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THE 1973 SCHOOL FINANCE REFORM IN ILLINOIS:
QUO JURE? QUO VADIS?

G. Alan Hickrod and Ben £. Hubbard

"Every reform is only a mask under cover of which a more terribie
reform, which dares not yet name itself, advances.”

-Emerson

School finance reform in I1linois has proceeded by evolution rather
than by revolution. For forty-six years, from 1927 to 1973, the state oper-
ated under a basic "Strayer-Haig-Mort" or "foundation level" a11obation Sys~
tem. In the latter part of this Tong period the General Assembiy found it
necessary to make adjustments to the basic allocation Taw every two years, and
then to make adjustments almost annually. These yearly adjustments to the
fundamental school finance Taw were, for the most part, technical adjustments
sUggested by professional educators for the purpose of making the allocation
system function more smoothly. These adjustments also represented a modicum
of consensus among the I11inois school professionals relative to the desired
"goals" of a school finance system. Then, in the summer of 1973, the I1linois
legislature did make a'change in the allocation system which did rest updn a
somewhat different mixture of political values. The purpose of this article
is to describe those political values, outline the legislative details of the
1973 reform and the subsequent amendments to that reform, bhriefly discuss
evaluative research conducted on this reform, and finally suggest what further
reforms might take place in the state. This is a tall order for one paper
and readers must be referred to a rather ]arge body of I11inois school finance

literature for many of the details which must be omitted from this manuscript.(1)

G. Alan Hickrod is Director of the Center for the Study of Educational Finance
and Professor of Educational Administration at I11inois State University. Ben
€. Hubbard is Co-Directoar of the Center and University Professor at I1linois
State University.
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I. Political Aspects of the 1973 Reform

| At the outset of this article the authors wish to make it clear that
they are in basic agreement with the conceptual framework for the study of
school finance provided recently by Garms, Guthrie, and Pierce.(2) We concur
in their opinion that school finance can indeed only be fully understood when
viewed as a branch of political economy. We would, in fact, go further. It
seems to us that this area of academic endeavor is basically a study of the
conflict of contradictory political values with dollars attached to those values.
We have elsewhere expressed these political values somewhat differently than
Garms, Guthrie, and Pierce (3) and our particular mixture of values 1s not
the same as these gentlemen. There is no doubt, however, that our basic ap-
proach t¢ the field is the same.r |

What then are the basic political values that are the foundation stones

for school finance laws in I11inois and how have these values changed, if at
all, in the last few years? Let us Took first at the value of "equity."
~ For over half of a century a basic political value in I1linois has been that
it was unfair, or not equitable, for both rich and poor school districts to
bear equally the weight of all costs of the K-12 system. For fifty years both
professional educators and politicians have recognized that if the superior
fésources of the state government were not used to even out the differences
in wealth among local districts in the state, then students in the poover dis-
tricts would be condemned to levels of pub]fc service greatly inferior to the
levels of public service offered in the more affluent districts. This politi-
cal value, often referred to as "wealth equalization," was present in I1Tinois
Tong before any constitutional 1itigation on the subject. The 1973 reform did
not change this at all. Even the measure of wealth remainéd the same, e.g.,

property valuations per pupil. We shall comment later, however, on proposals



to change the method of measuring school district wealth. Fundamentally there
has been no retreat from the half century old tradition that it is a respon-
sibility of the state government to assist students in the poorer school dis-
tricts.

However, the notion of student equity holding sway prior to 1973, and
in fact still held by many, was é “floor" or "minimum" notion of equity.
The state, it was held, had the responsibility to see to it that educational
services did not fall below a minimum acceptable Tevel of expenditure in any
district. Much of the effort of both professional educators and legislators
was spent in attempting to push up the dollar vaiue af this "floor" or "mini-
mum."” The prevailing opinion was, and still may be, that a district could spend
whatever it wanted to spend on education err the foundation level since the
state had already met its basic ob?igatjon by providing a "minimum adequate
education” to all its young citizens. To be sure, Illinois, Tike many other
stateé, did Timit local spending by some tax rate ceilings, but these have been
set relatively high and moved upward when they seemed to be pinching the de-
sire of local citizens to spend their own local resources for public educa-
tion.(4) Expenditure controls or limits on the spending of school districts
above the foundation Tevel are relatively unpopular in this state. One rela-
tively modest attempt to hold back spending above the foundation level was
incorporated into the 1973 reform in the form of a "rollback" of taxes pro-
vision for those districts that profited from the new allocation system des-
cribed in the next section. However, wealthy districts in the state had little
difficulty in getting this aspect of the reform repealed from the 1973 Jaw.
In our judgment, controls of the type present in California, which hold back
spending in wealthy districts, would have very difficult sledding in the I1114-

nois legislature.(5) Why? The answer is simply another political value that
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is also deeply held by many educators and legislators in the state, e.g., lo-
cal control of educational spending decisions.

The "partnership” notion of state-local funding is a very strongly held
political value in ITlinois. It is very hard, however, to give any‘c]ear apera-
tional definition to this notion. The consensus prior to 1973 was that the
state was the "junior" partner, providing less than 50% of the funds for edu-
cation. The prevailing notion during the 1973 reform was that this was to be
an "equal" partnership with the state providing at Teast 50% of the funds.
Since that date a majority of I11inois'educators have argued that the state
should assume more than 50% of the funding, that is, that the state should be-
come the "senior" partner.. This single financial statistic is, of course,
extremeiy imporfant. As severai students of the subject have pointed out,
as the percentage of state support increases and the percentage of local sup-
port declines, many of the problems of disparity among school districts in
revenues will disappear.(6) A state's grant-in-aid system would have to be
acting very berverseTy for this not to occur. Garms, Guthrie, and Pierce do
allege that the movement to higher levels of state support, which is very
apparent in I11inois, is also for the purpose of gaining more funds for edy-
cation, since professional educators assume 1t would be easier to get more funds
from the state government than from local governments, (7) Perhaps, but it is
our observation that at Teast in ITTinois there are a good many educators and
Tegislators with strong egalitarian political convictions. These individuals,
for whom the ancient battle cry of "egalite" is just as camipe11ing as that of
"Tiberte," wili always support a greater percentage of funding by the state

government, no matter what the effect on tota] funding. (8)
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It should come as no surprise, therefore, that the 1973 reform in IT]T-
nois not onty did not weaken Tocal control, it aclually strengthened loca]
control. The "district power equalization" system, known locally as the "re-
source equalizer," which is described in the next section, is the very quin-
tessence of Tocal control, In fact, some have described it as "local control
with a Vengéance." Under this system districts which are able to respond to
“the "reward for effort" held out by the state are rewarded not only with in-
creased Tocal revenues for higher Tocal taxes, they also receive more state
funds. Districts which lower their tax effort lose both their 1ocal revenues
and some of their state aid. The system 1s de]iberately and intentionally de~
signed to encburage the passage of local tax referenda and woe betide any dis-
trict that is unwilling or unable to pass Tocal tax referenda. The system is
therefore also designed to keep a sizeable portion of local funding in the
entire fiscal picture. The exact ratio of state to local funds depends, of
course, on the actual Parameters placed into the formula. In the concluding
section of this Paper we shall describe a "natural regression" phenomenon
Which causes the state fiscal system to move backward toward higher percentages
of Tocal funding and Tower percentages of state funding, unless the parameters
in the formula are constantly adjusted upward by the legislature.

The political value of "equity" also underwent a transformation in 1973.
"Equity. among taxpayers" became as important as ”equfty among students." Inp
the many hearings of the various reform committees and in the numerous legis-
lative hearings in 1972 and 1973 (9), the favorite statistical display of the
reformers was to show that it was possible for a taxpayer in a property valu-
ation poor district of the state to tax himself or herself at twice the rate

of a taxpayer in a more affluent district and yet receive only half the leve]



of educational goods and services. This situation, it was claimed, was just
as unfair and was just as inequitable for the taxpayer in the poor district
as it was for the child in the poor district who was condemned to receiving
an inferior education. In the twenty-twenty of hindsight, it is the opinion
of the authors that this taxpayerrinequity matter moved just as many votes
as the sfudent inequity matter.

An extremely important part of the taxpayer equity situation was the
strong movement in the legislature in 1973 toward "local property tax relief."
In fact, at the time the 1973 reform passed, a tax "freeze" piece of legisla-
tion had come within a signature of being signed into law very similar to the
legislation that did prevail in the neighboring state of Indiana. The‘1973
IT1inois reform was viewed, particularly in the Governor's office, as an al-
ternative to the Indiana style property tax freeze. The argument that under
the "resource equalizer" the districts with the highest tax rateé were the ones
that would receive the greatest aid, €.9., the greatest relief to those in
greatest need, cut heavily into the ranks of those proposing an overall property
tax "freeze." The reformers in Illinois in 1973 also had the benefit of a
first-rate slogan, and as Lenin pointed out, one should never underestimate
the power of a good\politica1 slogan. Virtually every piece of literature in
the reform extolled the virtues of "equal expenditure for equal effort."” A
similar slogan was simultaneously being used in Michigan to pass reform legis-
Tation there, e.g., "equal yield for equal effort."(10) This simple phrase
seemed to catch the interest of the legislaturs in both equity and in local
control.

One further development occurred in 1973 which can be viewed various

ways. Professional educators will probably claim that 1972 marked that point
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in time at which they finally convinced the legislators of the importance of
including a measurement of "educational need" in the funding formula. I171i-
nois reformers had failed a short time before in gaining this situation through

Titigation in McInnis vs. Ogilvie.(11) There had been some weighting in the

formula previous to 1973 for students in high schools, but for the first time
in IT1inois history, a reform was passed which included a weighting for students
for lower socig-economic families. The General Assembly had previously come
close to passing a special purpose or categorical assistance act for low income
chi]dren in 1965. 1In fact, to be accurate, the act was passed but the legisia-

ture failed to fund.it after the federal government passed the elementary and
| secondary act of 1965. Thus IT1inois came c]oée to supporting compensatory
education, not through a weighting in the general formula, but through a sepa-
rate special purpose act in the manner of Michigan and California. Politically,
however, it 1s possible to view the increased concern in 1973 with the educa-
tion of socio-economically deprived children in a different way. Like most
states, the reailocation of seats in the ITlinois legislature following Baker:
vs. Carr gave the urban and especially suburban areas of the state more voting
strength than the rural areas of the state. The relatively strong weighting
in the I11inofs formula for districts with high concentrations of Tow income
families can be viewed as a partial consequence of this shift. One should
remember in this cohnection that not all suburbs are affluent, and many suburban
districts in the northern part of the sfate also benefited from the weighting
for lower socio-economic children. (12)

We think it is fair to conclude that the mixture of political values

such -as "equity" and "local control" did shift somewhat in 1973, or at Jeast

they underwent a transformation in definition. Interestingly enough, there
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was not much evidence in the 1973 reform of a great concern for another pol
cal value, e.g., "efficiency" or "effectiveness." A report prepared for th
outgoing Governor in very late 1972 did make Tegislative recommendations re
tive to this value, but the defeat'of the Republican candidate sealed the f
of many recommendations in that report.(13) There can also be 1ittle quest
that the feform of 1973 was a very attractive political "package."(14) The
bill's chief sponsor and floor manager, Representative Gene Hoffman, showed
consummate artistry in putting the various elements together. Detractors ar
critics, of course, called the bil] a piece of "Christmas tree legislation,'
e.9., "hang a gift on it for everybody and figure out the wiring Tater." 1]
nois Office of Education officials who had to Tive with the intricacies of t
new law may still feel that way about it. Nevertheless, TegisTators voting
1973 could clearly see; without much evaluation, that: (a) greater state ai
for-higher Tocal taxes (the reward for effort pertion of the bil1) was going
to greatly assist many suburban districts, especially the “working class" an
"middle class" suburbs; {b) the weighting for compensatory educatioh was goi
to help the central cities and some rural pockets of povérty in the southern
part of the state; (c) at least in the short run, the increased levels of st
support would take the pressure off demands to raise local tax rates in many
districts; (d) the provisions for choice between the older Strayer-Haig syste
and the newer system would see that no school district was hurt by the change
over. Representative Hoffman's bil] passed almost unanimously on final readi
a rare occurance for a piece of school finance legislation,

It can also not be denied that "reward for effort" or "district power
equalization" proposals were very popular in 1973. These provisions were dis
seminated among the prafessional educators by the publication of the Cune,

Clune, and Sugarman book, Private Wealth and Public Education.(15) They were
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also highly touted at.that time as the “solution” to Serranb type Titigation.
One recent estimate Puts the number of states with some form of "reward for
effort" provisions at about twenty. (16) The reform group, which at Teast
1nitfa1]y-put togéther the 1973 package, consisted of both college professors
and legislators who were knowledgeable about these developments outside the -

state. It can alse¢ not be denied that the Presence of the state government's

of the reform of 1973. In fact, had 1t not been for this "windfall" in the
state treasury, it might not have been possible to get the new Democratic
governor to sign the bill. Passage was also helped by phasing-in the cost

over what was originally planned as four years, but came close to six years

in many districts. Joel Berke quotes the Speaker of the House in Florida ag
saying, "You can anly equalize on a rising tide."(17) The tide was up in I114-

nois in 1973 and the reformers had their surf boards at the “ready."

II. Some Details of the 1973 Reform and Subsequent Amendments

The 1973 I11inois law left in place the foundation formula that had
evolved through time, modified that foundation formula, and continyed it as
one alternative method of funding for a school district. The foundation plan
that was in effect, and which remained as an option after the paéssaye of the
reform, required each K-12 district to levy a qualifying rate. This qualifying
rate was 1.08 percent of assessed valuation for K-12 grade districts; .84
percent of assessed valuation for dual (high schooi and elementary) districts
with a WADA (weighted average daily attendance for the best six months) of
1005 and .90 percent of assessed valuation for those with a WADA of less than
100. The funds raised by levying the quaiifying rate were subtracted from
a foundation Tevel of $520 per WADA ($520 x WADA - qualifying rate x assessed

valuation),
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If the result of this calculation was $120 or more per student, this wa
considered the base amount to be received from the formula. There was a secon
funding plan, that was never properly named, but which was sometimes labeled
a "flexible flat grant" and Tater "the alternate method," which said that if
a district got less than $120 per WADA in the foundation calculation, the
district might claim state aid on a separate provision of the law which read:
“The amount of state aid per best 6 months' WADA shall be computed by multiply
the quotient of the equalized assessed valuation per WADA necessary to produce
$120 on the foundation formula by the district's equalized assessed valuation
per WADA and multiplying by $120." The law further stipulated that when this
alternate method produced less than $48 per QADA, each district would receive
at least $48 per WADA.

For several years before the 1973 reform, the basic claim caleulated
by the most advantageous of the three systems described above (foundation,
alternate method, flat grant) had been increased by simply multiplying the
basic claim amount from any of the three ways of calculation by a given per-
centage. In 1973, at the time of the reform, this was a 19% add-on (formula
amount x 119% = actual claim). The foundation furmula was émended in 1973
to make the add-on 25% and the best six months' WADA was changed to add a
- weighting for all Title I students living in the diétrict of .45. This was
to cause some confusion in later years because the new section of the law,
described below, used a variable weighting for Title I students rather than
a constant weighting. With the addition of the 25% add-on and the .45 weightin
for Title I students, those districts electing to stay on the old formula got
the only increase in their claimed amount in 1973-74 that they have received.
It shoild be clear, however, that either because of the high level of their

assessment or the Tow level of their tax effort, they got an advantage over
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all other districts that used the second method described below, or they would
not have remained on the old formula. This fact, probably more than any other,
affects equity considerations since these districts usually have high wealth
and yet they still receive appreciabie amounts of state aid.

The fourth funding system added by the 1973 reform was such a major
_change that estimates furnished to the General Assembly indicated that to move
all districts to the new formula in 1973-74 would increase the 1972-73 common
school fund from $802,000,000 to $1,505,000,000 1f no district increased its
tax rate, or a total 1973-74 cost of the new reform package of $703,000,000.
The General Assembly was also advised that rising assassments and the loss of
students would reduce these costs. Estimates by Hubbard indicate that fu1f
funding costs have been reduced by approximately $200,000,000 from the original
1972-73 targeted figure, degpite many districts increasing their tax rates
and the increase because of the Jaffe bill described later.

The new formula was called the "resource equalizer." OQutside the State
of I]]inois it would be recognizable as a "district power equalization" system
or a "guaranteed valuation" or "guaranteed yield" system. There have never
been any "recapture" provisions in the I11inois law and on those grounds some
might not choose to regard it as a true "DPE" system. The formula guaranteed
a resource level for each district with the same tax rate that wou]ﬂ produce
the same combination of state and local doT1ars up to a maximum guaranteed
" expenditure Tevel] ($1,260). The level of assessment, $42,000 per WADA, was
set at the K-12 district assessment which left only 6% of the students above
the median assessed valuation out of the calculation. There were only 25 dis-
tricts with a total enrollment of only 12,779 ADA in K-12 districts above this
wealth level. The maximum tax rate which the state would match was then set
at 3%. These parameters resulted in no major cities and only a few unit dis-

tricts being ahove these levels.
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The dual districts (elementary and secondary) were adjusted to both
the $42,000 assessment Tevel and a proportionate division of the maximum tax
rates was made based upon the following ratio of WADA students: 35% secondary
and 65% elementary, This resulted in the state guaranteeing an assessment
level of $64,615 with a guarahteed tax rate of 1.95% for elementary (K-8) dis-
tricts and $120,000 with a guaranteed tax rate of 1.05% for sécondary (9~12)
'districts.

The tax rate to be used in the formula was to be the sum of all opera-
tional taxes except transportation. ITlinois had for years added additionai
legal funds, with their own tax rates.and limitations, rather than increasing
the basic operational fund when additional costs or new programs were needed.
The new law summed up all tax rates for all legal funds except transportation,
capital, and debt service, and called this the "operating tax rate." One
additional change was made. Funds paid because of the resource equalizer could
be used by local boards in any fund that spent dollars, whereas, in the past,
all general state aid was earmarked for the educational fund alone. In fact,
if a district used the old lTaw, this was, and still is, true.

The student count was adjusted for resource equalizer purposes through
a change of WADA by adding a Title I count. The Title I count of students used
by the federal government was available for each district. The law was written
so that the Title I count of each district would be adjusted on a proportion~
ate basis to reward not only the number, but rather the number and concentra-
tion of Title I students in the district. This notion that costs are related
in an exponential fashion to concentrations of difficult to educate children
has been used 1nlvarious ways in Minnesota, Ohio, and Penhsy]vania at various
points in time. It is alleged that the school "climate" changes dramatically
as the percentage of children from lower socio-economic homes reaches the higher

percentages of the total student body. Based on a composite of several cost
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estimates discussed in the 13th [11inois School Problems Commission Report (18)

the weighting of 37.5% was added to any district having the same percentage
of Title I students that the state as a whole had. Districts having greater
and Tess concentrations than the state average would find their weightings
proportionate except that the maximum that any district could weight a pupil
would. be 75%. This count (% x number of Title I) was then added to the WADA
and has since been referred to as TWADA (Title I weighted average daily attend-
ance),

The formula thus used to calculate a district’s claim was:

State Grant = Operational Tax Rate x [huaranteed Valuation TWADA - District
Actual Assessed Valuation TWADA] x TWADA

This formula worked for all three types of districts (k-12, elementary, and
secondary) with the different parameters described above,

In 1973-74, because of the excessive cost and other considerations,
including the level of increase that some districts would receive, the General
Assembly determined to phase the resource equalizer in over four years. This
was to be done by Paying each district one-fourth of the difference in the
amount it would have earned under the 1972-73 formula and the total claim under
the resource equalizer. The second, third, and fourth years it would be re-
calculated and two-fourths, three-fourths, and 100% was to be paid so that
in 1976-77 each district would be entitled to 100% of their clafm, except that
no district wouid receive an increase of more than 25% over the amount they
received from the state the previcus year. Because the total calculations
for the formula treated all districts alike, whereas in the past dual districts
had not received equal treatment and high schools had received very 1ittle
state aid, there were many high school districts which would take up to eight

years to achieve full funding.
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A serious probilem developed in the third year, 1975-76. A general
recession in the economy was in progress and state revenues were affected to
the point where state authorities felt that it was impossible to fuily fund
the "3/4ths“.payment due the district. Therefore, as provided by law, a]f dis~
tricts (both the foundation and the resource equalizer claims) were prorated
in terms of the available appropriations against the claims. In 1976-77 reve-
nues were still short and proration was repeated again. In 1977-78 claims again
exceeded revenues; however, the proration of 1977-78 was primarily due to the
amendments described below. In fairness to the Governor and the General As-
sembly, until the recession, an event certainly not predicted when the 1973
reform was passed, it can be said that they did meet their reform commitments.
Kindergarten through grade twelve education in I]Tinojs has continued to get
more dollars each year despite the fact that the appropriations failed to meet
the expectations created by the 1973 reform.

The only significant Changes made in the 1973 reform occurred in 1976
with PA 79-1, popularly known as the "Jaffe bi171." This bill increased the
claims of many districts, but since there was no significant increase in ap-

'propriations to cover the anticipated increased cost, the bi11 simpiy shifted
the incidence of the receipt of state dollars. PA 79-1 changed a provision
of the law that allowed a district to claim payment either on the current year
or the previous year's WADA to the current year or the average of the three
previous years. This was 1n response to declining enrollments in many districts.
The bi11 also authorized an increase In the guaranteed assessment levels for
K-12 districts to $43,500 and increased the guaranteed assessmentllevel for
K-8 districts to $66,300. The maximum tax rate which the state would match
was reduced to 2.9% for K-12 districts and 1.9% for K-8 districts. The bili

further authorized counting the taxes collected for transportation as operational
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and for one year saved harmless all districts from decreasing their state
claim because of these changes. The Jaffe b1} increased the total cost of
the formula about $100,000,000 and thus caused at 1east one additional year
before the fuli ca]cuTated and author1zed cTaTms could be paid since appropri-
ations were not increased énough to cover this additional cost. Except for
the poss1bj]1ty of some of the proposed changes discussed in the final section
of this paper, the current appropriation would fully fund the 1977-78 school
year and, in fact, wouild probably cause an unexpended surplus of twenty million

dollars plus.

ITII. The Three Annual Evaluations of the I11inois 1973 Reform (19)

When the I11inois General Assembly broke with 46 years of tradition, it
did so with more than a Tittle hesitation. The Tegislative Teadership regarded
the new aliocation system as "experimental” and directed that it be closely
monitored and tested for the next few years. Accordingly, both the ITlinois
School Problems Commission and the ITlinois Office of Education have provided
small grants to the Center at ISU to evaluate on an annual basis the operation
of the 1973 reform. A small amount of matching funds were also secured from
the U. S. Office of Education. Three such annual evaluations have been com-
pleted. (20) Since our intent in this articie is to improve research as well as
to report research, we shall provide only the briefest summary of the results
and concentrate upon the limitations of these studies.

The three annual evaluations were set up on a fairly standard format
to facilitate comparison of results from year to year. The emphasis in ali
three annual reports was upen equity goals of the state andtho basic criteria
were established to operationalize these equity goals. One was labeled "per-

missible variance" and the other "fiscal neutrality," although some analysts
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now seem to prefer to call this second criteria "wealth neutrality." We be-
lieve this to be in keeping with the intent of the 1973 reform. In passing this
act, the General Assembly had placed emphasis on its desire to reduce the dis-
parity in expenditure per pup11 between school districts to more “permissible"
ranges. Secondly, the Tegislature had also evidenced a desire to make expendi-
tures less of a function of local district wealth. Legislative and political
studies will show, of course, that not all members of the General Assembly
desired that goal, and some Tegislators do not consider these desirable goals
even at this point in time. The legislative Teadership, however, particularly
acting through the I11inois School Problems Commission, did make it known that
the attainment ﬁf equity goals was a high priority item in 1973,

The Center at ISU then borrowed, adapted, and developed various meas-
urement techniques to measure these two goals, e.g.. reduction of variance
and the association of wealth with expenditures. The Center had been experti-
menting with various equity measurements since 1967. Some of this measurement
activity was the straightforward use of standard statistics such as the use
of the coefficient of variation, that is, the standard deviation divided by the
mean and multiplied by 100. But we soon found we needed other quantitative
tools not to be found in most statistics books. For example, one notion of
"permissible vériance” held by many educators and iegislators is that the state
should be concerned only with variation below the middle of the expenditure
distribution. According to this point of view, held historically by Paul
Mort and his associates among others, the task of the state is to Tevel up
expenditures in the bottom half of the distribution, but not to constrain in
any way expenditures in the top half of the expenditure distribution.(21)
The use of the coefficient of variation would not be appropriate if that view

is taken of "permissible variance." Fortunately, McLoone had been using indexes
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of expenditures based on the distribution of expenditures below the median
and we adopted some of these tools for INlinois.(22) Qur usage was not iden-
tical to McLoone's, however, and therefore our resuits cannot be directly
compared with his.

Finding an operational definition of "permissible variance" was not téo
difficult. Finding an operational definition of “fiscal neutrality" was a
bit more of a challenge. We started with the notion of a least squares re-
gression slope of expenditures on wealth, since that had been used histori-
cally in studies of expenditure determination at Stanford University and else-
where.(23) However, in order to simplify the results for legislators and other
decision-makers, we used this relationship in simple bi-variate form. That is,
the retationships we reported in the three annual evaluations between expendi -
ture per pupil and wealth per pupil were gross elasticities of expenditure
upon propérty valuation and upon income. They are not net elasticities since
they do not control for the effect of variables other than the two measurements
of wealth (income and property valuations) upon expenditures. This is the
first Timitation upon our resylts. We are of the opinion that net elasticities
might belmore appropriate and Harrison has demonstrated that this is possible.(24)
However, there are major theoretical and data availability problems if one
wishes to use net rather than gross elasticities of wealth as a specification
of "fiscal neutrality." In the first place, even after decades of experimen-
tation with expenditure determination studies in school finance, there is still
no one single multivariate expenditure determination model that would be ac-
ceptable to all researchers.(25) That is, we are still not sure just what
other variables to control for when we measure the relationship between exben-

ditures and wealth. Second, expenditure determination studies have turned up
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major specification and intercorrelation problems with the independent vari-
ables. The full weight of all these econometric concerns descends upon the
school finance analyst who options for net elasticities rather than gross
elasticities to measure fiscal neutrality or wealth neutrality. We were just
not that brave and hesides we knew of others who were simultanecusTy measuring
wealth neutrality by groés elasticities.(26) One final point on the net elas-
ticities limitation. Those attempting to use net elasticities in a longitudi-
nal framework will have to find control variables that can be measured on an
annual basis, or at least at more than one point in time. This will not prove
an easy task. |

While gross elasticities of expenditure upon wealth have proven a very
serviceable tool, we were, and we are, aware of one serious weakness in that
tool. In the standard regression technique each school district has the same
effect on the reported regression coefficient, or in this case elasticities,
since we customarily transform both expenditures and the wealth measurements
into their logarithms. Thus the Chicago school district has the same weight-
ing as the smallest district in the state in these calcu]at‘ionsr This started
us on-a long and very involved search for a measurement tool that would use
the student as the unit of analysis rather than the district. Only a small
part of that development can be recounted here. Essentially, it led us to
review the possible uses of the Lorenz curve and the Gind index, methods which
had been used by economists since the turn of this century but were not a
standard part_of educational statistics. Eventually we devised a particular
adaptation of the Lorenz-Gini procedure, which depends upon ranking districts
first by a wealth measurement and then calculating a cumulative distribution

of students from poor to wealthy. Essentially, this usage turns the Lorenz-
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Gini procedure into a measurement of association rather than a measurement of
dispersion, which had been its traditional role in economics. The current
school finance Tliterature reports both successes and failures with this ap-
proach. (27} It dppears to work well in most states when property valuations
are taken as the measurement of wealth, but complications can arise when in-
come is introduced into the wealth specifications. Neither the descriptive
nor the inferential properties of this "wealth weighted Gini index" are fully
known at present and we have usually cautioned interested researchers to use
the procedure with some care.

We come now to a second major limitation on the I11inois evaluations.
The expenditures measured in all three annual evaluations are revenues from
Tocal sources plus general state aid. We have never included either state
categorical revenues or federal categorical revenues in these calculations.
Our justification for not including these important other sources of educational
revenue, and to realize just how important they are one need only remember that
one-third of I[11inois K-12 aid js distributed through state categoricals, has
~been that these other forms of aid are "targeted," that is, that they are in-
tended for special kinds of student needs. In essence then, we have assumed
that state general equity goals must be achieved before "targeted” money is
laid on, since "targeted" money is intended for special needs after general
equity has been achieved. We have.therefore taken the same policy position
relative to state categoricals that the federal officials generally take rela-
tive to federal categoricals. Equity, or in the federal terms “parity," must
be achieved first with general state aid and local dollars before categorical
dollars are allowed to enter the calculations. It has been argued by some that

we should have looked at the relationship between total expenditures per pupil
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and wealth rather than simply state general afd dollars plus local dollars.
However, that would require us to believe that “targeted” dollars are to be
used to establish general state equity goals. The important point is that if

- either total state dollars or state plus federal dollars are used in the equity
.measurements we have devised at the Center, then one might well gef quite
different results. In fact, if our driginaT assumption was correct, one should
get different results when these funds are added to the analysis. That is,
when total expenditures are used we concur with Garms that, "The existence of -
expenditure differences does not necessarily mean that there are undesirable
inequalities."(28)

A third Timitation on the Center's evaluations concerns the difficulty
of comparing these results with any other state. The weighted student measure-
ment used in I11inois is not like any other weighting used in any other state.
ITTinois results could be stated in average daily attendance (ADA) terms, and
we have done that in some jnstances. However, these ADA results can be quite
misleading since the state both delivers its dollars and even measures the
wealth of school districts on a weighted student basis. Since the Genera?
Assembly did not "target" the funds delivered by means of the Title I weighting,
all evaluations of the Cénter do not treat those funds as categorical aid, but
rather include them within the general state aid. Thus, it is more accurate
to think of the I17inois evaluations as equity tests or equity evaluations con-
ducted on school districts whose pupils have been weighted for a condition of
poverty. We think this procedure is legitimate if one is going to try to assess
progress toward equity goals which I17inois has made with the passage of time.
but it does make state-to-state comparisons at one point in time awkward.

A study by Yang supported by the Center does provide one way out of this limi-

tation.(29) Yang used the same evaluation procedures we have used in I1linois
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on both Michigan and Kansas data. However, in each case Yang used the pupii
measurement peculiar to each state. Therefore, while he cannot make compari-
sons at any given time between the three states, he can assess the degree to
which each state has progressed toward equity goals with the passage of time.

If all of the foregoing limitations ére borne firmly in mind, then one
can say that the 1973 act has done what the General Assehbly wanted it to do
in the three years immediately following the reform. The evidence does show
a reduction in the disparity between school districts in expenditure par pupil.
The trend is more marked in unit districts and high school districts than. in
elementary districts, but there is evidence of reduction in variance in all three
populations. If one concentrates on the variation below the median expendi-
ture, then the evidence indicates progress in moving.up the low spending unit
districts and high school districts, but there appears to be no such progress
- for low spending elementary districts. The findings with respect to the attain-
ment of the goal of "fiscal neutrality" or "wealth neutrality" are also reassur-
ing. This is especially the case when the evaluation using gross wealth elas-
ticities is used. In all three categories'of districts in I1linois, e.g., units,
elementaries, and high schools, there 1s evidence of movement toward wealth
neutrality. This is especially true in unit districts where the slope of the _
regression line between property valuations per pupil and expenditures per pupil
has been cut in half within a three-year period. The evidence using income as
a wealth specification, rather than property valuation, is not so regular as
the property valuation results, but the third year's values are all Tess than
the base year and thus support in general the property valuation results.
Should the state ever face a constitutional challenge to its allocation system
based upon wealth neutrality grounds, these results should prove helpful to

the defendants. Tests made with the Ginj index and the Lorenz curve are also
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generally supportive of the results achieved with the gross wealth elasticities,
but there are problems in the use of th1s evaluation technique. Essentially,
these problems have centered around the fact that Chicago appears relatively
wealthy in terms of median family income, or even income per weighted pupil,

and thus aid to Chicégo is Pegistéred as aid to wealthy students on the Gini-
Lorenz procedures.

NOot all the results of the evaluations are cast up in equity terms.

The first year's evaluation, for example, broke down state aid increments ac-
cording to school district typologies, Tike central cities, sTow growth and
rapid growth suburbs, independent cities, and rural districts. It was obvious
from these results that some of the critics of the 1973 reform were justified
in their allegation that most of the increase in aid went to either central
cities or subufban districts. To put it more bluntly, the rural areas were
teft out in the 1973 reform. This may tell the political analysts something
about the waning strength of the rural contingent in the I11inois General
Assembly.

We come now to the fourth and final limitation on the Center's evalu-
ations. A1l of these results are for the short run, specifically three years
after the enactment of the reform: We know very Tittle about the Tong-run
results of this kind of allocation system. It is certainly possible that the
movement of the state toward equity goals is mostly a matter of the Targe in-
crease in state aid since 1973 and has Tittle to do with the nature of the
grant-in-atd system.(30) Unless the grant-in-aid system is very badly struc-
tured, equity problems will improve with an increase in the percentage of fund-
ing assumed by the state government as opposed to the Tocal governments, no
matter what the grant-in-aid system looks 1ike. There is another problem with

the particular kind of grant-in-aid system I11inois adopted in 1973. As long
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as the allocation formula is being "phased in," the districts are really being
paid not only for their current effort but aiso for their past effort. Once
the formula is fully funded, districfs will receive increments in state aid
only if they are able to increase their Tocal tax rates, and in I114nois this
usualTy_means passing tax referenda. Thus, beyond full funding of the 1973
reform, districts which have not already achieved the maximum rata that the
state will match and which pass tax referenda will be rewarded by the state;
those that do not pass referenda wil] continue to receive less from the state,
assuming no change in the contants of the formula and no change in the con-
straints on the varfables in the formula. Unfortunately, we know only a 1im-
ited amount concerning the determinants of tax rates at one point in time and
virtﬁal?y nothing about the determinants of tax rate change through time. If
we are to get any kind of firm grip upon where we might be heading beyond full
funding of the 1973 reform, we must learn more about referenda behavior and
tax rate change under the conditions of a grant-in-aid system that rewards
local effort. This statement, of course, holds not just for I11inois. but for
all other states that have adopted "district power equalization” or "guaran-
teed tax yield" systems. Some of the research described below is designed to

gain that type of information.

Iv. Additioné] I11inois School Finance Research

Very important school finance research has gone on in recent years in
ITTinois other than the three evaluations noted in the previous section. It
1s hazardous to write about this research for at Teast two reasons. First,
we will undoubtedly leave something or someone out. Secondty, in the space
available to us we can no nothing but indicate the major thrust of this other

ITlinois research and hope that the reader will procure the original documents
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for details. We must also limit ourselves to commenting only upon that I1linois
research which is rather closely connected with the 1973 reform.

As described earlier, the reform of 1973 did put into motion a movement
toward including a measurement of educational need into the I1linois grant-in-
aid system. This need measurement was a weighting based on the concentration
of children from lower socio-economic homes, that is, a weighting for compen-
satory education. The strongest Proponent of tailoring the ITlinois fiscal
system to meet the needs of individual students is, without doubt, Professor ‘
William P. McLure. Professor McLure is the "Dean" of school finance research-
ers in I11inois and his expertise is respected by many members of the Tegis-
Tature.(31) McLure conducted two studies for the I11inois School Problems
Commission dealing with the matter of introducing weightings into the I11inois
system for handicapped children and for vocgtiona] education.(32) These studies
present extensive cost differential data on many kinds of educational programs.
One of these studies also deals with the manner in which special education and
vocational education programs are delivered through intermediate school dis-
tricts. Despite the forceful advocacy of Professor McLure, the I11inois General
Assembly, at least as of thig writing, has not followed the lead of Florida,

- Utah, New Mexico, and other states in building into the allocation system
weightings for vocational needs other than compensatory education. Both spe-
cial education and vocational education in this state retain their own dis-
tribution formulae. The vocational formﬁ?a does take into consideration dis-
trict wealth; the special education formuia does not. It appears almost as
1f the I1Tinois legislature is taking a "wait and see” attitude on the matter
of weightings for educational needs other than compensatory education.

The University of I1linnis at Urbana is also the lecation for the ag-

tivities of Professor Walter W. McMahon and his associates. McMahon and Melton
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have addressed themselves to the matter of a geographic cost-of-living adjustment
which might be added tu the 1973 reform. (33) Differeﬁces in educational costs
between school districts-have been a concern of the‘Tegislature for some time.
The adjustment pfoposed by McMahon and Melton would raise state aid in the
northeastern part of the state (their cost-of-Tiving index {s 105.1 and higher
for these counties) and wou]d']ower state aid in the southeastern part of the
state (their index is 95.1 or Tower in these counties). While the legislature
has shown an interest in geographic cost differentials, it has not yet acted,
at Teast partially because of the disequalizing aspects of these geographic
cost-of-living indexes. The ﬁortheastern part of Illinois just héppens to be
the richest part of this state, and.the.southeastern part is perhaps the poor-
est part of the state. Thefe are some complicated theoretical and empirical
guestions connected with theses cost-of-1iving indexes as recent research gut-
side of the state shows.(34) Are the higher educational expenditures in north-
eastern 1llinois a function of higher costs in that heavily urbanized part of
the state, or are those higher expenditures more a function of the wealth that
is also concentrated in that portion of the state? Are these higher expendi-
tures not also a function of a concentration of Citizens who are willing to tax
themselves heavily for education? As R. L. Johns so succinctly put this prob-
lem, "Is it the high cost of 1iving, or the cost of high Tiving?" Until re-
searchers can convince Tegislators that their multipie regression procedures
really do separate the demand aspects of the problem from the supply aspects«-
and they currently have trouble convincing even other researchers that this .

is so--we will probably not get Tegislation on this matter. More recently
McMahon has turned his very considerable talents to exploring the possibilities

of changing both the measurement of "effort" and the measurement of "wealth"
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in the 1973 reform legislation.(35) McMahon presents a relatively sophisticated
method for combining property valuations with income into a new combined meas-
urement of district wea]th.. One method would convert property assets into

an income flow, and an alternative would determine the present value of an
income stream. McMahon then introduces his new combined wealth measurement

into the 1973 reform Tegislation, converting the present measurement of effort,
e.g., the operating tax rate, to an "effective tax rate," and using the new
wealth measurément as the "ability to pay" specification in the formula. A
computer simulation is provided for all districts in the state.

The political difficulty with the introduction of an income factor into
the I11inois grant-in-aid system is simply that the legislators who represent
income wealthy districts will oppose, in very vigorous terms, any such adjust-
ment. They have, in fact; made it impossible, at least to date, to even col-
lect current income data by placing the name of the school district on the IM1i-
nois state income tax form. It is also true that the Thtome level of the cen-
tral cities, with the ekception of East St. Louis, is so high that the legis-
lators representing central cities cannot see that they would be benefited
by such a move. Only the rural districts, especially those in the southern
part of Iliinois, would be clearly assisted by the introduction of an income
factor, and it is not obvious that these districts can muster the votes to
pass the legislation. |

J. Daniel Hou and Warren B. Carson of the I1Tjnois Office of Educatidn
have also conducted research on the use of an income factor in the I11inois
grant-in-aid system.(36) Unlike McMahon, Hou and Caron use conventional in-
cdme specifications such as per capita income, per weighted étudent income,
median family iacome etc. These researchers merely adjust the property valu-
ations and tax rates of a district by ratios which compare district income with

average state income. This approach has less sophistication and theoretical
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elegance than McMahon, but Hou does illustrate the effect of the introduction
of these income factors on various classifications of I1linois districts such
as central cities, Suburbs, independent cities, rural districts, etc. Hou
also demonstrates the effect of the introduction of an income factor by using
the kinds of equity criteria and_measurements described in the foregoing sec-
tions of this paper. Fu}thermore, Hou and Carson explore the possibility of
a system that would impose no penalities on districts with above the state
average income. In essénce, the Hou and Carscon approach calls for an adjust-
ment in the 1973 reform 1egisiati6n for lTow income districts only. Given the
opposition to the introduction of an income factor into the I11incis system

by the income wealthy districts, something like the Hou and Carson proposal
may be the only practical political alternative. A problem still remains in

- that the total of votes in districts below the state average income is probably
not enough to pass the measure. In our opinion the introduction of an income
factor into the I11inois formula will be possible only as a part of some broader
legislative package which contains other changes. Political trade-offs with
McMahon's geographic cost-of-1iving adjustment might be explored. Hou has
also investigated alternative ways of measuring the elementary and secondary
education act, "Title I eligibles."(37) The political implications of Hou's
proposed alternative definition have not been worked out; but they appear to
favor urban districts. Hou's work does complement McMahon's rather well.
McMahon has been interested in a notion of district average wealth, while Hou
is concerned, not with the average wealth of a district, but rather with how
“poverty" can be measﬁred in that district. The large central cities in I11i-
nois, which tend to have relatively high average wealth and yet also have con-
centrations of poverty, would do well to support research efforts 1ike those

of J. Dan Hou.
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As was noted in this journé] recently, the measurement of “fiscal ef-
fort" in the 1973 I11inois reform continues to merit much stricter scrutiny
than when that reform was first passed (38) In a study supported by federal
section 842 funds in I1linois, Yang and Chaudhéri demonstrated by a multiple
discriminant function that low income is associated with medium to Tow effort;
wh11e high income, along with high educational atta1nment high occupational
status, and high residential housing values, are associated with high property
tax effort. (3§) The Yang and Chaudhari study suggests that these relationships
are stronger in I179nois for the dual districts (separate elementary and high
schaol districts) than for the K-12 districts. A strong positive relationship
was also demonstrated in Chio by Gensemer between median family income and tax
effort for education. (40} This very important matter of just how to measure
"fiscal effort" and what the determinants of fiscal effort might be is currently
being explored through a grant from the National Conference of Stafe-Legis]a~
tures to the Center for the Study of Educational Finance at I1linois State
University. One study, conducted by Ramesh Chaudhari, investigates the de-
terminants of tax rate change in I1Tinois, both before the reform and after
the reform. A second study by Virginia Lundeen investigates the effects of the
residentia]-commercial-industriai property tax "mix" on expenditure and effort.
Ability and effort are also affected in I1linois by a new farm assessment biil
passed in the state and this third study is being conducted by Walter Warfield.

Finally, mention should be made of several research. activities currently
underway within the I11inois Office of Education. Federa] 842 funds have been
used to support a rather lengthy Citizens Commission investigation of I11inois
school finance.(41) The research and investigations underpinning this report

are largely the work of Dr. Carol E. Hanes. Dr. Hanes also heads a new group
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of 842 supported.schoo] finance researchers within the I0E, who are at work
On a number of school finance studies ranging from the funding of the trans-

. portation formula to alternative measurements of wealth. Most of these studies
have not yet been released for public discussion. Meanwhile, a separate sec-
tion in IOE's Research and Statistics Department, under the leadership of
Dr. Sally Pancrazio, is also working on an jmportant array of school finance
subjects such as the effect of inflation on I11inois school finance, determi-
nants of the passage of tax referenda in I1linois. the impact of reduction-
in-force, early retirement implications, and a number of other financially re-
Tated topics.‘ These efforts are primarily the reponsibility of J. Dan Hou
and David Ellsworth. We hope we have made it abundantly clear that school

finance research is flowering profusely in I11inois.

V. Recent National Developments in the Measurement of Equity Goals

For a great many years, school finance literature focused primarily
upon proposals for new or reformed school finance laws. This "futuristic”
or "developmental" orientation is still very much in evidence. The demand
has been for stating what a state legislature might do, rather than for evalu-
ating what a state legislature has already done. It is true, of course, that
a number of primarily academically based school finance experts, notably Johns,
Hickrod, Garms, and McCloone, have always invested various portions of their
professional writing in developing criteria by which state school finance sys-
tems could be evaluated at any point in time, either before or after reform.(42)
This "evaluative" orientation is also very much in evidence in the work of re-
searchers in this field who are strongly oriented toward the academic discipliine
of economics, for example, Fieldstein, Grubb, Michelson, and Cohn.(43) In
1975 the profession thought this matter sufficiently important to offer a sym-

posium on the subject at an annual meeting of the American Educational Research
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Association.(44) Without doubt, this "evaluative" activity has been greatly
enhanced by the need for criteria in school finance litigation. The question

of what is "justiciable" very often turns on the related question of what is
“measurable" in a court of law. Within the last year there is evidence that
professional interest in this subject is growing very rapidly. The annual evalu-
ations in I11inois recounted earlier have, in fact, been briefly suspended in
lorder to absorb these new developments into future I1linois evaluations.

Again, space limitations will prevent us from doing more than simply
citing some of these national developments. First, there is the work of Fried-
man and Wiseman.(45) This promises to be of both conceptual as well as of
methodological impoftance. Especially important is the Friedman and Wiseman
notion of a concept of "conditional" wealth neutrality and how to measure such
a concept. This builds partially on the work of Barro at the Rand Corporation.(46)
This line of inquiry puts us back into the notion of a "net® rather than a
"gross” elasticity of demand for education mentioned eartier in this paper.
Second, there is the work of Robert Berne.(47) Berne has expanded the number
of possible measurements of equity drawing on social science literature that
is outside the normal cognizance of researchers in school finance. Berne‘s
insistence on the value assumptions of all “evaluation" techniques is also
most helpful., Third, there is the restatement,.expansion, and codification of
some of Garms' earlier work in this area in the new school finance textbook
we have mentioned earlier in this article.(48) Fourth, there is the work at
the Rand Corporation by Barro, Carroll, Alexander, and Cox.(49) Fifth, there
is the criteria development work at the Educaticnal Policies Research Institute

of the Educational Testing Service by Mosowitz, Sinkin, and Jargowsky.(50)

Sixth, there is the state-by-state profile work of Brown, Ginsburg, Killalea,
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and Tron.(51) Finally, there is an attempt to coordinate all of this activity
into some kind of "Grand Alliance" led by James Kelly of the Ford Foundation
and Denis Doyle of the National Institute of Education. Kelly and Doyle have
their hands full in such an endeavor. School finance researchers seem to be

an espeacially individualistic lot.

VI. Further Reform in I1linois

The number of proposals to change the grant-in-afd system in this state
are almost as numerous as educators and legislators who understand the present
system, plus all of the educators and legislators who do not understand the
present system. Fundamentally, however, the present "would-be" reformers can
be grouped into three classifications. One group strongly supports the "reward
for effort" aspects of the present I1linois formula, and would therefore be in
favor of any legislative changes.which might strengthen this dimension of local
control over educational spending decisions.(52) This group, for example, would
be in favor of raising the maximum tax rate in the resource equalizer formula
to much higher levels than is presently the case. If cne reé]1y believes 1n
local control, they argue, then the state should impose few, if any, limitations
on whatever level of local spending and local taxation the school district
elects to set for itself. Furthermore, if one really believes in "reward for
effort," then the state is also obligated to participate in funding at what-
ever levels of local spending and taxation the district might set. The local
control advocates tend to divide, however, on whether'the board should set this
funding level by board action alone, or whether these tax levels need to be
determined by pubiic referenda. The.or191na1 version of the resource egualizer
did propose that statutory power be given to districts to increase local taxes

to maximums in the formula without referenda. This proposal has been rejected
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annually by the General Assembly, but history reveals that when enough districts
have achieved taxes at a higher rate than the tax limits without referendum,
then the General Assembly has increased the power to tax without a referendum.
For examp1e, the educational fund was increased from 1% to 1.25% in 1957 and
then "hoard leeway," as it is sometimes called, was increased from 1.25% to
1.6% in 1965. |

This reform group is not too pleased with the part of the Jaffe amend-
ment which lowered the maximum tax rate for K-12 and K-8 districts, rather than
- raising it. The Jaffe amendment also increased the guaranteed'assessment Tevel
so that the mathematics kept the maximum guarﬁnteed state and local revenue
level at $1,260. This maneuver of simultaneously raising the guaranteed as-
sessed valuation level, while lowering the maximum tax rate, has some inter-
esting effects. Since there is support in the Jegislature for doing this again,
these effects need to be carefully inspected. In the first place, if the pro-
cess is carried out far enough, it will begin to affect the equity goals of
the formula. For example, dropping the maximum rate from 3% to 2.9% means that
a2 rich district at 3% can now raise more than a poor district at 3% in combined
state and local revenues. The tenth of a percent is an "unequalized" tax
yield. Second, it tends to reduce the amount of state aid needed to fund the
allocation system, and thus reduces the ratic of state to local dollars in the .
system. Third. while in the 1ong'run'1t moves away from the reward for ef-
fort principle, in the short run it may encourage increases in local taxation.
This occurs because, after the maneuver has taken place, the districts can
achieve greater amounts of state aid for each increment in tax rate passed.
The proponents, of course, favor this last phenomena since they wish to increase
the "access" of districts to the $1,260 level. that is, they wish to get there

faster at lower tax rates. This is especially true for representatives of unit
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districts who argue that they must move further by referenda to get to the
$1.260 Tevel than must high school districts and elementary districts. There
are enough “unintended" consequences of this maneuver that the authors of this
article would rather use the increased state dollars to raise the guaranteed

valuation Tevel without changing the Tocal effort required or calculated.

A second'group of keformers are now having serious misgivings about the
reward for effort factor, but they appear to be unwilling to give it up al-
together. In particular, the second group argue, and with at least some research
Support, that low income districts and low property valuation districts will
not be able to increase their local tax rates and therefore not be able to take
advantage of the reward for effort the state is holding out. One wou]d think
Tt might be a simple research matter to determine whether it is the rich or the
poor districts that are raising their local tax rates under the conditions im-
posed by the 1973 reform. However, nothing in school finance is that simple.
The principal problem here is the very long Tag in time needed before one can
observe the.effects on Tocal district tax preferences within a district power
equalization system. In particular, as Tong as relatively large increments of
state aid are comfng to the district through a phasing-in of the formula, many
districts will simply stave off the necessity of going to their Tocal voters
to increase the tax rate. Only after the formula has been fully funded, which
means in I11inois only about the time this article is being written, will the
districts begin to feel the need to reveal their preferences for tax increments.
This second group simply assumes that when all the research is in, it will
reve;? that poor districts were not helped by district power equalization

schemes, including the one in I1linois. Various changes are therefore pro-

posed by this group.
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The first proposal follows from the McMahon and Hou research discussed
earijer. This strategy would be to change the way "effort" is measured in such
a manner that thé “adjusted” effort measure would favor the poorer districts.

A second proposal would ignore whether a district was taxing at the maximum

for those districts which were below the 50th percentile in both property valu-
ations and income. Still a third proposal involves éstab]ishing the foundation
plan as the first phase of a "two-tiered” allocation system and then progres-
sively increasing the first tier until the second tier, the resource equal-

. izer or district power equalization portion, is simply a local "enrichment"
part of the two-stage allocation system.{53) A design calling for a.high foun-
dation grantQin-aid, supplemented by a small amount of reward for effort, and
weighted to account for individual student needs, has secured the endorsement
of a number of professional educators throughout the country.(54) The diffi-
culty with such a “two-tiered" system is that it may call for as much as 75%
state aid. One could, of course, start with a relatively lTow foundation Jevel
and edge it up rather slowly. Given the amount of state funds available in
ITlinois for the K-12 jurisdiction, that is probably the only practical course,

The third group are so dissatisfied with the reward for effort notion
in I1iincis that they would simply do away with that element in the I11inois
system forthwith.(55) There are various ways that this can be accomplished.
One simple way is to substitute the present maximum tax rate for the actual
tax rate. That is, give all districts credit for the maximum rate, regard-
Tess of whether they have been able to pass tax referenda or not. If that
is done, what in essence remains is a foundation program set at a $1,260 figure.
Interestingly enough, this is not all that expensive to the state. Estimates

made by Hubbard put this maneuver at a cost of only $76,000,000. Such a move
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would, however, constitute a major shift away from the "equal expenditure for
equal effort” thinking that dominated the 1973 reform. This third group, a
strangly anti-"reward for effort" contingent, has been greatly encouraged re-

cently by the Cincinnati vs. Walter decision in Ohio.{56) While that decision

is now on appeal, it does cast at least a shadow of doubtful constitutionality
over the “"reward for effort" principle.

While potential reformers are in considerable disagreement regarding
the notion of reward for effort in I1linois, they are in fundamental agreement
about the need to keep the formula current with inflation. This problem,
present in all states, has been highlighted by Garms, Guthrie, and Pierce.(57)
Because the formula was designed to give an increase for all districts except
fhose already at hiéher Tevels (those above the guaranteed level of assess-
ment and the foundation formula districts), this matter of providing for a
constantly inflating grant-in-aid was rejected by the sponsors of the 1973
tegislation. It was felt that for the four years of increased state funding,
the districts could absorb the inflation. It is possible that this would have
been true had the formula been fully funded. However, it is obvious to most
political observers that the General Assembly will, after their experience in
1973-77, not again.commit themselves for more than a single year to funding an
escalating grant-in-aid formula. Thus, it becomes a real struggle to see that
the state support level is increased annually by an amount at least equal to
the increase in the cost of living. Increases in Tocal tax rates and therefore
increases in locally derived revenue are not likely to be enough to bail most
I11inois districts out of their inflation induced problems. The task is to
convince the state that it should accept, as an additional annual cost of edu-
cation, the amount of dollars it takes to increase the guaranteed valuation
figure by a percentage equal to inflation, and then to add whatever is desirable

to improve education beyond keeping pace with inflation.



36

Most reformers, regardiess of their differences, are aware that the com-
bined effects of inflation and loss of pupils are thieves, waiting in the shad-
ows to steal some or all of their hard-earned advances toward equity goals
that they might have recently made. As inflation drives property valuations
upward and pupils are lost through demographic changes in the population, dis-
tricts appear to possess more and more property valuation per pup11 and, there-
fore. the state grant-in-aid system requires less and less state dollars to
fund it. Furthermore, while state dollars are lost immediately when students
no longer show up at the schoolhouse door, locally derived dollars generally
continue. In fact, locally derived revenues may have to increase given the
effects of collective negotiation, rapidly rising fuel costs, rising commodity
costs, and other selective inflationary forces. The reformers therefore face
the dismal prospect of reverting to primarily local funding with all the in-
equalities that primarily local funding brings with it. There 1s some evidence
that this “regression to local funding” is already at work in I11inois in spite
of the equity gains under the 1973 reform. (58) Reformers are thus running on
a treadmiil simply hoping to hold on to the Timited eqﬁity gains since the
1971 Serranc decision. The only real ally here may be the great unpopularity
of the local property tax. However, if the state refuses to keep up its share
of the inflation hurden and if the local citizens refusg to pass property tax
referenda, then the local district superintendent has no recourse except to do.
that which he or she dislikes most, reduce the Tevel of educational services
offered the citizenry.

There are scores of other changes being proposed almost every day in
IT11nois. To 1list only a few this would include: changing the pupil count
in the measurement of wealth to all children (public, private, and pérochia])

from the present TWADA count; abolish the foundation program and replace it
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with a flat grant of $100 per TWADA or some other figure; change both the defini-
tion of students and the weighting used in the compensatory education factor

in the formula; work the special education, and vocational education funding

into the general formula; control the "allowable costs" in the transportation
formula; consider a local option income tax for the schools or even substitute

a stafe income tax for the Tocal property tax; etc. Many of these changes are
discussed in the Citizens Commission report previously mentioned.(59) The
prognosis for the futurermay well be that many of these smaller and more techni-
cal changes will indeed take p]ace.' However, we believe that the core of deeply
held political values upon which the basic allocation system 1s ultimately
constructed changes very, very slowly. Thus the I11inois school finance system
will continue to rest upon the principles of equity, efficiency, and at least
some decentralization, or local control, for the foreseeable future. The
strengths of these often conflicting values, however, will ebb and flow with

the paséage of time. 'Equity may be a very strong goal at one point of time

and decentralization or local control may be stronger at some other point 1in

time. Surely one would not wish it otherwise, for sovereignty in a democratic

¢ itic lues
system is never monolithic; it must change as consensus on political va

shifts among freemen.
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