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Introduction

 

 

 

Education finance has long been a topic of public debate. With education consuming an increasing share of public resources and adequacy cases calling for even more jumps in spending, the public is increasingly interested in how education resources are used. And the economic downturns will prompt many more questions as the public sector reconsiders spending priorities in the context of tightening budgets.

Questions about spending arise in part out of frustration with the weak link between spending and student outcomes. K–12 education spending has ballooned over the past few decades. In current dollars, U.S. taxpayers now spend almost $9,000 per pupil, which, after adjusting for inflation, still represents roughly double what was spent on each student 30 years ago. And yet, most would agree that schools are producing at best only slightly better results than three decades ago. A 30-year look at National Assessment of Educational Progress results for 17-year-olds, for instance, suggests that test scores have changed very little. Math and reading have nudged up while science and writing have dropped. How can such an infusion of funds have produced so few gains?

New research illustrates stark realities—some counterintuitive, many counterproductive—about how education resources are ultimately deployed in schools. Insights from the school level do a lot to explain the weak link between spending and student outcomes. Yet, most policy analyses consider education finance from the top down—focusing  primarily on federal and state funding priorities, policies, and legal claims.

When the federal government and states allocate funds to districts, these funds are combined with other local revenues and separated into broad categories like “instruction,” “pupil support,” and “administration.” This raw accounting helps explain where the funds originate and how evenly (or unevenly) funds are distributed among districts.

But this accounting is just fuzzy math from the school perspective. Instead of considering the source and flow of funds, this book approaches the question by asking these four questions:


	Who decides to use the money this way?

	Why is money used this way and not some other way?

	What strategy drives spending decisions, and how does it relate to what the United States is trying to do for students?

	How do costs compare across different priorities, strategies, and objectives?



Unfortunately, existing school finance texts cannot answer these questions. Neither can the people running the system. The system is simply not set up to track the fiscal data needed to answer these types of questions. The end result is predictable: education systems flying in the dark, without meaningful baseline data on school-level spending patterns to check against academic “flight plans” or to inform mid-course corrections and adjustments to spending priorities.

For the past decade, a team of researchers at the Center on Reinventing Public Education at the University of Washington has been digging deep into school spending and uncovering elusive spending patterns in schools all over the country. The group began by asking what it thought were simple questions: How much does the district spend on each school it operates? How do spending disparities compare with district priorities? How does spending compare across student groups? After consulting many districts, the researchers are now no longer surprised that their questions are not easily answered. They are now accustomed to getting answers only by starting at the school level and building up the expenditure patterns by tracing every dollar districts spend.

The results of the Center’s work and other similar analyses are startling. They point to numerous unintelligible spending patterns within and among schools and suggest that district leaders are largely unaware  of where their dollars are going. In this environment, even proven education reforms may be undermined by fiscal practices, unbeknownst to district leaders. It is no surprise that increases in education spending do so little to improve student outcomes.

This book strives to explain education finance from the school vantage point, showing how the various funding flows inhibit or retard a school’s effort to deliver services to students aligned with its academic priorities. In truth, education finance includes a host of decisions, practices, and behaviors operating at multiple stages in education bureaucracies that are instrumental in driving both the types and quantities of resources to schools. This research has meticulously tracked these disparate elements involved in determining what is purchased and how resources are used across schools.

The information assembled is never reported in school district budgets, but it is critical in understanding how the finance system truly works to bring resources to schools. The examples and data will be surprising, if not shocking, to most readers. Yet, in presenting this work elsewhere, the Center found the explanations clearly ring true with most audiences. Since almost everyone has logged countless hours in schools—first as students, later as parents—they all intuitively recognize most of the forces at play.

This work details how individuals at all levels of the system (from the federal government down to the service providers) play different roles in determining how resources are used across schools. Many players have no official budgeting capacity, nor do they recognize their roles in resource allocation. The players have different agendas, often competing, that intertwine to provide what hardly look like coherent or intentional school spending patterns.

The implications of this system on school spending patterns are also clear. How are schools spending their money? Does it go to where parents, administrators, and researchers think it goes, and is it used for what they think it’s used for? The answer is often no. But perhaps more troubling, it is clear that schools are not tracking this fiscal information in ways that can answer those questions. This means decisionmakers cannot possibly use resources strategically, since they are operating in the dark.

This book describes the system as is, illustrating how the current state of affairs creates an arrangement with no accountability for resource allocation decisions, and how the competing theories of action create incoherence for schools. School spending, whether adequate or not, is anything but  efficient, and there is simply no way to pinpoint those responsible for the sum of parts in place today.

As the book concludes, the finance system problems are so inherent that reconnecting spending with student outcomes will require a complete overhaul. Toward this end, the book’s concluding chapter offers up a framework for an aligned, coherent finance system, one with clear roles and built-in mechanisms to promote improvements in spending productivity.
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Fuzzy Math


 

 

 

 

Imagine a high school that spends $328 per student for math courses and $1,348 per cheerleader for cheerleading activities. Cheerleading, not math, is apparently far more important to the school, which spends four times more money per cheerleader teaching cheers than teaching math.

But this school is not imaginary. It’s a real high school in a real district. And it is not even a school in a district that prioritizes cheerleading. The display cases are not filled with cheerleading awards, and the cheerleading team is no different from a typical high school cheerleading team. In fact, this district’s “strategic plan” has for the past three years claimed that math was the primary focus. District leaders have repeatedly touted their commitment to math in response to persistently low math test scores and the local industry’s calls for graduates with better math skills. What is more, students at this high school who do not pass the state’s exams in math and other core subjects will not be awarded diplomas. Yet when it comes to spending public funds, this high school implicitly prioritizes cheerleading over math.

In a different school—this one in a higher-spending urban district in the eastern United States with many large high schools—the average per student cost of offering ceramics was $1,608; cosmetology, $1,997. In contrast, the cost per core subject, such as science or literary arts, was less than half that, at $739 per pupil (Roza 2009).


You may think these schools are anomalies. Most public high schools would not yield the same patterns, right? On the contrary. In the many different schools where Center on Reinventing Public Education (CRPE) researchers dug up the numbers, they regularly found a much greater per pupil investment in sports and electives than in core subjects.

How is it possible that a school can spend more money per pupil on non-core courses? In the schools studied, higher salaried (i.e., more senior) teachers often teach electives and sports—courses that typically have lower student-to-teacher ratios. In some places, labor contracts dictate that athletic coaches receive stipends. Lower student-to-teacher ratios and higher salaries of these veteran teachers drive up the costs of offering sports and electives.

After pulling together the information needed to complete these calculations, it is easy to see how each factor affects the costs. In most high schools, courses (and many sports) are given equal treatment on the daily schedule. Each course meets for an equal amount of time, say 50 minutes, five days a week. If a teacher teaches five classes in a day and each class has 30 students in it, the cost per student per course is a fairly simple division problem. Then, when you bring in the factors of real salaries, lower student-to-teacher ratios in non-core classes, and stipends for athletic coaches, the discrepancies start to appear.

After an analysis of several schools in one district showed such high costs for offering ceramics and photography courses and sports activities, CRPE obtained costs for participation in similar programs offered through the schools’ adjacent community centers. The fee for enrollment in similar community center programs was always less than what the schools were paying to offer those programs to its students. Costs for ceramics, photography, some music classes, track programs, golf teams, middle and elementary basketball, and so on were all much lower than what it cost the school to offer these options. Sometimes the community center programs cost less than 10 percent of what the school was paying.

As consultants for the district, CRPE proposed that the school might pay the fees for their students to take some electives and sports through the community center. The district acknowledged that the proposal made sense, but it could not follow through because the funding used for these programs was earmarked in a voter-approved levy, which dictated that the money be used for sports and arts programs in the schools. In  short, the district could not let the school make a more sensible choice because of strings attached to its funding.

Who is at fault here? While we normally think of district leaders as responsible for decisions about how resources are used, clearly more parties are at play. Here, voters have a hand in the decisions, whether they recognize it or not.

The Truth about Spending on High-Needs Students

While it is not outlandish to hear that cheerleading gets more support per participant than math, most policymakers take it for granted that high-poverty schools receive more support than low-poverty schools. The link between poverty and low test scores is well documented. In response, federal and state policy have directed more resources to students from poor families, and districts have adopted similar initiatives to raise the achievement of low-performing students. But here again, the rhetoric of giving poor students a helping hand rings false when examining actual spending patterns.

Most people would agree that the teacher is perhaps the critical factor in a child’s learning. So it would make sense to worry about how teacher costs differ across high- and low-poverty schools within each district. Here is what the dollar comparisons reveal: Inside nearly every urban school district in the country, teachers are paid more to teach middle- or upper-class students than to teach high-poverty students.

Analysis of Austin, Baltimore, Dallas, Denver, Cincinnati, Houston, Seattle, and many other school districts unequivocally shows that teacher salaries are an average of $1,000 to $5,000 higher in schools with fewer poor students than in the highest-poverty schools in the same district. In a 2002 analysis of Baltimore City, teachers at one high-poverty school were paid an average of $37,618, compared with over $57,000 at another school in the same district—a difference of close to $20,000 (Roza and Hill 2004). Other larger studies revealed similar salary patterns across districts in California, New York, and Texas (Education Trust—West 2005).

After collecting revenues from all taxpayers, how can districts justify paying higher salaries to teachers in some schools than in others? Here again, the explanation is fairly intuitive. All teachers in a district are paid from the same salary schedule, which provides step increases for each year of teaching experience and for taking continuing education courses  or earning master’s degrees. Under union contracts or historical arrangements, teachers with even one or two years of experience have some say over where they teach, and many teachers choose to avoid the most challenging schools. When one school has very senior teachers with master’s degrees and another school is staffed primarily with rookies, therein lie the differences in average teacher salaries across the schools.

Generally speaking, district budgets that break down spending by school do not display these differences. Here is why: Any given school in a district has an average teacher salary used for accounting and the real average teacher salary. The former does not vary from school to school because it is the mathematical average salary for all teachers in the district. The latter, however, varies tremendously from school to school because not all schools have a mix of teacher experience that mirrors the district average. In reporting publicly how much is spent in any given school, most districts use the accounting average teacher salary, not the real one. While that might make the number crunching more straightforward for district-level accounting staff, it hides school-level spending inequities.

These data, like the data on expenditure patterns across core and elective courses, were at first difficult to obtain. When CRPE started asking about real teacher salaries, district fiscal staff said that those were in completely different databases, and if CRPE wanted those, it would need to call the personnel department. When CRPE investigated further, it found the same pattern in district after district.

District fiscal staff defend the practice of creating school budgets with the districtwide average teacher salary. In theory, this policy ensures that, all costs being equal, high-poverty schools can compete with low-poverty schools for the most experienced, educated, and expensive teachers. If school budgets were developed based on real salaries, the theory goes, high-poverty schools would not be able to afford the most expensive teachers, or they would be forced to raise class sizes to hire the few they could afford.

The truth is the highest-salaried teachers tend to avoid high-poverty schools and concentrate at schools that serve predominantly middle-and upper-class students. Schools in wealthier neighborhoods often receive over a hundred applications for a teacher vacancy, while schools in poor neighborhoods might receive only two or three (Roza 2007d). On average, given that each school can hire the best talent available, schools with more applicants get more talent. And, schools with the most applicants  actually employ higher salaried teachers.1 Schools with much smaller applicant pools have fewer hiring choices and end up with lower-salaried teachers; they then have a difficult time retaining teachers to create a stable teacher corps.

In short, the real average salary for all teachers at a given school reflects the school’s ability to hire teachers and can thus indicate teacher quality. There is good reason to believe that schools with higher overall salaries have their pick of much larger applicant pools and likely end up with more capable teachers, lower teacher turnover, more stable workforces, and other critical differences that matter for student learning.

Why do all districts not track and report to the public the real average salary for all teachers in every school? District leaders, of course, would be confronted with public shock and dismay over the gap in spending on teacher salaries between high-poverty and low-poverty schools. But they also might have to admit a more perverse effect of their accounting rules: the transfer of public funds from poorer to wealthier schools in the district.

The only way districts can afford to pay the pricier teachers that congregate in more advantaged schools is by drawing on the dollars saved on the cheaper teachers in the high-poverty schools. It is a zero-sum game. In a game where budgets are based on the districtwide average salary, affluent schools get a bargain on their pricey veteran teachers, while high-poverty schools pay a premium for their low-cost novice teachers.

Districts have not followed through on overcoming the effects of poverty by trying to invest more in high-needs students. Certainly, some targeted allocations (described more in later chapters) layer on these lopsided allocations to bring more programs or services to the high-needs schools. Yet given the uneven distribution of teacher costs, these special programs only put a bandage on the problem. The fundamental problem is an outmoded array of resource allocation policies—particularly, the fixed salary schedule, the way teachers are assigned to schools, and the use of districtwide average teacher salaries in school budgets. These policies all work together to drive more public dollars to higher-performing kids. Again, the implicit strategy at hand contradicts what education leaders promote explicitly.

These conflicting data have been available for some time. Many district leaders now seem to understand how their resource allocation policies  actually shortchange high-needs schools. Yet all but just a few districts in the country continue to operate this way. Districts lack the political will to change policies established decades ago for a factory-model school system. Powerful forces work to protect the interests of those who benefit from the present allocation of resources. Among those who benefit from the status quo are the more experienced teachers, influential parents with children in high-achieving schools, and board members who represent wealthier neighborhoods.

Understanding the Weak Link between Spending and Student Outcomes

For decades, researchers have struggled to define the link between money and student outcomes. Beginning with the Coleman report in 1966, research has questioned basic assumptions about how resources affect student outcomes. Since then, the literature on the relationship between resources and outcomes has been mixed. Some researchers argue that money may positively influence student achievement if it is used in concert with specific reforms (Murnane and Levy 1996). Others argue that additional money is more important for minority or disadvantaged students (Duncombe and Yinger 2004; Rothstein 2004). Yet, some studies show that increasing funds to schools has not significantly raised student test scores (Nyhan and Alkadry 1999). Despite the claims these studies make about outcomes and funding, they provide little evidence about why the system either succeeds or fails to relate money to student achievement.

Findings from traditional production function studies that the effects of resources are, more often than not, statistically insignificant are often interpreted as “money doesn’t make a difference.” This interpretation reflects the relatively small and variable effects of school resources versus the powerful and consistent effects of family background. These debates generally revolve around technical issues of model specification, sampling, and data analysis.

So, while the research continues to focus on aggregated finance databases, the answer to the problem of why funds are poorly linked to student outcomes lies more in how funds are realized at the school level. That is where the rubber meets the road, and where and how resources are deployed across students defines the relationship between funds and outcomes. In other words, tightening the link between spending and outcomes  requires understanding the finance system from the school vantage point.

Botched Reform Attempts amid Too Many Cooks

The No Child Left Behind (NCLB) Act and other accountability reforms undoubtedly put pressure on districts to raise test scores in their lowest-performing schools. Most districts now have some strategy for raising test scores in their lowest-performing schools. The problem is, districts have not taken stock of these strategies to see if they raise spending at the high-needs schools to levels above the spending at lower-needs schools.

In a study of the four biggest districts in Texas and the Denver public schools, in all but Dallas, a greater level of flexible base funding (defined as state and local funds not targeted to specific student types) went to the wealthiest quartile of schools—at least 10 percent more in each district (Roza, Miller, and Hill 2005).2 Some, but not all, of the difference came from salaries. In each case (except Dallas), the district allocated more staff to the wealthier schools, which also drove up costs. Ignoring the effect of salary differences, the added staff positions resulted in up to 12 percent more spending on schools in the wealthiest quartile.

Amid efforts to target resources to high-needs students, how does practice demonstrate the opposite? Because of a multitude of allocation practices that ultimately do not add up to the intended result. First, those extra allocations that benefit the less needy schools: these allocations might be an expanded music program in one school, extra technology staff in another, specialists to support a magnet program, or an art history pilot in a subset of schools. Sometimes these programs are earmarked with funds by state lawmakers or are pet projects of district central office departments. Some are the result of local levy prescriptions or are the by-products of teacher labor contract negotiations. Still others simply land on certain schools with powerful principals or are bargains struck with powerful parent groups. In most cases, the flow of dollars helps show how many different players have their hands in resource allocation.

So, while districts have added new programs and services for high-needs students, these new programs layer on to an already-messy allocation system, much of which benefits the less needy schools. With so  many cooks involved, the results are incoherent, misaligned, and often inefficient allocations that can fly in the face of districts’ intentions to focus more programs and services on the most needy schools. The truth is, districts have not taken stock of all their programs to see if the new programs, services, and efforts have overridden the many extras that wealthier schools receive.

In fact, urban legends say that the opposite problem exists: recent spending decisions are investing so much in remedial services that high achievers are getting shortchanged. A recent study by the Thomas B. Fordham Institute finds that teachers believe high-performing students receive less attention that do average or struggling students (Loveless, Farkas, and Duffett 2008).

Yet, according to data from several high schools, this is not the case. In one district, remedial courses cost $712 per pupil, whereas the district spends $1,400 to $1,600 per advanced placement (AP) or honors course. In another district, the honors classes cost between 25 and 80 percent more than the remedial courses (Roza 2009).

A lot of cost factors are involved in these examples, many of which are not under the control of the school and some of which are not under control of the district. Remedial classes are taught in larger student groups by lower-salaried teachers, and the teachers teach more classes per day (five versus four). In addition, labor contract provisions control the daily schedule, class length, and salary schedules. In one example, the state sets class size limits for AP classes but not remedial classes; this limit also plays a role in the discrepancies.

These spending patterns go largely unrecognized, even though the implicit strategies of those patterns directly conflict with districts’ stated priorities. Education leaders simply do not know whether their investments support their stated objectives because their districts do not collect and report costs per course per pupil.

Then, even those allocations intended for low performers do not actually bring more funds to the intended groups. In one state with persistently low science scores, the state legislature stepped in—as state legislatures often do on educational resource decisions—and determined that each school in the state would receive a “science coach” to help teachers incorporate more science in their curriculum. But again, the dollar value of such an investment was not computed and assessed for its distribution across the state’s different schools. When the costs of a science coach are divided across different-sized  schools, the per pupil investment of such a plan varies dramatically by school.

The result: In a state where the largest schools are the neediest, this investment disproportionately brought more resources per pupil to less needy schools. In a state where science performance was higher in the small schools, the investment effectively widened the gap by focusing more dollars on the smaller schools.

Infusing Transparency, Alignment, and Coherence into Education Spending

If one subscribes to the textbook explanation that an organization’s resource allocation system is a manifestation of its strategic priorities, then here is what CRPE research has shown is most important to urban districts throughout the nation: Middle- and upper-class students, not poor students. Electives and athletics, not core subjects. Gifted and high-achieving students, not struggling students. With implicit priorities like these playing out at the school level, it is no surprise that the system produces such a weak link between spending and goals for student outcomes.

How can those inside and outside the system allow such blatantly contradictory spending patterns to persist in their own schools? They generally do not know these patterns exist, as district budgeting and accounting practices make it incredibly difficult to identify detailed spending patterns. Frankly, the five-inch-thick binders of impenetrable financial information plunked down in front of school board members do not even include this essential information.

How did this happen, and who is to blame? Clearly, there is no one locus of control for education spending. Legally, school board members are assigned responsibility for resource use, but as the examples here indicate, education is also partly governed by the federal and state governments and the voting public. Funds come in the district door with numerous conditions and prescriptions for their use. Once inside the district, the funds are subject to the influence of numerous stakeholders before they are brought to bear on students. Layer on the historical arrangements, and the result is a spending picture that is anything but what is stated in most districts’ strategy documents.


Once those in key leadership positions and the larger public understand how funds are not being invested in step with their priorities, one hopes they will demand the wholesale change needed to tackle this dysfunctional system. If Americans believe that implicit financial strategies are critical to the success of stated objectives for students, then changing the system becomes a national imperative. Part of the challenge will be to help the different layers in the system recognize their own roles in dictating spending patterns. Once they throw out the fuzzy math, education leaders may find their decisions can add up to something real.
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Who’s in Charge Here?



One is likely to think of budgeting as an arid subject, the province of stodgy clerks and dull statisticians. Nothing could be more mistaken.

—Aaron Wildavsky (from Wildavsky and Caiden 2004)



 

 

 

 

 

The way Americans finance K–12 public education should be a topic of broad interest if for nothing more than that it accounts for the biggest slice of state and local government budgets. All told, the public spends some $500 billion annually on K–12 public education, or an average of $8,701 per pupil. This national average, however, is a crude measure of spending because K–12 public education in the United States is intensely localized. Per pupil spending ranges from $5,500 in Utah to more than $14,000 in New York (National Education Association 2005), yet those averages, too, disguise vast spending disparities among districts and even schools.

These huge ranges at each level—state, district, and school—obfuscate discussions on national education policy. In other words, almost any assertion on spending patterns that may be true at, say, the national or state level is meaningless or, worse, inaccurate at the school level.

This dissonance and its consequences are not widely understood by the public, nor are reforms analyzed from the context of the school level. But the school-level view of allocating resources is critical to any serious efforts to give an equitable, quality education to all students. The vantage point from the school presents an entirely different perspective on how America finances public education, one that most books on education finance policy do not deal with directly.


Most literature on education finance issues discusses finances from the top-down view of federal and state policymakers. For those new to the topic, this chapter reviews some larger trends in education finance that will serve as a foundation for the discussion in later chapters on the deficiencies of the current system. The chapter also explores some often-overlooked forces that influence allocation decisions within a school district. The picture that emerges is of a fragmented school finance system pulled in separate directions, lacking consistency and coherence, with little chance of being able to right itself.

Where the Money Originates

The primary responsibility for funding public education today rests with the states—which account for nearly 50 percent of the nation’s spending on K–12 public education—and local school districts, which account for another 44 percent of total spending. Though the federal government is a minor player in total K–12 public spending, contributing less than 10 percent, it has dramatically influenced the finance policies of state and local education agencies through federal mandates, congressional earmarks, and judicial oversight.

Starting in the early 1970s, state and U.S. Supreme Court rulings established that basic education funding is primarily a state responsibility. Previously, basic education funding was considered mainly the purview of local government. The Serrano v. Priest case (1971) in California is regarded as the first in a series of modern-era school funding lawsuits filed on behalf of individuals in property-poor districts who argued successfully that their schools were unable to provide as good an education as those in property-rich districts.1 By notching a victory in California, public-interest attorneys established a model for litigation against other states’ school funding systems, a strategic direction later forced by the U.S. Supreme Court’s 1973 ruling in San Antonio Independent School District v. Rodriguez that education was not a fundamental right under the Constitution.2

While the details of state funding systems vary substantially, nearly all use some basic education funding mechanism driven by student enrollment and augment that with other funds for specific services or initiatives, such as special education or reduced class size. The Education Commission of the States recently published a report that found that  most states were using one of three approaches in 2002 for allocating basic education resources (Griffith 2008). Half of states (including Florida, Texas, and Colorado) and the District of Columbia provided “foundation” funding—that is, a minimum base allocation, weighted by type of student (for example, English language learner)—to each district. A dozen other states, including California, New York, and Michigan, used a modified foundation formula in which the base amount provided by the state varies from district to district. Seven states (including North Carolina, Tennessee, Delaware, and Washington) allocated funds to districts for educational staff, such as teachers and administrators, based on total student enrollment. State funding formulas are perennially scrutinized by education reformers, and lawsuits to invalidate education funding systems in several states make for a dynamic policy landscape.

Both state and federal agencies supplement the basic education funds with restricted funds, known as categorical grants, which the recipients are required to spend on specific types of students or services. Some of these grants come to schools and districts indirectly from federal agencies, while others flow directly from the revenue source, typically the state or local education district. These revenue streams come with strict rules about how the grants are to be administered, what can be purchased, and how resources can be distributed and the funds then accounted for.

It is only in reading the fine print of each state’s funding formulas that the differences in allocations for different student types emerge. For example, targeted allocations may take the form of per student allocations, flat grants, competitive grants, staff allocations, funds for specific services, reimbursements of costs, cost sharing, and limited eligibility grants (often funding only those with high concentrations of a specific student type). A key difference is whether the state allocation works primarily to increase spending in the district, restricts the use of funds so they only benefit a certain student type, or specifies exactly what program or service is provided with the funds. Also relevant, formulas can include enrollment of a particular student demographic, the concentration of that subpopulation, local effort in funding education, and previous years’ allocations (Carey 2002).

In sifting through federal and state allocations that target resources to different student types, one can immediately see how allocation formula details help determine ultimate spending levels across districts and schools. Targeted allocations differ enormously, with some allocating  dollars and others allocating staff or programs. Box 2.1 shows some of the ways allocations are made.


Box 2.1. Sample Allocation Details

Types of Targeted Allocations


	Lump-sum grants

	Per pupil

	Per fixed (or capped) percentage of all pupils

	Per school

	Per staff (allocations for training)

	Programs or services (e.g., professional development, reduced class size)

	Staff (e.g., instructional aides, coaches)

	Expenditure reimbursements



Types of Restrictions


	Which schools are eligible

	Which students are eligible

	What objects can be purchased (and at what amounts)

	What services are covered

	How nongrant dollars are expended (i.e., requires match, comparability, non-supplanting, etc.)

	Separate accounting





The most notable federal categorical grant is the Title I program. Now more than 40 years old and currently allocated as part of No Child Left Behind, this program allocates over $13 billion to districts serving high concentrations of children from low-income families. In total, approximately 41 percent of all federal K–12 education dollars are allocated to programs for economically disadvantaged children. Other examples of categorical federal funding programs are those for students with disabilities, vocational education, and bilingual education.

All the different funding streams then collide at the district level. Local districts are generally responsible for converting all their apportioned funds from the state and federal government into expenditures for programs or services allocated to schools. Many formulas, practices, and forces that drive resource distribution remain undocumented, unclear, and at times mysterious to all but the budget staff. In general, the process involves a staff-based formula to allocate full-time staff to schools based on increments of student enrollment, such as a teacher for every 25 students  and a vice principal when enrollment exceeds 400. Additional staff can be allocated case by case, such as a music teacher for a specific magnet school or a technology specialist in an innovative high school. Many districts then add staff to cover special programs for needier students and assign the costs to categorical funds.

A substantial portion of the district budget is allocated to central administration, and the department directors distribute these funds generally at their discretion. Costs for noneducational services, such as food, transportation, and utilities, are generally covered from the central administration’s portion of the budget. The division of operating funds between central administration and schools also varies from district to district. In districts where schools have the power to decide how to allocate their budget, more than a few choose not to purchase services from the central administration and instead outsource that service or reprogram the allocation for a more urgent need. Such decentralized financial decisionmaking requires strong school accountability and flexible collective bargaining agreements, both of which tend to be the exception rather than the rule.

In summary, today’s education finance system operates on revenue mainly from state and local governments, allocates resources to districts based on formula, and supplements them with restricted funds targeted at specific educational needs or priorities. This architecture is highly organic and sensitive to the demands of political currents. Over the past 30 years, four political themes have significantly influenced state and local education finance policies. Each had merits on its face but fell short in producing desired outcomes at the school level.

Attempts at Equity

Many states are preoccupied with seeking equity across districts. As mentioned previously in the Serrano case in California, inequities in funding across property-rich and property-poor school districts set in motion two decades of litigation that forced states to address spending differences among districts. The basic premise of the litigation was that discrepancies in access to resources gave some students a higher quality of public education than others, violating individuals’ right to equal protection under the law. That is, the more a district spent per pupil, the better education it could deliver than a district that spent less per pupil.


As a result of the equity litigation, most states adopted an equalization mechanism that leverages state and local funds to provide more equal access to resources across districts. Some states limit what can be collected locally. Others combine state dollars with local funds to provide a foundation, or base, allocation to every district.

Yet despite the attention given to equity across districts in state policy, equalization efforts have done virtually nothing to address inequities within districts. The equalization effort in New York was prompted by reports that New York City spends an average of $4,000 less per pupil than affluent Westchester County; what goes unspoken, though, is that individual schools in New York City spend over $6,000 more per pupil than other schools in the same district (Roza and Hill 2006).

Such intradistrict spending inequities continue despite having nothing to do with access to revenues and more to do with district distribution policies. The district sends out teachers, principals, administrative assistants, lunch room staff, librarians, and the like, and pays the bills out of the district coffers. Schools do not have their own bank accounts, nor do they receive reports that show the true costs of the resources that land in their buildings. Districts rarely compute what they spend on each school, much less compare across schools or worry about equity. Thus, district resource-allocation practices routinely perpetuate the stark inequities that state policies were intended to minimize. These inequities are harder to quantify and report publicly because they are intradistrict instead of interdistrict.

Attempts to Subsidize Services for Some Students

Besides efforts to equalize access to resources among students, state and federal policymakers have gradually tried to wrest resource allocation authority away from local school boards by adding restrictions to the use of their categorical funds. These restrictions focus on targeting the funds to needy students and raising their achievement. The Title I program’s rationale for setting aside supplemental funds for low-income students was that, on average, poverty is the strongest predictive factor in student performance.

Forty years later, poverty still is the most powerful indicator of student performance—and that sad reality supports the widespread belief that categoricals have not effectively addressed the issues they had targeted. Despite their apparent ineffectiveness, federal and state categoricals have grown in number and amount.


Policymakers have gradually restricted the spending not just to specific groups of students (such as low-income English language learners) but also to specific programs or services. These new categoricals include funding for early childhood education, tutoring in reading, smaller class sizes, small high schools, science coaches, and other interventions that reformers hope will somehow raise student achievement.

Occasionally grounded in solid research, these programs or services almost always have an aggressive political constituency determined to fight for their existence. In fact, the most recent Catalog of Federal Domestic Assistance lists 87 education programs.3

More recently, Congress has created customized categoricals in the form of earmarks. Buried in the voluminous federal appropriation bill sent to the president each year are earmarks, also known as set-asides, that fund specific projects or programs at schools or districts favored by a member of Congress’s delegation. At first, only a few programs or institutions benefited, but by 2005, the U.S. Department of Education appropriations bill included hundreds of set-asides that accounted for hundreds of millions in spending.

A quick read of the list of identified recipients shows the nature and scope of the problem: A program in a Florida receives $160,000 for equipment and technology, a school district in Wisconsin receives $1,200,000 for after-school programs, a Kentucky school district receives $300,000 to support teacher excellence, and a Washington district receives $320,000 for a family literacy program.4

Federal set-asides circumvent all education finance mechanisms and frustrate efforts at equalizing schools’ access to resources. Earmarks are granted based on political favor, not on either demonstrated needs or competition. Because of complaints, there is now a temporary moratorium on set-asides in the education budget, but new rules may allow them to resume.

States have followed the federal lead by becoming more prescriptive with new education funding, instead of simply increasing basic education funds. Wisconsin now has 34 categoricals, South Carolina has 74, and California has 124. In fact, California’s special programs accounted for almost $3 billion in the 2006–07 budget, nearly 6 percent of the total education budget. This staggering amount covers everything from school nutrition programs to counselors to organic gardens.

States were able to layer on categoricals—and districts were able to administer them—partly because of the budgeting and accounting  systems created in response to the federal government’s categoricals. In the end, these relatively new allocations magnify the effects of the federal grants by restricting spending and fragmenting local programs even further.

To put it another way, the growth of categoricals has made it all but impossible for schools to plan programs holistically in which the parts consistently support a defined objective and course of action over many years. Instead, schools are forced to cobble together funded programs that may or may not be aligned with individual student needs and to replace their curricula, services, and even staff with every change in categorical programs.

Although some people recognize that the growth of categoricals produced such undesirable consequences, they have difficulty eliminating categoricals because of their entrenched constituencies. Those who benefit include the schools and districts that receive funds, and the parents and community groups that doggedly lobby for them. Categoricals also promote fiefdoms in state agencies and, often, school districts. Staff in state agencies or districts who are paid with federal funds express more loyalty to their federal administrators than to their own leadership (Cross and Roza 2007).

Attempts at Adequacy

Once equalization efforts failed and categoricals became corrupted, another policy trend began to identify how much it costs to get all students to proficiency standards in reading, writing, and math, as mandated by the federal No Child Left Behind Act.

In this more recent wave of education school finance litigation, plaintiffs are petitioning the courts to require states to allocate an “adequate” amount of funds to ensure all students achieve at least these standards. Some attempts to achieve adequate funding are massive, such as the New York ruling in 2006 that required state officials to increase the operating budget by $5,000 per student and to spend $9.2 billion on capital improvements over five years (West and Peterson 2007). In general, urban school districts are pursuing these legal actions against the state, arguing that the current funds allocated for educating the students are insufficient. Under NCLB, districts face increasingly severe sanctions if they cannot produce higher pass rates on state achievement tests than  they did in the previous year. The sanctions range from forcing the district to accommodate student transfer requests to state officials taking over and operating the district.

While it is generally agreed that more money can buy a richer educational experience—compare the per pupil spending of $30,000 or more at an elite private school with the $7,000 spent per pupil at a typical public school—this view misses the importance of districts’ choices about how they spend their funds.

The plaintiffs in these cases argue that if only districts had access to adequate funds, schools would have enough resources to provide an adequate education. The flaw is in assuming that spending at any given school is closely related to the district’s calculation of average school spending.

For example, a 2004 Texas A&M study indicated that about $6,200 per pupil is needed to provide an adequate education for districts in Texas (Joint Select Committee on Public School Finance 2004). In Fort Worth, where the average nontargeted expenditure was $5,850 in 2003–04, the district was already spending at least this much on 17 of the district’s 111 schools. In Houston, expenditures exceeded $6,200 in 121 of the district’s 260 schools. In fact, at one school the district spent $9,400, while at another it spent only $3,750.

In an analysis of the Denver public schools in 2005, about a quarter of the schools received more than 110 percent of the district average expenditure. Some 30 percent received less than 90 percent of the district average (Roza et al. 2005).

While adequacy calculations differ in their approach, data, and ultimately their determinations, the examples above suggest that adequacy calculations based on existing district spending averages are inherently flawed. Nothing in the claims of adequacy plaintiffs weakens the forces within districts that lavish some schools with resources and shortchange others.

Further, determining what amount of resources is adequate depends greatly on how the resources will be used. The amount of resources necessary to deliver a particularly defined quality of education if resources are used efficiently is very different than the amount necessary if resources are distributed inefficiently. Teachers will still prefer working in low-poverty schools. The newest and least qualified teachers still will be left in the toughest schools, just as the students in those schools will be left with them. With higher-paid teachers teaching higher-performing students, one can hardly argue that the current allocation systems are efficiently closing the achievement gap.


More is already being spent on some schools than the current wave of lawsuits claims is adequate. District decisionmaking favors low-poverty schools because of their stability, the quality of leadership and teaching staff they can attract, and the activism of influential parents. The lawsuits leave the districts’ decisionmaking processes intact, making it likely that additional funds will follow the same allocation patterns as existing funds.

Attempts at Efficiency

While the courts try to resolve the question of adequacy in education spending, the latest policy trend to emerge is pressuring districts to make existing funds more productive. This recent angle seems to be a response to the fact that state forecasts predict increasingly tight state budgets, leaving little new funds for education reforms, and accusations that education spending has ballooned in recent decades without corresponding gains in student performance.5

Efforts to get more bang for the buck can be manifested through various policy instruments, some of which work in dramatically different ways. In several states, existing legislative proposals toward getting more for the state’s education dollar center on either pushing down decision-making to the school level or pulling it up to the state level. South Carolina and Delaware, for instance, are considering a new funding structure that would rescind funding prescriptions and send funds directly to schools. Different proposals floating amid California’s state leadership reflect each angle: one proposes more state authority over how funds are spent, and the other proposes less. Efficiency efforts are also trying to change teacher compensation. For example, new salary incentive structures are targeted to lure teachers to some schools or reward more effective teachers, unlike more traditional salary structures that base teachers’ financial compensation only on seniority and graduate credits earned.

The federal NCLB law was designed in large part to bring accountability to schools and districts in hopes that accountability would motivate school officials to focus their resources toward greater student outcomes. And, some of the sanctions for districts that fail to raise student achievement over time are based on the premise that someone else can be more productive with the same level of funds—private tutors, another public school, or a charter school, if one exists in the district.


Here again, these efforts are still relatively new and have not been fully implemented in ways that change the diffuse nature of spending decisions. The proposed solutions stop short of directly addressing some of the forces at play (some described in later sections) in the resource allocation system.

The School District Bureaucracy

The school district, while smaller, is not necessarily simpler than state education agencies. School districts vary in size across states and locales; some have a single school, while others have more than 100 schools and 100,000 students. In any case, the district is officially responsible for education resource decisions, and the district is legally accountable when funds are misused.

In most districts, leadership is officially awarded to a publicly elected school board, generally consisting of three to nine members. That means that for the 16,000 or so districts in the country, more than 100,000 local board members are officially responsible for deciding how money is used in schools. School board members, since they are publicly elected, come with varying levels of fiscal and management expertise. For most of these elected officials, this fiscal budget is the largest they have ever been responsible for, and this is their first public office. The vast majority of school board positions are unpaid. For their stewardship and countless hours of sitting through public meetings, many of them rancorous, they rarely receive public praise; little wonder that those who run for office sometimes have special interests backing them or their own pet projects or agendas.

A key responsibility of the school board is to hire the superintendent, who is at least functionally at the helm. Yet, the leadership structures are more complicated than those in many urban districts. Mayors play a more official role in district leadership in some cities. In others, state departments of education have taken over. Many states also have regional offices that provide support staff to groups of typically small school districts, creating an intermediary step between states and districts. In many school districts, the superintendent wields considerable influence over the school board, which serves as little more than a rubber stamp.

Regardless of the dynamic between the elected board and the appointed superintendent, when big money problems surface, heads nearly always roll. In the past five years, nearly half of all big-city superintendent firings  have been directly or indirectly because of financial mismanagement. Baltimore, Seattle, and Oakland are all recent examples: superintendents persuaded their school boards to invest in big school improvement plans just weeks before it became evident that the district was broke and could not even keep its existing commitments.

Tracking how districts allocate resources across schools is not just a frustrating exercise for board members trying to advocate for their constituents. As mentioned previously, the forces that drive the distribution of resources to schools are unclear, frequently undocumented, and mysterious to even district staff.

For example, in one district, the psychology team consists of four psychologists, each of whom is assigned to serve all students in about 10 schools. In interviews with the psychologists about where they spend their time, one clearly spends her time in equal increments across all 10 schools. Another says she spends most of her time at a school where the principal “values her work.” Another spends the largest portion of her days at the school her own child attends, and the last one focuses on the two schools he feels need his services the most. In this case, the allocation of this resource across schools depends on the psychologists’ own discretion and priorities, which may or may not reflect the district’s stated strategy for reform.

In another example, many districts staff each school with a librarian who is a full-time staff employee with particular skills and a job assignment. The full-time librarian is one approach to making sure reading and research materials are available to students. Other approaches might involve distributing these duties among teachers or in partnerships with public libraries. By dictating the use of the resource, the allocation asserts central authority and creates some level of uniformity across schools in how resources are used at each site.

These examples demonstrate that whether districts are aware of it or not, a host of factors affects how resources are used, controlled, targeted, and distributed to schools and students. As one research study shows, central department funds are converted into many different forms before being deployed to schools (Roza 2007a). The findings, reflected in figure 2.1, demonstrate the range of these forms in one urban district. In this district, a larger share of resources is deployed in staff assigned to schools, program access, and roaming specialists than in flexible funds, professional development, or other resources. What the research cannot yet tell is how these different forms of resources matter for schools. Perhaps  more important, districts do not have a sense of what they are providing and how those resources fit with the overall district strategy for reform.

Figure 2.1. How Central Funds Are Allocated in One Urban School District

 

[image: images]

Source: Author’s calculations based on Roza (2007a).

In tracking the allocations in these and other districts, CRPE research has also discovered that an uncomfortable share of district resources flows out in ways that cannot be described neatly in fiscal reports but that explain the haphazardness of the findings that emerge when studying actual spending. For instance, the chief financial officer in one district spoke of how the athletic director nagged daily until he received an 8 percent increase in the athletic budget during a time of declining revenues. In another district, the professional development director made a presentation directly to the school board to explain why more investment in training was needed. The budget director in another district told us how the superintendent promised the special education director an air-conditioning unit for her office in a deal to keep her from leaving the district.

Based on these anecdotes, the CRPE team further investigated allocations to better understand what practices were in place that drove the allocations out to the different schools. In two districts studied, a little more than half all allocations followed a range of different formulas. The formulas varied in their mechanics, with some driven by enrollment, student type, school, staff counts, and so on.

The remainder of the allocations—the nearly half that were nonformulaic—were much more elusive. Data from figure 2.2 illustrate what  CRPE found when trying to code how or why nonformulaic allocations were deployed in the way they were ultimately realized on schools.

Figure 2.2. How Nonformulaic Allocations Are Distributed in One Urban School District
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Source: Author’s calculations based on Roza (2007a).

As the figure demonstrates, most nonformulaic allocations were driven out by the discretion of a central office staff member (53 percent). When discretion is the primary driver for an allocation, an individual in the school system uses his discretion to decide how resources are distributed among schools. For example, the athletic director mentioned above described how he used his discretion to decide where to direct new funds awarded in the study year. In this case, he decided to hire two additional assistant coaches for each of the three largest high schools and ordered all new equipment for the two middle schools with the highest percentages of athletes. He could have just as easily made different decisions, say, deploying those funds more evenly among students at each level or targeting resources to schools where students were not participating in sports to boost involvement in athletics. Similarly, the psychologist in the prior example used her discretion to decide in which schools to spend her time, and again discretion drove the resources out.

The second-largest practice for deploying resources was by demand (44 percent). Demand-driven allocations suggest that the resources flow to a school, teacher, or student only when they are requested by the end user. For instance, one district’s centrally managed allocations provided music lessons for students who signed up for them. In another example,  an art history program involved placing a full-time art expert in two schools in a district. When asked how the schools were selected, a central administrator said that the program was offered to two schools where the principal exhibited the most interest in the program. For an optional professional development training session, these resources were brought those teachers who opted to attend.

While these micro-level decisions have serious consequences for how resources are allocated, in many cases district leaders accept them without thought or careful examination. As would be expected, these two allocation types—discretion and demand—yield highly erratic and inconsistent spending patterns, even differing from year to year. Also, many district staff members were unaware of their role in subjective allocation decisions, and they did not realize that resources could have been deployed differently. Staff often talked about “how things are done here,” and, when probed, seemed not to realize that the practices represented choices or decisions by the staff involved.

For example, the psychologists who were directed to serve 10 schools yet chose to narrow their efforts to just one or two schools did not seem to recognize their own time as a resource over which they had any control. When asked about it, one psychologist in this district responded:

I’m a school psychologist. I just cover the schools in my assignment area. I go where the need is because that’s what I’m supposed to do. I have no input into district resource decisions. Those decisions are all done by senior leadership. I don’t get my own supply budget or anything. If I want the district to fund something, I need to file a purchase order request and who knows if that would get approved. (Roza 2007a)

Other Influential Forces in Resource Allocation

Labor unions also influence how resources get used within a district. Education is a labor-intensive business; a large portion of the district’s operating expenses goes directly to paying and supporting the millions of school employees, and teacher contracts play a big role in determining where such resources are deployed. Through collective bargaining, labor unions can influence not just the level of salaries, but also how salaries are structured, school calendars, class size limits, the use of aides, professional development, and many other aspects of the education system.

Voters also dictate the use of resources within districts, which go to the electorate regularly for approval of operating and capital levies. Once  in a while voters also weigh in on an education-related referendum, usually one with statewide scope, such as class size reduction, pre-K funding, or charter school authorization.

While unions and voters steer most of a district’s budget in a particular direction, private foundations often influence spending with highly targeted matching grants. These grants act like categoricals, restricting their use for particular programs of interest to the benefactor, and also like venture capital, testing a new program for a limited time. Though big names like the Bill and Melinda Gates Foundation have made headlines for their impact on redesigning high schools in urban districts, many smaller foundations operate behind the scenes as well, some taking an active investment-like approach toward grantees and others a more passive approach based on requests received from the community.

Parents and community members influence spending in both organized and unorganized ways. Parents band to block school closures and prevent budget cuts to cherished programs. In one district, students marched into a board meeting playing their musical instruments, thus saving the middle-school music program in a single school. In another district, individual parents concerned with levels of lead found in school drinking fountains brought bottles of dirty water to board meetings and enticed local media into carrying sensational stories about autistic children who may have been exposed to the dirty water. Though no coalition ever formed, the negative publicity pushed the school board to reallocate a significant portion of its capital budget toward water quality, resulting in the cancellation of at least one school construction project.

As the examples above show, individual players within and outside the system have a powerful impact on resource allocation. More than the influence of any other factor, schools that receive more than their share of funds are simply better at working the system, despite formulas intended to create equitable access to resources.

This opportunistic behavior is the most consistent driver of unintended variations in spending across schools. There are principals who know how to get the best teachers, and those who skate through budget cuts. There are vice principals who can get the most from the three psychologists working in the central office. There are parent-teacher clubs that make sure that the grant-funded specialist stays on the district budget when the grant ends. And there are school board members that manipulate formulas to tip the balance to their schools.


If it sounds like a cutthroat competition for resources, it is. It is a competition that rewards schools based on political connections and popularity, not demonstrated needs or alignment with district goals for closing the achievement gap. If the push for accountability is to get any traction, resource allocation decisions—whether inside or outside districts—will have to become more transparent, coherent, and aligned with the districts’ stated strategies for improving student achievement.

The next chapter illustrates how the system described here works at cross purposes inside schools.
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