Rationale for the Education Challenge Factor (ECF)

The Education Challenge Factor (ECF) was introduced as part of the Ohio Evidence Based Model (OEBM) for school funding enacted in HB 1 in 2009. The ECF is incorporated into the OEBM as a multiplier applied to each of the following components of the OEBM:

· All components related to instructional services support

· Family and community liaison (student support) services

· Summer remediation programs

· Gifted intervention specialists  

· Enrichment services

The ECF is a district-by-district index that ranges from a low value of 0.76 in the Upper Arlington City School District to a high value of 1.65 in the Dawson-Bryant Local School District. The ECF is based upon 3 measures:

· College attainment of the populace in the school district (% of adults who have earned at least a BA degree);

· District wealth per pupil, based on a combination of property valuation and federal adjusted gross income (the same factor as was included in the previous parity aid formula); and

· District poverty concentration (% of pupils in poverty as shown on the local Report Card).

These three measures are averaged into an index, with a weighting system employed to increase the influence of the wealth measure in low wealth school districts. By taking into account the education level of the community, district wealth, and concentration of poverty, the ECF directs additional funds to school districts where the overall education environment is considered to be more challenging. 

Since House Bill (HB) 1 enacted the ECF by assigning a specific numerical adjustment factor (rather than a formula) to each school district in permanent law, at some future time, the State will need to amend the factors in permanent law to update them for changes in the data used in their computation.  

The rationale for the ECF derives from three insights about school funding in Ohio. Each of these reasons is discussed below.  

1. Disparities in teacher attraction and retention

The first insight is based upon a tenet of standard economic theory which posits that jobs in more challenging environments will command wage premiums as compared with similar jobs in less challenging environments. This premium is known as a “compensating wage differential”. Failure to account for the need for a compensating wage differential will result in difficulties attracting and retaining employees. Analysis of teacher compensation in Ohio shows persistent inequities in teacher salaries across different types of school districts. Further analysis shows that school districts with greater degrees of education challenge often have difficulty attracting and retaining teachers.  

Despite long-term disparities in teacher salaries and teacher mobility and attrition rates, Ohio has never had an element of its funding system that addresses this issue until the ECF was created. Therefore, the boost in State funding provided by the ECF offers those school districts with concentrations of pupils from economically disadvantaged backgrounds or with other indicators of extra challenges related to economic factors the opportunity to pay more competitive salaries as an inducement to attract or retain high quality teachers.

2. Disparities in Working Conditions

Conditions of poverty or economic disadvantage among the pupils enrolled in a school district create a need for targeted programs specifically designed to address problems of poverty. Examples include school lunch and breakfast programs, summer school classes or enrichment, latch key programs, or additional support from health or social work professionals. The OEBM contains funding for such targeted programs. At the same time, economic conditions also can make the delivery of instruction more difficult. The second insight is that a classroom with a high concentration of disadvantaged pupils takes more time or effort to administer than a classroom with the same number of pupils from more affluent backgrounds. Additional funds provided by the ECF adjustment enable a school district to address these working condition issues by hiring more teachers or more aides.  Additional funds also can supplement amounts provided for classroom materials or supplies in circumstances where pupils' families cannot contribute as freely for such items.  

3. Equalization of Educational Opportunity Beyond the Formula

The third rationale for the ECF is that less wealthy school districts in Ohio are able to provide less local funding to supplement the state aid formula than higher wealth districts can. This is because foundation aid formulas only equalize resources up to the level of the chargeoff and wealthier districts are able to leverage more local resources from their tax base with additional millage beyond the chargeoff. As a result, many states have a “second tier” of funding that addresses this issue. Typically, “tier 2” funding in other states takes the form of a matching grant to school districts which enact additional local millage beyond the chargeoff. However, in Ohio an approach of this sort would not work because HB 920 constantly erodes effective millage rates. (In other states, voted millage rates are fixed.) Consequently, Ohio adopted “parity aid” funding which directed additional resources to eligible low wealth school districts based upon a state-determined millage rate. (In Fiscal Year (FY) 09, this millage rate was 8.5 mills.) In FY09, Parity Aid was roughly $498 million. However, parity aid was eliminated for FY10 and beyond when the OEBM was adopted.  

Further support for the need for additional funding beyond the minimum provided by the state aid formula is found in a 2008 ETPI study which conducted a detailed comparison between Gap Aid and non-Gap Aid districts. Gap Aid was designed to bridge the funding gap for a district whose effective tax rate was less than the 23 mill chargeoff.  Consequently, a Gap Aid district, by definition, lacked additional revenue provided by local taxes above the minimum chargeoff requirement. Specifically, the analysis focused on effective and excellent districts in the two groups: Gap Aid and non-Gap Aid school districts.

The analysis showed that Gap Aid districts could meet minimal standards of effectiveness as set by the report card system. They had more difficulty reaching the standard of excellence. In other measures of quality not recorded on the districts’ report cards, dramatic differences appeared. The Gap Aid districts had fewer gifted units, fewer Diploma with Honors graduates, lower participation rates in college entrance exams (ACT, SAT), poorer performance on college entrance exams, and lower participation in Advanced Placement (AP) courses and testing. 

Both by the limited report card standards and the broader measures of quality, school districts with more limited local resources performed worse than districts whose local wealth enabled them to fund schools beyond minimal levels. The ECF attempts to direct more funds to these lower resource districts in order to raise performance standards in all districts. 

Thus, the ECF responds to the needs of school districts with high concentrations of poverty and economic disadvantage, low overall levels of educational attainment, and a limited local resource base. It provides the flexibility for these school districts to choose from among three different strategic choices: higher salaries to attract and retain high quality teachers; investment in better working conditions through the use of smaller class sizes, more aides, and more classroom resources; and the development of programs, services, or options uniquely tailored to each school district's needs in a way comparable to the flexibility already available to school districts with more local resources.

Appendix I: Response to Potential Criticisms of the ECF:

1. The ECF starts below 1.0  – Yes, 82 districts have an ECF less than 1.0; however these same districts are also likely to benefit the most from the reduction of the chargeoff from 23 mills to 20. In fact, the elimination of the 3.3 mill local share contribution for special education and other categoricals means that the local contribution for these districts has been reduced by as much as 6.3 mills (26.3 mills to 20).     

2. Odden & Picus don’t include the ECF in the EBM – True.  However, very few states display the diversity among districts exhibited by Ohio. Not only do the states where Odden & Picus have employed their model not have the salary differential and teacher attrition and mobility problems of Ohio, nut also they do not have the same degree of inequity across school districts. Also, those states can use a traditional tier 2 approach whereas Ohio cannot. 

3. The ECF moves around a lot of money; can’t we just get rid of it? Yes, but parity aid would need to be reinstated, and additional funding for poverty programs would need to be provided merely to return to the FY09 level of Poverty Based Assistance. Even if these two steps are taken, the salary gap and teacher retention problems would still be left unaddressed, thereby undermining the instructional component of the EBM.   

Appendix II: Data about Teacher Supply and Demand

Analysis of ODE data from FY07 produces the following findings:

1) After controlling for experience and education level, FY07 Ohio teacher salaries differ according to location and typology grouping. Generally, the differences in school district show a pattern by which rural schools pay the lowest salaries, urban and large urban districts pay somewhat more, and suburban and wealthy suburban districts pay the highest salaries.  

2) These salary patterns persist even after adjusting for regional wage differentials.  

3) The salary gap between rural and suburban districts increases as years of teaching experience increase.  

4) The average teacher salary is higher in major urban districts than in Type 6 (wealthy but not extremely wealthy) suburban districts, however this difference is due to a higher average level of experience in the major urban districts. Suburban districts have the highest proportion of new teachers and major urban districts have the lowest percentage (likely because of widespread layoffs of many newer teachers in many urban districts in recent years).   

Thus, the average salary in major urban districts may appear higher than the salary in suburban districts, but the suburban districts offer a higher salary schedule. In this case, the average masks an important underlying difference. As the aging urban teaching corps retires, the major urban districts will struggle to compete in the teacher labor market due to relatively low salary schedules.

5) There are differences across district types in teacher mobility and attrition patterns. (“Mobility” refers to the movement of a teacher from one district to another, while “attrition” refers to movement out of teaching in a public school in Ohio.) Data from a series of Ohio Department of Education “Condition of Teaching” reports shows that teachers in rural districts are more prone to switching districts while teachers in major urban districts are more prone to leave teaching altogether.  
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