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Last year, the federal government spent more than $14 billion to help educate low-
income students as part of Title I, Part A, of the Elementary and Secondary Education
Act, or ESEA." For schools, particularly low-income schools, these federal investments
make a huge difference. If Title I was used to only fund teachers, for instance, it would

support the jobs of more than 200,000 educators.

But while federal education dollars bring many benefits for students, they are distrib-
uted in a way that is deeply unfair both between and within states. This unfairness stems

from the following flaws in the allocation formula.

It is overly complex and opaque. Title I today is allocated based on four separate
formulas with conflicting incentives. State and local legislators and education officials
have almost no way to know how much their allocation will change from year to year
due to changes in district or state policy, population, or distribution of students living
in poverty. This lack of transparency severally limits the formula from serving as an

incentive for policy change or from enabling states and districts to plan for the future.

* It sends more money to wealthier states. Wealthier states have historically invested
more heavily in education, and those investments are favored by the current Title I
formula. This results in a system that compounds existing inequities by giving more to
the haves than to the have nots. Furthermore, the formula’s emphasis on the number
of children who live in poverty means that more affluent districts that serve only a
handful of such children receive Title I dollars. This dilutes the pool, leaving fewer

resources for those places with more concentrated poverty.

It shows clear bias against rural states and mid-sized cities. As a result of this
distortion, the so-called small state minimum, which gives more money to smaller
states for no other reason than their small population, “states with small populations
and low concentrations of poor children receive radically larger grants on a per-poor-

child basis than states with larger populations, including those with substantial rural
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poverty.” What’s more, the formula prioritizes larger districts. Detroit, for instance,
gets much more per student than Flint, Michigan, and Los Angeles gets more than
Sacramento, California, due to the formula’s heavy weighting of large communities

over mid-sized and rural communities.?

To be clear, there is no perfect school funding formula. By definition, formulas distrib-
ute limited pots of money among diverse schools and districts, and most districts, if

not all, could benefit from more resources. Formula decisions, in other words, force
difficult trade-offs. Should the formula spread the funding to more students or lever-

age it most heavily among the neediest? Should it reward states and communities for
investing in education, or should it compensate for the fact that they have not made such
investments, which has real and often dire consequences for the students living in those
communities? Should the formula fund communities with large concentrations of poor
students or fund poor students in more socioeconomically diverse communities? These

are difficult questions without easy answers.

The goal for every member of Congress—when considering modifying the Title I
formula—should be to maximize public utility or the public good and to find the
trade-off point where the greatest number of students receive the maximum boost to

their life prospects.

The Center for American Progress proposes the following five principles to guide law-

makers as they consider these vital decisions.

1. Make the Title | formula more fair and transparent

Today, Title I, Part A, funds are distributed through four complex formulas: Basic
Grants, Concentration Grants, Targeted Grants, and Education Incentive Finance
Grants, or EIFG. These formulas have different eligibility requirements, weighting
systems, and purposes. For example, the Education Finance Incentive formula rewards

states that spend equally on poor and non-poor students alike. Other formulas do not.

This complexity makes it nearly impossible for policymakers, school system leaders,
and the public to understand how money is distributed. It also makes it hard for the
tederal law to incentivize thoughtful actions at the state and local level since the reward
system is so opaque. In order to fix this problem, the formulas should be condensed
into a single, straightforward method of allocating funds. In short, dollars should go to
schools in a fair and easy to understand manner based on a few simple factors that are
predictable. This policy fix would enable local leaders to better understand the state and

district’s Title I allocation, as well as develop more reliable projected education budgets.
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In particular, the formula should take cost of living into account more precisely. In areas
with high costs of living—such as Boston, Los Angeles, and Chicago—it can cost twice
as much to pay teachers than it does in low-cost communities. But the current formulas
do not expressly take that differential into account when allocating funds. Instead, the
current formulas reward states for the amount that they have spent on education in the

previous year, which serves as an inadequate proxy for cost of living.*

“Educational costs vary, sometimes significantly, from district to district and from state
to state. Title I allocations should account for these variations not with invalid proxies
for cost such as state per-pupil spending, but with state- and district-level cost factors
grounded in empirical research and updated every few years,” wrote Goodwin Liu, a
school finance expert and former professor of education law at University of California,

5«

Berkeley.’ “Congress could use estimates that are presently available, or it could commis-

sion new studies,” he continued.

Education researchers have developed a sound statistical way to account for differ-
ences in the cost of living across states and districts, and the approach, known as the
Comparable Wage Index, or CWI, is widely used. Any change to the Title I formula
should include a variable that accounts for the differences in cost of living across schools
and districts and streamlines the formula itself. This set of policy fixes would go a long
way to help state and district leaders better predict their annual allocations and more

fully understand the impact of local policy decisions.

2. Ensure money supports students living in areas of concentrated poverty

Title I dollars are often spread too thinly. Wealthy and middle-class areas such as Palo
Alto, California, Hastings-on-Hudson, New York, Arlington, Virginia, and Melrose,
Massachusetts, all receive Title I dollars. So do districts serving only a dozen children
from poor families, such as Robein, Illinois, and Milnor, North Dakota.® In fact, a full 67
percent of schools nationwide receive Title I funds despite the fact that the program is

designed to help needy students receive a better education.”

Title I dollars are dispersed widely in part because schools can receive the funding even
if they only serve a few students in poverty. Under current law, Basic grants allocate
tederal dollars to districts solely based on the number of children living in poverty. So a
district such as Cedar Bluffs, Nebraska, receives federal dollars for its 10 poor children
even though those children live in a community where the child- poverty rate is less

than § percent.®
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This wide dispersion of Title I dollars is a problem. Significant amounts of research
shows that it is not just poverty that limits a student’s life outcomes; living in high-pov-
erty areas and attending school among other poor students—in other words, concen-
trated poverty—have significant effects as well. It has also been shown that money has
the greatest impact when it is invested in improving the education of low-income stu-
dents who come to school with the greatest needs when compared to their more affluent
peers.” And although there are poor students in many—if not most—schools, schools
serving more affluent populations have larger budgets overall. More affluent schools are
better positioned to afford compensatory services for low-income students without the
need for Title I support.

Moreover, the purpose of ESEA is to compensate for the fact that schools in higher-
income areas typically have larger budgets than schools in low-income communities. By
sending limited Title I funds to middle-class and affluent areas, the formula undermines

its basic intent.

A better approach would be to exclude affluent districts from Title I eligibility, thus
making more funds available for students living in concentrated poverty. Federal money
would have a bigger impact if it were more targeted to schools with a greater percentage
of students in need. This point is particularly important to keep in mind during any sort
of formula debate. For lawmakers, there is good reason to spread the wealth, but the pur-
pose of the program is to help create a level playing field for schools with large numbers

of low-income students.

3. Leverage funds to incentivize evidence-based state funding formulas

The United States is one of just three Organisation for Economic Co-operation and
Development, or OECD, countries that provides fewer resources for educating students
living in poverty than their peers.'” Educational outcomes in the United States, which
differ significantly by socioeconomic status, reflect this approach.!" Title I reform could
help rectify that problem by providing a greater incentive for states to create progressive

funding structures.

Today, the EFIG formula, one of the four Title I formulas, factors in whether states
fund Title I and non-Title I schools equitably. Unfortunately, this approach has the
perverse effect of disincentivizing states from investing more significantly in schools
serving low-income students. A funding formula truly aimed at closing the student-
achievement gap should send a clear and unambiguous message to states that they
should implement progressive funding systems—such as weighted-student funding
systems that allocate resources on the basis of student need—which provide more

money to students with greater needs.
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The Title I formula should also include a fiscal effort factor. In other words, the formula
should include a measure of whether states invest more state and local funds in educa-
tion. This approach does not disadvantage poorer states because the measure evaluates
on the amount of money that states invest relative to other fiscal priorities. As part of a
reauthorized ESEA, both priorities—funding equity and effort—should be incorporated

into the base formula or required in order for states to retain their administrative funds.

4. Eliminate bias against rural states and mid-sized cities

Consider Utah and North Dakota; both are rural states with low costs of living, and the
cost to educate the students in the two states is about the same, according to the CWI,

a statistical tool developed by researchers Lori Taylor and Bill Fowler.'> Neither state
spends much on education as a proportion of their state budgets, and both states have
similar percentages of low-income students."* But Utah has roughly 2 million more peo-
ple than North Dakota."* When it comes to Title I, that population difference translates
into $1,600 more per student in North Dakota—which is more than twice Utah’s Title

I allocation of $1,018 per student." Likewise, Wyoming receives $1,800 per student,

which is also more than its neighbor, Utah, receives despite the obvious similarities.

Why the funding disparity? Part of the reason is because both Idaho and Wyoming
benefit from the so-called small state minimum, which provides some small states with

additional funding solely on the basis of having small populations.'¢

Those who defend the small state minimum argue that states need a guaranteed mini-
mum amount of funding in order to develop and maintain the infrastructure to ensure
that the state education office can meet its obligation to provide oversight to school dis-
tricts. This argument would be more compelling if it applied to rural states, which face
unique challenges such as struggling to attract and retain teachers and wide geographic
distances between schools. States such as Delaware, which are small geographically and

benefit from the small state minimum, have a weaker claim on extra funds.

In addition, while the small state minimum unquestionably benefits some rural states
such as Alaska and Wyoming, the formula overall is biased against states with moderate

to large populations and significant rural poverty, such as Texas, California, and Colorado.

Similarly, the current law has a bias against mid-sized cities. Consider Sacramento,
California, which has a child population of 52,000, much smaller than Los Angeles’
population of 740,000 children.'” Sacramento has the same child-poverty rate as Los
Angeles—around 30 percent—but it receives around $275 less per eligible child, which

translates into a loss of $14.3 million for the school district.!® Cities such as Detroit and
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Houston also get more money per child than Flint, Michigan, and San Antonio, Texas—
cities with similar percentages of poverty located in the same state of their much larger
counterparts, but with smaller populations overall. The cause for the funding disparity is

once again the formula.

The formula should be fixed to provide fair funding for moderate-sized cities, which face

significant challenges of their own.

5. Ensure that states and districts do not lose funds in the transition
from the old to the new formula

While the formula is unfair and has for generations shortchanged some states, districts,
and schools, an abrupt funding cut could be devastating to any community that has

come to rely on its Title I allocation.

Therefore, as part of any fix to the Title I funding formula, there must be a gradual transi-
tion plan that ensures that no state loses money. Specifically, there should be a hold-
harmless provision, which would keep states at their current funding allocation level and
dedicate new funding to states that have been shortchanged in prior years and are now
on track to receive a fair allocation. Under this proposal, no state would suddenly lose

resources, and more equitable funding levels will be reached gradually.

Districts should also be held harmless from the negative impact of a funding fix. There

is a hold-harmless provision in current law, and it is something that clearly needs to be
included in any sort of formula reform. Without such provisions, low-income children
whose schools have long-received Title I money would lose funding, and districts that have
long depended on federal funds would suddenly be short-changed, which would force
them to lay off teachers and make other dramatic cuts. Any approach that causes schools to
lose substantial funds abruptly is bad policy, and Congress should ensure that the switch

from the old formulas to the new formula is smooth, predictable, and does no harm.

The Title I funding formula has been in the place for 15 years. There is a great need

to rework the formula to make it clearer, to eliminate the bias against rural areas and
wealthier states, and to clearly incentivize states and districts to invest in education overall
and to invest more in providing educational opportunities for students from low-income
backgrounds. A better funding formula is the foundation for ensuring that every student,

particularly those growing up in poverty, has an equal shot at the American dream.

Ulrich Boser is a Senior Fellow at American Progress. Catherine Brown is the Vice President

of Education Policy at American Progress.
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