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1. Introduction and Summary


---Appreciate opportunity to present views

      ---Prior experience with issues: Thornburg Commission, Casey Commission Roles


---Committee has tough job


---Other materials available for your review: State Board Testimony, Vita


---A Rhetorical Question for the Committee:




In Pennsylvania, can we ever be too educated?


---Enthusiasm for education needs to be tempered by reality that resources are always limited


---Economists and businessmen believe that investments should continued to be made up to the point that the next dollar of investment brings in no more than a dollar of economic and social benefits. 


There are several practical questions I want to address: 

1) Why is everyone so upset about school finance and the school real estate tax? 

2)   What are some first principles of finance that might guide a major restructuring of school finance in Pennsylvania?

3) What might be a set of accountability reforms that might make taxpayers and legislators willing to spend more on public education?

4) Why is it so hard to reform school finance in Pennsylvania?

---My answers to these questions lead to conclusion that the General Assembly must redesign school governance to ensure that schools focus on students learning more before putting more money into system. 


Why? There are two ways to make a local institution, here a school, more productive (enhance student learning): 

1) strengthen the state supervisory function to make sure that the state agency has sufficient authority and the proper incentives to force local productivity improvements,

or

2) strengthen the system of local relationships among the parts of the institution that create responsibilities and authority, so that there is a reasonable expectation that the local institution will become more productive.


Given  “local control,” realigning the way local school stakeholders relate to each other is the only way that one can improve the productivity of schools, and thereby justify putting more state resources (e.g. raising the rate of the personal income tax) into the schools to reduce reliance on the local school real estate tax.


Prediction: if you just put more state money in the hands of the current education system, you will find yourself voted out of office.

2.0 Why is everyone so upset about school finance and the school property tax? 

       There are four reasons why people are upset about the school property tax and are asking you to eliminate it. 


First, real estate tax base is increasingly  residential (See Table 1, columns [5] and [6]).

Table 1: Largest Change in School District Residential Property Shares: 1977-1994 

	Rank
	County
	School District  (SD)
	% Change Residential
	% Residential 1977
	% Residential

1994

	[1]
	[2]
	[3]
	[4]
	[5]
	[6]

	1
	 Beaver County       
	 Midland Boro S D        
	169.90%
	20.40%
	55.10%

	2
	 Allegheny County    
	 Steel Valley S D        
	126.90%
	36.30%
	82.40%

	3
	 Berks County        
	 Twin Valley S D         
	126.60%
	27.90%
	63.30%

	4
	 Allegheny County    
	 Clairton City S D       
	114.50%
	35.00%
	75.00%

	5
	 Adams County        
	 Fairfield Area S D      
	73.60%
	35.50%
	61.70%

	6
	 Somerset County     
	 Shanksville-Stnycrk S D 
	73.60%
	35.50%
	61.70%

	7
	 Beaver County       
	 Aliquippa Borough S D   
	73.50%
	42.80%
	74.20%

	8
	 Erie County         
	 Iroquois S D            
	72.10%
	42.00%
	72.30%

	9
	 Allegheny County    
	 Duquesne City S D       
	71.30%
	39.50%
	67.60%

	10
	 Franklin County     
	 Fannett Metal S D       
	55.30%
	40.20%
	62.50%

	11
	 Delaware County     
	 Chichester S D          
	51.30%
	37.70%
	57.00%

	12
	 Wayne County        
	 Western Wayne S D       
	48.30%
	46.90%
	69.50%

	13
	 Chester County      
	 Avon Grove S D          
	43.70%
	55.50%
	79.70%

	14
	 Bucks County        
	 Council Rock S D        
	40.90%
	62.10%
	87.50%

	15
	 Beaver County       
	 Center Area S D         
	40.40%
	45.90%
	64.50%

	16
	 Schuylkill County   
	 Tri-Valley S D          
	40.20%
	49.60%
	69.50%

	17
	 Washington County   
	 California A S O        
	39.60%
	52.30%
	73.00%

	18
	 Carbon County       
	 Jim Thorpe AREA S D     
	39.40%
	53.50%
	74.60%

	19
	 Schuylkill County   
	 Blue Mountain S D       
	39.40%
	51.60%
	71.90%

	20
	 Montgomery County   
	 Spring Ford AREA S D    
	39.30%
	47.70%
	66.40%


Source: author’s calculations with data from Pennsylvania State Tax Equalization Board (STEB)


Second, real estate assessments in most school districts are extremely uneven;

equally situated residential properties in the same school district often face assessments that are 20 to 30% different. While the national standard for real estate quality is 15% or lower, 62 of 67 counties do not meet it; assessment quality is 2 or 3 times below this standard. (See Table 2).

Table 2:  Quality of County Real Estate Assessments in 2000 from STEB

(Note: 15.0 or Lower is National Standard)

	County
	Dispersion Coefficient

	ADAMS 
	20.49 

	ALLEGHENY 
	29.62 

	ARMSTRONG 
	30.16 

	BEAVER 
	35.18 

	BEDFORD 
	46.46 

	BERKS 
	15.77 

	BLAIR 
	32.57 

	BRADFORD 
	22.23 

	BUCKS 
	19.02 

	BUTLER 
	26.94 

	CAMBRIA 
	48.33 

	CAMERON 
	37.88 

	CARBON 
	44.60 

	CENTRE 
	16.91 

	CHESTER *
	12.27 

	CLARION 
	37.84 

	CLEARFIELD 
	42.67 

	CLINTON 
	36.56 

	COLUMBIA 
	27.27 

	CRAWFORD 
	36.37 

	CUMBERLAND 
	24.44 

	DAUPHIN 
	29.02 

	DELAWARE 
	18.54 

	ELK 
	43.96 

	ERIE 
	28.90 

	FAYETTE 
	52.76 

	FOREST 
	47.67 

	FRANKLIN 
	26.81 

	FULTON 
	25.37 

	GREENE 
	44.32 

	HUNTINGDON 
	38.17 

	INDIANA 
	39.13 

	JEFFERSON 
	39.02 

	JUNIATA 
	43.03 

	LACKAWANNA 
	47.55 

	LANCASTER *
	11.50 

	LAWRENCE 
	43.49 

	LEBANON 
	27.80 

	LEHIGH 
	21.71 

	LUZERNE 
	42.20 

	LYCOMING *
	13.70 

	MCKEAN 
	15.71 

	MERCER 
	39.78 

	MIFFLIN 
	21.28 

	MONROE 
	31.76 

	MONTGOMERY * 
	14.99 

	MONTOUR 
	35.10 

	NORTHAMPTON 
	20.23 

	NORTHUMBERLAND 
	43.52 

	PERRY 
	37.44 

	PHILADELPHIA 
	35.33 

	PIKE 
	37.12 

	POTTER 
	45.74 

	SCHUYLKILL 
	29.41 

	SNYDER 
	32.20 

	SOMERSET 
	28.88 

	SULLIVAN 
	30.28 

	SUSQUEHANNA 
	26.13 

	TIOGA 
	34.06 

	UNION 
	25.75 

	VENANGO 
	50.75 

	WARREN 
	28.97 

	WASHINGTON 
	36.89 

	WAYNE 
	39.31 

	WESTMORELAND 
	34.97 

	WYOMING 
	33.68 

	YORK  *
	13.97 






Note: * Better than National Standard


Third, per pupil spending has increased but  state share of school spending has dropped

Perpupil spending rose from about $2,500 in 1983 to about $5,500; (See Diagram 1).

In 1983, the state share of instructional spending was about 40%, and dropped to about 35% by 1998. It had been as high as 50% in 1972. (See Diagram 2).

       Fourth, net earnings percapita barely kept pace with school spending per pupil during the period 1983-1998.


[image: image1.wmf]Diagram 1:

Instructional Spending Per Pupil: 83-98
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Combination of:

--- higher per pupil spending

--- personal earnings that barely kept pace with the growth in per pupil spending, 

--- decreased state aid as a percentage of total spending, 

--- local real estate tax that is increasingly residential, 

--- a local real assessment process that is highly inequitable and uneven 

Results in:  homeowners anger at facing much heavier burden of school finance than in the 1980’s. 

Other real estate issues:

---  revenue windfalls from presence of prized real estate like shopping centers, manufacturing assets, mineral assets. 

3.0 Some First Principles of Finance Applied to Public Education

--- If we had clean piece of paper, how should public education be financed? Would real estate tax be the proper local tax base? Probably not.

--- public education is largely a redistributive function in our society

--- asking poor parents or areas composed of poor parents to support the costs of public education is self-defeating. 

--- one can justify strong state role in financing education and use of ability to pay taxation such as income tax   

--- But, historically, schools were local entities and entirely locally financed, and real estate tax was what there was (as well as local personal property tax).

--- Most states are constantly searching for the proper political equilibrium

--- a few states finance all of public education (Hawaii and Washington), many have much stronger state share than Pennsylvania

--- Note: reimbursement style school aid formulas will always lead to higher spending since they match based on historical spending, no incentive for frugality

--- Dilemmas and Problems: 


If only state funds education, how can parents impact resources available to teach their kids? 


If only state funds education, how can parents impact what is taught, and how can state keep track of integrity of education activity?


If local taxation is enabled, suburban districts can always find more money to spend on their kids, poor districts do not. 


Some districts spend very little per pupil, and test results there often discouraging


Comparisons of US vs. international achievement tests show us lagging; Pennsylvania learning results not confidence inspiring

4.0 How to Get More Accountability in Public Education?

---Replace local real estate tax with state money and declare victory? I hope not. 

---What was Act 50 after all? 

---Likely political backlash could make reassessment look like picnic; large scale political unemployment?

---I predict test scores will go down if state money replaces local real estate taxes, and total spending goes up to get more to poor districts

Why? 

---Accountability is now very weak, 

---No tradition of making learning the focal point of educators in Pennsylvania. 

---Pennsylvania is late to developing curricula standards, and have been unwilling to tell children and parents how well the children are doing annually. Don’t ask, don’t say?

Ingredients for enhanced accountability system:

---focused obligation on school board & superintendent that  learning to intellectual capacity is their goal through meaningful oaths of office;

---meaningful hiring guidelines and waiver language

---annual information on each student’s learning gain to children, parents, teachers, school board; average information generally available

---learning gain measured by nationally normed tests (Iowa, Stanford $5/test/kid)

---parents enabled to decide who is assigned to teach their kids

---meaningful state salaries for school board members ($12,000/year), elimination of indirect self dealing opportunities for board members (and other school employees)

5.0 Why is it so hard to reform school finance in Pennsylvania? What is in Briar Patch?

---Revising subsidy formula and holding harmless current distribution is very expensive

---Tax reform is ambiguous: tax cut for all? 

---A budget neutral tax reform always means winners and losers.

---Raising state income tax is obvious revenue source but extremely visible politically

---Size and Cost of Solving Philadelphia’s Problems Caused Gridlock for decades

---No statewide school reform until suburbs get relief from Philadelphia Commuter tax now 3.97%. Philadelphia currently gets $469 million/year from commuters.

      There is no constitutional way, due to Uniformity Clause in constitution, to isolate solution to commuter tax problem to just South East, e.g. no SE regional tax solution to Philadelphia’s problems. 

--- Philadelphia schools are in deep financial trouble, while City has $250 million cash balance

--- Philadelphia kids are not learning

---A Bold New Idea:
     Create separate Philadelphia school district with its own, at-large elected school board and power to tax, and separate Philadelphia municipality through state law and finally gut Sterling Act

      Fiddle with school aid formula to properly finance Philadelphia schools, and cut commuter tax to 2%.

6.0 Summary


Accountability reforms must precede school finance reforms and greater state role to avoid political backlash; I have some very concrete ideas

      Ingredients to fixing financing of education are well known in Pennsylvania, although details of new school aid formula remain to be fought out.


Even if you throw out school real estate tax, it remains for county and municipal government, and the assessment problem remains. Assessment non-uniformity and the Capital Stock Tax are the two job-killers in Pennsylvania.

� Email: � HYPERLINK "mailto:RS9F@Andrew.CMU.Edu" ��RS9F@Andrew.CMU.Edu�; Home Page: � HYPERLINK "http://www.heinz.cmu.edu/~rs9f" ��http://www.heinz.cmu.edu/~rs9f�. The views and opinions are the responsibility of the author and do not represent those of Carnegie-Mellon University or its Board of Trustees. 
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						Actual				State		Local				Enrollment		Per Pupil		Prices		Real		Real

		Year		Instructional		Instructional		Year		Subsidy		Share										Per Pupil		Subsidy/Pupil

										As		As

				Subsidy		Expense				Percent		Percent

		70-1		807,443,376		1,734,850,227		70-1		46.54%		53.46%								38.8

		71-2		939,861,907		1,924,596,769		71-2		48.83%		51.17%								40.5

		72-3		1,033,562,840		2,028,302,734		72-3		50.96%		49.04%								41.8

		73-4		1,057,141,837		2,173,974,293		73-4		48.63%		51.37%								44.4

		74-5		1,194,729,817		2,452,069,415		74-5		48.72%		51.28%								49.3

		75-6		1,223,710,715		2,626,975,328		75-6		46.58%		53.42%								53.8

		76-7		1,219,645,321		2,839,841,655		76-7		42.95%		57.05%								56.9

		77-8		1,326,042,726		3,009,473,236		77-8		44.06%		55.94%								60.6

		78-9		1,359,728,429		3,178,896,560		78-9		42.77%		57.23%								65.2

		79-0		1,462,980,797		3,437,721,651		79-0		42.56%		57.44%								72.6

		80-1		1,493,999,997		3,706,976,687		80-1		40.30%		59.70%								82.4

		81-2		1,555,000,643		3,920,252,517		81-2		39.67%		60.33%								90.9

		82-3		1,627,505,880		4,095,399,242		82-3		39.74%		60.26%								96.5

		83-4		1,767,800,000		4,455,623,401		83-4		39.68%		60.32%		1983		1,737,952		$2,564		99.6		$2,564		$1,767,800,000		$4,455,623,401

		84-5		1,893,270,220		4,785,369,369		84-5		39.56%		60.44%		1984		1,701,880		$2,812		103.9		$2,695		$1,814,915,437		$4,587,322,321

		85-6		2,046,856,000		5,151,376,245		85-6		39.73%		60.27%		1985		1,683,221		$3,060		107.6		$2,833		$1,894,673,398		$4,768,374,294

		86-7		2,210,883,389		5,480,534,255		86-7		40.34%		59.66%		1986		1,674,161		$3,274		109.6		$2,975		$2,009,160,452		$4,980,485,509

		87-8		2,353,000,000		5,817,642,704		87-8		40.45%		59.55%		1987		1,668,542		$3,487		113.6		$3,057		$2,063,017,606		$5,100,679,695

		88-9		2,504,285,146		6,326,003,618		88-9		39.59%		60.41%		1988		1,659,714		$3,812		118.3		$3,209		$2,108,426,040		$5,326,035,168

		89-0		2,659,032,758		6,883,791,074		89-0		38.63%		61.37%		1989		1,655,279		$4,159		124		$3,340		$2,135,803,731		$5,529,238,637

		90-1		2,746,350,000		7,351,788,143		90-1		37.36%		62.64%		1990		1,667,834		$4,408		130.7		$3,359		$2,092,857,383		$5,602,433,811

		91-2		2,961,303,000		7,771,523,910		91-2		38.10%		61.90%		1991		1,692,797		$4,591		136.2		$3,357		$2,165,534,352		$5,683,140,833

		92-3		3,090,395,935		8,151,017,612		92-3		37.91%		62.09%		1992		1,717,613		$4,746		140.3		$3,369		$2,193,894,762		$5,786,467,243

		93-4		3,358,370,000		8,403,642,107		93-4		39.96%		60.04%		1993		1,744,082		$4,818		144.5		$3,321		$2,314,834,962		$5,792,406,601

		94-5		3,093,955,935		8,734,144,876		94-5		35.42%		64.58%		1994		1,764,946		$4,949		148.2		$3,326		$2,079,338,807		$5,869,911,131

		95-6		3,358,370,000		9,262,010,061		95-6		36.26%		63.74%		1995		1,787,533		$5,181		152.4		$3,386		$2,194,840,236		$6,053,124,686

		96-7		3,359,099,000		9,589,087,599		96-7		35.03%		64.97%		1996		1,804,256		$5,315		156.9		$3,374		$2,132,353,476		$6,087,145,474

		97-8		3,459,872,000		9,768,332,958		97-8		35.42%		64.58%		1997		1,815,151		$5,382		160.5		$3,340		$2,147,060,755		$6,061,844,004

		98-9		3,569,861,656		10,151,317,040		4 98-9		35.17%		64.83%		1998		1,818,090		$5,584		163		$3,412		$2,181,338,779		$6,202,890,658
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						Actual				State		Local				Enrollment		Per Pupil		Prices		Real		Real

		Year		Instructional		Instructional		Year		Subsidy		Share										Per Pupil		Subsidy/Pupil

										As		As

				Subsidy		Expense				Percent		Percent

		70-1		807,443,376		1,734,850,227		70-1		46.54%		53.46%								38.8

		71-2		939,861,907		1,924,596,769		71-2		48.83%		51.17%								40.5

		72-3		1,033,562,840		2,028,302,734		72-3		50.96%		49.04%								41.8

		73-4		1,057,141,837		2,173,974,293		73-4		48.63%		51.37%								44.4

		74-5		1,194,729,817		2,452,069,415		74-5		48.72%		51.28%								49.3

		75-6		1,223,710,715		2,626,975,328		75-6		46.58%		53.42%								53.8

		76-7		1,219,645,321		2,839,841,655		76-7		42.95%		57.05%								56.9

		77-8		1,326,042,726		3,009,473,236		77-8		44.06%		55.94%								60.6

		78-9		1,359,728,429		3,178,896,560		78-9		42.77%		57.23%								65.2

		79-0		1,462,980,797		3,437,721,651		79-0		42.56%		57.44%								72.6

		80-1		1,493,999,997		3,706,976,687		80-1		40.30%		59.70%								82.4

		81-2		1,555,000,643		3,920,252,517		81-2		39.67%		60.33%								90.9

		82-3		1,627,505,880		4,095,399,242		82-3		39.74%		60.26%								96.5

		83-4		1,767,800,000		4,455,623,401		83-4		39.68%		60.32%		1983		1,737,952		$2,564		99.6		$2,564		$1,767,800,000		$4,455,623,401

		84-5		1,893,270,220		4,785,369,369		84-5		39.56%		60.44%		1984		1,701,880		$2,812		103.9		$2,695		$1,814,915,437		$4,587,322,321

		85-6		2,046,856,000		5,151,376,245		85-6		39.73%		60.27%		1985		1,683,221		$3,060		107.6		$2,833		$1,894,673,398		$4,768,374,294

		86-7		2,210,883,389		5,480,534,255		86-7		40.34%		59.66%		1986		1,674,161		$3,274		109.6		$2,975		$2,009,160,452		$4,980,485,509

		87-8		2,353,000,000		5,817,642,704		87-8		40.45%		59.55%		1987		1,668,542		$3,487		113.6		$3,057		$2,063,017,606		$5,100,679,695

		88-9		2,504,285,146		6,326,003,618		88-9		39.59%		60.41%		1988		1,659,714		$3,812		118.3		$3,209		$2,108,426,040		$5,326,035,168

		89-0		2,659,032,758		6,883,791,074		89-0		38.63%		61.37%		1989		1,655,279		$4,159		124		$3,340		$2,135,803,731		$5,529,238,637

		90-1		2,746,350,000		7,351,788,143		90-1		37.36%		62.64%		1990		1,667,834		$4,408		130.7		$3,359		$2,092,857,383		$5,602,433,811

		91-2		2,961,303,000		7,771,523,910		91-2		38.10%		61.90%		1991		1,692,797		$4,591		136.2		$3,357		$2,165,534,352		$5,683,140,833

		92-3		3,090,395,935		8,151,017,612		92-3		37.91%		62.09%		1992		1,717,613		$4,746		140.3		$3,369		$2,193,894,762		$5,786,467,243

		93-4		3,358,370,000		8,403,642,107		93-4		39.96%		60.04%		1993		1,744,082		$4,818		144.5		$3,321		$2,314,834,962		$5,792,406,601

		94-5		3,093,955,935		8,734,144,876		94-5		35.42%		64.58%		1994		1,764,946		$4,949		148.2		$3,326		$2,079,338,807		$5,869,911,131

		95-6		3,358,370,000		9,262,010,061		95-6		36.26%		63.74%		1995		1,787,533		$5,181		152.4		$3,386		$2,194,840,236		$6,053,124,686

		96-7		3,359,099,000		9,589,087,599		96-7		35.03%		64.97%		1996		1,804,256		$5,315		156.9		$3,374		$2,132,353,476		$6,087,145,474

		97-8		3,459,872,000		9,768,332,958		97-8		35.42%		64.58%		1997		1,815,151		$5,382		160.5		$3,340		$2,147,060,755		$6,061,844,004

		98-9		3,569,861,656		10,151,317,040		4 98-9		35.17%		64.83%		1998		1,818,090		$5,584		163		$3,412		$2,181,338,779		$6,202,890,658
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