


The Challenge of Defining Equity and Adequacy in State School Finance Systems

of education funds through many convoluted,
restrictive formulas that do not accurately reflect the
costs of providing students with a “sound, basic

education.”

The politicization of school financing
not only limits the ability of financing formulas to
meet their stated objectives but also keeps the formulas
from incorporating true measures of efficiency,
stability, and accountability.

This dysfunction is best illustrated by 2 telling
example: despite the state’s collection of 40 or so
formulas and grants purporting to deliver aid under a
percentage-equalizing system (CFE 2000), New York
City received a fixed percentage of state aid increases
(38.36 percent) every year from 1990 to 2000 as part
of a long-standing political deal between the state’s
three political leaders (CFE 2000). Given the
fluctuating needs of New York City’s largely “high-

needs” student population, the state might be expected

to be more flexible in awarding these allocations rather
than consistently providing a fixed percentage of aid.
While the percentage-equalizing system was suspended
in the 2000-01 school yeat,"" the state continues to
utilize a large number of complex and burdensome
formulas to determine funding levels, making it
extraordinarily difficult for both policymakers and the
general public to fully understand the aid distribution
process. Even the Court of Appeals’ final ruling
suggested that this process is symptomatic of the
underlying inadequacies plaguing the state’s existing
school financing scheme, describing it as “needlessly
complex, malleable, and not designed to align funding
with need” (CFE 2004, 5).

In addition to a financing scheme that clevates
political concerns above educational achievement, New
York’s school finance systern fails to effectively address
the principle of vertical equity. Thus, even though
school spending in New York has risen by more than
$5 billion over the past ten years (NYSGPO 2005),
state aid increases have not necessatily targeted districts
serving a higher proportion of students who are
petforming below standards.? Additionally, while most
of the formulas provide more aid to poorer districts
(known as ‘equalization aid’), certain quirks have
limited the effectiveness of equalization efforts
(McCall, 2000). For instance, some formulas include
“save harmless” provisions which protect schools from
reductions in aid regardless of lower student

enrollment, lower expenditures, or higher wealth
(McCall 1995). The implementation of a “needs” index
would correct these quirks by adjusting aid to reflect
varying concentrations of poverty, disability levels,
number of English language learners, and school sizes
across the state and would likely result in more
equitable funding to high-needs school districts (CFE
2004).

The present finance system is also flawed because
it relies on formulas that assume that the cost of
services is the same in every region of the state. As a
result, the state’s aid formulas do not account for
differences in regional costs, thereby under-funding
districts in regions in which costs are particularly high
(CFE 2000). However, concerns about vertical equity
must also be offset by a consideration of the economies
of scale that result from funding schools in a multi-
school urban area such as New York City (CFE 2000).
As such, policymakers should adopt a geographic cost-
of-education index so that funding allocations reflect
the real costs incurred by different districts,

In addition to differences in regional costs,
policymakers must be aware of how the elasticities of
different tax revenue sources affect the distribution
of the state and local cost burden. Fot example, New
York City’s reliance on a diversified tax base
(particulatly the income tax) makes it more susceptible
to cyclical changes in the economy than local districts
that rely heavily on the property tax, which is relatively
stable (CFE 2000). Additionally, urban ateas incur
substantial costs in providing public services to low-
income populations (e.g., Medicaid and public
assistance) and take on debt to meet these costs so
these districts face significant difficulties in adequately
funding their schools.

To account for these variations in local fiscal
responsibilities, future efforts to redesign the state’s
operating aid system could include the institution of
mandatory local and state share formulas.
Incorporating 2 mandatory local share formula into
the funding system would require each locality to pay
a specific portion of educational expenses based on
the disttict’s “ability to pay” (and, hence, reflect the
ptinciple of vertical equity), but would not limit a local
area from making a greater contribution than the
minimum necessary to meet a given adequacy standard
(CFE 2004). A mandatory state share would reduce
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inequities because the state would be required to pay
the difference between the mandatory minimum
amount of resources provided to the districts and the
amount generated by the local share and federal aid
combined (CFE 2004).

Another weakness of New York’s school financing
structure is its failure to provide school districts with
predictable levels of funding that remain constant from
yeat to yeat. Much of this lack of consistency can be
attributed to the infighting among the state’s political
leadership which often paralyzes the budget process
and leaves school districts unsure of the amount of
aid to expect from year to year (Metzler 2003). This
uncertainty combined with the inadequacy of funds
makes it difficult for many communities to meet the
required level of educational achievement and to plan
for funding shortfalls.”

These concerns are further compounded by
problems with the formulas themselves, The current
formulas rely on a percentage of a per-pupil amount
set prior to the implementation of the Regents’
Learning Standatds (Little 2004),' suggesting that the
formulas do not measure the true cost of providing
adequate resources for students to meet state
accountability standards. Additionally, because recent
increases in state education spending have generally
come in the form of categorical aid rather than
unrestricted aid, many poorer districts are forced to
spend more on certain categories (4.6, instructional
materials) which are central to school operations but
do not appear to have a direct effect on student
performance.

CONCLUSION

In spite of these daunting realities, future efforts
to reform New York’s school finance system should
not be abandoned. To promote stability and long-range
planning, future proposals should require the state to
adopt a multi-year funding plan which sets forth in
advance the amount each district will receive for a
specified period of time and is subject to inflationary
increases or adjustments for unforeseen events (CFE
2004).

Any future reform proposals must establish a
comprehensive foundation amount for all districts
based on a thorough review of the multiple “costing-
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out studies” undertaken to comply with the Court of
Appeals’ remedial otder.’® Further, the state should
make a commitment to revisit and re-evaluate the
school finance system through petiodic follow-up
studies in order to ensure that the established system
is continually evolving to meet new standards in an
equitable manner. Such reviews will ensure that solid
evidence-based research takes precedence in deciding
“adequate” district aid amounts rather than legislative
manipulation, both now and in the future. At the same
time, successful reform proposals will also need to take
into account the realities of New York’s political
environment.

This discussion of current deficiencies in New
York’s system of school finance underscores the need
for reform that will effectively address the principles
of equity and adequacy while also providing schools
and school districts with stable and predictable funds
so that they can effectively provide their students with
essential educational resources. Regardless of the
challenging nature of this task, these recommendations
should be pursued to ensure that New York’s students
are not denied their constitutional right to a sound,
basic education over the long term. While money is
surely not all that matters, redesigning state school
financing structures to provide adequate resources in
a more equitable fashion could go a long way toward
accomplishing these goals.

NoTES

! While some educational resources, such as salary
levels and energy costs, are relatively easy to
accommodate in vertical equity calculations, the
amount of resources to distribute to each different
category of students is much more difficult to
determine because there is little evidence on how
educational resources are directly related to student
achievement (Berne and Stiefel 1999, 7-26).

2'These resources include teachers, facilities, curriculum
standards, and other resources needed to produce
certain outcomes such as attaining proficiency on a
state achievement test.
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? This observation alludes to the argument made by
many states that the No Child Left Behind Act is
sevetely under-funded and requires significantly more
federal resources than those actually provided to
achieve the desired levels of proficiency stated in the
bill. For more information, see Washington Post article
by Michael Dobbs (2/19/04) “Mote States are Fighting
‘No Child Left Behind’ Law” ot Education Week article
by David J. Hoff (2/4/04) “Debate Grows on True
Costs of School Law”.

* On July 7, 2004, the General Accounting Office
changed its name to the Government Accountability
Office, per the GAO Human Capital Reform Act of
2004, Pub. L. 108-271, 118 Stat. 811 (2004).

> See Figures 2 and 4 in GAO’s December 2002 repott
“School Finance: Per-pupil Spending Differences
between Selected Inner City and Subutban Schools
Varied by Metropolitan Area” (GAO-03-234), p.10 and
p.15 respectively.

¢ “High-needs distticts” typically refers to those districts
with large concentrations of costly-to-educate students,
such as students with disabilities, limited English
proficiency, or high-poverty backgrounds. These
districts also typically have low to average property
wealth per pupil.

""These educational essentials include qualified teachers;
clean, spacious, and safe school buildings; access to
current education tools and curricula (including
textbooks, computers, and libraries); and small class

sizes.

& The Court outlined a three-part temedy to be carried
out by the July 30, 2004 deadline: “1) the state must
ascertain the ‘actual cost of providing a sound basic
education’ in New Yotk City, 2) the state must reform
the funding system to ensure that ‘every school in New
York City would have the resources necessary for
providing the opportunity for a sound basic education,’
and 3) the state must put in place a system of
accountability that will ensure that the reforms actually
provide this opportunity.”” (Campaign For Fiscal Equity,
http:/ /www.cfequity.org/Crtof Appeals2003.PDF).

? Changes discussed here reflect CFE’s plan to reform
the state’s school finance system, which has been
endorsed by several organizations and experts in New
York. For more information, see An.Adequate Foundation
Jor All: Reforming New York States System for Providing
Operating Aid to Local School Districts (CFE 2004).

10This article uses the Court of Appeals” definition of
a “sound, basic education” which states that all students
should have access to “a meaningful high school
education, one which prepares them to function
productively as civic participants.” Other elements
necessary to achieving this goal include high-quality
teaching, small class sizes, and adequate
instrumentalities of learning, such as classroom

supplies, textbooks, libraries and computers.

"Since this time, districts have simply received a
uniform percentage increase over the previous year’s
allotment, according to the New York “Finance
Snapshot” published by Education Week on January 6,
2005 (http:/ /www.edweek.otg/ew/articles/2005/01/
06/17statesums-ny.h24.html).

12See.A 3.4 Billion Opportunity Missed: Despite Four Years
of Large Inoreases State School Aid Formulas Still Don't
Provide Equitable, Predictable, or Efficient Funding (McCall
2000, 19).

" For an interesting discussion of the interactions of
state aid in intetjutisdictional funding inequities, see
“Prospects for Achieving Equity or Adequacy in
Education: The Limits of State Aid in General
Equilibrium” by Thomas Nechbya (Yinger 2004).

" In 1996, the New York State Board of Regents
adopted learning standards in seven subject areas that
all students have to meet in order to graduate from
high school.

15 Three different costing-out studies were conducted
to determine the cost of providing a sound, basic
education (SBE) in New Yotk. The study conducted
by AIR/MAP on behalf of CFE used the professional
judgment approach; the studies by the Standard &
Poot’s on behalf of the Zarb Commission (the state’s
education finance reform committee) and by the Board
of Regents used the successful schools approach. Cost
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estimates for providing an SBE varied tremendously
because of different assumptions made by the resea
rchers but range from an additional §2.5 billion to $7.2
billion annually.
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