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School Finance and Sprawl: How Pennsylvania’s System of School Finance Drives Sprawl and Undermines Older Communities
By: 10,000 Friends of Pennsylvania


What does the way we finance our schools in Pennsylvania have to do with land use? First, it reinforces the cycle of decline in older communities with high tax rates and poorly performing schools. When our older communities fail to deliver a quality education, parents take their children and their taxes elsewhere. In addition, financing schools so heavily through local property taxes is a large contributor to sprawl development. Depending on local property taxes to fund schools fuels municipal competition for commercial development to increase tax revenues. 


Does this mean Pennsylvania should eliminate local property taxes as a source of funds for public education? No. Property taxes are a large and relatively stable source of funding, and schools are part of the services provided to residents by local government. But we should not rely on local property taxes to fund more than half the cost of our schools, as we currently do. Nor should we accept recent proposals to replace local property taxes with local income taxes –such local tax shifts will not solve any of the major problems the current system of school finance imposes on our communities. Instead, we should assess a broader-based tax, such as sales or income tax, or a combination of these and other revenue sources, which the state would collect and distribute to the local school districts. This reform would relieve the pressure on communities to court sprawl development and provide more school funding for older communities with poorer populations.
The Overview

Like many states, Pennsylvania has fallen into heavy reliance on local property taxes to fund public education in its 501 school districts. This pattern emerged after years in which the state’s share of funding public education slid from roughly 54% of the cost of running schools in 1970 to about 36% currently. 


In addition, the state formula for distributing education money was frozen in 1991. It was not equitable then, and it has not adjusted for factors such as increased demand for classroom space in growing suburbs or shrinking tax base in cities, boroughs, and older developed townships. 



Pennsylvania depends more heavily on property taxes to fund schools than most states. The Commonwealth funds a lower percentage of basic education costs than the national average - 36% in Pennsylvania versus 49% on average nationally. That gap leaves local districts to fund the rest of the $15.5 billion enterprise, and the school districts do so with property taxes. In 1998-1999, property tax represented 79% of all local school taxes.
 

Funding schools with property taxes means that a school’s funding depends on the wealth of the local community. Such a system is unlikely to be fair, or to provide the “maintenance and support of a thorough and efficient system of public education to serve the needs of the Commonwealth,” which the Pennsylvania Constitution requires. Of course, fairness is not the only question. Adequacy of school funding also matters. Pennsylvania needs a sustainable policy for school finance that will help maintain and revitalize its communities. The current system reinforces and worsens the inequalities among rich and poor communities, threatening the state’s ability to sustain its economic health and limiting our capacity to control sprawl.

Different Communities, Different Challenges

Briefly, this is what the current system means for the three major categories of communities in Pennsylvania:

Cities and Boroughs (e.g., Yeadon, York, Wilkinsburg)


These communities tend to have higher tax rates and under-performing schools. Their poorer populations place a heavy demand on local services and a decaying infrastructure. They have greater needs and fewer resources with which to meet them - both because their local tax base is limited and because they tend to receive less state school assistance per capita than more affluent communities. 
Fewer Resources


The Education Trust, a national non-profit organized to support higher academic achievement, found that in 2000, the gap in Pennsylvania between the quartile of highest spending districts and the lowest quartile was $1,248 per student – the fourth largest gap of its kind nationwide.
  In Pennsylvania, this discrepancy might translate into $31,200 for a classroom of 25 students or $499,200 for a typical elementary school of 400 students. 

Greater Needs


Research has shown that children in poverty cost 1.2 to 2 times as much to educate as children of average wealth
. Not surprisingly, lower funding for schools often correlates with lower test scores and poorer school performance. Schools are one of the most important services a community provides. The lower the quality, the more people with wealth, and therefore mobility, will choose to move to a better school district. Those who cannot afford to leave will stay and the community will lose tax base, replacing the departed with poorer residents who need more services. 
Higher Taxes


To make matters worse, those older communities with the highest proportion of poor residents tend to have higher tax rates than suburbanizing communities. So the communities with the smallest tax base get less funding support from the state, bear higher taxes, and have to serve the most needy and expensive population. The burden of providing for school costs stretch already-thin municipal dollars even further, making it difficult to provide other local services such as police, fire, and code enforcement. The result is a system that reinforces the poor “value proposition” of older communities: residents and businesses pay high taxes in return for inferior services.

Growing Suburban Communities


The situation is quite different in growing suburban communities - but it’s changing rapidly. These communities, whether residential or mixed, tend to have lower taxes. They haven’t had to provide as many services as older developed communities because they have fewer people and less infrastructure. These municipalities can be grouped in two main categories.

Rural and Developing Bedroom Communities (e.g., Cranberry,  Upper Hanover).  These communities tend to be residential, and are often the places of choice for middle class families with children. They don’t have the commercial tax base to fund infrastructure and schools for their growing populations.

Affluent Communities (e.g., Upper Merion, Sewickley Heights ).  These communities have the commercial tax base to pay for growth and for good schools, but are now deciding they have had enough. They are still trying to accommodate the growth they have already experienced; and they want the ability to control the pace of new growth. These communities increasingly find themselves in conflict with developers, but those developers often win disputes over zoning.

Relying on property taxes to fund schools drives both types of suburban communities to zone for and accept commercial tax ratables. Such development provides the tax base to support exploding infrastructure needs for their growing residential and commercial populations. For example, the Council Rock School District in Bucks County, one of the fastest growing areas of Pennsylvania, has had to build two new schools in the past three years and has begun to purchase land to protect it from development. If that land remains undeveloped, the school district may be able to expand more slowly. The Spring-Ford Area School District in Montgomery County is building a new elementary school and a new middle school after constructing three major elementary school additions in the past three years. An architectural firm has been hired to plan a second new elementary school; all of this growth in the lower grades is sure to put pressure on the district’s only high school
.  Statewide, school construction accounted for $1.59 billion of spending in 2000, twice as much as had been spent just five years before
. Thus, property taxes in growing communities often must rise at astronomical rates. The increases are felt much more strongly in bedroom communities with a primarily residential tax base than in those with a strong commercial base.   

This drive for ratables occurs in every municipality, sometimes leading to intense competition for commercial development between neighboring communities. Some communities, however, are tiring of the ratables chase and are seeking ways to turn back development. These municipalities, in places such as Lancaster County, are beginning to realize that although commercial development may seem to generate more in tax revenue than it requires in services, it eventually leads to unforeseen costs and encourages further residential development. The drive for commercial development also produces what planners call “township line syndrome,” which occurs when a community places development as near to the township line as possible in order to shift the burden of accommodating impacts, such as traffic congestion and providing needed infrastructure for development onto neighboring municipalities. 



Recent Failures and Current Dangers 

Pennsylvania lawmakers have proposed some fixes in recent years, none of which have worked. In 1989, at the urging of then-Governor Robert P. Casey, the Legislature passed a sweeping constitutional amendment proposal that met defeat at the hands of voters. Political opponents of Casey and the proposal staged a loud and vocal campaign to portray the plan as being likely to raise the tax bills of many Pennsylvanians, to the benefit of Philadelphia.
In the late 1990s, the Legislature passed Act 50 designed to give voters “choice” in the method of taxation to fund schools in their district. It allowed, but did not mandate, a school district-wide referendum on reducing local property taxes in exchange for higher local wage taxes. The measure was widely hailed as property tax relief, but to date, only four school districts out of 501 have adopted the tax shift, with only a handful more even considering the referendum. This failure is due in large part to the voter approval required at both ends of the process, the obligation to lower property taxes, and the inability to raise other taxes sufficiently to pay the difference. 

Legislation has been introduced (SB 374) to, in effect, require each school district to hold a referendum on implementing a version of the Act 50 tax shift from property to earned income tax.
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 The bill has been promoted as a “local plan” that would keep any additional income tax revenues in the school district from which they came. Those funds would be used to reduce property taxes in that district, and only in that district. 

This proposal to continue saddling Pennsylvania’s local school districts with nearly two-thirds of the school funding burden – even if collected in new ways – is not helpful. However, the Legislature may move to enact just that plan in the last weeks of its session. Communities would be forced to approve or reject an option that they are already free to choose, and much of the momentum for real reform would be killed. Instead, the Governor-Elect and the newly elected Legislature should be given the opportunity to fashion a system that will both alleviate sprawl-driving property taxes and support the under-funded schools of our older communities. 
Conclusion


Right now, Pennsylvania has a rare opportunity to achieve comprehensive school funding and property tax reform. Such a chance seems to come only once a generation. It is vital to the health of our older communities and the conservation of our rural resources that our representatives in Harrisburg use the coming months to put forth and pass a fair, adequate, and thorough remaking of our education funding system.
11/18/02
� IssuesPA, “The Challenge of Funding Our Schools,” Philadelphia, PA,  March 2002.  A copy of this issue brief is available online at: http://www.issuespa.net/docs/pdf/The-Challenge-of-Funding-Our-Schools.pdf.


� Education Trust, “The Funding Gap,” Washington, D.C., August 1998, p. 2.  This report is available at: http://www.edtrust.org/main/documents/investment.pdf.


� U.S. General Accounting Office, State and Federal Efforts to Target Poor Students 


Washington, D.C.: (GAO/HEHS-98-36) January 1998, p. 35.GAO study from Herzenberg


� U.S. General Accounting Office, State and Federal Efforts to Target Poor Students 


Washington, D.C.: (GAO/HEHS-98-36) January 1998, p. 35.GAO study from Herzenberg


� Conversation with Maria Streiber, Spring-Ford Area School District, October 2002.


� US Census Annual Survey of Government Finances, 1995 and 2000.


� Transcript of 10/24/02 Fisher-Rendell debate, provided by IssuesPA.  This transcript is available online at: http://www.issuespa.net/docs/pdf/10-24-Debate-Transcript.pdf.





PAGE  

2

