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Th e vast major ity of education finance re­
searchers would concede that cost of living issues 
are legitimate variables for any education finance 
distribution program. Equally important, however, 
is that the cost of living variables be properly mea­
sured and accounted for in the formula 

Funding Public 
Education Based 
on the Concept of 
Cost of Living 

by R. Craig Wood and David C. Thompson 

InlrDduction 
Genera lly. ~ is assumed th a1 the cost of provid ir>g publ", 

OOJcation ,aries within most states . Thus, equa l ~d ucational 
<>ppOr"tcOties ma~ rIOt, in fact, be present withn a g .... m state if 
too oosts of provid ir>g edocationa l services were not accounted 
lor withi" lhe state a;o distri ooti oo formula. Otten. ~ is argued 
that th e Sfate a id clist ribution formula fails to refl9GI the tru e 
COStS of providir>g edooational DppO!1 ..... ties to students in nxal 
as well as urban schoetl d islricts. Thus , perfect equal i t~ of 
Sj)«ld ing is Hawed on two froots. TIle first llaw would be that dif­
f.rent classifieat""" of students obviously n.oo different ed u­
cational ser.'jces, These classificatioos, by JlOO<'ss ity lead to 
-arious we ighti ngs in order to reflect the costs of pro' iding 
those spec ilic services. This ooncept is generalty accepted 
-MIllin many state a;o distribution systems, The seoorld ooncept 
~ much more difficu lt to properly op" rationa, "e in that schoot 
districts, arld potentially each school th erei n, provides edLX;a­
tk>nai seI"Yires that must be accounted for based on the cost of 
proI'idng f>lJ b'C educalion in that oommunity operatiooali,ed 00 
"""t tOOse ser.'jces cost witt1in the given community 

S<;hool Districts 8$ Consumers 
At any point in ti me, given th eir income. indiviooals in soci­

ety ha'e a certa in degrw 01 pu rchasing power. This degroo of 
purchasing power is a reflection o! iJ'lCOllle as wei as the re la-
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tiYe cost of goods am ser.'ices within th e comm unity in which 
they reside, The cost of , ying rellects the COSt of goods arld 
ser.'ioes wMicM va ri es throug hout Our society,' However, its 
quantification , as to actu al applicatioo to a giv~ n oommu nit~ , is 
exceedingly d ifficu lt because reS<larch does not fut ly eXr"ain all 
the relevant variables and interactions, To m(lYe this theoreti­
cal oyerview and then to apply this concept to pub~c ageooies 
IS eyen mora difficu ll since rese arch clearl ~ ind icates that 
school d istricts are not typicat "consumers: Thus. despite the 
general aCCll ptance o! a market basket approach to determin· 
ing relative differences in oonsumer prices, both over lim" and 
betwoon localiti es. creation etI a counterpart indox focused on 
the cost o! educational inputs has proven far more el usflle. 

Numeroos states have expressed COnCe rn rega rdin g the 
cost of educational resou rces in relation to a p" rceived ineQual­
ity of educational opportunity. In fact, at 'farious times the states 
of Alaska , californ .... Florida, Georgia , idam, Il ioois, Kentooky. 
Marytand, Missouri, New.da, Ohio, Pennsyt,ania , Te nnessee. 
and T e'as have stlJclicd this issue in relation to pubtic education 
fiJlance' Despite these forays. no snxIes have" . l>een re· 
ported that adequately explain the causes of difte,ences in the 
costs of edocational resoo rces,-" Further evaluation 01 the reo 
search in<f icates that nQ s1udy has yet to emerge in the re' 
search literature that adequa1e1~ exp lains these difiereJ1C<ls, It 
shoutd be ooted that1he authors are not stating that wch differ· 
ences 00 oot e,ist but simply that there is no rese~ rch evi<lence 
that explains th em. The difficulty in explaini"!l why the cost o! 
providir>g education in one k:>cal it~ varies from that in aJ1Olt>er is 
perhaps best illustrated by examn ng taacher compensation­
the largest compo!1ent Of the public elementary arld secondary 
edooallonal expense 

Teacher Compensation Component 01 
School Expenditu res 

A schOO:> district's primary pu rchases involve labor. Ob­
vioos ly. f>lJbtiC education is a highly labor intensive industry 
Most studies c()O"l(OWe that the typical school clstrict in America 
spends roore th an two th irds 01 its general bLKlget on salaries 
and Irlnge benefil$ lor itS employe~s. This is pertectly under­
standable given the nature of the teac~ing arld learni", process 
In American pub~c schools, A. other purchases are rela1ively 
mioor once this category, specifica lly salaries aoo I ringe bene­
I,IS assooated wi", classroom teachers. is fu lly mel. Moreover, 
,t is '"tal to ....-.:Ierstand that the cost of hiring and retan", pub­
lic classroom teachers is not a fu nction etI the cost of living 01 
the kx;al commun ity. It is instead a function of trose indiv;ouals 
who a", in th e labor pool. Those iMiliiduals woo possess, or 
are quolilied to possess, yalid teaching CIlrtificates as f>lJbl iC 
dassroom teache rs are within the applicable generallaoo r pool 
The", also are discrete subpools, since districts need to er1l)Ioy 
teachers "";th certification to teach specilic topics 

The major 00S1 10' f>lJblic sch:xJt districts is a fl>"'lCtoo of the 
classroom teacher ma,ket of the state, the regioo. and even 
pe rhaps the nation. In rea lty. oowever, explainir>g or predicting 
SlJch cost is made exceedingly complex by virtue of the colleo­
tive bar9"iIlirlg process that exists within a given state. The cost 
of an educational inf>lJt, i.e .. dassroom teachers. thus may oot 
be a lunct, ,,,, of th e labor market at a li but a luncti on of the 
scope. intensity, as well as the sopI1 istication. or lack thereof re­
ga rdin g the collectiye bargainir>g process that e,ists within a 
gWM schoot district. 

This col ective bargaining process has been. aoo is, higlly 
afiected by the price of teache r i'l'Uts in neighboMg or similarly 
situated schoo l districts. The coll ectiye bargai"ing model as­
sumes that botM sides , teach ers as well as the local schOO:> 
board, wI take into account the oompeting wage scales of other 
sch:xJt dist"cts' In doing so, M upward spiral is created that is 
",dependent of intern al market forces, TIlese OOseovations are 
suppoMd by the wort of Dunlop am Ross as far back as 1948. 
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Dunlop observed that the CC>I1Cept 01 job clusters exisled '" wtwch 
wages were paid to irdYiduals holding retatively stable posiIk>ns 
riVer time . Ross observed that the existe<1ce of an orbit of slm lar 
comparisons i nd~ted that salaries we re la rg ely a function 01 
what other ~yees re.:eived in simi ar o'9llnizations.' Tn s reo 
search suggests that w"ll" I<wels w4 a form 01 oqui lbrium only 
in part aff9Cted by su~ and d~mand principles. 

Equally qoostooable is a dir9Ct conelalioo between teamer 
sala ries and ordinary cost of livin g measures. Stud ies have 
shown that teacllers' salaries may oot be a tunctioo of external 
varlat>les, st.Ch as the Consumer Price lt1dex' These dala sug · 
gest there is no evidence that. where cosl·of·edL>Cation mea· 
su res are utilized by a given Slate, they result in cornrroo;nsurate 
teacher salaries, higher or klwer 

Spe<;ilically. the higher cost of living concept argues that a 
""tOO distric1 with a hig>er cost 01 i ving must pay more lor the 
same teacher input than a distric1 w ith a low", cost of living. In 
rea lity, urban ,,,,I100I distficts that ma~ have a Iqler coot of liv· 
ing status also possess a greater nurrber 01 indiviruals who are 
in the qualified specific labor pool by virtue 01 tho size of the 
comm un ity. Further. ~ a commmity had a h9lJer cost of living 
index and n ~ wera to have an effect it would be reflective of the 
existing salary scales w ithin anected sohooI districts. Thus, it 
should be expected that salary levels wil l have already reached 
t he appropriate equ ili brium if th is re lat ions hip does. in lact, 
exist. T hus, rt can be suggested that if this cost of i ving data 
were an aoou rate predictor, teachers' salaries would be highly 
statist;cally correlated with scx:h indices. 

Research reflects that demand is a ItJr1(Otion of income and 
overa. demand by the change 01 populati(>l"l. As the demand 
rises, the cost 01 goods and services a l$O rise due 10 a lack 01' 
perfect elasticity . With a larger population, ecooomjf)$ 01' scale 
si>;)uld set in and lower the price 01 goods and se~. How· 
ever, this (le<'lerally does I'IOt preva~ in that the costs of services 
rise in terms of pcOice, l ire, t ra n~tion, sanitation rorvices, 
as wet l as in a varie1y of social s~es. Tlis is particularly avi· 
den1'" large uman areas that suffer from n'Il.II'IidpaJ overburden 
... wtwch the necessary govemmental services simply cannot 
meet th e demand. Tab la 1 reflects teache rs' salaries tor 
196a-a~ in terms of average teache r salaries for each state <:I­
vi::IerJ by an in1erstate cost·of..Jiving index in order to calculate 
an "adjusted ave rage sata ry: The autho,s 01 t his research 
strongly caution that these data do oot retlect the lact thaI em­
ployers recruit emptoy .... s for specil", job assignments and that 
individuals seek rem uneration "aooording to thei r pe rceptioos o! 
working OOrlditions and amen ities and disamenities of where 
they must work and live."' Further. the alllhors state. 1t)he aver­
age 1eacher salary il a panicular state also depoods (>1"1 the ex­
perience ievel of th e average teacher, whd1 is illluenoed by 
enrotlment trends, pay practiceS, and demograp\1y. The acade­
mic and credentialing standards 10' entry to th e profesoioos and 
a varie1y of othe r supply and demand conditions also atlect 
ave rage teacher salaries.'" 

A number 01 "'te rpretations coulo be suggf)$1ed for these 
data and wch comparisons: 
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• Classroom teachers, as a whole, are e;ther unde!p(lid or 
ove rpaid in relalioo to the cost·I)I·Hvng; classroom teact>­
erS should immediate ly receive a pay rais~, in ord~r to 
make them 'aV\lra~" " On the other haM. oo~ could argue 
tile opposite po;nt 1)1 view 01 redLK: ing salari es in certain 
states. in order to ma~e classroom teachers "average." 
T he th i rd view would be to maintai n re l ative l ~ higher 
salaries ... all states, in order 10 create a given salary struc­
ture that reflects societal cornmitmel1lto pub lic education. 

• In below average states. classroom leachers, as a whoie, 
are not as experienced as that 1)1 the nation; 

• tn a below average state, One coo!d argue that classroom 
teachers have cl>ose<> to i Wl in that stat~ tc.- varioos pe,. 
sona l reasons including liIestyie; 

• In oolow ave rage states. classroom teachers MY6 not ex· 
perienced SucceSs during th e coll~ctive bargain ing 
process; 

• The cost of living cone""t has no mar~ in that, il thes~ 
pressures were indeed meritorious, the average adjusted 
salaries wolid no! exist as they do. awor 

• The oost of living ooncept has no merit in that the fiscal 
ab ili ty of a given state must be aCCOUnled lor in such 
compansons 

It is important to note that these oose!'\latioos, singularly or 
in any oombirlalioo, may be offered . No One can te l oordJs<vely 
why a diflere<1Ce betwoo n teacher salaries and cost of living ex· 
ists. Nonetheless, dassroom t<lachGrs, in Cer1ain sUitas, are .... • 
derpaid in terms of the cost of living as measured by the CPl. 
These specifIC classroom teacher salary data ar~ shown in Tal>le 
1. Th~ rolative Ghang~s 1)1 scx:h data may be soon in Table 2. 

Where coot of educatoo ind",es have been emp""ed , or at 
least lorrnliated for study, teachers' salaries were the overriding 
issue. tn a Cai fornia study it was tlOted : 

[Descher cost difte,ences tend 10 be the major driving 
faClOr of the overall difterences in education oasts. s<nce 
teachers accoont for almost 60 percel'll of the schoo! dis­
trict budget" The metr<:>p<>itan areas of the state tend 
to exh ibit r"atively higher coots of school person ..... than 
the tlQnmetropotitan areas a lthough certain remote areas 
(with low popu lation density and on ly small o r no urban 
popu latoo) terxf to have relativety high persomel oasts' 

It " reasonable to cord,.:Je that in othe' states it is the relatively 
higher density populated areas, i.e .. urben school districts, that 
\'oi l have tigher cost indicIls. If this were tme, those distric1s!NIt 
possess higl1 cost irdic<ls would have to show that they received 
ItSS rTK>"\eys than appropriate. ~ 

The d i envna witt> th is typo at me1IYxIoIogy is apparent. On 
tile ooe hand, if school cistricts truly cantlOt afford 10 pay ap pro­
priate salaries due to legitimate "'eq uities and inadequacies 01 
the distribution plan, their salaries \'oill in fact be relatively and 
coosistently >OW. Those cistricts that have high oost of living is· 
sues wil l theoreticaly pa~ in kind in order to oompete withil the 
appropoiate worklorce. AI cost 01 edt.Calioo plans are inhe rently 
based on what school distrc ts spend in previous times. Thus, by 
its very nature experdture data cantlOt tru ly reflect the costs 01 
providilg an edLK:ation if, in fact . poor distric1s are umbie to ",Q­
>ide those seNices. Moreo,er. were such an i1dex devek>ped, a 
number of issues would have to be quantil ied and e.am in ed 
whene,er salaries were adjusted. 

An ex:am inati(l!1 01 COS! of iving research reveals severa l key 
po;nts lor OOrlside ratoo. In one state, 88 percem 01 the variance 
i1 resoorce oasiS among put> "' sctOO districts were related to 
the difterences in the begiMing salaries 01 classroom teachers" 
No ey idence exists that the CPI has bee n a determ in ant of 
teacher salaries ovar tim e within th e Ur.'ted States. " Thus, when 
0..,.., e,am in es national data that clearly ,~flec1s th~ massive 
costs associated with classroom teachers ... miatoo&hip to ed u­
catooal expenditures, the concept of a coot of edt.Catioo index 
becomes wrnewhat suspect lrom any perspective. This is not to 
say that th "r~ is not a phenomenon occlllling. It is to say, tI1at 
gWen 1ho p,esoot state of l<ri<l'Medge and research, there is more 
that is not explained, as compared to what can be explained, re­
garding these interr"ationships 

Simple cursory observations based on indMdualistic and in­
tuitille Ieelings wi l 001 rMOlve issues of SLK:h magnitude . II ooe 
were to assume that there is truly a cost 1)1 i ,;ng Impact on pctolic 
school districts and that school districts ar~ attempting , in how· 
ever a modest fashoo. 10 moo1 a supply and demand t...ncIioo of 
~O; classroom teachers, there ~ exist an overall positive 
associati (>l"l ~~twaen the CPt and publi c classroom teachers 
salaries . However. (>1"1 a national ievel over a ten year periOO be­
tween the ~ears 1%9--79, ooly the 1974-75 salaries we re found 
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Table 1. Average Tuche. Sal • ..,. AdJusled by the Inl •• I1"", Cost·oj·Living Indg)(" 

~2 
101.3 
110.8 

"'" "'" '" Washinglon g7.0 

Com""" 125.8 
Virg.,ia '" -"' "' .• 
"""'" '" ...... "., - ~. , 

V.rroonl "'., 
OC 129.8 

"""' 91 .7 
mom 100.8 ,=, ~. , 

l&S<lOO ", 
Fonda 97.3 
~, 93.6 
Ternes""" 93.1 
Alabama 91.9 
North Carolina 93.6 - '" Sooth CaroOnil '" Kerlll>Ci<y '" .... ~ 91.1 ...... ""'~ 12U 
~Me.ico '" ... - 125.8 
f;ebraska '" """"'" "., 
t.!iI!UW "., ,,,. 91.3 "". "., ... ~--- 107.9 

"'" """" ", LoU ....... n. ... ~ '" WeslV~a ,,. 
-~= 91 .6 

t> have a stabfil0C8lly signilieant "'al""",hip be_ the Cpt 
;n:I dassroom salaries in Americe. 

SpedIic 'e"ald> .-.g,lJding beglming teacI>9rs. sal,,"" in 
toe state of Aofide y;elded _fal obIefvations 01 imp::IrIarIoe. 
F\egoonal lalary Ieader1 were tnose di61~ otIemg begln""'9 
teac/1ers' salaries I"oigher "'an any oonligLlOOS district . In Ihe 
S<!_ yea r pe riod uoder study. ooly one 01 tlo& SiXly·saven 
~ distric;ts...as IoI.na to tle a regional salary leader lor the 
dre pe riod 0/ time.1T1he as&IJmption of an 8<luilibrium e. isting 
<m:>ng dislricts in relation to salaries otI&r&d teacher, wa~ re· 
jected. It was condllded that ~Ition emong di&tricts'" !9rms 
oj beg flnflg te"""""· sal ~ ries was dynamic ratller than stab:;:."" 

Spring 1994 

A~ted Av. 
Salary (5) A,*,sl6<l RIri;. OrIgirllll Rank 

37.247 , • ,,= , , 
"'" 

, H 

""'" • " ,,-'" , , 
".'" , , 
"."" , " " ... , " 31. 186 , " ~.= " " ~.~ H , 
~'" " " 30.441 " " ~.'" " " 29.947 " 

, 
".roo " " "."" " " 29.612 " " ".<00 " " ~.~ " " ".~ " " 28.341 " , 
".~ " " 28.272 " " 28.168 " " 27.974 " '" 27,671 " " 27.662 " " 27, 530 " 33 
27 .420 '" '" 27. 410 " " 27. 11 6 " " 27.063 33 " 27.053 '" " 26.793 " " 26.430 " , 
26.416 " " 26.121 " , 
".'" " " 25.304 " " 25.000 " .. 
24.1103 ., 

" 24 .779 " " 24 .753 .. " 24 .138 " .. 
24.063 .. " 23.901 " .. 
23,831 .. " ".~ " " 29.614 

The ,esearch demonstmted that ,.;h<:>Ol districts ""tend to pay 
salaries close to those 04 th";r ... ighbo ... but tho .. na~ng 
greale< revenue gen&rating potential lnao their r>eigtix>rs are 
likely to pay twghe< salarie$ than t!leif nei!;t1b0r8.· .. In particUar ~ 
WlISnoted; 

More _I """lysis of data from the Aori<la SlUC!)I 
has produood acJditiooal e\OdellOll against the use 01 CO&! 
0/ IMng cli!ferentials to adjust stall! &ChoOI linanee ~a nl. 
When the mean begiming teacne r.· .... ,. riu 0/ lb<Jtting 
districts. Price Lever Indices (PLI, )lor each district . and 
district reveoue potentials were entor&<:! into reg rosslons 
on beginning teachers· sala ries tor each <listri>:t to r each 
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T_2. ••• 

Ma')'1arld 
AhOd& IBland 
Corineclicut 43.398 
virgonia 32.692 
Del-aware 35246 
Oreoon ~= 
0 ... 31.964 
Wll$hing1on 32.975 

""'''''' 29.115 ." Nor\tI Carolina 29.165 91.3 

'''''''' ".", "3 .- ...... 137.0 ..... 28.950 "., 
"""'" 31.819 101 .8 ,-, 29.714 " .3 
,~ 28248 ., .• 
Te.as 28.100 .,., 
W)'OmOng 28.996 93.5 
Kanu.a 28 .1SS 91 .2 
Arizooa 30.773 100. I 
District 01 CcO umbia 39.362 128.4 
South Carolina 28 .174 93.2 --, 38.411 127.2 
,~. 27.636 .'" MO$4oo.Iri "'~ 91 .6 ... ~ 28.531 ... , ,,, ... ,. 26.846 ." 
..... H~hn 31.273 "" -... "'.~ ... .......... ~ ".~ INO 
WeslV"lIQriII ... ~ 894 -- " ... 92.2 
Lousiana 26.170 91.0 
..... Me.ioo ".600 ." MissOs~ 24.609 ".3 
0 •• 25.415 ".3 
~~ 25.510 " .• 
Oklahoma 24.378 69.2 
Arkansas 23 .735 66.7 
NOrth DakOta 23.574 ., .. 
South DakOta ,,~ '" Hawaii 33.546 135.0 

01 ~ seven yell" elWTlinod. mean begmmg 1&aCIlen· 
saia,," 01 oontIgllO\l$ <ts1licls emered nrsl in ~h CIIH 
..• (l)n held·lO-heid statIstical compe~tion WIth ItMI 
n"INt"I beg"*'\! Nlaties 01 oon!igooul disIricI$. FIcIrida 
PUs lose ..... bmes out 01 seven in p<e<:kli0n3 01 ~I 
begi"ri"og teache,.· salaries. In 100. once the mun be­
ginning aalariel 01 contiguous distric1s >fflr8 G~tGred. 
PlfS added no\t1ing of statistica l ,,""nifica""" (p <.05) .. 
to the prediclion of local teO!lC!lefS' salaries. 

,--
... ... • 37,099 " 36,144 3 , 

36.916 • " ~.~ , 
" ~ ... • " ~."" 

, 
" "'" • " 34.762 • " ,,"" " 
, 

34.441 " 3 
34.353 " 

, 
34.191 " '" ~"'" " " 33.755 " " 33.413 " " 33.133 " " 32.576 " " 31.936 " ~ 

'.m "..., '" '" (11 ,723) 31.683 " 
, 

2,527 31.4n " " (576) 31.243 " " 1.473 31.167 " " 2.&49 31.097 " ~ 

'''' 31.(1.40 " " '''' 31.028 " '" 2.733 30.922 " " (34) YJ.739 " " (8.706) 3O.<M '" • 2.070 30.244 " " (6.208) 30.'" ~ • ,.", 30.201 '" " , .... 30.168 " " ,.~ " .000 " " , .... 29.815 " " (1.50&) " .,.. " " 2.67' " ... " .. 
(6.988) 29.102 " " 3.067 ".r03 '" " "" 26,952 " " , .... 26 .n4 " " 2.125 27.925 " .. 
3.276 27.885 .. .. 
2.123 27.536 " ~ 
1.973 27.463 .. " 2.955 27. 333 " .. 
3.03< 26.769 .. .. 
2.517 26.091 .. ~ , . ." N.995 ~ " (MOO) 24.650 " " 

Apparently . grllllt e".,.,ham is nOI placed on the 
local cosI 01 living _ <JeaIioos 8f9 made reoardrog 
the salaries ••. _,. a 1egiIima!<! aI!e<native e>epla­
nation may be !hat IoCat costs 0I1Mng .fIed the supply 
01 applicants wilting to &OOI!fl1 emplOyment in 1I particular 
school district." 

Whoo pthlic sdIQoI lWpe~~tendents were que5liooed. the 
cost 01 living o::>ncept significantly traMs the issues 01 mooeys 
availab le as well as ...mat '9Ia ~ e9 othe l dls{rlcts pa~ by an 
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ovtirwhalming margin. K H&r">C<!. an analysis oIt~ who ""n;. 
ally determine and Dargain cOnJracts fo' p<Jbllc schools ind .. 
cat ... tile Cpt is 01 miner i~ar>ee. M 8xanW>at>CIn of tllese 
oata revealS MV8r8I explanations. Tile mOSI p~ibls and rea· 
S<>fIiIb ... ex~natlCll1 is tnal SCf\()()I s.uperinl8ndenlS make these 
OOoisions largely on tile aJl\C)Unt at ~S that mI be<x>me 
""a_ l()f salaries, with s.eoondary though1swwaJd salanes 
paid in <>Iller SCflCX)I dlslricts.~ 

In S<.mfTI300n, Irad~ionaI suppt,r and demand theCII"y does 
MIle I<> explaon varielic:lN in IhoI coal oIlUC1"1er inpula. In many 
sdlooIlistril:ls 01 the I"IabCll"l. perllClJlerly IarQe urban ICh:d d;.. 
tric1s. .,;hoot tIi~ ha .... e~ in oon-htring po"""'" in­
dutIing re<luo;:tJtn in ton;e. wh •• the ""ry ... me bme Slgnrfi. 
canlly ncreased 1HChtt SII~ due 10 " Vllriery ot ............. in­
dutIing the coIectnte bergIJonong proona. .. With d8<;roong anmI~ 
ments ttrrcughouC many portJOI. 01 the country and WIth nSl"ll 
costs wah redUCli()flS in C()frespondl"ll Sliue ald. tt can be 
r:tearty demo:H"IsIrated lIIat eupply and demand !unctions 00 noI 
'«"I' 10 po..iJIic dasstoom 1eaChetI· salaries. tt this o:weraIl 1hoI· 
ory _ 0 I<> apply. these school districls would flO! be raising 
teachers' aalaries. An <MIf8II esseumerrt 01 th& research yields 
the clear condusioo that s..w,r and demand lunctions ate not 
~ I<> tea<:Ilo!n' satane&. VariellclnS in the C081 01 i,,;ng 
""'" llave beeO SfIOwn I<> nave lillie oxptanalOry we<tjII. in as­
se"';ng v.fry leaclle, sataries • .,., among districts w~hin a Slate. 

Develop"""'t o>f. Hypothetical Co,1 of Education Index 
A hyp<:>thelic.1 a(!ur;otie>na l Ir.dex woold ha.e to Id<l n~ly 

"""y Wlriable within ...-ery IIChor:O d1&trlcl ln order tc make e""ry 
"",...;00 idcntlc.!ol. Anything less than This 'LJCCeSSfU I ~~tcatioo 
and quantificatidn would mean fai lure by liS own definit ion 
Henc<I. an index wouid have 10 be Cfeat9d that woo O:l 001(trrrone 
tile OO$t of provid"D &ll.d1 and every discrete service I<> e""ry at>" 
pllcablc chi ld in $V8!)" 3Chool dlstrO:i In tile state. Thus, b')'_­
sity th e indG. woo kj have to be applied to e~h child In each 
:scho<:ll Widi ng with;" a state and wooO:l be COI"I"!)Ut9d for e""ry 
ed>cational service a:::rces tile state. Additicl\al~. an Index wcuId 
have tc be 0eveIcped to roIt 001 tile differ_In prCWldr.g se r­
vice. to ditferent KIerltifl9d pupil needs a:::ross th e slate. This 
would rew_ in every SiMce beO"Ig Indexed based on a "miIrl<et 
be:s.l<eot" 8j)pI09ch that wWd be applicable 10 e-v id>ooI distr.:t 
and u~imat9ly every school and 8Y&ry child .... thin the stale 
EVilry year t'"- dale wooId IIaV9 to be lIdjusted up ()f down in 
crOOr 10 e_ prope-r hscat and educational aloca1icns. 

s..-al tliflerenl approacIIH to alUrtaoning a ~ at ed ... 
cation inde. have Dean uliIze<I in th& past These are IISSIII">­

tially OOIIS that ifMllW: I) a slatisllcel approach. 2) a supply 
""" _nd approach. and 3) a DehavioralllllProecI">. .. II is ... 
temsting I<> n()le that no one 'Jleth()dr;)logy has yet I<> be ...,. 
oapled as the best fflelllClOOlOgy. 

II is ClItan assumed tnalm. quarrtol)l ..., ~ ot leach­
ing appicants are allected by toc:aI dUSJOOm ... IB""" ."""'r 
the desire'" klCal a:::hool officialS to e~ ~ ot the 
highest qual.ly. __ r. the variability ;. an<>fl1lQUS amcong 
districts in termS '" the &a1ariM pIiII to l8achore." The .- '" 
average daily anendanC>e, the C08t 01 land and hOU$ing. the de­
gree '" urbanization, pclf)UIII.bOn o.r.ity. the IXIPUIation 01 the 
""""Iy. and the distano;e ot lhe QClunly 11"<;"" the nearest ciIy 
willi a population O'I<Ir 100,000 In ocomp<J1roQ teacher cost ... · 
dices has been widely questi()fled . In facl. this COI"ICejlI: has 
been reie(fed to U ~ ~ e~rId,,".~ 

One of tne "'*" Wleranl weaknesses o f an educatiOl1a1 
'n:;Ie. is tllat In 81 !II.id1 program s they 956e<ltialy me"su-e a 
.,..;.;je varlaly 01 items. This concepl has ~ved significant crit· 
lcism. W9f'It<ler lias written: 

Tto! Sing le equation approach dees J"iQt. however. 
enable One to empi rica lly di$l ingulsh suPply trom <ko. 
mand variablea: C()n$equently. the resea rchers must re~ 
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00 an ad hoc clesignatioo '" sUPpi)' and demand .a,l· 
abies when constructing tha aggragate suppty price 
ir>cIex. This procedure leadS to aapecial ~ ~io)"IIbIe 
indexi ng results if tM rese&rdlers aOOpt crude proxies 
lor the "'4'PI~ (demand) varOlb,," wtoo:h are S)'llCll""iyrnolUS 
wilto demand i "'4'JlIY) variables." 

The sirro.oltanoous equrion approach C8fIJ"iQI be _ale 
or appropriatti given lhe variables In ~Ikon. Fl)f axampil. 
lamity inoomo could wosiIy _ as a prO><)" 10< tcdo:>ecoroomic 
characlefostics 01 a given QClmmunoTy ia district amenoty) as ~ 
could serve as a cost at 1ivi1g proxy ia distric1 disamenoTy). The 
same would be Irue 01 a host ot Cill\ar variatlles such a. the coat 
01 land and housi'lg. local flOu&ing costs would ncrmilltv be 
h9"l'l correlated WIth IhoI &OCioecOnornie statua 01 a gN8n local 
p<lpulation ... Even !he """ '" average daily pupil a_ is a 
SI.II".,a: 01 great diSJllll'! Such adjustmentS ..erfl _ . Ie beln· 
appropriate due \(I a ....me. '" .sysIemabC jlfCit)IerM. sonce "at>­
rolute ~ '" !he coelfo:::ient "" the enrcoltfII$N variable ellec­
tively d~ IhoI supply ~ 01 tile ranairwlg variatolM 
in the equation when en"*'>anl " in(:fu(Itd among tile II.iIIPy 
variables. -

Manhaws and HoIffi<IS summarized the _all ~ 01 
Wentztar and Johnson in the kollclwing etatement: 

Ao:xlrdiog tc.klhnson, (tJ"Wo is an '_fICe 01 \00I8I1 
groooded theory 01 the teacher mar1<et tllat C()fltillns 
maintained hypollleses lIIat laad to speci1ics.ticon 01 slb­
stan~ve. reliable and wnsistent retalionsNps: Altholigh 
Wentzler based he< WO<1< on eXl:!lting thOugllt, SI1e alSCI 
recogoized that·ooo pral:<em that arisas .... th the eSlima· 
tioo 01 both the si nQl e and tto! $imu lt&naoos equ&liOl1 S 
~s is th e laCK of (lata cor'&IIpr.lnding to the the<lo"ati­
cal .a,iables."" 

In fact. the degr" of elastic ity concerning the supply of 
class,oom teachers has net . ~s of yet. becn dotc,mlJW)d. If 
changes wore made in . ithor ir!dM(k.Jal 8C~ districts. or n ft 

state as a wt>ota. a wpp~ fur>CIidn (Ioes roct e~1&t ., orde, 1C cIe­
ten".;"e !he response of tOOM whco ~l oTy Icot" teacPWog poeo!ions. 
The c«v spacifi< stCidy on this QlI9Sticn detetmlned that the di!. 
fe<ences !hat existad amorog sc~ distfcts In Gecorgle. WIllS at· 
omS! ~~clusMlly a h.n:ticon oIlhe salar;es at lie9Oo. og I68Che<s 
lor 1tJose klactoirs wh<> _ra motoiIa. R8IOcalicn tIecIsIons 01 ex· 
t><>rienced classroom IeacIlor$ nall8 lliSIorically rellected very lit· 
ije. ~ any. eviOOnce I<> suggest that satary ... as I tOOdion 01 theor 
per""nal decisions." In a Michigan study. average teacher 
salaries re<Uied in \eaC1>ef price dillarenlJalS bom fWO 10 three 
Drres as large as ........ ttoey used b8girring I&fIChers salaries as 
the dependent variable As ~ has bean abSe_. II"ie _ 01 
the <lepen<lent salary variable is ailical 10 ItoHa studies.. The 
SIUIty condOOed In SIaIi"lg, """"'Y &Ingle atUwnebll8 _""I)IIOn 
does no! appear to proouoe a l.flIque prioe incIe:l.. ... 

In order 1<1 deveIcp an educaoonal index a mediOdOlelqy is 
presented fo< revIeW. ThiS is noIlO IUggeSlIhaI 11-01 il the CirIy 
~ ~. II o:kIes JflIIect the mlf"linltll ..... nts 
01 """"" f""e ch ",oto<xol reoarding lIIe ~.o;on 01 ...m 
an ISSUe. In iYdeo" fo)I a state 10 properly deveIo:op e Q(lft 01 .... 
ca~on index. as "gen<;;es woutd hell8 to eng;>gCI • • t , mini· 
........ in the kollclwing analyses:" 

• An e<i.ocaIion index woold be developed Icot" oertlied per. 
S<:iMaI in::lJding teacI>en. all adIooI tk.i1di"ll1ev9i 8drrinI,. 
Irat"",. as _ I as ... coo!mi oItice soctToonislrators. 

• An ed"""tian iode. _ be dev94Op8(Ilor all noncertifoed 
""""",net roll<li">\llnsln.octior\al aic:l&s. deficat sod secre· 
tarial personneL custod ia l anet mai ~l9!1ance p8fsOMel . 
'M 

• An education index lor the nonper8Cll"W181 IIC~ <Xlf"llIIJm · 
abies. e.g .. Uliities 

Ge nerall~. some form 01 multivarillte reg roes.lor1 analysis 
would be engaged in to determiroe and to explain tile sala'," as 

65 5

Wood and Thompson: Funding Public Education Based on the Concept of Cost of Living

Published by New Prairie Press, 2017



di8Cl.lSsed In ilems t aod 2 aod tne nO<lCQnIU\'lables, OYe<Sl1 
8rI8IysIs 01 vari81icros to be Q~amir>ed -.old ncIude tueh ilems 
as !he IoIk:MtIg •• 1 a mnnun: _ ... 

• Age 01 -.y ICIlOOI districl employee. 
• Et perieOC<! 01 evG<y scllool district _pi0y88 with me 

dialric1 8S _ 8S 10131 exper;ooce. 
• Eo:b:alional &Na inmenl 01 each """,,Ioyee. 
• Field 01 ee~ilication 01 """'Y employ<!<! and statuI o1tt>e 

certiliglt;on, 
• ~x oI ..... ry 8d>ooI diSlrd empbyoo, 
• R!oce 01 every school distric1 emplo}'ee, 
• Job tltlee " woll U the duties 01 ev~ry sdlool d lstriCI 

9I'I1pklyee, a nd 
• Days 01 work PElr year by every school districl ~ee 

Ch8rACtefi5llC I ol lndividu, l classrooms 
• S&cI<gfound cl\afacl<lfistiC$ o f pupils. including demo­

gfllPhic end SCIlOIastic data by classroom In every school 
In !he scale 

Sehool dat.lo 
• Curnc..bn 01 W&ry school In tho statIO. 
• Pupil Characteristics hom classrooms 8Wfe(l8ted by 

school and oislricl 

Sehool dlltrlcl data 
• P"Il1 adl;ev&mel11 ()ala 00 """'Y slaodardi.ed lesl , 
• Age 01 8li.Jcal>onai lacilitias and improvG tTI8tllS the rein. 
• District size in l &rms 01 enro1m<lnt 

Regional dala 
• COSl 01 hooBffig within all sdloo di slridS. 
• Peo-eent urban P<l\lU alion wittrin aI!IChooI distriCts. 
• ~8tion CleMOI)' 01 alt school districts. 
• AoctiI to urban a,eas !rom all ocI1oo1 districb 
It is 01 111_ impoftance to noIe tha~ ""'"Ie mucn oIt'­

data CIIn be g$the<ed lrom various s tate agend",. mUC:h 01 
tt- dahl dO nQ1 axiS! WI1hfn a g""'" data bank. or any v-"ely 
01 sou~,. wrthrn many Slates. Hence. scionblH; so""')' fl' 
SMfdl must be .. 98IIed In to dele"'*'" cmtain i~tion. 
The S\O'V8YI must be piIoIed and jUdged as to the IeY9I o1lla· 
IisIiClll reliel*y and validity_ For example. in Calitoflllil a su'· 
W!'j was IotnI nec8SS8ry to reocer,.e CMa rn ()ala. A survey .... 
SIIurnenl was sent 10 oveo- 9.000 indMdvals in order 10 ascer· ta'" oe ~a" Information, As wilh a ll s""" S\lfVeYS wilh _!han 
100 perc,nl relpon&e r3hiS. Inference may be drawn 001 not a 
CQmPIete SlaWS r&pOr1, 

Or>::i t hese dala are Qalhered arid ana lyzed . ce' lain re· 
search explanatory va ri ables muSI be divided into two ove,a' 
cal&gOriH: t ) l h08& variaDles that are within the control 01 Ilia 
Ioc&I schof:tj distric1, and 2) those ttlat am outside control 01 ttle 
loeal sctlool 00 .. 0. Indioes 01 these ed ocational rUOuJOeS 
tst.::dd re~act only variations In expenditums auociat$<! WIIh 
IacID!a oot_ lOcal conlfOf. Fa<*>r.I wI1ictl are mponed '" being 
'MtItin the CQf1\fol of b;:aI school districts induda ""'*' ~r.,;tef. 
iSlics of ~ taach&r$ su:h as age. """'. and SOP." 

An Fod8lc of this type .""",1$ 10 e _ y "-'18 the 
cost 01 goodI and ser-Icee 01 those items wilhin the contfol 01 
the school dtSlrict 8(18rn&1 the a .... r. ge COSI 01 those sam" 
goods and ser.ic8s withrn the control 01 all OIt>er !IChooI ~ 
tricts. Hence. an InOex is ~ whictl mllecls hig"'" than 
_rage coalS 0, lOw8r man """'''II'' costs. Each index tor each 
cornporo&nl is then combined inlo a singe InOex lor PCh Id\OOI 
district I'Iithin a tlt/ile.- Generaf)', traosponation wi 1'1<1 ..... se~ 
arate index de .... loped lor ~ due to the ..."ture 01 !he task, 

Ove<all and sposcifie dal8 lor aBCII SCIIOOf distrld: in the Sl<)te 
would include al a minimum Ihe _an. siandard de...;ation. 
nrnge lor ow!81 data. as well as eac:tt _ of data and each 
Classilication 01 school districts The Il.ClSetS WOUld reIIecI sucn 
issues as size a nd ""'tropol~at'\lnonmel'OpoIIIan locations. 
0ieraII data in suc:I'I • study ..auld include p&t3rneIer estirna1e5 
lor the pe!somei and uanspI)RaIion "Igfession """,Iians. 

Inasmuch that these d8t~ ch,nge constandy. all such 
Slides must be reana/yz8d periodically lor Slate aid purposes. 
F\eIaWfl changes can tto.o! be noted, Additionally. the voIablit)' 
01 these data is quite app;I18n[, 

Based e>n an e><.arninlltion 01 the mS&llrch to this point in tme 
il shoUd be noted that 8t laas11WO stales ha ve cond ...cted rat"'" 
massMo and compIe> stuodies 01 the differ&nliated COS1S 01 pubolic 
ed<.<;atk>n , A Cai fornia Siudy arid a Georgia sllKtt f\)\IealOO very 
si milar coot diffe<entials lor pub lic SCIOOS within the raS!J<)Ctive 
Sia les, Ca l ifornia reHected 8 COSI d,lI erenti a l 01 .e92 t o 
1.1 3.2 """Ie the Goo~ study "Jlged Irom .944 to 1.1 711.' From 
a researoIl perspe<:tiv9 """" dihre!1tiall may tend to relied si .... 
Ia! !OJch di!\ererCals Ittoughout tit, nation. 

Usmg a California. study " a be-•• 01 ilustration 01 how 
$\fch a study would be ~ed .nd as~ing it could be 
modilied lor a grven sGlle. the ...... n. tne standard devlalion. 
end 'ange would bit mponed lor al sctIOoI disUicts_ AddiIiooaIIy. 
theM dala are broI<oo down in 'etationSllrp 10 school districts' 
p10xirrity 10 theif location 10 citi8S as chided into lou, QI''''¥' 
varying loom o'eate, than 500.000 10 11>0 .. wllh less than 
too.OOO ~n as _ 8S diS1rlclS Ioci>I9d in nonnetrop,h­
tan amas," Rat>:>na~ would have 10 be developed tor an ind" 
vidual stala lor claS$~ication systems based on a slate's POOP "­
lalioo paramehl t$. (Nero. eig ht O'idioes would toe dilveloped lor 
every school <htrict as 1oIow9: 

• Teacher.' Cosllndex. 
• Principals' C<:oSI Irlde >. 
• Aclm in istrotofl' Cosl lnde>. 
• Secfelarias' Cost Index. 
• Custodians' CosIlndex, 
• Instructional Aides' Co$Ilndex. 
• Natuml Gas Cost Ind"x. and 
• Electricit)' CosIlndel<. 
PernomeI ODSIS. the O'Mtest _ 01 expandftU'e5. would 

be held statisDcall)' ~ lor ell KhooI _ Eslimate& 
......, be _ by sirrd;ollng the ""t""'" in those school 
o:I$bicts wI1lCh employ SImla' kinds 01 peUionn". based on joII 
driossilications and job descriptionl obtained 110m <:WWI school 
district. DescriplAte data such as job I,"&S. worI< days, class­
room and school d<tmo9'apha. age and cor odiliorr 01 school ra­
c~'" and achievement test &C018S must be held slatisbcal~ 
COftSlan1 IICr06s school (listr lcts. The stlKtt wOUld ac!ually use 
the varilobtes inc<:>rporatoo within lhe general Siale aid formu ~, 
th a cost of land and rrou~ "9, the degfee of urbanization, popu­
ialion dansity, and lhe populalion of Ir.e county. a nd lhe dis· 
tatlOO 01 th e COlOlI)' from the rreareSI standard malropolitan sta· 
listical area , 

II. in ce~ain !IChooI districts the OO&t 01 tM"'l, or 1<>< that 
matte,. the C<ISI ot education i, in lact high and It>Js classroom 
teadlers should be paid more . then It>e converse should be 
lrue. llIat is to say. tt Ihe~tot living or O<l£abOn _ 10 d& 
Cfe8Sr!I. then state Iiscal ~ should ~_ However. 
given It>e naru,,, 01 the cor~ual model 01 COffeIaIng salary 
irneases in OIlIer distnclS the lil<&lihood 01 this occr.rMg is &>1-
trerneiy s .... No wheo-e does the I&Search. or in common tl'irit­
in{/. &II\IIIlrSI that ~ tt>e C06I 01 IMV. 0, the cost 01 lKIucation, 
WiI,e 10 decline ~ such salaries stoould bit ,educed. Th is 
00JJcep( i. silfl)ly no! ftddressed. 

II can be """"ratty predic1ed thai IhOSe (lisl rlcl s thai ex· 
hb t hlghe' teacher costs PII r P'JPif would tend to cIom"",te any 
$Iate educati oo index oonoept. The rease>n 10< th is is ,ather 

Educa lional Considerations 6

Educational Considerations, Vol. 21, No. 2 [1994], Art. 11

https://newprairiepress.org/edconsiderations/vol21/iss2/11
DOI: 10.4148/0146-9282.1481



straightforward. As discussed here in . the cost 01 class room 
teachers in terms 01 salaries arid fringe w nefits general ~ dom· 
inate the general lurid buclgets 01 most school d istricts regard· 
less 01 [II!09'3phical issues or oth er consoorati oos. Thus, hiifl 
experld itures are associated with higher costs l or classroom in· 
stnxtioo on a per pupil basis 

Generaly. energy costs wil be di rect~ correlated with cli· 
matic conditions. That is. those districts in relatively colde r re­
gioos 01 the state wit spend more r"!.lardless 01 the ene rgy efli­
ciency 01 the $ChooI faciliti~s locate<! within these school dis­
tricts. Advocates of a cost 01 ~d llCation index hav~ long argued 
that $Uch an index should t>e reflective 01 an ooe ra lf state aid to 
the $Choo l d istricts." It should m t be ut~ ized to adjust teache r 
salary scales. 

Examples 01 States that Util i>e a Cost 
of Education and Cost 01 LI~in9 Formula 

Contemj>Orary examples 01 states that uti ize oarioos lorms 
01 measuring the oarying oosts 01 providing edocational set"llices 
_ary 9reatly. No two statas appear to 100Iow the same methodol· 
ogy. Ths is reasonable given the assumplion that each state's 
true cost 01 p rovid ing education is distinctly d ille rent than 
others. Florida and Texas are discussed, in a ~mited manner in 
that each state represents the predominant methodologios ""'_ 
gaged in by th e va rious states in atte""ting to ac<:our>l fu r a 
cost of livin(;ledllCatioo concept. Florida nlustrates a state that 
has ct>oscn to concentrate its attempt at meeting a oost 01 living 
ooncept while Texas has crosen to measure a COSI of educa­
tion OOi"JC(lpt. 60th states iklstrate different methodologies il the 
costs of livin(;ledllCation .... e re iOOeed higher for certain ocOOot 
distr>cts. Such metoodologies, Ie." example, would be necessary 
before any rooneys oooid be al ocated fe." these purposes. This 
discussion is p rovided as itl1Slration as to what complexities are 
invoived in such cost of ~'in(;lcost 01 edoxation tiocal adju st­
ments w ith in state e<kJcation linance lormulas, 

Florida 
The state 01 Florkla provides fur what is essentlal y an ad­

justment Ie." the cost of livi ng in school districts . ~ The Fle."ida 
P"'e Lev .. Index (FP LI ) was esta blished by th e Florida Legisla_ 
ture to dete rmine what is refe rred to as the District Cost 
Dmerentia l in the state aid formula. The stated jl!Jrpt>Se 01 the 
FPLI is to measure the d lff"""""es Irom ooo nty to ooo nty in the 
cost 01 purchasing a specific market basket of goods and OOr­
\/ices, at a particuta r point in ti me." The FPLI measures either 
r"ative inflation or retati"" price levels. The FPLI meaSures re~ 
atwe price levals amorl\l all the state's counties as a cross-sec­
liooal index 

In 1(191 , S(lVim counties had an index above the statll aver· 
age 01 100.00. Th~ highest levels were in the southern , more 
pop ulous pM of the state. Ot the seven counties, two a re over 
1.000.000 pOpUlation. lour are between 100,000 and 1 ,()()(),OOO, 
and OOe is less than 100,000. The northern, least populated, 
portion of t he state. had the lowest index val ues. Typicall y, 
Mooroo Comty, i. e., the Florida Keys , has ranked as having the 
highest index meaning that the cost of iving is hiiflest within 
the state. 

The FPLI places each seloctad itOOl in either l ood, hous­
ing. transponation . appa rel. and health , recreatioo and pe r­
sonal services. Accord ing to th~ FPLI. the costs 01 ioing lor the 
typical consume r were distributed approximate ly as fullows fo r 
every do l ar spenl 

·22 ce nts were spent 00 l ood. 
·37 ce nts w&re spent 00 housing and related items, 
· 7 ce nts ware spent on clothing , 
· 19 ce nts were spent on transportation, and 
· 5 cents were spent on health , recreation arid other per­

sooal setvioes. 

Spring 1994 

Eac h catego ry index is grouped in orde r to calculate a 
population weight relati_e to too poputatkm .... e>ghted average 
of 100.00. Comparisoos across counties is then possib le within 
each category. II is ooteworthy that the oou nty ran kin gs, and 
thus the school district's can vary l rom year to year. The over­
all ra nkings lor th e 100Iowing selected yea rs a re sl'tI:>wn fe." illus­
trati_e purposes in Table 3 . 

Cost of Living Description 
T he state measures a theoretical 117 item marketbasket 

01 goods. These good s and services are common~ utilized 
items, Housi ng Pfices l or each county a re comp uted with th e 
he lp 01 the Department 01 Revenue 's Ad Vaklrem T a. Divi sion. 

Rootal Pfices are estimated by the state utili~ i ng r"!.lres­
sion an a~sis . T he resultant stan dardized apartment rents a re 
then weighted acco rding to the number of un its a_a ilable in 
order to detennine the a_erage rent price fu r each oounty. 

Hosplal costs and health p rofessiona l costs are surveyed 
Health arid automobile in surat"lC<l costs a re determined by sur­
veyin g private insurance companies. Utility rates a re obtained 
Irom the Public Se rvica COrmlission. 

Computation olinde. Value 
Ome the retail prices a re computed. they to rm an initi al 

index Ie." eac h coun ty. T hi s computation is by .... eighting the 
comly average reiatNe price lor ~ach item by the appropriate 
item we>ght The fina l prOC<)du rG consists 01 we>ghting the initia l 
index by the populatkln (500 Table 4). A weighted average of 
the irdices is thus dot~rmined by multiplying the index by the 
COUIlly population. Thol prcdJcts 01 the count determinations is 
then summed and divklOO by the state's population. Thus. a 
statewide a_orage irldex is determined. T his linal value is 1tJen 
divided into the initial index valu es arid multipied by 100 to pr0-
duce the FPLI. 

These indices are avera9ed lor th e last three years by eacl1 
ooo nly. llis lesseos the positive or negawe Impact 00 O1dMdual 
school districts. Additionaly, the state recog'li2es diseronorTles 
01 $Cate reiative to smafler school diS1ricts lOa a different formtIa. 

Texas 
TIle state 01 Texas attempts to measure the cost 01 deliv­

e ri ng edoxational services via a Cost-ol-Educatioo Irlde. (CE I). 
The development of the CEI atte""ts to measure lor uncon­
trollable reg"""t price variations arid lor dise<:onomies 01 scale 
due to diffemnces in th e size 01 school districts . ~ 

Price Effects Component 
The price oompoo~ nt within the Texas l ormula is desigr1(ld 

to adjust lor geographic p rice variatioos that are beyond the 
oomrol 01 loca l $Choot dislficts. In that the primary operating ex­
parise 01 $ChooI distr>cts is teacher salafies, the lactors which 
affect variations in teache r payro ll costs a re e.<amin ad. T he 
roonthty avarage sala ry was used as the dependent _anable. 
The m:xIeI id~nti1ies variations in teacher sa lary coots. The un­
contro labkllaGtors a re as Ioliows' 

• contig uous com ty begi nning teache< averagG salary. 
• location in a rural oou nty. 
• perce nt Iow-itlcorne pupis, 
• distr>ct type (suburban , independ~ nt town, and rura l), and 
• distr>ct size in terms 01 student pop ulation 
Cootrollable l actors at th e local school di str>ct leve l WC r~ 

as follows: 
• prope~y wealth per teacher, 
• total ellecli_e tax rate, 
• teacher oo""fit ",vel per jl!Jp<I, 
• graduation rat~, 
• number 01 seoondary teachers, 
• percent minority teaching stalf. and 
• noo salary eXpenditures 
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Tal)" 3. florida Price level Inde.-I 988 10 1990 (Pop1l1'1lon W9ightod .tale._age : 100.00) 
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Controllable factors at the teacher Ie.el we re determinoo 
to be' 

• whethe r the teacher has an awanced degree, 
• whelher the teacher has no col lege degree, and 
• total years of teaching experience. 

Sca le Effects Component 
The scale elf"",ts compone nt adjusts for \he perceived dis­

economies 01 sca le due to differences in district size . Th e 
Texas meth ooolo<;ly for the <levelopment of th e scale CC4"l1po­
nent is as follows: 

• Schoo l dist""ts were grooped accordir>g to grade span, 
• Districts were ranked by size, 
• Classes taug ht within each districl were classified, 
• Inforntation determined avera(le class size, 
• The """'ber of students in each class kwel was di;ided 

by the appropr iate c lass ave rage s i z~, The r~s ul t 

eq uatoo to the nurr'lber of cla.""s requ; red according to 
school district si~e grouping, 

• Th~ number of classes n~eded was converted to a re­
qui red number of teachers. 

• TM nurr'lber of teachers was oonvelled 10 a dolla r cost 
for a standardized teacher salary, Total dollars are then 
divided by the district puril count yield in g an average 
coot per pupil related to size dilfereoces. 

• These steps were repealed, using aclm inistra!or COS!S. 
• Total salary OOSIS were examined in terms of district si2e. 
1llese data determined that the re were five steps. These 

steps oorresponded to difterent cost panems rela!"'e to district 
size-for ADA of 130, 300, 700, and 1,000. Four eqwations were 
oonstructed. These equations are sh<!wn in the foIowing table, 

ADA 01 the District 

More than 2,000 ADA 
1.000 to 2,000 ADA 
700 to 999 ADA 
300 to 699 ADA 
Less than 300 ADA 

Calculation of Scale Factor 

, .0 
1 ,0 ~ [(2,000 - ADA) - .00014] 
1,14 + ((1,000 - ADA) - .00023] 
1,209 + ((700 - ADA)' .0000] 
1.529 ~ ((300 - ADA) •. (l(l485] 
except that 130 is u$OO fC<" 
ADA if ADA is less than 130 

Fina l Cost-<JI-Educatlon Index 
The scale cC4"I1ponent is ca~ulated Irom a oooos of fonnu· 

las, while the pr>o& compone nt is arrived at from a table do· 
ri.ed from the results 01 r9(J<ession anatysis, 

1. The fi nal cost 01 edtx:ation index is a oomblnatlon of its 
two CC<rf'O'letlts. It is calctAated as fol ow.: 

prce oomponent x scale corr-ponent = 
final <lOSt-oI-education index 

2. The final ir>de , is applied to 71 percent of tho ~asic 
a l ~ment. The 71 perwnt oo rresponds to the pereent of 
statewk!e total operating expenctitures (exell.ding trans­
portation. ear~er ladder payments. <Ie~t service and 
capita l outl ay) , acoountoct for by professi oo al salaries 
and their proportkmate share of benefits, The resuit is 
the a1usted basic alotmen1, 

(~asi(; alolment x .71 x cost·oI·ooucatoo index) ~ 
(basic allotment x ,29) _ adjusted basic allotment 

According to the Texas Educati oo Code, the CEI must be 
applied in a formula "in a manner that appropriately reflects the 
relat ... e significaoce of th e costs adjusted ~y the inde, to the 
ove rall cost of a minimum accred ited regufar program re pre· 
sented ~y the basi(; allotment.' or the 85 percent of genera l 
fu nd ope rating expenses spent for salaries and benefit s, 
71 percent is paid to professional employe~s. 

Impact o f th e Cost-<Jt-Education Index 
The index is described by a curve; the prior adjustmen1 is 

raflected as two linear functlooo, OM for districts great", than 
300 SQUare miles and the other. for districts which are smaller in 
area, Districts be,"", 300 ADA reee ... e a higher ,qustment than 
they WOl1d have under th e SDA from poi or statute. as cIo <li s­
tricts that range in size from 1,600 10 2, 000 ADA, Districts from 
about 500 to 1 ,500 ADA receive a smaler adjustment. A district 
between 300 and 500 ADA woold lare better if its area is less 
than 300 square miles; its adjustment wou kj decrease if its area 
is ,,-eater 

Scale Index Ca lculation 
The cost-of education index has two pails. One part re­

flects disec<Jn<)mies of scale and is analogous to the small <lis· 
triC! adjustment. The following text describes the development 
of the formulas fC<" the scale portk>n, 

1. Ooce total salary costs per pup i (fc< teach~rs and ad· 
ministratOfS combined) were det",mined, a graphic rep" 
reSil ntatlon was constrl.'Oted \'ih"h p""'oct tM number 01 
pupils 00 tile .·""is. and th o salary cost per Pl4liI on tOO 
y·""is. Th~ re were several ",eak points" in the ·cu rve." 
at 130, 300. 700. t,OOO, and 2.000 students in ADA. 

2. Four equatioo s were constructed to desoribe the slope 
of the line segment between each bre ak point. The 
basic equation to <leseribe the sklpe of a line is the re­
suit of the change in \he x-valu e divided by the change 
in the y-value, This equation was adjusted to take into 
account \he propollionaf change in eaoh segment frC4"l1 
the base cost of $I ,6t6 

Siope of Une S"IIment A-B: (2341161 6),11000 _ .0014 
Slope of Li"" Seg~ 6-(;: (344/161 6) • 

[(1aw·1616)/1616)/300 
Which red"""s to: (1950'1850)/(1616' 3(0) or 

(110)/(1616' 3(0) _ ,0023 

Th e reduced form of the last two segments is as 
follows' 

Siope of Uno Segment C-D: 51e/ 
(161 6·400) _ .0008 

Siop~ of Line Segment D~E: 13J3I 
(1616' 170) • . 00485 

Details for th ese calctAations are as follows 

Break Point 
,,~ 

Value on the 
x-Axis (ADA) 

Value of th e y-axis 
Salary Cost Per Sludent , , , 

o , 
$1,818 
$1,650 
$1,000 
$2,476 
$3,6t t 

Line segment valu~s that generate the scale oompooent 
formulas are shown as foi lows: 

Lina Si/{lment 
Difterer"lG<ls in the 

x·Axis Values 

2,000 '1,000 2 1,000 
1.000 • 700 _ 300 

700 • 30() _ 400 
300 ·130 . 170 

Diff~rences in 
y-Axis Values 

1.850· 1,816 _ 234 
1.960·1,650 _ 110 
2,478 • 1.96th 518 

3,811 ·2,478 _ 1.333 

3, Four """'" equatioo s were constructed to produ:e the 
fin al scale index values, Index .a lues are calculated 
in reference to the base sa lary co st per stud ent at 
$1.61 6 ard each is aclded to the irdex value at the be­
ginn ing t>reak point. Th e res ults are as follows: 

Educational Considerations 
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ADA of the Distrk::l 

More than 2.000 ADA 
1.000 to 2.000 ADA 
700 10 999 ADA 
300 10 699 ADA 
Less than 300 ADA 

CMi:ulatiOll of Scale FacIOr 

" 1 ,0 ~ [(2.000 • ADA)' ,00014] 
1.14 • 111.000 • ADA} - ,ooo:!3] 
1,209 • [(700 . ADA) • . 00081 
1,S29 ~ [(300· ADA)' .004851 
ellC&PlIMlt30 .. _lor 
ADA ~ AD"' ...... 11Ian t30 

Adjustmenl lOl' "'ice Ellecl l 
The .... 1men1te.- price ..arial"'" .. based on the ....,.... 

sion analysis that was oompIe1ed 10 e. pllli'! the varietion in be· 
9nning teache< ""Ia.lel The appropriate n"""bllr 01 poin1& 
tmm the 'Index Comrib\r1ion' CCIbm ... ;odded e.-~ 
Imm a base value 01 1.00. 

Co.........slon 01 the Regrea~ Re .... ,,, 10 the 
Prtc:e ComponeM TIOI>III 

Regre$Sion arnoly$iS ptOO.ooM an 9qtlil1ion wt'kh pre<icts 
the value 01 the depelodeo,t variable (In this case. the salary 01 
an ~ teacher) based on (he vaIu" of one or mora In_ 
dependent varial:rlel (In tNs case. charac\eristics of the teacher 
a<Id the district In which the teacher teaches). 

TI>e base eq.oalion i. as follows: 

Log 01 7.82729186 (1n1e<eepl t"..",) .. 
teacher (0.0367!!996· 1 il ~ Ha5 No Degree) + 
salary .. (0.017(l7559· 1 il teadler Is A5~ Seoondary 

Teao;n lng o..tiG$ 
(O.Q26911~05 - Numbe. 01 Yea rs of Exper\en09 

forTaao;n"'l ) • 
(-{) ,()()()0112166 - Square 01 E"~rlel'lC9 of Teacl>er) • 
(·O,02S27M7 - Total EflGCllve Tax Rate fe.-

State Ai d Pu rposes) . 
(.(l(l(l()O()OO9O t S2 ' Tal<8ble propeny Vatue 

Per Teao;n",) .. 
(.(l()()()455&I - P&rtGmage of Minority Teac!1ers) • 
(-{),Q2656745' G r&d uatloo Rate) • 
(0.000071112 • Noorl-Salary Benefits E. penditure 

per StuOOnl) ~ 
(0.00002;2aa. • ConlpetO"rg Ave rage Beg...w.g 

Teacl>er Salaries). 
(-{),000969745' Pen: .... t&ge 01 Low-Incotrre 

Sluclems) • 
(O.oooot3348 • Square 01 Pen:emaga 01 

Low-Income StudentS)_ 
(0.004!>78901 • 1 ~ OiSlrict .. CIas$rfiad 

MajOr Swurb&n)_ 
(-<l.Ol2lXXl7O - I ~ Distriet is CIauif-.l 

Independent Town)_ 
(0.01213998 - I ~ Dlstriet is CIa~ Rural + 
(0.01 13751 I - I ~ County Pwulalion LeM 

!han 40.0(0) .. 
(-{).31896171 • Log or A""rage 0aiIv Aneno:lanoe) • 
(0.04335643 - Sq..-re 01 Log 01 A_age 

Daily Altand¥Io8) • 
(·.001617481 • Co.tre of Log 01 Aver8.Qt 

Daily Altendaooe) 

Eacll of the lacton in the $qUII.toon ooombuteol to tl>e " x­
pedIId value of B sp&ciIi<; teac/Ie(s salary tM:x.qI the coeffi­
cioots ideot~ied , ThB variables i$ltd IIoOCOOntlol appro.oJmately 
85 pero!!fIt of tile variation In Ie";;'", salane., 

Ir<Iices are ~",al ly created to r~esent !he reiatiorrstOp 
between a S!)OdrIC obstf\'alion and the mlni-"num value 01 the 
dI$II ib~tion of all valves, e.- the relationship between a speci!>c 
ob$e rvatioo aoo th e mean of all valu". The COS! ~ant 01 
tI>e CEI oooks to represent an inO&. to lorm the relationship be· 
m W n an individual district and a base le'<el of 00$1. 
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The cqective ot tho reg ression analysis is to iclentify the 
irrvact of certain unoontrollallio laclors 00 teaCher &alariH , then 
allow va riatioo in too.;" factors to a lter the pred>etion 01 the 
salary of a teacher ~ all _ charac\erist;CS are held r:QnIIlBnt. 

By assessing the impact on the predicted nlary 01 a 
leacl>e, of a change In vaUe Ie.- an uncorrtrollablo cIlIIracteris­
lie on wh>ch an inr:le. is to be based. a revlsrtd prrtdlctrtd 
reactrer salary can be obIa'ned. Fe.- _ry r.ftI 01 char.ge In an 
uncontrollable characteri$tlC. a chanoe in e><PKted teacher 
saIaty w<Ud occur. and teCh new axp&Cled l&aeI>ef saI;ory can 
be related to the base value in order 10 doIen'l"lht an lnae •. 

There _ '" live ulICOmroUable Characteristics 01 ICfIOOI 
tistricts Iound 10 """" an illl"lc1 on 1eaCt1&r saJariee: .""rage 
salary of begimorrg leaCt1ers in the sunoundiog area. tile per. 
""mage 01 low income students. location 01 the district ... a 
county with tew<!r than 40.000 resHlanIS, dassillcatlon 01 me 
district as either rural Of inde~ town. and the averagoe 
daily amendance ot the <tstricl. 

The process lor dele .... nrng the irTfra<:t 01 10 r::hvoge in the 
vakle ot an uncontrolabte chatactensIic i$ M1 Ior1h In the Io~ 
_ngsteps: 

I. The mean or _age ..... 01 .. r:/Iaracterlsta 1$ used 
10 determine a base pred>cied t9acher salary by IIbsti­
tulO"r9 the mean valoes in the equation. 

2. For a srqe r.orro:xrror:r<JIabIo't characteristic. tire m"'mum 
value is suostitutoo in tl>e equation, holding III other 
characlOOstics at their respective mean vauea, 

3. The resullln!,l predicted value lor Itte ~nl variable, 
teache r sa lary , is then compa r8<l to me value deter· 
minod in step 1, (This process a.::Iually iWONfIS taking 
the exponent at the egarith mi<: vatue used in llW regres· 
sion w tllat a meaninglu l ~riSOn can be made.) 

4, Staps 2 and 3 are repeated lor the lui range 0/ valueS of 
too single unoonl rol lable charaCl flristic unt~ Int maxi· 
rrum is reached , This gives a range 01 predO;:ted values, 
geoorated by values lor lhe uncontrobble eharacterOilt>e, 
extend ing !rom a minirm.'" prtldidion bMed Oft 8 m ... • 
rrum value lor the UfICOfIt"'_ 1ar:lOr 10 tnt mB.lmum 
based 011 the maximLm >al"" 01 the unoontroaabte!ac· 
tor. When com~ 10 the baM >~I ... in ~trtp 1. 8 range 
01 percentage vaM,"or .. can be determined. and m_ 
..,., .. t ..... can be trarrslat8<l1nlo int!e. oontr>t:ro.CiorI5. 

A spe<:i1ic range In an urocontrolablo cteraclerittic tan be 
""'ir>ed so that ~ cooresporrds to a sper::iIic contrt>ution tt7Ward 
the inde>r vatue. 

Summllfy 
The auhors. by dasign. """" r:iscu6Sed \tie iasues 01 the 

COS! of hlng in nn:ting pubt>c .r ... rlary and seconoary 8<lu­
calion. F\o:lher.!hey I'lave repicated SIaIe dOCLments 10 re/l8cl 
!he 00fIl)Ie><ities 01 two S&I9c!&d stale r".m"'u~ The oe­
tenra>alion 01 the cost or pnMding po.bIIc eoucationaJ setVic:es 
Oil coor .... and COGtIy lor any stale n ShOuld De noted Iha1there 
are "ssootialy two drHerem melhodotog.e. in allemPllng to 
mea ..... the 00G1 of education , The hrst methocIotOgy. as ~1uII· 
trated by the Acrida example is ess«rIiaIIy one ot ma&$uriog 
the COi5l ot living WIthin school disIJicts. The IACIfIOO ... ott 01 thit 
metho<lology argue that the vast majority 01 e.:pentU 01 8 
sdloot dstrict are in lact labor. The Khoot diSlrict mAt In lact 
purdlaoo labor 800 ~ cannot do SO without ~ing tor Its 
labor costs. Thus. in a ciro.itous manner the cIistJt:t is pun:1Ias­
ing seMr:es wtxo musilive in the comf'l"<rit)'. On me omer nand, 
opporreo ~s state that w::h ..-......,. do indicate me COS! 01 tiv­
ing. but tne COSt 01 l iving MS very liftl"', ~ !IrrlyIT1ing. to 00 ~Itt 
the cost 01 providing educatiortal servio&s in Ittat ttle actlOOl dis­
trid is no( purchasing too same items lMt individualS purchase. 
fiellCQ, std1 models are a cause 01 inIlation in 8 given $late in 
that law costs wil always tend to rrso whllo producti-;ity reo 
mains the same 
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The Texas methodology attempts to measure the con­
troled and mcomroled costs associated with provding educa­
tional services by school districts. The size, »cation, and nature 
01 prolessional staft indicate the costs 01 providing such ser­
vices. This latte r model is conceptually diffe rent th an the former. 
Whila both purp;::<1 to measure the same thing. it is a reaso n­
able obselVation to make that the methodologies measure dif­
ferent attributes aff<>eting school districts. Which methodology is 
s~rior aroj wo~hy 01 greater resear~h is a continual debate by 
~ation finance researchers . Further investigahon 01 runni ng 
both models wil,,", the same state woul:! yiel:! inte resting obser­
...atkins as to the effects On po.bIic education ar"ld the eq uity and 
adequacy isstles inherent within education HnarKo0 discussions, 
The vast majority 01 ~ation r.,ance researchers would con· 
cede that cost of living issues are legitimate variables for any 
education finance distoit>utioo prog ram. EquaUy important is that 
the cost of living valiables be property measured and accounted 
for within a state distributkin formula. 
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