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This year’s Selected Papers in School Fi-
nance is dedicated to William S. Myers. He
spent his life as an economist, analyst, and
finance specialist for many state and fed-
eral agencies. He firmly believed that a well-
funded public education system is the cor-
nerstone of the country’s social, economic,
and political structure. He received his
Bachelor’s degree from the College of
Wooster and earned his Master’s degree
from the University of Kentucky.

Dedication

Dedication

In memory of William S. Myers,

In his final position, Will worked for the
National Education Association in the re-
search division as the manager of the school
finance section. Much of his work pro-
moted stable, adequate sources of revenue
for public schools. In honor of his partici-
pation, work and accomplishments, the
American Education Finance Association
(AEFA) established the Will Myers Memo-
rial Scholarship Award. The scholarship
awards $250 to two annual conference pre-
senters who have been or currently are
teachers.
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The National Center for Education Statis-
tics (NCES) commissioned the papers in
this publication to address education fi-
nance issues of interest to the education
finance community. These papers address
how teacher compensation has changed
over time; how to assess the financial con-
dition of public school districts; two ap-
proaches to reporting school-level finance
information; and how to make inflation
and geographic cost adjustments in educa-
tion. All four papers continue the NCES
tradition of commissioning papers that
address measurement issues of the educa-
tion finance research community.

Foreword

Foreword

Jeffrey A.Owings, Associate Commissioner
Elementary/Secondary and Libraries Studies Division

This compilation of papers is intended to
promote the exchange of ideas among re-
searchers and policymakers. Because the
views are those of the authors, the papers
may provoke discussion, replications, re-
plies and refutations. If so, the publication
will have accomplished its task, to raise the
awareness of the finance community to new
techniques for working with school finance
data.
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About the Editor

William J. Fowler, Jr. is the program of-
ficer of the Education Finance Program
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tion and Library Studies Division at the
National Center for Education Statistics
(NCES), U.S. Department of Education.
He specializes in elementary and second-
ary education finance and education pro-
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nal of Education Finance and the Edu-
cational Evaluation and Policy Analysis
Journal of the American Education Re-
search Association. He formerly served
on the Board of Leaders of the Council
for Excellence in Government, and was
a 1997-98 Senior Fellow. He was a mem-
ber of the Governmental Accounting
Standards Board (GASB) Advisory Com-
mittee charged with developing a User
Guide for Public School District Finan-
cial Statements.
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The education finance community faces a
wide variety of measurement issues. The
first such measurement issue arises in try-
ing to understand how teacher compensa-
tion has changed over time. Not only is
there interest in comparing the change in
teacher salaries to the change in benefits
over time, but also how these changes in
teacher compensation compare to changes
for other comparable workers. Central to
the measurement of how compensation
changes over time is how to remove infla-
tion from these changes. A second paper
examines the conceptual and methodologi-
cal approaches for making inflation and
geographic cost adjustments in education.
Inflation and geographic adjustments in
education are a measurement issue in which
the uniform acceptance of a particular ap-
proach remains elusive. A third paper dis-
cusses some tools of the trade for assess-
ing the financial condition of public school
districts. The final paper presents an at-
tempt to devise a synthesis of two diver-
gent approaches to school-level financial
reporting, an admittedly difficult task. In
the accounting approach, school-level re-
porting is simply a downward extension
of reporting at the school district-level. The
resource cost model, however, attempts to
reflect actual differences in staff deploy-
ment, and the costs associated with that
choice of staff allocation.

Introduction and Overview
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William J. Fowler, Jr,
National Center for Education Statistics

Daniel D. Goldhaber, of the Urban Insti-
tute, asks the reasonable question for the
period from about 1980 to the present,
“How Has Teacher Compensation
Changed?” As Goldhaber acknowledges,
the answer to this simple “...question is
more complicated than one might initially
imagine.” Although teacher salaries rose be-
tween 1980 and 1997 by 120 percent, that
is only equal to a 19 percent increase once
one removes inflation, or a little over a
percent per year. This makes one wonder
whether teaching, given changes in com-
pensation, has become a less attractive oc-
cupation compared to comparable employ-
ment. To answer this question, Goldhaber
uses data from the Bureau of Labor Statis-
tics’ employment cost index (ECI) to make
comparisons over time. His paper first pro-
vides an overview of the empirical litera-
ture—linking teacher quality and teacher
compensation. Evidence abounds that
teacher quality is the single most impor-
tant school factor affecting student achieve-
ment. Most school districts have a salary
schedule that is based on teacher experi-
ence and degree status, and teachers are
placed on the salary guide in accordance
with these two characteristics, although
there is scant evidence they are correlated
with student outcomes. Nevertheless, this
appears to be a practice that is similar to
other state and local government employ-
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ees. Although some school districts pay
signing or retention bonuses for teachers
in specialty fields where recruitment is dif-
ficult, pay for performance efforts have
been short-lived. Private education, in con-
trast, however, does seem to compensate
teachers for performance, field of special-
ization, quality of college, and academic at-
tainment, which may be related to student
outcomes.

Goldhaber argues that it is difficult to as-
sess changes in teacher salaries unless one
also understands the effects of inflation and
salaries in other occupations to which
teachers may flee. Very little information
is available to appraise teacher benefits over
time. Only aggregate information is avail-
able. Also, most public school districts of-
fer teachers retirement packages and medi-
cal insurance. Large majorities offer den-
tal insurance and life insurance, although
such in-kind benefits as meals, transporta-
tion, and tuition reimbursement are less
common. Teachers roughly receive compa-
rable employee benefits as those available
to state and local government workers,
which are far superior to the private sec-
tor.

Using a variety of inflation adjustments,
Goldhaber examines the average salaries of
teachers from 1987-88 to 1993-94, as well
as using data collected by the Bureau of
Labor Statistics (BLS). He uses these BLS
data to show how average teachers’ sala-
ries have changed relative to salaries for all
civilian workers, those in private industry,
and those in state and local government,
as noted:

Throughout most of the 1980s and
1990s the rate of increase of teach-
ers’ salaries exceeded that of other
occupations...until very recently
(1996-98) teaching increasingly be-
came a (financially) more attractive
field to be in throughout much of
the last two decades.

However, Goldhaber finds that starting
salaries in teaching have changed little in
comparison to average salaries. In addition,

starting salaries in teaching have typically
been far behind salaries in other compa-
rable occupations. Since few school systems
provide the flexibility to pay teachers for
teacher attributes that matter, teachers who
have the opportunity to flee for other ad-
vancement may do so. This situation,
Goldhaber concludes, is unlikely to im-
prove unless there is an increase in teach-
ers’ compensation.

While Goldhaber deals peripherally with
inflation adjustments, William J. Fowler,
Jr., of the National Center for Education
Statistics, and David H. Monk, Dean of
the College of Education at Pennsylvania
State University directly address two types
of cost adjustment in education, inflation
adjustments and geographic adjustments.
Drawn from a larger work, this article at-
tempts to summarize their book A Primer
for Making Cost Adjustments in Educa-
tion. Most people intuitively recognize geo-
graphic differences in costs and in measur-
ing inflation. Everyone understands that a
house in suburban Westchester, outside
New York City, may cost more than the
same house located in upstate New York.
In addition, as a result of the work of the
U.S. Department of Commerce, Bureau of
Labor Statistics, development of the Con-
sumer Price Index (CPI), most of the pub-
lic understand that the present price of an
automobile (now in the $25,000+ range)
has increased over time, so that the prices
paid by our parents’ (in the $5,000+ range)
seem incredibly reasonable. This does not
mean that all the issues present with infla-
tion, outside of education cost adjustments,
have been resolved. Take, for example, the
change in the price of the automobile over
time. Quality changes may make compa-
rability difficult. A 1984 automobile and
a 2000 automobile have substantially dif-
ferent features, even for the same base
price. Imagine the OnStar® system (a sys-
tem of pushing a button and being con-
nected via satellite to an assistance service),
air bags or anti-lock brake systems, or an
electronic stability program (ESP), which
prevents skids. All of these automobile fea-
tures were unavailable at any price in 1984.



One would think, based on these examples,
that adjustments for inflation and geo-
graphic differences might be easily imple-
mented in education. Alas, Fowler and
Monk assert, the reverse is true. Since most
of the costs in education are in personnel,
rather than in things, which are easier to
measure in terms of quality and quantity,
measuring cost differences in education is
even more difficult than measuring changes
in, say, automobiles. Complicating the cost
of education is that it can be defined as
follows:

The minimum of what must be
given up to accomplish some result.
‘Expenditure’ is different from
‘cost’ in that expenditures are not
tied to results or outcomes and can
exceed the minimum of what must
be given up.

Fowler and Monk believe that cost adjust-
ments, which are not now commonly em-
ployed in reporting expenditures either in
different geographic regions, or over time,
should become standard practice. Certainly
a beginning teacher salary of $35,000
means very different things in New Jersey
in comparison to South Dakota. In addi-
tion, 10 years ago, a beginning teacher sal-
ary of $35,000 would have been quite an
incentive, while 10 years from now, it may
be perceived as quite inadequate.

In a review of the attempts of several schol-
ars to devise a geographic cost adjustment,
Fowler and Monk explain that determin-
ing the relative cost of hiring and retaining
comparable teachers requires not only ad-
justing for geographic cost differences that
are outside of the control of a school dis-
trict, but also holding constant those cost
differences controlled by the school district.
For example, crime, climate, and residen-
tial desirability are clearly not something
the school district has control over. An ex-
ample would be San Francisco, California
and Anchorage, Alaska. Class size, the
number of male hires versus female hires,
and the credentials of a teacher are cost
features a school district can influence.

Introduction and Overview

Chambers has raised the notion of “he-
donic” or amenities that should be taken
into account. To understand amenities, one
need only compare the school district of
Princeton, New Jersey (which includes
Princeton University) and Trenton, NJ—the
state capital, only 5 miles away. There is a
cache to Princeton, NJ. Its family-educated
children, personal safety, excellently main-
tained facilities, and the prestige associated
with being employed by the system leads
many teachers to want to work there—even
at a salary below some other school sys-
tems. However, Trenton, NJ is a typical ur-
ban school district—even with high teacher
salaries the district has difficulty attracting
and retaining teachers who are comparable
to those in Princeton.

Adjusting for inflation differences in edu-
cation may be easier, however, than adjust-
ing for geographic differences. Most of the
inflation adjustments yield similar results
(the exception being Rothstein’s). On the
other hand, there may have been quality
substitution changes in education that are
comparable to those suggested above for
automobiles. If so, additional work is
needed in understanding what the effect of
those quality changes has been. Fowler and
Monk conclude that there are two primary
goals for the future of education cost ad-
justments: improving the mechanisms for
making the adjustments, as well as educat-
ing the public and policymakers about any
progress that has been made.

Another of the troubling measurement is-
sues facing the education finance commu-
nity is how to assess the financial condi-
tion of public school districts. Dean
Michael Mead of the Governmental Ac-
counting Standards Board (GASB), first
defines financial condition in a broad man-
ner:

Financial condition is the ability of
a school district to meet its obliga-
tions as they come due and to fi-
nance the services its constituency
requires.
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Many things, including the health of the
local economy, the wishes of the citizens,
and the school district’s political landscape,
determine this “barometer” of a school
district’s fiscal health. Mead provides an
overview of the financial information to
consider when determining a school
district’s financial condition, particularly
information from a district’s annual finan-
cial statements.

The first tools that Mead considers are
common-size ratios, such as the percent-
age change and percentage distribution.
For example, did outstanding debts grow
or shrink? Was state aid a larger or smaller
share of revenue? These provide a quick
overview of the finances of a district and
how they have changed. Another concern
is liquidity and solvency, the school
district’s ability to pay its bills in the short
and long run, respectively.

The current ratio (assets/liabilities) can be
used to assess the district’s ability to raise
resources to cover its obligations. A more
rigorous approach to liquidity (ability to
pay bills in the short run) might be the
quick ratio, which compares only the most
liquid assets of a school district (cash), to
its liabilities. Some districts do not include
any long-term debt in their quick ratio. The
determination of what is an acceptable
level of liquidity is subjective, but 1.0 leaves
no room for unforeseen demands for cash.
Thus, most prudent people would require
a quick ration of 1.5 or greater.

Solvency ratios come in two forms, lever-
age ratios and coverage ratios. Leverage is
the degree to which a district’s assets are
financed through borrowing and other
long-term obligations. For example, a debt-
to-net asset ratio of .55 means that for ev-
ery dollar of resources the district has avail-
able to use for providing public services, it
owes 535 cents.

Fiscal capacity is the concept of a district’s
ability to raise resources to finance the pro-
vision of the services its constituency de-
mands. These ratios compare revenues,
expenses, and outstanding debts with in-

dicators that imply a constituency’s ability
to pay for services. Property tax revenues
per $100 of assessed value, or an effective
tax rate are examples. The risk and expo-
sure of school districts can be measured
through revenue dispersion. For example,
if most of a school district’s funds come
from the state, it is more vulnerable to the
shock of a reduction from the state.

Mead concludes that the financial state-
ments are only one source of information
that is relevant to assessing a school
district’s finances. School district employee
pensions, often the largest long-term obli-
gations, may not appear in these reports.
In addition to knowing a district’s capacity
to raise resources and to provide services it
is also important to know its willingness to
do so.

A new development in education finance
has been a focus on school-level resources.
Traditionally, financial reporting has been
a school-district level responsibility,
whether to the federal government, the
state, or to the public. However, more than
a third of states (19 states) now report that
they require school-level expenditure re-
porting. Since there are some 83,000 regu-
lar public schools in the United States, one
can quickly see the difficultly of even the
federal government collecting and report-
ing their finances. Typically, the method for
school-level financial reporting is a simple
downward accounting extension (DAE) of
what is done at the school district level.
William T. Hartman, Pennsylvania State
University, Denny G. Bolton, Owen J. Rob-
erts School District, and David H. Monk,
Pennsylvania State University, explore the
traditional DAE method with an alterna-
tive method of financial reporting, the re-
source cost model (RCM), which focuses
on the use of resources (particularly staff
allocation). They then go on to suggest a
synthesis of the two approaches.

The first question that Hartman, Bolton,
and Monk address is the consideration of
who will be the primary users of school-
level data, what new data they need, and
for what purposes. They suggest four sets



of principal stakeholders: schools and
school districts; state and national
policymakers; researchers and policy ana-
lysts; and the public, represented by par-
ents and taxpayers, special interest groups
in education, and the financial community.
One of the primary responsibilities of
school and school district administrators,
as well as school boards, is fiscal manage-
ment and financial compliance. School-
level data would allow state and federal
agencies to monitor the achievements of
schools in closer detail.

Hartman, Bolton, and Monk find school-
level data of three main types: actual ex-
penditures and costs, staff, and students.
Frequently, schools do not integrate these
school-level databases into a single, com-
parable database. Unfortunately the avail-
ability of staffing data and the ability to
track staff information to the school level
will vary by state and school district. Staff
information usually includes assignment,
location, professional qualifications, cur-
rent salary and benefits. Student data is
typically enrollment, although performance
measures are becoming more common. The
typical financial reporting scheme is func-
tion (i.e., instruction), by object (i.e., sala-
ries), and program (i.e., special education)
(Fowler 1997).

The DAE approach reports expenditures
at the level of individual schools. The RCM
approach uses an economic basis for es-
tablishing costs of educational programs.
Hartman, Bolton, and Monk assert that
“both the accounting approach and the
RCM approach face common issues that
need to be resolved regardless of which sys-
tem would be utilized.” These include the
definition of a school; what is included in
expenditures; how to conduct allocation
procedures, for example, when a principal
also teaches two classes a day; counts of
the number of students served, and perhaps
their learning outcomes. However,
Hartman, Bolton, and Monk also find ar-
eas of differences between the RCM and
DAE approaches, including whether to fo-
cus on expenditures or staffing resources,
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the unit of analysis (school or classroom),
the timing of the data collection, the diffi-
culty of the collection (RCM is generally
regarded as the more difficult approach),
startup costs and ongoing collection cost
burdens, and the usefulness and limitations
for analysis.

In order to achieve a synthesis of the two
approaches, Hartman, Bolton, and Monk
sagely focus upon the positive aspects of
each approach while avoiding some of the
difficulties of each. The DAE approach is
recommended for obtaining expenditure
data at the school level. The RCM approach
is recommended for collecting school-level
staff data. They do not recommend that dis-
trict level expenditures, such as busing stu-
dents, be allocated to schools, but, rather,
simply not reported at the school level, stat-
ing:

Along with student data, the ac-
counting and RCM approaches
provide many more opportunities
for perceptive and beneficial uses
of the data than either approach
alone.

In summary, Hartman, Bolton, and Monk
assert that the synthesis of DAE and RCM
results in both financial and personnel re-
source information at the school level. Hav-
ing school-level expenditure information
permits management control over opera-
tions and comparisons among schools. Per-
sonnel allocations yields program costs and
operations, as well as effectiveness. The
DAE approach fits the needs of school and
district administrators and school boards
to maintain fiduciary responsibility for
public funds. The RCM approach permits
insight into the effectiveness of different in-
structional approaches and their costs. The
use of both approaches permits the attain-
ment of all of these financial reporting ob-
jectives.

As always, readers are urged to visit the
NCES elementary-secondary education fi-
nance Web site, http://nces.ed.gov/edfin for
the latest NCES publications and informa-
tion in the area of school finance.
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