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Thisissue of The Wisconsin Taxpayer takes two
very different approaches to public finance. The
first looks at concrete issues of state budget pro-
cesses and fiscal management. The second exam-
ines the elusive concept of “ social capital” with
special attention to schools.

Improving Wisconsin’s Fiscal
Management

here is an emerging consensus that Wisconsin

needs to rethink its state budget processes and
fiscal management. A study committee of citizens
and current and past legidators, the Special Com-
mittee on Improving Wisconsin's Fiscal Manage-
ment, is meeting to “examine ways for Wisconsin to
improveitsability to manageitsfinances using mod-
ernfinancial management and policy practicesinthe
context of the budget process.” The committee will
report to the 2003-04 state legidlature.

That committee has already heard from state and
national expertson how Wisconsin'sfiscal processes
and management compare with other states and how
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revenue and expenditure decisions produce
future budget deficits?

Evidence of future deficits seemsto limit
policymakers' options. It makes it particu-
larly difficult to argue for tax cuts.

Several states develop long-term fore-
casts. In California, the nonpartisan Legis-
lative Analyst’s Officeisrequired to provide
annua five-year outlooks for revenues and
expenditures. In Maryland and North Caro-
ling, long-rangeforecastsareincluded as part
of the governor’s budget.

The Maryland legislature has a spending
affordability committee, composed of the
legislative leadership and assisted by a citi-
zen committee. Its responsibility is to rec-
ommend a level of appropriations to the
governor in light of the current and future

state economy, expendituretrends, long-term
operating and capital obligations, and any
other issues it deems relevant.

Wisconsin's last several budgets havein-
cluded measuresto improve state fiscal man-
agement. The Department of Administration
(DOA) and L FB must now, aspart of the bud-
get process, prepare four-year estimates of
revenues and expenditures. DOA must also
provide astatement of the budgetary surplus
or deficit under GAAP. O

DATA SOURCE:

Testimonies before Committee on Improving Wis-
consin’s Fiscal Management by Ron Snell (National
Conference of State L egislatures), and Frank Hoadley
(Wisconsin Capital Finance Director); Wisconsin
Legislative Fiscal Bureau; and Wisconsin Department
of Administration.

Social Capital: Missing Link in the Public School Debate?

At a recent statewide conference of the
Wisconsin Community Education Associa-
tion, WISTAX President Todd Berry spokeon
the importance of social capital in educa-
tion. The following comments are from Mr.
Berry's remarks. The views expressed are
his and do not necessarily reflect those of
the WISTAX board of directors, staff or con-
tributors.

C onsolidation, equity and increased fund
ing have become common prescriptions
for Wisconsin's public problems as of late.
Merge municipalities or school districts,
achieve school finance equity and boost state
tax funding of education, and all will bewell,
we are told by those who see the world in
black and white. For them, the keysto good
public policy aredollarsand formulae. They
focus on capital in the narrow sense of the
word—what Webster defines as “wealth,
money or property.”

CAPITAL—MORE THAN MONEY

This traditional, financially-based notion
of capital—money, stock, bonds, machinery
and equipment—nhas been around for along
time. In the early 1960's, things began to
change. Economists started writing about
human capital—the knowledge and skills
that come from education and training—and
therole it playsin economic progress. The
GlI. Bill and its positive impact on the post-
war American economy is sometimes cited
as an example of successful investment in
human capital.

With this second view of capital added to
the mix, public discussion of education
comes down, more than ever, to this single
word, capital. How much of our tax dollar
should we devote to public schools? Should
webuild anew high school ? Theseare ques-
tions that invoke capital in the traditional
sense. Will improved teacher training boost
student achievement? Can internships and
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school-to-work programs improve the eco-
nomic productivity of a community’s labor
force? These questions touch on the human
capital dimension of schooling.

A case can aso be made for athird form
of capital that isjust now finding its way
out of academic journals and into popular
discourse. This article examines the idea of
social capital, its history, the positive role it
can play in education—and the adverse
consequences that can result if it isignored,
as has happened elsewhere. | argue that
traditional capital, such as state school aid,
or human capital efforts, such as teacher
training, are not enough to guarantee high-
performing schools. Socia capital is miss-
ing from the Wisconsin policy debate; we
ignore it at our peril.

What Is Social Capital?

A leading socia theorist defines social
capital as“embedded resourcesin social net-
worksthat enhancethe outcomes of actions.”
Put more simply, social capital derivesfrom
the benefits of social relationships, such
things as interpersonal trust, information
shared by neighbors, putting in a “good
word” for someone, parental advice, teacher
expectations and school rules of conduct.
Social capitdl is the “grease” that activates
financial and human capital. Without it, in-
vestments in the other forms of capital will
be less effective.

To better understand what socia capital
is, consider afew examples:

4 Thelocal Rotary Club providesadult men-
tors to advise at-risk athletes at Smallville
High School, and dropout rates decline;

4 Mr. Smytheloseshisplant job but quickly
finds new work on atip from friendsin his
church men’s group;

4 By reaching out to employersin the com-
munity, the Elm School PTA raisesfundsto
buy new playground equipment;

4 Andyouth vandalisminthe River’'s Edge
subdivision declines when residents form a
homeowners' association and institute a
neighborhood-watch program.

Each of thesevignettesillustrates how so-
cial capita—the mutual support, informa-
tion, trust and behavioral expectationsfound
in social relationships—can be leveraged to
improve school performance, boost career
prospects or enrich community life.

Old Ideas Are New Again

Thediscovery of social capital inthe aca-
demic world is rather recent. Although so-
ciologists, most notably in France and at the
University of Chicago and Duke University,
probably deserve credit for laying the theo-
retical foundations for social capita in the
1980’s, it was Harvard political scientist
Robert Putnam who popularized theideain
the 1990's. He used falling participation in
bowling leagues as ametaphor for the wide-
spread decline in citizen participation and
civic engagement throughout America, and
he exhaustively documented this decline in
his 2000 book, Bowling Alone: The Collapse
and Revival of American Community.

The notion of social capital is not new.
In 1831, Alexis de Tocqueville left France
and toured a young America, recording his
observations in the classic Democracy in
America. He called the state “only a second-
rate community” characterized by “obscure
administration.” In describing the federal
government, he used words such as* power”
and “high station” and “functionaries.”

But de Tocqueville viewed townships,
the main form of government in early New
England, differently. He found that they
served “the purpose of interesting the
greatest possible number of persons in the
common weal . . . local administration thus
affords an unfailing source of profit and in-
terest to a vast number of individuals.” De
Tocqueville continued:
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TheAmerican attacheshimself to hislittle
community . . . [histown] isindependent
and free; hisco-operationinitsaffairsen-
sures his attachment to its interests . . .
He takes part in every occurrencein the
place; he practicesthe art of government
in the small spherewithin hisreach . . .

What de Tocqueville had to say about

townsis, | would argue, just as applicable to
themany active, proud and engaged municipal -

4 These are schools offering cultural, ath-
letic and learning opportunities to the sur-
rounding community, which responds with
loyal attendance and active support;

.|
Harvard’s Putnam finds social capital more
important than socioeconomic status, school
funding, staff salaries and class size.

itiesand school districtsthat dot Wisconsin.
Thisisnot surprising, for the phrase “ socia
capital” was first used by a community-
schools advocate. In 1916, L. J. Hanifan,
West Virginia's supervisor of rural schools,
urged community involvement in schooling,
writing of “those tangible resources [that]
count for most in the daily lives of people:
namely, good will, fellowship, sympathy . . .”
A socialy isolated individual is helpless,
Hanifan noted, but:
if he comes into contact with his neigh-
bor, and they with other neighbors, there
will be an accumulation of social capital,
which may immediately satisfy hissocial
needs and which may bear asocia poten-
tiality sufficient to the substantial im-
provement of living conditions in the
whole community . . . theindividual will
find in his associations the advantages of
thehelp, the sympathy, and thefellowship
of hisneighbors.

AT WORK IN WISCONSIN

Ties between people and their schoolsin
Wisconsin arejust asimportant today asthey
wereinWest Virginiamorethan 85 years ago.
Thisis particularly true for schools that are
at the heart of lifein thriving neighborhoods
and vibrant communities across the Badger
State:

4 Thesearehigh-performing schoolswhere
candor and trust characterize the relation-
ships between administrators and teachers,
between teachers and parents, between
school and community leaders;

4 These are schools whose leaders, teach-
ers and students don’'t eschew community
improvement but promoteit . . .

4 ... and communities whose civic organi-
zations embrace their schools with gifts of
time and money;

¢ These are schools with active PTA’s, en-
thusiastic booster clubs and often-loyal
aumni.

In short, these are school s that have accu-
mulated socia capital through regular and
honest sharing of information, mutual ser-
vice and support, high community expecta-
tions and lots of trust. Educators can draw
on this “bank” of social capital in times of
crisis and challenge.

A Critical Role

How important is social capital to stu-
dents? Harvard’'s Robert Putham reportsthat
the “best predictor” of children who grow
up free of abuse and neglect was“the degree
to which they and their mothers were en-
meshed in asupportive social network, lived
in a socialy supportive neighborhood, and
attended church regularly.”

How critical is social capital to schools?
Absolutely, according to Putnam, who quan-
tified socia capital in various parts of the
country and found:

Thebeneficial effectsof social capital per-

Sist even after accounting for ahost of other

factorsthat might affect state educational
success—racial composition, affluence,
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economic inequality, adult educational
levels, poverty rates, educational spend-
ing, teachers' salaries, class size, family
structure, and religious affiliation, aswell
asthe size of the private-school sector . . .
astonishingly, social capital wasthesingle
most important explanatory factor.

No wonder Putnam has attracted so much

support—and controversy. He unequivo-
cally argues that socia capital is more im-

Social capital is left out of school dis-
cussions; yet, its impact is major.

portant than any of the factors to which re-
searchers and advocates often point, includ-
ing socioeconomic status, school funding,
staff salaries and class size.

Lost in the Debate

And this brings me to the heart of my ar-
gument. Think about what is front-and-cen-
ter in discussions over K-12 education in
Wisconsin: district consolidation; an in-
creased rolefor state government in funding
and governing local schools, as a result of
the 1993-94 “deal” that struck a political
balance between new state money and
greater state control through revenue limits;
thediversion of statedollarsfrom no-strings-
attached general aid to categorical aid re-
stricted to specific programs, such as class
sizereduction and special education; and the
perceived inequity in state funding acrossthe
various school districts.

These are the “hig” issues that are being
debated, and they are all about money—
capital—in the most traditional sense. Of
course, money isimportant. Itisneeded to
attract and keep good staff, maintain build-
ingsand purchase materials. But thereismore
to Wisconsin schools than funding levels,
classsizeand equity. Indeed, published, peer-
reviewed research casts considerable doubt

on the link between funding and school per-
formance, and on thewisdom of costly class-
size reductions as opposed to, say, staff
development. And, the latest figures show
indisputably that funding equity among Wis-
consin school districts has improved, not
deteriorated, over the past decade.

Thereismoreto high-performing schools
than money, buildings and equipment. Ac-
cording to Putnam, social capital in al its
forms—school-community ties, principal-
teacher trust, involved parents, high ex-
pectations for behavior and learning—is
essential to successful schools and stu-
dents. Yet, thefocusin Wisconsin lieselse-
where.

If wearegoing to talk about capital inthe
context of education, we need to consider it
inall itsdimensions—traditional, human and
social. Currently, socia capital isleft out of
the discussion, and the implications for fu-
ture decisions could be serious and perma-
nent.

FUTURE MISSTEPS?

What lies ahead? The best predictor of
the future is the past. So, recall the 1970's
and 1980’s: Public anger over high property
taxes was palpable; the state responded by
hiking school aids and imposing cost con-
trols. When criticism of the controls
mounted, they were slowly eroded and fi-
nally abandoned. A surgein staff costs and
school levies followed.

The cycle began anew in the 1990’s with
discontent over rising property taxes emerg-
ing once again. Theresult wasastill greater
rolefor thestatein terms of money (the“two-
thirds’ funding pledge) and control (revenue
limits). It is entirely conceivable that this
cyclewill play out as before: State controls
will again be repealed; costs and levies will
again accelerate; and the public will again
demand action. Ultimately, the state response
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will be to fully fund all school costs and to
control them through centralization of deci-
sions regarding buildings and compensa-
tion—again, with no thought given to social
capital, despite its pivota role in ensuring
effective schools.

How do | know this? For starters, Gover-
nor Thompson's K ettl Commission seriously
debated 100% state funding of schools
more than ayear ago. Moreover, research
from the Journal of Education Financeis
clear:

4 From Washington state comes this find-
ing: “. .. the experience of Washington's
schools in the last decade suggests that a
highly centralized funding system may limit
the capacity of individual schoolsto flexibly
respond to local needs and desires . . . the
ability of individua schoolsto use available
resources in support of the type of ‘bottom-
up’ school-specific reforms championed by
leading educators . . . is severely limited.”
(Theobald and Hanna, 1991)

¢ From Californiacomes similar news: “It
appears that the increased equity the Cali-
fornia system has achieved has a so created
more Chevroletsand fewer Cadillacs among
the state's schools.” (Picus, 1991)

4 And from Hawaii, where schools are en-
tirely state-funded, come this: “The central-
ized alocation of funds has not provided a
stable source of funding and, infact, hasover
time resulted in a severe decline in the ratio
of fundsfor public education to thetotal state
appropriations.” (Thompson, 1992)

The considerable body of research in this
area was summed up recently by one public
finance expert in Sate Tax Notes, a publica-
tionfor tax professionas. “Thereisvery little
debate about whether the centralization of
school funding . . . hasimproved school per-
formance. The evidence is amost all nega-
tive” (Fischel, 2000)

From a socid capital perspective, thisis
easy to understand. When schools are lo-
cally funded and locally governed, taxpay-
ersand parents, teachers, school officialsand
community leaders feel they have astakein
education. Over several generations, thishas
resulted in ahost of interpersonal and intra-
community relationships developed around
schools. Thesetiesfoster trust, involvement
and support. Remove money and control
from the local school equation, and you re-
move a powerful reason for public interest
in education and a significant incentive to
building social capital.

Anecdotal evidencefrom Wisconsin sug-
gests this is already occurring in the wake
of the increased state role that began in the
mid-90's. With some districtsnow morethan
four-fifths funded by the state, some school
officials report that attendance at annual
meetings is down, and that numbers of
school board candidates have dropped. |
suspect PTA/PTO activity may be on the
decline, too.

THE TIES THAT BIND

Social capital is critical and fragile. We
risk eroding and eventually destroying it in
Wisconsinif wefocus solely on capital inits
narrow, traditional sense. If weare going to
make major changes in school funding and
governance here, then it istime we acknowl-
edgethevalueof dl three dimensionsof capi-
tal—traditional, human and social. Itistime
we assess the social capital effects of vari-
ous policy proposals—and not just the easy-
to-measure impacts on budgets and equity.

Thosewhotalk only about thetraditional,
financially-based aspects of capital are miss-
ing what could be the key to preserving
Wisconsin's proud tradition of effective
schools—the personal and socia ties that
bind us together in communities. O

October 2002 Vol. 70 No. 10

Page 11



