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would owe $5000.

Under a guaranteed tax base approach, if the state sets ¥, at $1,000,000
again, and each district taxes itself at a 1% rate, state aid would be the same for
all three districts.

Finally, under a guaranteed tax yield approach, if E, is set at $10,000 for a
1% rate, and each district taxes itself at 1%, Poor District would again receive
$6000 from the state, Middle District would receive $0, and Rich District would
owe $5000.

These results are summarized in Table 3.

Foundation
Program

Percentage

Equalizing

Guaranteed
Tax Base

Guaranteed
Tax Yield

Table 3—State Aid to Hypothetical Districts

Poor District
=10,000 -
(0.1)(400,000)

State Aid = $6000

=[1-

(400,000)/(1,000,000)]
* 10,000

State Aid =$6000

=(0.01)(1,000,000 —

400,000)

State Aid = $6000

= (10,000 -

(0.01)(400,000)

Middle District

=10000 -

(0.1)(1,000,000)

State Aid = $0

=[1 -(1,000,000)/(1,000,000)]
* 10,000

State Aid = $0

= (0.01)(1,000,000 ~
1,000,000)

State Aid =$0

= (10,000 — (.01)(1,000,000)
State Aid = $0

Rich District
=10,000 -
(0.1)(1,500,000)
State Aid = -$5000
==
(1,500,000)/(1,000,00
0)] * 10000

State Aid = -$5000
=(0.01)(1,000,000 —-
1,500,000)

State Aid = -$5000
= (10,000 -
(0.01)(1,500,000)

State Aid = $6000 State Aid = -$5000

While there are a number of assumptions built into the results of Tables 2
and 3 so as to simplify the example (such as each district wishing to spend the
same amount per pupil, and tax itself at the same rates), each of the approaches
is mathematically equivalent under the following conditions:

The Guaranteed Tax Yield and Guaranteed Tax Base programs are equal as
long as the yield is linear (i.e., twice the rate yields twice the per-pupil
expenditure). When the yield (E,) is equal to the guaranteed tax base (V)
multiplied by the rate, the two formulas are equivalent.

These approaches are equal to the percentage equalizing approach when the
state chooses as its hypothetical tax base (¥;) the same level as for the guaranteed
tax base (V,), and expenditures per pupil (£,) are equal to the tax rate multiplied
by this guaranteed tax base.

Finally, the percentage equalizing approach is equivalent to a foundation
program if the state establishes a spending ceiling (S) that is less than the per-
pupil expenditure in the district (i.e., S < E)). State aid is then calculated as [1-
(V/V)1*SN, This is equivalent to a foundation program in which F=S and
r=S/V..

Ironically, the two opposite ends of the spectrum—the flat grant approach
and full state funding—are remarkably similar in the way they function. In fact,
the formulas for delivering state aid are almost identical (GN, and TN,
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with flat grant or foundation programs were not, on average, any more equitable
or wealth neutral than the allocation of resources in states with percent
equalizing, guaranteed tax base, or full state funding. Table 4 summarizes the
average outcome measures for states categorized by basic funding approach.

Perhaps the most surprising result was that even the targeting score was not
significantly correlated with a state’s basic approach to education. This was
particularly interesting because the targeting score measures the correlation
between state aid and district wealth without factoring in local contribution. In
other words, the targeting score measures how redistributive state aid is in
practice, without any distortion based on the behavior of local districts. Thus, the
targeting score reflects the feature that we assume makes the “different”
approaches to school finance different: the progressivity, or redistributive nature,
of state aid. And yet, in practice, the targeting score shows no significant
correlation with school finance approach at all.

Table 4: Mean state outcome, by basic funding approach

Outcome Flat Foundation Foundation Percent Guaranteed  Full

Variable Grant Program (Local  Program (No  Equalizing  Tax Base State
Effort Local Effort  Program Funding
Required) Required)

State aidas  67.95% 57.58% 48.33% 40.5% 53.95% 84.35%

percentage

of total

education

spending’

Targeting -0.3537 -0.143

Score!

Wealth 0.145 0.079

Neutrality'

Coefficient 0.1425 0.0945

of

variation'

McLoone 0.9449  0.9360 0.9158 0.925

Index?

Spending $5089  $4749 $7074 $5484

per pupil’

t Higher scores denote greater inequity.

1 Lower scores denote greater inequity.
* Indicates that differences in averages were statistically significant at the 0.05 level. See Appendix C
for results of ANOVA test.

A second interesting result was that states using a percentage equalizing
approach have the highest average correlation between district wealth and
spending, and the greatest variation in spending as measured by both the

the text, infra.


























































































