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AN ECONOMIC EVALUATION OF THE
ALTERNATIVE SCHOOL FINANCING PROPOSALS
IN NEW YORE STATE*

Harry P. Mapp, Jr. snd Richard ¥. Boisvert

Introduction

The single most important source of financial support for public edu-
cation today is the local property tax. It accounted for an estimated 52
percent of all revenues received by U. 8. public schools in the 1970-T1
school year 1763 . 23“7. Despite this fact, the property tax is increasingly
under attack. Local school districts are asked to finance the increasing
demands placed on their school systems from a tax whose base is sharply eroded
by exempblons. To make matters worse, the property tax may be inelastic with
regpect to income. That iz, the rate of increase in market value of taxable
property may be less than the rate of increase in incomeol/ In addition,
some opponents claim that the property tax is regressive; that is, it places
a greater burden on the poor than on the rich because the poor pay a greater
propertlon of their ilncome in property taxes. They argue that real property
is not a completely reliable indicator of wealth or abililty to pay. The

property tax ls thus unacceptable to those who believe that schools should

*  Prepared for the Northeast Agricultural Council Annual Meetings, Truro,
Wova Scotia, June 19-21, 1972, The co-authors are assistant professors
of agricultural economics at Cornell University. Appreciation is ex-
pressed to Robert J. Kalter and Edward A. Lutz Tor helpful comments on
an earliier draft of this paper.

1/ Estimates of elasticity coefficients for the L3 contiguous states for

T 1961 range from O.47 to 1.08, averaging 0.79. BEstimates for the states
in the Northeast are among the highest hecause of the sparcity of low
value agricultural property / 2, p. lSQMf.




e financed by those best eble to pay. In addition, the property tax is un-
acceptable to those who believe that schools should be financed by those who
receive the benefits. However, since society in general benefits from educa-
tion, allocation of benefits and costs is a dgifficult task,

Financing schools through the local property tax has fostered inequity
on the expenditure slide as well as on the cost gide. At the present time,
wide variations exist in per pupil expenditures, not only among states but
among districts within a given state. TFor example, at least one school dis~
trict in Texas spent $5,33% per pupil during the 1969-70 school year. This
figure contrasts with the $200 per puplil expenditure of another Texas district,
Tn Wew York State, the high of $1,889 and low of $6069 are not as dramatic,
but are gtill significant ZTE, o 23;7@ These disparities have given rise to
an entirely different class of school financing critics, They differ in that
they seek reform through the judicial rather than the legislative process,
and there is growing evidence that property tex change will occur as a resulb
of judicial intervention. In a landmerk cese (Serrano vs. Priest), the Cali-
fornia Supreme Court ruled that the real property tax as presently administered
violates the 1lUuth Amendment to the U. 8, Constitution because a

oublic school financing system which relies heavily on local

property taxes and causes subsbtential disparities among indi~

vidual school districts in amount of revenue available per

pupil for the districts' educational grants invidiously dis-

criminates against the poor . . . because it makes the quality

of a child's education a function of the wealth of his pareunts

and neighbors" /3, p. 1256 7.
Similar conclusione have been reached by the courts In Minnesocta, New Jersey
and Texas, and a court case is pending in New York. A decisilon by the U. B.
Supreme Court appears certain in the very rear future. If lower court deci-

siong are upheld, the result will be a revolubtion in local and state tax

structures and in acceptable methods of firancing public education.



Tn 1969, prior to the California Court decision, New York responded to
the widespread concern over the mounting problems facing the state's education
system and appointed the Fleischmann Commission to "report on quality, cost,
and financing of elementary and secondary education . . . and to make recom-
mendations for the improvement of performance in all these dimensions” [k,

P 2.16;7n The bhasic conclusion of the Fleischmann Commission is that the
Stote of New York should be responsible for the full funding of public ele-
mentary and secondary educabion in order to assure that each student is pro-
vided equal educational opportunity and that the guality of education does
not depend upon the property values in the area where he happens to live.

The Commission recommended that the state assume the burden of collecting and
distributing revenues for support of public education. Unless some valid
educational reason exists for spending different amounts, per pupil expendi-
tures in all districts would be brought up to the level of the district spend-
ing at the 65th percentile in a ranking of districts according to their base
expenditures / b, p. 2.lh7_zg/

To finance egualization of per pupil expenditures, the Fleischmann Come
mission recommended a uniform statewide property tax rate of $20.L40 per $1,000
of full value property assessment. This reform would be implemented over a
five year period and would generate gbout $2.5 billion. The Commission recog-
nized the regressive nabure of the statewide p?operty tax and proposed it only
as an interim sgolubion. They recommended that the statewide property tax
eventually be phased-out at a rate of 10 percent per year. The logses in
revenue would be replaced by a more progressive tax, such as the state income

tax.

g/ Pase expenditures inciude general fund expenditures minus such items as
debt service, and transportation.
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Uniike many Jjudges, lawyers and legislative committees who are preoccupied
with egualizing expenditures, the Fleischmann Commission also expressed deep
concern for those who must pay the bills -~ the taxpayers., However, no in-
depth study has concentrated on the potential impact of the tax reform pro-
posats. There are many unanswered guestions. Will the shift to a uniforme-
rate stavewide property tax provide tax reilefl for those who can least afford
to pay? To what extent will substitubion of the income tax for the property
téx affect the tax incidence? To what extent is the fiscal capacity of local
governmental units affected? The purpose of this paper is to probe for énswers

3/

to these often overloocked questions.

Establishing Tax Ineidence

Tax Models

To evaluate the impact of alternative school financing proposals, dif-
ferent models are developed to estimate the incldence of the state income tax,
the local propefty tax at l969lrates and the statewide property tax at the
proposed uvniform rate.g/ Fach model ig designed to describe the incidence
of a particular ftax by income clasgs for each county in FNew York State.

The incoeome taxr model estimates tax 2iabilities for households in three
separate income classes., The model ubilizes federal income class data by
zip code area from the Internal Revenus Service and state income tax data to

estimate the distribution of the state income tax 1iability by income classes

within counties. The number of federal tax returns by income class for each

3/ Although this study concentrates on the tax incidence of proposed finance

T alternatives, the impact of the expenditure adjustments proposed by the
Commission ig also important. However, evaluagbion of the adjustments in
spending necessary to raise per pupil expenditures in all districts to
the 65th percentile is not within the scope of this paper.

L/ For a detailed description of the models, estimation procedures, and daba

T sources, see Zfi_?.



zip code area in the state may be determined from federal zip code data. For
this study, 1966 zip code data was adjusted to 1969 on the hasis of estimates
of 1969 county population figures. This adjustment assumes that the distri-
bution of federal returns by income class remained the same within each zip
code area from 1966 to 1969. Next, the number of state income tax returns
was allocated to the respective income clagses on the same basis. The ratio
of county to state per capita income was used to convert the state average
tax lisgbility per return in each income class to a county basis.if The pro-
duet of the average tax liahility per return for each class and number of
returns by income class is an esbtimate of total tax liability by income class.

The property tax models consist of three essential components; real
property taxes paid hy owners of residential property, real property taxes
paid by renters and the estimated tax paild by consumers representing the
shifted burden of property taxes levied on commercial property. The components
are established separstely and then combined to represent the total property
tax burden by income class.

The residential property tax component is esbimated utilizing a conbi-
nation of housing census data on numbers and values of owned and rented hous-
ing units; and, state taxation data regarding full value of real property,
tax rates and tax 1isbility by county. The number of homes owned by persons
in each income class was determined by multiplying 1969 estimates of the
total‘nﬁﬁbef‘of owned homes by the percent of homeowners in each income class.

Distribubting full value, and conseguently the tax liability to homes in each

5/ Because of the use of separate returns in some households, the number of

T tax veburns by income class overestimates the actual number of households
in that class. Consequently, average tax liabilities estimated from these
data are underestimates of average household lighilities. Data to make
the necessary adjustments were not availeable.



income class, relied on 1960 housing daba regarding the number of owned homes
in certain value categories.é/ The distribution procedure assgumes that the
percent of owned homes by income class and their corresponding relative values
did not change between 1960 and 1959. To estimate the property tax paid by
renters, it was necessary to make the simpiifying assumption that property
taxes are completely shifted forward from landlords to renters. Sears indi-
cates that data on average expenditures for rental units supggests a pattern
of ineidence strikingly similaxr, given the assuvmption of forward shifting,

to that of homeowners / 4, pp. 341-343 /. Therefore, the tax liability of

a renter in each income class was assumed to be the same as that of & home-
swner in the same income class. Finally, the 1969 commercial property tax
liahility wag algo assumed to be compleltely passed on to consumers and was
allocated to each income class on the basis of the classes' respective average
consumption expenditures 1_5’ P. 355;7.

Results of the tax dncidence analysis for the property tax as presently
administered, the proposed uniform statewide property tax and the stabte income
tax are summarized in Taebles T and II. The property tax Liability, assuming
1969 tax rates, was estimated for households having less than $3,000, $3,000
to $l0,000, and greater than $10,000 income. County estimates were aggregated
into four groups for discussion and comparison. New York City (NYC) is con-
gldered as a separate entity. The second gréup congiats of the four counties

that compose suburban NYC - Hassau, Suffolk, Westchester and Rockland., The

65/ The number of owned homes in each income cabtegory were estimated {rom

- data found in USDA Consumey Survey A 7_7 and the 1970 Census of Housing
/79 7. The number of owned homes by value category was obtalned from
1960 Census of Housing / 8 7.




Table I

Total Tax Iiagbilities of Alternative School Filnancing
Proposals by Income Class and Reglon

{Thousands of Dollars)

Incomne

Class < $3,000- >
Region $3,000 $10,000 $10,000 Totala
Property Tax,
1969 Rates
s/ $ 26,862 $130,h22 $175,028 $3b1,312
NonnSMSAE/ b, 72h 83,292 107,706 205,722
sw. wred/ 48,630 253,592 322,251 62k, 7o
wycd/ 88,567 371,436 © 3b1,86h 801,866
Totals 178,783 8h7,7he k6,848 1,973,373
Property Tax,
Proposed Rate
SMSA $ 38,1h0 $176 bk $eo7, 8ok sl ,358
Non-SMSA 17,460 95,338 127,621 2Lo L2k
Sub. NYC il h2s 226,684 291,907 566,016
e 119,831 502,325 h62,80h 1,084,961
Totals 219,860 1,003,762 1,110,136 2,333,759
Tncome Tax,
1971 Rates
SMSA $ 2,613 $ 87,150 $285,602 $375,405
Ton - SMSA 2,289 k0,381 131,056 17k ,226
Sub. WYC 3,185 100,540 560,069 663,794
YC _ 6,104 227,903 685,956 919,963
Totals 1,191 456,51k 1,662,683 2,133,388

a/ SMSA counties excluding New York City, Rockland, Nassau, Suffolk, and
7 Westchester counties.

b/ Non-SMSA counties.

¢/ Rockland, Nassau, Suffolk, and Westchester counties.

d/ Wew York City includes Bronx, New York, Queens, Kings, and Richmond
" counties.
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third group includes the remainder of the ccunties that are part of a Standard
Metropolitan Statistical Area (SMSA). Counties outgide an SMSA are combined
in the non-SMSA group.

At 1969 rates, the local property tax generated $1.973 billion for
school financing purposes. About 48 percent of this total ($946.8 miilion)
is paid by the greater than $10,000 income group, with about 43 percent
($8L7.7 million) paid by the $3,000 to $1C,000 income group. The remaining
9 percent is paid by the less than $3,000 income group. Based on 1969 rates,
the highest income group obviously pays the largest absolute share of the
property tax bill., However, a muchk better indication of the burden by income
class is found on the last line in Tsble IT. The state average burden for
the highest income class is $602. It drops to $252 for the middle group and
to $168 for the low income group. Dstimates of average taxable income indi-
cate that households with incomes of more than $10,000 pay 3.4 percent of
their average income in school properiy taxes.Z/ The increase to 3.9 per-
cent paid by middle income households appears to be only "mildly"” regressive.
However, the 8.0 percent paid by low income households reflects the true
regressivity of the present local property tax system.

Regional comparisoné of the tax burden can be made by observing SMBA,
Von-~SMSA, Sub. NYC, and NYC categories in Table I. In each lncome class,
NYC contributes the largest share of total state property taxes for support
of primary and secondary education. The $205.7 mitlion of property taxes
paid by residents in all Non-SMSA, or primarily rural, counties is approxi-

mately one-fourth of the $301.9 million paid by residents of WYC. The $624.L

7/ Average income 18 gross income reported for New York State income tax
purposes.
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million paid hy suburban NYC residents is aboubt three-fourths of the NYC tax
liability. SMSA counties cdntribu’te $341.3 million, or about 17 percent of
the tax lidbility. Tex liabilities per household, shown in Table II, indi-
cate that Sub. NYC residents bear the greatest burden ($999), followed by
NYC residents ($538), the SMSA counties ($U45) and the Non-SMSA counties
($h2l),

The second vergion of tThe property tax model is designed to permit evalua-
tion of the Flelschmenn Commission's proposal to finesace public educaiicn
through a uniform statewlde property tax. County tax raltes were all adjusted
to $20.40 per $1,000 full value of property taxable for school purposes,
Property fax revenues by income class are presented in Table I. The state
property tax revenue increases to $2.33L billion under the uniform tax rate.
Minor adjustments occur in the proportion of the property tax b»ill paid by
each income class., The percent paid by the higher income group is reduced
from 48 to W7.5. That portion paid by the middle income group increases
slightly from 42.9 to 43 percent. And, the burden borne by the low income
group increases from 9 to 9,4 percent,

State average tax liabilities, presented in Teble II, increase from $168
to $187 in the low income class, from $252 4o $280 in the middle income class
and from $602 to $67) in the upper income class. These substantial increases
are attributable to the increase in the state average school property tax
rate from $17.25 in 1969 to the proposed rate of $20.40, Taxes paid by the
high income households uander the Fleischmann Commission proposals are now
3.7 percent of taxable income, 4.4 percent for middle income households and
8.9 percent for low income households. The Commission's state property tax
proposal appears to be no more regressive than the present local property

tax. That is, as a percent of income, low income households pay an average
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of 2.4 times as much in property taxes as high income households. The pre-
sent property tax, however, also requires that low income households pay an
average of 2,4 times as much as the high income households. Thus, the pro-
posed change to a uniform-rate, stabtewide property tax cannot be justified

sn bhe bagis that it will reduce the regressivity of the current local property
tax system. They are equally regressive.

Within three of the four regions, the statewlde property tax substantially
increases the average property tax rate. Suburban WYT is the only exception,
with the average tax rate declining from $23.32 to $20.40 per $1,000 full
value. However, per capita income in these four counties averages $5,325
compared to the state average of $4,442. Thus, the reduction in property tax
rates in these high income counties increases the regressivity of the proposed

8/

statewide wniform property tax.

3/ Three factors complicabe determination of effective tax incidence, First,
the Tleischmann Commission has recommended tax credits for low income
families designed to ease thelr property tax burden. The proposal permits
families which pay more than 10 percent of thelr taxable incomes in property
taxes to credit that amount over 10 percent against their state income tax
bilis. The Commission also recommends that 20 percent of individusl rents
be considered state property taxes. Anyone for whom this 20 percent figure
exceeds The gpecified 10 percent of taxeble income would be permitied to
credit the excess against state income taxes. The Commission estimatec
that abcut 5 percent of the state property tax take would be refunded
under these proposals, the implication being that low income famiiies would
benelfit substantlally. This study made no specific attempt to evaluate
the financial impact of these proposals across income class. However, if
the total refund goes to the low income group, it would represent a 53
percent reduction in their total tax liabilifty. Since the tax credit is
based on taxable income, this extreme case appears very unlikely., Some
reduction in tax liability is likely for each income class. In any event,
the tax will remain regressive.

An additional complication is the deductions of local property taxes
on federal income tax returns. Homecwners who itemize deductions can re-
duce thelr taxable income by the entire amount of thelr property tax lia-
hility., To the extent that higher income families itemize deductiocns,
including property taxes, the effective incidence of the property tax is
even more regressive than indicated by the above figures.

Finally, in the discussion of the differential incidence resulting
from substitution of one tax for another, no attempt is made to account
for possible resource allocation adjustments which follow the tax change.
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The Fleischmann Commnlssion's proposal to level expenditures up to the
65th percentile will result in either constant or increasing expenditures
in 81l school districts. Therefore, a reduction of tax rates in suburban
WYC implies that, under the statewlde property tax, the rest of the state
will subsidize suburban NYC school districts. The 1969 average tax rate in
the suburbs surrounding other urban areas of the state was $21.20 per $1,000
full value., Consequently, the average suburban school district throughout

‘the state will be subsidized by the other regions of the state under a state-
wide property tax.

The Fleischmann Commission views the statewide property tax as an in-
terim solution. They recomuend that it be gradually replaced by a more
progressive tax, such as the state income tax. The income tax incidence
model applied in this study 1s designed to evaluate this proposal. Estimates
of income Tax 3iability by income class are presented in Tabie I, Tobtal
state income tax ligbility iz estimated to be $2.133 billion. Only about
0.67 percent ($14.2 million) of this total ligbility is borne by the low
income class. The widdle income class supports about 21.4 percent ($456.5
million) of the total. A major portion, almost 78 percent ($1,662.7 million),
of the income tax liability falls on the upper income class.

Table IT indicates that state average income tax liability for low in-
come househelds ig $15 or 0.7 percent of average income. Average liability
for middle income households is $X6 and represents 1.7 percent of average
income in that class. The $779 tax liability per upper income household
represents L4,3 percent of income. 8ince bax liability represents sn in-
creasing proportion of income across income classes, the state income tax

is clearly progressive.
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Implementation of the Fleischmann Commisgsion proposal would necessitate
a 10 percent reduction in property taxes each year. Such a reduction would
require an increase in state income tax rates sufficient to generate $.233L
billion, Thisg reduction could be accomplished in a number of ways. One
alternative is a 10.9 percent increase in income tax rates across all tax

o/

bracketls. At the margiﬁ, this alternative implies that the tax burden
horne by counties in suburban NYC would increase from 2L 4o 31 percent of

the stalbe total, or by about 25 percent. The major beneficlaries of a switch
to the income tax would be the non-SMSA counties, This change would reduce
the level of support to public education by rural areas from 10.3 to 8.2
percent of the total. Both NYC and counties in SMSA's would experience a

7.2 percent decline in the proportion of the state total they contribute.
Thus, regional implications of the state income tax and statewide property

tax are quite opposite. The following sectlon summarizes the results of

this study and elaborates the policy implications,

Summary and Conclusions
The purpose of this situdy was to evaluate alternative school financing
proposals in New York State. The Fleischmanr Commission has proposed that
the state assume responsibility for full funding of public primary and
secondary educatlon to insure equality of educatlional opportunity. To
finance equalization of per pupil expenditures, the Commission recommended

a uniform statewide property tax. This tax would be levied at $20,40 per

9/ Tax rates may be changed at differential rates across income classes.

~ Such changes would imply a different tax incidence among the three in-
come classes ag well ag among the different regions., It was not within
the scope of this paper to evaluate differential raite changes, however,
these alternatives sre important and warrant further investigation.
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$1,000 full value add instituted incfementally over a five year period.
Recognizing the regressive features of the property tax, the Commission
proposed that a more progressive tax, such as the state income tax, even-
tually replace the property tax as a revenue source for public education.

Different models are developed to evaluate the property tax at 1969
rates, the property tax at the proposed statewide rate and the state income
tax. Results indicate that the proposed shift to a upiform statewlde prop-
erty tax will fail to change the regressivity of the property tax. That
is, low income households will pay the same proportion of their incomes in
property taxes under both systems. The shift to a statewide property tax
results in substantial increases in average tax rates in NYC, Non-SMSA
counties and SMEA counties. In suburban NYC the average tex rate declines
by almost $2.00 per $1,000 full value. Reduction of property tax rates in
these high income counties fails to reduce regressivity of the proposed uni-
form property tax. Regional implications of this proposal are significantg.
Substantial tax rate increases occur in NYC. Thus, NYC supports a greater
proportion of the total state property tax burden in each income class. Under
the proposed change, central cities will be called upon to bear much of the
additional burden of financing public education, while the liability of the
high income suburbs will be reduced.

The regional shifts in property tax rates also have definite impli-
cakions for all units of local government. Suburban areas experiencing re-
duced fax rates will find a corresponding reduction in pressure on the prop-
erty tax base. Tax effort may be redirected tb finance additional public
services. However, thé implications for central cities are higher tax rates

and more pressure on an already burdened tax base.
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Implications of the proposal to replace the statewide property tax with
revenue generated by the state income tax are quite different. Of the total
income tax liability, less than 1 percent is borne by the low income group,
21 percent by the middle income group and almost 78 percent by the high in-
come group. As a percent of income, average ‘tax liasbilities are 0.7, 1.7
and 4.3 percent for low, middle and high income classes, respectively. The
state income tax is cleaxly progressive,

There are a nutber of ways to accomplish the substitution of the income
+tax for the property tax. The alternative examined in this study was a
proportionate change across all tax brackets. This alternative requires a
10.9 percent increase in income tax rates to replace the revenue lost by a
10 percent reduction in the statewide property tax. This substitution would
shift the tax burden to high income counties, such as those in suburban NYC.
Their proportionate tax 1ighillty would incresse by about 25 percent. Both
NYC and SMBA counties would benefit from a slightly lower total burden. The
major beneficlaries would be rural counties whose proportionate tax liability
would decline by sbout 20 percent., Use of the state income tax tc finance
public education would relieve pressure on local property taxes throughout
the state as well as satisfying most critics of present school financing
plans,

This study provides a point of departure for additional research into
the implications of school financing reform. Results of this and subsequent
studies could be combined %o provide & complete evaluation of financial re-
form proposals. In particular, study is needed to examine closely expendi-
tures per pupil and the reiabionship bebween expenditures and educational

quality.
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