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Executive summary

The 1965 passage of the Elementary and Secondary Education Act marked an increased 
role for the federal government in ensuring equal opportunity in education. Title I, Part 
A of the act is the centerpiece of this federal role in elementary and secondary education. 
The law authorizes substantial grants—almost $14 billion for the fiscal year that ended in 
2008—to augment the education of children living in areas where low-income families are 
concentrated. Yet the funding formulas that determine the amount of money granted to 
each school district are not necessarily compatible with the law’s intent.1 

Since the Elementary and Secondary Education Act’s initial authorization, a number of 
technical and political decisions have led to a set of four formulas that determine the 
amounts and destinations of grants under Title I, Part A. Concern for the law’s goal of 
improving equal educational opportunity by targeting children in concentrated poverty 
has guided the formulas’ evolution, but the funding formulas are still found wanting in 
three main ways: 

•	 The formulas use state average per-pupil expenditures as a proxy for the cost of provid-
ing education, causing them to target funds to poor children in wealthy states. This is a 
different proposition than targeting concentrations of poor children. 

•	 A combination of clunky eligibility criteria and multiple counting schemes produce 
some bizarre and unfair results: large districts with low concentrations of poor students 
are heavily funded, and virtually identical school districts that fall on the cusp of cutoffs 
can be treated differently.

•	 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 poverty. 

Improving the match between the intent of Title I, Part A and the formulas driving its 
grants is technically feasible, but an aura of mystery around the formulas inhibits informed 
debate and reform. This paper systematically unpacks the formulas to reveal the specific 
causes of targeting failure. It also highlights the sensible, progressive notions embraced by 
the current formulas: 
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•	 Honoring states’ efforts to leverage their revenue capacity for the purpose 
 of funding education. 

•	 Partly correcting for inequity in education funding within states.
•	 Safeguarding districts and states against precipitous drops in funding.
•	 Respecting funding challenges peculiar to small states.

Children living in concentrated poverty are poorly served by a labyrinthine funding scheme 
comprising four separate formulas. This paper exposes the technical considerations that 
should inform a smarter, fairer approach to funding grants under Title I, Part A. An upcom-
ing paper will further detail this approach and chart the political course toward it.
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The federal role in elementary 
and secondary education

The federal government’s role in children’s education was relatively small before the 
American Recovery and Reinvestment Act of 2009 promised a one-time injection of 
scores of billions of dollars. Until now, federal grants have supplied less than a tenth of the 
funds spent on elementary and secondary education. Yet the federal government has been 
a major player in educating students from low-income families since the passage of the 
Elementary and Secondary Schools Act of 1965. In particular, Title-I, Part A, also known 
as Title I-A, the single largest elementary and secondary education program operated by 
the U.S. Department of Education, allocates funds explicitly meant to enhance educa-
tional opportunity for children in concentrated poverty. 

Table 1

State Title I-A allocations in terms of dollars per poor pupil for fiscal year 2008, grouped by similarity of fiscal effort and 
cost of providing education.

Fiscal efforts
Cost of providing education

Very low Low Medium High Very high

Very high

ME 1875 VT 3306 AK 2792 OH 1676 NJ 1847

WV 1759 WI 1639 MI 1568 NY 2107

RI 2056

High

AR 1270 IN 1465 NH 2180 GA 1402 CT 1966

WY 3168 NE 1344 PA 1889

NM 1434

SC 1435

Medium

IA 1215 KS 1519 MO 1391 DE 2099 IL 1700

MS 1288 KY 1377 TX 1344 MA 1833

MT 1647 LA 1535

Low

ID 1180 AL 1217 OR 1515 MN 1331 CA 1566

ND 2761 UT 1075 MD 2067

OK 1207 VA 1472

Very low

SD 1928 - - AZ 1307 CO 1167 DC 2490

FL 1472 NV 1286 WA 1326

HI 2414

NC 1299

TN 1154

Note: Values presented here and throughout the paper are based on a sample of 13,853 Local Educational Agencies. The roughly one percent of all agencies omitted from the analysis tend to be very small. Reasons 
for omission include missing values on key indicators. Fiscal effort defined as the three year average of total spending (current expenditures less federal revenues) divided by the three year average of total per capita 
income, relative to the national average.

Source: final Title I-A allocations for FY2008, by formula, were provided by the Budget Office, U.S. Department of Education; poverty estimates come from the 2007 Small Area Income and Poverty Estimates, Census 
Bureau, U.S. Department of Commerce; personal income data from Personal Income and Outlays, Bureau of Economic Analysis, U.S. Department of Commerce; education spending data from 2006 Public Elementary-
Secondary Education Finance Data, Census Bureau; measures of cost from the 2005 Comparable Wage Index, National Center for Education Statistics, U.S. Department of Education; information on enrollment from the 
Common Core of Data, National Center for Education Statistics.
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Targeting Title I-A grants to concentrations of children in poverty, however, is a challeng-
ing enterprise as the grants are allocated among the vast majority of school districts and 
determined by four complicated formulas. The political challenges to distributing federal 
funds to schools owned and operated by states and localities are formidable, and describ-
ing them is the subject of a forthcoming paper. This paper explains the technical challenges 
to targeting Title I-A grants, tracing chronic targeting failure to specific characteristics of 
the formulas that determine the amounts and destinations of grants. 

Targeting failure hurts some states more than others, and produces results not always 
consistent with common sense. Table 1 highlights this failure by showing states’ Title 
I-A allocations per poor child, grouped by similarity in states’ fiscal effort, the extent 
to which they leverage public resources to fund education, and the cost of providing 
education. The categories of fiscal effort represent statistical quintiles on the distribution 
of a refined version of the measure of fiscal effort currently used by one of the Title I-A 
formulas. The categories of cost represent statistical quintiles on the distribution of states’ 
values on the most recent Comparable Wage Index. 

Several comparisons emphasize the point: 
•	 California and Maryland both face very high costs and exert low fiscal effort, yet 

California received $1,566 per poor child to Maryland’s $2,067.
•	 Georgia and Pennsylvania both face high costs and exert high fiscal effort, yet Georgia 

received $1,402 per poor child to Pennsylvania’s $1,889.
•	 Idaho and North Dakota both face very low costs and exert low fiscal effort, yet Idaho 

received $1,180 per poor child to North Dakota’s $2,761.

What’s worse, in each of these pairs of states, the state with the higher concentration of 
children in poverty received the lower allocation.2 And while these per poor child differ-
ences may seem small, they matter a great deal when scaled up to the school or state level. 
Take California, which has more children in poverty than any other state and runs larger 
schools than all but five, with an average enrollment of 651 pupils. A high-poverty school 
in California could easily receive more than $200,000 less than it would receive if it were 
in Maryland.3 The cumulative shortfall for California amounts to $532 million, a sum 
worthy of concern. Clearly, the formulas producing these allocations are out of sync with 
fairness and common sense. 

Given such bizarre allocation patterns, it is little wonder that an aura of mystery surrounds 
the Title I-A funding formulas. And the mystery is perhaps greatest at the district level, 
where the receipt of a lump sum Title I-A grant shields officials from even knowing that 
four separate formulas exist. Furthermore, lag time between collection of the data driv-
ing the formulas and current allocations makes connecting precise local funding needs 
to Title I-A grants virtually impossible. Nor do policymakers necessarily have a clear 
understanding of the formulas. Title I-A funding formulas bear less resemblance to clear 
mathematical statements like E=MC2 than they do to recipes. And obscure ingredients 
and unfamiliar procedures can make recipes difficult to follow, even for the best of chefs. 
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With increased funding,  
an enhanced role

Regardless of how its role is characterized, the federal government does invest large 
sums of money to elementary and secondary education. For the most recently com-
pleted fiscal year—FY2008, from October 1, 2007 to September 30, 2008—Title 1-A 
grants approached $14 billion.4 All other Department of Education grants for elemen-
tary and secondary education amounted to just over $24 billion, roughly half of which is 
devoted to funding the Individuals with Disabilities in Education Act.5 

Title I-A allocations also tend to become more generous over time. Figure 1 shows 
inflation-adjusted allocations for Title I-A and all other Department of Education fund-
ing for elementary and secondary education from FY1980 through FY2008. Grants 
for elementary and secondary education grew in real terms—their growth outstripped 
inflation—during two periods, from 1986 to 1992 and from 1996 to 2004. The tendency 
toward real funding growth, combined with the American Recovery 
and Reinvestment Act commitments—approximately $100 billion 
over FY2009, FY2010, and FY2011—is evidence that the federal role 
in elementary and secondary education has escalated. This increase 
naturally invites greater scrutiny, especially in light of only marginal 
improvements in targeting funds to the highest poverty districts.6

First passed in 1965, ESEA has been reauthorized seven times,7 always 
with a reaffirmation of the original intent of Title I-A: 

… to provide financial assistance to local education agencies serving 
areas with concentrations of children from low-income families to 
expand and improve their educational programs by various means …8

The intent is laudable, but it is tempered by the technical challenges to 
targeting funds to concentrations of children in poverty. Two questions 
summarize these challenges: Where are these children, and how much 
money should be sent their way? 

Billions of 2008 dollars
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Data sources: Allocations drawn from U.S. Department of Education, Budget Office, avail-
able at http://www.ed.gov/about/overview/budget/history/index.html (last accessed 
on November 12, 2008). Inflation adjustment figures (Consumer Price Index-All Urban 
Consumers) drawn from U.S. Department of Labor, Bureau of Labor Statistics, available at 
http://www.bls.gov/cpi/tables.htm (last accessed on January 8, 2009). 
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Where are the poor children?

In order to locate children in poverty, the Department of Education relies on the talents of 
the U.S. Census Bureau. The Bureau’s annual Small Area Income and Poverty Estimates, or 
SAIPE, include numbers of children between the ages of 5 and 17 years living in families 
with incomes below the poverty level, by Local Educational Agency—LEA, or more 
familiarly, school district.9 The number of these so-called “formula children” and their 
concentration—the corresponding percentage of all children within an LEA—serve as 
key determining factors in the Title I-A formulas.10 

As a basis for directing Title I-A allocations, the SAIPE data are not perfect. First, esti-
mates lag behind current program needs in time. The FY2008 allocations, for example, 
were based on 2005 poverty estimates. This lag means that allocations are not sensitive 
to recent fluctuations in the numbers of low-income students served by states or LEAs, 
and year-to-year fluctuations on the order of 10 percent, a significant amount, are com-
mon.11 Second, estimates are based on district boundaries that are somewhat dynamic. 
District consolidation and the opening or closing of charter schools create discrepancies 
between the list of LEAs used by the Census Bureau and the one used by the Department 
of Education in calculating Title I-A allocations.12 Third, the correspondence between 
children living in a district and those attending its public schools is not perfect. In 2003, 
approximately 5.1 million children attended private schools and 1.1 million were home 
schooled.13 These children, however, are not uniformly distributed across LEAs. Thus, in 
LEAs where residents not living in poverty have strong preferences for private or home 
school, measures of the concentration of formula children may understate the percentage 
of such children actually served by public schools. 

Despite these problems, SAIPE data represent a significant improvement over decennial 
census data, which were used until the mid-1990s. Furthermore, the legislation allows 
states, by petition, to use their own poverty estimates when refining the Department of 
Education’s preliminary allocations.

How much money should be sent?

The Department of Education faces three challenges when answering the question of how 
much money to send to LEAs serving concentrations of children in poverty. First, the 
cost of providing education varies among districts and states. Cost is primarily driven by 
prevailing salaries for public employees, which differ across states, but population size 
and density also play a role. In particular, small states may face special funding challenges, 
including high fixed-costs per poor student. 
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Currently, the Department of Education handles the cost challenge by basing the Title 
I-A grants on states’ average per-pupil expenditures,14 found among the Census Bureau’s 
Public Elementary-Secondary Education Finance Data.15 Like poverty estimates, expen-
diture data lag behind current allocations. More importantly, per-pupil expenditures are 
a poor proxy for the cost of providing education.16 The problem is not that expenditures 
are divorced from costs. Rather, it’s that expenditures tend to mirror levels of wealth (fiscal 
capacity) better than they do costs.17 The strong positive relationship between expendi-
tures and wealth undercuts efforts to steer money toward children in poverty. 

The second challenge is that states vary in their preferences around funding public educa-
tion. Federal funding decisions, sensibly, respect a state’s fiscal effort, the extent to which 
it leverages its capacity to muster revenue to fund public education. Toward this end, a 
measure of fiscal effort plays a minor role in one of the Title I-A formulas. The ratio of a 
state’s per-pupil expenditures to its per capita personal income—relative to the national 
average—provides an index of fiscal effort, though perhaps not the best one available,18 for 
use in one of the formulas. 

The third challenge involves the contours of state and local funding into which federal 
funds flow. Some states have enacted policies ensuring that high-poverty districts 
receive aid comparable to that received by low-poverty districts. In other states, despite 
an enormous amount of litigation, disparity between districts in fiscal capacity—as 
in property tax base—leads to serious differences in financial resources available for 
education. The intent of Title I-A is consistent with the goal of bolstering intra-state 
funding equity. Toward this end, one of the formulas uses a measure of funding equity 
constructed from district average per-pupil expenditures, the local analogue of the state 
per-pupil expenditure averages. 
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The formulas

Currently, four formulas determine Title I-A allocations to LEAs, but this has not always 
been the case. Congressional concern with aspects of the funding system, especially target-
ing funds toward concentrations of poor children,19 spurred the development of additional 
formulas to complement the original Basic Grant formula. In 1978, the Concentration 
Grant formula entered the picture, and the 1994 reauthorization of ESEA, the Improving 
America’s Schools Act, added the Targeted Grant and the Education Finance Incentive 
Grant formulas.20 

Figure 2 shows inflation-adjusted allocations, by formula, from FY2001 to FY2008. 
Three observations stand out: First, the real annual total of Title I-A grants rose dramati-
cally between 2001 and 2004; second, relative to Basic Grants, Concentration Grants 
are small—this has been the case since Concentration Grants were first awarded; and 

third, though authorized in 1994, Targeted and Education Finance 
Incentive Grants were not funded until FY2002, and since that year, 
their appropriations have increased at the expense of Basic Grants.21 
Supplemental Title I-A grants funded in the American Recovery and 
Reinvestment Act amounting to $10 billion will be allocated by way 
of the two newest formulas.22 

Formula components

All four Title I-A formulas employ eligibility criteria based on the num-
ber of formula children in an LEA, their concentration within an LEA, 
or both. Table 2 offers a breakdown of the eligibility criteria, determin-
ing factors, and adjustment procedures for each of the four Title I-A 
formulas. The extent to which a formula targets concentrations of poor 
children is partially revealed in these criteria, which vary from lax to 
stringent. Limiting allocations to districts with high concentrations 
of formula children is an effective if coarse way to ensure funds target 
such children. The Concentration Grant formula sets itself apart in this 
sense. Yet it is still somewhat imperfect, since many districts serving 
an enormous number of children but a low concentration of poor ones 
meet the numerical eligibility threshold. 

Billions of 2008 dollars
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Two driving factors that determine preliminary grant allocations also affect how well the 
formulas target children in concentrated poverty. The first is a child count. The Basic and 
Concentration Grant formulas rely on a simple count of formula children; the Targeted 
and Education Finance Incentive Grant formulas use weighted child counts, which have 
the potential to enhance targeting. Weighted child counts essentially inflate observed 
levels of poverty, ensuring that districts with more poverty receive more funding per poor 
child than districts with less poverty.23 Second, states’ average per-pupil expenditures 
drive allocations in all formulas, a situation guaranteed to retard targeting efforts because 
expenditures track wealth, not the actual cost of providing education.

Lastly, all four formulas contend with the same set of adjustment procedures. First, the for-
mulas must reconcile authorized allocations with annual appropriations actually furnished 
by Congress.24 Conceptually, this procedure, known as ratable reduction, is similar to scal-
ing a recipe, and Congress has never provided the authorized level of funding for Title I-A. 
Second, recognizing the special funding challenges faced by small states, the formulas pro-
vide for minimum allocations.25 In other words, small states are guaranteed a non-trivial 
slice of the pie. Since small states tend not to serve concentrations of children in poverty, 
this adjustment provision detracts from the proper targeting of funds. Third, because year-

Table 2

Eligibility criteria, determining factors, and adjustment procedures underlying calculations  
of preliminary Title I-A grants allocations to LEAs, by formula

    Formula

    Basic Grant Concentration Grant Targeted Grant Education Finance Incentive Grant

Eligibility  
criteria

Number of  
formula children

At least 10 More than 6,500 At least 10 At least 10

and or and and

Percentage of 
formula children

More than 2% More than 15% At least 5% At least 5%

Determining 
factors

Child count Number of formula children Number of formula children

Number of formula children

and

percentage of formula children

Number of formula children

and

percentage of formula children

Cost of providing 
education

State per-pupil expenditure State per-pupil expenditure State per-pupil expenditure State per-pupil expenditure

Fiscal effort n/a n/a n/a

State per-pupil expenditure

and

state per-capita personal income

Financial equity n/a n/a n/a LEA per-pupil expenditure

Adjustment 
procedures

Ratable reduction Yes Yes Yes Yes

State minimum Yes Yes Yes Yes

Hold-harmless Yes Yes Yes Yes
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to-year fluctuations in funding levels, especially downward ones, can frustrate districts’ 
efforts to staff and run programs that enhance educational opportunities for poor students, 

“hold harmless” provisions in the Title I-A formulas protect LEAs from precipitous drops 
in funding.26 Thus, the hold-harmless provisions extend the shelf-life of targeting failure 
originating elsewhere in the formulas.

Basic Grants

The Basic Grant formula is limited in its ability to target concentrations of students in pov-
erty for three reasons. First, neither its eligibility criteria nor the mechanics of the formula 
focus on substantial concentrations of poor students. Second, like all Title I formulas, this 
one relies on states’ average per-pupil expenditures as a proxy for cost. Because expen-
ditures reflect wealth more than costs, the formula channels funds toward poor children 
in rich states, a different proposition than simply targeting concentrations of children in 
poverty. Finally, since small states have low rates of poverty and high wealth, on average, 
the small state provisions exacerbate faulty targeting of Basic Grants. Further examination 
of the formula reveals these weaknesses in greater detail. 

True to their name, Basic Grants are ordinary and simple. They are ordinary because 
almost all LEAs receive them. Those LEAs serving at least 10 formula children, who must 
constitute more than two percent of children served, are eligible to receive Basic Grants.27 
In FY2008, about 94 percent of LEAs were eligible,28 and three-quarters of the ineligible 
ones had total enrollments below 100 students.29 

The Department of Education determines the preliminary Basic Grant allocations to LEAs 
in a multi-step procedure, illustrated in Figure 3. The first step in calculating the Basic 
Grant for an LEA is indeed simple. One multiplies the number of formula children in the 
LEA by a constrained version of the average per-pupil expenditure in its state, and then by 
0.4. That’s it. 

Every LEA within a state is initially authorized to receive the same allocation per poor 
child served. These funding rates vary between states in proportion to expenditure levels, 
which are constrained to a range between 80 and 120 percent of the national average.30 
This constraint limits the damage to targeting caused by average per-pupil expenditures.31 
Multiplying by 0.4 has the effect of trimming the expenditure to reflect the perceived addi-
tional costs of educating a low-income student versus another student from a family with 
higher income. This factor is imbued with a symbolic value in this sense,32 but its effective 
value evaporates during the adjustment procedures that follow. 

The second step is to ratchet down or ratably reduce the preliminary allocations based on 
appropriations. Just as a chef may halve or double a recipe, Congress decides the levels of 
funding appropriations to be applied toward Basic Grants. To the chagrin of proponents 

The Basic Grant  
allocation process

Steps leading to preliminary  
Basic Grant allocations from the  
U.S. Department of Education to 
Local Educational Agencies

Note: Represented here at a conceptual level, the 
steps translating authorized amounts into allocations 
are exceedingly complicated. A full specification of 
these steps is available from the National Center for 
Education Statistics (see http://nces.ed.gov/surveys/
annualreports/allocations.asp). 

Ratable reduction

Proportionally reduce authorized 
allocations based on funds 

appropriated for Basic Grants

STEp 1
Simple count of formula 

children in LEA
x

Average-per-pupil 
expenditure in state*

x

0.4

State minimum

Ensure that the total of LEA 
allocations to states meets 

prescribed minimum 

Hold-harmless

Increase allocation to appropriate 
percentage of prior year’s 

authorized allocation

* Per-pupil expenditures are constrained to a  
range between 80 and 120 percent of the  
national average.
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of “full funding,” Congress has historically tended to halve the recipe. This step receives 
much attention, but it does not affect the targeting fidelity of the formula.33 

The third step is to apply the state minimum provision. This provision guarantees that 
each state receives a nontrivial share of all funds appropriated for Basic Grants. This share 
amounts to roughly a quarter of 1 percent of funds nationwide,34 and affected states are 
roughly those whose share of formula children falls below a quarter of 1 percent of the 
national total35—small states, in other words. Because small states tend not to have high 
concentrations of formula children, the state minimum provision subverts targeting of 
funds to concentrations of children in poverty. One technical argument for tolerating 
this subversion is that small states wrestle with high fixed costs per poor student, such as 
salaries of state and district Title I administrators. 

The fourth step in determining preliminary Basic Grant allocations is to apply the hold-
harmless provision. Funds permitting, allocations to LEAs are adjusted upward, where 
necessary, so that they match a threshold percentage of the prior year’s allocation. The 
relevant threshold depends on the concentration of formula children within an LEA. For 
concentrations at or above 0.3, the threshold is 95 percent of the prior year’s allocation. 
For concentrations between 0.15 and 0.3, the threshold is 90 percent. And for concentra-
tions at or below 0.15, the threshold is 85 percent.36 

The final process of converting the Department of Education’s preliminary Basic Grant 
allocations to LEAs into actual allocations is handled by State Educational Agencies, or 
SEAs,37 where the distinct funding streams defined by the four formulas merge. It makes 
sense to describe this confluence briefly, since it affects districts’ perceptions of Title I 
funding. However, surveying the three other tributaries, the sources of targeting failure, is 
the first order of business. 

Concentration Grants

The Concentration Grant formula is simply a more restrictive version of the Basic Grant 
formula.38 As such, its reliance on expenditures and small-state minimums impair its abil-
ity to target concentrations of poor students. Its comparative success in targeting is due to 
its stringent eligibility criteria. Eligible LEAs either serve more than 6,500 formula chil-
dren, or formula children make up more than 15 percent of children served.39 Although 
nearly all LEAs were eligible to receive Basic Grants in FY2008, only 45.3 percent of them 
were eligible to receive Concentration Grants.40 

Effectively, these criteria prevent Concentration Grants from flowing to many—but not 
all—districts with low concentrations of poor students. Very large districts with the 
necessary 6,500 formula children are eligible for Concentration Grants even though their 
formula children may not live in especially high concentrations. This deficiency in the for-
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mula is compounded by the lack of subtlety inherent in sharp cut-offs, which can produce 
bizarre results. Consider an LEA serving 6,500 formula children out of 43,333 children 
(15.0001 percent) versus another LEA serving 6,499 formula children out of 43,333 chil-
dren (14.9978 percent). The former LEA is eligible for a Concentration Grant; the latter 
is not. This unfortunate dichotomy can be prevented by shifting the burden of targeting 
from the eligibility criteria to the mechanics of the formula, an innovation embraced by 
the Targeted Grants formula.

Targeted Grants

The Targeted Formula does much to earn its name by increasing the rate of funding with 
the number or concentration of poor children served by an LEA. The formula still suffers 
from the targeting problems inherent in the use of state average per-pupil expenditures, 
and its state minimum provisions don’t help the case. Importantly, large districts with 
little poverty draw an inordinate share of Targeted Grants because the formula employs 
a number-based weighted child count in addition to the effective targeting tool of a 
concentration-based weighted child count.

The formula driving Targeted Grants is something of a hybrid. Its eligibility criteria 
resemble those of the Basic Grant formula: Only 10 formula children are required, though 
the necessary concentration threshold is 5 percent rather than 2 percent. These criteria are 
lenient in comparison to those of the Concentration Grant formula, and accordingly, they 
yield an eligibility rate of 85.6 percent41— much closer to the rate for Basic Grants than 
that for Concentration Grants. Because of the high eligibility rate, the mechanics of the 
formula do the bulk of the targeting work. 

The sequence of steps involved in calculating Targeted Grants is much like that illustrated 
in Figure 3. The crucial difference is that instead of a simple count of formula children in 
Step 1, the formula uses a weighted child count.42 A weighted child count has the potential 
to further targeting goals, and the idea behind it is familiar from the realm of federal tax 
policy. Just as different tax rates apply to different brackets of a taxpayer’s income, different 
weights apply to different brackets of an LEA’s formula children. What complicates mat-
ters, however, is that poverty brackets are defined in two ways, one by the concentration of 
formula children within an LEA, one by the raw number of formula children. 

As an example, consider a hypothetical district with 36,000 formula children representing 
40 percent of all children served. Figure 4 illustrates how the concentration-based weight-
ing scheme works. The stacked bars on the left correspond to the number of formula 
children in the various poverty brackets: 14,022 for the poverty bracket from 0 to 15.58 
percent of the district’s population of low-income children; 5,877 for 15.58 percent to 
22.1 percent; 7,245 for 22.11 percent to 30.16 percent; 7,851 for 30.16 percent to 38.24 
percent; and 1,584 for above 38.24 percent. The stacked bars on the right correspond to 



the formulas | www.americanprogress.org 13

the same numbers multiplied, respectively, by the weighting factors of 
the brackets. The weighted total of 72,389 formula children is high rela-
tive to the raw total of 36,000 formula children because the LEA has a 
concentration of them extending into the highest bracket. It is worth 
noting that if these children represented less than 15.58 percent of 
students served by the LEA, the weighted count would remain 36,000. 

In contrast, the number-based weighting scheme completely ignores 
the concentration of poverty within an LEA. Table 3 give the weights 
and number brackets for this scheme. The combined product of the 
number of formula children falling into each bracket with its corre-
sponding weight yields a weighted total of 84,841. Crucially, this would 
be the case for any LEA with 36,000 formula children. 

Because the formula uses the higher of the two weighted counts, the 
difference between them represents a source of difficulty. This difficulty 
manifests itself in two ways. First, districts with comparable concentra-
tions of poverty may be treated quite differently. Consider the districts 
in two Michigan cities, Detroit and Flint. Based on 2007 poverty data, 
these districts served concentrations of 39.4 percent and 37.9 percent 
formula children, respectively. But Detroit served 80,289 formula chil-
dren; Flint, only 9,577. Its sheer size elevates Detroit’s weighted child 
count to a level 171 percent above its raw count, but Flint’s weighted 
count exceeds its raw count by just 94 percent. These different inflation 
factors translate to enormous differences in per poor pupil allocations 
of Targeted Grants, but does this make any sense? 

Second, large districts with relatively low concentrations of poverty 
obtain Targeted Grants at the expense of small districts with high con-
centrations of poverty. Greenville and Williamsburg, SC, for example, 
serve 10,626 and 2,571 formula students at concentrations of 13.8 
percent and 41.7 percent, respectively. Yet both wind up with weighted 
counts of formula children of roughly twice the size of their raw counts. 

Figure 5 illustrates the landscape of difficulty created by the use of two 
versions of weighted child count. Each color represents a collection 
of districts for which the ratio of number-based to percentage-based 
weighted child count falls within the same interval. For districts near the 
border between the gray and red regions, for instance, the two weighting 
schemes produce roughly the same count (a ratio of 1). The blue region 
shows which kinds of districts are especially favored by the percentage 
based weighting scheme. These are very poor, small districts, exactly 
the kind which should be targeted. The black region, on the other hand, 
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shows that large districts with rather low concentrations of poor students 
are also favored by the Targeted Grant formula. This inappropriate target-
ing is due to the number-based weighting scheme. 

Given the targeting difficulties presented by the use of two weighting 
schemes, it is hard to say whether the Targeted Grant formula really 
deserves its name. The adjustment steps, which proceed almost exactly 
as with Basic and Concentration Grants, do nothing to help its case.43 

Education Finance Incentive Grants

The formula that determines Education Finance Incentive Grants, or 
EFIG, employs eligibility criteria identical to those used by the Targeted 
Grants formula, but it is completely unique in other ways. As its name 
implies, this formula explicitly rewards certain types of financing behav-
iors among states. These behaviors are fiscal effort—the extent to which 
a state leverages its resources to fund public education—and funding 
equity—the extent to which a state funds its school districts equally on 
a per-pupil basis. A further distinguishing feature of the formula is that it 
calculates allocations to LEAs in two discrete stages. 

The starting point in promoting specific financing behaviors among 
states is to measure existing behaviors. Accordingly, the EFIG for-
mula defines measures of fiscal effort and funding equity. Its measure 
of fiscal effort is defined as the ratio of a state’s three-year average of 
per-pupil expenditure to its three-year average per capita personal 
income, relative to the national ratio.44 The higher the ratio, the harder 
a state is trying to fund public education, but this relationship could be 
improved under alternate specifications.45 Yet the need for any alterna-
tive is reduced because the raw values of fiscal effort are statutorily 
constrained to a range between 0.95 and 1.05. Figure 6 illustrates the 
distributions of both the raw and constrained estimates of fiscal effort. 
Theoretically, the constraint dampens the formula’s ability to encour-
age states with extremely low fiscal effort to increase their effort.46 
Practically, the constraint mitigates targeting failure caused by using a 
measure of fiscal effort that is positively correlated with state wealth. 

The formula enters legally tricky territory with respect to measur-
ing funding equity. Code and regulations around Title VIII of the 
Elementary and Secondary Education Act, which provides impact 
aid to states with a large federal presence, typically those connected 
to military bases and Native American lands, impose certain restric-
tions.47 Notwithstanding, the formula defines a state’s funding equity 

The ratio of the number-based weighted 
child count to the concentration-based 
weighted child count for districts serving 
between 500 and 100,000 children

Note: the number of children served comes from SAIPE estimates, not district enroll-
ment. It is the base from which the percentage of children in poverty is computed. 
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State fiscal efforts to fund education

Frequency distribution of raw and constrained estimates 
of states’ fiscal effort, as defined by statute, for use in 
FY2008 Title I-A grant allocations

Source: For FY2008, the relevant per-pupil expenditure and per capita personal income 
data pertain to 2004, 2005, and 2006. Expenditure data drawn from U.S. Census Bureau, 
Public Elementary-Secondary Education Finance Data available at http://www2.census.
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accessed November 5, 2008).Income data drawn from U.S. Department of Commerce, 
Bureau of Economic Analysis: Per capita personal income figures, available at http://
www.bea.gov/regional/spi/SA1-3fn.cfm (last accessed November 5, 2008).

Number of states

Measure of fiscal effort

30

25

20

15

10

5

0

.7
<
EF
≤
.7
5

.7
5<

EF
≤
.8

.8
<
EF
≤
.8
5

.8
5<

EF
≤
.9

.9
<
EF
≤
.9
5

.9
5<

EF
≤
1.
0

1.
0<

EF
≤
1.
05

1.
05
<
EF
≤
1.
1

1.
1<

EF
≤
1.
15

1.
15
<
EF
≤
1.
2

1.
2<

EF
≤
1.
25

1.
25
<
EF
≤
1.
3

1.
3<

EF
≤
1.
35

1.
35
<
EF
≤
1.
4

F
ig

u
r

e
 5

F
ig

u
r

e
 6

http://www.bea.gov/regional/spi/SA1-3fn.cfm
http://www.bea.gov/regional/spi/SA1-3fn.cfm


the formulas | www.americanprogress.org 15

in two steps. First, a measure of inequity is furnished by the weighted 
coefficient of variation between per-pupil expenditures in each LEA 
and the state average per-pupil expenditure. Essentially, this measure 
indicates the average of the squared differences between local and state 
spending, where an LEA’s contribution to the average is based on the 
number of children it serves.48 A larger coefficient of variation means 
greater funding inequity. 

Second, a measure of funding equity is constructed by simply 
subtracting the coefficients of variation from 1.3, thus reversing the 
scale so that greater equity corresponds with greater values of the 
measure.49 Figure 7 shows a frequency distribution of state fund-
ing equity for FY2008. At the extreme right, with perfect equity, lie 
Hawaii and the District of Columbia, each comprising a single LEA. 
At the extreme left lies Louisiana, a state whose funding patterns were 
profoundly distorted by Hurricane Katrina.50 

Figure 8 outlines the sequence of steps involved in producing prelimi-
nary EFIG allocations. In contrast to the other formulas, this formula 
has two discrete stages. The first stage has a main step followed by the 
familiar ratable reduction and state minimum provisions. The main 
step is to take the product of the number of formula children in a 
state, its fiscal effort, its funding equity, and a modified version of its 
per-pupil expenditure. Oddly, the latter factor is not the same as the 
constrained per-pupil expenditure used in the other three formulas. 
The difference is that per-pupil spending is constrained to a range 
from 85 to 115 percent of the national average rather than the 80 to 
120 percent range used in the other formulas.51 

The second stage begins with dividing states’ allocations among their 
LEAs on the basis of weighted child counts. The weighting scheme is 
conceptually similar to the one used by the Targeted Grant formula, 
but no single scheme applies to all states. Instead, states are assigned a 
weighting scheme based on the estimated inequity (coefficient of varia-
tion) of their funding. These estimates are divided into three ranges: 
below 0.1 (most equity), at least 0.1 but less than 0.2, or at least 0.2 
(least equity).52 The difference between the weighting schemes is that 
formula children in higher brackets, by number or concentration, are 
weighted more heavily in states with less equity. Thus, not only does 
the formula reward funding equity among states, since more equity 
translates to more money, but it works to correct funding inequity 
within states.53 The second stage concludes with a hold-harmless provi-
sion identical to the one used by the Targeted Grant formula.

State funding equity in education

Frequency distribution of estimates of state funding 
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Number of states

Measure of funding equity

25

20

15

10

5

0

1.
05
<
FE
≤
1.
1

1≤
FE
≤
1.
05

1.
1<

FE
≤
1.
15

1.
15
<
FE
≤
1.
2

1.
2<

FE
≤
1.
25

1.
25
<
FE
≤
1.
3

Source: Expenditure data drawn from U.S. Census Bureau, Public Elementary-
Secondary Education Finance Data, as in Figure 6.

The Education Finance Grants allocation process

Steps leading to Education Finance Grants allocations from the 
U.S. Department of Education to Local Educational Agencies

Ratable reduction

STAGE 1
Simple count of formula children in state

x

Average per-pupil expenditure in state*
x

Funding equity in state**
x

Fiscal effort in state
x

0.4

STAGE 2
State allocations divided among LEAs in  

proportion to appropriate weighted child count 

State minimum

Hold-harmless

* Expenditures constrained to between 85 and 115 percent of the national average. 

** Confusingly, fiscal equity is defined as 1.3 minus an “equity factor,” which 
is naturally scaled as a measure of inequity (see 20 U.S. Code §6337 (b)(3)). 
Subtracting it from 1.3 reverses the scale to create a measure of equity. 
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Aftermath

Once the Department of Education has finished applying the Title I-A formulas to create 
preliminary allocations to LEAs, it falls to State Educational Agencies, or SEAs, to carry 
out a series of further adjustment steps.54 These steps are important for other reasons, but 
they have little effect on the overall targeting efficacy of the formulas. 

First, SEAs resolves discrepancies between the U.S. Census Bureau’s list of LEAs and 
the one that the Department of Education uses to calculate grants, and they adjust 
counts of formula children accordingly. Second, SEAs that feel better equipped than the 
Department of Education to identify and locate children living in poverty may substitute 
their own poverty estimates before re-calculating allocations under each of the four Title 
I-A Grants. This step may be taken, by petition, either on behalf of small LEAs (districts 
with populations below 20,000) or in cases where many of a state’s LEAs overlap county 
boundaries. Third, after adding the adjusted grant allocations together, SEAs draw off 
a portion of funds to cover administration (up to 1 percent of current funds), school 
improvement activities (up to 4 percent of current funds), and state academic achieve-
ment awards programs (up to 5 percent of the balance above prior year’s total amount of 
Basic Grants).55 Remaining funds are transmitted to LEAs as unified Title I-A Grants.



conclusion | www.americanprogress.org 17

Conclusion

It is little wonder that an aura of mystery surrounds the Title I-A funding formulas. The 
roles of the formulas are concealed from school districts because funds arrive as single lump 
sum. Officials in LEAs serving numbers or concentrations of formula children at the cusps 
of eligibility criteria are unlikely to appreciate the funding implications of small shifts in 
these numbers or concentrations. Moreover, the lag in time between current enrollment 
and the poverty estimates, the mismatch between these estimates and actual enrollment, 
and hold-harmless provisions further conceal the key defining steps of the formulas.

The sheer complexity of the Title I-A funding formulas is another reason that policymak-
ers and education officials may hesitate to wade into discussions about them. Eligibility 
criteria, determining factors, and adjustment procedures all play roles in the formulas, and 
efforts to improve the targeting of Title I-A grants will have to deal with all the formulas’ 
facets. An upcoming paper will examine the political landscape that significant changes to 
the formulas would have to traverse. By demystifying the formulas and tracing the origins 
of faulty targeting, this paper has made it possible to map out this political landscape and 
chart a clear path toward greater fidelity to the purpose of Title I-A funds. 
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the data improvements represented by SAIPE, ED began calculating preliminary 
allocations to LEAs directly. The legacy of counties’ role in the calculation, how-
ever, lives on. Namely, states with many districts overlapping county boundaries 
or with many small districts may petition to more or less revert to the two-step 
system, employing their own poverty data. See Panel on Estimates of Poverty 
for Small Geographic Areas, “Small-Area Estimates of School-Age Children in 
Poverty: Evaluation of Current Methodology.”

 38  Two differences concern small states. A state’s minimum share of all Concentration 
Grants is determined in a slightly different way, and SEAs of small states re-
calculate Concentration Grants after applying new eligibility criteria, under which 
LEAs with numbers or concentrations of formula children in excess of the state 
average are eligible for Concentration Grants. See 20 U.S.C. § 6334(a)(1)(B)(ii).

 39  20 U.S.C. § 6334(a)(1)(A).

 40  The hold-harmless provision ensured that 49.7 percent of LEAs received Concen-
tration Grants for FY2008. 

 41  85.6 eligible; 86.6 received.

 42  20 U.S.C. § 6335(b)(2). The weighting scheme for calculating allocations to 
counties differs from that pertaining to LEAs. This difference is operationalized 
by SEAs who petition to re-calculate grants due to concerns over the numbers of 
formula students in LEAs overlapping counties or small LEAs. 

 43  The exception is in the state minimum step. Targeted Grants, unlike Basic Grants, 
were not funded in FY2001, so the formula cannot reference the total Targeted 
Grant appropriation in that year. See U.S.C. 20 § 6335(e).

 44  U.S.C. 20 § 6337(b)(2)(A).

 45  This statutory approach to calculating fiscal effort differs from the arguably 
better one used in Table 1. See Goodwin Liu, “Improving Title I Funding Equity 
Across States, Districts, and Schools.”

 46  Any hope of a causal relationship between a change in state fiscal effort and a 
change in LEA allocation is dubious at best, as explained by Liu, “Improving Title 
I Funding Equity Across States, Districts, and Schools.”

 47  20 U.S.C. §6337(b)(3)(B). Alaska, Kansas and New Mexico are assigned a fixed 
value of funding inequity. This value is 0.1, which seems to differ little from 
the computed value. For a map portraying states’ funding equity, see New 
America Foundation’s Federal Education Budget Project, available at http://
www.newamerica.net/education_budget_project/school_finance_equity (last 
accessed December 17, 2008).

 48  20 U.S.C. §6337(b)(3)(A)(ii)(III-IV). Only LEAs with enrollment greater than 200 
students are used in the calculation of the funding equity, and the number of 
formula children used for weighting purpose is scaled by a factor of 1.4.

 49  Confusingly, the legislation refers to the coefficient of variation as an “equity factor.” 

 50  It is likely that Louisiana will stand out for exceptional treatment by federal 
funding formulas for years to come because of the large influx of federal relief 
funds to specific parishes in the aftermath of Hurricane Katrina. 

 51  20 U.S.C. §6337(b)(1)(A)(i).

 52  20 U.S.C. §6337(d)(1)(B), (2)(B), (3)(B).

 53  The average state funds high-poverty schools at lower rates than low-poverty 
schools. In terms of state and local revenue, the gap was $825 per student for 
the 2003-04 school year. In this sense, most state funding systems are regres-
sive. The EFIG formula does not discriminate among states on this basis. See 
Ross Wiener and Eli Pristoop, “How States Shortchange the Districts That Need 
the Most Help” (in Funding Gaps 2006, Education Trust, Washington, DC, 2006).

 54  U.S. Department of Education, Office of Elementary and Secondary Education, 
“Guidance: State Educational Agency Procedures for Adjusting Basic, Concentra-
tion, Targeted, and Education Finance Incentive Grant Allocations Determined 
by the U.S. Department of Education,” Washington, DC, 2003, available at http://
www.ed.gov/programs/titleiparta/seaguidanceforadjustingallocations.doc 
(retrieved on December 10, 2008).

 55  In practice the 4 percent set-aside for school improvement is drawn only from 
funds in excess of those guaranteed by hold-harmless provisions. In recent 
years, during which appropriations have not increased dramatically, the set-
aside has absorbed all or most of the increases in state Title I-A allocations. See 
Thomas W. Fagan, “Title I Funds—Who’s Gaining and Who’s Losing School Year 
2008-09 Update.”

http://www.ruraledu.org/site/c.beJMIZOCIrH/b.497215/k.CBA7/Home.htm
http://www.newamerica.net/education_budget_project/school_finance_equity
http://www.newamerica.net/education_budget_project/school_finance_equity
http://www.ed.gov/programs/titleiparta/seaguidanceforadjustingallocations.doc
http://www.ed.gov/programs/titleiparta/seaguidanceforadjustingallocations.doc


20 center for American Progress | Secret recipes revealed

Acknowledgements

This paper was made possible with support from the Broad Foundation.





The Center for American Progress is a nonpartisan research and educational institute 

dedicated to promoting a strong, just and free America that ensures opportunity 

for all. We believe that Americans are bound together by a common commitment to 

these values and we aspire to ensure that our national policies reflect these values. 

We work to find progressive and pragmatic solutions to significant domestic and 

international problems and develop policy proposals that foster a government that 

is “of the people, by the people, and for the people.”

1333 H Street, NW, 10tH Floor, WaSHiNgtoN, DC 20005 • tel: 202-682-1611 • Fax: 202-682-1867 • WWW.ameriCaNprogreSS.org

Made possible 
with support from


