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Comment Sarah J. Reber

Goldin and Katz (2008) document impressive increases in the accumulation
of human capital in the form of a dramatic rise in high school graduation
rates during the first half of the twentieth century. They tie these changes
to an important policy development; namely, the American high school
movement. The chapter by Nora Gordon documents how trends in high
school completion have changed since then and then discusses what might
explain those trends. Gordon focuses on high school completion, but it is
worth noting that this story is not specific to that outcome. More than just
documenting trends in high school graduation, she is asking why progress
stalled after the high school movement ran its course.

Consistent with other related work, Gordon shows that high school grad-
uation rates peaked in the late 1960s and declined since then. There has
been an uptick recently, but in any case the trend since 1970 is at best flat.
The lack of improvement in high school graduation rates occurred despite
well-documented increases in the return to education as well as a num-
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ber of policy developments intended to improve educational outcomes in
general and high school graduation in particular. This raises the question of
what happened—and the chapter does a nice job of outlining the potential
explanations and the evidence on each. In the end, however, none of those
explanations go terribly far, and it is not really clear what the explanation
is. This is, of course, not the fault of the author—it reflects the state of the
literature. That raises the question of what academics and policymakers can
do: what kind of research should we do and what policies should we pursue.
I will focus my comments in this regard on school finance, though I note that
the chapter covers much more territory.

I begin with the key empirical results presented by Gordon, which exam-
ine the relationship between inequality and school spending at the state
level. Goldin and Katz show that income inequality was an impediment
to the establishment of high schools, presumably because more heteroge-
neous communities had difficulty coming together to support public goods
provision. In the same vein, one might worry that the recent rise in income
inequality would undermine financial support for schools. Some recent
papers suggest that this has not been the case at the level of the school dis-
trict; if anything, increases in inequality are associated with small increases
in school spending or simply a shift from state to local sources of revenue
(Boustan et al. 2013; Corcoran and Evans 2010).

The existing literature focuses on revenue and spending at the level of local
school districts. Gordon makes an important contribution to this discussion
by looking at these relationships at the state level and examining the relation-
ship between inequality and high school completion. This is an important
contribution because state governments also make decisions that affect the
level of school spending—and those decisions could be affected by inequal-
ity at the state level. Figure 2C.1 (adapted from Cascio and Reber [2013])
illustrates the substantial variation in average spending across states and
how it relates to poverty over time. Panel A plots the relationship between
the natural log of current expenditure per pupil in the 1963/64 school year
against the 1960 child poverty rate at the state level; panel B shows the
same relationship for the 2006/7 school year.! The variation in spending
across states (the y-axis variation) is substantial and similar over time. In
1963, state-level poverty is highly negatively predictive of state-level school
spending, with an R-squared of 0.69. The slope in panel A is—2.28, implying
that a 10 percentage point increase in the state poverty rate was associated
with a 23 log point reduction in average per-pupil spending. By 2006, the

1. Both panels use the 1960 child poverty rate calculated based on the number of students
eligible for Title I on the horizontal axis. The key findings are quite similar if instead we use
the contemporaneous poverty rate for panel B. That is, the declining explanatory power of the
poverty rate over time is no¢ due primarily to measurement error associated with using the 1960
child poverty rate in later years; this is because state-level poverty rates are highly correlated
over time. See Cascio and Reber (2013) for details on the data used to make this figure.
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92 Nora Gordon

R-squared was only 0.17, and the relationship between poverty and spend-
ing was less than half as steep—the slope in panel B is —1.09. The high-
poverty states remain clustered closely around the regression line, but it is
interesting to note that significant variation in spending among low-poverty
states emerged. Cascio and Reber show that in later years, average income
in the state is more predictive of school spending than poverty, but both
income and poverty have become less predictive over time. States appear to
be taking different approaches to school finance in a way that is less related
to poverty and income than in the past.

Average school spending has increased dramatically and become less
related to poverty over the last half century. At the same time, state govern-
ments have contributed a large share of the average dollar. Although it is
important to consider the source of the marginal dollar—which does not fol-
low directly from the state share of spending and may vary over time depend-
ing on the details of the state school finance regime and other factors—all
of this suggests that states are an important player in school funding. We
cannot necessarily extrapolate from the results of district-level analyses to
predict how inequality might affect state governments’ decisions since the
tax bases, voting patterns, and political economy of school finance likely
differ at different levels of government.

The new empirical findings presented in this chapter, together with the
existing literature, suggest that inequality has probably not reduced edu-
cation spending on average. Maintaining a similar level of spending may
be insufficient if inequality increases social problems, in which case more
money may be required to provide the same quality of education. But the
lack of a decline in school funding suggests that the rise in inequality has
not undermined support for school finance. The chapter also makes the
very important point that, because of data constraints, virtually all of the
research examines spending at the school district level. But there is signifi-
cant heterogeneity of student characteristics across schools within districts
(not to mention across classrooms within schools). We know little about how
resources are distributed within districts and by extension how the rise in
inequality and the policy changes outlined in the chapter have affected the
resources to which students at the bottom of the income distribution have
access. This is an important area for future research (and data collection).

So, in the last forty years or so, real per-pupil spending has nearly tripled,
variation in spending across states was substantial and stable, but less related
to poverty and income over time. Although we have little to no data on how
resources are allocated within districts, the school finance equalization lit-
erature suggests that funding has become more equal and progressive across
districts within states (Murray, Evans, and Schwab 1998; Hoxby 2001; Card
and Payne 2002). Rising income inequality does not appear to be undermin-
ing school funding. Yet trends in educational outcomes—particularly the
trends in high school graduation rates documented here—have not been
favorable.
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What should we make of this? One cannot help but ask if at least some
of the new spending on K—12 education has been inefficient. Of course,
we do not know what the counterfactual trend in high school graduation
rates would have been, and there are offsetting trends: higher prices for
skilled teachers as alternative labor market opportunities have opened up
for high-ability women, and more children entering school at a disadvantage
as the prevalence of single-parent, immigrant, and other socioeconomically
disadvantaged families has grown. Schools may also be doing more than
they used to, particularly with respect to special education, suggesting we
need to consider a broad notion of what we mean by “educational output.”
Although test scores and high school graduation do not capture all of the
relevant outputs, I believe that most people would consider high school
graduates who are ready to attend college or participate meaningfully in
the labor market to be one of the key outputs the K—12 system should be
producing. And, despite the fact that the research base may not cover all the
ground we would like, the evidence reviewed in this chapter, and the sheer
magnitude of the increase in funding, suggest that demographic changes
and other negative trends are unlikely to account for the apparent lack of
output for all the new input.?

One possibility is that we have reached the “flat part” of the education
production function—that is, spending has increased so much that we do
not get much for our marginal dollar. That is certainly a possibility, but the
literature discussed in the chapter showing well-identified positive effects of
particular inputs—particularly the evidence on the effects of teacher qual-
ity in a variety of settings—suggests that money well spent could improve
outcomes considerably. Taking this evidence together, it appears that we
are not simply at the flat of the curve; we are off the efficient frontier. That
is, the United States is not getting as much as we could from our education
expenditures. It would be reassuring, particularly in the current fiscal envi-
ronment, if this implied that cutting funding would not reduce outcomes.
This is not the case, however, because there is no guarantee that cuts will be
applied only to inefficient spending. In fact, we have pretty good evidence
that, at least on average, very senior teachers are not that cost effective, since
the return to experience flattens out after the first several years (or at most
a decade), but pay does not. Similarly, research (not to mention common
sense) suggests that the length of the school day and the length of the school
year affect outcomes. Yet in response to recent cutbacks, teachers have been
relieved of duty based on seniority rather than quality, and school years have
been shortened. By a similar logic, increasing spending might not help, at

2. Although most of the vast literature looking at the relationship between school funding
and educational outcomes (the “does money matter” literature) does not find a positive cor-
relation, most of these studies are not well identified. A few better-identified studies have found
evidence that money matters, but these have typically been in contexts where the marginal
dollar goes to a poor, underfunded district (Guryan 2004; Reber 2010; Cascio, Gordon, and
Reber 2013).
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least not as much as it could, because there is no guarantee that new spend-
ing will be allocated to the most efficient uses.

The chapter and this discussion point to some potentially fruitful direc-
tions for policy and research on school finance. First, it suggests the potential
value of shifting from a focus on equity of finance across school districts
toward improving productive efficiency everywhere. This is not to say that the
goal of reducing educational inequality, and especially increasing quality for
those at the bottom, has become less important. To the contrary, it is argu-
ably more important than ever in light of increasing returns to education
and rising income inequality. But recent trends in spending are not sustain-
able, particularly in the current fiscal environment. And although there is
still substantial inequality in funding, the system has become much more
progressive in the last half century. It is also possible that poorer children
could benefit more from policies that focus on how to get the highest return
for each dollar spent on education, as their schools and districts are likely the
most constrained in how they use funds and bear the brunt of, for example,
inefficient human resources policies, such as last-in, first-out layoff rules.

Second, the chapter highlights the role of fiscal accountability and the
distribution of resources (especially teachers) across schools. The chapter
points to the many things we do not know about how resources are allo-
cated, especially at the subdistrict level. It may not always be obvious how
to spend money efficiently and fairly, but understanding how money is cur-
rently spent and distributed would provide a good starting place for these
discussions. Better accounting of inequalities in the allocation of spending
across schools will almost certainly reveal that the overrepresentation of
young, less-expensive teachers in poor schools means that the poorest chil-
dren receive the fewest resources within districts. We may not have policies at
the ready to remedy this, but better data could do as much to shine a light on
the issue as student testing has revealed persistent racial and socioeconomic
gaps in achievement.

The chapter also points to important directions for future research. Yes,
researchers should continue to try to understand better the education pro-
duction function by looking for settings where we can identify whether (or
under what conditions) money matters and how particular inputs do or do
not affect outcomes. But if we are off the efficient frontier, it is probably
because of “institutions,” broadly construed—governance, unions, regula-
tions, norms, the dissemination of information. Research on the political
economy of the allocation of educational resources and educational institu-
tions is likely to be informative for policy.

The federal government might play an important role in enhancing pro-
ductive efficiency by improving educational institutions—and one could
argue thisis already happening. Historically, conditional federal grants have
been quite effective at changing entrenched state and local policies in educa-
tion and other domains. The threat of withdrawal of federal funds prompted
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recalcitrant southern districts to take their first steps toward desegregation
(Cascio et al. 2010) and southern hospitals to open their doors to African
Americans. The carrot of federal funding has convinced states to adopt
accountability regimes under No Child Left Behind, reduce their speed lim-
its, and increase their drinking ages. Most recently, many states (and some
districts) have changed long-standing policies governing teacher evaluation
and tenure as well as data use to compete for Race to the Top funds with
no assurance of success at funding. This suggests that when a policy and
research consensus forms around a particular idea, but state or local politics
make it difficult to implement, tying federal dollars to the implementation
of that idea is well worth considering.

To conclude, Gordon’s chapter provides an excellent guide to researchers,
policymakers, and students of education seeking a better understanding of
how policies for primary and secondary education have evolved over the
last half century.
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