REWARD FOR EFFORT IN ILLINCIS SCHOOL FINANCE:
Policy Debate, Empirical Evidence,
legislative Implications

G. Alan Hickrod
Rameah Chaudhari
Ben C. Hubbard

Center for the Study of Educational Finance
Department of Educational Administration
College of Education and the
Graduate School

Il1linois State University
Normal, Illinois, 61761

' February, 1978

Support for this study came from the General Revenue Funds
of Illinois State University, and from grants from the Na-
tional Conference of Steate Legislatures, the National
Institute of Education, and the Illinols School Problems.
Commission. Matters of fact or opinion contalned herein
are solely the respcnsibility of the authors and in no way
reflect the official poliey of Illinois State University.
As a part of its public service, the University seeks to
promote a systematic and thorough discussion of all public

policy matters and supports various types of research which
contribute to that end.



ACKNOWLEDGMENTS

This is the first of four studies sponsored by thus
National Conference of State Legislatures with funds pro-
vided by the National Institute of Education. Additional
funding has been supplied by the Illinois School Problems
Commission. Latér in 1978 thres other atudies dealing with
I1linois school finance will be distributed by the Center
for the Study of Educational Finance at Illinois State Uni-
versity. These other studiea deal with measuring wealth in
terms of total students rather than simply public school
students, the effects of the "property valuation" mix, e.g.,
commercial, industrial, residential, on expenditure and
effort, and the effects of the new Illinols farm valuation
bill. All of these studies are intended to assist the
Illinocis General Assembly in its deliberations on K-12
finance matters.

We would especially like to thank the following
individuals for their support in securing these research
funds and for theif constant encouragement in conducting
school finance studies: The Honorable Gene L. Hoffman,
chairmsn, Illinois School Problems Commission; The Honor-

abls Arthur L. Berman, vice-chairmasn, I1llinois School



Problems Commission; Jom J. Callshan, Director, Legis-
lators! Education Action Project, National Conference of
State Legislatures; William Wilken, Research Dirsctor,
Legislators' Bducation Action Project, National Conference
of State Legislatures; Denis P, Doyle, Director, School
‘Finance and Organization Division, National Institute of
Eduecation; David R, Mandel, Chief, School Finance Branch,
School Finance and Organization Division, National Insti-
tute of Education. We should also like to thank Mrs.
Alberta Carr for putting our tables, thoughts, and opinions
in a readable form. As usual, the authors alons remsin

responsible for all errors of fact and/or opinion.

*

s Moy 2
logeliex

February, 1978

ii



TABLE OF CONTENTS

Aclmowledgments . . . . .+ .+ o 0 4 .

SECTICN

T. BACKGROUND . . . .

Argumsnts Against Reward for Effort .
Arguments for Reward for Effort . . .
Previous Empirical Research . . e s

II. METHODOLOGY . . . + + « « «+ .

The Questions .

Empirical Models

Population . . . « « « + &+ + ¢« .+ .
The Period . . . « . ¢« + « « « « &
Sources of Data . . . o e .
Weights Used in the Analy31s . e e

TIT. PINDINGS & & & v v v o v o »

Elementary School Districts . . -
High School Districts . . . .. . . . .
Unit Districts . . .o e e
Surmary of Empirical Ev1dence

and Conclusions . . . . e

Tables Relevant to Flndlngs

IV. QUALIFICATIONS AND LIMITATIONS . . . .

V. IEGISIATIVE IMPLICATIONS . . . . . . .
Notes and_Referances' e h h e e e e e e e
APPENDIX A: Definition of Terms . . . . . .
APPENDIX B: Descriptive Statistics of Selected

Variables of Elementary School
Districts, High School Districts,
and Unit Distriects . . . . . .

iii

Page

RERE

22

22
23

26
26
26
28

28
33
38

b3
L5

6l
66
80

85

88



I. BACKGRQUND

In the summer of 1973 the General Asagembly of Illi-
nois passed the first major legislative reform of its K-12
grant-in-aid system in forty-six years. This shift was
from a."foundation“ or "Strayer-Haig-Mort" grant-in-aid
system to a system that gave districts a cholce between
the foundation program and a "guaranteed valuation" or
"3istrict power equalization™ grant-in-aid system. The
"DPE" in Illinois, however, has never carried any "re-
capture® provisions which might apply to wealthy districts,
and thus may not qualify as a "true"™ district power
equalization system émong gome purists.{l} There is an
extensive literature which both describes the initial 1973
Act and the émandmenté'which have been passed since that
date. This literature alsc evaluated the 1973 Act in terms
of certain goals or "criteria™ that are held to be desir-
able by school finance "experts" throughout the United
States, e.g., "fiscal neutrality" or "wealth neutrality,”
and "reduction of disparities in revenue per student be-
tWween school districts,” sometimes cslled "permissible
variance." Readers completely unfamilier with the Iilinois
funding system may wish to sample this literature ccncur-

rently with this study.(2)
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The 1973 Act contained, along with several other:
provisions, a notion of "reward for effort." That is, all
other things remaining equal, an Illinois school district
that taxes itself more will recelve more state aid than an
Illinois school district that taxes itself less, at least
up to certain tax 1limits set by the General Assembly.
"Reward for effort” provisions have been relatively popu-~
lar in state legislatures in recent years. For example,
the state of Michigan pessgsed a basically similar school
finance system at exactly the same time as did Illinois,
In Michigan the system is referred to as the "equal yield"
formula, while in Illinois the new grant-in-ald formula
was iabeled the "pesource equalizer" formula.(3) One re-
cent ﬁally puts the number of states with "reward for
effort" provisions at about twenty.(L} It must be pointed
out, however, that there is a considerable range among
these twenty states. In some states the "reward for local
effort“ provision is nothing more than window dressing,
often merely a "local enrichment™ provision, while in other
states the réward for local effoft provision forms a very
important part of the overall grant-in-aid system. The
General Assembly of Illinois is now reconsidering or at
least discussing the "reward for effort" provision of the
1973 law, and this study is intended to be of assistance

in those deliberations.



In this background section we shall outline the
arguments, pro and con, which can be found in school
finance literature concerning "reward for local effort."
In this section we shall also briefly summarize some pre-
vious empirical studises which cast some light upon this
matter of fiscal policy. Having accomplished this task,
Wwe Will then proceed to describe the methodology and the
findings of a new empirical study which investigated the
determinants of tax rate change in Illinois both before
the 1973 reform, and then after the 1973 reform. Many of
the twenty states which have a "reward for local effort”
provigion in their K-12 funding system do use some form of
tax rate, usually the tax rate for operational purposes,
as the measurement of "local effort" of a school district,.
It therefore bhecomes important to learn just what kinds of
districts increass their tex rates under a DPE system, or
a modified DPE system, as opposed to a foundation program.
A basic assumption of this study was that the "response"
of school districts under the DFE system would be differ-
ent than the "response™ of districts under the foundation
system. "Response," of course, can be operationalized in
saveral wajs. Response might be studied in terms of tax
rate referenda. This is a perfectly gocd way to approach
the subject and may, in fact, yleld better results than the

response measurement we have chosen hers, s.g., changes in
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the operating tax rate. Fortunately, studies of referenda
results by the Illinois O0ffice of Education are under way,
and thess studies, when reported, may provide additional.
light on the "reward for effort” matter.(5) In the
twenty-twenty of hindsight it is also clear that we need
to qualify the basic assumption about respcnse changes
that would occur under a new grant~in-aid formula. These
qualifications have chilefly to do with the amount of time
that rmust pass before these new responss patterns can be
discerned. Finally, in kesping with the nature of the
audisnce to whom this study 1s directed, we have included
a Mlegislative implications" section which outlines some
alternative actions the Gensral Assembly of I1linois might
take if it is determined that the present ﬁrovisions of

the law should be changed.

Arguments Against Reward for Effort

In spite of the fact that reward for effort provi-
sions are found in some twenty states, the practice has
never found favor among & number of professional students
of the subject.(8) We find at least eight arguments pre-
sented against the notion of rewarding districts with more
state aid for higher local tax efforts. They are as fol-
lows:

1. It is argued that all forms of local initiative systems

may result in increased soclal stratification and geo-
graphic segrsgation of social classes as the different
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social strata each sesk the tax rate or the education-
al expenditure level that they prefer. Implicit or
explicit in this argument is the fear that the wealthy
will prefer higher tax rates and/or higher expendi-
tures for sducation, while the poor may prefer lower
tax rates and/or lower expenditures for education. It
18 further argued that the wealthy may, in fact, use
the higher educational tax rates to keep the poor out
of the district, in the same fashion that zoning
restrictions and building codes are used for that pur-

pose. High tax rates and high expenditure levels are

then protective devices to keep out "the great un-
washed™ and to preserve what amounts to a private
school which is publicly funded.

It is argued that local decisicn-makers may not, or
cennot, meet the needs of their local districts, even
if these needs clearly exist. This is a form of
"under-consumption” of sducation argument. Two exam-
ples might serve to illuminate this argument. In
rurel areas strong agricultural representation on local
boards of education has often kept tax rates down and
might continue to keep them down in spite of the reward
the state would offer for raising the rate under the

new formula. Rural districts would then not profit as

mach under these reward for effort schemes as would
suburban districts. Furthermore, in some states, the
central city educational tax rate is depressed by the
phenomenon of "municipal overburden,” e.g., central
cities! educational tax rate 1s kept low by the costs
of noneducational municipal spending for police, fire,
welfeare, and so on. Therefore, the phencomenon of
"mmnicipal overburden™ might keep the central cities
from profiting as much from reward for effort as the
suburban school districts.

It is argued that, in the long run, reward for effort
provisicns must stimulate local property taxation.

Tt is admitted that the short run effects might indeed
be local property tax relief, since those districts
that tax more get more state dollars. However, in the
longer run, a district earns more state dollars by
convincing local constituents to vote a higher tax
rate. Thus the long-run results ars not local property
tax relief; to the contrary, the system is engineered
to increase the local property tax burden at least in
those distriects whose tax rate is below the maximum
rate in the formmla. Increasing the local property tax
burden is not a politically attractlve goal for most
state legislators.



It is argued that, at least in the long run, it will
be the districts with high income families that will
ralge their tax rates and their spending levels under

DPE rather than districts with lower income famllies.

Even if the system requires the wealthy district to
provide 80 cents of the new tax dollar and the poor
district to provide 20 cents of the new tax dollar,
the poor district simply cannot fund the 20 cents of
loca eontribution. It is also alleged that the 20
cents "hurts" the poor district more than the 80 cents
"hurts? the rich district. If this is true, then re-
ward for local effort is not compatible with equity
goals such as "fiscal nsutrality" or "wealth neutrall-
ty," or even with "reducticn of revenue disparity be-
tween school districts.” In the long run, it is ar-
gued, reward for effort cannot be reconciled with
equalization of educational opportunity.

It is argued that a special problem exists for low in-
come houssholds located in property affluent school
districts. Under a reward for local effort system the
property wealthy district might decide to increase its
generally low tax rate in order to obtain more state
aid. The low income family living in the shadow of a
factory or commercial complex would then find its
residential property tax increased greatly. This
special problem could be alleviated, however, by ex-

tending the "circuit breaker™ provisions from the

elderly to low income houssholds.

It is argued that reward for effort provisions, when
attached to a single publie function such as education,
may distort public spending in an uneconomical manner,

‘Specifically, municipal authorities view these grants

a3 encouraging local governments to spend funds on pub-
lic sducation that might well need to go into other
public services, such as health, sanitation, police,
and fire., In more recent years the federal government
has distributed its local revenue sharing partially
upon a notion of local effort in the noneducational
sector, Thus a reward for effort system operating in
the educational sector could result in a showing of
less effort in the noneducational sector and cost the
municipality federal funds as well as local funds. AY
the very least, the adoption of reward for effort no-
tions, in both the educaticnal sector and the noneduca-
tionasl sector, sharpens the conflict betwssn these
sectors for public sector dollars.
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It is argued that reward for effort grants may encour-
age the maintenance of small, inefficient school dis-
tricts since the higher tax rates and/or the higher
expenditure levels could be the result simply of dis-
econcmies of scale. Thus the higher state payments to
those districts with higher tax rates can be viewed,
at least in part, as reward for inefficiency.

It is argued that finding a sound way to measure ef-
fort is just as difficult, if not more difficult, than
finding a sound way to measure district wealth., Take
two districts that have ldentical tax rates and there-
fore appear to exert identical effort to be rewarded
by the state., If one of these districts assesses
residential valuation at a lower fraction of full
market value, has a higher percentage of its valuations
in the form of industrial and commercisl valuatlons,
and has a higher median family income, that district
has a distinet advantage over the district with the
same tax rate but with nons of these features.
Assessment practices, ability of the district to Mex-
port™ the tax, and differences in income levels all
combine to assure that 2 $2.90 tax rate in one school
distriect in Illinois does not have the same mesning as
g $2.90 tax rate in snother schocl district in the
state, yet the current formula treats these districts
as if they were exerting the same fiscal effort.

Arguments for Reward for Effort

Thig igs a formidable array of argumenta against the

reward for affort provision. Why then have approximately

twenty states built such & mechanism into their grant-in-

aid system? Because there are also some strong arguments

for having Jjust such a provision. The most well known are

ag fellows:

L.

I+t is argusd that this type of provision directly at-
tacks the ancient equity problem in school finance
that is at oncs both a taxpayer equity problem and a
student equity problem. As early as 1905 Elwood
Cubberly pointed out that two taxpayers, living in
different school districts, might find themselves in
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& situation where one taxpayer paid a higher tax rate
and yet received a lower level of educaticnal goods
and services while another taxpayer psasid a lower tax
rate and yet received a higher level of goods and
servicea. This viclates the econcmic¢ principle of the

. equal treatment of economic equals, a3 well as the

legal principle of equal treatment under the law. The
school finance litigation of the early 1970s simply
highlighted an equity problem that has been known and
investigated for over seventy years. When the state
bullds a system that provides "equal expenditure for
equal effort™ (the Illinois slogan) or "equal yield
for equal effort" (the Michigan slogan), 1t speaks

. -directly to this chronic problem in K-12 fipance. Up
- to the limits specified in the law, a poor district

can have the same level of educational goods and ser-
vices as a rich district, if it is willing to exert
the same fiscal effort as the rich district,

It is argued that a reward for effort system provides
selective property tax relisf, at least in the short
run. Those districts which are taxing themselves more
receive the greatest amount of state aid. This was an
important argument in 1973 in the Illinols General
Assembly. The General Assembly had passed and sent to
the Governor a general property tax "freeze" similar
to legislation in Indiana. The Governcr had before
him two incompatible bills. The 1973 reform offered
more state funds to those districts that had been tax-
ing more, o.g., "selective" relief, while a gensral

tax freeze would have frozen in all the inequities in
the system at one point in time. He signed the reform
and vetoed the freeze. It would be more correct to say
that reward for effort helps a high taxing district
from moving to even higher lsvels of taxation. There
is no way to move a tax rate back to lowsr levels under
"peward for effort™ provisions, unless the district is
taxing beyond the meximum matching rate in the DIE _
formula. A district can do that only by giving up some
of its sbtate aid. The large state payments to high tax
rate districts do provide a "breathing spell," however,
since the increased state aid makes it umnecessary to
obtain more funds on the local gide.

It is argued that tax rates may be high in some dis-
tricts for perfectly legitimate reasons that are as
compelling as the diseconomies of scale matter, dis-
cusgsd earlier, ars not compelling. For example,
suburban areas have high tax rates at least partially



because the wave of migration to the suburbs has
forced a heavy burden on school governments in those
areas in the last two decades. While outward migra-
tion of business and industry to the suburbs has
helped to alleviate this added tax burden, there l1s
little doubt that at least some suburbs have needed
more state help. This is particularly true of "work-
ingmen's suburbs" and sven of some middle class sub-
urbs. These "dormitory"™ suburbs typically have large
numbers of children to sducate, but little by way of
commercial or industrial valuation to tax. Dormitory
suburbs are one of the principal beneficiaries under
almost any kind of "reward for effort” provision. Im
the process some relatively wealthy suburbs may also
be assisted, but increased state dollars will flow to
the poorer suburban units. In Illinois terms, the
1973 reform was just as popular in southern Cook coun-
ty as it was in northern Cook county. It is argued
that the suburbs are where much of the education of
gtudents now takes place, and therefore this is where
the state money should go.

It is argued that a "reward for eoffort" provision will
help school districts to pass tax referenda. This is
especially true in the property valuation poorer dis-
tricts where it can be shown that small amounts of
extra effort from the taxpayers in those districts can
yield large amounts of extra state aid. Such an argu-
ment ig, of cocurse, less feasible in the richer dis-
tricts. This argument assumes that local district
superintendents and their boards know how the formula
works and that state departments of education have

mads an attempt to explain the dynamics of the "reward

for effort" provision to them.

It is argued that the system is deliberately enginesred
to keep local revenus an important part of the overall
funding system for K-12 education. The system can be
adjusted to provide higher percentages of state aid
and to shift the major burden for supporting the
schools away from the local tax base to the state tax
base, but the "reward for effort" provision also in-
sures that there will always be scme local revenus in
the system. Those who support "full state assumption™
of 81l sducational costs would, of course, accord this
a wealmess rather than a strength. OSince the combined
level of state and local resources rests so strongly
upon the selection of the tax level by local voters the
system can be thought of as strengthening local control
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rather than dec¢reasing local control. In fact, some
have referred to DPE as "local control with a ven-
geance.”

It i3 argued that the situation relative to reorgani-
zation and consclidation is not so dismal as the
opponents would have one believe. For a very long time
recrganization and consolidation of achool systems has
been slowed by the fact that wealthier districts did
not wish to accept the higher tax rates that lnevitably
came with the absorption of their poorer nelghbors.
Under DPE or some other form of reward for effort these
higher tax rates are less of a problem.

It is argued that there is nothing wrong with keeping
some amount of consumer preference in the system. In
21l other areas of the economy the consumer is gllowed
to choose the amount and quality of goods and services
he or she might like. Granted districts may be pre-
vented by the state from buying a "rickshaw" educa-
tion, but the state should not prevent one district
from buying a Ford education rather than a Cadillac
educgtion, if that is all they want for their children.
Above some "floor," which the state must require,
local taxpayers should have the right to select the
amount and quality of public education they desire.
Reward for effort provisions allow that discretion and
they also enable the tax poor district to afford the
Cadillac education at the same tax rate as the rich
district. :

Acceptancs of the reward for effort provisions does
mean acceptance of a certain amount of inequality in
revenue levels between school districts. This 1s so

if only because one can not assume that consumer
preferences are all alike. However, allowing some
school systems to spend mors than others is not all
that bad. For decades, schoolmen have encouraged the
richer districts to spend somewhat more than the poorer
districts and then used that higher spending level to
"lever up" their own spending levels. This "demonstra-
tion effect™ or "keeping up with the Joneses"™ is pre-
served in reward for local effort systems. A1l that
DPE does is allow the poorer districts to participate
in this business of emulation of the wealthier and
higher-spending districts.

The foregoing scholastlc exercise is helpful in

making the policy issues stand out in stark relief. It
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could be misleading in one respect, however. The practi-
cal legislative situation may not be one of no reward for.
effort versus a lot of reward for effort. Indeed, as we
suggested previously, the situation in most states is to
have Psome™ amount of reward for effort. Grant-in-aid
systems that are discussed under the heading of "mixed
models® or "multiple stage models" frequently afford the
opportunity for a state to have a limited amount of reward
for effort without making that provision the keystone of
the entire grant-in-aid system.(7) A frequently recom-
mended grant system in recent years, for example, is one
which features a relatively high foundation program with
a small amount of reward for effort operating over the top
of the foundation program.(S) Usually this system is also
adjusted by pupil welightings %o meet individusl education-
al needs. We have discussed this model selsewhere as a

possibility for future legislative action in Illinois.(9)

Proevious Empirical Research

What is available beyond the "conventional wisdom"
expressed in the previous section? Some nine years ago
Johns and Kimbrough pointed out that in Illinols and
Kentucky there was a positive linear relationship between
district income and district taz effort; that is, the rich

districts exerted the greater fiscal effort and the poorer
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districts sxerted the lower fiscal effort.(1C) In the
Center's first evaluatiorn of the 1973 reform, after only
one year of experience, the same positive relationship be-
tween family income and tax effort was again noted.(11)
Gensener has demonstrated that in Ohlo there is a strong
relationship between median family income and educaticnal
tax rate. To be specific, Gensemer found that each addi-
tional $100 in 1969 median family income was related, on
the average, bo an additional 0.1} mills on a scheol dis-
trict's 1975-76 school operating millage rate.(12)
Gensemer's model was multivariate in nature and income was
the best predictor of local tax rates., In Illinois, Yang
and Chaudhari have also shown that low income is associ-
ated with medium to low effort, while high income, along
with high educational attainment, high occupational status,
and high residential housing value are associated_with
high property tax effort.(13) The Yang and Chaudhari data
suggest that these relationships are stronger for dual
districts {separate slementary and high school districts)
than for K-i12 districts. Unfortunately, all the studies
we have examined concerning the correlates and.déterminates
of tax rates are cross-sectional in nature, that is, the
variables are measured at one point in time. The response
of districts to new grant-in-aid systems, however, 1s a

dynamic affair, not a static phenomenon. To provide
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- convincing evidence on the relationship of wealth and
other #ariables to tax rate change, we need to explore the
relationship of wealth and other‘variables, not to tax
rates at one point in time, but rather to changes in tax
rates through time. We also need to compare tax rate
changes under one type of grant-in-aid System with tax
rate changes under another type of grant-in-aid system.
The empirical research reported later attempts to meet
these needs.

The limited empirical evidence that does exist
seems to lend support to arguments one ahd four against
the reﬁard for effort provision. However, the iasue is
far from élosed, and the effect of the newer forms of DFE
grants-in-aid in education is still quite controversial.
For example, at least one economist believes that the DFPE
sysfems can achieve any degree of wealth neutrality the
state legislature'desires by subsidizing_the_PEiEQ,Pfrpdu-
cation in the poorer districts. Hopefully the poor dis-
tricts will then purchase as much education as the wealth-
ier districts. In fact, Feldstein concludes that DPE
systems might even go beyond wealth neutrality to a condi-
tion where revenues would be inversely related to wealth.(h)
Sueh a condition wWould be "compensatory™" education in a
true sense, e.g., poor districts would have more spent on

them than wealthy districts. Unfortunately, the possibility
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that wealthy districts might value educatlon very highly,
and poor districts might value education very iittle, is
not given much considefation in the Feldstein models.  If
the present demand schedule strongly favors wealthy dis-
tricts, then price subsidization to the poor must be ex-
treme in order to induce them to purchase more of a
service for which they see no great need.

We should perhaps'leave the appreciation of changes
in demand schedules and utility schedules to thoss whose
prior training has bstter prepared them for these refine-
ments than our own. In any event, we have enough problems
squaring some of the empirical research on tax effort with
the evaluations of the 1973 Illinois reform the Center has
carried out in the last several years,(15) On the whole,
fhese evaluations have been favorable %o the 1973 reform.

For example, the evidence does show a reductlon in the
et e

——

disparlty between school districts 1n revenus per ‘pupil.

B e L —

The trond is more marked in unit districts and high school
districts than in elementary districts, but there is evi-
dence of reduction in variance in revenue per pupil in a1l
three populations of districts. If omne concentrates on
the variation below the median revenue, then the evidencs
indicates progress in moving up the low spending umnit dis-
tricts and high school districts, but there appears to be

no such progress for low spending elementary districts.
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The findings with respect to the attainment of "fiscal
- neutrality™ or "wealth neutrality" are also reaésuring.
This is especially the case when the evaluation using
groas wealth elasticities is used. In ail three categories
of districts in Illinois--units, elementaries, and high
schools--there is evidence of movement toward wéalth neu-
trality. This is especially true in unit disgtricts whers
the magnitude of the slope of the regression line betwsen
property valuations per pupil and revenues per pupil has
been cut in half within three years from the initial re-
form legislation. The evidence using iﬁcome as & wealth
specification rather than property valuation is not 8o
regular as the property valuation results, but the third
year's regression values are all less than the base year
and thus support in general the properiy valuation results.
Tests made with the Gini index and Lorenz curves are also
generally supportive of the results achieved with the
gross wealth elasticities, but there are problems in the
use of the Gini-Lorenz procedures. Essentially, these
problems have centered around the fact that Chicago ap-
pears relatively wealthy in terms of median family income,
or evén income per weighted pupil, and thus state aid to
Chicagoc is registered as aid to wealthy students on the
Gini-Lorenz technique.(l6) Regardless of gualifications

and technicalities, however, there was a systematic
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improvemenﬁ in the Illinois showing on equlty criteria for
8t least three years after the 1972-73 reform.

Do the results of the Center's evaluations for
each of three years after the reform of 1973 prove con-
clusively that those who contend that "reward for effort"
is not compatible.with "equalization of educational oppof—
tunity" are wrong? We think not. There are at least
three reasons why the state of Illinois could continue to
show progress toward equity goals after the adoption of a
modified DPE system in 1973 in spite of 'any adverse |
offects on equity goals by the "reward for effort" provi-
sion. In the first place, the evaluations of the 1973
reform conducted by the Center are eveluations of the
entire general purpose grant-in-ald system. The "reward
for effort™ provision is just one part of a relatively
complicated grant-in-aid system. Illinois school dis-
tricts can receive state funds undsr no less than four
different computational procsdures in the general purpose
aid system alone. Some of the provisions in the general
purpose grant-in-aid work against other provisions rela-
tive to the attainment of overall equity goals such as
"wealth neutrality.” To cite only one example, the rela-
tively heavy wéigbting in the Illinois system given to
title one eligibles, e.g., children from lower socio-

economic families, provides for a different distribution
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of state funds than does the provision that sends state

funds to districts with high tax rates. Recent calcula-

tions by Ben C. Hubbard indicate that it would take only

seventy-four million in new state dollars %o remove the
differential effects of the "reward for effort" provision
from the present formula. n

Second, it must be remembered that improvements in
equity goals are not so much a matter of formula tech-
nicalities, as they are a matter of the fundamental shift
from local revenues to state revenues to support K-12 edu-
cation. In the period between 1972-73 and 1975-76 the
state of Illincis increased.the state revenus contribution
to general purpose K-12 educational funding by almost
three hundred and seventy-one million dollars, pushing the
percentage of state support to an all-time Illinois high
of 18.36 per cent. The formula would have had to have
been badly malfunctioning indeed not to show a gain on
equity goals given that amount of revenue input by the
state government. There has since been & deterioration in
the percentage of c¢osts supported by the state revenues as
opposgd to local and federal revenues, but the decline has
not been serious encugh, at least as of this date, to
threaten all the équity gains made for three years after
the feform.(l?) Thus aﬁy negative efféct;'on equity that

might heve besn attributable to the reward for effort
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provision were simply washed away in the floor of new
state ald. It should be pointed out that this possibility
was outlined. for the asuthors o¢f this study in a letter to
them from Professor R. L. Johnsg of the University of |
Florida in early 1976.(18)

| Finally, there is the complicatsd matter of the
time it takes for a reward for effort provision to mani-
fest itself in the new allocation system. We shall return
to this point in the qualifications and limitations sec-
tion of the empirical study reported next., Essentially,
however, the presence of three hundred and seventy-one
million new state dollars, an incresase of L6 per cent in
state aid, provided a "cushion™ for many school districts
so that they did not have to gd to the local voters for
new local resources iﬁ the three years after the reform.
Thus there was no real need for either wealthy or poor
districts to reveal thelr true preferences for K-12
spending levels. In the terms of the market analysts
there were probably too few transactlions during this
three-year period after the reform tc "fully test the
market." Similarly, in the terms of the economists there
werse too.feﬁ transactions to fully reveal the true shape
of the demend schedule. Only now, some five years after
the reform, are districts being called upon to go to their

voters for new tax referenda. We speak of course in
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general terms since many individual schocl districts 4id
attempt tax referenda during the three-year period after
the 1973 reform. There i3 a sense In which the true
effects of DPE or reward for effort might only be revealed
some seven or eight years after the initial 1973 reform.
During the first four or five years the increases in state
aid caused by "phasing-in" the formula tend to cover up
the effects on equity of individual district preferences
for different tax rates. Only after the formula has been
"ful1ly funded" and left in place for cone or two years
would the consumer prefersnces for different tax rates be
fully revealed.

There also appears to be some problem of compre-
hension by many local boards and local superintendents
that the funding system dynamics were drastically altered
in 1972-73. Perhaps this is understandable after forty-
six years of operating under a foundation system. What-
over the reasons, it is clear that at least some local
boards and local superintendents did not, and do not,
realize that under DPE, or any other form of local initia-
tive system, the district has to "do" something, in order
to gain more state aid; namely, pass tax referenda. The
fundamental difference hetween the foundation system end
the local initiative systems, no matter what they are

called, "equal yield, resource equalizer, percentage
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equalization, and so on," is that under the foundation
system the districts had to do sbsolubely nothing to gain
more state aid. The local board simply waited for the
General Assembly to raise the foundation level, assuming
of course that they had levied the necessary qualifying
tax rate té participate in the foundation program. They
could spend most of their efforts lobbying in Springfileld
for higher foundation levels rather than trying to pass
tax peferenda at the local level. That world changes when
a local initiative system becomes law. Under the local
initiative type of grant-in-aid the race definitely goes
to the strong--those that can pass the referenda. 3Since
we have at least a few examples of districts that have re-
duced their tax rates and therefore lost stale ald we
mist conclude that there are still local boards and local
superintendents that do not understand the dynamics of the
system some five years after the reform., The system was

never intended to give absolute tax relief, only relative

tax relief. If a local district reduces its tax rate,
then it must expect to lose state ald, all other things
remaining equal. Under local incentive forms of grants-
in-aid the distriot must "earn" all increments of state
aid; under the foundationrsystém they'are largely "un-
earned." Of course the state has the option of'giﬁing all

districts "unearned" increments of state aid in the DPE
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systems as well, if they are willing %o constantly esca-
late the parameters in the grant-in-aid formmla. This is
one reason why escalating the guaranteed valuation or ad-
justing the combined state-local figure of $1,260 upward
is so popular among many school districts; 1t results in
"unearned" state aid gains to all school districts. If
the paraméters were left constant for any appreciable
length of time, the only increments of state aid that
could take place would be from increasing numbers of
pupils, decreasing valuations, increasing percentages of
title one eligibles, or the painful process of passing
local tax referenda. For districts at or above thé maxi -
rum tgx rate that the state will match, and there are an
increasing number of these in Illinois, even passing the
referenda will result in only local revenue gains, not
state ald gains. Having provided this background on the
fiscal policy debate, we turn now to the empirical study

to be reported,



II. METHODOLOGY

A. The Questions

The design of research in this study was oriented
toward answering the following questions.

1. How did the changes in tax rates before the
1973 reform compdre with those after the 1973 reform?

2. What was the impact of the following socio-
economic variables on changes in tax rates before the 1973
reform and after the 1973 reform?

(a) Wealth (equalizeld assessed valuation/fupil)
(b} Incoms lavel of residents
(¢) Bducational level of residents
(d) Occupation of residents
(e) Percentage of population living in urban
areas
(f) Percentage of non-white population
(g) Percentage of population age 6-18
(h) Percentage of owner occupied housing
(i) Existing operating tax rate.
~ Further specifications of these variables are found later
in this study.

3, Was there any interaction offect of the income

variasble and the equalized assessed property variable

22
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{wealth) on changes in tax rates? In other words, did

districts with particular combinations of incoms and
property valuations behave differently than others?

h. What was the effect of changes in achool fi-
nance variables such as enrollment, tax base, state aid,
and total revenuss on changes'in tax ratses before and

after the 1973 reform?

B, Empirical Models

The following three empirical models wers con-
structed to facilitate the research.

l. The Socio-economie Linear Mcdel: In this
model changs in tex rate was treated as a depeﬁdent vari-
able expressed as =z linear function of the socio-economic
variables mentioned in the second question above. Two
geparate regression esquations were used for before and
after reform tax rate changes for each type of school dis;
trict. Multivariate regression analysis was used to
determine the regression ccefficients.

2. Socio-sconomic Interactlon Model: Two-way
anelysis of variance was used to answer questions regard-
ing the interaction of property valuation and income,
Wealth (property valuation) and income variables were re-
coded into three categories--low, medium, and high. For

example, districts that wsre half a standard deviation
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below weighted average income wWere classified as low in-
éome-districts, those half a standard deviation above were
ciassified as high income districts, and the rest were
¢lassified as medium income districts. A similar classi-
fication technique was used for the wealth variable.
Equsalized zssessed valuation per pupil was used as a
measure of wealth and median family income was used as a
measure of lincome.

3. The Fiscal Response Model: In this model
change in tax rate was expressed as a linear function of
changes in fiscal variables--the variables that directly
affact the operating revenues. Mathematically, the model

may be expressed as:
ATAX = £ (ATW/TW, AWLTH/WLTH, AAID/REV, AREV/REV)

wheres

ATAX = Change in tax rate

ATW/TW = Percentage change in weighted pupil
count
AWLTH/WLTH = Percentage change in per pupil
equalized assessed valuation
AAID/REV = Percentage change in total revenues

due to increase in state aid

AREV/REV = Percentage change in total revenues.

The term "tobal revenues” in this study means the sum of
local and general state revenues. No revenues from state

categorical grants and no federal revenuss have been
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ineluded. This is the specification of revenues used in
all other Center studies referenced sarlier in this study.
The dependent variable, "change in tax rate™ is the actual
chenge in the tax rate for operating purpcses. 'This
measurement was selected since this was the definition of
Reffort" used in the 1973 reform. Multiple regresasion
énalysis was used to determine the impact of these vari-
ables on changes in tax rates before and after reform.

Two separate regression equations were used for before and
after reform changes in tax rateé for each type of school

district.

C. Population

All school districts that were receiving state aid
through the resource equalizer formula in 1976 were in-
¢luded in the studj. Since the major thrust of this study
was to explore the response of districts to the reward-
for-effort provision in the new grant-in-aild system, it
was necessary to leave the districts that receive state
_aid through the Strayer-Haig formula cut of this study.

It must be pointed cut that most of the districts left out
are wealthy districts. However, they repregsented only

about 7 per cent of the total pupil count in the state.
Because of the existence of three different types

of school districts, there were thres different populations.
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A separate analysis was performed for each type of school

district.

D, The Period

Throughout this report the terms "before reform"
and "after reform" have been used. The term "before re-
form™ refers to the period 1970-73 and the term "after

reform™ refers to the period 1973-76.

E. Sources of Data

FPiscal dats for the tbree fiscal years~-1970, 1973,
and 1976——were obtained from the Illinocis Office of Educa-
tion. Data feor sccico-economlec variables such 28 income,
education, ocecupation, and so on were cbtained from the
1970 federal census of population and housing. The 1970
census tapes for Illinois school districts have been ad-
justed and refined by the Department of Sociology at I1li-
nois State University under the supervision of Professor

Vernon Pohlmann.

F. Weights Used in the Analysis

All the sanalysis was performed using pupil as a
unit of analysis. Conseguently, sach district was
assigned a weight equal to the total weighted pupil count
for that district. The major advantage of this technique

is that i% takes into account the size of the district,
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Thig is particularly helpful in descriptive analysis and
in policy analysis., An argument can be made that under
the "one man, one vote™ legal dictum, all descriptive
statistics in school finance should be sSo weighted'since
larger districts  can be presumed to have more influence in
the political economy than smaller distriets. The proce-
dure results in artificially incrsasing ‘the number of
casss which makes it very difficult to interpret the re-
sults of significance tests. However, where populations
of data are involved, as was the case in this study, sig-
nificance tests are irrelevant. The focus in this study
was on describing the population and in our opinion
welghted analysis would give a more repreéentative
description of the populabtion than unweighted enalysis in
which a large district such as Chieagc carried the same
weight as any other district. However, we must caution
against using this technique where the data for the popu-
lation are not available and the results obtained from
sample data must be extrapolated to draw conclusions

sbout the population.



I1I. FINDINGS

The results of the analysis are presented in the
following three sections for elementary, high school, and
unit districts respectively. In each case the.findings
for the soclo-economic linear modsl are reporéed first,
the socio-sconomic interaction model second, and finally

the fiscal response modsl.

Elementery School Districts

Results of analysis for elementary school dis-

tricts are pressented in Tables 1.1 to 1.6.

Socio-economic Linear Model

Relationships of various socio-economic variables
with the changes in tax rates in elementary school dis-
tricts before and after reform ars shown in Tables 1.1 and
1.2 respectively. The following discussion refers to

these tables.

Effect of Income:

Four measures of income included in the model were
median family income, per capita income, per cent of

families over $25,000 income, and per cent of families

28
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under $5,000 incoms. Comparisons of Beta values (stan-
dardized regression coefficients) show that psr capita
income was en important factor (Beta = .448) before reform
and that districts with higher per capita income tended
to raise their tax rates. Beta values for other incoms
messures a&s shown in Table 1.1 are relatively small {less
then .1). However, after the reform, relationship between
per capita income and change in tax rate weoakened (Beta =
.128). Table 1.2 also shows that the per cent of families
over $25,000 income had e negative impact on tax rate

changes after reform.

Effect of Education:

Two measures of education level of the residents
of school districts were included in the model; per cent
of adult (25 or over) population with college education
and per cent With below elementary education. Per cent of
college educated population was a negative factor in
reising tax rates before reform (Beta = .12li). However,
it was a positive factor in raising tax rates after re-
form (Beta = .329), as shown in Table 1.2. Per cent of
population with less than elementary level education had

little impact on tax rates before reform and negative

impact after reform (Beta = «.105).
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Effect of Occupation:

Table 1.1 shows that per cent of employed popula-
tion in professional and managerial occupatiocon had a
strong positive impact on tax rate changes before reform
(Beta = .L98}. However, the same variable showed littie
or no impact on tax rate changes after reform. Per cent
of blue collar workers affected tax rate changes before
and after reform in the positive direction.

Effect of Percentage of
Owner Occupied Housing:

This variable with Beta equal to -.215 was an
important factor before reform as well as after reform
(Bete = -.101). Districts with highef percentage of owner.
occupied housing tended to increase their tax rates by
smaller amounts or were more inclined to decrease the tax

rates before and after reform.

Effect of Operating Tax Rate:

Districts with high tax rates were strongly in-
clined to reduce their tax rates after the reform (Beta =
-.430). This tendency was not nearly as strong before
peform. Level of the operating tax rate in 1973 was the
biggest single factor affecting change in tax rate after

reform.
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Other Variables:

Equalized assessed valuation per pupil, per cent
of population age 6 to 18, and per cent of non-white
population were also included in the socio-economic model
for elementary school districts. However, none of these
variables showed much effect on changes in tax rates be-

fore or after reform.

Socio-economic Interaction Model

A two-way analysis of variance was conducted using
tax rate change as a.criterion variable and equalized
assessed valuation per pupll and median family income as
the two main factors. |

In Tables 1.3 and i.h are displayed the weighted
means of changes in tax rates before and after reform for
nine groups of elementary school districts sorted by
combinations of low, medium, and high values of equalized
assessed valuation end median family income. Befors re-
form, the biggest increases in tax rates were in high
wealth, medium, and high income elementary school districts.
The smallest increase in tax rates before reform were in
low or medium wealth, high income school districts.

Means of after reform changes in tax rates afe
displayed in Table 1.4. The biggest increases in tax ratss

after reform were in high wealth, low income districts and
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medium wealth, low and medium income districts. The re-
ductions in tax rates were only in low and medium wealtlh,

high income groups of elementary school districts.

Fiscal Response Model

Results of regression analysis using fiscal

response model are presented in Tables 1.5-and 1.6.

Effect of Per Cent Change
in Pupil Count:

Changes in weighted pupil count were negatively
assocliated with changes in tax rates before reform. How-
aver, after reform the growth in weighted pupil count was
positively assocliated with rising tax rates. In other
words, before reform, districts with declining enroll-
ments tended to raise their tax rateé, but after reform
they tended ﬁo lower the tax rates.

Effect of Per Cent Change
in Per Pupil Wealth:

Before and after reform, elementary districts with
high percentage increasss in equalized assessed valuation

per pupil had a tendency to lower the tax rates.

Effect bf Per Cent Change
in Revenue Due to State Aid:

Both before and after reform, slementery districts

with high percentage increase in total revenues per pupil
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due to increase in state aid showed a tendency to lower
the operating tax rates.

Effect of Per Cent Increase
in Total Reverme:

Per cent incredse in total revenue was positively
associated with increase in tax rates before and after
reform. However, the relationship was wesker in the after

reform pericd.

High School Districts

Results of analysis for high school districts are

presented in Tables 2.1 to 2.6.

Scociop=-economic Linear-Modél

Results of regression analysis for socio-economic
linear model for high school distficts are presented in
Tables 2f1 and 2.2. The effects of various socio-scononmice
variables on changes in tax rates before and after reform

are as follows.

Effect of Income:

Before reform high school districts with high
median family income and those with high per capita income
inereased their tax rates more than the districts with low

medign. family income or per capita income. Higher
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percentages of femilies with high income (over $25,000)
had a negative impact on tax rates. Also, higher per-
centages of low income families (under $5,000) had a nega-
tive impact on tax rates beforerreform.

After reform relationships of various measures of
income with tex rates were somewhat mixed. Median family
income and pef capite income showed exactly opposits
effects on tax rate changes. Table 2.2 shows that high
median family income in high school districts helped to
inerease tax rates. A high percentage of low income
families was associated with reduction in tax rates after
reform just as it was before reform., However, a higher
percentage of high income families showed positive impact
on tax rates aftef reform whereas it had negative impact

before reform.

Effect of Education:

Higher percentage of college educated adults was
associated with tax rate increase before reform. This
.effect was substantially weakened in the after reform
pericd. Howevér, the negative impact of percentage of low
education (elementary or less) families on high school
district tax rates was stronger in the after reform time

period.
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Effect of Oc¢cupation:

Higher percentages of professicnals and blue
collar workers were associated with decline in tax rates
before reform, and these relationships became stronger

after reform.

Effect of Cwner Occupied Housing:

This variable Was.an important factor affecting
negativeiy the tax rate changes after reform although it
did not have much impact on tax rate changes before re-
form, After reform, higher percentage of owner occupied
housing was éssociated with decline in tax rates among
high school districts,

Effect of Population
Age 6 to 18:

This variable showed strong negative impact on tax

rate incresss before and after reform.

Effect of Operating Tax Rates:

In beoth before and after reform periods high
school districts with high operating tax rates showed a
strong tendency to decrease the tax rates rather than in-

crease themn.
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Effect of Other Variables:

The negative relationship between tax rate in-
crease and equalized assessed valuation per pupll became
stronger in the after reform period. The positive rela-
tionship between tax rate increase and non-white popula-
tion changed into & wesk negative rolationship. The nega-
tive impact of percentage of urban populaticn on tax rates

became weaker after rsform.

Socio-economi¢ Intersction Model

Weighted group means of changes in tax rates in
high school districts before reform are presented in
Table 2.3. The biggest increases In tax rates before re-
form wWerse in two groups--one with high wealth and low
income and the other with high wealth and high income.

The smallest increase in tax rate was in the low wealth,
low income group. One group with medium wealth and medium
inceme showed a slight reduction in tax rates before re-
form.

Table 2.4 shows that after reform there was en
overall reduction in tax rates in high school districts.
The biggest reductions-were in low or medium weglth and
high income groups. Two groups showed increased tax rates
after reform. Thess were the high-wealth~high-income and

high-wealth-low-income groups.



37

Fiscal Response Model

Results of the analysis of changes in tax rates of
high school districts using the fiscal response model are
presented in Tables 2.5 and 2.6.

Effect of Per Cent Change
in Pupil Count:

This variable showed no effect on changes in tax
rates before reform. After reform, increase in pupil
count was associated with small increase or reduction in
tax rates.

Effect of Per Cent
Increase in Wealth:

Per cent increase in squalized assessed valuation
per pupil had a strong negative impact on increase in tax
rates before reform. The impact, although negative, was
reduced in strength after reform.

Effect of Per Cent Increasse
in Revenue Due to State Aid:

The substitution effect of increased state aid in
reducing tax rate increases was stronger before reform

than after reform.

Effect of Per Cent Increass
in Total Revenue:

The tendency to increase tax rates to support in-

creases in per pupil expenditures was stronger before
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raform than after reform.

Unit Districts

Results of the analysis of tax rate changes before
and gfter reform in unit districts are presented in

Tables 3,1 to 3.6.

Sceico-economic Linear Model

Results of multiple regression analysis for sccio-
economic linear model of tax rate changes before and after
reform are shown in Tables 3.1 and 3.2. The effecta of
various soclo-economic variables on changes in tax rates

are described in the following.

Effect of Incqme:

Different measures of income show different impact
on tax rates in unit districts. Median fémily income had
a positive relationship with tax rate increases before
reform and this relationship was sven stronger after re-
form. Per capita income, on the other hand, had a weak
negative relationship with changes in tax rates before re-
form and that negative relationship became stronger after
reform. High percentage of families with income over
$25,000 was assoclated with high amounts of increases in
tax rates before reform, but this relationship was re-

versed after reform. Per cent of families below $5,000
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income had little impact on changes in tax rates before
reform but had a positive relationship with changes in tax

rates after reforn.

Effect of Education:

High percentage of adults with college education
was asgsocigted with high increments in tax rates before
reform and the effect was opposite after reform, But,
these relationships before and after reform were rela-
tively weak. Percentage of adults with elementary or less
education had a strong positive relationship with increase
in tax rates before reform, but the relationship in the

after reform period was.substantially weaker.

Effect of Occupation:

High percentage of blue collar workers was associ-
ated with high amounts of inerease in tax rates before re-
form but the effect was exactly opposite in the after
reform period. Percentage of professional pecple did not
seem to have any effect on changes in tax rates before or

after refornm.

Effect of Owner Occupied Housing:

In unit districts, this variable had a sirong.
negative impact on tax rate increasses before reform, but

it changed into a positive factor after reform.
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Effect of Population
Age 6 to 18:

After reform, unit districts with high percentage
of schocl age population resisted tax rate inereases,
whereas before reform percentags of school age population

had no impact on tax rate chaﬁges.

Effect of Operating Tax Rates:

Unit districts with high operating tax rates
oppesed increases in tax rates before and after reform.
This tendency was particularly strong in the after reform

period.

Effect of Non-White Population:

High percentage of non-white population was asso-
ciated with small increases or reductions in tax rates
before reform, but the relationship reversed in the after
reform period and high'percentaga of non-white populsation
was associated with high amounts of tax rate increase

after reform.

Effect of Wealth:

BEqualized assessed valuation per pupil had a wesk
negative relationship with tax rate changes before reform.
But it had a positive impact on increase in tax rates

after reform.
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Effect of Urban Population:

Before reform urban unit districts had relatively
smaller increments in tax rates. After reform, urban unit
districts had larger increments in tax rates or had

smaller reductions.

Socio~sconomic Interaction Model

Table 3.3 shows that before reform, there was a
substantial increase in tax rates in most of the dis-
tricts. The biggest increase in tax rates was in the
medium-wealth-medium-income group. The smallest indraase
was in the high-wealth-medium-income group. The tax rates
in high-wealth-high-income group actually declined during
the period before reform.

Table 3.Li shows that the tax rates in unit dis-
tricts generally increased to a smaller extent after re-
form. The largsst gains were in districts with high
wealth and medium income end those with high wealth and
high income. The sﬁallest increase in tax rates was
shown by districts with medium wealth and medium income

and those with low wealth and high or medium income.

Fiacal Response Modsl

Results of the analysis of changes in tax rates of

unit districts using the fiscal response model are
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presented in Tables 3.5 and 3.6.

Effect of Per Cent Change
in Pupil Count:

Per cent change in pupil count had very little
impact on change in the rates before or after reform.

Effact of Per Cent
Increase in Wealth:

There was a strong negative relationship between
per cent change in equalized assessed valuation per pupil
and increase in tax rate before reform. After reform the
relationship was negative and weak.

Effect of Per Cent Change in
Revenues Due to Change in State Ald:

Increased state aid resuited in local tax relief
for unit'school_districts either in the form of actual
reductions in tax rates or smaller increases bsfore and
after reform.

BEBffect of Per Cent
Change in Revenue:

Need Lo maintain or increase expenditures per
pupil was a strong positive factor in increasing tax
retes by higher amounts before reform. However, the im-
pact was not quite so strong in the aftér reform time

periocd,
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Summary. of Empirical Evidence
and Conclusions

From the empirical evidence described in previous
sections the following concluslons are drawn:

1. The amount of increase in taex rate was lower
after reform than it was before reform. Additional evi-
dence is shown in Table 4.1.

2. Districts with high tax rates increased their
tax rates by smaller amounts than districts with low tax
ratea. This tendency was stronger in the after reform
period.

3. From the cross-classification tables it is
clear that districts with high equalized assessed valuation
per pupil increased their tax rates by greater amounts than
those with low property valuations.

L. From the cross-classification tables in the
following section it may be concluded that the districts
in the category of low income and low assessed valuation
increased their tax rates by smaller amounts than the
overall average.

5. From the results of the socio-economic linear
model it seems that income, education, and occupatibn were
important determinants of tax rates. However, no clear
pattern of the impact of these variables on tax rate changes

can be established from these results,
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6., From the fiscal response model it may be con-
¢luded that increase in property valuation and substantial
inecrease in state aid tend to put downward pressure on
local tax rates, while increase in eipenditures tends to
put upward pressure on tax rates.

7. The effect of change in enrollment on changs
in tax rate was mixed. In elementary districts increases
in enrollment helped increase tax rates, while in.high
school districts it had the opposite result and in unit

districts it had little effect on changes in tax rates.
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WEIGHTED MULTIPLE REGRESSION ANALYSIS OF TAX RATE CHANGES
ELEMENTARY SCHOOL DISTRICTS
SOCIO-ECOROMIC LINEAR MODEL

BEFORE REFORM

Variables Regregssion BETA
Coefficient
Median Family Incone 0.000229 0.00558
Per Capita Income 0.053580 0.Lh481kh
Per Cent Urban Population ~0.000842 -0.17441
Par Cent Over $25,000 Income 0.01058 0.00662
Per Cent Under $5,000 Income 0.155905 0.08299
Per Cent Over College -0.16712 -0.12353
Per Cent Under Elementary 0.043386 0.03328
Per Cent Professional 1.089616 0.49835
Per Cent Blue Collar Workera 0.315712 0.31308
Par Cent Non-White 0.039032 0.03417
Per Cent Children 0.113461 0.01782
Per Cent Owner Occupied Housing -0.248942 -0.2152L
gomie Tmle e oowm oo
EAV/TWADA -0.248942 -0.2152l

Beginning of the Period
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WEIGHTED MULTTPLE REGRESSION ANALYSIS OF TAX RATE CHANGES
'ELEMENTARY SCEOOL DISTRICTS
SOCIO-ECONOMIC LINEAR MODEL

AFTER REFORM

Variables Regression BETA
Coefficient
Median Family Income 0.000959 0.02091
Per Capita Income 0.017251 0.12789
pgr Cent Urban Population -0.0004k0 -0.08150
Per Cent Over $25,000 Income -0.245168 ~-0.13696
Per Cent Under $5,000 Income -0,071676 -0.03407
Por Cent Over College 0.498161 0.32882
Per Cent Under Elementary -0.1540L48 -0.10551
Per Cent Professional -0.055636 -0.02272
Per Gent Blue Collar Workers 0.305991 0.27097
Per Cent Non-White -0.03336L -0.,02608
Per Cent Children -0.286559 -0.04020
Per Cent Owner Occupied Housing -0.130928 -0.10109
gporating Tax Ratg st the osesse  -03okT
EAV/TWADA -0.130528 ~0.1.0109

Beginning of the Period
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TABLE 1.3

WEIGHTED MEANS OF TAX RATE CHANGES BY WEALTH AND INCOME
ELEMENTARY SCHOOL DISTRICTS
SOCIO-ECONOMIC INTERACTION MODEL
BEFORE REFORM

Wealth
Incons Row
Means

Low Medium High

<23093 >32685
Low a
LY Ly 0-0770(120) 0.0455(49)  0.0726(47)  .0636
Medium  0.0725(39)  0.0796(43) 0.1680(30) . 0996
High
>10y,781 0.0207(03) 0.0421(17) 0.1648(22) .093h
Column '
poiomm  .0727(152) .0596(109)  .1484(99)  .0870

Ajumbers in parentheses equal number of districts
in the group.
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WEIGHTED MEANS OF TAX RATE CHANGES BY WEALTH AND INCOME
ELEMENTARY SCHOOL DISTRICTS
SOCIO-ECONOMIC INTERACTION MCDEL

AFTER REFORM

Wealth
Incomse Row
Means
Low Medium High
<23,093 >32,685
Low : e '
<11,L0k 9.0581;(110) 0.0889(49) 0.1467(47) .0852
Medium 0.0331(39) 0.0860{L3) 0.0620(30) .061.5
e -0.0005(03)  -0.0287(17)  0.0193(22)  -.0016
Colum '
Means .0430(152) .0591(109) .0636(99) .0553

in the group.

fNumbers in parentheses equal number of districts
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TABIE 1.5

WEIGHTED MULTIPLE REGRESSION ANALYSIS
OF CHANGES IN TAX RATES
ELEMENTARY SCHOOL DISTRICTS
FISCAL RESPONSE MODEL
BEFORE REFORM

Variables Regresgsion BETA
Coefficient
Per Cent Change in Pupil Count -0.000565 -0.,06129
Per Cent Change in Wealth -0.001082 -0.16781
Per Cent Increase in Revenue -0.002976 -0.22052

Due to Increase in State Aid

Por Cent Increass in Revenue
(State and Local) 0.000405 0.15453
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TABLE 1,6

WEIGHTED MULTIPLE REGRESSION ANALYSIS
OF CHANGES IN TAX RATES
ELEMENTARY SCHCOL DISTRICTS
FISCAL RESPONSE MCDEL
AFTER REFORM

Variables Regression BETA
Coefficient
Per Cent Change in Pupil Count 0.002l431 0.1743
Per Cent Change in Wealth -0.001226 -0,14963
Per Cent Increase in Revenue ~0.001545 -0.14785

Due to Increase in Siate Aid

Per Cent Increase in Revenue
(State and Local) 0.000158 0.08930




TABLE 2.1
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WEIGHTED MULTIPLE REGRESSION ANALYSIS OF TAX RATE CHANGES
HIGH SCHOOL DISTRICTS
SOCIO~-ECONOMIC LINEAR M(ODEL

BEFORE REFCRM

" Beginning of ths Period

Variables Regression BETA
Coefficient
Msdian Family Income 0.043971 0.7h861
Per Capita Incoms 0.023553  0.14565
Per Cent Urban Population -0.000822 -0.10515
Per Cent Over $25,000 Income -1.76L772 -0.85699
Per Cent Under $5,000 Income ~0.204458 -0.07142
Per Cent Cver College 1.443907 0.79863
.Per Cent Under Elementary -0.053271 -0.02837
Per Cent Professional -1.270179 -0.41126
Per Cent Blue Collar Workers -0.229395 -0,16478
Per Cent Non-Whits 0.4 64670 0.14704
Per Cent Children -2.273151 -0.22193
Per Cent Owner Occupied Housing -0,012215  -0.00637
geerating Tax facg at tne 0350281 -0.65095
EAV/TWADA -0.001212 -0.09295




TABLE 2.2
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WEIGHTED MULTIPLE REGRESSICON ANALYSIS OF TAX RATE CHANGES
_ HIGH SCHQQL DISTRICTS '
SOCIO~-ECONOMIC LINEAR MODEL

AFTER REFORM

Variables Regresssion BETA
Coefficient
Median Family Income 0.038723 1.07836
Per Capita Income -0.12,,988 -1.26427
Per Cent Urban Population ~0.000104 ~0.02185
Per Cent Over $25,000 Income 1.742L0 0.93271
Per Cent Under $5,000 Income -0.075513 -0.04315
Per Cent Over College 0.081260 0.07352
Per Cent Under Elementary 50-2780hh -0.2h222
Per Cent Professional ;l.h06107 -C. 74468
Per Cent Blus Collar Workers ~0.205193 -0.24110
Per Cent Non-White ;0.122068 -0.06318
Per Cent Children -2.328886 -0.37191
Per Cent Owner Occupied Housing -0.34808% 40.29679
gperating Tas Rats ay sho os0ske  -0.57876
EAV/TWADA ~0.001002 -0.13632

Beginning of the Pericd




53

TABLE 2.3

WEIGHTED MEANS OF TAX RATE CHANGES BY WEALTH AND INCOME
HIGH SCHOOL DISTRICTS :
3Q0CIO-ECONOMIC INTERACTION MODEL
BEFORE REFORM

: Wealth
Income . Row
o Means

Low Medium High
<)}7,086 >61,950

Low a '
<§1,77h 0.0426(37) 0.0544(20) 0.1893(27)  .0843
Medium 0.0565(10) -0.0040( 1) 0.1329(06)  .OL16
High '

>1,,817 0.0755(01) 0.1317(04) 0.1711(05) L1417
Columr _ '

Moans .0515(148) .0465(38) .1631(38)  .0765

SNumbers in parentheses equal number of districts
in the group.



TABLE 2.l

S

WEIGHTED MEANS OF TAX RATE CHANGES BY WEALTE AND INCOME

HIGH SCHOOL DISTRICTS

SOCIO-ECONOMIC INTERACTION MODEL

AFTER REFORM

Wealth
Income Row
Means
Low Medium High
<]_|_7,0’86 >61,950
Low a
<11,77h -0.0179(37) -0.0330§20) 0.0260(27) -.0120
Medium  -0,0366(10)  -0.0651(14)  -0.035L(06) -.0503 -
High _ _ ' i
>1k,817 ~0.1087(01) 0.0727(0k) 0.0352(05) .0375
Columm |
Means -.0321(48) -.0594(38) .0063(38)  -.0355

in the group.

a'Numbe:r‘s in parentheses equal number of districts



55

TABLE 2.5

WEIGHTED MULTIPLE REGRESSION ANALYSIS
OF CHANGES IN TAX RATES
HIGH SCEOCL DISTRICTS
FISCAL RESPONSE MODEL
BEFQORE REFORM

Variables Regression BETA
Coefficient
Per Cent Change in Pupil Count 0.000321 0.02521
Per Cent Increase in Wealth -0.007903  ~-0.55378
Per Cent Increase in Revenues -0.011031 -0.30601

Due to Increase in State Aid

Per Cent Increase in 1
Total Revenue 0.008878 0.95412
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TABLE 2.6

WEIGHTED MULTIPLE REGRESSION ANALYSIS
OF CHANGES IN TAX RATES
HIGH SCHOOL DISTRICTS
FISCAL RESPONSE MCDEL
AFTER REFORM

Variables Regression BETA
Coefficient
Per Cent Change in Pupil Count -0.,003238 -0,30L47
Per Cent Increase in Wealth ~0.001771 -0.17620
Per Cent Increase in Revenues -0.000096 ~0.01295

Due to Increase in State Aid

Per Cent Increase in
Total Revenue 0.000511 0.27424




TABLE 3.1
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WEIGHTED MULTIPLE REGRESSION ANALYSIS OF TAX RATE CHANGES

UNIT DISTRICTS
SOCIO-ECONOMIC LINEAR MODEL
- BEFORE REFORM

Beginning of the Period

Variable Regression BETA

‘ Coefficlient
Median Family Income 0.094536 0.4,8164
Per Capita Income -0.059808 -0.09122
Per Cent Urban Population -0.001008 -0.1175h
Per.Cent Over $25,000 Income 3.18268 0.21957
Per Cent Under $5,000 Income 0.165840 0.03915
Per Cent Over Cdllege 0.631576 0.10h32
Per Cent Under Elementary 1.54909 0.43435
Per Cent Professional -0.580112 -0.0804L

" Per Cent Blue Collar Qorkers 0.586920 0.15922

Per Cont Non-White -0.225611 -0.13380
Per Cent Children -0.27091L -0.01795 .
Per Cent Owner Occupied Housing -1.342330 -0.91770
rezating Tax fave a: tho o.3%6k02  -0.32952
EAV/TWADA ~0.005291 ~0.08106




TABLE 3.2
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WEIGHTED MULTIPLE REGRESSICN ANALYSIS OF TAX RATE CHANGES

UNIT DISTRICTS

SOCIO-EGONOMIC LINEAR MODEL

AFTER REFQRM

Variable Regression BETA
Coefficient
Median Family Income O,lOBh?B c.81708
Per Capita Incoms -0.097201 ~0.22976
Per Cent Urban Population 0.000946 0.17095
Per Cent Over $25,000 Income -1.129545 -0.12078
Per Cent Under $5,000 Income 0.711148 0.26017
Per Cent Over College -0.273923 -0.07012
Per Cent Under Elementary 0.271637 0.11804
Per Cent Professional -0.059009 -0.01268
Per Cent Blue Collar Workers -0.837555 -0,3521L
Per Cent Non-White 0.4,06219 0.37336
Per Cent Children -2 .08.867 -0.21406
Per Cent Owner Occupied Housing 0.428152 0.L5366
perating Tax Rae at the 0.520721  -0.63780
EAV/TWADA 0.007585 0.18279

Beginning of the Period
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TABLE 3.3

WEIGHTED MEANS OF TAX RATE CHANGES BY WEALTH AND INGOME
UNIT DISTRICTS
SOCIO-ECONOMIC INTERACTION MCDEL
BEFORE REFORM

Wealth

Income Row
' Means

Low Medium High

<16,54k >20,§82
Yoo 0-1126(91)%  0.1418(56)  0.1709(51) 1350
- Medium 0.2005(26} 0.5293(19) 0.0709(39) L 56l
Highsp  0.1318(13)  0.1618(16) -0.0504(29)  .0430

Columm

Moans .1405(130) L4862(91) L0L67(159) .3309

Numbers in parentheses equal number of districts
in the group.
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TABILE 3.4

WEIGHTED MEANS OF TAX RATE CHANGES BY WEALTH AND INCOME
UNIT DISTRICTS
SOCIO-ECONOMIC INTERACTICN MODEL
AFTER REFORM

Wealth
Income Row
| Means
Low Medium
<16, 5lk ~20 882
Low _ a2
<9,400 0'071u(91? 0.0465(56) 0,1216(91) L0794
Medium 0.0399(26)  0.0176{(19)  0.3834(39) .0568
High
10,822  0+0263(13) 0-11h8§16) 0.2011(29) .1372
Columm
Means .0523(130)  .0257(91) .2355(159)  .0757

S umbers in parentheses equal number of districts
in the group.
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TABLE 3.5

WEIGHTED MULTIPLE REGRESSION ANALYSIS
OF CHANGES IN TAX RATES
- UNIT DISTRICTS
FISCAL RESPONSE MODEL
BEFORE REFORM

Variables Regression BETA
Coefficient
Per Cent Change in Pupil Count -0.000097 -0.01705
Per Cent Change in Wealth -0,025724 -0.86658
Paer Cent Change in Revenues ~0.0l210l ' -0,87897

Due to Change in State Aid

Per Cent Change in Revenues
{State and Local) 0.036985 1.6660L
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TABLE 3.6

WEIGHTED MULTIPLE REGHESSION ANALYSIS
OF CHANGES IN TAX RATES '
UNIT DISTRICTS
FISCAL RESPONSE MODEL
AFTER REFORM

Variables Regression BETA
Coefficlent ‘
Per Cent Change in Pupil Count 0,000779 0.02746
Per Cent Change in Wealth -0,001888 -0.08h27
Per Cent Change 1n Revenues -0.005511 ~0.49320

Due to Change in State Aid

Per Cent Change in Revenues
(State and Local) 0.000695 0.13975




TABLE 4.1

AVERAGE CHANGES IN TAX RATES
BEFORE AND AFTER REFORM

Before Af'ter
Reform Reform

Elementary Districts . 0870 .0553
High School Districts .0765 -.0355

Unit Districts ' 3309 .0757

——— e A et T s e B e N
e —e—— ==




IV. QUALIFICATICNS AND LIMITATIONS

Caution must be used in extending the results of
this study to the "reward for sffort" systems of school
finance in cother states. While we feel the results of the
emplrical analysis will be of use to states other than
I1linois, no two state "reward for effort" systems are
jdentical. Caution alsoc must be exercised in generalizing
the results over a longer period of time in Illinois. The
reasons for this caution are the following short-term
phenomena existing during the three-year period after re-
form: |

1. The amount of state aid distributed by the
formula went up by three hundred and seventy-one million
4oliars in the three years following the reform. This in-
crease in the amount of state ald must have affected the
pattern of tax rate changes.

2, Many districts exerting high tax rates were
restricted in taking-fuli advantage of "reward for effort”
because the maximum amount of increase in state aid was
1imited to 25 per cent annually. The districts that could
not even get full benefilt of their past effort saw no "re-

ward® in any new "effort."

6ly
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3. The "reward for effort™ part of the formula
had maximum iimits of tax rates beyond which no additional
state aid was paid for additional effort. Also, the re-
form of 1973 had a rollback provision that would force the
districts %o cut their taxes back to the prescribed
1imits. This provision had meny "escape hatches" built
into it, and the provision was 1aﬁer repesled entifely.
However, it is conceivable that it scared some districts
out of extra tax hikes that would have teken place if the
rollback provision had not been in the law in the first
three years after the reform was passed.
Recause of thess reasons, we feel that the full impact of
the reward for effort provislon in the Illinois school
finance systém will not be c¢lear until the tax data for a
fow more years are available. We therefore recommend that
the Illinois Scheool Problems Commission repeat this study
using data from the fourth and fifth years of the post-
reform pericd. Our experience in Illinois shculd also
alert other researchers who are attempting to0 assess the
effects of DPE systems to the hard fact that it may take
mich longer to observe the effects of these systems than 1s
commonly thought., Future research designs need to give
special consideration to this matter of "time lag" in

assessing the effects of grant-in-aid prégrams.



V. LEGISIATIVE IMPLICATIONS

As this study was being brought to a ¢lose, the
decision of the Court of Common Pleas in Hamilton County,

Ohio, became available in Illinois. Cincinnati vs. Walter

(formerly Cincinnati vs. Egsex) makes this study even more

relevant than we believed when wWe first proposed the topic
to the National Council of State Legislatures, While this
decision is still on appeal in Ohio, it seems useful never-
theless té quote liberally from that decision for the bene-
f£it of Illinois legislators. The Ohio court found that:

No rational basis exists for discriminating against®
school children based on the extent to which the
residents of a school district value education. . ..
Moreover, equality of educational opportunity will
be defeated by any financing formula which relates
sducational resources to any consideration except
educational needs and costs [emphasis ours]. o
Teke tho level of educational opportunity available
in a district dependent upon the level of interest
in education which exists in the school district is
as inequitable as it would be to make it depend
upon the wealth of the district. . . . The Court
also finds that squalizing the tgxing capacity of
school districts, rather than equalizing the educa-
tional opportunities of school districts, is inimi-
cal to the concept of equality of educational
opportunity. . . . The Court concludes, as a matter
of law, that rewarding local tax effort is a consti-
tutionally unacceptable reason for sustaining a dis-
criminatory school finance system. In the matter of
education, the obligation of the General Assembly
extends to the school children, not to the taxpayers.
Rducation, not tax equity, is guaranteed by ths Ohio

66
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Constitutioen. Thus, neither a compelling atate
interest nor a rational basis can be found in that
rationale.(19) '

The Court then concludes the long, 389-page decision with:

The evidence shows that a great many school chil-
dren, who live in the low wealth districts which
chronically fail to pass school tax levies, have
been consigned by the General Assembly to continue
to receive substandard educational opportunities
for 23 long as they attend public schools. . . .
Thus 0.R.C. # 3317.022, which contains the "reward
for effort" feature of the law, enacts a pernicious
denial of the right to equal sducational opportu-
nity [emphasis ours] guaranteed by Article VI, 2
of the Ohio Constitution. Neilther a compelling
state interest nor any rational basis supports it,
and the Court concludes that 0.R.C. # 3317.022 vio-
lates the equal protection clause of Article I, # 2
of the Ohic Constitution and therefore is void and
of no effect.(20)

Thus in at least cne state in the Union "reward for effort,”
the subject of our inquiry here, has beeﬁ-tried and found:
consﬁitutionally wanting.

The authors of this study are not quite as con-
vinced, as was the Ohio Court, that the evidence against
the reward for effort provision, at least in I1linois, is
absolutely conclusive. At any rate, for the technical
réaaons indicated throughout this study, it has not besn
possible for us to show that low income districts are al-
ways, end in 211 cases, discriminated against by the reward
for effort provision. Nevertheless, the evidencs provided
in the earlier Yang snd Chaudhari study,(21) plus the evi-
dence indicated now in the empirical porticn of this

study, has convinesd us that a problem exists in low
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property valuation/low income districts relative to reward
for effort. Acting on that conclusion we shall, in this
final section, outline five strategies the General Assem-
bly of Illinois might follow if either of two conditicns
come to pass: (1) the General Assembly decides of its own
volition that they want to do something about the reward
for effort provision, or (2) that in the near future an
Illinoia Court reaches the same conclusion that the Ohic
Court did, e.g., that "reward for effort" is repugnant to
the state constitution.. We are very much aware that
neither the Court nor the Legislature in Illinois can wait
until school finance researchers obtain conclusive proof
relative to the reward for effort provision. The search
for "justice™ in school finance policy is much too pas-
sionate an affair to brook any delay of that kind. Either
the Legislature or the Courts may chcose to act on what
partial evidence we have at this point in tims.

Each of the approaches suggested below would have
to be computer simulated and the costs of each alternative
to the state computed before one'coﬁld'get down to the
drafting of new legislation. If the School Problems Cdm-
mission wishes, the Center at ISU ls prepaered to assist In
this, and we fesl sure that the ataff of the Illinois
O0ffice of Education would cooperate as they always have in

the past. The basic problem appears to be the strong
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sugpicion, now partially supported by reseafcb, that low
property valuation/low income districts can not inerease
their tax rates enough to take full advantage of the re-
ward for effort slement in the grant-in-aid formmla. The
strategies outlined below are therefore all éimed at
essisting these districts. Let us be open about this
matter, however. Most of the strategies below would give
these poor districis a "break,”™ relative to the wealthier
districts. In the terms we were using in the first part
of this study, we would be giving "unearned” advantages to
the poor districts while still requiring the wealthy dis-
tricts to continue to "earn" their state aid by passing
tax referenda.

The first strategy the General Assembly has is to
simply abolish the reward for effort factor. This is, of
course, the most drastic of the five strategies. School
districts which currently profit from reward for effort,
or especially those districte which hope to profit from
reward for effort in the future, might be expected to
oppose the repeal of the provisicn. In our judgmeﬁt that
would include many suburban districts. There are at
least two tactical possibilities within this first atrate-
gy. The General Assembly could simply mandate a local tax
rate up o the current meximum levels which the state will

match in the present formula. Given the very unpopular
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nature of the property tax we think this an unlikely tac-
tic. If the history of the state-mandated tax rates 1n
the foundation system 1s any guide, state legislatures
have often been reluctant to adjust local property tax
rates from the state capital without local voter approval.
This tactic would be popular with a good many school
people of course, since it would yield revenues from the
local side as well as from the state side. A second tac-
tic would be to substitute a "computational®™ tax rate at
the level of the maximum rates now in the formula. Since
this_“computational“ rate would be neither the real tax
rate nor a state-maﬁdated rate, the local revenues would
not be increased, but state revenues would be increased.
This secénd tactic seems more plausibls than the first.
Regardless of the tactlc selected in removing the reward
for effort factor, what will remain when reward for effort
is removed is a foundation or Strayer-Haig-Mort system and
should. be expressed in those terms, 1In short, removal of
the reward for effort factor would return Illinois to fhe
kind of grant-in-aid system it had for forty-six years.
However, othser aspects of the 1973 roform--for exampls,
the weighting for title one eligible students--could be
left in the law.

The other four strategies all retain the reward

for offort factor but modify the factor in some fashion.
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A second strategy, for examples, would be to allow local
boards of education the right to tax to the maximum rates
used in the forrmula by board action alons. indeed, when
the "resource squalizer™ was first proposed to the General
Assembly 1t was fashionéd in exactly this form. However,
the "Jacksonian" tradition runs strong in the middle west
and it igs doubtful that the General Assembly would give
this amount of taxing power to local board members. Also,
if economic factors are really produéing the inebility to
raise the tax rates in the low property valuation/low in-
come districts, then moving from referenda control of
rates to board control of rates may not solve much of the
problem. The elected representatives of the voters would
be under the séme scononmic pressures that are present now
in referenda.

The third strategy uses the notion of a “computa-
tional'réte“ but uses it only for the advantage of poor
districts, There are almost limitless permmtations and
combinations here. For example, one could substitute the
average tax rate in the state for the actual tax rate in
the district for all those districts below the average
property valuation per TWADA and for all districts below
the average income per TWADA. One could require that the
district be below average on both wealth criteria. Some

other point in both wealth distributions might also be
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selected. For exsmple, only the districts in the-bottom

quarter of the property valuation and income distributions
might be so favered with "unearned" state aid increases.
The difficulty with this tactic is that no solid rationals
exists as to which districts should be favored and which
should not,

An interesting variation on this apprcach would
make use of ths regression modsls employed 1n the empliri-
cal study reported sarller. The same regression model
which yielded the Beta weights can also be used to predict
the “expected™ tax rates in districts. Thess regression
models could be altered 3lightly to improve their predic-
tive power and then be used to set a "floor" tex rate be-
low which no distriect would be allowed to drop for aid
purposes, One could create a hypothetical district with
& given income, property valuation, soclo-economic compo-
sition, and so on, and then predict the tax rate expected
in that district. This would become the "floor"™ tax rate
and any district below that rate could use this higher
"floor" to compute its state aid. A different regression
equation would be needed for units, elementaries, and
high school districts. Creating the hypothetical district
involves some arbitrary judgments, but no more so than
simply setting wealth cut-offs below which districts are

allowed to use "computational® tax rates.
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_ Thg;fourth strategy assumes that the problem is
with low income districts, not low property valuation dis-
tricta, and therefore reasons that the solution to the
problem lies in bringing %E,EEESEE,Efifor into the grant-
in-~azid formula. FurthérmOre, this introdﬁction of an in-
come factor should, in our judgment, be done in such a
fashlon as to help income poor districts while not hurting
income wealthy school districts. J. Dan Hou and Warren B.
Carson of the Illinois Office of Education have presented
8 model of this nature.{22) Essentially the Hou-Carson
approach would use the income measurement as a mzltiplier
to inflate the tax rates of low income districts and
therefore guarantee that these low income districts would
partibipata much more fully in the reward fbr effort por-
tion of the grant-in-aid system. Hou and Carson explare
several specifications of income: -per caplta income, per
weighted student income, median family Income, and so on.
Basically their approach is similar to the method by which
the statgmoﬁm3@9§3_33}353_53E2§§;fi income factor into

their grant-in-aid formula. An alternative to the

R T —— )
Hou-Carson approach has been provided by Walter W.

McMahan.(23) McMahon presents a relatively sophisticated
method for dombining property valuations with income into
a new combined measurement of district wealth. OCne method

would convert property assets into an income flow, and
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another alternative would determine the p»resent value of
an income stream. McMahon also introduces his new com-
bined wealth measurement into the 1973 reform legislation,
converting the present measurement of effort, e.g., the
operating tax rate, to an "offective tax rate.™ He uses
the new wealth measurement as the Mability to pay"
sapecification, and provides a compﬁter similation of this
particular proposed reform for all districts in the state.
While McMahon does not specifiéally-endorse this tactie,
the McMahon approach can also be engineered to perform
like the Hou and Carson adjustment; help the income poor,
but not hurt the income rich. The matter of introduction
of an income measurement into the grant-in-aid formula is
too complicated to be dealt with in this study and we have
commented upon the notion elsewhers.(2y) Perhaps it is
sufficient to say that it.is-not immediately obvious where
the votes would come from to bring this introduction about.
Neither m@st suburbs nor most central cities would profit
from the introduction of such a variable into the grant-
in-aid formula. Rural areas would profit, especially
_those in the southern part of the state, but the areas
that profit the most from the introduction of an income
factor do not have the most votes in the Ceneral Assembly.
The factor might, of course, be introduced as a part of

some larger "reform" package.
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The fifth strategy would be to reformulate the

grant-in-aid system into a "two-tier™ type of allocation
gystem. The authors of thié study have discussed this
possibility for Illincis elsewhers.(25) Such a notion is
not new. Various "two™ and "three™ tier grant-in-aid pro-
posals were put forward in the adﬁinistration of former |
governor Ogilvie.(26) The basic idea is to put the founda-
tion system.under'the pfesent "resource equalizer,® and
then progressively raise the foundatiocn Systeﬁ upward
until the "resource equalizer" becomes simply an add-on
over the tép of a relatively high foundation approach.

The chief limitatlon upon this strategy is the cost to

the state. If the present low foundation level of $520 or
something like that figure is placed under the present re-
source equalizer the cost would be very modest, but noth-
ing much would result in terms of the distribution of
funds either. One still might want to do this, since it
would make for a more rational and systematic formula in
Illinois. Raising the foundation level upward, however,
is the part of that strategy that becomes expensive to the
state. Still, if there is any one single grant-in-aid
system endoraed by most "experts" in the nation, it would
probably be this two-tier approach. 'Normally the "pre-
ferred™ model consists of: (1) the high foundation level,

{2) some local initiative add-on, like the "resource



squalizer,” (3) weightings in the general grant-in-aid
formula for pupil educational needs, (L) some method for
" keeping the formula curréht with inflation, and {(5) some
method for softening the effect of declining enroll-

ments.(27) “tWO tier" model has rscently passed the

Missouri 1egislature end the Illinois legislature may well

e — T ———— T T

wish to monitor very carefully the Missouri experience

with this type of grant-in-aid.

None of these strategies are without limitations.
They all run into either political problems or cost Prob-
lems or both political and cost problems. All of the
above strategies do introduce a certain amount of "pater-
nalism" and a loss of "local control.” The first strategy
simply'raises the 1evs1 of state aid,_under ons tactic, or
the level of both state and local funds, under the other
tactic, regardless of whether or not the districts actually
want to do this. The stats, in strategy one, is saying to
most of the school districts thab they are not spending
enough for K-12 education and that the state will substi-
tute its Msuperior wisdom" for their judgment about what
ought to be spent. The other four strategies do leave
the level of educational funding somewhat more to the
local people. The third and fourth strategies are saying
to the property valuation/income poor districts that they

do not know encugh to purchase the right amount of X-12
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education and the state will again exercise its "superior
wisdom" and determine what level of XK-12 education is
"good" for these poorer districts. The fifth stratégy,

at least if carried out as far as many of its proponents
would like.to taks it, would leave the local voters only
the power to decide upon some minor Yenrichment™ of the
educational program, while the state determined the basic
level of funding. All of this may go down rather hard in
a state like Illinois which prides it?g%gxﬂf_ffffi_ﬁffff?l’

local decision-making, and principles of consumer sover-

. e, . e e e
e — — e

eignty. These values apparently command allegiance even
ﬂfin districts that never have enough money to enrich their
program any way.

However, perhaps 2ll five of these proposals are

a logical progression from the past, We have, after all,
seen fit to remove K-12 education from the private sector
and place it in the'public sector largely upon the grounds
that ﬁnderconsumption of education by poor families in
the private sector would cause serious "spillover" effects
in the farm of undereducated and undersemployable adults.
Perhﬁps local control of educaticonal spending deciszions
must be at least partially regulated on the same grounds.
If before we could not afford for a poor family to under-

invest in education, perhaps now we can no longser afford

for a poor school district to underinvest in education.
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The alternative seems to be "local control with a ven-
geance” in which all the rewards go to.those districts
ablé té pass the tax referenda. What happens to the edu-
cation of children in a district that repeatedly refuses’
to pass the necessary referenda and therefore can not
participate properly in the state's "reward for effort”
system? Do these students not have equal rights under the
Fourteéntﬁ Amendment of the federal Constitution and under

the provisions of most state constitutions? Regardless of

the outcome of Cipcinnati vs. Walter, these-questions are
going to remain, The hard fact is that the state can not
allow the unbridled exercise of consumer sovereignty in
the area of K-12 education. If Illinois were & more
sparsely settled rural state,'withllittle dependency of
one district upon another, then perhaps most of the spend-
ing decisions could remain at the lccal level. That
rustic state of affairs has long since passed. When the
products of one school district in Illinois are highly
liksly to live and sesk employment in another school dls-
trict in the state, then clearly the state has the obliga-
tion to see that education in all school disﬁricts is
"gdequate." In an age of intérdependency, the answer to
the questién: "Does a school district have a right to an
inferior level of education if the citizens of that dis-

trict desire that level of education for their children and
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their neighbors' children?" is, in all probability: "No -.
longer." Unrestricted local contrcl of educatiocnal spend-
ing was appropriate for an Illinois that was more rural, L
more isolated, and perhaps.more individualistic. It is
not appropriate for an Illinois that is more urban, more }
interdependent, and more egalitarian. | ;

Five years ago the Phi Delta Kappa national comﬁf
mission on alternative designs for funding education con-
cluded that: "The aspiration level of c¢itizens in a local
school district should not be the primary determinant of
the level of funding."(28) We are inclined to agree, and
do therefore recommend that the School Problems Commission
and.the General Assembly explore ways in which the "reward
for effort™ portion of the Illinocis grant-in-aid system

can be mads somewhat less important in the overall funding

system,



POSTSCRIPT

After the body of this study had been written one
of the authors was able to discuss some of these matters
with other school finance researchers at the Ford Founda-
tion/Naticnal Institute of Education conference at Tucson,
Arizona. These joint Ford Foundation/National Institute
of Education invitation conferences, organized by James A,
Kelly and Denis P. Doyle, have proven most helpful in en-
riching all current educational financial research. Two
items in particular should therefore be added to this re-
port. One item deals with an additional strategy for
school finance legislation, and the other dsals with the
fundamentel research design of the project.

James L. Phelps, assoclate stats superintendent of
education for Michigan, pointed out to us that the problem
we have observed in Illincis of low inccme/low property
~valuation districts not being able to take advantage of
the "reward for effort" provision might well be different
in those states that have a "circuit breaker®™ property tax
provision that extends to low income groups., As far as we
know, there is no conclusive empirical proof of this point;

however, it does seem logical that such might be the cass,
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Accordingly, a sixth strategy might be for the Illinois
General Assembly to extend the present property tax Heip-
cuit breaker” from the elderly only, to cover low income
groups as well. This would increase the progressivity of
ihe properﬁy tax and, in additlion, the tax credlt or tax
oxemption given the income poor could, and probably would,
increase the probability that voters in predominately in-
come poor districts would take advantage of the opportunity “
to secure additional state revenues by increasing the local
property tax rate. The "circuit breaker,” properly ap-
plied, might also assist the minority poor in districts
which would probably increase their tax rates anyway, and
therefore might prevent the forced migration of the income
poor from the property valuation wealthy and moderately
wealthy districts. The principal limitation on such a
strategy is the loss of revenue to the state which such a
Meircuit breaker™ would bring about.

_pr—Stephen J. Carrcll, senior economist with the
Rand Corporation, and Phillip E. Vincent, public finance
economist with the Education Commission of the States,
also pointed out to us that the models used in this study,
which employ tax rate chahges as the dependent varisble,
are somewhat different from the models normally employed

by investigators seeking to demcnstrate thé response of

districts to educational finance reformn. The more
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"conventional™ econometric model would employ not tax
rates, but rather revenues per pupil or expenditures per
puplil as the dependent variable, and then seek to construct
a "price™ variable which would be used as a determinant of
expenditures and/or revenues. Frice is often specified
as locally raised revenues divided by local wealth. The
models used here do not, therefore, readily fit into the
"aupply and demend™ frame of reference of standard econgo-
metric orienfed research. There is no particular reason,
of course, that all school finsnce research should be con-
ducted from a standard econometric frame of reference,
As long as the actual tax rate is used in many grant-in-
aid formulas, then it is important to learn the deter-
minants of that variable, both at one point in time, and
the determinants of change in that variable through time.
The full impact of "district power equalization™ cannot
be estimated without this knowledge. We have attempted
to make a small step toward that knowledge here. The
utility of a "price™ concept in education is surely worth
exploration, but that was not the task to which we set

oursslves,
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APPENDIX A
DEFINITION OF TERMS

After Reform: This term refers to the three-year pericd

1973-76 in this report.

Assesssd Valuation: A valuation determined by a govern-

mental unit upon real property and corporate personal
property which provides a basis for levying taxes (see

equalized assessed valuation).

. Average Daily Abttendance (ADA): Cne unit counted for a

pupil who attends school every day for five or more clock
hours that schooi is in session during the compubation
period. The latter may be for the year or the highest six
months. Fractional days of attendance may be counted in
some instances; and certaln exceptions are allowed in the
length of the school day per formal cpinion number eight

as promulgated by the Superintendent of Public Instruction.

Before Reform: This term refers to the three-year pericd

1970-73 in this report.

Elementary School District: A school district that en-

compasses grades pre-kindergarten through eighth grade.
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Bgualized Assessed Valuation: The total value of the real

and corporate personal property of a district as deter-
mined by assessment and applicatien of multipliers, calcu-
latsed, and assigned, by the county board of review and the
Department of Local Government Affairs. Theoretically,
this system of multiplication "equalizes" property assess-

ments throughout the state (see assessed valuation).

High School District: A school district that encompasses

grades nine through twelve.

Operating Tax Rate: A school district’s total tax rate

less the tax rate for Bond and Interest, Rent, Special
Education Construction, Vocational Education Censtruction,

Trangportation, and Capital Improvements.

State Aid Formula: The formulas leglislated by the General

Assembly to survey and to study the problems pertaining to

the public schocls in Illinois,

Tax Rate Limi%t: The tax rabte limit is the méximum tax

rate that the couhty clerk may extend. The General Asgem-
bly authorizes maximum téx rates without referendum. Dis-
tricts may increase tax rates, within limits, subject to
vote approval. A limlted number of levies are allowable

without a tax rate 1limit.

Unit District: A school district that encompasses all

grade levels {K-12). A term used interchangeably with
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a twelve-grade district.

Welghted Average Daily Attendance With Titls I Weightings

(TWADA): This is the sum total of 0.5 times the number of
three-yesar olds, four-year olds, and kindergarten pupils;
1.00 times the number of pupils in greades oﬁe through
eight, 1.25 times the number of pupils in grades nine
through twelve, and the appropriate total weighting for
ESEA--Title 1 eligible pupils depending on the district'’s
per cent of Title 1 eligibles compared to the state aver-

age.



APPENDIX B

DESCRIPTIVE STATISTICS OF SELECTED VARIABLES
. ELEMENTARY SCHOOL DISTRICTS

Variable

Mean

Standard Minimum Maxinmum
Deviation

Median Pamily Income 13092.2

3377.4 L345.0  32675.0

Per Caplta Income 3841.8 1147.9 1279.0 12191.0
Per Cent Urban

Population 85.9 28.7 0.0 100.0
Papr Cent Over

$25,000 Income 8.5 8.6 0.0 61.1
Per Cent‘Under '
$5,000 Income 9.2 7.4 2.3 57.1
Per Cent Over Collegs lH.O 10.2 0.0 57.7
Per Cent Under

Elementary 20.8 10.6 5.3 73.0
Per Cent Professional 16.5 6.3 0.0 . 32.%
Par Cent Blue

Collar Workers L3.6 13.7 10.5 81.6
Per Csnt

Non-White Population b.b 12.1 0.0 95.7
Per Cent Childrén 1h.5 2.2 0.0 alL.l
Per Cent Owner

Occupisd Housing 5.4 12.0 0.0 96.4
EAV/TWADA 1976 33060.9  11350.6 6155.9  77710.3
State Aid/TWADA 1976  527.5 167.1 113.2 952.7
State and Local

Revenues 1976 1169.3 206.9  317.1  2256.3
TWADA 1976 1158.6 163k .4 23.8 15212.6
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DESCRIPTIVE STATISTICS OF SELECTED VARIABLES
EIGH SCHOOCL DISTRICTS

Variable Mean Standard Minimaim Maximmam
Devigtion

Median Family Income 13295.2 3043.3 L798.0 23340.0

Per Capite Income L022.0  1105.L4  1700.0 8160.0

Per Cent Urban

Population 87.5 22.9 0.0 100.0

Per Cent Over

$25,000 Income 9.5 8.7 0.0 L5.1

Per Cent Under _

$5,000 Income 8.8 6.2 3.8 5.0

Per Cent Over College  14.6 9.9 0.6 5.9

Per Cent Under

Elementary - 20.6 9.5 7.2 67.3

Por Cent Professional  16.8 5.8 2.8 29.1

Per Cent Blue |

Collar Workers k2.0 12.8 13.9 7.9

Per Cent Non-White 3.4 S.7 0.0 51.5

Poer Cent Children 1h.2 1.7 8.2 20.9

Per Cent Owner

Occupied Housing 7h .6 9.3 37.8 88.6

EAV/TWADA 1976 58937.1  15063.8 17607.2 12934L.9
- 8tate Aid/TWADA 6

1976 323.0 173.7 59.?. 1269.1

State and Local

Revenues 1976 1323.6 250.1 757.8  2085.8

TWADA 1976 2601.9 3413.8 96.7 23089.1
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DESCRIPTIVE STATISTICS OF SELECTED VARIABLES

UNIT DISTRICTS

Yariable Mean Standard Minimum Maximum
T Daeviation

Median Family Income 10111.2 1421.5 L4778.0  16710.0
Per Capita Inpémef' 3217.3 425.5 1572.0 W34 .0
Per Ceri Urban
Porulation 80.1 32.5 0.0 100,0
Per Cent Over _
$25,000 Income L.l 1.9 0.0 17.2
Par Cent Under
$5,000 Income 17.7 6.6 0.0 52.8
Par Cent Over College 8.3 4.6 0.0 37.7
Per Cent Under
Elementary | 31.6 7.8 0.0 6l .9
Per Cent Professiocnal  12.6 3.9 0.0 38.0
Per Cent Blue
Collar Workers 50.4 7.6 0.0 75.6
Per Cent Non-White 18.5 16,5 0.0 93,0
Per Cent Children 12.6 1.8 0.0 18.6
Par Cent Owner ' -
Occupled Housing 53.8 19.1 0.0 87.2
EAV/TWADA 1976 19860.0 hots.1 2788.8  39828.4
State Aid/TWADA 520.6 108.5  149.5 926.5
1976 /
State and Local _
Revenues 1976 1060.3 06,1 743.8 1,78.4
TWADA 1976 35862.2 10827.2 166.7 6L8326.14
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