academic outcomes for students, and growing interest
in eventually contributing to improvement in the overall quality of teaching and
learning” (Blank and Steinbach, 1998:69).  A new organization, the Emerging
Coalition for Community Schools, is bringing together leaders in the areas of
education, youth development, family support, and community development with
government officials and representatives of foundations and the private sector to
support the further development of community schools.

What have we learned so far about the potential for youth and community
initiatives to make a positive difference in the lives of at-risk children and their
families?  Analysts reviewing the available evidence (e.g., Blank and Steinbach,
1998; Melaville, 1998) indicate that preliminary evidence is encouraging, al-
though it also indicates that these initiatives face huge obstacles.  They also
caution that long-term evaluations are just beginning and that, as Melaville puts it
(1998:7), what is known is “not nearly enough to support the rapid development
of new initiatives and to ensure that knowledge and practice in this field are
captured, made widely available, and expanded.”  A similar conclusion emerges
from a recent publication on after-school programs issued by the federal attorney
general and the secretary of education.  This report identifies a number of innova-
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tive or promising after-school program activities, but also emphasizes the “criti-
cal need to fund and conduct more extensive, rigorous evaluations of after-school
activities and their impact on the safety, social development, and academic
achievement of children” (U.S. Department of Education and U.S. Department of
Justice, 1998:6).4  Enhanced efforts to understand what works and how to repli-
cate successful programs are crucial to make good use of the funds increasingly
being made available for after-school efforts, including $40 million appropriated
by Congress in 1997 for awards to rural and inner-city schools through the 21st
Century Community Learning Program, which the Charles Stewart Mott Founda-
tion has joined in supporting.

The promises of and problems facing efforts to expand coordinated and
community-based services are well captured in evaluations of one of the major
undertakings to date:  the New Futures initiative of the Annie E. Casey Founda-
tion.  The foundation launched New Futures in 1988 as a five-year effort to
prepare disadvantaged urban youth for successful lives as adults.  It gave each of
five mid-sized American cities5 between $7.5 and $12.5 million over the five-
year period to restructure how they planned, financed, and delivered educational,
health, and other services to at-risk youth.  The goals for each city were to
improve student achievement, reduce adolescent pregnancy and school dropout
rates, and increase the number of youth who go on to a job or college after high
school.  The program was independently evaluated by an outside group (Center
for the Study of Social Policy, 1995), and the foundation issued its own assess-
ment of its experience with the program (Annie E. Casey Foundation, 1995).

Results of New Futures were at best mixed.  The foundation’s self-assess-
ment was sober in tone, its continuing faith in comprehensive system reform
initiatives tempered by experience that demonstrated that such change is ex-
tremely difficult, takes time, and won’t work in every community.  Some com-
munities lack the interest, leadership, or management capacity needed to sustain
long-term change processes.  In many low-income communities, service-system
and institutional change initiatives by themselves were insufficient to transform
educational, social, and health outcomes.  In these locations, initiatives involving

4This report also warns that evaluating after-school programs will be challenging and that existing
evaluations share the shortcomings of much education related research.  Citing a study by Fashola
(1998), the report notes that “few evaluations of after-school programs use comparison groups in
their study designs.  As a result, many studies are compromised by self-selection bias, meaning that
students who choose to attend after-school programs may differ from those who do not.  Students
may be more motivated since participation is generally voluntary, or in programs that target students
with difficulties in school, the participating students may begin the program with comparatively low
achievement.  Another challenge in evaluating after-school programs is the difficulty of isolating
measures that can be attributed specifically to the impact of an after-school program” (1998:57).

5Pittsburgh, Pennsylvania; Bridgeport, Connecticut; Savannah, Georgia; Little Rock, Arkansas;
and Dayton, Ohio.
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social capital and economic development that target the whole community appear
to be necessary precursors for change.

The outside evaluators found that none of the cities participating in New
Futures made any progress in reducing annual school dropout rates, in reducing
teenage pregnancy and parenthood rates, or in increasing the number of high
school seniors who by April or May of their senior year had been accepted for
college or had a full time job lined up.  While substantial test score gaps remained
between black and white students, there were measurable gains in reducing the
numbers of low-achieving students on reading tests.  The proportion of sexually
active teens declined, and the reported use of birth control devices among sexu-
ally active teens increased.

While not fulfilling the original goals, these were hopeful signs, and the
evaluators also determined that the New Futures cities built some of the interim
steps that may in the longer term lead to improved outcomes for at-risk children.
For the most part they were unable to define comprehensive action plans that cut
across multiple agencies and compel interagency cooperation.  In every city,
though, collaboratives (1) raised awareness of the problems of at-risk youth; (2)
started a new dialogue among leaders and community representatives who had
not previously sat down together; (3) developed rich school-based information
systems; (4) created a new body of knowledge around collaboration and local
governance; (5) demonstrated how to build substantive relationships between the
public and private sectors by combining money and leadership; and (6) launched
new ongoing community-based decision-making structures for addressing youth
problems beyond the initial five-year period.  The independent evaluators noted
that “these accomplishments can be viewed as precursors to any sustained nu-
merical outcome improvements” (Center for the Study of Social Policy, 1995:xi).

These findings about New Futures mirror other conclusions about commu-
nity and youth initiatives.  The difficulties should not be underestimated.  More
evidence of this fact comes from the experience of the Pew Charitable Trusts,
which decided in 1992 to undertake an 11-year, $56 million effort to work with
five states to overhaul their social, education, and health services for children
through creating family centers near schools to provide social, psychological, and
medical services to children.  Two years later, and after spending $5 million, Pew
announced that it was abandoning the Children’s Initiative because it no longer
felt that the program’s goals were feasible within the time and resources antici-
pated (Sommerfeld, 1994).

Despite the challenges, sponsors continue to believe that comprehensive
reform initiatives remain, in the words of the Casey Foundation  “the only plau-
sible way to address the multiple needs of at-risk children and families.  We
remain convinced that fundamental changes in the systems serving children and
families are absolutely essential to creating more effective interventions, sup-
ports, and frontline practices capable of producing measurable better outcomes
for disadvantaged kids” (Annie E. Casey Foundation, 1995:vii).

Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


210 MAKING MONEY MATTER

Two finance issues are intimately intertwined with the future of these pro-
grams.  The first has to do with overall resources.  Reviews of school-community
initiatives (e.g., Blank and Steinbach, 1998; Melaville, 1998) stress the impor-
tance of stable, permanent, and sufficient funding to sustaining these efforts.  In
addition, the way in which funds are made available matters.  Most importantly,
the categorical system, though which most federal and state funds flow to specific
agencies within communities, reinforces rather than helps break down regulatory
and cultural barriers to cross-agency cooperation and the development of opti-
mum service strategies that serve community rather than agency needs (Blank
and Steinbach, 1998; Orland et al., 1995).  Higher and more reliable funding
flowing through less categorical channels therefore appears to be a necessary if
not sufficient condition for enabling communities to advance in efforts to address
the multiple needs of disadvantaged children and families in a comprehensive
way.

Investments in the Capacity of Schools to Educate

That more investment is needed in the capacity of schools to educate concen-
trations of disadvantaged students would seem to be obvious given the poor
academic performance of many of those students.  The challenge, however, is to
determine which types of investments are likely to be the most productive and
how to structure such investments to make them effective.  We do not have good
answers to this challenge.  From the discussion of productivity in Chapters 5 and
6, it should be clear that the quality of teachers is likely to be a key component,
that reduced class size might help under certain conditions, and that whole-school
restructuring may have significant potential.  We discuss each of these potential
investments in turn.

Enhancing Teacher Quality or Reducing Class Size

Despite the fact that it is often difficult to specify precisely the characteristics
of high-quality teachers, research increasingly substantiates the fact that some
teachers are more successful than others in fostering student learning.  While
scholars continue to disagree about the effects of particular teacher characteris-
tics such as education level and experience on student achievement, several stud-
ies using large databases and sophisticated statistical methodologies (Ferguson,
1998; Ehrenberg and Brewer, 1994) have found that measures of teacher cogni-
tive skills (such as certification test scores and the quality of the undergraduate
institution the teacher attended) do appear to matter for student achievement.
Furthermore, the research of Ferguson (1991) and Kain and Singleton (1996) in
Texas and Ferguson and Ladd (1996) in Alabama documents that schools that
serve concentrations of disadvantaged students typically are less successful than
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others in attracting teachers with strong cognitive skills, so such students are
likely to be at a significant disadvantage relative to other students.

A recent ongoing study based on an unusually rich Texas database, contain-
ing micro panel data on more than 1.8 million children in five student cohorts
attending more than 4,500 elementary schools, provides compelling new evi-
dence of the challenge such schools face with respect to teachers.  Kain and
Singleton (1996) document that teachers employed in schools with high fractions
of disadvantaged minority students have lower ability (as measured by verbal and
written test scores on a state teachers’ exam), fewer years of education, less
experience, and more students in their classes than do teachers in schools with
larger percentages of higher-income and white students.

Ferguson’s Texas study also points out that the effect of teacher quality is
cumulative.  Among Texas districts in which students performed poorly in the
early years of elementary school, those districts employing teachers with unusu-
ally high test scores saw student performance levels in mathematics converging
by 11th grade with the levels of districts whose students initially performed well.
The scores of children whose teachers had low test scores also converged over the
course of their education, but at a much lower level.

While Ferguson’s findings are plausible, the issue of causality arises here, as
it does in much other research on education.  Perhaps there were distinctive
characteristics of the districts that were able to retain teachers with high test
scores (for example, unusually gifted school administrators or parents with a
particularly high degree of commitment to educational quality).  Those same
factors may have also been responsible for the better performance of students in
those districts.  Thus, while Ferguson’s results are plausible, there is a need for
further research that addresses the causality issue.

So how does one promote greater investment in teacher quality in schools
serving disadvantaged students?  Clearly some special efforts will be needed.
Any general policy, such as increasing teacher salaries across the board, may well
exacerbate the problems of schools serving disadvantaged students, as the
wealthier school districts are in a better position than the poor ones to pay the
higher salaries.  Moreover, other policies such as tough teacher testing could well
decrease the supply of teachers available to teach in the schools with the harshest
teaching environments, although Ferguson (1998) found in Alabama that testing
new teachers narrowed the gap in basic skills between incoming black and white
teachers, to the advantage of black students who are more often matched with
black teachers.  Ultimately, there seems to be no escaping the fact that schools
with harsh environments will have to pay significantly higher salaries than other
schools to attract their share of high-quality teachers, or will have to spend more
money on professional development to upgrade the skills of the teachers they are
able to attract and retain.

Improving the quality of teachers is one option for increasing the intensity of
instruction offered to at-risk students; another is reducing class size.  While these
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two approaches could well be complementary, policy makers may face budgetary
trade-offs in considering how far both can be simultaneously implemented.  The
question was raised in Chapter 5 concerning whether class size reduction, espe-
cially across-the-board reduction, is the more effective use of resources, given the
greater impact of improved teacher quality.  Reducing class sizes is expensive.  A
reduction from 25 to 15 students per class would require a 66 percent increase in
the number of teachers.  There are new capital costs as well, since the number of
classrooms must be increased.  The California class size initiative for kindergar-
ten through third grade costs over $1.5 billion annually (CSR Research Consor-
tium, 1999).

Nevertheless, reducing class size is often an attractive option for policy
makers focusing on improving education for at-risk students.  It is something they
can legislate and implement relatively quickly, while methods of improving
teacher quality are more indirect and uncertain.  Evidence from the Tennessee
STAR study and other research investigations on class size (summarized in Chap-
ter 5) consistently shows that smaller class sizes result in larger achievement
gains for poor, minority, and urban children than for other students.  (This evi-
dence stems from research on class size reductions in the early grades, where the
most current and best studies have focused.)  The key questions, we repeat, are
likely to be ones of trade-offs:  Are qualified teachers available for the additional
classrooms, so that teacher quality will not be affected?  Does a school or district
have reason to conclude that other investments (to improve teacher quality or to
provide one-on-one tutors or longer school days or years or summer school) align
more closely with their overall programs for augmenting the intensity and dura-
tion of instruction provided to disadvantaged students?

The danger of imposing particular solutions on all schools and the impor-
tance of seeing school reform (at least within the current institutional structure) as
requiring many interconnected strategies for change are illustrated by the results
of a natural experiment that took place in Austin, Texas, beginning in 1989.  As
part of the settlement in a school desegregation court case, each of 15 elementary
schools serving large numbers of disadvantaged students were given $300,000,
above normal school spending each year for five years (Murnane and Levy,
1996).  All 15 of the schools reduced class size.  Only two of them, however,
showed improvement in student academic achievement.  These were the only two
schools that accompanied the class size reductions with a host of other changes:
placing children with special needs in regular classes; adopting for all students
the reading and mathematics curriculum normally provided only to gifted chil-
dren; bringing health services to the schools; and investing heavily in getting
parents involved in their children’s schooling, including having them participate
in school governance, budgeting, and hiring.  With educators around the country
exploring a great variety of approaches to school reform in an effort to improve
student learning, it is almost certainly the case that a particular policy change like
class size reduction might sometimes enhance these efforts and sometimes come
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at the expense of other approaches that better complement local reform initia-
tives.

Whole-School Reform Models

Chapter 5 described the growing interest in so-called whole-school redesign,
a reform approach that explicitly addresses the need to change many aspects of
schools simultaneously to bring about meaningful improvement.  Whole-school
restructuring has focused heavily on schools educating large numbers of disad-
vantaged students, where prior piecemeal reforms have generally failed to raise
academic achievement from levels that begin distressingly low.  While it is too
early to have much evidence about whether whole-school restructuring will live
up to its promise or about which whole-school designs will prove to be lastingly
effective, the logic behind this approach to building school capacity is compel-
ling.  An important question, therefore, is what level of investment will be re-
quired to implement it.

Keltner (1998) examined actual first-year implementation costs at 58 schools
using one of six of the New American Schools designs.  He examined the re-
sources for teacher time, personnel, design services, and materials and confer-
ences that each school devoted to comprehensive reform.  He found that schools
committed on average $162,000 each to implement their chosen whole-school
design in academic year 1996-97, which probably understates current resource
requirements.6  Not all of this represented additional cost; about 38 percent or
$62,000 came from reallocating existing resources and the remainder from
sources outside a school’s normal operating budget ($53,000 from Title I; $30,000
from district budgets; $11,000 from outside grants; and $6,000 from volunteer
sources).  Resource needs differed widely across schools depending on which
design they choose, with designs ranging in cost from $100,000 to $300,000.

Keltner concluded that the Comprehensive School Reform Demonstration
(CSRD) program, enacted by Congress in 1997 and described below in the sec-
tion on Title I, would provide enough additional money to Title I schools (over
and above their regular Title I allocations) to allow most of them to implement
comprehensive reform.  The program will not be sufficient to enable schools that
do not receive regular Title I funds to adopt many whole-school designs.  Dis-
tricts or outside grants will have to provide the necessary funds, which may not
be available in poorer districts.  Odden and Busch (1998) also point out that
resource allocation to implement whole-school designs may be restricted by lo-
cal, state, or federal rules that may require waivers, changes in collective bargain-
ing contracts, or regulatory reform.

6In 1996-97 design teams were still in the process of figuring out the true costs of providing team
consulting services to schools and were in effect subsidizing schools by not charging full costs.
Keltner estimates that current average first-year implementation costs would be more like $180,000.
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CHANGING INCENTIVES TO MAKE PERFORMANCE COUNT

Most federal and some state aid for elementary and secondary education is
categorical in nature and is designed to provide specialized services to certain
groups of students.  Most K-12 aid allocated through the U.S. Department of
Education flows from two such categorical programs: (1) Title I is aimed at low-
achieving students living in areas with high concentrations of poverty and (2)
assistance for students with disabilities (special education) is authorized by the
Individuals with Disabilities Education Act.  (Other, much smaller categorical
programs recognize the educational needs of migrant and gifted children and
children with limited proficiency in English.)

Questions have arisen about the extent to which the incentives deliberately
or inadvertently created by categorical programs serve educationally desirable
purposes and whether and to what extent it continues to be appropriate to treat
children with special needs separately in an educational system increasingly ori-
ented toward fostering higher levels of learning for all students.  Our findings
suggest that educational effectiveness has been compromised in the past by mak-
ing sharp distinctions between students with special needs and other students and
that current efforts to move toward more integrated school programs should be
reinforced.

How categorical programs influence the way schools approach the educa-
tional task of serving at-risk children is a complicated issue, which differs some-
what from program to program.  We cannot explore the issue in all its complexity
here.  We do want to comment, however, on current directions in Title I, because
it is the nation’s largest categorical education program.  We also made a commit-
tee decision to devote particular attention during our study to special education
for children with disabilities, a decision that is reflected in the extended discus-
sion below.  Special education warrants comparatively intensive review, in our
view, because it is built on a policy framework of open-ended, mandated, indi-
vidual student entitlements that is quite distinct from general school finance and
important in its impacts on the budgets of many school districts.

Title I

The targeting of Title I funds (i.e., how highly they should be concentrated
on the highest-poverty districts and schools) and the instructional effectiveness of
Title I funds have been perennial challenges (Orland and Stullich, 1997).  In
1993-94, 92 percent of all school districts, 62 percent of all public schools, and 45
percent of all low-poverty schools (less than 20 percent poor) received Title I
funds, while 19 percent of the highest-poverty schools (at least 75 percent poor)
did not receive any Title I funds (U.S. Department of Education, 1996).

Chapter 3 described the 1994 debates over Title I funding formulas designed
to increase the targeting of funds to poorer schools.  While new funding formulas
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for grants to local education agencies were never implemented, the 1994 legisla-
tion changed within-district allocation provisions, and Congress has increased
the proportion of Title I funds being allocated through concentration grants, both
changes designed to direct a greater share of funds of higher-poverty districts and
schools.  The recently released assessment of Title I since the 1994 reauthoriza-
tion (U.S. Department of Education, 1999b) indicates that targeting has increased
somewhat at the school (but not district) level, but that funds continue to be
distributed widely.  The percentage of districts receiving Title I funds (over 90
percent) is virtually unchanged since reauthorization.  The percentage of funds
going to the districts with highest and lowest poverty is also about the same.  The
highest-poverty schools are now more likely to receive Title I funds; 95 percent
of such schools now participate in the program.  The percentage of low-poverty
schools (currently defined as schools with 35 percent poor) receiving Title I
funds has dropped to 36 percent, and these schools receive only 18 percent of
Title I funds.  Overall, 58 percent of public schools receive Title I monies.

At the same time, evaluations of Title I going back to the early 1970s and as
recent as 1997 question the instructional effectiveness of the program (Elmore
and McLaughlin, 1988; Orland and Stullich, 1997; Puma et al., 1997).  Orland
and Stullich (1997:15) note that “this consistent finding across national Title I
assessments is especially significant because policymakers have made escalating
attempts over the last two decades to amend Title I policy and administration in
an effort to secure greater local attention to issues of instructional quality and
effectiveness.”

Title I has been characterized by a complaint common to categorical pro-
grams:  that regulations governing financial accountability foster a compliance
mentality, resulting in process considerations taking precedence over instruc-
tional concerns.  Such regulations have grown out of legislative provisions in-
tended to ensure that Title I funds were used only to supplement, not supplant,
funds that would otherwise be made available from state and local sources for
Title I-eligible children and were used for these and not other children.

Perhaps the most serious charge that has been leveled by critics against Title
I from an instructional perspective is its fragmenting impact on school organiza-
tion and practice.  While not required to use “pull-out” services (removing Title
I students from regular classrooms for part of each day), schools found this the
easiest way to be sure they did not run afoul of procedural compliance require-
ments.  While the shortcomings of pull-out services (particularly when they are
disconnected from regular classroom instruction) were identified as long ago as
the early 1980s (for example, see Peterson, 1983), such services persist.  In 1991-
92, 74 percent of Title I schools still used them (Millsap et al., 1993).  The newest
Title I evaluation (U.S. Department of Education, 1999b) indicates that 68 per-
cent continue to employ the pull-out model, although many also use in-class
forms of assistance as well.

The detrimental instructional consequences of Title I’s legal and administra-
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tive framework have been widely recognized and increasingly addressed in both
regulations and periodic legislative reauthorizations.  The last reauthorization, in
1994, made a number of changes in response to the limited impact of earlier
reforms.  A larger percentage of schools was made eligible to use Title I funds in
school-wide programs, Title I evaluation was linked to the regular local instruc-
tional program and academic standards that apply to non-Title I students, and
new requirements were added to the use of local Title I funds for high-quality
professional development.  In 1997 Congress gave an additional boost to school-
wide programs by enacting the Comprehensive School Reform Demonstration
(CSRD) program, often referred to as Obey-Porter after its sponsors.  The pro-
gram makes $145 million available to states to assist up to 3,000 schools imple-
menting comprehensive research-based designs with grants of $50,000 or more
that are renewable for up to two years.  The program allocates $120 million of
this money to Title I schools.

Whether these changes will lead to greater instructional effectiveness is an
open question.  Orland and Stullich point out, however, that current financing
arrangements continue to create significant barriers to the implementation of
instructionally desirable reforms at the local level:  “Funding practices in Title I
restrict the adaption of “leading-edge” program design reforms in two important
ways:  (a) the generally low level of program funds in relation to local needs, and
(b) the continued requirement to comply with basic fiscal accountability provi-
sions.  Put simply, a context of limited funds thinly spread for a carefully-desig-
nated target population is at serious odds with program design features expected
to improve program effectiveness” (Orland and Stullich, 1997:17).

Preliminary evaluation of the effects of the 1994 reforms give some hope
that previous shortcomings of Title I are being addressed:  the recently released
National Assessment of Title I (U.S. Department of Education, 1999b) describes
a number of ways in which Title I is now working in sync with standards-driven
reform.  Nevertheless, it is too early to say whether the new law will have
significantly greater impact on the achievement of at-risk children than earlier
versions have had, for at least two reasons.  First, Congress called for phasing in
the 1994 reforms over a number of years, so it is as yet too early to say what their
ultimate effects will be.  Second, the independent review panel established to
oversee the congressionally mandated assessment of the post-1994 Title I has
stated that “financial support for evaluation at the federal level has been inad-
equate” (U.S. Department of Education, 1999b:n.p.).  Congress in 1994 man-
dated two major studies of Title I effectiveness (a National Assessment of Title I
and an Omnibus Longitudinal Evaluation of School Change and Performance)
but failed to appropriate sufficient funds to include all the study topics and
features mandated by the law.  The national assessment, for example, had to rely
primarily on other sources rather than its own surveys of policy implementation
and student achievement.  The longitudinal study (unlike prior Title I studies) has
had to limit its coverage to 71 elementary schools in 18 moderate- to high-
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poverty school districts in 7 states.  Evaluation funds for Title I have averaged
only $5 million annually since reauthorization, 0.1 percent of Title I appropria-
tions (Independent Review Panel on the Evaluation of Federal Education Legis-
lation, 1999).

In the committee’s view, the failure to devote sufficient resources for mean-
ingful evaluation is unfortunate.  Without reliable information on the effective-
ness of the educational services being delivered to children targeted by Title I, it
is impossible to say whether the federal government gets the largest possible
bang for its buck by relying so heavily on the Title I format.  On fairness grounds,
however, we do want to emphasize the significance of Title I in reducing spend-
ing disparities.  While not as highly targeted on areas with high concentrations of
poor students as many evaluations have recommended (Commission on Chapter
1, 1992; Rotberg and Harvey, 1993; U.S. General Accounting Office, 1994;
Independent Review Panel on the Evaluation of Federal Education Legislation,
1999), Title I allocations are still more highly targeted than most state education
aid.  Thus, as GAO recently concluded:  “In this context, any proposal to consoli-
date federal education funding into grants that give more discretion to states
would need to consider that the targeting of those federal funds might become
more like that of the state funds.  That is, the federal funds—and the combination
of federal and state funds—might become less targeted to poor students” (U.S.
General Accounting Office, 1998:22).

Special Education

As Chapter 2 noted, the costs associated with federal requirements that all
children with disabilities be provided with a “free and appropriate education”
have been rising rapidly and have become a major financial concern in many
school districts.  Special education for children with disabilities is now one of the
largest programs in public schools, with estimated costs in 1995-96 between $32
and $36 billion.7  Unlike other categorical education programs, the size of which
is constrained by the size of budget appropriations, special education is an entitle-
ment program, guaranteeing the provision of “appropriate” and individually de-
termined services to eligible students regardless of cost.  These provisions, along

7Exact current expenditures for special education are unknown because of data limitations that are
described in this section.  The estimate of $32 billion (Parrish and Chambers, 1996) in 1995-96 is
based on a projection of $265 billion in current expenditures for K-12 public education for that year
(Gerald and Hussar, 1995) and a 12 percent allocation to special education programs (Moore et al.,
1988).  The higher estimate of $36 billion, used by the U.S. Department of Education, is achieved by
multiplying average per-pupil expenditure for all students ($5,640) by the number of students with
disabilities on December 1, 1995 (5,619,000), and then multiplying this sum by the “special educa-
tion to regular education marginal cost ratio” (1.14) obtained from a study by Kakalik et al. (1981)
(U.S. Department of Education, 1997).

Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


218 MAKING MONEY MATTER

with the guarantee of procedural safeguards protecting the rights of children with
disabilities and their families, are contained in P.L. 94-142, now known as the
Individuals with Disabilities Education Act (IDEA), which was first passed in
1975.8

Although federal law creates the legal framework undergirding special edu-
cation entitlements, state and local governments are responsible for most (an
estimated 93 percent) of the costs (U.S. Department of Education, 1997).  IDEA
authorizes the federal government to pay 40 percent of the excess costs associ-
ated with educating children with disabilities; federal appropriations, however,
have never exceeded 12.5 percent of excess costs and now cover only about 7
percent of estimated excess costs (National Research Council, 1997).  Educa-
tional opportunities provided to students with disabilities vary from place to
place, thanks to heavy reliance on state and local funding coupled with the re-
sponsibility given to state and local officials for determining (within the federal
framework) the basic eligibility of students for special education, types and inten-
sity of services to be provided, and the settings in which the services will be
delivered.  At the same time, legislative action and judicial opinions have resulted
in special education services being viewed as a right by many advocates and
families who receive the services.  This rights framework affects how special
education is funded.

Population Growth and Encroachment

The size of the student population eligible to receive special education ser-
vices has grown steadily (from 3.7 to 5.9 million students in the 20 years since
passage of P.L. 94-142 in 1975), and the scope and costs of services have also
increased (e.g., costs grew 50 percent more rapidly for special education students
than for students without disabilities in New York State between 1980 and 1993—
Lankford and Wyckoff, 1996).  The growth in the numbers of special education
students has occurred largely among students with so-called mild or moderate

8The civil rights of Americans with disabilities of all ages are also protected under two other
pieces of federal legislation:  Section 504 of the Vocational Rehabilitation Act of 1973 (P.L. 93-112)
and the 1990 Americans with Disabilities Act (ADA) (P.L. 101-336).  Section 504 applies to a
broader range of institutions and individuals than does IDEA and requires that comparable educa-
tional benefits be provided to individuals with and without disabilities in the interest of nondiscrimi-
nation and equality of opportunity.  It also requires the provision of reasonable accommodations of
individuals with disabilities who are otherwise qualified to participate in an educational program or
activity.  ADA builds on these principles and includes a national mandate to provide reasonable
accommodations in areas such as private-sector employment, all public services and public accom-
modations, transportation, and telecommunications.  The primary impact of ADA has been to require
a more comprehensive effort within the schools to prepare students for greater participation in com-
munity settings rather than relying on specialized facilities designed primarily for people with dis-
abilities (National Research Council, 1997).  As a result, Section 504 and ADA have become the
main vehicles for litigation in special education during the past few years (Martin et al., 1996).
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disabilities rather than severe ones.  Four-fifths or more of students who are
labeled as disabled are considered to have mild disabilities.9

Rising concerns about meeting mandated special education costs, especially
in already stressed urban school districts, and press reports about escalating ex-
penditures (Shapiro et al., 1993; Dillon, 1994; Wall Street Journal, 1993) have
given rise to widespread allegations that special education entitlements are en-
croaching on funding for so-called regular education.  In some resource-strapped
school districts, the use of the special education designation has been seen as an
opportunity to obtain additional resources and has led to concerns about over-
identification of special education students.

A key problem in all analyses of special education is the absence of compre-
hensive, current data on costs, making it impossible to support or refute conten-
tions about the alleged uncontrollable nature of special education expenditures on
a national basis.  The most recent large-scale collection of data on state special
education expenditures occurred during the 1985-86 school year (Moore et al.,
1988) and still provides the basis for most program estimates.  The federal gov-
ernment stopped routine administrative collection of data of special education
expenditures after the 1987-88 school year because it was generally recognized
that the state data reports were not reliable or useful.  An effort by the Center for
Special Education Finance to obtain more recent data for 1994-95 uncovered the
fact that fully half of the states in the survey did not know the statewide cost of
their special education programs.  Only 24 states were able to report special
education expenditure data at the federal, state, and local levels; and only 13
indicated that they could do so with a high degree of confidence (Wolman and
Parrish, 1996).  Two studies limited to a small number of districts (Rothstein and
Miles, 1995) or a single state (Lankford and Wyckoff, 1996) document special
education costs rising faster than average costs for students without disabilities.

Such findings do not definitively address issues of encroachment, however,
since that concept assumes (1) that special and regular education are discrete
activities instead of complements; (2) that education is a zero-sum game in which
funds for expanding educational opportunities for students with disabilities have

9IDEA recognizes 13 categories of disability.  The degree of an individual’s disability can range
from mild to severe within a category.  (For descriptions of mild, moderate, and severe disabilities,
see National Research Council, 1997:75-77.)  The largest categories of disability (specific learning
disability and speech or language impairment) account for almost three-fourths of all school-age
children with disabilities and are almost always mild.  The level of disabilities in the categories of
mental retardation and serious emotional disturbance (nearly 20 percent of disabled children) can
range from mild to severe, but at least half of these students function at the mild level (National
Research Council, 1997).  Given the large numbers of children with disabilities in these four catego-
ries (over 90 percent:  see National Research Council, 1997:87), it is worth noting that most of the
children with moderate and severe disabilities will be in these categories, even though most of the
children in the four categories are only mildly disabled.
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come instead of rather than in addition to money society was prepared to spend
on students without disabilities; and (3) that services for students with disabilities
since IDEA are completely new, instead of partially replacing educational ser-
vices that were provided without being labeled “special education” in the years
before IDEA.

Addressing Student Needs

Instead of focusing on encroachment, we think it is more useful to consider
whether the entitlement and categorical approach to educating children with dis-
abilities best serves their learning needs.

Before 1975, students with disabilities were frequently excluded from public
schools altogether.  In the early 1970s, school districts in only 17 states were
serving half of their known population of children with disabilities, and 26 states
were serving less than a third of this group (Martin et al., 1996).  IDEA ensured
that public education would embrace all children, including those with disabili-
ties, by creating a policy framework emphasizing individual rights and proce-
dural requirements (National Research Council, 1997).

Special education has thus been dominated by an orientation toward supple-
mental services developed outside the mainstream of general education, which
creates separate student populations based on specified eligibility requirements,
encourages specialized assessment and diagnostic services to determine type of
disability and functional status, creates legal protections for children who become
part of the special education population, and subsidizes and monitors the addi-
tional costs of intensive and supportive interventions for children who are eligible
for services.  Proponents of this orientation argue that a categorical program
designed for the specific population of students with disabilities is essential to
improve their education and social development, especially since their educa-
tional needs may surpass what is or can be offered in general education class-
rooms (Fuchs and Fuchs, 1995; Council for Learning Disabilities, 1993; National
Joint Committee on Learning Disabilities, 1993; Renick and Harter, 1989;
Coleman, 1983).  It is the memory of this history of exclusion and unmet needs
that proponents refer to when they see threats to special education today.

We suggest, however, that the goal of raising achievement for all students
requires the explicit and full participation of students with disabilities in school,
district, and state accountability systems and consideration of their needs in all
policies and practices involving curriculum, instruction, and finance.  As with
other populations with special needs, it is vital that educators view these students
as part of their core responsibility and not just the responsibility of a specially
designated subset of education professionals.  IDEA calls for children with dis-
abilities to be educated “to the maximum extent possible” with children who are
not disabled and in regular educational environments whenever possible, and in
fact the proportion of time children with disabilities spend in regular classrooms
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has been growing.  There is still a separatist orientation about much of special
education, however, despite concerns that special education placements have
been educational dead ends for many students and that many special educators
are ill informed about educational improvement efforts affecting general educa-
tion (such as standards-based reform).  The challenge is to address the special
needs of students with disabilities while simultaneously improving educational
outcomes for them.

Some students, especially those with the most severe disabling conditions,
will always require some amount of specialized programs and services, as pro-
vided by the existing approach to special education.  Nevertheless, the facts that
over 70 percent of all students with disabilities now spend at least 40 percent of
their day in a regular classroom and 45 percent attend regular classes for at least
80 percent of the day (U.S. Department of Education, 1998) suggest that a second
scenario, with less of an emphasis on classification and categorization, may be
feasible for many.  This scenario involves a more comprehensive and integrated
approach to providing resources and services for a broad spectrum of children,
including those with mild to moderate learning disabilities as well as other chil-
dren who require additional assistance in acquiring academic skills (such as
children with limited English proficiency or vocabulary skills, children who ex-
perience excessive absences from school, or children from areas of concentrated
poverty) who have not been classified within the special education system.  Dis-
tinguishing between severe and other disabilities is useful in thinking through
funding options.  At the same time, the goal of an integrated services approach for
students whose disabilities are not severe, with a unifying system of policies and
procedures and a common set of measures and outcomes, is to move away from
the fragmented and differentiated policy frameworks that have traditionally
guided general education, special education, and other categorical programs.

Integrated Approach

In a more integrated educational system, the presumption would be that each
child has a right to be included in the general classroom unless justification can
be made to place him or her in a separate instructional setting because of special
learning needs.  Aides and specialists would be more firmly integrated into the
general classroom program than they are now.  The process of developing indi-
vidual education plans would be retained only for those students whose disability
requires that they spend more than half their day outside the general classroom.
Based on the current population of students being served in special education, we
estimate that about 20 percent of such students would require high-intensity
services and supports that could not be provided within the classroom or the
general school system without serious disruption.

Moving to a less categorical approach to educating children with disabilities
could overcome a number of criticisms of past special education practices.  State
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formulas that tie funding to the number or characteristics of students identified as
requiring, and who receive, special education services or to the costs incurred by
local districts in serving these students are thought to encourage the overclassi-
fication of children as disabled, to be inflexible in terms of where children with
disabilities can be served, and to encourage more restrictive and costly place-
ments (i.e., in settings apart from regular classrooms) (Parrish, 1995; Verstegen
et al., 1997).  Incentives for separate treatment of children with disabilities may
also reduce tolerance within the general education system for diversity and flex-
ibility in learning styles and mitigate against strengthening remedial services
within general education.  The availability of a separate special education system
to which children with learning or behavioral problems can be referred gives
regular classroom teachers an excuse for handing off responsibility for such
youngsters to others.

Concerns about the desirability of separate placements, especially for the
very large majority of students whose disabilities are considered mild, are exac-
erbated by the fact that the criteria for classification are more ambiguous than the
criteria for severe disabilities.  The latter, especially those that involve physical or
sensory impairments, are generally clear and universally shared.  By contrast,
there is mixed research on the extent to which students with mild forms of
disability can be distinguished reliably from other students variously called “low-
achieving” and “educationally disadvantaged” (Lyon, 1996; Kavale et al., 1994;
National Research Council, 1997).10  Variability among educational agencies in
interpreting and implementing federal guidelines within the context of their own
traditions and resources means that some children who qualify for special educa-
tion services in one school would not qualify elsewhere, creating discrepancies
that raise concerns about fairness.

Questions about the separate treatment of students with mild disabilities are
further bolstered by findings that the content and forms of remedial supports and
services that are now commonly provided to children with mild disabilities do not
differ significantly in form or content from those that are offered to other children
who have learning difficulties or who are slow to achieve academic progress
(National Research Council, 1997).  A common curriculum is often involved in
meeting the needs of a broad array of students with learning problems, but the
degree and intensity of service may need to differ according to the specific needs
of the individual child.  In the area of reading, for example, another National

10Again, we point out that not all children with moderate or severe disabilities are in the categories
associated with clear physical or sensory disabilities.  Although most children with learning disabili-
ties, speech or language impairments, mental retardation, and serious emotional disturbance have
mild disabilities, the size of these categories means that the minority of students in these categories
with more disabling conditions still outnumber the students who are autistic, blind, deaf or hearing
impaired, or who suffer from multiple disabilities, orthopedic impairment, other health impairment,
traumatic brain injury, and visual impairment.
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Research Council committee has recently concluded that “children who are hav-
ing difficulty learning to read do not, as a rule, require qualitatively different
instruction from children who are ‘getting it.’  Instead, they more often need
application of the same principles by someone who can apply them expertly to
individual children who are having difficulty for one reason or another” (National
Research Council, 1998:327).

Finally, like Title I, special education has been accused of emphasizing
compliance over performance.  Legal requirements relating to the rights of stu-
dents with disabilities have resulted in a unique educational approach that begins
with the child as the point of reference.  The child must be evaluated before
school personnel can begin special programming, the evaluation must involve all
areas related to the suspected disability, and reevaluation must take place at least
every three years.  If the evaluation determines that the child has a disability
under federal guidelines, the child is entitled to special services without regard to
cost.  No specific legal criteria exist to determine what educational programs or
services constitute an appropriate education; instead, general standards have
emerged from court cases and federal legislation and rest on three broad prin-
ciples.11  The specific program and services to be made available to each child are
determined by school and specialized personnel and codified in an individualized
education program (IEP).  Federal law provides procedural safeguards for par-
ents, including requirements for notice about proposed actions that affect the
placement of their child in the school system, the right to attend meetings con-
cerning the child’s placement or IEP, the right to appeal decisions to an impartial
hearing officer, and the right to be reimbursed for legal fees that result from
parental challenges to school system decisions.

The absence of professional standards of practice, the reliance on IEPs, and
the extensive procedural safeguards provided to parents have negative as well as
positive effects.  In particular, critics deplore the emphasis on inputs or services
rather than outputs or achievements, the fostering of adversarial relationships
between parents and school officials, and the encouragement of a defensive ap-
proach to special education within the schools.

Our suggestion to move in the direction of integrating special education
more fully into the regular education system is not an original idea and in fact is
consistent with a number of reforms already taking place around the nation.  It is
also consistent with funding changes that rely more on census-based approaches
for determining how much federal or state aid flows to the local level for educat-

11The three principles are:  (1) the educational program should be related to the child’s learning
capacity; (2) the program should be designed for the child’s unique needs and not merely what is
offered to others; and (3) the program should be reasonably calculated to confer educational benefit
(Martin et al., 1996).
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ing students with mild and moderate disabilities.  Census-based funding assumes
that some percentage of the district or school population has disabilities and
provides funding on that basis rather than on actual counts; interest in such
funding has developed as part of a broader reconsideration of federal and state
funding in light of three goals:  (1) to maximize flexibility in service delivery; (2)
to be “identification neutral”—that is, the number of students identified as eli-
gible for special education is not the only, or primary, basis for generating state
special education aid, and students do not have to be labeled “disabled” in order
to receive services; and (3) to be needs-generated, so that funding for special
education is based on service needs rather than on the type of educational place-
ment or disabling condition (Parrish, 1997).

The 1997 reauthorization of IDEA took a first step toward embracing cen-
sus-based funding; once the appropriation for part B of IDEA exceeds $4.9
billion, distribution of the additional dollars will not depend on the number of
students with disabilities identified and served but will shift to a census basis.
Under census-based funding, a state’s share of new IDEA money will depend on
its total school-age population (weighted 85 percent) and its total school-age
population in poverty (weighted 15 percent).  The new IDEA also allows more
flexibility in the use of special education funds (including allowing benefits to
accrue “incidentally” to non-special education students as long as the IEPs are
being fulfilled), strengthens provisions to ensure that state funding formulas do
not encourage segregated placements, calls for IEPs to relate programming to
achievement in the general education curriculum and calls on states to include
children with disabilities in statewide assessments and alternative assessments,
puts limits on the attorney’s fees that parents of special education students can
collect, and encourages the use of mediation rather than formal due process
hearings to resolve disputes between parents and schools over IEPs.

At least six states (California, Massachusetts, Montana, North Dakota, Penn-
sylvania, and Vermont) have also adopted some form of census-based funding
for their own state special education funds, and several also use some form of
poverty adjustment or add “mainstream weights” to pay for the support services
that special education students need when served in a general education class-
room.  Some states (e.g., Florida) are also piloting efforts to relate state aid to
student learning characteristics and service needs, rather than placement or dis-
ability.

For students with mild and moderate disabilities, we are encouraged by the
development of new approaches to special education finance like census-based
funding that reinforce the move to accommodate students with disabilities as
fully as possible within general education.  Moving away from classification and
categorization, however, requires that attention be paid to professional develop-
ment (to prepare teachers to handle students with a diverse array of learning
needs in the same classroom), to flexibility for schools in using special education
funds, to accountability mechanisms, and to mechanisms for funding students
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with severe disabilities (those who would continue to have IEPs) and for helping
schools and districts meet the unusually high costs of these students or of excep-
tional concentrations of students with mild disabilities.  The advantages of a more
integrated approach notwithstanding, we acknowledge that the categorical treat-
ment of students with disabilities has served as an important safeguard that their
needs would be met.  Neglect of these children by public schools is a recent and
vivid enough memory for advocates to engender understandable suspicion of
anything that undermines the individual educational entitlements these children
have won.  The existing program, which serves a diverse but identifiable popula-
tion, is therefore unlikely to be replaced with a set of general services designed
for a more complex and diffuse group of students unless careful attention is paid
to both capacity and accountability issues.

Capacity and Accountability Issues

First, an integrated services approach requires that both personnel and facili-
ties have the capacity to meet the needs of a diverse group of learners.  Including
students with disabilities in regular education requires extensive professional
preparation at several levels:  preservice teacher education for both general and
special education personnel, in-service education within school systems, and
ongoing technical assistance and support to ensure effectiveness of program-
ming.  IDEA recognized that the nation’s schools were not prepared to provide an
appropriate education to all students with disabilities and included requirements
for states and local school districts to provide programs for personnel develop-
ment (Turnbull, 1993).  Funding to ensure adequate preparation for all educa-
tional personnel in school systems, however, has never been realized.

During the first decade of special education law, efforts focused on building
a sufficient cadre of special education personnel to meet identified student needs.
It is only in the last decade that the preparation of general educators to meet the
needs of students with disabilities has begun to be emphasized.  At the same time,
many special education faculty have had only limited exposure to new curricular
reforms and standards-based approaches; they will need development opportuni-
ties to prepare them to work in the general classroom and to help integrate their
efforts into whole-school reform programs.  States and school districts will also
have to step up to new fiscal challenges in preparing their school buildings to
accommodate the needs of diverse learners (U.S. General Accounting Office,
1995a).

Integrated services will also be encouraged by continuing efforts to increase
flexibility in the use of categorical federal and state aid and to grant states waivers
from federal requirements when appropriate.  Steps in the direction of flexibility
are evident in most recent federal legislation, including the 1994 reauthorization
of Title I, the Goals 2000 law, and the 1997 IDEA amendments.  Permitting
flexibility raises fears that spending on populations previously targeted by cat-
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egorical programs might be lost, however, so it will be important that greater
flexibility is accompanied by efforts to ensure that the needs of students with
disabilities continue to be addressed in more integrated settings.

Accountability for the education of children with disabilities in integrated
settings would be enhanced by both including these students in ongoing large-
scale assessments as well as developing standards of practice.  A 1997 report
(National Research Council, 1997) extensively reviewed the issues involved in
incorporating students with disabilities into standards-based curriculum and as-
sessment reforms.  At present, there are no generally recognized standards, linked
to desired outcomes, providing benchmarks for determining what constitutes an
appropriate education for students with various kinds of disabilities.  The diver-
sity of the characteristics of students with disabilities poses challenges to the
development of professional standards, as does the fact that traditional categories
of disability do not have a demonstrable relationship to specific outcomes or to
prognoses (Epps and Tindal, 1987; Kavale, 1990; Kavale and Glass, 1982).  Nev-
ertheless, progress is being made.  Efforts have begun to establish diagnostic
constructs based on a child’s placement along a number of continuous dimen-
sions of disability, rather than an either-or dichotomy (National Research Coun-
cil, 1997).  At the same time, others (e.g., Reschly, 1996) are working on a
service-based approach to identify outcomes that could be associated with certain
levels of service investment for broad clusters of students with disabilities.

New approaches at the state and federal level to special education finance
like census-based funding and less reliance on individual entitlement and classi-
fication pose potential risks to localities.  Some of these risks will be magnified if
school finance becomes more school- or pupil-based (rather than district-based)
in the future.  One risk is that local districts or schools may have unusual concen-
trations of students with disabilities, a fact that census-based funding would fail
to address.  We suggest that states that move to census-based funding ought to
allow appeals when there is evidence of unusual concentrations of students with
disabilities.  A second risk is the financial drain that students with severe disabili-
ties can pose for schools or small districts.  These students with disabilities are, as
we have noted, the easiest to identify.  We suggest that states consider establish-
ing risk pools to pay the “excess costs” of such students.

A major question about special education finance is whether the federal
government should in the future pick up a greater share of the unfunded mandate
it has created for states and local districts.  Not only is the federal share currently
very low, but IDEA imposes a large regulatory overlay especially on districts and
schools.  At the same time, new approaches to special education at the state level
pose both possibilities and challenges for federal officials.  When states move to
fund their special education responsibilities through census-based funding rather
than individually identifying all students with disabilities, they lose out on federal
aid under current arrangements.  It is not clear that continued reliance on indi-
vidual categorization is necessary at the federal level, though we recognize this is
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a complicated question with many arguments on both sides (as described in
Parrish and Chambers, 1996).  If states adopt the suggestion to establish risk
pools for covering the excess costs of educating students with severe disabilities,
a new funding option for the federal government might be to fund these pools, in
effect making it a national responsibility to meet the special programs and ser-
vices such students require.

Reforming special education to emphasize a more integrated services ap-
proach for most students with disabilities will not necessarily be cheaper than the
current categorical system.  It does, however, hold out promise for improving the
quality of education offered to students with disabilities and enabling them to
reach their full potential by incorporating these children as fully as possible into
the primary school mission of improving learning for all students.

EMPOWERING SCHOOLS OR PARENTS OR BOTH TO MAKE
DECISIONS ABOUT THE USE OF PUBLIC FUNDS

Definitive evidence is not available about the effects of major changes in
who has the power to determine how education dollars are spent.  Such changes
are highly controversial because they threaten existing authority relationships.  In
the face of uncertainty and controversy, the arguments for change are strongest in
places where school performance under current governance arrangements has
been hardest to improve.  This suggests that urban areas with large concentrations
of disadvantaged students are the most compelling targets for such reforms,
especially reforms that give parents more choice over the schools their children
attend.

There are several reasons why choice options may be both more feasible and
effective in promoting educational fairness and productivity in urban areas than
elsewhere.

First, the population is more concentrated.  Therefore transportation cost
issues loom less large than in less densely populated areas.

Second, urban dwellers currently have less school choice than other Ameri-
cans.  Many urban residents are black, and the residential segregation of blacks is
still strong.  This is true within school districts as well as across district lines.  The
effects on school segregation are illustrated by data from Chicago, where 37 of 63
high schools have more than 99 percent black enrollment, although only 63
percent of district students are black (Chicago Magazine, 1995).  Also, in a
neighborhood school system, the price of housing can ration access to neighbor-
hoods with better schools (Black, 1998; Epple and Romano, 1996).  This creates
a link between income and education quality because higher-income households
can more readily pay a premium for housing in neighborhoods with better schools.
The structure of metropolitan areas in the United States (large central cities
surrounded by suburbs) tends to result in a disproportionate number of low-
income households concentrated in a large multischool district.
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Third, urban districts, more so than suburban or rural districts, resemble
monopoly providers and so may suffer most from the inefficiencies that accom-
pany monopoly supply.  Again, Chicago provides an example:  the city of Chi-
cago has 63 high schools in one school district.  Roughly 77 districts surrounding
Chicago have a total of 95 high schools (Chicago Magazine, 1995).

In addition, the features of small neighborhood school systems that may be
desirable from the perspective of school performance—households that are pre-
dominantly owner-occupants, where both parents and homeowners without chil-
dren have incentives to care about school quality (Hoxby, 1996)—are less
pronounced in large-central city districts.  In central cities, the majority of house-
holds are renters rather than owner-occupants; residents without children in school
do not have the financial stake in the quality of neighborhood schools that owner-
occupants do.  The owners of rental housing have less political influence relative
to owner-occupants, because the former are fewer in number and often reside
elsewhere.  This is likely to be exacerbated in large districts by the relatively
greater difficulty that residents encounter in affecting district-level policy.  Hence
one would expect neighborhood school organization to be less effective in large
city systems with predominantly renter-occupants than in small suburban dis-
tricts with predominantly owner-occupants.

Finally, urban residents arguably have benefited least from prior school re-
forms:  urban schools still produce the lowest academic achievement and suffer
from high dropout rates.  Research suggests that recent studies comparing Catho-
lic school performance to public school performance show more positive effects
for urban minority students than for others, though as also noted the problem of
selection bias (while not as bad as in earlier research) still makes it difficult to
draw firm conclusions about public-private school differences.

Both theory and experience suggest that different forms of choice would
affect urban education in different ways.

Breaking up large city systems into small districts comparable in size to
suburban districts (that is, mimicking neighborhood schools) would likely be a
step in the right direction from an incentive standpoint, and this is one way to
increase school choice.  However, the incentives with renter-occupants would
probably not be as strong as with owner-occupants.  In addition, the tax base per
student in such newly created small districts would necessarily vary a great deal,
and some form of equalization would be essential for such restructuring to have
desired outcomes.

Interdistrict and intradistrict choice options have limitations in urban set-
tings.  Parents in districts with good schools pay a housing price premium to
reside in these districts and are unlikely to be receptive to enrolling students from
poorer-performing districts.  In fact, where interdistrict choice is now permitted,
not much actually occurs.  Intradistrict choice may be more viable, but still
parents who have located in neighborhoods with good schools may resist student
enrollments from outside the neighborhood.  Districts can enforce open enroll-
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ment, but if there are significant differences in school quality, this is likely to lead
wealthier households to leave for the suburbs or to enroll their children in private
school.  Moreover, intradistict choice is not an effective mechanism for improv-
ing performance when problems exist at the district level.

Charter schools have incentives to attract and admit students; their survival
depends on it.  They also have incentives to serve students well in order to retain
them.  They are likely to introduce more competitive forces than traditional forms
of public school choice because they can potentially supplant poor-performing
schools.  They may also be effective in disciplining inefficient management if the
district does not have too much control over their operation.  However, to the
extent that charter schools remain an intradistrict mechanism, subject to the au-
thority of existing district management, there may be limits to the extent to which
they can bring about change where change is needed most.

Vouchers that enable students to use public funds to attend private schools
may offer city residents the most effective enrollment vehicle for improving
educational quality by rewarding schools that perform well and punishing schools
that do not.  Such rewards and punishments are key features of well-functioning
private markets.  Because private schools face this disciplining mechanism,
voucher-supported private schools are likely to have the strongest impact in
improving school performance.  This is particularly the case if the program is
funded at the state level, so that the voucher schools are not tied to a particular
school district either in oversight or resources.  Hence, on a priori grounds, such
schools might be expected to be the most likely to succeed in increasing produc-
tivity and effectiveness of the educational system.

Despite these theoretical arguments in favor of vouchers, they are and have
been one of the most controversial ideas in American education.  They raise (if
parochial schools are included) church-state issues that, while perhaps not as
powerful politically as they once were, still arouse strong emotions, to say noth-
ing of possible federal and state constitutional barriers.

The legality of religious-school vouchers is unclear, and advocacy groups on
both sides of the issue are hoping to bring a case before the U.S. Supreme Court
that would result in a definitive ruling.  Meanwhile, courts in several states have
rendered conflicting opinions.  For example, the state supreme courts in Wiscon-
sin and Ohio ruled that programs in Milwaukee and Cleveland that permit vouch-
ers to be used at religious schools are legal under both federal and state
constitutions (Jackson v. Benson, 710 N.E.2d 276, Wis. 1998, Simmons-Harris v.
Goff, 710 N.E.2d 276, Ohio, 1999).12  In Maine, the state supreme judicial court

12The Ohio Supreme Court at the same time struck down the Cleveland voucher program on
technical grounds unrelated to the constitutional church-state issue.  The Ohio legislature subse-
quently (June 1999) reinstated the Cleveland program in a manner that avoids the technical problem
with the old law.  However, at the beginning of the 1999 school year, a federal district judge issued
an injunction halting the Cleveland voucher program on the grounds that it probably violates consti-
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and the federal appeals court ruled that “tuitioning” programs (wherein towns
without public high schools reimburse parents for sending their children to public
or secular private schools in other communities) may not include religious
schools.  The courts based their rulings on both federal and state constitutional
arguments (Bagely v. Raymond School Department, 728 A.2d 127, Me 1999,
Strout v. Albanese, 1999 U.S. App. LEXIS 10932, 1st Cir. May 27, 1999).  The
Vermont Supreme Court relied solely on the state constitution in making a simi-
lar ruling on that state’s tuitioning program (Chittenden Town School District v.
Vermont Department of Education, No. 97-275, 1999 Vt. LEXIS 98, Sup. Ct.
filed June 11, 1999).  Related cases raise church-state issues in other (nonvoucher)
contexts—e.g., state-authorized education tax credits that include religious
schools in Arizona and Minnesota and cases related to technology and other
kinds of aid in a number of states.  When federal constitutional issues are in-
voked, grounds exist for appeals to the U.S. Supreme Court.  Any of a number of
current cases could ultimately provide the occasion for the court to settle the
question of what public aid may or may not be used at religious schools.  Perhaps
Florida’s new statewide school voucher law, the first statewide law in the coun-
try, will be the test case lawyers have been seeking.  One day after the law was
signed on June 21, 1999, the first lawsuit challenging it was filed.13

Legal issues apart, many opponents see private school vouchers as a threat to
traditional American support for public schools.  Some urban educators argue
that they would remove much-needed funds from public education just as urban
districts are engaging strenuously in efforts to improve their academic perfor-
mance.  Opponents fear that they would exacerbate the stratification of popula-
tion by income, race, or other student characteristics, potentially making matters
worse rather than better with respect to achieving goal 2.  Experience with paren-
tal choice programs overseas lends some credence to concerns about increased
stratification, although of course urban American schools are already stratified to
a significant degree.

There is some theoretical research that addresses these concerns.  For ex-
ample, Epple and Romano (1998, 1999) find that flat-rate voucher systems tend
to promote more stratification by ability than public neighborhood schools sys-
tems but less stratification by income.  As Chapter 6 noted, there is very little

tutional mandates for the separation of church and state.  As this volume goes to press, the federal
judge partially reversed the injunction and decided to allow Cleveland children who were enrolled in
the voucher program last year to continue attending private school for the first semester of this
school year, while the full case is argued.  In the meantime, no new students are being given
vouchers.

13In Florida, each public school has just been graded for the first time by the state on an A-to-F
basis.  The state will offer vouchers to students attending schools that receive Fs two times in four
years,  In fall 1999, only pupils in two elementary schools in Pensacola will be eligible for the
vouchers, on the basis of previous poor ratings received by these schools.
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empirical evidence with which to evaluate the theoretical claims made both for
and against vouchers, and the evidence that does exist is often hotly contested.
While limited data are available that can be used to test predictions about voucher
programs directly, theoretical predictions can be tested by analysis of data for
existing public and private schools.  Epple et al. (1998) test the aforementioned
predictions about stratification made by Epple and Romano and find that all
predictions regarding stratification within and across the public and private school
sectors are supported by the data.14

The foregoing suggests that charter schools and vouchers, rather than
interdistrict and intradistrict choice programs, are the choice options most worthy
of further exploration as vehicles for improving poor-performing city schools.
Charter schools are in effect a naturally occurring experiment, although one that
is not being as fully and systematically evaluated as it might be.  Also, the fact
that charter schools have unequal access to capital funding means that they do not
face a level playing field with traditional public schools.

Existing voucher programs are so small that they are not ever likely to yield
the kind of answers about the effects of vouchers and the most effective voucher
designs that would be necessary to allay the concerns of those who question
vouchers, not on legal grounds, but on the grounds of their unproven impacts on
school performance and stratification.  This raises the question of whether it is
time for a large-scale experimental demonstration project with school vouchers.
The committee wrestled long with this issue and discusses it further in Chapter 9.

14This analysis uses a unique dataset (prepared by David Figlio and Joe Stone) that was generated
from the National Education Longitudinal Survey, the Schools and Staffing Surveys, and data col-
lected by Dun and Bradstreet.
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Achieving Goal 3:
Raising Revenue Fairly and Efficiently

Most of the policy discussion related to the fairness of school financing
systems focuses, as it should, on the pattern and level of educational spending or
outcomes.  However, another aspect of equity should not be ignored:  How fair is
the distribution of the burden of the taxes or fees used to generate revenue for
schools?  Some aspects of this revenue perspective on equity are obviously
intertwined with the spending and outcome issues embodied in the concepts of
school finance equity and adequacy discussed in Chapters 3 and 4.  However,
many other aspects are not.  Moreover, the basic principles typically used to
evaluate the fairness of revenue sources differ from the standard equity principles
underlying the school finance literature.

In addition to equity, other aspects of the revenue system are also important,
such as how much it costs the government to administer the system, how stable
the revenue sources are over the business cycle, and how extensively the tax
system distorts taxpayers’ decisions in undesirable ways.  Policy makers who are
striving to achieve the goal of raising revenues in a fair and efficient manner need
to pay attention to all of these issues.  In addition, they need to consider any trade-
offs or complementarities with the other two goals of a good financing system:
increasing achievement for all students and reducing the nexus between achieve-
ment and family background.

Two main aspects of revenue raising should be distinguished—the particular
revenue source that is used (i.e., property, income, or sales taxes) and the level of
government (i.e., school district, state, or federal government) that is responsible
for raising revenue.  Table 8-1 displays the main options for the United States.

In this chapter we argue that the local property tax remains the best way to
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raise local revenue for education.  That is, provided a decision is made to lodge
significant responsibility for raising revenue at the local level, the local property
tax is preferred to other local taxes for that purpose.  That analytical conclusion
is depicted in Table 8-1 by the designation of property taxes as the single revenue
source for local school districts.  While local sales and income taxes are poten-
tially feasible and are currently used in some states, the property tax is the pre-
ferred option.

At the state level, the relevant major revenue sources are state income and
sales taxes, with 41 states using income taxes and 45 using sales taxes.  States
traditionally have not made much use of state-level property taxes to finance
education.  However, several states have recently shifted toward statewide prop-
erty taxes or their equivalent, and other states could do so as well.  Hence, along
with state income and sales taxes, we identify statewide property taxes as a larger
potential source of revenue for education than in the past.

Although the federal government now provides only about 7 percent of the
revenue for K-12 education, in principle it could do a lot more.  In the absence of
major tax reform at the federal level (in the form, for example, of a shift away
from the federal income tax to a value-added tax or other form of consumption
taxation), the relevant revenue source for education at the federal level is the
federal income tax.

After evaluating the property tax in some detail, this chapter addresses four
questions about the revenue system.  The first question is whether the mix of
local taxes should be altered by reducing reliance on the property tax and increas-
ing reliance on other local taxes or a modified version of the property tax.  The
second is what state revenue source would be best if heavier reliance were to be
placed on state revenue sources.  The third is whether it would make sense to shift
away from local revenue raising in favor of much greater reliance on state rev-
enues.  And the fourth is whether it would be desirable to increase significantly
the federal role in revenue raising for K-12 education.

EVALUATION OF THE PROPERTY TAX

Evaluating the local property tax as a source of funding for local schools is
significantly more complicated than evaluating a state or national tax because of
the close relationship between the revenues collected and the amount of spending

TABLE 8-1  Tax Options for the United States

Type of Tax District State Federal

Property X possible
Sales X
Income X X
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in each school district.  This close relationship suggests to some people that the
property tax should be evaluated as a benefit tax—that is, as a tax that is specifi-
cally paid for the services provided by a community, rather than in more standard
ability-to-pay terms, which examine the distribution of the tax burden separately
from what the funds are used for.  When looked at as a benefit tax, the local
property tax appears to perform better on efficiency grounds and, according to
some people, also better on equity grounds than when it is looked at through the
lens of the more traditional tax literature.  In the following sections we refer to
both perspectives.

Efficiency

Most taxes induce some inefficiency by encouraging taxpayers to alter their
behavior in ways that would reduce their tax liability.  In the case of the property
tax, the standard concern is that households will respond to the tax by investing
less in housing or that firms will respond by investing less in property subject to
the property tax or by shifting their investments to areas with low property tax
rates (Mieszkowski and Zodrow, 1989).

In contrast to this emphasis on the inefficiencies of the tax, the benefit-tax
approach emphasizes that the local property tax may generate efficient decisions,
especially with respect to the level of education services.  Particularly in large
suburban areas where households can choose among many small, relatively ho-
mogeneous school districts, households gain access to the education services
provided by a district in return for paying its local property tax.  Presumably,
people will have a tendency to sort themselves among districts in line with their
preferences for education, so that those with stronger preferences for education
will end up in districts with more education and higher property taxes than those
with weaker preferences.  In effect, the property taxes act more like prices that
consumers willingly pay for education than compulsory taxes.  This analogy is
particularly apt, according to the advocates of this perspective, when local zoning
regulations ensure that residents in each school district end up in houses that are
similarly valued, so that they pay similar property taxes for their uniform public
education (see Hamilton, 1975; Fischel, 1992; Hoxby, 1996b).

This view, which is generally consistent with the well-known strand of pub-
lic finance literature initiated by Charles Tiebout in 1956, draws attention to the
efficiency benefits that accrue from local provision and financing of public goods.
Significantly, however, the benefit-tax approach would apply to any local tax, not
just to the local property tax.  That is, the efficiency claims for the property tax
relate more to the governmental level at which revenues are raised than to the
desirability of the property tax or any other specific local tax.  For this reason, we
defer to later in the chapter a fuller discussion of the potential trade-offs between
efficiency and equity that might arise with a shift to a larger state role in educa-
tion finance.
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Furthermore, the benefit-tax argument applies most directly to small, rela-
tively homogeneous suburban districts only when local zoning enforces housing
uniformity within districts, and it is not particularly pertinent to central city or
rural districts.  In light of these limitations, it seems reasonable to treat the
property tax like other taxes and to recognize that it will induce some distortions
in behavior.  Because all taxes induce distortions, the relevant question from this
more traditional perspective then becomes how the distortions associated with
the property tax compare with those associated with other potential local taxes,
such as the income or the sales tax.

Fairness

There is little doubt that many taxpayers view the local property tax as
unfair.  In 1978, for example, voters in California shocked the nation by support-
ing Proposition 13, a statewide initiative to reduce drastically the level and rate of
growth of local property taxes.  Massachusetts voters followed with their own
stringent tax limitation measure two years later.  While the motivation for these
and other measures to limit property taxes are obviously mixed and complex,
voters appear to have been motivated in part by their perception that the local
property tax was unfair.1  Acting on concerns of this type, legislators in many
other states did not wait for statewide referenda to reduce property taxes, but
instead jumped on the anti-property-tax bandwagon and introduced policies de-
signed to provide property tax relief to all or to specific groups of taxpayers.

Further evidence of continuing taxpayer dissatisfaction regarding the prop-
erty tax emerges from annual surveys administered between 1972 and 1994 by
the U.S. Advisory Commission on Intergovernmental Relations.  During that
period, between 25 and over 30 percent of the respondents consistently rated the
property tax as the least fair tax (compared with federal and state income taxes
and the state sales tax) and typically much less fair than the main alternatives to
property taxes for financing education, state income and sales taxes.

Taxpayers have lots of reasons for believing the property tax is unfair.  Many
of these relate to the way the tax is administered (e.g., see Netzer and Berne,
1995, for examples specific to New York State).  Compared with other taxes such
as income and sales taxes, the property tax is more difficult to administer fairly
because it requires that property be assessed.  Ideally, the assessed value of a
property should reflect its market value.  However, where there are few market
transactions, the value of the property must be approximated by one of several
imperfect methods.  It is not surprising that the assessment of property is subject

1These and other factors are explored by Citrin (1979) in California, Gramlich and Rubinfeld
(1982) in Michigan, and Ladd and Wilson (1982) in Massachusetts.

Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


236 MAKING MONEY MATTER

to error and to political influence in some states and, consequently, frequently
departs from market value.

Another complicating factor is that any given parcel of property is likely to
be subject to taxation by several local authorities, such as a county government, a
municipality, a school district and perhaps several special-purpose districts.  Such
complexity may well confuse local taxpayers and make them view the overall
burden as unfair.  Finally, the fact that property taxes are typically levied only
once or twice a year makes them more visible than income taxes, which are
largely collected through withholding, or sales taxes, which are collected in small
amounts at the cash register.

Other reasons for concern about the fairness of the property tax arise in
particular circumstances.  In California in the late 1970s, for example, part of the
concern arose from the rapidly rising housing values and the three-year assess-
ment cycle, which combined to produce huge increases in property valuations
and tax burdens in a single year, increases that bore no relationship to the
taxpayer’s ability to pay as measured by current income.  In Massachusetts, the
high levels of property tax burdens made the tax difficult for some taxpayers to
accept.

Beyond some of these taxpayer concerns, many of which are clearly valid
and reflect underlying problems with how the tax is administered, experts in
public finance also have much to say about the fairness of the property tax based
on the two basic principles of tax equity.  However, as the committee discovered,
not all economists agree.

Those economists who emphasize that the local property tax is like a benefit
tax would typically defend it on fairness grounds by appealing to the benefit
principle of tax equity.  According to this principle, a tax is fair if the burden of
the tax is distributed among taxpayers in line with the benefits they receive from
the services funded by the tax.  However, in the committee’s view the benefit
principle is not very applicable in this context, largely because it is based on an
unacceptable ethical foundation.  Because the demand for education is highly
correlated with parental income and education, this approach to equity would
accept as fair differences in education levels across jurisdictions that correspond
to differences in preferences and family ability to pay for education.  Although
such a pattern increases the efficiency with which education is provided (in the
sense that those who have greater willingness to pay for education get more)
compared with a uniform state-wide level, the committee sees no reason to assert
that such an outcome is fair, especially given the acknowledged significance of
education to a child’s life chances.

An additional complication arises in using the benefit principle to evaluate
the equity of property taxes because of the phenomenon of tax capitalization.  For
example, if two school districts provide similar education services but one does
so at a lower tax rate (perhaps because of the presence of a power plant in the
district), homeowners are likely to have bid up housing prices in the low-tax
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district enough so that new homeowners would receive no net financial benefit
from living in the district with the lower tax rate.  Thus what may appear as an
inequity—the fact that households in one community pay a lower tax rate than
those in the other for the same services—turns out not to be an inequity if one
takes into consideration the fact that the households paying the lower tax rate pay
more for their housing.2

More useful and appropriate for evaluating the equity of the property tax, in
the view of the committee, is the ability-to-pay principle.  From this perspective,
the key question is: How regressive is the property tax?

It turns out that there is no simple answer to this question.  The incidence of
the property tax has, in fact, been one of the most controversial topics in the field
of local public finance.  The controversy centers around the so-called old view
and the new view of the incidence of the tax.  Those who apply the old view argue
that the tax is regressive on the grounds that landlords and business firms are able
to shift much of the burden of their real estate taxes onto renters and consumers in
the form of higher prices.  The new view, in contrast, emphasizes that the prop-
erty tax is a tax on wealth, so that the ultimate burden of the tax is distributed in
line with earnings from wealth.  Since those earnings rise disproportionately with
household income, the tax burden, according to this view, could be progressive—
that is, the tax would place a heavier burden on higher-income households than
on lower-income ones.  Fortunately, as noted by McLure (1977), the two views
can be reconciled by interpreting the old view as one component of the new view.
In particular the old view is most applicable to differences in property tax rates
across jurisdictions.

This reconciliation leads to the general consensus that what makes the prop-
erty tax regressive is the differences in tax rates across jurisdictions.  Regressivity
emerges to the extent that higher property tax rates are levied in districts with
above-average proportions of poor households and lower rates in districts with
richer households.  However, a different conclusion emerges for property tax
rates that cover a broad geographic area like a large state.  In this case, the new
view would be more applicable, which would mean that the burden of an increase
in the property tax rate is likely to be proportional or even relatively progressive.
This observation suggests that a shift away from reliance on local property taxes
(with their tax rate differentials that make the tax regressive) to a statewide
property tax could well make the tax system fairer.

2This phenomenon of capitalization has implications not only for the equity of the existing system
but also for changes in the system.  Any policy that would change property taxes, such as increased
reliance on alternative revenue sources, will generate windfall gains in housing values to those
whose taxes fall and losses to those whose taxes rise.  Similarly, the positive effects on poor people
of equalizing aid that allows poor jurisdictions to lower tax rates or increase the quality of their
education services could be offset in part by a rise in housing costs.  However, if the low-income
residents are homeowners, they also benefit from the higher value of their houses (see Wyckoff,
1995).
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This discussion generates two conclusions about the fairness of the property
tax.  First, from an equity perspective, the administration of the property tax
leaves a lot to be desired and inevitably leads to the unfair treatment of some
taxpayers.  The committee would support ongoing efforts to administer the tax as
fairly as possible.  As spelled out by Netzer and Berne (1995:39), a property tax
system should be:  (1) “transparent and straightforward,” so that it is comprehen-
sible to voters and property owners; (2) it should be “systematic,” in the sense of
having few internal contradictions; and (3) it should be “reasonably related to the
policy objectives that animate the various provisions.”

Second, the property tax is not so regressive—and hence unfair—a tax as
some people make it out to be.3  Its major failings are (1) the regressive elements
that emerge because it is a local tax and (2) the inequities in spending that result
from the wide variation across districts in the property tax base.  However, these
latter inequities result more from the fact that many states place such heavy
reliance on local—in contrast to state—revenue sources rather than to the prop-
erty tax itself.

This conclusion about regressivity implies that converting the local property
tax with its variation in tax rates across jurisdictions to a statewide uniform-rate
property tax could well improve the fairness of the revenue system.  It would
eliminate most of the regressive element that arises from the differential tax rates
across jurisdictions and would eliminate the spending disparities that arise from
the variation in local property tax bases.4  A logical next question would then be
whether further gains in equity could be obtained by shifting away from the
property tax completely to other statewide taxes, such as income or sales taxes.

However, the committee is well aware that some people would argue that
any gains in equity (either in the fairness of the revenue system or in the form of
a more even pattern of spending across districts) from a shift to statewide taxes
could come at a potentially large cost, namely the loss of local control and more
efficient decision making that flows from local school districts having access to
their own source of revenue.  In light of the concern about local control and
efficiency, it is worth examining first how the property tax stacks up against other
local taxes that might be used by local school districts.

3Throughout this discussion we have defined regressivity with respect to a household’s current
income.  An alternative approach would compare tax burdens across households as a proportion not
of their current income but rather of their lifetime or “permanent” income.  Such an analysis would
make the property tax look less regressive and more proportional, given that household spending on
housing is typically found to vary in line with a household’s permanent income.  It is worth noting,
however, that if one is going to look at the incidence of property taxes in terms of permanent income,
one must also examine the incidence of other taxes in similar terms.  For a discussion of these issues
in the context of excise taxes, see Poterba, 1989; Lyon and Schwab, 1995).

4At the same time, it should be noted that such a change in tax system could well lead to short run
windfall gains and losses that could be quite arbitrary in their distributional effects.  Hence, any
change in tax structure would  require attention to these arbitrary gains and losses.
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SHOULD THE MIX OF LOCAL TAXES BE CHANGED?

The two major candidates to replace the local property tax are the local
income tax and the local sales tax.  Alternatively, one could imagine modifying
the local property tax by applying it to residential property alone or by sharing the
revenues across communities within a metropolitan area.

Local Income or Sales Taxes

A somewhat stronger case can be made for replacing the local property tax
with a local income tax than with a local sales tax, but even here the argument is
not compelling.

Strauss (1995) tries to make the case for a local income tax with particular
reference to New York State.  His starting point is that because education repre-
sents an important form of income redistribution, it should be financed out of
broad ability-to-pay taxes, such as income or consumption broadly defined.  The
property tax is unfair, he argues, because it does not allocate burdens in line with
any reasonable concept of ability to pay.  For example, it often imposes heavy
burdens on the elderly who are property wealthy but income poor, and it treats
taxpayers in districts with a lot of business property favorably relative to those in
districts that are primarily residential (with no reference, however, to the poten-
tially offsetting impacts on housing prices that occur when differences in prop-
erty taxes are capitalized).  Few would disagree with the argument that the income
tax is the superior tax judged in terms of ability to pay.  Unlike the property tax,
it applies directly to households and hence can be adjusted to take into account
the circumstances of the family, such as the number of dependents.  Furthermore,
provided one accepts the view that current annual income is the appropriate
measure of ability to pay, tax burdens will inevitably be more in line with house-
hold ability to pay than they would be with the property tax.  Of course, in
practice, in order to minimize administrative and compliance costs by taking
advantage of the existing state administrative structure, the definition of income
for a local income tax would most likely follow the state definition.  Conse-
quently, the fairness of any local income tax would depend on the fairness of the
state income tax.

Although from an ability-to-pay perspective a local income tax could well be
a fairer way to raise revenue within a district than the local property tax, the
income tax may well be less desirable on other grounds.  First, it could well lead
to even greater disparities across school districts than those associated with the
local property tax.  This outcome would occur, for example, if the amount of
business property (which is included in the property tax base but not the income
tax base) were larger in areas with lower-income residents than in areas with
wealthier residents, a pattern that would tend to mitigate the effects of large
differences in household income or property wealth across districts.  In practice,
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which tax base varies more is an empirical question and the outcome is likely to
vary from one state to another.  As Oates (1991) has pointed out, the unequal
distribution of the tax base is likely to be a problem for any local tax whether it be
a property, income, or sales tax, and the problem could well be less for the
property tax than for other taxes.

Second, there are likely to be greater behavioral distortions with the income
tax than with the property tax.  If a redistributive local income tax and expendi-
ture package is weighted toward lower-income individuals and families, then in-
migration of the poor into the local jurisdiction raises the cost of redistribution
and may cause out-migration of wealthier families.  The property tax generates
fewer distortions because the mechanism of tax capitalization through which
differences in tax burdens are reflected in the prices of housing makes it more
difficult for taxpayers to avoid the burden of the tax by movement from one
jurisdiction to another.

Other possible advantages of the property tax over the income tax include the
fact that it is potentially more stable over the business cycle because of the
relative stability of housing values (but offsetting this is the possibility of increas-
ing tax arrears during recessions) and its broader tax base, which includes busi-
ness as well as residential property and means that tax rates can be lower for any
amount of revenue.  Finally, in contrast to the income tax, for which the marginal
tax rate for a local income tax could be quite high because the same base is used
by the federal government and most state governments, the property tax has the
advantage of not being used by higher levels of government.

The local sales tax is an even less promising alternative than the local income
tax.  Shifting away from the local property tax to a local sales tax is unlikely to
make the revenue system more fair.  First, the sales tax itself is generally a very
regressive tax.  Although many states have moderated the regressivity of their
state sales taxes to some extent by choosing not to tax food, the state sales tax
typically remains quite regressive.  There is no reason to believe that a local sales
tax would be any less regressive.  Whether it is more or less regressive than the
property tax is a more complicated question, but one on which there is no clear
presumption in favor of the sales tax.

Moreover the local sales tax has some other significant disadvantages.  The
disparities across districts in sales tax bases are likely to exceed the disparities in
property tax bases because of the uneven distribution of large retail shopping
centers across school districts.  Local sales taxes are relatively easy for taxpayers
to avoid and hence can distort the shopping behavior of local shoppers in signifi-
cant ways.  Revenue from sales taxes is typically quite unstable over the business
cycle, and finally, sales taxes are not deductible under the federal income tax.

Thus, the property tax appears to dominate the other main alternative broad
based local taxes—income and sales—as a revenue source for school districts
based on standard evaluation criteria for revenue sources such as equity, effi-
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ciency, and stability.  However, one final criterion remains—the effect of the tax
on the willingness and ability of voters to raise funds for education.

Various constraints have recently been imposed by state governments on the
local property tax, in the form of property tax caps and other limitation measures.
Many of these constraints have been binding, and they would appear to be a
serious indictment of the property tax as a source of revenue for education.  Dye
and McGuire (1997) and Rueben (1997) provide empirical evidence that these
property tax limitation measures are effective at limiting the level and growth of
property taxes.  The evidence on the effects of these restrictions on school out-
comes, such as student test scores, is more mixed.  Downes et al. (1998) do not
find strong evidence of a short-run effect of the Illinois tax cap on test scores,
while Downes and Figlio (1997) find evidence that mathematics test scores are
lower in states with binding limitation measures, and Figlio and Rueben (1997)
find evidence that teacher quality is lower in states with strict property tax limita-
tion measures.  Typically, when tax limitation measures are imposed, the affected
jurisdictions are allowed to circumvent the restrictions if they receive voter ap-
proval.  The effectiveness of voter referenda as an escape valve for jurisdictions
hard hit by limitation measures is in question.

However, one must be careful not to assume that taxpayers are revolting
against the property tax per se.  They may, instead, be concerned about the
overall level of taxes and have chosen to protest against the one that is closest to
them, the one at the local level.  One particular characteristic of such a local tax
provides some support for this view.  In many jurisdictions, the local property tax
is treated as the residual tax, in that its rate is the easiest one to increase when a
jurisdiction finds that it has a shortfall between its planned expenditure and the
revenue it will receive in the form of state or federal aid or from other tax bases
subject to fixed tax rates.  The rising property tax rates may well induce local
voters to view the property tax as the culprit when the real problem is that
expenditure demands are outstripping the growth in other sources of revenue.  By
this reasoning, one might expect to see limitations imposed on other forms of
local revenues, should they become much more broadly used.

Possible Modifications to the Local Property Tax

Given that the reasons for shifting away from the local property tax to an-
other broad based local tax are not compelling, it is worth considering whether
various modifications of the local property tax might be desirable.  The two most
commonly discussed alternatives are shifting the taxation of nonresidential prop-
erty to the state level and the introduction of local tax base sharing, as in Minne-
apolis-St. Paul.

The fact that the property tax applies not only to residential but also to
business property raises a variety of policy issues for the financing of education.
Ladd and Harris (1995) examine the case for shifting the nonresidential portion
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of the local property tax base to the state level, with the funds redistributed back
to local districts for education.  Such a shift might be justified on the following
grounds.  First, it would recognize the fact that it is residents who receive the
primary benefits of locally provided education services, either directly in the
form of education services or indirectly through the capitalization of education
services into house values.  In contrast, because they typically recruit workers
from a region larger than the local school district, firms generally receive fewer
benefits from local education than do residents.  Second, the inclusion of business
property in the local tax base could distort local spending by lowering the tax
price of education to residents and thereby inducing districts with large amounts
of local business property to overinvest in education, relative to the local benefits
received by residents.  Third, locally differentiated taxation of business property
could distort firms’ location decisions, as firms seek the districts with the lower
tax rates, thereby creating inefficiencies in production.  Fourth and more specula-
tive is that shifting to statewide taxation of business property for education with
the proceeds channeled back to school districts could generate a fairer pattern of
education spending across the state.  Whether this outcome would occur depends
on the location of the business property and the formula by which the state
distributed the revenue back to the local districts.

Ladd (1976) and Ladd and Harris (1995) observe that the impact on distribu-
tion as a result of statewide taxation of business property depends on the location
of the business property and the structure of the aid system.  Ladd (1976) simu-
lates the results of this type of policy change on resource equity in Massachusetts.
She concludes that the state would need to provide additional redistributive aid to
poorer districts to make up for the lost revenue from the smaller tax base.  If
business property is disproportionately located in poorer school districts and the
state aid system does not compensate, then equity would be reduced by such a
proposal.  Ladd and Harris (1995) consider the impact of this policy in New York
State.  They concluded that in order to improve the distribution of resources, the
revenues would have to be distributed to the 75 percent of the school districts
with the lowest income or property wealth.  They noted, however, that such a
redistribution program would drain a considerable amount of revenue from the
New York City schools.  The results from these studies highlight the limitations
of these statewide property tax programs.

A variation of this approach is a system in which the tax base generated from
new business investment within a metropolitan area is shared among the local
communities.  Such an approach has been used in the Minneapolis-St. Paul area
for the financing of general public services since 1975 (Luce, 1998).  Under that
program, 40 percent of the new property tax base is put into a regional pool,
which is then distributed among municipalities in line with their population and
inversely with the market value of their property relative to the rest of the region.
While this approach appears to have reduced fiscal disparities in the Minneapo-
lis-St. Paul region, its failure to offset the higher costs of providing services in
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some areas has generated some anomalous outcomes, such as that the city of
Minneapolis is a net loser under the program.  Recent simulations for other areas
such as Maryland, Milwaukee, and Chicago generate similar predicted impacts,
including the anomalous results for specific cities (Luce, 1998).

WOULD STATE TAXES BE BETTER?

If a larger share of the financing for education were shifted to the state level,
states would have to rely primarily on their individual income tax, on their sales
tax, or possibly on a new statewide property tax.  Alternatively they might try to
generate additional revenue from lottery proceeds or selective sales taxes.  In the
following sections, we explore the equity and efficiency of each of these revenue
sources.

Broad-Based State Taxes

The economic incidence of the state income tax is much better understood
than that of the property tax, largely because of the typically unchallenged as-
sumption that the burden of the tax is borne by the people who pay it.  The typical
state imposes a graduated-rate structure with a top rate of between 5 and 8
percent.  A few states impose either a flat rate or a very compressed graduated-
rate structure on incomes above a low threshold amount, so that the tax burdens
in these states are distributed nearly proportionally.  More than half of the states
with an income tax have an optional standard deduction and most allow taxpayers
to use the items reported as federal itemized deductions on their state tax form.
Because of these characteristics, state personal income taxes are generally con-
sidered to be progressive, with the degree of each state’s income tax progressivity
based on the level of exemptions, number of deductions, and marginal tax rates.5

Since the state income tax rates are in addition to the federal income tax, they
can impose significant efficiency costs.  After all, it is the total tax rate that
affects individuals’ decisions about the trade-off between work and leisure, not
simply the portion that is paid to one level of government rather than another.
Moreover, such efficiency costs rise more than proportionately with an increase
in the tax rate, since the further individuals move from what their preferred option
would have been, the less well off they are.  Hence, a 5 percent state tax rate on
top of a 15 percent federal income tax rate would increase the efficiency loss by
significantly more than 33 percent.  However, working in favor of the income tax
is the fact that compliance and administrative costs of the tax will be relatively
low provided the state follows the federal definition of taxable income and uses
employer withholding to collect the bulk of the revenue.

5This is consistent with Phares’s (1980) calculations of the progressivity of each state’s income
tax.
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The stability of the revenue source over the business cycle (short-run elastic-
ity) and how the revenue source responds to economic changes over time (long-
run elasticity) also need to be considered.  A revenue source that is stable during
short-run business cycle instabilities is important to local governments.  In addi-
tion, revenue sources that grow with growth in the state and local economy are
typically preferred to those that grow more slowly.  Both of these effects affect
the stability of the tax revenue both in the short run and the long run.  Revenue
growth is required because economic growth will probably increase demands on
government services.  It is generally believed that an important advantage of the
property tax is its relative stability and, therefore, predictability.  However, the
state personal income tax also seems to perform well in terms of these attributes.
Sobel and Holcombe (1996) found the personal income tax base to be fairly
stable over the course of a business cycle.  They also found that it is very
responsive to state income growth.

As for general sales taxes, economists typically assume that they are shifted
forward to consumers in the form of higher prices and consequently impose a
regressive burden on taxpayers because low-income households devote a larger
share of their income to taxable items than do households with higher income.
This regressivity is mitigated somewhat in states that exempt various categories
of purchases, such as food and drugs, which represent a larger share of spending
in low-income households than in high-income households.6  However, this im-
provement in equity is bought at a loss of tax revenue, since food for home
consumption comprises a large share of total potentially taxable sales.  Even
when all these exclusions from the sales tax base are considered, Phares (1980)
estimates the general sales tax to be regressive in each of the states that has one.

The state sales tax also imposes efficiency costs because of the lack of
uniformity in the rates and tax bases and because the tax is applied to mobile
consumers.  These inefficiencies are most certainly larger than with the state
income or property tax.  Sales tax rates tend to range from 4 to 6 percent.  These
rates are low, but because some local governments often impose additional sales
taxes on the same base, and because the base is narrowly defined, the inefficien-
cies of the tax are likely to be high, at least in some states.

The state sales tax is also not as stable over the short run or the long run as
property or income taxes.  The variability and growth of sales tax revenue depend
on what items are included in the tax base.  On one hand, according to Sobel and
Holcombe (1996), retail sales taxes including food purchases have about the
same short-run responsiveness as the personal income tax.  On the other hand,
short-run variability increases when food items are exempted (as they are in
many states).  Neither sales tax base (with or without food items) performs as
well as personal income tax revenue with respect to long-run state income growth.

6See Due and Mikesell (1994) for a general discussion of state sales taxes and Poterba (1989) for
an alternative view of the distributional consequences of general consumption taxes.
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Revenue instability has become a concern in some of the states that have
reformed their education finance systems.  In states like California, and more
recently Michigan, in which the state has become the primary financier of local
school districts, local school districts find that their fortunes are tied to revenue
sources that are arguably more sensitive to the business cycle than the property
tax, and to revenue sources that they do not have control over.  This is because of
the restrictions placed on assessments as well as the difficulty (both actual and
political) of accurately reevaluating property for tax purposes.  In addition, in
states that have shifted total financing to the state level, education spending
competes for funding with other large state programs.

In part because of these revenue uncertainties, policies that were intended to
shift from local to state spending have been partially undone.  Arizona and
California (and Massachusetts less dramatically) present interesting cases as each
enacted major limitations on the local property tax in the late 1970s, which were
reflected in large declines in their local shares between 1974-75 and 1984-85.
Their local shares increased over the ensuing 10 years so that by 1994-95
Arizona’s local share was right at the national average, and California’s share
was half again as large as it had been in 1984-85.  This pattern results from either
slowly growing state revenue sources for K-12 education, rising property values
(and thus taxable property), or ineffective limitation measures.

In sum, any switch away from local financing of education to the state level
will probably require a greater reliance on the state’s income or sales tax.  Al-
though the sales tax fares less well by standard criteria, especially that of fairness,
state legislators often seem to like it, perhaps largely because it is paid in such
small amounts along the way and hence is relatively invisible.  However, the
income tax would be the fairest.  Moreover, a recent analysis of the optimal
combination of taxes to use at the state level by Gentry and Ladd (1994) shows
that the state income tax dominates other state taxes on several key dimensions.

Alternative State Revenue Sources Such as Lotteries

Although income and sales taxes are the workhorses of state revenue systems
and are currently the primary generators of state revenue for education, many
states also rely on a variety of smaller revenue sources for education.  Included
among these sources are lottery revenues and selected sales taxes on items such
as cigarettes.  In some cases, these revenue sources contribute to the financing of
education simply as part of a state’s general fund.  In other cases, they are
specifically earmarked for education, as is frequently the case, for example, with
lottery revenues.7  Of course that earmarking does not ensure additional funds for

7By 1998, 37 states and the District of Columbia had introduced lotteries, with 17 of them ear-
marking the proceeds for education (LaFleur’s Lottery World, 1998).
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education since the earmarked funds may simply replace funds that otherwise
would have been appropriated for that purpose.

Neither lottery revenues nor selective sales taxes are good sources of revenue
for education in part because they are incapable of generating significant amounts
of revenue relative to the amount spent on education and in part because they
generally are quite regressive and often are unstable.  Revenue from the lottery
imposes a regressive burden because lower-income households on average spend
much higher proportions of their income on the lottery than do higher-income
households (Clotfelter and Cook, 1989).  The regressivity of selected sales taxes
varies with the particular item taxed but also can be quite significant for some
items, such as cigarettes and alcohol (Poterba, 1989).  In some cases, especially
when they are first started, the revenue from lotteries may grow quite rapidly.
However, over time, revenues level off and may well decline unless a state
advertises aggressively and continually introduces new games.8  The revenue
from selective sales taxes will vary over the economic cycle to the extent the
taxed goods are luxuries, the demand for which rises with income.  Although
spending on other goods, such as cigarettes, subject to selective sales taxation
may be more stable over the cycle, that spending—and hence taxes from that
source—may well decline over time as the number of smokers declines.  In sum,
none of these revenue sources represents a good substitute for a broad-based tax.

A Greater Role for State Property Taxes?

It would nearly be impossible for the country and most states to replace the
property tax as the primary revenue source for education.  Local governments
provide almost 46 percent of all government revenue for primary and secondary
public education and the local property tax accounts for over 95 percent of the
local tax burden in those states served by independent school districts (see Tables
2-1 and 2-7).  Hence, if for equity or other reasons, it made sense to expand the
state role, state-level property taxes will undoubtedly have to play a significant
role.  State property taxes are probably as good or better than state sales taxes, but
may be less desirable than state income tax financing.  However, in light of the
continued reliance on some form of property taxation, states should devote more
attention to ensuring that the property tax is fairly administered.  Nevertheless,
statewide property taxes would be a fairer way to raise revenue than the current
system of local property taxes for education.  However, we emphasize that
whether or not a shift to heavier reliance on state taxes, including state property
taxes, is desirable raises many other issues—including the link between state

8Revenues from Pennsylvania’s lottery nearly doubled each year for the first few years but than
leveled off to a 4.5 percent growth a decade later.  Revenue declines in some states have been as
great as 50 percent in a particular year (Monk and Brent, 1997).
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financing and overall spending levels, the relationship between financing and
governance structures, and the effects on the productive efficiency of the sys-
tem—which are discussed in the following section.

SHOULD STATES PLAY A BIGGER ROLE IN REVENUE RAISING?

An initial consideration for determining whether states should play a bigger
role in revenue raising is the impact of such a strategy on the  fairness with which
revenues are raised.  However, potential trade-offs between fairness in revenue
raising and other criteria that are embedded in the other goals for a good finance
system also need to be considered.  In particular, if states were to play a bigger
role in funding education, what impact might that have on the system’s success in
increasing student achievement in a cost-effective way (goal 1), and on its ability
to reduce the nexus between family background and student achievement (goal
2)?  To the extent that there are trade-offs among the goals, policy makers will
need to decide which goal or goals they value most highly in making the decision
about the appropriate role of state governments in revenue raising.

Implications for the Fairness of Revenue Raising

We have already argued that the  local property tax is not a fair way to raise
revenue for education when the relevant equity principle is an ability-to-pay
standard.  In particular, in a system of local property taxes the distribution of the
tax burden across households will be more regressive than if a single statewide
property tax were used.  In addition, any system of local taxes is likely to give
some districts significantly more capacity to generate revenue for education than
other districts, and these disparities in turn will translate into spending inequities
unless they are offset by carefully designed state aid programs.

Together these observations would seem to suggest that shifting more of the
revenue-raising responsibility away from local school districts to the states will
increase equity.  However, two qualifications are worth noting.  The first is that if
the increase in state taxes is achieved through heavier reliance on state sales taxes
(rather than state income or property taxes), fairness across households could be
reduced.  This conclusion follows because of the regressive nature of most state
sales taxes.  If reliance on such taxes is increased, low-income households could
well end up bearing a larger portion of the education tax burden than they do with
a local property tax.  The second is that whether the increase in state financing
offsets the inequities associated with reliance on local taxes will depend heavily
on how the state distributes state aid for education among school districts.  The
more equalizing the state aid formula is, the greater the interdistrict equity that
emerges from the shift from local to state funding.

In general, we conclude that, although the outcome is not guaranteed, a shift
to greater reliance on state revenue sources could well increase the fairness with

Copyright © National Academy of Sciences. All rights reserved.

Making Money Matter: Financing America's Schools
http://www.nap.edu/catalog/9606.html

http://www.nap.edu/catalog/9606.html


248 MAKING MONEY MATTER

which revenues are raised for K-12 education.  In addition, however, policy
makers need to consider  the extent to which this increase in fairness is bought at
the cost of other goals for a good finance system or, alternatively, the extent to
which it could be used as a way to promote those other goals.

Implications for Raising Achievement (Goal 1)

A larger state role in school finance could affect the education system’s
ability to raise overall student achievement and the efficiency with which it is
produced in at least three ways.  First, it could affect student achievement through
its impact on the willingness of voters to support spending for education.  Sec-
ond, it could affect the stability of education revenues over the business cycle.
Third, it could affect the efficiency with which education is provided.

Impact on the Level of Funding

Designing a finance system that is capable of generating an adequate level of
funding for education is of primary importance.  The question is the extent to
which a shift to greater state financing of education would facilitate the objective
of ensuring adequate revenue for education.  This concern with the level of
funding reflects the committee’s view that money can matter—that is, money can
affect student achievement if it is used wisely.

From a political economy perspective, one might predict that a shift toward
a larger state role in revenue raising might reduce political support for education
and thereby reduce the amount of funds available for education.  One reason for
this prediction is that education would have to compete with a broader array of
services for funding at the state than at the local level.  Especially in times of
economic recession, that competition could potentially be detrimental to educa-
tion, now that states have been given more responsibility for income support
functions.  In addition, this prediction reflects differing perceptions of the ben-
efits of education.  Voters making decisions about education spending in their
local school district are likely to perceive greater benefits than when voters
throughout a state make decisions about the level of state spending on education.
In the case of the local decision, voters receive benefits in the form of higher-
quality education for their own children or, alternatively, in the form of higher
house prices associated with the increased desirability of the community to other
families who value education.  In contrast, for statewide decisions, the benefits to
voters are much more diffuse and typically would not include the benefit of
higher house prices.  Consequently, political support for education could be
lower when decisions were made at the state rather than the local level.

Silva and Sonstelie (1995) have developed a more formal political economy
model that generates the same conclusion.  The key to their model is the distinc-
tion between the median voter for local decisions and that for statewide decisions.
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Under a decentralized system, the voters within each local school district choose
their desired combination of taxes and expenditures.  Each decision is the out-
come of a majority-rule vote and, under certain assumptions, the relevant deci-
sive voter in the school district is the one who prefers the median level of
spending.  This voter is generally identified as having the median income level in
the school district.  The weighted average of all school districts is the “state
average” per-pupil spending level.  With many different local districts available,
families “vote with their feet” by moving to the school district with their pre-
ferred tax and expenditure combination.  This migration creates relatively homo-
geneous school districts and, as they become more homogeneous, the weighted
average of the school district medians will be approximately equal to the overall
state average spending level or the amount desired by the individual with the
state’s mean income level.  Under a centralized finance system, one tax and
expenditure decision is made by the state’s median voter or the individual with
median income.  Because for any typical distribution of income among house-
holds, the median is less than the mean, the amount chosen by the median voter at
the state level will fall short of the average amount that would be chosen by the
separate school districts in a decentralized system.

In addition to this income effect, Silva and Sonstelie identify a price effect of
the change in revenue structure.  This price effect is caused by the shift of the
relevant tax base from the local property tax toward either a state income or a
state sales tax.  However, the size and direction of the price effect are unclear,
since they depend on tax deductibility provisions (e.g., property and income taxes
are deductible from the base of the federal income tax, but sales taxes are not) as
well as the relative tax progressivity of the various taxes.  The higher the
progressivity of a tax, the lower would be the price to the median voter and the
greater would be the willingness of that voter to support education.  Because state
income taxes are likely to be more progressive than local property taxes (yet both
are deductible), this price effect could conceivably lead to greater support for
education by statewide voters than by voters at the local level.  Whether or not it
does is an empirical question.

Also working to increase expenditures at the state level could be the econo-
mies of scale (described by Heise, 1998) gained by education lobbying groups
under centralization as they are able to focus on a single state legislature rather
than the far more numerous local school districts.

For empirical evidence, many observers have turned to California, where
court-ordered reform eliminated most of the disparities in education spending
across districts and increased the state role in financing.  In that state, the subse-
quent change in spending was clear:  it fell quite dramatically relative to what it
otherwise would have been.  However, for reasons we explain below, it would be
a mistake to generalize from the California experience.  In fact, we conclude that,
in practice, a larger state role in education finance  has led to higher spending in
more states than it has led to lower spending.
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The California experience (see Chapter 3) is worth describing because that
state was the first to face successful court challenge to its system of education
finance.  In that case, Serrano v. Priest, the court severely restricted the degree of
spending inequality across districts (to be less than $100 in 1971 dollars), allow-
ing only for inflationary effects and variations in categorical aid.  In effect, the
state would determine the level of school district spending.  The change in spend-
ing in California in the post-Serrano era has been dramatic.  Rubinfeld (1995)
showed that in 1971-72 California spending per pupil was 98 percent of the
national average and that California ranked 19th among the states; by 1991-92,
California spending was only 86 percent of the national average and the state’s
rank had fallen to 39th.

Silva and Sonstelie (1995) used regression techniques to attempt to measure
for California the size of the price and income effects described above.  They
found that prior to Serrano in 1969-70, spending in California was similar to
other states (after adjusting for differences in family income and tax prices).  In
1989-90, however, they found that spending was significantly lower in California
than they would have predicted.  They estimate that roughly one-half of the
decline in per-pupil spending in California can be attributed to Serrano.  They
attribute the remainder of the decrease to the growth of the California student
population during the 1980s.

For a number of reasons, however, one should be careful about generalizing
the California experience to other states.  Most important is that, in 1978, Califor-
nia voters passed Proposition 13, which severely limited the level and rate of
growth of local property taxes; they subsequently passed Proposition 4, which
limited the rate of growth of state taxes.  Together these changes rendered it
extremely difficult to raise revenue in the state.  While some authors (e.g. Fischel,
1996) attribute the passage of Proposition 13 to the Serrano decision, other
plausible explanations are readily available.  Those explanations start from the
observations that prior to Proposition 13 housing values were rising very rapidly,
that property tax assessments were rising almost as rapidly but in an uneven
manner as only one-third of the residential properties were reassessed each year,
that local public officials did not lower nominal property tax rates in proportion
to the increases in property tax assessments, that the rapid rise in housing prices
resulted in some shifting of the local tax burden away from business property
onto residential property, and that the state had a large surplus with which it could
have provided tax relief to local taxpayers.  Together, these facts provided voters
with plenty of reasons to be angry about their rising property tax burdens and to
be frustrated with the local governments, the state government, or both.

Other changes make California unique as well.  Because it was the first state
supreme court decision in school finance, the Serrano court decision clearly did
not involve the California legislature.  After the Serrano decision, legislatures in
other states may now view the court as a partner for the purpose of changing the
education finance system.  In addition, California experienced a large increase in
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its student population during much of the 1970s and the first half of the 1980s,
while the rest of the country was still experiencing a decline in student enroll-
ment.

At least one study (Joondeph, 1995) provides some evidence to suggest that
the relative decline in California’s spending after finance reform was not unique
to that state.  Comparing the growth rate in current expenditures for schools over
a 20-year period in five states whose education systems had been found unconsti-
tutional prior to 1984—California, Washington, Connecticut, Arkansas, and
Wyoming—he found that, in four of the five states, spending on education grew
at a slower pace than in the nation as a whole.  His study also revealed that, with
the exception of Connecticut, funding increased the least in those states that
reduced interdistrict disparities the most (as measured by changes in the Gini
coefficient).  However, his analysis is based on simple correlations that do not
capture the effects of alternative pressures on education spending.  More sophis-
ticated multivariate techniques are needed to sort out the causal impact on spend-
ing of the shift to a larger state role in the financing of education.  In addition, his
study focused roughly (depending on the availability of data) on the period from
the time of the court case to the 1991-92 school year, giving him a somewhat
different number of years to analyze across the five states.

Other researchers address more broadly the question of whether the Califor-
nia pattern is generalizable.  Although the results from this literature are a bit
mixed, on balance, the studies were somewhat more likely to find that finance
reforms increased state spending than the reverse.  For example, Downes and
Shah (1995) document that the stringency of constraints on local discretion deter-
mines the effects of reforms on the level and growth of spending, and they used
their results to estimate the effect of legislative and court-ordered reforms in
California and Arkansas.  They conclude that court-ordered reform in California
reduced spending in real terms in 1990 by $640.  In contrast, in Arkansas they
concluded that court-ordered reform increased spending by about $40 above what
they otherwise would have predicted.

Manwaring and Sheffrin (1997) examined similar issues in a dynamic model
of state education spending between 1970 and 1990.  In their model, successful
litigation raised real per-pupil spending by $26 per year or 0.64 percent of expen-
ditures, and education reform raised per-pupil spending by $106 per year or 2
percent of expenditures (in 1990 dollars).  They used their empirical results to
estimate the impact of legislative and legal reforms in individual states and find
such reforms have raised real per-pupil spending in 14 states and reduced it in
only 5 states.  They note “our findings suggest that states do have some flexibility
in choosing policies that move in the direction of equalizing spending per pupil
without leading, inevitably, to an overall decline in per-pupil spending”
(1997:123).

Similarly, Murray et al. (1998) concluded that successful state litigation
increased state per-pupil primary and secondary education spending by $88 (in
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1992 dollars) while decreasing significantly within-state spending inequality.
Their results also suggest that the highest-percentage increase in spending would
be in the poorest school districts and spending in the wealthiest districts would
remain constant.  Overall, they found that the state’s share of total spending rose
as a result of court-ordered reform, with funding for this increase in the poorest
districts coming from higher taxes.  Contrary to these results, Hoxby (1996b)
estimated that the average level of per-pupil spending fell with more effective
equalization, as a result of the large disincentives on high-demand school districts
that are contained in these plans.

In light of this mixed evidence, the committee itself looked at the patterns of
spending over time in all of the states that have had court-ordered reforms.
Instead of following the Joondeph approach of picking a selected set of years, the
committee examined annual average growth rates of spending in each state rela-
tive to the national average for specified numbers of years since the state’s court
case.  We believe this approach better answers the question of how a court case
affected spending, say, 5, 10, or 15 years after the court case.  The results for all
the states experiencing court-ordered reform are shown in Table 8-2.  Up to three
entries are provided for each state.  The first one shows the difference in the
average annual growth rate in per-pupil expenditures in that state from the U.S.
average five years after the state’s court case.  The second entry for each state is
the difference after 10 years, and the third is the difference after 15 years.  The
dates cited for the court cases are relatively straightforward except for California,
for which we could use the 1971 date of Serrano I or the 1976 date of Serrano II,

TABLE 8-2  Annual Average Growth Rates (Relative to National Average) in
Per-Pupil Expenditures Following Court-Ordered Reform

Average Annual Average Annual Average Annual
State and Growth Rate, Growth Rate, Growth Rate,
Case Year 5 Years After Case 10 Years After Case 15 Years After Case

California, 1976 –0.0077 –0.0082 –0.0101
New Jersey, 1973 0.004 0.0068 0.0137
Connecticut, 1977 0.0268 0.0312 0.0189
Washington, 1978 0.0031 –0.0136 –0.005
West Virginia, 1979 0.0201 0.0035 0.0125
Wyoming, 1980 0.0276 –0.0101 –0.0103
Arkansas, 1983 0.0001 0.0052 NA
Kentucky, 1989 0.0294 NA NA
Montana, 1989 –0.0002 NA NA
Texas, 1989 0.009 NA NA

NA = Not applicable.

NOTE:  Calculations based on data from National Center for Education Statistics, State
Comparisons of Education Statistics:  1969-70 to 1996-97, Table 39.
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which led to the virtual equalization of spending across districts.9  For the table
we have used the 1976 starting date.  Had we used the 1971 starting date for the
California figures, the first entry for California would have been a positive num-
ber.  That is, for the five years after the first Serrano case, per-pupil spending on
schools in California grew faster than the national average.

The table shows that for the 10 states for which data are available five years
after the court case, only two (California and Montana) experienced rates of
spending growth that were below the U.S average growth rates.  For the seven
states with reforms early enough for there to be 10 post-reform years, the results
are more mixed:  spending in three states (California, Washington, and Wyo-
ming) grew more slowly than the U.S. average, and spending in four states (New
Jersey, Connecticut, West Virginia, and Arkansas) grew faster.  Finally, after 15
years, three states exhibited faster spending and three states slower growth.

In summary, the committee believes that there is sufficient evidence to reject
the conclusion that greater equalization of spending across local school districts
will necessarily reduce spending on education.  While spending in California did
indeed fall relative to the spending in the nation (at least after 1976), the case for
attributing that to the Serrano decision is not compelling.  Moreover at least half
of all states experiencing court-ordered reform have increased their spending
relative to the national average over time.  Greater equalization of spending is not
incompatible with higher state spending for education.

Impact on the Responsiveness of the Tax Base

An additional consideration regarding a greater state role in education fi-
nance is what it will do to the stability of revenues over the economic cycle and
to the growth potential for revenues over time as the economy grows.  The
flexibility of the base matters from a political perspective because it is politically
much easier to raise revenue through growth in the tax base than through in-
creases in tax rates.  In general, the property tax base is quite stable over the
business cycle and its growth over time depends heavily on assessment practices.
Sobel and Holcombe (1996) find the personal income tax base to be fairly stable
over the course of a business cycle and that, of all the main taxes, it appears to
respond the most to growth in state income.  This responsiveness is beneficial
when a state’s economy is growing but could be harmful during periods of slow
state economic growth.  According to Sobel and Holcombe (1996), the variability
and growth of sales tax revenue depend on what items are included in the tax
base.  Retail sales taxes, including food purchases, vary over the business cycle in
a manner similar to the personal income tax, but they vary much more when food

9Serrano v. Priest (Serrano I), 487 P.2d 1241 (Cal. 1971), and Serrano v. Priest (Serrano II), 557
P.2d 929 (Cal. 1976).
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items are exempted.  In general, sales tax bases (with or without food) are not as
responsive to state income changes as the personal income tax, largely because
they exempt spending on most services, which are the fastest growing part of the
economy.  Thus, in states like California, and more recently Michigan, where the
state has become the primary financier of local school districts, local school
districts find that their fortunes are tied to revenue sources that are arguably more
sensitive to the business cycle than the property tax, and to revenue sources that
they do not have control over.

This consideration is not inconsequential in weighing how best to design a
financing system that raises revenues fairly but also generates sufficient revenue
to foster the goal of facilitating high learning for all students.  While a shift to a
larger state role is likely to enhance equity, the increased responsiveness of the
revenue system to changes in the economy could present serious problems in the
event of an economic downturn.  The absence of a serious economic downturn in
the past 8-9 years provides little basis for prediction, but given that downturns in
the economy are inevitable, one should not ignore their potential effects on the
education finance system.  The lesson from the research is that shifting away
from a local property tax to a narrowly defined state sales tax (one with many
exemptions including food) would put education revenues in the most jeopardy.

Impact on Cost-Efficiency and Student Outcomes

Independent of the impact on funding levels, would we predict that a larger
state role in financing would increase or decrease student outcomes?  At least two
conceptual arguments can be made that a larger state role will decrease the cost
efficiency of the system.  Fischel (1996) and Hoxby (1996b) argue that because
school quality is capitalized into higher home values, all homeowners (even those
without children) are interested in improving their local schools when schools are
financed locally.  As a visible outcome of schools, test scores serve as a measure
of school quality.  Local homeowners can hold school administrators accountable
for using higher property taxes (which will reduce housing values) effectively to
improve local public schools (which will raise housing values) when improve-
ment is measured by higher test scores.  With a shift to a greater reliance on state
revenue or if local control over spending is otherwise reduced, the incentives for
this monitoring by all homeowners are removed and test scores may suffer.10

A second argument is that greater state involvement in financing will bring
with it greater state control over the mix of inputs to be used by local school
districts.  For example, states may require districts to have certain class sizes, to

10We focus here on the cost-efficiency of production rather than the broader concept of  overall
efficiency discussed in Hoxby (1996b) because of the way we have stated goal 1.  While goal 1 could
be consistent with the economist’s definition of efficiency, it need not be.
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hire certain types of teachers, or to have libraries of a certain size.  Given our
conclusion in Chapter 5 that knowledge about the education production process
is imperfect and that the effectiveness of certain inputs may vary with the specific
context, such central directives might well keep schools from producing educa-
tion in a cost-efficient manner.

Working in the other direction, however, is the possibility that the shift to a
greater state role in financing could be accompanied by changes in school gover-
nance that give the state more authority to hold schools accountable for high
achievement standards while giving them more flexibility to manage themselves.
Such would be the case, for example, if the shift to greater state financing were
part of an overall standards-based reform strategy.  In that case, the greater state
role (in financing and governance) could well lead to greater student achieve-
ment.

In practice, how much control states exert over local schools and the form of
that control varies greatly from one state to another.  Some states (such as Cali-
fornia) control the total amount of spending by imposing spending restraints.  A
number of recent state education finance reforms have included some type of
maximum per-pupil spending level or some type of limit on the growth rate of
spending.  Alternatively or in addition, state governments impose various regula-
tions  such as mandating a particular curriculum that students must complete,
setting a minimum number of days and/or hours that students must spend in
school, requiring specific treatments for some groups of students, granting teacher
certification, imposing work rules for teachers and other school employees, set-
ting standards for the provision of transportation and meals, and influencing or
limiting capital investment decisions through controls on borrowing or debt.  All
of these regulations reduce the autonomy of local schools and, in most cases,
influence the financial decisions of the schools.  In evaluating the following
evidence, it is important to bear in mind that to the extent that a larger state role
is associated with more state control, it is difficult to sort out empirically the
effects of centralizing finance from centralizing of governance.

Several researchers have investigated the relationship between the state role
in financing and student outcomes by including various measures of centraliza-
tion as explanatory variables in a standard educational production function re-
gression.  They typically find that a larger state share reduces student outcomes.

In two regression studies, Peltzman (1993) found that an increase in the
state’s share of education revenue lowered state SAT scores in the 1970s, but
these variables were unrelated in the 1980s.  In his examination of the perfor-
mance of noncollege-bound students, Peltzman (1996) found that an increase in
the state expenditure share was associated with a decline in scores on the Air
Force Qualification Test.  Fuchs and Reklis (1994) found that math scores are
higher in states in which the state share in education revenues was lower.  Hoxby
(1996a) argues that the state revenue share is an inaccurate proxy for state con-
trol.  For example, even though local governments in California collect property
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tax revenue, the Serrano decision took away local control over how much they
spend.  Irrespective of that lack of local control, California’s state share in 1995
is listed at only 56 percent (Table 2-2).  Rather than state share, Hoxby included
a measure of the local government’s tax price for an additional dollar of educa-
tion expenditure (where the local tax price in California would be infinite since
the spending of local districts is fully constrained).  She found that an aggressive
power equalization plan (i.e., higher tax price) had undesirable impacts on stu-
dent outcomes in that it raised the student dropout rate by 3 percent and that a
move to fully state-financed schools raised the dropout rate by 8 percent.  Husted
and Kenny (1998) included a measure of state education spending inequality in
their educational production function and conclude that the mean SAT score is
higher in those states with greater within-state variation in spending.

A second approach to exploring the relationship between a larger state role
and student outcomes is to look at changes in outcomes that follow court-man-
dated reform.  This second approach is more general in that it captures the effects
not only of finance reform but also of any accompanying changes in governance.
The disadvantage of this approach is that the effects of the finance changes
cannot be separated from those of the governance changes.  In some cases (for
example, Kentucky after its recent court case that declared unconstitutional not
only its school finance system but also its governance system), both changes were
large.  Downes (1992) looked at the California experience following Serrano and
found that greater equality in spending was not accompanied by greater equality
in measured student performance.  Using individual-level data from the National
Longitudinal Survey of the High School Class of 1972 (NLS-72) and the Na-
tional Educational Longitudinal Survey (NELS), Downes and Figlio (1997) esti-
mated that court-mandated school finance reforms did not result in significant
changes in either the mean level or the distribution of student performance on
standardized tests of reading and mathematics.  They do find, however, those
legislative reforms that are not a result of a court decision lead to higher test
scores in general; the estimated effect was particularly large in initially low-
spending districts.

In sum, there is no reason to think that a shift to a greater state share of
funding (with no change in average funding level) will lead to greater achieve-
ment unless it is connected with  policy changes designed to encourage that end.
If state funding is not connected with such changes, the shift to a greater state
share of funding may reduce the productive efficiency of the system, as local
school districts may have less incentive to use their resources carefully given that
fewer of those resources are coming directly from local taxpayers.  The bottom
line is that states that shift to more state funding in the name of fairness need to
ensure that they do not inadvertently reduce the productivity of their education
system in the process.  Only with appropriate policy changes can they avoid that
outcome.
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Considerations Related to Goal 2:  Breaking the Nexus

Many of the considerations related to how increasing the state role would
affect goal 1 also apply to goal 2: breaking the nexus between family background
and student achievement.  Here we consider more directly the extent which a
larger state role in financing can help ensure both equitable and adequate funding
for disadvantaged students, particularly those who are concentrated in districts
with limited resources relative to their educational needs.

One of the major justifications for a larger state role in education finance is
that the state revenues can be used to offset what otherwise might be undesirable
disparities in education spending across school districts.  Court-ordered educa-
tion finance reforms have frequently increased the state financial role and led to
a more equitable distribution of spending than would have occurred in the ab-
sence of the reform.  Assuming that money can make a difference in student
achievement, this redistribution of resources to low-spending districts could po-
tentially increase their students’ achievement.

Current state aid is often not designed to compensate fully for the differences
in the costs of providing education across school districts.  This observation
suggests that states that increase the role of the state in the financing of education
must work hard to ensure that the funds are distributed across school districts in
ways that take account as fully as is technically possible any differences in the
costs of educating students.  Failure to do so will be detrimental to the districts
serving disproportionate numbers of difficult-to-educate children and will hinder
efforts to reduce the nexus between family background and student achievement.

A second consideration is the political economy of grants-in-aid and its
implications for the state’s ability to ensure adequate funding for all districts,
particularly those that are unable to supplement state funds from local sources.
As Courant and Loeb (1997) describe, the extent to which centralization of school
finance permits local districts to supplement the state funding has potentially
significant implications for the likelihood that the state funding will be adequate
for the poor districts.  Consider a situation in which local districts are free to
supplement the state funds in an unlimited way.  One possible outcome is that
many high-demand voters in rich districts will try to keep state spending on
education relatively low.  They do so out of their own self-interest.  The higher
the level of the state funding is, the greater is the proportion of their tax dollar that
goes to pay for the education of children in other districts.  Hence, they prefer a
lower state amount so that they can direct their taxes to providing services in their
own local district.  According to Courant and Loeb, whether there is support for
a state foundation grant at a level that would truly provide an adequate level of
basic education depends on the number of voters in high-demand school districts
and their political influence.  This problem is alleviated when local supplementa-
tion is limited so that voters from high-demand school districts are restricted in
their ability to substitute greater local revenue for general state grants.
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A more extreme reaction by high-demand families who are restricted by state
financing programs designed to equalize spending across districts is to opt out of
the public school system altogether and send their children to private schools.  As
Brunner and Sonstelie (1997) explain, such equalization plans restrict the varia-
tion in public school spending across districts and they keep some families from
obtaining their preferred level of education through the public sector.  The only
way for families to achieve their preferred level of education is by choosing a
private school.  Since these families no longer use the public school system and
the statewide financing system eliminates benefits in the form of rising housing
values, their support for the public education system is likely to shrink.

The empirical evidence on this question is mixed.  Most of the research has
focused, once again, on the experience in California after Serrano.  The raw data
suggest that Serrano has not led many families to choose private schools.  Brunner
and Sonstelie (1997) observe that about 9 percent of California schoolchildren
were enrolled in private schools in 1973-74, compared with roughly 10 percent in
the rest of the country.  By 1992-93, private school enrollment had increased to
about 10 percent in California and 12 percent in the rest of the country.  They
conclude that private school enrollment in California basically followed the na-
tional trend.  Downes and Schoeman (1998), however, come to a different con-
clusion.  They argue that even if the supply of private schools did not increase,
Serrano could account for nearly half of the actual movement from public to
private schools in California over the 1970-80 period.

These considerations highlight the importance of variation in individual de-
mands for education and the fact that families with high demands for education
are able to behave in ways that may be beneficial to them but potentially harmful
to the goal of raising sufficient revenue to promote higher levels of achievement
for all children, and particularly for disadvantaged students.  To minimize the
negative side-effects of the decisions of high-demand families on the overall
level of support for education, states could (1) prohibit or severely limit local
districts from supplementing state aid from local taxes (as was done in Califor-
nia) and (2) prohibit families from opting out of the public system in favor of
private schools.  However, such policies would run counter to some deeply
rooted values in American education related to freedom of choice.  Hence, the
challenge is to design a system that ensures adequate funding for disadvantaged
students but does not run roughshod over other values that people hold dear.

SHOULD A GREATER SHARE OF FUNDING FOR EDUCATION
COME FROM THE FEDERAL GOVERNMENT?

A larger state role in financing primary and secondary education will only
partially address education resource inequities in the United States.  A case can
also be made for a larger federal role in revenue raising for education, based on
either an equity or an adequacy rationale.  The two rationales lead to two alterna-
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tive policy options for the federal government.  (A third rationale for a larger
federal role is reserved to Chapter 9 and Appendix A, which discuss research and
data needs.)

Equity Arguments for a Greater Federal Role

Since enactment of the 1965 Elementary and Secondary Education Act
(ESEA), the federal government has played a significant role in funding school-
ing for specific groups of at-risk students.  The case for targeted support for such
students rests largely on a redistributive or equity rationale.  In such instances, the
highest level of government is most appropriate as the source of revenues.  In
part, the argument for this is simply practical.  It is much more feasible for the
federal government to play that role than it is for lower-level governments be-
cause of the possibility of movement of households among subnational jurisdic-
tions.

For example, consider a large city school district with a large percentage of
economically and educationally disadvantaged students.  Given that it costs more
to provide a given level of education to those than to other students, the city
would have to spend significantly more per pupil than other school districts.  This
condition is likely to lead to higher tax burdens.  Those high taxes would provide
an economic incentive for middle- and upper-income households as well as busi-
nesses to move out of the city (or to choose not to move there in the first place).
Consequently, the city school district would become increasingly impoverished
and unable to do much redistribution of funds away from wealthier residents to
the disadvantaged students.  In the extreme, there would be no nonpoor residents
in the city to support educational services for the poor.  This behavior is likely to
occur at the state level as well as the local level, but is much less common at the
federal level given that taxpayers would have to move out of the nation to avoid
the burden of paying higher taxes to support needy students.

Related to this practical position is the ethical argument that poverty and its
associated education characteristics are national problems that deserve national
attention.  While some districts would be wealthy enough to fund additional
programs for disadvantaged students within the district, one can ask whether it is
fair to make the people who happen to live in those districts or states bear the
financial burden while others have opted out of such payments by moving to
areas with low proportions of at-risk students.  To the extent that poverty and
other measures of educational disadvantage are national problems, the fair way to
fund their alleviation is with a national tax, such as the federal income tax, which
would spread the financing burden among all U.S. residents in line with their
ability to pay, regardless of where they live.

This federal equity rationale is already reflected in categorical programs for
specified groups of students, that is, students who need additional educational
services in order to achieve to acceptable levels.  Largely developed during the
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second half of this century, these programs often were initiated at the federal
level in part because the students involved were not being served sufficiently by
states and local school districts.  Such programs include Title I, focused on low-
achieving students from economically disadvantaged backgrounds; the Individu-
als with Disabilities Act (IDEA), concentrating on students with physical and
mental disabilities; ESEA Title VII, directed at students whose native language is
other than English; and several other related programs.  Today, these programs
for students with special needs permeate education strategies at the school, dis-
trict, state, and national level, nearly always complemented by additional state
and local funding.  For most professionals in education today, these federally
funded programs are simply a part of the infrastructure.

However, as discussed in Chapter 7, funding of these programs is still prob-
lematic.  Although the federal government took the lead role in creating these
programmatic emphases, it has never funded them at their fully authorized level.
For IDEA in particular, this underfunding has created large financial burdens for
states and local school districts.  Thus one option for the federal government is to
assume a larger share of this particular educational burden.  Another would be to
fund Title I at the full amount authorized by Congress, $24.3 billion annually
(Independent Review Panel on the Evaluation of Federal Education Legislation,
1999:12).  These additional federal funds could be used to expand school services
for students with special needs and would free up state and local funds to expand
the overall level of school services to all students.

Adequacy Arguments for a Greater Federal Role

A second argument for a greater funding role for the federal government
emerges directly from analyses of funding inequities (Chapter 3).  In their exami-
nation of 16,000 school districts, Evans et al. (1997) found that while within-state
inequality fell slightly between 1982 and 1992, between-state inequality rose
sharply.  State government policies that are designed to improve intrastate in-
equality are not likely to improve interstate spending inequality.  Only if educa-
tion finance reform in states that is intended to reduce intrastate variation also
raises the state average spending level and if the states pursuing such policies are
those with relatively low per-pupil spending levels, would state-specific reform
efforts reduce interstate differences.  But these conditions are not always satis-
fied.  Serious proposals to correct interstate inequality are most likely to require
an increased federal role in financing education.

Thus, this second rationale leads to an alternative policy option for a larger
federal role, namely ensuring that all states can adequately fund their schools.
The federal government will face the same challenges (described in Chapter 4) in
determining an adequate level of per-pupil revenues for a district or school with
the typical mix of students.  Nevertheless, there are proxy measures that could be
used in the meantime.  Odden and Busch (1998), for example, suggest the na-
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tional median level of basic education revenues per pupil.  Although whatever
measure is used at this point would be imprecise, it would represent an
acknowledgement that only an enhanced federal role can address interstate fund-
ing inadequacies.  Especially in an era when the nationwide education goal is to
teach students in all states to high standards, the time may have come to consider
a new federal role in education on the basis of educational adequacy.

Such an approach would call for a new federal foundation program.  An
adequacy rationale at the state level leads to a foundation type of school finance
structure; the state ensures that each district has an adequate level of education
revenues so a district can educate an average student to specified performance
standards and then would adjust this foundation amount by a factor that accounts
for the higher costs of both students with special educational needs and geo-
graphic price differences for the educational inputs purchased.  Each district
would need to contribute financially to such a foundation base by making a
required minimum tax effort.  Districts that could not generate an adequate level
of resources with the required tax effort would receive state aid to subsidize the
difference.

A new federal role could be similar.  First, federal policy makers would have
to define a federal foundation level of spending that would be adequate for the
state or district with the typical student.  They would then need to adjust this base
level by a factor that accounted for differences in pupil needs as well as in
educational input prices across states.  The federal government could ensure that
each state could generate the foundation level of funding by giving each state
federal aid equal to the difference between the foundation level and the revenue
that the state would generate based on a minimum tax effort.  Provisions would
also be needed to ensure that states distributed revenues to districts and schools
so that they too had an adequate amount of revenues per pupil.  To be sure,
considerable analysis would be needed to determine nationwide, cost- and price-
adjusted revenue per-pupil amount for each state and district and how the mini-
mum tax effort would be defined.  Nonetheless, the basic approach should be
clear.

Either of these policy options would require a substantial increase in federal
revenues.  Because of the existence of large federal surpluses at the current time,
these ideas might have arrived at a fortunate time.  Nevertheless, the politics for
funding such new initiatives can be expected to be contentious.

CONCLUSION

Increasing the fairness with which revenues are raised for education will
almost certainly require a greater revenue-raising role for states and the federal
government.  However, as with any change, there are trade-offs to be considered.
The good news from our analysis is that, in some cases, the trade-offs are not so
stark as some people have suggested.  For example, the concern that increased
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centralization of financing at the state level will  inevitably lead to lower state
spending on education, an inference drawn from the California experience, is not
supported by the evidence from other states.  Nonetheless, some trade-offs re-
main.  Of most importance for harnessing education finance to the broader goals
of education policy is the need for policy makers to pay close attention to ensur-
ing that changes in financing mechanisms do not weaken the incentives for dis-
tricts or schools to be vigilant about the productive efficiency of the system and
that intergovenmental aid programs are carefully designed to promote the goal of
reducing the nexus between family background and student achievement.
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Conclusion

Throughout this book, we have emphasized that the challenges of aligning
the finance system with broader educational goals are large and that knowledge
about how best to proceed is incomplete.  Fortunately, as is evident from our
discussion in the previous three chapters, good ideas about how finance systems
can be better designed are available and are currently being implemented to
various degrees in different states and districts.  In this chapter we summarize
broad conclusions that have emerged from our analysis and argue that experi-
mentation with different approaches must continue and in some cases be ex-
panded.  Only systematic and comprehensive testing of a variety of strategies will
provide policy makers with the knowledge needed to effectively harness educa-
tion finance to the goal of improved performance.

BALANCING VALUES

The nation’s existing education and education finance systems reflect under-
lying and hard-to-alter features of American education.  These features include
the decentralized and complicated federal structure of government in which
American education is embedded and the long and revered tradition of local
control, as well as certain values that Americans hold dear.

How to take account of those deeply rooted values as one tries to improve the
system is a complicated task, given that many of them conflict with one another.
For example, most Americans believe in equality of opportunity, but they also
believe in the right of parents to choose to spend their money for the benefit of
their own children.  Most Americans believe that every child has a right to a good
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education in a publicly funded common school, but they also believe in freedom
of mobility in a way that allows affluent Americans to live together in locales
able to easily support good schools and that tends to concentrate poverty and
disadvantage, often in urban areas.  Most Americans believe that all children
should be taught to high standards, but they also believe that schools should be
local institutions governed by local preferences.  None of these commitments is
unworthy, and each has a claim for attention.  But given these conflicting values,
no model of either the finance system or of the education system as a whole could
ever be consistent with all of them.

Despite these basic features of the U.S. education system and the competing
values within which it is rooted, the committee concludes that the finance system
can and should be changed in ways that will align it better with the broad objec-
tives of fairness and school improvement.  When making such changes, the
challenge is to balance differing values in a thoughtful manner.  The following
sections highlight our conclusions about the major directions in which the system
should be pushed.

FOCUSING ON ADEQUACY

In the committee’s view, the emerging concept of funding adequacy, which
moves beyond the more traditional concepts of finance equity to focus attention
on sufficiency of funding for desired educational outcomes, is a useful step.  At
the same time, it poses risks.  In addition, although adequate funding may be a
necessary component of a finance strategy designed to promote goals of higher
overall achievement and reducing the nexus between student achievement and
family background, it must be combined with other strategies designed to in-
crease achievement.

The concept of adequacy is useful first because it shifts discussion away
from inputs to educational outputs and promotes discussion of how much money
is needed to achieve selected ends.  Thus, when policy makers determine educa-
tion budgets, attention to adequacy should shift the discussion away from how
much revenue is available to the educational outcomes that they are trying to
achieve.  Second, the adequacy concept could drive the education system to
become more productive by focusing attention on the relationship between re-
sources and outcomes.  It will encourage policy makers and managers to ask
whether existing resources are being used effectively toward the goal of higher
achievement.  Third, it could potentially drive the system to a more equitable
pattern of educational outcomes by focusing attention on the current inadequa-
cies at the bottom end of the resource distribution.

Nonetheless, the adequacy approach is not without challenges and pitfalls.
The challenges include defining what is adequate, extending the concept to units
smaller than the school district, and balancing adequate funding for education
with demands to “adequately” fund other worthy objectives.  Pitfalls include the
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risk that policy makers will overestimate the prospects for finding technical or
mechanical answers to the question of how much adequacy costs.  In fact, the
meaning of educational adequacy will always be to some extent a matter of policy
judgment, and the amount of funding required for any given level of educational
adequacy cannot be determined with any precision given the absence of a well-
defined production function and given the imprecision with which many educa-
tional outcomes are measured.  At the most fundamental level, major questions
remain regarding the meaning of adequacy.  Is it a narrow, low standard or a
wide, high standard?  Does it focus attention on disadvantaged students, or does
it contribute to improving achievement for all students?  These are not technical
questions for which scientific answers can be quickly provided.  They require
difficult political judgments and may be subject to public resistance.

Policy makers may also fail to recognize that any level of funding that is
adequate for schools with a typical mix of students will need to be adjusted to
account for the additional costs of educating students from disadvantaged back-
grounds.  Failure to make such adjustments could be detrimental to the goal of
breaking the nexus between family background and student achievement.  The
problem, however, is that development of such cost indices is still in its infancy.
In addition, failure to adjust figures for additional factors, such as geographically
related cost-of-living differences, also could be detrimental to disadvantaged
students to the extent that they live in cities with above-average costs of living,
and hence with above-average employee remuneration related to factors outside
the schools’ control.

Finally, the definition of funding adequacy could be pegged so low as to
trivialize the concept; alternatively, adjustments could be set so high for urban
areas that such areas would have no incentive to use resources in a cost-efficient
way.  Although some researchers have been trying to incorporate differences in
the efficiency with which districts operate into their estimates of need-based cost
adjustments, much work remains to be done before that research can be used by
policy makers.

On balance, however, the committee judges the new focus on adequacy of
funding to be desirable and notes that efforts to ensure adequate funding will be
necessary regardless of other changes that are made to the finance system.

PROMOTING FAIR SPENDING AND REVENUE RAISING

The new attention to the adequacy of funding does not eliminate concerns
about disparities in funding across districts or schools.  Indeed, the more success-
ful strategies to make dollars effective in generating student achievement are, the
greater will be the achievement consequences of any remaining disparities in
cost- and need-adjusted funding levels.

However, reasonable people are likely to disagree about the extent to which
efforts should be made to reduce or eliminate such disparities.  One view is that
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disparities are acceptable provided that all districts or schools have access to at
least an adequate level of funding (appropriately adjusted for the differential
burdens associated with costs of educational inputs or with the mix of students
served).  To holders of this view, fairness relates only to the bottom end of the
distribution of spending.  Once the state has ensured that no district or school falls
below the floor needed to provide an adequate education, it would not be deemed
unfair for some schools or districts to spend more than the minimum.  Indeed,
enabling school districts to raise revenues in excess of those deemed to be ad-
equate offers some potential benefits.  Such behavior may induce greater local
engagement with schools, and greater attention by local taxpayers to their perfor-
mance, than would otherwise occur if the education system came to be viewed as
a remote bureaucracy outside the sphere of influence by common citizens.  It may
also generate resources for education at levels that are more in line with consumer
preferences, which vary across districts.

Others, however, may well take issue with the idea that funding levels could
ever be adequate for all students if some districts or schools spend significantly
more than other districts or schools.  Moreover, a potential trade-off exists be-
tween the goal of ensuring fairness in spending levels and the deeply held values
of consumer sovereignty and local control.  One aspect of local control refers to
control over the level of spending and the desire of local communities to make
their own decisions about how much to spend on education.  Here compromises
will need to be made between the values of fairness and local control over
spending.  Another is control over how a given amount of money is spent within
the school district.  The magnitude of the trade-off between fairness and this
second concept of local control depends in part on the extent to which any efforts
by the state to ensure funding adequacy include controls over how local govern-
ments spend the money.

Further progress toward funding adequacy in spending and fairness in rev-
enue raising will almost surely require an expanded role for states and the federal
government.  Only a larger state role in revenue raising can ensure that all schools
and districts have sufficient funds to provide an adequate level of education, as
defined through the state’s political process, given the low fiscal capacity relative
to educational needs of some school districts.  In addition, a larger state role can
reduce the potential regressivity arising from property taxation (although a shift
to heavy reliance on a regressive state sales tax could offset some or all of such
benefit).  With respect to sources of local revenue, the property tax fares reason-
ably well in terms of standard criteria for evaluating taxes, although states have a
clear role to play in ensuring that the local property tax is fairly administered.

There are several grounds on which a larger federal role might be justified:
on the grounds of overcoming interstate disparities in spending that result from
differences in state fiscal capacity; on the grounds of ensuring that all states can
provide adequate funding should some national standard of adequacy be defined;
or on the grounds that the federal government should take responsibility for
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providing educational support for poor, disabled, and otherwise disadvantaged
students.

MAKING MONEY MATTER MORE

We have reviewed the literature on whether and how money matters.  That
review makes it clear that additional funding for education will not automatically
and necessarily generate greater student achievement and in the past has not, in
fact, generally led to higher achievement.  Nevertheless, understanding of educa-
tional productivity is improving, both research and practice are increasingly in-
formed by more sophisticated hypotheses about how to use resources effectively,
and examples can be found of strategically chosen finance changes (sometimes
involving reallocated funds, sometimes involving new monies, and frequently
linked in a systematic way to other educational changes) that are making a differ-
ence.

While there is still much to learn about how to make schools better and how
to deploy resources effectively, the committee is convinced that money can mat-
ter and that the lessons from research and practice make it increasingly possible
to make informed school finance choices that make money matter for achieving
educational objectives.  The committee, as well as society, are less in agreement
over the degree of confidence to have in particular strategies.  While some are
confident regarding which inputs make the best investments (for example, smaller
class sizes or higher-quality teachers), others assert that what may be productive
in one context may be less so in another.  A key productivity challenge for the
former group is how to ensure that those specific investments are made.  For the
latter group, a key challenge is to design incentives—either through administered
mechanisms such as accountability or financial bonuses and penalties or through
market mechanisms such as school choice or private contracting—to encourage
each school to make the types of investments that will be best for it given its
particular situation.

One of the greatest challenges is how best to induce a productive use of
resources in large urban districts serving disproportionate numbers of disadvan-
taged students.  The productivity problems in these areas differ in some signifi-
cant ways from those of suburban areas, and there appear to be no easy or simple
solutions.

NEW RESEARCH INITIATIVES FOR URBAN AREAS

Despite the nation’s almost continuous attention to education reform, which
has been especially intense in the last quarter century, much remains to be learned
about how to use resources most effectively to foster higher levels of learning for
all children.  Another National Research Council panel on education research
recently pointed out (National Research Council, 1999) that the benefits of re-
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form efforts are not fully realized in part because education research has not been
organized, funded, and utilized as well as has research in other important fields of
public policy.  That report calls for a large-scale and sharply defined program of
research, demonstration, and evaluation aimed at a limited set of research ques-
tions aimed at strengthening schools and bringing about substantial improvement
in student learning.

In the same spirit, this committee notes that the educational challenges fac-
ing urban districts and schools serving concentrations of disadvantaged students
are particularly severe.  Social science research currently provides few definitive
answers about how to improve educational outcomes for these children.  The
failure of past piecemeal reforms to generate clear gains in achievement in these
most troubled of U.S. schools highlights the urgency of more systematic experi-
mentation with and evaluation of urban school reform.  In part, this means more
extensive evaluation of reform efforts currently under way, such as changes that
link financing with performance standards and the expanding experience with
charter schools.  In addition, this means deliberate creation and evaluation of
education experiments (both quasi-experiments and true experiments with ran-
dom assignment of subjects to treatment and control groups1) that genuinely
challenge business as usual in schools and districts with large numbers of low-
performing students.

Since the benefits of experimentation and evaluation extend beyond any one
district or state, the federal government is the most logical entity to finance some
of this inquiry.  It makes little sense for individual states or local school districts
to invest in this research, the results of which benefit an entire nation.  Thus, it is
to the federal government that we look to mobilize the effort and generate suffi-
cient resources to conduct such research to a high standard.  This will require a
significantly greater investment than the nation traditionally makes in education
research, which is significantly underfunded compared with research in other
areas of public policy and compared with what companies expect to invest in
researching and developing their products (Consortium on Productivity in the
Schools, 1995; Independent Review Panel on the Evaluation of Federal Educa-

1Researchers testing new programs in demonstration projects to find out what works employ both
experimental and quasi-experimental methods.  In true experiments, research subjects are randomly
assigned to either a treatment group or to an untreated (“control”) group.  True experiments with
random assignment are often thought to be the best approach to demonstration research in the field of
public policy because random assignment controls for differences among treated and untreated groups
that may be impossible to capture in other ways.  Nevertheless, true experiments are not always
possible or desirable.  They are comparatively costly, for example, and there may be ethical or
political constraints that preclude denying some individuals access to the treatment group.  Therefore
researchers also conduct quasi-experiments that rely on comparison groups (e.g., groups similar to
treatment group but located in different sites) or statistical techniques that are applied to available
datasets about people similar to those in the treatment group in order to assess the impact of the
program design being tested (Nathan, 1988).
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tion Legislation, 1999; National Research Council, 1999; President’s Committee
of Advisors on Science and Technology, 1997).

In setting priorities among major new experimental projects, the committee
was faced with a basic difference in philosophical approach:  between those who
would focus reform efforts largely within the existing public school system and
those who believe that reform requires a more dramatic break with traditional
finance strategies, through something like publicly funded educational vouchers
that could be used at either public or private schools.

Some committee members consider that the highest priority (especially for
federally funded research) should be evaluating new approaches to building ca-
pacity in public schools and creating incentives for improved performance work-
ing within or on the edges of the existing system of school governance.  This
research effort might involve evaluating innovations that are already occurring or
the initiation of quasi-experimental research projects to test ideas that do not
occur naturally, or both.

Some committee members consider that the highest priority should be on
testing a major alternative (i.e., vouchers) to the existing system of public educa-
tion, especially in urban areas.  To them, both the theory supporting vouchers and
the limited evidence currently available about their effects warrant a major feder-
ally funded experiment on vouchers.  Only with a large and ambitious experiment
(employing a random-assignment research design) on the scale of those that have
been conducted in housing and welfare policy would it be possible to give vouch-
ers a true test.  Moreover, given the large number of recent public proposals by
elected officials for more use of vouchers and parental choice, they judge that an
experiment of this type should be high on the priority list for major new research
efforts.  While acknowledging the potential value of such an experiment, other
committee members object to the use of public funds for this purpose.

Underlying support for a voucher experiment is the view that improving
education for at-risk children in cities with chronically poor schools requires
dramatic change in school finance policies and the recognition that only a large-
scale, random-assignment experiment can adequately address the many contro-
versies that have surrounded the voucher idea since Milton Friedman (1962)
popularized it nearly 40 years ago.  The results of the small-scale efforts currently
under way are often difficult to interpret, have been the subject of heated dis-
agreements, and shed little or no light on how a large voucher program would
affect the traditional public schools.  These limitations arise because of the diffi-
culties researchers have controlling for unmeasured differences among students,
families, and schools and because none of the current experiments is large enough
to have significant feedback effects on the regular public schools.  According to
this view, definitive lessons require a large-scale effort carried out with a strong
research design and carefully controlled experimental conditions.

In summary, the committee proposes several new education experiments,
without specifying the priority among them.
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Research Project on Building Professional Capacity

A research project focused on building professional capacity would explore
effects on student achievement of basic changes in conditions of professional
learning and work.  It would address the two-prong problem that many urban
districts face in achieving high quality of teaching and learning: the inability to
attract and retain an adequate supply of well-prepared educators and administra-
tors and insufficient resources to provide the kind of intensive and on-site profes-
sional development needed to support significant improvements in practice.  The
project would seek to document the educational effects of an investment in pro-
fessional capacity that is comparable in magnitude to that routinely made in
American industry, on the order of 10 percent of operating budgets.  It would be
designed around current knowledge of effective approaches to developing pro-
fessional capacity and would be evaluated as a system of coherent, interdepen-
dent strategies pursued by key stakeholders in public education.

The proposed project is grounded in evidence reported in Chapter 5 that
large urban school systems face a constant challenge in recruiting and retaining
teachers well qualified to teach in the content areas.  Given the limited supply of
well-prepared teachers seeking employment in such systems, the experiment
would include incentives to attract well-prepared teachers to districts and schools
serving the poorest and least academically successful students and investments in
sustained professional development for individuals who teach in these settings.
A capacity-building approach assumes that the supply problem will not be ad-
dressed by increased competition among urban schools for high-quality teachers
and administrators, but needs to be addressed directly through economic incen-
tives to attract teachers to these systems and through intensive preparation and
support of teachers making their careers in these systems.

The project also is grounded in evidence from research on teacher learning
cited in Chapter 6 and from successful teaching reforms like that of New York’s
District 2 (Elmore and Burney, 1997, 1998) that call for significantly greater and
better investment in professional development at all levels of local school sys-
tems.  The design for a capacity-building experiment would meet several criteria
gleaned from this research:  some relate to system conditions for implementing
the strategy; other criteria relate to strategies for developing professional capac-
ity.  Necessary system conditions include: established state or district standards
for student learning, student assessments aligned with the standards, adequate
school safety and supports for students and families, teacher union collaboration
in designing and supporting system strategies to enhance professional capacity,
and the school board’s commitment to a long-term project.  The project should
take place under conditions that fully reflect (and therefore test the possibilities
for changing) the constraints that urban districts face, such as the rigidities in
union contracts that restrict the options of school principals and district adminis-
trators to deal with teachers whose performance is regarded as poor.
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Professional development strategies would build on several key design prin-
ciples, such as: learning for teaching is focused on standards for student learning,
beginning teacher education includes intensive support and mentoring during the
first years of teaching, learning is built into the daily work of school professionals
through inquiry and collaboration, administrators are partners in school learning
communities and in communities examining administrative practice, and schools
have authority to act on their learning of effective practice for the students they
serve.  The core of this strategy is establishing conditions of teachers’ work that
engender ongoing learning around shared responsibility and practice.

The capacity-building research project will need to address local political
and cultural challenges, as well as financial demands, entailed in radically
reframing the work of school professionals.  Where is the locus of responsibility
and authority to design structures for learning in daily professional work?  What
structures should be established at the system level and what should be tailored to
the school?  For example, is it desirable to follow models from abroad and
expand teachers’ work beyond the typical U.S. school day and year, with higher
salaries; or to create incentive systems for individuals or schools to invest in
professional development on- and off-site; or to mix and match such centralized
and decentralized approaches?  A bold federal experiment for reorganizing con-
ditions of the profession will have the unique potential to minimize local politics
and maximize wisdom in order to seriously test the capacity-building theory of
improving the quality and equity of American education.

The key challenge for a capacity-building strategy is ensuring sufficient
coherence in the vision, leadership, and incentives around professional learning
to test this theory of educational reform.  The potential is established by the
progress that some states and districts have thus far made on standards-based,
systemic reform.  The missing piece of this broader reform strategy is establish-
ing conditions for the kind of ongoing and collaborative learning among teachers
and administrators that can sustain improved practice around shared standards for
student learning.  The time is ripe to test the theory through a federal investment
in supporting and evaluating a sustained best-case effort to implement the new
paradigm for developing professional quality.  This experiment risks criticism
that a selected state and district that meet the criteria of sufficient standards-based
reform to warrant the investment will be privileged in funding for work under
way.  The capacity-building design therefore must be sufficiently bold and
counter-normative to provide both a strong test of the theory and exception from
such criticism of more money for business as usual.  The district site of the
experiment would be testing uncharted terrain in American education reform and
would provide information to the nation on the value of continuing a course of
systemic reform.

Evaluation of the experiment would focus on all facets of implementing the
capacity-building design.  Of particular interest will be gaining a better under-
standing of the balance of incentives that engender professionals’ engagement in
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learning opportunities created by the experiment.  Is increased emphasis on teach-
ers’ collective responsibility for student success and opportunities for their col-
lective learning sufficient to motivate and sustain teachers’ professional commit-
ment and learning?  How do individual incentives and systems, such as
certification by the National Board for Professional Teaching Standards fit into
the strategy for building local capacity?  The ultimate purpose of the evaluation is
to determine the impact of the project and its component parts on the learning
outcomes of students.  To isolate those outcomes, careful attention will have to be
paid to the identification of appropriate comparison districts.

Incentives

There is also room for a great deal more systematic experimentation with
incentives to motivate higher performance by teachers and schools.  Economic
theory based on free market principles suggests that incentives are an under-
utilized tool in education, but currently little is known about how best to apply
these principles to schools, teachers, and students.  Because people in organiza-
tions respond to rewards and sanctions, it is especially important that care be
taken in designing such systems; establishing an incorrect or overly simple goal
could result in distorted behavior or performance that proves to be counterpro-
ductive.  Nevertheless, more attention needs to be paid than in the past to perfor-
mance incentives in America’s current education system.

This situation is beginning to change.  Noneconomic incentives such as new
and more rigorous graduation requirements are being implemented around the
country.  Financial rewards and sanctions for schools are also becoming more
widespread (see Chapter 6).  More systematic research is needed on these natu-
rally occurring incentives.

Of particular interest would be a major investigation of various forms of pay
systems that reward teachers for their knowledge and skills rather than simply for
years of experience and graduate courses.  Such an approach has significant
conceptual appeal as a way to make money matter more for student achievement,
but a large number of questions remain to be answered.  Before such pay systems
are introduced on a large scale, it would be desirable to learn more about their
effectiveness in encouraging teachers to obtain the skills they need to increase
student learning.  Moreover, to the extent that the results of such research are
positive, they could play an important role in making such an approach to teacher
pay more palatable to teachers’ unions than such changes might otherwise be.

Similarly, systematic research regarding the effects of performance account-
ability and the pressures of standards-based education reform on teacher recruit-
ment, retention, and turnover would be beneficial.  Anecdotal information sug-
gests that such programs are increasing turnover and may be making schools that
are identified as low performing less attractive to teachers.  Thus, it would be
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desirable to determine how such programs affect the types of teachers who are
attracted to and remain in an education system.

Research Project on School Vouchers

In contrast to the previous research investments, a voucher experiment is
specifically intended to explore a major change in the system of education gover-
nance.  A large-scale project employing a random-assignment research design
can be justified in part based on the success of similar projects in other fields in
answering important questions about major social programs.  Housing, welfare,
and medical policies have frequently been the subject of this kind of experimental
research.  Education has not, although the Tennessee STAR class-size experi-
ment (see Chapter 5) represents a notable exception.

The purpose of a major experiment with school vouchers would be to deter-
mine whether a carefully crafted voucher program can bring about broad-based
improvement in educational outcomes, especially for children in areas of concen-
trated disadvantage, without either significantly increasing costs relative to the
current system or significantly worsening stratification by race and income.

The selection of schools and school districts is crucial for the experiment
envisioned here.  Many public schools serve their students well.  Many suburban
schools, for example, provide an excellent education to middle- and upper-in-
come children and many urban schools succeed in very difficult environments.
But some low-income and minority children, many of whom are concentrated in
large urban school districts, are poorly served.  Thus it would seem to make sense
to focus the choice experiment on large urban districts.  Middle-class families
currently have many choices; they can choose to live in neighborhoods and
school districts that offer their children the best possible education, and they can
choose to send their children to private schools.  Public schools in the suburbs
face stiff competition from surrounding districts.  The purpose of the experiment
would be to explore the extent to which expanding choice, including the choice of
private schools, in urban districts would have significant benefits to the children
who otherwise would attend public schools in those districts.

The scale of such an experiment is crucially important.  Choice advocates
often argue that all children would gain if choice were expanded to private
schools.  Those students who attend private schools would be better off because
private schools are more effective than public schools and those who remain in
the public schools will be better off because the public sector will respond to
increased competition by offering a better education to their students.  This
hypothesis can be tested only if a choice experiment is sufficiently large for
public schools to perceive a growing private sector as effective competition.  The
experiment might, for example, offer vouchers to a significant fraction of stu-
dents in several different school districts.

The experiment would need to continue for an extended period.  For the
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experiment to be effective, parents need to know that their children will be able to
continue in their new schools, those contemplating opening new private schools
must know that the vouchers they depend on will continue, parents will need time
to evaluate the new options available to their children, public schools must have
the opportunity to respond to this change in their environment, and private schools
must have time to learn from their inevitable mistakes at the outset of the experi-
ment.  A 10-year time frame seems sensible.  Since we would not expect all
efforts to extend choice to be suspended pending the outcome of this experiment,
states or individual school districts moving forward with choice on their own
could benefit from examining both the design of the experiment and any early
findings from it.

Central to the experimental design should be features designed to ensure that
low-income families will have an expanded set of schools from which to choose.
This goal could be achieved in a number of different ways, and it might make
sense to design the experiment so that the relative merits of these alternatives
could be evaluated.  These alternatives include scaling the size of the voucher to
income so that the poorest families would face small, possibly zero, out-of-
pocket costs to send their children to private schools.  Alternatively, participating
schools could be forced to set aside a fraction of the slots in their school for
children from low-income families before they can cash vouchers from any chil-
dren.  In some circumstances, it might be essential to provide children from poor
families with subsidized transportation.  While the experiment could be struc-
tured in a number of sensible ways, to the extent possible it should avoid subsi-
dizing upper-income families who would have sent their children to private
schools even without a voucher program.  At-risk children, including children in
special education, should be given larger vouchers so that they can also effec-
tively participate in the experiment.

Some difficult issues emerge related to admissions policy and tuition.  If
choice is to be effective, private schools should be given a great deal of flexibil-
ity; it would make no sense to initiate a large-scale choice experiment and then
place such a broad range of constraints on private schools that they will, as a
consequence, fail.  This principle suggests that private schools be given flexibil-
ity, for example, in designing their curriculum and in hiring and promoting teach-
ers.  This principle also suggests that private schools should be given a good deal
of freedom in setting admissions policy and tuition.  But the dangers here are
obvious.  If they can pick and choose students, the advantages of a randomized
experiment are reduced, and if they can set tuition so high that low-income
children cannot afford to attend, the experiment will not reach the children who
now are often poorly served by the public schools.  It might be possible to
mitigate some of these problems with means-tested vouchers.  Nonetheless, these
tough issues will require a great deal of careful thought.

With respect to accountability, at a minimum it would seem sensible to
require schools receiving vouchers to provide information to the public on cur-
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riculum, admissions policies, staff, and student test scores.  Schools that receive
vouchers also should be required to have their students take specified standard-
ized tests as part of the evaluation of the experiment.  It would also make sense,
however, to be somewhat cautious about establishing these accountability mea-
sures.  The problem here again is one of providing sufficient flexibility to private
schools.  If private schools were required to meet a very long and detailed list of
mandates, they would lose much of their freedom and the result of the experiment
would be preordained.

The design will also need to specify which types of schools will be allowed
to receive vouchers.  Religious schools are an obvious issue.  A recent court
decision allowed religious schools in Milwaukee to participate in that city’s
choice experiment, but clearly this question raises some difficult issues in the
separation of church and state.  It might make good sense to allow students to use
their vouchers to attend public schools outside their district.

Evaluation should be built into any such experiment from the start.  It should
focus largely on academic outcomes, but should look at other outcomes, such as
school safety, as well.  For a number of reasons, that evaluation will be far from
straightforward.  Suppose vouchers are offered to some of the children in a school
district, with the intent of comparing the education outcomes of those who re-
ceive vouchers with those who do not.  But now suppose that the public schools
respond to expanded choice by offering their students a better education.  In this
case we might find that the control and experimental group have the same out-
comes, but clearly it would be wrong to conclude that the choice experiment had
been a failure.  Suppose further that vouchers were offered randomly, but only to
children whose parents agreed to participate in the experiment.  This design
would provide information about the children from families in which the parents
care enough about their children to learn about the choice experiment and would
be willing to have them be a part of the experiment, but very little about the rest
of the students in the district.  These evaluation challenges mean that setting up
such a project will require significant planning by a team of experts in the field of
research design.
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APPENDIX

A
Data Needs

The challenge to school finance policies to become more closely aligned
with improved student learning presents a new challenge to data collection ef-
forts, one final area the committee was asked to address.  Traditionally, finance
data collected by federal and state education statistics agencies have served pri-
marily to answer questions about how education funds are distributed.  Much less
attention has been directed to collecting finance and related data needed to under-
stand in a sophisticated way how financial resources are linked to particular
educational programs and to the performance of schools and students.  For ex-
ample, we have come to understand how much revenue each school district
receives from various local, state, federal, and philanthropic sources.  We under-
stand what proportions of these revenues are expended for such things as teacher
salaries, fringe benefits, and textbooks and supplies.  However, we have virtually
no understanding of what these budget “objects” are intended to accomplish.  In
short, what is missing is a linkage between the objects of expenditure and their
educational purposes.

This situation is beginning to change as state and federal statistical officials
respond to increased public interest in school reform and accountability and to
growing demands for information about what education dollars buy.  The com-
mittee was not able to explore in depth the demands on the education statistics
system.  We did hold a one-day workshop to discuss with 25 invited experts what
the new challenges for school finance might mean for the data collection efforts
of the National Center for Education Statistics (NCES).

NCES, the statistical arm of the U.S. Department of Education, is in a unique
position to serve as a catalyst in improving both national and state efforts to
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obtain education finance data related to the important question of how funding
and school improvement policies intersect, as well as continuing to improve
understanding of the distributional consequences of school finance policies.
Through its national surveys, procedural handbooks, national outreach and pro-
fessional communication efforts, and technical assistance, the agency already
plays an essential role in fostering the availability and comparability of education
data on a nationwide basis, and it has even now begun a number of innovative
activities designed to enhance the usefulness of its school finance information.
For example, the NCES school-finance Internet web site is a remarkably ad-
vanced high-tech effort in data distribution.

We divide our suggestions for additional improvements in school finance
data into four topics:  types of data collected, the level of education about which
data are collected, methods of data collection, and the usefulness of data.  We
conclude with some thoughts about the resources NCES will need to follow
through on these suggestions.

TYPES OF DATA COLLECTED

The core of the NCES current school finance data program is information on
revenues and expenditures for every state and school district, collected annually
from state administrative records.  Although it is often assumed that NCES itself
collects data from school districts, this is not the case.  The agency has always
depended on state-collected data, which in turn reflect the fact that state adminis-
trative records were developed mainly for the purpose of financially auditing
school districts for the appropriate receipt and spending of education funds.

The federal government has so far not chosen to require that state and district
data be reported to Washington using a uniform accounting standard, nor is there
any nationwide requirement that school districts follow generally accepted ac-
counting principles.  Instead, NCES permits flexibility and diversity within an
overall standard, which each state can interpret and to which it can align its data
for purposes of reporting to NCES.  The standard involves a function and object
accounting approach1 using common definitions, rather than an approach based
on programmatic categories.  State and district data from the fiscal surveys are
linked in the database called the Common Core of Data (CCD) to nonfiscal
education data on states, districts, and schools.  Through development and refine-

1In school finance accounting parlance, an “object code” refers to the subject of the expenditure,
what was purchased with the money.  This can be a teacher’s salary, fringe benefits, a computer, food
for the cafeteria, or fuel for school buses, for example.  “Function” codes refer to the broad purposes
for which such objects of spending were made.  The conventional function codes are so large and
amorphous as to be of little use to researchers.  The conventional function codes are broad areas,
such as instruction, administration, pupil services, food service, maintenance, and transportation.
They may assist fiscal auditors, but they do not build a link to instructional or school effectiveness.
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ment of the CCD surveys, NCES has been instrumental in improving the avail-
ability and comparability of education revenue and expenditure data on a nation-
wide basis and in enabling these data to be linked to basic characteristics of states
and districts as reported in the nonfiscal surveys.  Until recently, virtually no
finance data were included in other parts of the NCES data collection program,
such as the longitudinal surveys and international comparative studies.

NCES can help meet the new challenge of linking school finance more
closely to educational performance by adding productivity concerns to its tradi-
tional emphasis on revenues and expenditures.  (Revenue and expenditure data
continue to be important as well, and we suggest some improvements in these
statistics at the end of this section.)  Giving more attention to data linking fi-
nances and performance requires attention to the level of education for which
data are collected as well as to how data are collected, topics which are addressed
in the next two sections.  But interacting with those issues are questions about the
types of finance data that will be needed.

We were not able to undertake detailed analysis of the feasibility, trade-off,
and cost considerations that NCES will need to address before making decisions
about additional data to be sought; rather, we suggest some key areas that should
be explored as instruments are developed to link finance data more closely to
issues of student and school performance.

Outcome Data

Outcome data are clearly central in evaluating school performance and its
connection with finance.  It is also clear that developing appropriate outcome
indicators will be a complex and expensive task with great potential for inappro-
priate use of available measures, for all the reasons discussed in this report.  Not
only in data reporting, but in state and local administrative structures as well,
there has been a sharp separation between those who are concerned with fiscal
information and those who are concerned with curricular and assessment issues,
and so we have little experience with bringing these separate universes together
in a common reporting framework.

State-level policy makers, however, are beginning to demand that outcome
data be included in routine fiscal reporting; and the Government Accounting
Standards Board (GASB) has for several years been involved in research efforts
that in the foreseeable future could result in requirements that performance mea-
sures be included in annual financial reports for all governmental entities, includ-
ing those responsible for elementary and secondary education.2  NCES should be

2Information about the board’s government performance measures project can be found on the its
web site: http://www.rutgers.edu/Accounting/raw/gasb/seagov/SEARR1.htm.  Examples of input,
output, outcome, and explanatory factors under consideration are shown at:  http://www.rutgers.edu/
Accounting/raw/gasb/seagov/E&S EducRR1.htm.
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a major player in efforts to think about what performance measures might be
appropriate to link with finance, given its knowledge about the availability and
quality of outcome data and its experience in cooperating with state and district
officials to develop standard and comparable reporting categories.  The agency
has already begun to respond to requests from states about how to meet new
demands for performance measures; the demand for more and improved mea-
sures seems sure to grow in the foreseeable future.

Programmatic and Service Data

The traditional function and object categories that were developed to track
revenues and expenditure data for fiscal auditing purposes do not represent a
particularly useful lens on educational activity when the focus shifts to what
schools strive to do instructionally and how they do it.  Programmatic or service
categories have the potential for revealing much more about how resource use
relates to performance.  (Program reporting, for example, might seek to allocate
school resources across major areas of activity, such as regular education, special
education, Title I or other remedial education, and so forth.  Resource reporting
attempts to identify the direct services being delivered and the resource mix being
devoted to them.)  Past efforts to develop program and resource reporting, how-
ever, indicate the dilemmas involved; for example, program reporting requires
difficult decisions about allocating activities such as staff time across multiple
programs; resource reporting, which tends to build from the micro-level of the
classroom up, is extremely data-intensive and expensive.  Such problems will
need to be addressed and overcome, nonetheless, to find out what patterns of
resource use are in educationally relevant ways.

“Off Budget” Data

To link school finance to educational performance, and not just track the
appropriate use of public funds, requires new attention to counting all the finan-
cial resources that may be available to schools.  Traditional school finance data
collection instruments will not be sufficient for this task, as nontraditional streams
of revenue become increasingly available to schools.  For example, local founda-
tions in California were established in the wake of the Serrano v. Priest, 487 P.2d
1241 (Cal. 1971), decision to funnel privately raised funds to schools as a way of
circumventing state-imposed limits on public spending.  Likewise, it appears that
some districts in Wyoming are responding to that state’s takeover of school
finance in the wake of an adequacy-based court suit by moving some items
conventionally funded through school budgets to municipal budgets.  Further-
more, charter schools, which are public schools, may in some cases receive
significant funds from parents or others in addition to their publicly provided
revenues.
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School Organization Data

Many new forms of school organization are being tried in the name of
improving school performance, including charter schools, outsourcing of both
auxiliary and instructional activities, schools-within-schools, site-based manage-
ment, and others.  None of these distinctions are captured by traditional school
finance reporting categories.  Data collection programs must allocate attention to
gathering new kinds of information about school structure so that questions re-
garding possible differences in patterns of resource use and their effects, and how
these differences might be connected to organizational differences and instruc-
tional outcomes, can be addressed.

Data on Quality of Inputs

While NCES surveys have historically attempted to gather basic information
on school inputs, we are beginning to understand that traditional input measures
do not capture quality so much as quantity.  For example, research is providing
evidence that conventional measures of teacher inputs, such as teacher experi-
ence, tell us too little about the underlying trait of teacher quality (see Chapter 5).
It is the quality of resources, not just their amount, that is important in terms of
understanding how the way money is spent affects school and student perfor-
mance.  This new concern for educational productivity and its determinants poses
an important challenge for NCES in developing input measures that address new
rather than old policy concerns.  Better measures of productivity will be depen-
dent on improved understandings from research on how educational inputs affect
outcomes.

Equity-Related Data Issues

While many of the demands for new school finance data arise from the need
to link finance more closely to educational productivity, NCES statistics are also
vital for continued monitoring of the distribution of education resources.  One
avenue for new data development is taxable wealth and tax rates; it is at present
impossible on a national basis to link school spending to the ability and effort of
state and local governments to provide educational revenues.  Such data have not
been collected in the past largely because of the variation across states and
localities in how closely they adhere to true market value in the assessment of
property.  Any effort to collect information on the property tax base by school
district would have to take into account the differing assessment-to-sales ratios
across districts.  We recognize that in some states, these adjustments would be
difficult, if not impossible, for a federal agency to make.  In other states, the task
has already been completed by a state agency.  Analysts seeking to evaluate the
wealth neutrality of school finance policies are forced to use personal income
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data as an imperfect proxy for taxable wealth.  Another avenue for further data
development relates to cost adjustments in school finance formulas (discussed in
Chapter 7).

LEVEL OF EDUCATION ABOUT WHICH DATA ARE COLLECTED

In the past, school finance data, especially on a national basis, have been
collected almost exclusively at the state and school district level.  Growing con-
cern about educational performance, however, has heightened the demand for all
kinds of data, including finance data, to be collected at the school level, as efforts
to decentralize decision making to principals, teachers, and parents move for-
ward.  Scholars interested in probing productivity questions would even like to
study resource levels in individual classrooms and for individual students.  In-
creasing awareness of intradistrict disparities in resource allocation has also
spurred demand for better measures of school-to-school differences in spending.
Finally, policy makers concerned about accountability and about how to deter-
mine proper funding levels for schools (like charter schools) that may operate
outside district budgets need improved information on expenditures at the indi-
vidual school level.

School-level finance data development is, in most states, in its infancy, al-
though there are notable exceptions.  Florida, Ohio, Oregon, and Texas are among
states that have or are developing school-based financial reporting systems; and
New York City does school-based reporting for its approximately 1,000 schools.
By all accounts these are massive and time-consuming undertakings, especially
since policy makers may (as in Oregon) accompany requirements for new finan-
cial accounting with mandates that school-level financial data be combined with
school-level information about staffing, student demographics, school processes,
and student outcomes and be available to the public and to policy makers via the
Internet.  Such efforts require major investments in standardizing accounting
procedures across districts and schools, developing new accounting categories to
capture new data elements of policy interest, automating record-keeping and data
transmission, and providing training for district and school personnel.

While state policy makers, auditors, and business leaders are often behind
the push for school-level information on performance, supporters of school-level
accounting also hope that these new systems will encourage a more data-oriented
climate at the local level, with principals, teachers, and parents beginning to ask
new questions about their own schools and how they compare with others.  In this
way, better information might become an engine of school reform, increasing
community pressures for improvement that may be more successful than top-
down mandates.

While the big investments that are necessary to develop school-based ac-
counting systems may indeed pay off in data that are particularly useful and used
for improving education, this outcome is by no means certain.  The political
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climate undoubtedly has become much more supportive of performance mea-
surement in public agencies (witness such developments as the GASB perfor-
mance measurement project mentioned above and the Government Performance
and Results Act of 1993 mandating federal agencies to focus on measuring the
results of their programs and services).  Herrington (1996), however, provides a
useful reminder that the mere existence of data on school expenditures and stu-
dent performance does not ensure that they will be used to explore the relations
between dollars and learning.  Florida created a school-level fiscal system, along
with a sophisticated and comprehensive assessment system, over two decades
ago.  Herrington (1996:246-248) found, however, that the additional data did not
have the desired effects on school improvement efforts, for several reasons:

1.  State political interests do not necessarily support the development of a
capacity for systematic inquiry that is necessary to convert school-level fiscal
data into knowledge useful for policy.

2.  Educator professional norms do not support the development of a capacity
for systematic inquiry that is necessary to convert school-based fiscal data into
knowledge useful for management.

3.  The publication and dissemination of data on school-level finance do not
necessarily stimulate public interest in or public pressure for school improve-
ment.

The primitive state of school-level data in many states, along with questions
about how useful these data will eventually be, suggest that the time is not yet
ripe for NCES to undertake nationwide school-level data collection.  Instead, the
appropriate agency role at this time is to catalyze and assist states in their school-
level data development efforts.  NCES can play an important role in helping
states learn from one another’s efforts, in developing standards for states to use if
they wish, and in supporting the development of school-based data collection
software, which is not cost-effective for individual states or private companies to
create.

At the same time, NCES can use data collection instruments other than its
national census surveys to explore the feasibility and usefulness of gathering
financial resource data at the school, classroom, and individual student level for
use in illuminating educational productivity questions.  One example of how the
agency has already begun moving in this direction involves the new Early Child-
hood Longitudinal Survey.  Designers are attempting to insert measures of the
relative resources behind individual children from kindergarten through sixth
grade, eventually enabling researchers to study the impact of these resources on
their performance over time.  Teacher resources are the focus:  base salary, merit
pay, benefit rate, and full- or part-time status of the specific teachers to which
each child is assigned.  Earlier NCES longitudinal studies have been important
sources of data for scholars studying productivity in education, but until now they
have lacked explicit information on the financial resources available to individual
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students.  The early childhood study is an important first step in overcoming that
deficiency.

METHODS OF DATA COLLECTION

NCES finance data have in the past been collected through the agency’s
nationwide, census-type surveys of all states and school districts.  While these
surveys continue to be important for tracking revenue and expenditure data, they
are not the only or even the best way of gathering the kind of statistics that will
help illuminate productivity issues.  We have also indicated how NCES is begin-
ning to use the longitudinal studies for this purpose, and we support continued
investment in the developmental work necessary to devise and test fiscal mea-
sures that can be included in those surveys.

We also urge NCES along with the Office of Educational Research and
Improvement (OERI, the Department of Education’s research arm) to provide
support for analysis and dissemination of the school-level information available
from individual states.  There is no reason to believe that a full 50-state census of
schools is necessary to explore what school-level data can tell us about how
instructional effectiveness might be improved.  Fully exploiting state-generated
data for productivity purposes, however, will require many years of sustained
research and development effort, something states have no track record in sup-
porting.  The federal government rather than state government has generally been
the locus of public support for research and development efforts.  Herrington’s
(1996) history of Florida’s experience with a school-based data system confirms
the absence of political interest in the research necessary to learn about improved
delivery of instruction; Florida’s school-based data system eventually focused on
holding individual students accountable for performance rather than on ways to
improve schools and foster their accountability.  NCES and OERI could augment
the analysis states are likely to do of their own data and make the results generally
available for others to learn from rather than directly undertaking national data
collection.

At the classroom level, NCES has already been experimenting with innova-
tive techniques for illuminating instructional processes and developing methods
for making data about these processes available for analysis.  In particular, the
classroom videotape studies and accompanying software programs utilized in the
Third International Mathematics and Science Study provide fascinating new in-
formation (sometimes at odds in interesting ways with information gathered
through traditional survey instruments) about what actually goes on inside the
classroom.  Video studies appear to be a promising addition to the traditional
arsenal of data collection instruments; for example, more such studies might help
illuminate what it is about how instruction proceeds in smaller classrooms that
contributes to higher levels of student learning, and under what conditions.

Finally, we suggest that NCES consider increased use of samples to augment
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its nationwide census surveys.  Many important questions can be addressed with-
out obtaining information on the whole population by relying on the behavior that
can be inferred from appropriately chosen samples.  For example, with regard to
the issue of how much money might be flowing from private sources to schools
whose public revenues are capped, useful information on this subject could come
from careful sample surveys much more quickly than from nationwide data col-
lection efforts.  NCES’s existing quick-response survey program is a very appro-
priate mechanism for using samples to get information on such topics.  We
understand, however, that funding for quick-response surveys is limited and that
school finance topics have to compete with the many other data demands on
NCES.

USEFULNESS OF DATA

Data are valuable only to the extent that they match the needs of potential
users.  Timeliness is a perennial concern, particularly of policy makers.  Re-
searchers yearn for additional education and demographic variables that will let
them test more refined and sophisticated hypotheses about student learning.  Sup-
pliers of data are apt to be unenthusiastic about providing information unless they
can see some immediate benefits to themselves, yet in many cases they do not
have the capacity for sophisticated data manipulation or analysis.  All data users
are concerned about comparability of education data across 50 states, 15,000
school districts, and 80,000 schools.

Technological advances offer options for addressing many of these con-
cerns.  NCES has been innovative in exploiting these opportunities, and we urge
that even more attention be given to them.

Concerns over timeliness, for example, might be alleviated by making sur-
vey data available on the Internet as soon as it has been checked for accuracy,
even before all relevant units have been heard from.  The publication of data is
frequently delayed because some jurisdictions are slow in returning surveys and
because NCES does not want to publish incomplete or inaccurate statistics.  An
interim solution would be to make partial (but accurate) information, with appro-
priate caveats, available on line.

Researchers’ needs for more data could be addressed in several ways, even
within the confines of the available survey instruments.  NCES could invest more
resources in merging its own data with related data from other agencies; demo-
graphic data from the Census Bureau is one key target of opportunity.  Demo-
graphic data provide crucial mediating variables in the quest to understand how
school finance is linked to school performance, but until recently we have been
dependent on the decennial census for demographic data, which is thus outdated
almost as soon as it becomes available.  The Census Bureau is currently develop-
ing the American Community Survey (ACS) to identify rapid changes in popula-
tion and provide annual estimates of housing, social, and economic characteristics
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every year for all states, as well as for cities, counties, metropolitan areas, and
population groups of 65,000 persons or more.  This annual data collection should
be fully implemented in 2003; estimates for smaller areas and population groups
will also be made available on a more frequent (but not annual) basis beginning in
2008.  As ACS data become available, NCES should position itself to create links
to education data and to make merged databases available to researchers.

NCES can also expand the universe of variables available to researchers by
serving as a clearinghouse for information about merged datasets that scholars
have developed to support their analyses.  NCES should not disseminate these
merged datasets itself; it is not in a position to exercise quality control over
individual researchers’ efforts and the reputation of its own data hinges on the
high statistical standards to which it holds itself.  NCES is currently working with
Inter-University Consortium for Political and Social Research (ICPSR) at the
University of Michigan to contribute its own data to the ICPSR Internet-acces-
sible archive of international education statistics.  The agency could expand this
effort to include helping researchers lodge their own datasets there and dissemi-
nating information about the data variables that these datasets contain.

Through its Internet web site on education finance (http://nces.ed.gov/edfin),
NCES is already taking innovative steps to make education statistics more usable
to practitioners.  A good example is the peer search feature, which allows web
users to select a school district and see how its finances compare with a group of
peer districts, on the basis of characteristics such as enrollment, student/teacher
ratio, median household income, district type, and metro status.  Current per-
pupil expenditures, core instructional expenditures, student/teacher ratio, admin-
istration ratio, and revenue sources can be compared with peer districts as well as
with state and national averages.  As states improve their own district and school-
level databases, there will be increasing opportunities for NCES to develop web-
based search functions providing valuable and instant information to policy
makers and the public.

STAFFING AND RESOURCES AT NCES

For almost a decade, the Department of Education has been operating under
a congressionally imposed personnel ceiling, which has had the effect of capping
staff levels at NCES while the agency’s overall budget was increasing roughly
threefold.  Data gathered by the committee3 indicate that NCES now manages a
$116 million budget with a staff of 115 (a ratio of roughly $1 million per staff
member).  Budget-to-staff ratios are noticeably lower in other statistical agencies

3Estimates for FY 1999 funding come from the Office of Management and Budget (1998); staff
estimates are based on raw data gathered from various statistical agencies and the Office of Manage-
ment and Budget.
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we examined:  National Center for Health Statistics ($86 million budget; 528
staff; ratio of $163,000 per staff member); Bureau of Justice Statistics ($31
million budget; 65 staff; $477,000 per staff member); Bureau of Economic Analy-
sis ($48 million budget; 520 staff; ratio of $92,000 per staff member); and Bureau
of Labor Statistics ($399 million budget; 2,642 staff; ratio of $151,000 per staff
member.)

The only way in which NCES could begin to comply with the added expec-
tations for education that have evolved over the last decade is through the cre-
ative construction of the Education Statistics Services Institute and by relying
heavily on outside contract vendors.  As a consequence, NCES personnel have
been converted from statisticians and researchers into contract managers.  Even
so, their capacity to oversee the ever-enlarging world of education statistics accu-
mulation, compilation, and distribution is seriously strained.  Moreover, heavy
reliance on outside contractors, while not necessarily detrimental to the quality of
data collected, does detract from the agency’s ability to develop in-house talent
and expertise that can be helpful in analyzing data and using findings from
current surveys to help plan future activities (see remarks by the executive direc-
tor of the Council of Professional Associations on Federal Statistics, reported in
Rothman, 1992).  It will not be possible the for nation to undertake the data
collection efforts required to address important questions of education equity,
adequacy, and productivity unless NCES is accorded the necessary budget and
professional staff.
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Committee on Assessment and Teacher Quality and is a past member of the
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residence at the University of California, Los Angeles.  He has a Ph.D. in indus-
trial psychology from Purdue University.
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Independent School District in San Antonio, Texas; superintendent of the
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ment at the School of Social Service Administration (where he was dean from
1983 to 1988) and the Irving B. Harris Graduate School of Public Policy Studies,
University of Chicago.  He is also director of the Center for Urban Research and
Policy Studies at the University of Chicago.  Formerly, he was professor of
public policy and chairman of the public policy program at Harvard University’s
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ment of Health, Education, and Welfare; and assistant secretary, Department of
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Urban Policy.  He has a Ph.D. in economics from Yale University.
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in the areas of education policy, public school finance, teacher compensation, and
decentralized school management.  He has a Ph.D. in educational administration
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sources, and education productivity, with a particular emphasis on the relative
efficiency of public and private schools.  He has a Ph.D. in economics from The
Johns Hopkins University.
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form, professional ethics in education, as well as social and legal educational
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educational policy, and school administration.  His published work includes Edu-
cational Policy and the Just Society and The Ethics of Teaching (with Jonas
Soltis).  He is a past president of the Philosophy of Education Society and is a
member of the National Academy of Education.  He has a Ph.D. in philosophy of
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A

Abbott v. Burke, 73, 110-111
Academic performance, 2, 16, 17, 19, 20

adequacy of education, 110, 115-116,
118-119, 122

disadvantaged students, 10, 211
education production, 136-137, 142,

152-153
incentives and, general, 3, 8, 9, 62
school-level factors, 6, 7, 10, 12, 24,

136-137, 145, 317-318
see also Educational achievement;

Educational attainment;
Performance standards; Test
results

Accountability, 267, 272-273, 274-275
bureaucratization, 159-160
charter schools, 187
high-stakes testing, 180-181, 183
school-based, 9, 180-181, 182, 190,

320-321
special education, 224, 225, 226
state legislation, 110, 111
teachers/staff, 165, 224, 272-273
tests, use of, 180-182, 183

Adequacy, educational, 2, 7, 10, 16, 61,
101-133, 197-198, 264-265,
266-267

Index

academic performance and, 110, 115-
116, 118-119, 122

class size, 106, 108, 118, 121
concept, general, 2, 6, 101-106, 112-

114, 132, 133, 166, 264
cost-efficiency, 107-108, 116, 165
costs, 107-108, 109, 112, 114-131,

165, 265
costs, statistical analyses, 114, 115-118
court decisions, 6, 80, 101-102, 103,

106, 107-112, 122, 132-133,
166, 167

democratic threshold principle
(Gutmann), 104, 105

distributive justice (Rawls), 103-104
district-level factors, 116-117, 118-

120, 124, 128-131
educational achievement, 104, 105-

106, 107-108, 114, 124, 131-
132, 166, 265

education reform and, 135, 136, 140-
147, 161

education standards, 2, 6, 101-103
(passim), 107-108, 112-113

performance standards, 110, 113,
115, 118-120, 122, 132, 166

equal opportunity, 104, 105-106, 110-111
equity vs, 101, 102, 103, 112, 131,

132-133, 264
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formulas for distributing funds, 103,
104, 124-133 (passim)

foundation aid, 12, 59, 88, 106, 119-
120, 131, 257, 261

inputs into education, general, 102-
103, 104, 119, 121, 124-125,
126, 128, 166, 264

outcomes of education, 2, 102, 117-
120, 122, 166, 264

political factors, 2, 103, 105, 110, 111,
112-113, 132, 133, 166

poverty, 103, 119-120, 125, 127, 128,
133, 198, 265

professional judgment model, 114,
120-123

quantitative vs qualitative, 103-104, 112
research on, 102, 114-130
school-based factors, individual

schools, 102, 113, 118,
120(n.9), 130-131, 133

socioeconomic factors, general, 102,
103, 107, 109, 112, 115, 118,
120, 125

special-needs students, 110-111, 127,
265

state-level issues, 6, 80, 101-102, 103,
105, 107-111, 112, 114-131
(passim), 133, 166

court decisions, 6, 80, 101-102,
103, 106, 107-112, 122, 132-
133, 166, 167

legislation, 110-111, 112, 122, 130-
131, 133, 166

test results, 113-117 (passim), 120
urban areas, 103, 111, 128
whole-school designs, 114-115, 122,

123-124, 151, 153, 196, 213,
225

Advisory Commission on
Intergovernmental Relations, 58,
235

African Americans, see Black persons
Alabama, 54, 97, 103, 107, 108, 111, 210-

211
Alaska, 85, 121, 169
American Association for the

Advancement of Science, 157

American Community Survey, 198, 323-
324

Arizona, 85, 107, 111, 230, 245
Arkansas, 85, 90, 251
Attitudes, see Public opinion

B

Bagley v. Raymond School Department,
230

Bilingual education, 82, 86-87
Black persons, 43, 145

educational attainment, 45
poor, 21, 51
rural areas, 68
spending reforms, 91
test scores, 45-46
urban areas, 18, 47-51, 70

Brown v. Board of Education, 6, 18, 68,
70, 82, 99, 100

Bureaucracy, 18, 155, 156, 158-160, 174,
208

Burrus v. Wilkerson, 74

C

California, 129
class size, 212
equity, 87
revenue raising, 58, 71, 72-74, 76, 235,

236, 245, 249-253, 254, 255-
256, 258, 262

special education, 224
spending, 31, 87, 90, 98, 224, 249-253,

258
Serrano v. Priest, 71, 72-74, 76, 77,

79, 80, 87, 96, 250-253, 256,
258, 318

teachers, 169
Campaign for Fiscal Equity v. State of

New York, 108
Campbell v. State, 109
Categorical programs, 6, 10-11, 60, 73,

81-82, 214, 259-260
gifted and talented programs, 82, 214
incentives, 10-11, 60
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special education, 41-43, 82, 126-127,
196, 217-227

state, 6, 10-11, 81-82
see also Title I programs

Chapter 1 programs, see Title I programs
Charter schools, 8, 9, 29, 133, 185, 186-

188, 189, 190, 191-192, 229,
231

Chittenden Town School District v.
Vermont Department of
Education, 230

Church schools, see Religious schools
Cities, see Urban areas
City of Pawtucket v. Sundlun, 110
Claremont v. Governor of New

Hampshire, 109
Class size, 10, 167, 196, 197, 205, 254,

267, 273
adequacy of education, 106, 108, 118,

121
education production, 138, 141, 143-

146 (passim), 160, 161
poverty, 210, 211-212
research on, 210-211, 212-213, 273

Coalition for Adequacy v. Chiles, 109-110
Coleman Report, see Equality of

Educational Opportunity
Committee for Educational Rights v.

Edgar, 109
Compensatory education, 11-12, 27, 29,

46, 82, 83, 87, 202-206
see also Title I programs

Comprehensive School Reform
Demonstration program, 150,
213, 216

Connecticut, 88, 90, 175, 251
Constitution of the U.S., see U.S.

Constitution
Contract schools, 9, 124, 153, 188-189,

267
Cost indices, 40-41, 93-94, 126, 128-129,

198
consumer price index, 40, 41, 126
urban areas, 52, 94

Cost of education, 93, 94
adequacy concept, 107-108, 109, 112,

114-131, 165, 197-199, 265

statistical analyses, 114, 115-118
adjustments for changes in, 40-41, 112,

126, 131
charter schools, 188
class size reductions, 212
cost-efficiency, 4, 8-9, 17, 22-23, 33,

34, 38, 40, 87, 136, 163, 168-
176, 188, 247, 254-255

adequacy concept, 107-108, 116,
165

data needs, 198
early childhood education, 203
econometric studies, 127-128
empirical models, 114, 118-120
facilities, schools, 199-200
inflation, 40, 41, 93, 94, 112, 131
need-based adjustments, 197-199
poverty areas, 2, 198-199, 205, 259
professional judgment models, 114,

120-124
socioeconomic factors, general, 115,

118, 120
special education, 41-42, 217, 219,

222, 227
statistical models, adequacy concept,

115-118
teachers, 168-176
technology, educational, 201
urban areas, 52, 198, 199-200
whole-school designs, 114-115, 122,

123-124, 213
Court cases, 6, 31-32, 70-81, 90-91, 94,

95-103, 106-111, 257
Abbott v. Burke, 73, 110-111
Bagley v. Raymond School

Department, 230
Brown v. Board of Education, 6, 19,

68, 70, 82, 99, 100
Burrus v. Wilkerson, 74
Campaign for Fiscal Equity v. State of

New York, 108
Campbell v. State, 109
Chittenden Town School District v.

Vermont Department of
Education, 230

City of Pawtucket v. Sundlun, 110
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Claremont v. Governor of New
Hampshire, 109

Coalition for Adequacy v. Chiles, 109-
110

Committee for Educational Rights v.
Edgar, 109

Danson v. Casey, 79
DeRolph v. Ohio, 108-109
East Jackson Public Schools v. State,

88
Edgewood v. Kirby, 80, 101, 107, 108,

109, 110, 112
Harper v. Hunt, 103
Jackson v. Benson, 229
Lau v. Nichols, 86-87
Leandro v. State of North Carolina,

109
McInnis v. Shapiro, 74
Milliken v. Bradley, 82-83, 88
Olsen v. State, 79
Pauley v. Kelly, 77, 78
Pennsylvania Association for Retarded

Children v. Pennsylvania, 86
Robinson v. Cahill, 73, 77
Rodriguez v. Los Angeles Unified

School District, 31, 82
Roosevelt Elementary School District

v. Bishop, 108
Rose v. Council for Better Education,

81, 107
San Antonio Independent School

District v. Rodriguez, 72
Seattle v. State of Washington, 77, 78
Serrano v. Priest, 71, 72-74, 76, 77,

79, 80, 87, 96, 250-253, 256,
258, 318

Simmons-Harris v. Goff, 229
Tennessee Small School Systems v.

McWherter, 108
Thompson v Engelking, 78-79
Washakie v. Herschler, 109

Curriculum issues, 9, 15, 113, 123-124,
153, 155, 158, 177, 183, 188,
255

special education, 223, 224, 225, 226

D

Damson v. Casey, 79
Data needs, 198, 315-325
Decentralization, 5, 8, 20, 32-33, 157-160,

271, 320
bureaucracy, 18, 155, 156, 158-160,

174, 208
charter schools, 8, 9, 29, 133, 185,

186-188, 189, 190, 191-192,
229, 231

contract schools, 9, 124, 153, 188-189,
267

parental school spending decisions, 9,
11, 29, 62, 105, 164, 165, 183-
184, 190-195

school or site-based management
(SBM), 9, 151-152, 157, 178,
185-186

vouchers, 9, 10, 11, 133, 192, 194,
229-231, 269, 273-274

see also School-based factors,
individual schools

Delaware, 59
Demographic factors, 18-19, 39

see also Minority groups; Poverty;
Race, spending on education by;
Socioeconomic factors; Urban
areas

DeRolph v. Ohio, 108-109
Desegregation, see Racial discrimination/

segregation
Disabled students, see Students with

disabilities
Disadvantaged students, see Poverty;

Special-needs students
District-level factors, 3, 11, 22-23, 27, 28-

32, 62
adequacy of education, 116-117, 118-

120, 124, 128-131
charter schools, 186-187, 229
concentration and decentralization, 28,

32-33
education production, 144, 152-153
facilities, schools, 199
federal aid, 83, 84, 85
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interdistrict disparities, 11, 24, 29, 31,
46, 50, 74, 77, 80, 83, 84, 85,
90, 92-99 (passim), 110, 125,
128-129, 191, 196, 228, 231,
236-237, 247, 250-252, 260,
265

district power equalizing, 59, 75,
77, 84, 88, 96, 247, 253, 256-
258, 265

intradistrict disparities, 6, 8, 11, 24, 29,
31, 99, 228-229, 231, 265, 320

NCES core data, 316
poverty areas, 6, 10, 20, 46-49, 51, 74,

76, 103, 198, 227, 259
property taxes, 233, 236-237, 238, 242,

247, 319-320
revenue raising, other, 5, 28-29, 53-55,

58, 79, 84, 233
guaranteed tax base, 59-60, 75, 80,

95-96
statistics by state, 30-31, 54-55

scale economies, 129-131
special education, 42-43, 225, 226
spending, 6, 30-32, 42, 46-47, 50, 88,

99, 105, 144, 225, 226
interdistrict disparities, 74, 77, 80,

83, 84, 85, 90, 92-99 (passim),
110, 196, 250-252, 257, 260,
265

state aid, 29, 53, 59-60, 92
state rewards/sanctions, 110, 156(n.6),

267
taxes, general, 248-249; see also

“property taxes” supra
see also Local factors; Rural areas;

Suburban areas; Urban areas
District power equalizing, 59, 75, 77, 84,

88, 96, 247, 253, 256-258, 265
see also Guaranteed tax base

E

Early childhood interventions, 10, 82,
196, 202-206, 321

class size, 212
see also Compensatory education

East Jackson Public Schools v. State, 88
Econometric studies, 127-128
Economies of scale, see Scale economies
Edgewood v. Kirby, 80, 101, 107, 108,

109, 110, 112
Educational achievement, 1, 2, 3, 4, 7, 8-

9, 17, 34-47
adequacy concept, 104, 105-106, 107-

108, 114, 124, 131-132, 166,
265

attainment and, 36-38
cost-efficiency, 33, 34-44, 165-195
education production, 137, 142
facilities, schools, 200
historical perspectives, 7, 20-21, 24,

44, 46, 71-72
international comparisons, 18, 21, 34,

37-38, 44, 194, 230
parental choice and, 190-194
school incentives, impact on, 182-183
school- or site-based management,

185-186, 190
school spending, 7, 46-47
student background and, 2, 5, 10-11,

17, 19-20, 33, 43-53, 61, 67,
125, 134, 140, 196-231, 265

Coleman Report, 7, 24, 46, 71-72,
74, 82, 140-141, 142, 161

teacher capacity and pay, 167-176, 178
urban schools, 33
see also Test results

Educational attainment, 45-46
achievement and, 36-38
adequacy concept, 116
employment and, 20, 34-35, 44
parents’, 43-44
student background and, 5, 45-46

Educational technology, see Technology,
educational

Education production, 2, 4, 9, 16, 65, 134-
162

academic performance, 136-137, 142,
152-153

adequacy concept, 117-118, 166, 264
class size, 138, 141, 143-146 (passim),

160, 161
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concept and measurement of, general,
135-139, 146

cost-efficiency, 4, 8-9, 17, 22-23, 33,
34, 38, 40, 87, 136, 163, 188,
247, 254-255

adequacy concept, 107-108, 116,
165

district-level, 144, 152-153
educational achievement and, 137, 142
education reform and, 135, 149-151,

154-161
effective educational practice, 147-153
equity, concept of, 70
facilities, schools, 200
federal government, 150, 156
funding adequacy, 2, 10
historical perspectives, 134-135, 140,

149-151, 155, 161
inputs into education, 136, 137, 140-

147, 161
institutional environment, 153-161
outcomes, educational, 135, 136, 140-

147, 161
performance standards, 148, 156-157
private sector, 135, 137, 142, 160-161
research on, 138-161
school-based factors, individual

schools, 132, 136-137, 141-143,
145, 147, 150-154, 155

teachers, 138, 140, 141-142, 144, 145-
146, 149, 152, 155, 156, 159,
173-174

test results, 145, 149
Education reform, 3, 7, 8, 9, 12, 17-18,

24, 61, 62(n.9), 163, 164
adequacy concept, 110-111, 167
curriculum, 9, 15, 113, 123-124, 153,

155, 158
education production, 135, 149-151,

154-161
fairness, 6, 67
special education, 225, 227
spending, general, 67, 68-100, 268
Title I, 215-216
urban areas, 3, 10, 11, 228

whole-school designs, 114-115, 122,
123-124, 151, 153, 196, 213,
225

see also Adequacy, educational;
Charter schools; Education
standards; Equity concepts;
Vouchers

Education standards, 1, 3, 9, 15, 18, 21,
156-157, 255

adequacy standards, 2, 6, 101-103
(passim), 107-108, 112-113

capacity investment and, 167
special education, 223, 226
teacher certification, 106, 144, 168,

169, 170-171, 178, 210, 211,
255, 272

teachers, other, 271, 272-273
Title I programs, 216
see also Performance standards

Efficiency, 4, 8-9, 17, 22-23, 33, 34, 38,
40, 87, 107-108, 116, 136, 163,
165, 187, 191, 200, 232

adequacy concept, 107-108, 116, 165
educational achievement, 33, 34-44,

165-195
property taxes, 234-235, 236, 240-241
revenue raising, 33, 34, 51, 57, 232
teachers, cost-efficiency, 168-176

Employment
educational attainment and, 20, 34-35,

44
mothers working, 43, 44
teachers,

career ladders, 177
salaries, 8, 9, 39-40, 41, 94(n.12),

142, 165, 167-168, 169, 171-
174, 176-179, 197, 211, 272

training and professional
development, 9, 142, 149, 150,
152, 156, 165, 167-168, 169,
174-176, 177, 183, 198, 210,
211, 216, 224, 225, 270-272

English-language learners/second-
language speakers, 33, 39, 49,
73, 89, 125-128 (passim), 155,
187, 214, 221, 260
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bilingual education, 82, 86-87
Enrollment factors, 27, 32-33, 36, 38, 41,

48, 135, 187, 191-192, 250-251
Equality of Educational Opportunity

(Coleman Report), 7, 24, 46, 71-
72, 74, 82, 140-141, 142, 161

Equal opportunity
adequacy concept, 104, 105-106, 110-

111
bilingual education, 86-87
Civil Rights Act, 82, 87
court cases, 6, 18, 68, 70, 82
equity concept, 68, 70, 82, 86-87
special-needs students, 41, 42, 86-87,

214, 218, 219(n.9), 220-221
Equal protection, 72-74, 76-81
Equity concepts, 16

adequacy vs, 101, 102, 103, 112, 131,
132-133, 264

concept of, 6, 67, 69-77, 165-166
court cases, 70-81, 90-91, 94, 95-101,

167; see also Serrano v. Priest
education production, 70
equal opportunity provisions, 68, 70,

82, 86-87
federal efforts, 82-87, 259-260
finance equity, general, 2, 7, 8, 61, 70-

81, 83-100
interdistrict disparities, 11, 24, 29, 31,

46, 50, 74, 77, 80, 83, 84, 85,
90, 92-99 (passim), 110, 125,
128-129, 191, 196, 228, 231,
236-237, 247, 250-252, 257,
260, 265

district power equalizing, 59, 75,
77, 84, 88, 96, 247, 253, 256-
258, 265

intradistrict disparities, 6, 8, 11, 24, 29,
31, 99, 228-229, 231, 320

political factors, 70, 78, 96-97, 166,
197, 248-249, 253

poverty, 70, 74, 77, 86
research on, 74, 90-98, 319-320
spending, 67-100
state efforts, 53, 87-89; see also Court

cases

states,
court cases, 70-81, 90-91, 94, 95-

101, 167; see also Serrano v.
Priest

disparities across, 6, 30-31, 47, 54-
55, 69, 93, 94, 96, 97

legislation, 85, 87-88
taxpayers, 70, 71, 232, 236-237, 238,

240-241, 242, 247, 254
wealth-neutrality principle, 71-76, 77,

80, 81, 84-85, 88, 89, 90, 91,
95-99 (passim), 102, 103, 107,
109, 112, 125

see also Adequacy, educational
Ex ante concepts, 70, 71, 75, 96, 103
Ex post concepts, 70, 71, 89, 103

F

Facilities, schools, 82, 107, 108, 121, 140,
142, 167, 188, 197, 198, 199-
201, 255

safety of school environment, 198, 208
special education, 225
see also Technology, educational

Family factors, 2, 10-11, 19, 43-44, 52-53
Coleman Report, 7, 71-72, 82, 140-

141, 142
see also Parental factors

Federal government, 3, 82, 127
block grants, 83
categorical programs, 6, 10-11, 60, 81-

82, 196, 214, 259-260; see also
Title I programs

compensatory programs, 11-12, 27, 29,
46, 83, 204, 206; see also Title I
programs

education production, 150, 156
equity provisions, 82-87, 259-260
foundation aid, 12, 261
impact aid, 82, 85
income taxes, 60, 233, 249
revenue raising, general, 11, 27, 29,

53, 60-61, 258-262
statistics by state, 30-31
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special education, 27, 41, 42, 43, 214,
218, 219(n.9), 220-221, 223-
225, 226, 260, 261

spending, general, 1, 5, 11-12, 16, 17,
60-61, 82, 83-85, 93, 97-98,
197, 208, 260

annual, 1, 15, 27, 38, 39, 260
state cooperation with, general, 15, 16,

83-86, 261, 262, 316-317, 323-
324

technical assistance, 62, 85
value-added taxes, 233
see also Legislation, federal; U.S.

Constitution; main heads
beginning “Department...”

Fiscal neutrality principle, see Wealth-
neutrality principle

Florida, 57, 109, 129, 166, 224, 230, 321
Foreign countries, see International

perspectives
Formulas for distributing funds, 10, 16,

31, 60, 85-86, 196, 197
adequacy concept, 103, 104, 124-133

(passim)
democratic threshold principle

(Gutmann), 104, 105
distributive justice (Rawls), 103-104
district power equalizing, 59, 75, 77,

84, 88, 96, 247, 253, 256-258,
265

expenditure-disparity test, 84-85
foundation aid, 12, 59, 88, 106, 119-

120, 131, 257, 261
guaranteed tax base, 59-60, 75, 80, 95-

96
special education, 221-222
wealth-neutrality principle, 59, 71-76,

77, 80, 81, 84-85, 88, 89, 90,
91, 95-99 (passim), 102, 103,
107, 109, 112, 125, 319-320

weights/weighting, students, 48, 86,
119, 125, 126-127, 128, 158,
224, 240, 249

Foundation aid, 12, 59, 88, 106, 119-120,
131, 257, 261

Foundations (private), grants from, 192,
207-209

G

Geographic factors
geographic uniformity principle, 74
interdistrict disparities, 11, 24, 29, 31,

46, 50, 77, 80, 83, 84, 85, 90,
92-99 (passim), 110, 125, 128-
129, 191, 196, 228, 231, 236-
237, 247, 250-252, 260, 265

district power equalizing, 59, 75,
77, 84, 88, 96, 247, 253, 256-
258, 265

guaranteed, 59-60, 75, 80, 95-96
intradistrict disparities, 6, 8, 11, 24, 29,

31, 99, 228-229, 231, 320
teachers, regional distribution of, 169-

170
see also Rural areas; Suburban areas;

Urban areas; specific states
Gifted and talented programs, 82, 214
Guaranteed tax base, 59-60, 75, 80, 95-96

see also District power equalizing

H

Harper v. Hunt, 103
Hawaii, 29
Head Start, 204, 206
Hispanics

educational attainment, 45
urban areas, 48, 51

Horizontal equity, 90

I

Idaho, 78
Illinois, 74, 109, 119-120, 121, 122, 166,

241
Impact aid, 82, 85
Incentives, 3, 8, 9, 12, 16, 62, 85, 159,

164, 176-183, 195, 267
academic performance, general, 3, 8, 9,

62
categorical programs, 10-11, 60
outcomes, general, 9, 180
private schools, 182-183
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research on, 182-183, 272-273
rewards/sanctions, 110, 156(n.6), 179,

182, 187, 267
special education, 222
teachers, see “incentives under

Teachers/staff”
urban areas, 12, 183
weighted-child formula, 86

Income taxes, 20, 57, 232, 239-241
federal provisions, 60, 233, 249
local, 239-241
parental income, impacts, 236
school-based factors, individual

schools, 9, 156(n.6), 179-180,
182-183

state, 54-57, 91, 233, 243-244, 247,
253-254

relief to poor, 91
statistics by state, 56-57

Individualized education programs, 41,
223, 224, 225

Individuals with Disabilities Education
Act, 214, 218, 219(n.9), 220-
221, 224, 225, 226, 260

Inflation, 93, 94, 112, 131
consumer price index, 40, 41, 126

Inputs into education, 2, 6, 8, 167, 261,
319

adequacy concept, 102-103, 104, 119,
121, 124-125, 126, 128, 166,
264

adjustments for changes over time, 40
education production and, 136, 137,

140-147, 161
incentives, general, 180
inflation, 40, 41, 93, 94, 112, 126, 131
see also Cost of education; Facilities,

schools; Spending on education;
Technology, educational

Instruction, 9, 12, 196, 322
curriculum, 9, 15, 113, 123-124, 153,

155, 158, 177, 183, 188, 223,
224, 225, 226, 255

decision making, 113, 123
education production, 146
see also Cost of education; Teachers/

staff

International perspectives, 18, 21, 34, 37-
38, 44, 194, 230

J

Jackson v. Benson, 229

K

Kansas, 85
Kentucky, 54, 76, 80-81, 97, 101, 107,

108, 109, 110, 111, 112, 114,
124, 175, 179, 181, 182

Kentucky Education Reform Act, 110,
207

L

Language issues, see English-language
learners/second-language
speakers

Lau v. Nichols, 86-87
Leandro v. State of North Carolina, 109
Legislation, federal

Americans with Disabilities Act,
218(n.8)

Civil Rights Act, 82, 87
compulsory attendance, disabled

children, 68
Educational for All Handicapped

Children Act, 41, 42, 86
Elementary and Secondary Education

Act, 207, 259, 260; see also
Title I programs

Emergency School Assistance Act, 82
Goals 2000: Educate America Act, 15,

85
Government Performance and Results

Act, 321
Improving America’s Schools Act, 16,

207
Individuals with Disabilities Education

Act, 214, 218, 219(n.9), 220-
221, 224, 225, 226, 260

Vocational Rehabilitation Act, 218(n.)
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Legislation, state
accountability, 110, 111
adequacy concept, 110-111, 112, 122,

130-131, 133, 166
constitutional requirements, 5, 6, 72-81

(passim), 88, 101, 107, 109, 133
equity concept, 85, 87-88
property taxes, 250-251
vouchers, 229-230
see also Court cases

Litigation, see Court cases
Local factors, 3, 9

committee mandate, 4
control of education, 20, 26, 28-32, 96-

97, 158-159
funding responsibilities, 5
income taxes, 239-241
revenue raising, general, 11, 20, 27,

53, 58, 79
statistics by state, 30-31
see also Property taxes; Sales taxes

school-community linkages, 10, 152,
184-185, 196, 206-210

spending, 22-23, 27, 92, 93, 109, 256;
see also Serrano v. Priest

taxes, general, 248-249
urban tax bases, 20, 76, 200, 259

see also District-level factors; School-
based factors, individual schools

Longitudinal studies, 98, 143, 145, 146,
148, 216-217, 231, 256, 317,
321, 322

Lotteries, 245-246
Louisiana, 54, 107

M

Maine, 85, 229-230
Maryland, 243
Massachusetts, 57, 107, 108, 179, 224,

242, 245
McInnis v. Shapiro, 74
Michigan

desegregation, 82-83
district equalization, 88
impact aid, 85
revenue raising, 28-29, 57, 254

Milliken v. Bradley, 82-83, 88
Minnesota, 107, 110, 230, 242-243
Minority groups, 145

bilingual education, 82, 86-87
black persons, 18, 21, 43, 47-51, 68,

70, 91, 145
demographic shifts, 19, 39
educational attainment, 45
equity, concept of, 70
Hispanics, 45, 48, 51
spending disparities, 31, 47, 48-49,

273
teachers of minority students, 211
urban areas, 18, 47-51, 70
see also English-language learners/

second-language speakers;
Racial discrimination/
segregation

Mississippi, 57, 120(n.9), 122
Missouri, 85, 169
Montana, 80, 224

N

National Assessment of Educational
Progress (NAEP), 36-37, 45-46,
114, 157, 175

National Board for Professional Teaching
Standards, 272

National Center for Education Statistics,
198, 315-325

academic performance data, 317-318
National Commission on Teaching and

America’s Future, 169
National Council for Accreditation of

Teacher Education, 170
National Education Goals Panel, 157
A Nation at Risk, 34, 88, 134, 149
Nevada, 57
New American Schools, 123-124, 153
New Futures, 208, 209
New Hampshire

adequacy of education, 107, 108, 109
revenue raising, 29, 54

New Jersey
adequacy concept, 107
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right to education, 77, 80
spending, 29, 73, 77, 80, 97
technical assistance from federal

government, 85
New Mexico

impact aid, 85
revenue raising, 29

New York City, 42, 128, 129, 152, 320
New York State

adequacy of education, 107, 108, 116,
128-129

enrollment, 33
revenue raising, 57, 235, 239
special education spending, 42, 218

Non-English-speaking students, see
English-language learners/
second-language speakers

North Carolina, 59, 107, 109, 175, 179,
181, 183

North Dakota, 224

 O

Obey-Porter, see Comprehensive School
Reform Demonstration program

Ohio, 85, 107, 108-109, 111, 118-119,
120, 122, 229

Olsen v. State, 79
Oregon, 57, 79, 88
Outcomes, educational, 3, 16, 69, 70, 268

adequacy concept and, 2, 102, 117-
120, 122, 166, 264

education production, 135, 136, 140-
147, 161

incentives and, 9, 180
property tax limitations, 241
research recommendations, 12
school-based accountability, 9, 190
state-role in financing, 241, 254-257
teacher salaries and, 172-173

Outputs of education, 69, 102-103, 119,
137, 159-160, 166, 264

see also Academic performance;
Education production;
Outcomes, educational

P

Parental factors, 3, 8, 160
educational attainment of, 43-44
school/choice school spending

decisions, 9, 11, 29, 62, 105,
164, 165, 183-184, 190-195,
196, 227-231

charter schools, 8, 9, 29, 133, 185,
186-188, 189, 190, 191-192,
229, 231

contract schools, 9, 124, 153, 188-
189, 267

educational achievement of
children and, 190-194

voucher programs, 9, 10, 11, 12,
133, 192, 194, 229-231, 269,
273-274

school governance, 11, 29
spending on own children’s education,

22
tax and parental income, 236
working mothers, 43, 44

Pauley v. Kelly, 77, 78
Peer effects, 136, 141
Pennsylvania, 54, 79, 86, 107, 113, 224
Pennsylvania Association for Retarded

Children v. Pennsylvania, 86
Performance standards, 16-17

adequacy concept, 110, 113, 115, 118-
120, 122, 132, 166

education production, 148, 156-157
see also Test results

Per pupil spending, see Cost of education;
Spending on education

Political factors, 3, 22-24, 157, 271
adequacy of education, 2, 103, 105,

110, 111, 112-113, 132, 133,
166

attacks on public schools, 20-21, 34, 38
equity, 70, 78, 96-97, 166, 197, 248-

249, 253
federal role in education, 12
funding models, 16
interest groups, 71, 84, 103, 111, 137,

155
property taxes, 236, 241
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public opinion, 18, 20-21, 34, 38, 44,
136, 263-264

school-level assessment, 320-321
spending on education, general, 2, 16,

70, 75, 78, 96-97
testing (NAEP), 37
urban areas, 18, 228, 271
wealth-neutrality principle, 75
see also Public opinion

Poverty, 3, 10, 18, 19, 43, 46, 97-98, 197,
210-214

adequacy concept, 103, 119-120, 125,
127, 128, 133, 198, 265

capacity investments, 167
class size, 210, 211-212
compensatory education, 11-12, 27,

29, 46, 82, 83, 87, 202-206; see
also Title I programs

cost of education of poor, 2, 198-199,
205, 259

early childhood interventions, 10, 82,
196, 202-206, 212

equity, 70, 74, 77, 86
facilities, schools, 198, 199
foundations (private), grants from, 192,

207-209
funding adequacy, 9, 198; see also

“equity” supra
income taxes, state relief, 91
lotteries, 246
property taxes, 237(n.2), 242
sales taxes, 244
school-based factors, high poverty, 46,

83
teaching capacity, 210-212
urban areas, 20, 47, 48-49, 51, 74, 76,

103, 198, 227, 259
voucher programs, 273-274
war on poverty, 18, 83

Preschool interventions, see Early
childhood interventions

Private schools, 29, 82, 160, 178, 182,
184, 190

attitudes toward public schools, parents
of children in private schools, 38

contract schools, 9, 124, 153, 185,
188-189, 267

enrollment, 27, 38, 41
foundations (private), grants from, 192,

207-209
incentives used in, 182-183
religious schools, 192, 193, 194, 229-

230, 231
vouchers, 9, 10, 11, 12, 133, 192, 194,

229, 273-274
Private sector, 21, 182, 184, 188-189

education production, 135, 137, 142,
160-161

facilities, schools, 200
people with disabilities, 218

Project STAR, 145
Property taxes, 5, 20, 29, 53, 58, 59, 88,

91(n.8), 232-243, 247, 319-320
benefit-tax argument, 234-235
business property, 241-242
court cases, 71
district-level factors, 233, 236-237,

238, 242, 247, 319-320
efficiency considerations, 234-235,

236, 240-241
equity, 71, 232, 236-237, 319
federal income taxes and, 60
guaranteed tax base, 59-60, 75, 80, 95-

96
outcomes, educational, 241
political factors, 236, 241
poverty and, 237(n.2), 242
state-level issues, 58, 88, 233, 235,

236, 237, 238, 241, 243, 245,
246-247, 250-251, 253, 254,
255-256, 319-320

statistics by state, 54-55
tax capitalization, 236-237

Public opinion, 34, 44, 136, 263-264
attacks on public schools, 20-21, 34,

38
see also Political factors

R

Race/ethnicity, other, see Minority groups
Race, spending on education by, 31, 47,

48-49, 273
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Racial discrimination/segregation, 18, 19,
47-49, 82, 87, 99, 110, 227

Brown v. Board of Education, 6, 18,
68, 70, 82, 99, 100

Milliken v. Bradley, 82-83
Religious schools, 229-230, 231

Catholic, 192, 193, 194
Research, educational

adequacy concept, 102, 114-130
class size, 210-211, 212-213, 273
Coleman Report, 7, 24, 46, 71-72, 74,

82, 140-141, 142, 161
contract schools, 189
data needs, 198, 315-325
early childhood education, 203-206
education production, 138-161
equity concept, 74, 90-98, 319-320
facilities, schools, 200
foundations (private), grants from,

208-209
incentives, 182-183, 272-273
longitudinal, 98, 143, 145, 146, 148,

216-217, 231, 256, 317, 321, 322
NCES data, 198, 315-325
parental choice, 192-194
qualitative studies, 139, 147-148
recommendations, 12, 198, 200, 204-

205, 267-274, 315-325
school incentives, 182-183, 272-273
school- or site-based management,

186, 319
special education, 219-220, 221
state-role in financing, 241, 255-257
teachers, 171-177, 210-212, 222-223,

270-272
testing, 180-181; see also National

Assessment of Educational
Progress

Title I programs, 215, 216-217
vouchers, 230-231, 269, 273-274
whole-school designs, 213
see also Statistical analyses

Revenue for school finance, 2, 5, 15-16,
20, 48-49, 53-61, 232-262

California, 58, 71, 72-74, 76, 235, 236,
245, 249-253, 254, 255-256,
258, 262

committee mandate, 4
district-level, 5, 28-29, 53-55, 58, 79,

84, 233
guaranteed tax base, 59-60, 75, 80,

95-96
statistics by state, 30-31, 54-55
see also Property taxes

efficiency issues, 33, 34, 51, 57, 232
equity, general, 165, 167
fairness, 5, 11-12, 17, 33-34, 53-61,

232, 235-238, 247-248, 265-267
federal, general, 11, 27, 29, 53, 60-61,

258-262
statistics by state, 30-31

local, general, 11, 20, 27, 53, 58, 79
statistics by state, 30-31
see also Property taxes; Sales taxes;

“district-level” supra
by socioeconomic status, 47, 48-49
state-level, general, 28-29, 54-57, 58,

71, 72-74, 76, 88, 197, 235, 236,
239, 245-258, 262

statistics by state, 30-31, 54-55
see also Income taxes; Property taxes;

Sales taxes; Taxes, general
Rhode Island, 54, 109-110, 166
Robinson v. Cahill, 73, 77
Rodriguez v. Los Angeles Unified School

District, 31, 82
Roosevelt Elementary School District v.

Bishop, 108
Rose v. Council for Better Education, 81,

107
Rural areas, 33, 45-46, 48, 67-68, 70, 228

S

Safety of school environment, 198, 208
Sales taxes, 88, 232, 239-241, 243, 244-

245, 246, 253-254
statistics by state, 56-57

SAT scores, 36, 44, 255-256
Scale economies, 129-131
School-based factors, individual schools,

15, 21, 70, 319, 320-322
academic performance, 6, 7, 10, 12,

24, 136-137, 317-318
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accountability, 9, 180-181, 182, 190,
320-321

adequacy, 102, 113, 118, 120(n.9),
130-131, 133

community-school linkages, 10, 152,
184-185, 196, 206-210

education production, 132, 136-137,
141-143, 145, 147, 150-154,
155

high-poverty, 46, 83
high-stakes testing, 180-181
incentives, 9, 156(n.6), 179-180, 182-

183
intradistrict disparities, 6, 8, 11, 24, 29,

31, 99, 228-229, 231, 265, 320
performance, 6, 7, 10, 12, 24, 132,

136-137, 145, 317-318
political factors, 320-321
rewards/sanctions, 156(n.6), 179, 182,

187, 267
spending, decision making, 3, 8, 11,

62, 105, 164, 183-190, 196,
227-231

charter schools, 8, 9, 29, 133, 185,
186-188, 189, 190, 191-192,
229, 231

contract schools, 9, 124, 153, 188-
189, 267

vouchers, 9, 10, 11, 12, 133, 192,
194, 229-231, 269, 273-274

whole-school designs, 114-115, 122,
123-124, 151, 153, 196, 213,
225

School districts, see District-level factors
School- or site-based management (SBM),

9, 151-152, 157, 178, 185-186,
319

educational achievement and, 185-186,
190

Seattle v. State of Washington, 77, 78
Serrano v. Priest, 71, 72-74, 76, 77, 79,

80, 87, 96, 250-253, 256, 258,
318

Simmons-Harris v. Goff, 229
Social factors, general, 18-19, 24, 67, 208

attacks on public schools, 20-21, 34, 38
early childhood education, 204

out-of-class learning, 168, 208
peer effects, 136, 141
school-community linkages, 10, 152,

184-185, 196, 206-210
see also Demographic factors; Family

factors; Parental factors;
Political factors; Public opinion;
Race, spending on education by;
Racial discrimination/
segregation

Socioeconomic factors, 1-2, 4, 6, 67-68
adequacy of education, 102, 103, 107,

109, 112, 115, 118, 120, 125
costs of education, 115, 118, 120
out-of-class learning, 168
revenue raising by socioeconomic

status, general, 47, 48-49
student background and achievement,

2, 5, 10-11, 17, 19-20, 33, 43-
53, 61, 67, 125, 134, 140, 196-
231, 265

Coleman Report, 7, 24, 46, 71-72,
74, 82, 140-141, 142, 161

tax and parental income, 236
tax deductions, 60-61
test scores, 46
urban areas, general, 68
wealth-neutrality principle, 59, 71-76,

77, 80, 81, 84-85, 88, 89, 90,
91, 95-99 (passim), 102, 103,
107, 109, 112, 125, 319-320

see also Poverty
South Carolina, 107, 179
South Dakota, 85
Special education, 41-43, 82, 126-127,

196, 217-227
accountability, 224, 225, 226
costs of, 41-42, 217, 219, 222, 227
curriculum issues, 223, 224, 225, 226
district-level factors, 42-43, 225, 226
education reform, 225, 227
education standards, 223, 226
facilities, 225
federal government, 27, 41, 42, 43,

214, 218, 219(n.9), 220-221,
223-225, 226, 260, 261

formulas for distributing funds, 221-222
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incentives, 222
individualized education programs, 41,

223, 224, 225
research on, 219-220, 221
spending, 6, 41-42, 217-218, 219, 221-

222, 223-226
state-level factors, 42, 43, 218, 219,

223-224, 225, 226, 227
teachers, 224, 225
Title I, 223, 225
urban areas, 219

Special-needs students, 20, 39, 68, 73,
259, 269

adequacy concept, 110-111, 127, 265
class size, 212
community-school linkages, 206-210
equal opportunity provisions, 41, 42,

86-87, 214, 218, 219(n.9), 220-
221

gifted and talented programs, 82, 214
litigation, 86-87
testing, 211
vouchers, 274
see also Categorical programs;

English-language learners/
second-language speakers;
Poverty; Special education;
Students with disabilities

Spending on education, 1, 3, 4, 16, 18, 20,
27, 38-44, 67-100, 265-267

district-level, 6, 30-32, 42, 46-47, 50,
88, 99, 105, 144, 225, 226

district power equalizing, 59, 75, 77,
84, 88, 96, 247, 253, 256, 257-
258, 265

early childhood education, 201, 204-
205

education reform, general, 67, 68-100,
268

facilities, 82, 107, 108, 121, 140, 142,
167, 188, 197, 198, 199-201,
208, 225, 255

federal, general, 1, 5, 11-12, 16, 17,
60-61, 82, 83-85, 93, 97-98,
197, 208, 260

annual, 1, 15, 27, 38, 39, 260

foundations (private), grants from, 192,
207-209

interdistrict disparities, 11, 24, 29, 31,
46, 50, 74, 77, 80, 83, 84, 85,
90, 92-99 (passim), 110, 125,
128-129, 191, 196, 228, 231,
236-237, 247, 250-252, 257,
260, 265

district power equalizing, 59, 75,
77, 84, 88, 96, 247, 253, 256-
258, 265

local, 22-23, 27, 92, 93, 109, 256; see
also Serrano v. Priest; “district-
level” supra

political factors, 2, 16, 70, 75, 78, 96-
97

racially based spending disparities, 31,
47, 48-49, 273

school- and parent-based decision
making spending, 3, 8, 11, 62,
105, 164, 183-190, 196, 227-
231

charter schools, 8, 9, 29, 133, 185,
186-188, 189, 190, 191-192,
229, 231

contract schools, 9, 124, 153, 188-
189, 267

vouchers, 9, 10, 11, 12, 133, 192,
194, 229-231, 269, 273-274

special education, 6, 41-42, 217-218,
219, 221-222, 223-226

technology, 8, 142, 147, 167, 197, 199,
201-202

Title I, 216-217
urban areas, 47, 48-52, 67-68, 76, 219,

227-228
see also Adequacy, educational; Cost

indices; Cost of education;
Equity concepts; Formulas for
distributing funds

Standards, see Education standards
State government, 4

accountability legislation, 110, 111
adequacy of education, 6, 80, 101-102,

103, 105, 107-111, 112, 114-
131 (passim), 133, 166
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court decisions, 6, 80, 101-102,
103, 106, 107-112, 122, 132-
133, 166, 167

legislation, 110-111, 112, 122, 130-
131, 133, 166

categorical programs, 6, 10-11, 81-82
compensatory education, 27, 87
constitutional requirements, 5, 6, 72-81

(passim), 88, 101, 107, 109, 133
disparities across states, 6, 30-31, 47,

54-55, 69, 93, 94, 96, 97
district power equalizing, 59, 75, 77,

84, 88, 96, 247, 253, 256-258,
265

districts, aid to, 29, 53, 59-60, 92
guaranteed tax base, 59-60, 75, 80,

95-96
districts, rewards/sanctions, 110,

156(n.6), 267
education production, 156, 157-158
equal opportunity, court cases, 6, 18,

68, 70, 82
equal protection, 72-74, 76-81
equity concept,

court cases, 70-81, 90-91, 94, 95-
101, 167; see also Serrano v.
Priest

disparities across, 6, 30-31, 47, 54-
55, 69, 93, 94, 96, 97

legislation, 85, 87-88
facilities, schools, 199, 200
federal cooperation with, general, 15,

16, 83-86, 261, 262, 316-317,
323-324

foundation aid, 59, 88, 106, 119-120,
131, 257

funding responsibilities, 5, 17, 72-82
(passim)

income taxes, 54-57, 91, 233, 243-244,
247, 253-254

relief to poor, 91
statistics by state, 56-57

lotteries, 245-246
NCES core data, 316-317, 323-324
outcomes of education, role in

financing, 241, 254-257
poverty, 198, 199

property taxes, 58, 88, 233, 235, 236,
237, 238, 241, 243, 245, 246-
247, 250-251, 253, 254, 255-
256, 319-320

statistics by state, 54-55
research financing, state role, 241,

255-257
revenue raising, general, 11, 27, 28-29,

53-60, 71, 72-74, 76, 79, 88, 91,
111, 197, 235, 236, 239, 245-
258, 262

statistics by state, 30-31, 54-55
sales taxes, 54-57, 233, 243, 244-245,

246, 253-254
statistics by state, 56-57

special education, 42, 43, 218, 219,
223-224, 225, 226, 227

spending, 27, 29-32, 42, 46, 47, 52,
69-82, 90-91, 93, 94, 96, 97,
199, 200, 219, 223-224, 225,
226, 227, 249-252, 257

taxes, 54-57, 58, 88, 197, 247-258
nontax revenue sources, 245-246
see also specific tax types supra

teachers, 175, 179, 181, 183
certification, 106, 144, 168, 169,

170-171, 178, 210, 255, 272
urban areas, 52, 76
vouchers, 229-230
see also Court cases; Legislation, state;

specific states
Statistical analyses

adequacy of education, costs, 114,
115-118

Coleman Report, 7, 24, 46, 71-72, 74,
82, 140-141, 142, 161

education production, 140-147
NAEP, 37
NCES data, 198, 315-325

Students with disabilities, 39, 41-43, 68
Americans with Disabilities Act,

218(n.8)
compulsory attendance, 68
equity, concept of, 70, 73, 89, 127, 128
Individuals with Disabilities Education

Act, 214, 218, 219(n.9), 220-
221, 224, 225, 226, 260
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litigation, 86-87
private sector, 218
see also Special education

Student/teacher ratios, 42, 88, 106, 118,
141-142, 144, 203

see also Class size
Suburban areas, 48-49, 51, 228

property tax, 234
urban/suburban disparities, 11, 20, 33,

46, 47, 48-49, 51-52, 76,
94(n.12), 227, 228-229

voucher programs, 273

T

Taxes, general, 53, 90-91, 96, 232
district- and local-level, 248-249
equity considerations, 70, 71, 232,

236-237, 238, 240-241, 242,
247, 254

state, 54-57, 58, 88, 197, 247-258
nontax revenue sources, 245-246

urban tax bases, 20, 76, 200, 259
value-added taxes, 233
see also Guaranteed tax base; Income

taxes; Property taxes; Sales
taxes

Teachers/staff
accountability, 165, 224, 272-273
capacity building, general, 12, 150,

165, 167-176, 210-213, 267,
270-272, 321

career ladders, 177
certification of teachers, 106, 144, 168,

169, 170-171, 178, 210, 211,
255, 272

competency pay, 178
cost-efficiency, 168-176
of disadvantaged students, 10, 210-212
early childhood education, 203-204
education achievement, teacher

capacity and pay factors, 167-
176, 178

education production, 138, 140, 141-
142, 144, 145-146, 149, 152,
155, 156, 159, 173-174

education standards, other, 271, 272-
273; see also “certification”
supra

gender differences, salaries, 171-172
incentives, 12, 165, 176-179, 195;  see

also “salaries” infra
merit pay, 177
of minority students, 211
regional distribution of, 169-170
research on, 171-177, 210-212, 222-

223, 270-272
salaries, 8, 9, 39-40, 41, 94(n.12), 142,

165, 167-168, 169, 171-174,
176-179, 197, 211, 272

school-based reform, 152
special education, 224, 225
standards, 271, 272-273; see also

“certification” supra
state government role, 175, 179, 181,

183; see also “certification”
supra

student/teacher ratios, 42, 88, 106, 118,
141-142, 144, 203; see also
Class size

testing of, 211; see also “certification”
supra

Title I programs, 216
training and professional development,

9, 142, 149, 150, 152, 156, 165,
167-168, 169, 174-176, 177,
183, 198, 210, 211, 216, 224,
225, 270-272

urban areas, 12, 169, 270
Technical assistance, federal

desegregation, 62
state financial laws, 85

Technology, educational, 8, 142, 147,
167, 197, 199, 201-202

Tennessee, 57, 107, 108, 273
Tennessee Small School Systems v.

McWherter, 108
Test results, 34, 36-37, 43-44

accountability, high-stakes testing,
180-182, 183

adequacy concept, 113-117 (passim),
120

black students, 45-46
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contract schools, 189
disadvantaged students, 211
education production, 145, 149
NAEP, 36-37, 45-46, 114, 157, 175
political factors (NAEP), 37
research, 180-181; see also National

Assessment of Educational
Progress

SAT, 36, 44, 255-256
school-based factors, individual

schools, 180-181
spending disparities and, 47
urban students, 45-46

Texas, 72, 80, 85, 88, 97, 122, 144, 145,
179, 183, 210-211, 212

Third International Mathematics and
Science Study (TIMSS), 37-38

Thompson v Engelking, 78-79
Title I programs, 10-11, 27, 29, 46, 83,

84, 86, 127, 181, 213, 214-217,
260, 318

special education, 223, 225

U

Urban areas, 3, 5, 10, 11, 32-33, 47-52,
67-68, 99, 227-231

adequacy concept, 103, 111, 128
black students, 18, 47-51, 70
bureaucracy, 18
cost indices, 52, 94
cost of education, other, 52, 198, 199-

200
education reform, 3, 10, 11, 228
enrollment, 33, 48
facilities, schools, 199
foundations (private), grants from,

207-209
Hispanics, 48, 51
incentives, 12, 183
minority groups in, 18, 47-51, 70
political factors, 18, 228, 271
poverty, 20, 47, 48-49, 51, 74, 76, 103,

198, 227, 259
research recommendations, 12, 267-270
special education, 219

spending, 47, 48-51, 67-68, 76, 219,
227-228

state role, 52, 76
suburban/urban disparities, 11, 20, 33,

46, 47, 48-49, 51-52, 76,
94(n.12), 227, 228-229

tax bases, 20, 76, 200, 259
teachers, 12, 169, 270
test scores, 45-46
voucher programs, 12

U.S. Constitution, 5, 16, 26, 58, 72, 73-
75, 77, 78, 82, 86, 229, 230

Utah, 29, 129

V

Value-added taxes, 233
Vermont

revenue raising, 54
special education, 224
spending, 29-30, 224

Virginia, 77, 98
Vouchers, 9, 10, 11, 12, 133, 192, 194,

229-231, 269, 273-274

W

War on poverty, 18, 83
Washakie v. Herschler, 109
Washington State, 57, 77, 78, 90, 107,

114, 169, 251
Wealth-neutrality principle, 59

adequacy concept and, 102, 103, 107,
109, 112, 125, 319-320

equity concept and, 71-76, 77, 80, 81,
84-85, 88, 89, 90, 91, 95-99
(passim), 102, 103, 107, 109,
112, 125

Weights/weighting, students, 48, 86, 119,
125, 126-127, 128, 158, 224,
240, 249

West Virginia, 73, 78, 107, 114
Whole-school designs, 114-115, 122, 123-

124, 151, 153, 196, 213, 225
Wisconsin, 57, 85, 117, 229
Wyoming, 107, 108, 111, 112, 122, 123,

129, 133, 251
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