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EXECUTIVE SUMMARY

A national desire to ensure that all children learn and achieve to high standards now
poses fundamental challenges to almost every facet of business as usual in American education.
Policy makers and educators are searching for better ways to provide today’s schoolchildren with
the knowledge and skills they will need to function effectively as citizens and workers in a future
society that promises to be increasingly complex and globally interconnected. A key component
of this qu&t involves school ﬁn?pce and decisions about how the $300 billion the United States
spends annually on public elementary and secondary edncatibn can most effectively be rais;d
and used. | |

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

the nation set for itself the goal of educating all children to high standards.

This report argues that money can and must be made to matter more than in the past if the -

nation is to reach its ambitious goal of improving achievement for all students. There are,
however, no ensy- solutions to this challenge, because values are in conflict, conditions vary
widely from place to place, and knowledge about the link between resources and learning is
incomplete. Moreover, without societal attention to wider inequalities in social and economic

opportunities, it is unrealistic to expect that schools alone, no matter how much money they
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receive or how well they use it, will be able to overcome serious disadvantages that affect the

capacity of many children to gain full benefit from what education has to offer.

Taking fall account of conflicting values, wide variation in ediicati@nal
contexts, and strengths and limitations of existing knowledge, the Comm_ittee
on Education Finance concludes that money can and should be used more
effectively than it traditionally has been to make a difference in U.S. schools.
To promote tlfe achlev-ement of a fair and productivé educatiopal system,

finance decisions should be explicitly aligned with broad educational goals.

In the past, ﬁmn_cc policy focused primarily on availability of revenues or disparities in
spending, and decisions were made independently of efforts to improve the educational system’s
performance. Although @ml finance policy must not ignore the cont_inuing facts of revenue

needs and spending disparities, it also should be a key component of éducation strategies |
designed to foster high levels of learning for all students and to .rcducc the nexus between student

achicvement and family background.

To this end, the emerging concept of funding adequacy, which moves beyond
the more traditiona] concepts of finance equity to focus attention on the

s
Micleacy of funding for desired educational outcomes, is an important step.

m cone
Pt of adequacy is useful because it shifts the focus of finance policy from

FOVTINE IS o
*Pending and educational outcomes and forces d1scussmn of how much money
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is needed to achieve what ends. It also could drive the education system to become more

productive by focusing attention on the relationship between resources and outcomes.

Applying an adequacy standard to school finance is at present an art, not a
science. Misuse of the concept can be minimized if adequacy-based policies
are implemented with appropriate recognition of the need for policy

judgments and qf the incomplete knowledge about the costs of an adequaie

education.

Efforts to define and measure adequate fnnding are in their infancy. A number of

technical challenges remain, including the determination of how much more it costs to educate

children from disadvantaged backgrounds than those from more privileged circumstances.

Beyond these, some fundamental questions about educational adequacy (such as how broad and

®luvg

how high the standards should be) are ultimately value judgments and are not strictly technical or

mechanical issues. A key danger is that political pressures may result in specifying adequacy at -

s0 low a level as to trivialize the concept as a meaningful criterion in setting' finance policy, or at

so high a level that it encourages unnecessary spending. Anotheris that policy makers will fail

to account for the higher costs of educating disadvantaged students.

Making money matter more requires more than adequate funding. It also

requires additional finance strategies, such as investing in the capacity of the

——

education system, altering incentives to ensure that performance counts, and
| e e e T e —ﬁ K
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empowering schools or parents or both to make decisions about the uses of

public funds.

. For money to matter more, it must be used in ways that ensure that schools will have the

capacity to teach all students to high standards as well as the incentive to do so. Policy opﬁoné'

involve choices among individual finance strategies and combinations of strategies; policy'
decisions will depend partially on philosophical outiook but can also be informed by careful
attention to evidence from research and practice. Attention to context is important as well, as
educational and political conditions diverge widely from place to place and individual policy

options will often vary in effectiveness depending on local circumstances.

Educational challenges facing districts and schools serving concentrations of
disadvantaged students are particularly intense, and social science research
provides few definitive answers about how to improve educational outcomes

for these youngsters.

While pockets of poverty and disadvantage can be found in all types of communities, thc‘
perceived crisis in urban education is especially worrisome.I Ongoing reform efforts should be
encouraged and evaluated for effectiveness. At the same time, systematic inquiry is needed into
a range of more comprehensive and aggressive reforms in urban schools. Piecemeal reform |
efforts in the past have not generated clear gains in achievement, and generations of at-risk
schoolchildren have remained poorly served by public education. Because the benefits of

systematic inquiry will extend beyond any one district or state, the federat'government should
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for at-risk students.

} Improvini the American system of education ﬁ;:ancc is complicated by

" deeply rooted differences in values about education, the role of parelits in

: guiding the development of their children, and the role of individuals and
governments.in a democratic society. In addition, there are serious
shortcomings in knowledge about exactly how to improve learning for all
students, Educaﬁol} policy cannot ignore these facts. Instead, the challenges
are to balance diﬂ'ering'valu'es in a thoughtful and informed manner and
continuously to pnfsné bold, systematic, and rigorous inquiry to improve |
understanding about how to make money matter more in achieving

'educational goals. |

The committee is convinced that these challenges can be met and that the nation can

improve the way it raises and spends money so that finance decisions contribute more directly to

~ making American education fair and effective.

THE COMMITTEE’S CHARGE AND APPROACH

The Committee on Education Finance was established under a congressional mandate to
the U.S. Department of Education to contract with the National Academy of Sciences for a study
of school finance. In fleshing out the brief mandate assigned from Congress, the department

charged the committee to evaluate the theory and practice of financing elementary and secondary
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education by federal, state, and local governments in the United States. The key question posed

: to the committee was: How can education finance systems be designed to ensure that all

students achieve high levels of learning and that education funds hre raised and used in the

most emcient and eﬁecﬁve manaer possible? In carrying out its study, the committee was

| further charged to g:ve particular attention to issues of educatlonal eqmty, adequacy, and

'producuvny

The committee translated these key questions into three goals for educanon finance

. systems. This tmnslation provided objectives against which to evaluate the performance of

' existing arrangements and the likely effects of proposed changes:

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

Goal 2: education ﬁnance- systems should facilitate efforts to break the nexus between
student background characteristics and student achievement. --
Goal 3: education finance systems should generate revenue in .a fair and efficient

.

manner.

Finance policy and practice, especially now that they are being linked to the nation’s
highest ambitions for schools, touch on virtually all facets of education. Inevitably, therefore,

finance is controversial; education policy is one of the most contentious items on the public

~ policy agenda because it is deeply enmeshed in competing public values. Widespread support

for equality of educational opportunity masks disagreement over the extent to which high levels

of fiscal equality among students or between school districts is required and over the extent to
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which it is appropriate for parents to spend some of their resources to benefit their own children
in preference to others. The division of powers in U.S. government and a u'aditioﬁal emphasis

on Jocal oontrol make changs in the dispersion of responsibilities for msmg and spendmg

: educatxon dollars dsfﬁcult and slow Americans’ deep belief in the value of eﬁicxcncy becomes

comphcated to act on when it encounters limited knowledge about what efficient solutmns arc in

educatxon, disagreements about what the ends of education should be, and behef that the

- educational system should be democratically governed and responsive to a'vanety of local, state,

.and national needs and views. It is thus hard for schools to be both democratic institutions and to

have the focused and durable goals that are viewed by some as necessary for an efficient system.
Education policy in general and finance policy more specifically raise difficult questions

that require both moral wisdom and empirical research. Experts, such as the members of the

_ Committee on Education Finance, can contribute to policy making by examining evidence and

by rationatiy and objectively élarifying the values and objectives at stake. They cannot resolve
all disagreements, but they can render some views more reasonable and others less so.
The committee’s inquiry into education finance takes place against the backdrop of a

highly decentralized and diverse system of U.S. education that makes description and

" generalization difficult. The existing finance system is brdadly characterized by delegation of

significant rewogsibility for education to the local level, by an average division of funding -
responsibilities roughly even between state and local governments (with the federal government
providing only about 7 percent of education revenues available to schools), and by great
variation from place to plac§ in the funds available for education and the level of government

that provides them. Education is not mentioned in the federal Constitution and therefore has
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. been viewed as a power reserved to the states, most of whose constitutions specify the provision

of éducaﬁon as a key state obiigation
: Another backdrop for the commlttec s deliberations is its assessment of the current

condmon of education as it relates to the three goals. Regarding goal l—pmmotmg high

- achievement for all students--and goal 2—reducing the nexus between student achievement and -

family background--the committee concluded that although schools are not failing as badly s
some people charge-. thcﬁ are not sufficiently challenging all studcnfs to achieve high levels of
lunﬁng and are poorly serving many of the nation’s most disadvantaged children. The
continuing correlation between measures of student achievement and student background

characteristics, such as ethnic status and household income, looms ever more serious as glob'a.l -

~ economic changes have increasingly tied the economic well-being of individuals to their

educational attainment and achie;remcnt Particularly troublesqme is the perceived crisis in ..
education in many big-city school systems, a condition that has cdncernéd poﬁcy makers since
the 1960s but has been too often stubbornly resistant to improvement.

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

possible effects on the efficiency with which funds are raised.
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FAIRNESS AND PRODUCTIVITY IN SCHOOL FINANCE .

Fau'ness in the distribli_tion of education dollars has long been an obj-eéﬁ've of school
finance reform&s, bu; ‘one thathas frequently been thwarted by the political rgahtws of an
education systein that allocates much of the responsibility for funding and operating schools to
local gﬁvemments. Concern about how funding policies and practices affect the perfbmia:i.ce of
schools is a more recent development, but one that is becoming ever more central to school
finance decision making. |

In the aftermath of Brown v. Board of Education, 347 U.S. 483 (1954), the United States
awoke from its historical indifference to the problem of unequal educational opportunities and
bcg_an to address them. Beginning about 1970, the nation entered a noiﬁbly vigorous period of
school finance reform aimed at making the distribution of education dollars more fair. Eit,i_gants
in a number of states succeed-ed in having state finance systems overturned in court on the
grounds that they violated state constitutional equal protection provisions or education cl_aus‘_es.
In the wake of these court decisions, virtually all states, whether under goun ordét o‘r not;
substantially changed their finance systems. State and federal govermnments also created a |
number of categoric_al proéxms directing resources to students with special education needs and
to some extent compensating for funding inequities at the local level.

Despite these changes, U.S. education continues to be characterized by large disparities
in educational spending. While within-state funding disparities decreased in some states,
especially those subject to court-mandated reform, large disparities persist. Moreover, disparities
continue to mirror the economic circumstances of disu-ict residents; districts with lowér-incomc
residents spend less than districts whose residents have higher incomes. In some districts, this

pattern is repeated in school-to-school spending differences. Nationwide, over haif of the

4
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disparity in district per-pupil spending is the result of differences in spending between states
rather than within states.

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

Despite the success of adequacy arguments in several prominent school finance court

- decisions, there is as yet no consensus on its meaning and only limited understanding about what

would be required to achieve it. Adequacy is an evolving concept, and major conceptual and
technical challenges remain to be overcome if school finance is to be held to an adequacy

standard. Earlier concepts of equity posed similar challenges in their infancy, although over time

_ xﬁuch progress was made in defining and measuring them. Similar progress may be expected

here. In the meantime, awareness of the shortcomings in current understanding of adequacy is
important for all who would use the concept in either policy maﬁng or in research.

In part, efforts to use finance policies to achieve educational adequacy depend centrally
on understanding how to translate dollars into student achievement. In fact, however, knowledge

about improving productivity in education is weak and contested. The concept itself is elusive

and difficult to measure. There is as yet no generally accepted theory to guide finance reforms.

Instead multiple theories, each of which is incomplete, compete for attention. Empirical studies
secking to determine the best ways to direct resources to improve school performance have
produced inconsistent findings. ..

Eguality of Educational Opportunity, the famous stu&y of the mid-1960s lmowﬁ as t;he'

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

Even while understanding is becoming more sophisticated, Enowledge about i:ow to
improve educational productivity will always be contingent and tentative, in part because the
characteristics and needs of key actors—the students—differ greatly from place to place.
Therefore, solutions to the challenge of improving school performance are. ﬁnlikely ever to appl);
to all schools and students in all times and places. Policy makers and thé public will have to
consider evidence and analysis about the strengfhs and weaknesses of strategies for change as

they also weigh differing values about what Americans want their schools to be and to do.

STRATEGIES FOR MEETING THE GOALS
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Four generic strategies can be used to make money mattet more for U.S. schools and to

propel the education system in desirable directions:

e Reduce funding inequities and inadequacies;
e Invest more resources (either new or reallocated from other usc#) in developing
capacity,

- @  Alter incentives to make performance count (within the exlstmg governance
structure); and i
e Empower schools and parents to make decisions gbout the use of public funds

(thereby altering governance and management relationships).

Reducing funding inequitic.s and inadequacies includes options such as reducing |
disparities in funding across schools, districts, or states; ensuring that all schools or districts have
funding sufficient to provide an adequate level of education to.the students they serve; and
raising revenue more fairly without neglecting efficiency. Invc;ting. more resources in
developing capacity refers not only to the capacity of the formal education system to provxde | o B

services but also to the capacity of students to learn. Hence, it includes investments in inputs,

-

such as teacher quality and technology, and in programs, such as preschool for disadvantaged

students. Altering incentives embraces changes in incentives designed to operate primarily
within the existing system of school governance and includes policies such as restmcfm'ing
teacher salaries, use of school-based incentive programs, and changes to the incentives built into
financing formulas for students with special needs. Empowering schools and parents refers to

policies that would decentralize significant authority over the use of public funds, to schools in
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' the form of site-based mmgm@t or charter schools, and to parents in the form of sxgmﬁcant o )
additional parental choice over which schools (public and perhaps private as well) their children *: ,_.. '
 will attend. . | .
In reality, policy makers do not and should not consider strategies in isolation. Finance -
policies ought to reflect the interrelatedness of the various facets of the finance system and the " )
| possii:ility that complementary changes may be required for reform to be successful. Indeed,
some visions of overall education reform explicitly call for a set of intertwined finance suatcgiés.
Our decision to examine the strategies separately is useful for analytical purposes, bui it also
reﬂects. the i_mportant fact that strategies can be combined in different ways. It is important to
emphasize, however, that not all strategies are compatible. For example, a ccnlraily (i.c., state 6r |
school district) managed program of investment in capacity would not fit naturally with a
prozram that empowers parents and schools to make decisions about the kind of capacity in
which they wish to invest.
For each of the three goals for an education finance system, we evéluatc_ a variety of
policy options employing these strategies and weigh the evidence on how effective they are

likely to be in helping meet the objecﬁvs.

Achi?ving goal 1: Promoting high achievement for all students in a co,st'-eﬂ'iclent
way.
o Adequate funding (sufficient funding for efficiently operating schools to generate high
achievement levels) is clearly essential for meeting goal 1. Although we do not know
_ how to identify this level with precision, it is important to try; But providing adequate

funding by itself may do little to foster significant improvements in overall student
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achievement. Thus, while funding adequacy may be a necessary part of any education
reform effort—-and is likely to be especially crucial for districts or schools serving
' dxsproporuomte numbers of disadvantaged students—it is at most part of an overall

program for increasing student achievement in a cost-efficient way.

e Teaching all students to high standards makes unprecedented demands on teachers and -
requires changes in traditional approaches to teacher training .and retraining. ‘In addition
to nonfinance policies for investing in the capacity of teachers (e.g., reforming teacher
prcparaﬁon:md licensing), finance options might include raising teacher salaries and -
investing in the professional development of teachers once they are on the joB. Givén
schools’ need to hire 2 million new teachers over the coming decade, raxsmg salaries—
especially for new hires~may be needed to ensure sufficient numbers of qualified people
in classrooms. Professional dcvelopmént that is aligned md;h curriculum reform and -
teaching objectives offers the promise of changing teaching practice in ways likely to
improve student performance. But neither approach is likely to be effective in achieving

. goal 1 unless it is aligned with approﬁriate incentives throughout the education system to
make performance count.

e . Altering incentives responds to the fact that the school ﬁna;xce system historically has
operated almost in isolation from educaﬁonal performance, in that educational goals and
desired outcomes have seldom been reflected in pay for tcachérs and budgets for schools.
Traditional teacher salary schedules provide higher pay for qq)crience and postgraduate

degrees, neither of which appears to be systematically linked with student achievement.
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Skill and Enowledgc-based pay shows greater promise for making teachers m@lje

" effective in the ciassroom but remains o be tested. School-based accountability and

incentive gystems are increasingly popular and seem to contribute to desired student
outcomes. To be fully effective, however, they require adequate funding for schools and

sttention to capacity building.

Empowering schools or parents to make decisions about public funds (via enhanced site-
based max;agement. charter schools or contract schools, or vouchers, for example) has
been justified as a strategy for improving student achievement in a cost-efficient way

based on a variety of different arguments: some contend that local control will enhance

_ innovation at the school Jevel; some believe that schools with a strong sense of

community perf&rm better; and some believe that the introduction of competition and the
possibility of losa;ng students (and their associated funding) will encourage schools to be

more productive than under the c;ncnt monopoly situation. Although pos;itive effects for
children using vouch&s have becﬁ reported from several sitf.s where vouchers have been’

tried, the small scale of current programs leaves many important questions unanswered.

Achieving goal 2: Reducing the nexus between student achievement and

family background characteristics.

- '« Asmoney is made to matter more in education, funding disparities will become

incnusingly worrisome, because their effects on achievement will be magnified to the
~ detriment of children in underfunded schools, many of whom are likely to be from
disadvantaged backgrounds. The new fogus on funding adqu has the éotcﬁtial to
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buildings in many older urban areas suggests that reform of facilities financing must
also be attended to. Again, the effectiveness of any individu; policy change may
depend on how it is linked to an interconnected set of strategies for improving school
performance, and some critics question whether these most troubled of U.S. schools
can be reformed through strategic investments and related strategies, or whether they
require much more fundamental structural change, such as might be brought about by

8 voucher program.

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

| Arguments for dramatic changes in school governance (by empowering schools or
parents to make decisions about public funds) may be more compelling in urban areas
with hrée numbers of disadvantaged students than in the educational system in
general for a number of reasons. The size of many urban districts and the contining

' fact. of raciz] and economic segregation offer many urban residents much less choice
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help disadvantaged studeats, but it will do so only to the extent that school funding
~ formulas are appropriately adjusted for the additional costs of educating youngsters

from disa.dvantaged backgrounds.

| e Achieving goal 2 will also require attention to increasing both the capacity of children
to learn and of schools to teach. Children raised in economically and socially
impoverished environments or suffering from physical' disabilities often come to

. school less ready to learn than their more advantaged counterparts. Schools must deal

with th&sg problems, even though they alone will not be able to solve them. A strong
consensus has emerged among policy makers, practitioners, and researchers about the
importance of increasing investments in the capacity of at-risk children to leam, by
focusing on the s;hool-readiness of very youné children and by linking education to
other social services, so that the broad range of educational, social, and physicai
needs that affect learning arc addressed. Programs providing early childhood
interventions and school-community linkages give e\;idenc_e of both promise and
pmblenlé, suggesting that there is still much to learn about making these inveéﬁncnts

effectively.

o That more investment is needed in the capacity of ischools to educate concentrations
of disadvantaged students would seem to be obvious given the dismal academic
performance of many of these students, but as yét we have only incomplete answers
to the question of which types of investments are likely to be the most productive and
how to structure them to make them effective. The quality of teachers is likely to be 2 '_
key component; reducing class size might help under certain conditions; whole- |

school restructuring may have significant potential; and the dilapidated state of school -
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ovet where and how to educate their children than suburban residents have.
Moreover, urban residents have arguably benefited least from prior school reforms.
Both theory a;ad empmcal evidence suggest fhat, among choice options; charter
schools and vouchers, rather than interdistrict and intradistrict choice pmm; the
approaches most wérthy of further exploration as vehicles for improving poor-
performing schools. At present, how&a, little is km;wn about the effects of either.
Extensive evaiuation is needed of the maﬁy charter efforts currently under way.
Voﬁchcrs, both publicly and privately funded, are being tried in a number of cities,
but the e:‘c?isﬁng small-scale efforts are unlikely to provide adequate information to

assuage the concerns of those who question the need for so dramatic 8 break with .

traditional school finance policies.

Achieving goal 3: Raising revenue fairly and efficiently.

e Shifting away from local revenue raising to greater reliance on state revenues and/or
increasing signiﬁcanily the federal role in revenue provision for elementary and
secondary education would foster the goal of raising revenues fairly. Both, hoWa,
have to be considered in light of trade-offs and complementarities with the other two
goals of a good financing system and with attention to maintaining some local control

over managerial decisions.

e A larger federal role in providing education .revenues could be justified either on the
grounds that is fair and appropriate for the federal government to take responsii:ility
for disproportionate needs of students who are poor, who have disabilities, or are

~ otherwise educationally disadvantaged, or on the grounds of ensuring that all states
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can provide adequate education funding. Fully funding federal compensatory
education pméms would be consistent with past federal policy and is iikcly tobe
the more politically viable of the two approacheé. The altemnative of a new federal
foundation aid program based on an adequacy justification would entail a significant
change in federal policy and would raise many of the same analytical, conceptual, and

political issues that arisé in the formulation of adequacy prdgrarps at the state level.

Finally, the rep;m dn;vs ﬁmﬁon to the nation’s need for better and more focused
education research to help strengthen schools and bring about substantial improvements in
student learning. Acknowledging the especially challcngihg conditions facing many big-city |
Qu&toﬁ, fhe committee proposes three new substantial research initiatives in urban areas
(without Specxfymg the priority_ among them): (1) an experiment on capacity-building that would

“tackle the challenges of develdpiﬁg and retaining well-prepared teachers; (2) systematic |
experimentation with incentives designed to motivate higher performance by teﬁchers and
schools; and (3) a large and ambitious school voucher experiment, inclu&ing the participation of
private schools. Meetixig the nation’s education goals will depend in part on continuously and
systematically seeking bctter knowledge about how to improve educational c;utcom&s, throﬁgh
new research initiatives such as these along with more extensive evaluation of the many reform

efforts already underway. -
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