
26    AMERICAN EDUCATOR  |  SPRING 2023

Incentivizing Equity
A New Way to Distribute Federal Aid and Spur Adequate Funding for All
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By Bruce D. Baker, Matthew Di Carlo,  
and Mark Weber

Current federal aid allocation policies do an admirable job 
of targeting aid to school districts serving the neediest 
students. This is not only because they distribute funds 
through states to local public school districts based largely 

on proxies for needs and costs such as Census poverty rates 
(which are fairly effective predictors of K–12 costs) but also 
because higher-poverty districts are more likely than their affluent 
counterparts to be underfunded. But these policies have one 
significant, underlying weakness: they fail to consider states’ effort 
levels (and their capacities to raise revenue).

This “effort neutral” approach fails to target crucial aid at states 
with smaller economies and higher costs. These states, despite 
strong effort levels, cannot possibly meet students’ needs. Con-
versely, it effectively rewards states that fail to provide adequate 
funding for all students despite having the capacity to do so. 

Our proposal, put simply, is for federal aid to be allocated based 
not only on student need (as is currently the case), but also on how 
much states and districts are able and willing to contribute—in 
other words, based on their effort. With full funding and compli-
ance, this proposal would provide every school district with the 
estimated revenues necessary to reach the goal of average national 
outcomes in mathematics and reading. 

Some form of this “foundation funding” system is how state and 
local K–12 funds are distributed in almost all states, at least in the-
ory. States determine how much each district requires to meet the 
needs of its students—i.e., a “foundation” funding amount. Districts 
are then expected to contribute a reasonable amount of local rev-
enue toward these costs, given their capacity to raise those funds 
(e.g., at the same tax rate, a wealthy suburban district will raise far 
more revenue than a low-income city district). Finally, state aid 
makes up the difference between this local fair share contribution 
and the minimum foundation funding level. Our proposal inte-
grates the federal government as the top layer in a national founda-
tion formula, in which the federal government fills the gaps that 
state and local governments cannot reasonably fill themselves.

In order to understand the conceptual basis for this proposal, it 
is useful to begin with a brief discussion of, first, how school finance 
systems should work and, second, how they actually do work.

Current School Finance Systems
On average, about 90 percent of school funding comes from a com-
bination of local and state revenues. Local revenues, mostly from 
property taxes, are collected and distributed at the school district IL
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This new report from the Albert Shanker Institute  
offers a reasonable, doable framework for adequately 
funding all districts in the United States. In short, all 
states and localities would have to pay their fair share 
(many already are), and the federal government would 
target new aid to the neediest districts. This article, 
which is drawn from the report, explains the framework, 
outlines a proof-of-concept simulation, and offers key 
national results. The report provides far more details  
on the framework and state-by-state results. In addition,  
there’s an online data visualization tool to cost out 
different versions of the framework.   –EDITORS

shankerinstitute.org/fedformula

level, with states exerting substantial control over local revenue by 
defining the bounded geographic spaces of local districts, determin-
ing how properties are valued and taxed, and deciding how those 
taxes are incorporated into the broader school finance system. State 
revenues, usually derived mostly from sales and income taxes, are 
“pooled” and distributed to districts via a state-
wide funding formula. The details of these 
formulas vary substantially from state to state, 
but they are designed, in theory, to accomplish 
two goals:

1. Account for differences in the costs of achiev-
ing equal educational opportunity across 
schools, districts, and the children they 
serve. Costs vary because student popula-
tions vary (e.g., some districts serve larger 
shares of disadvantaged students than 
others) and characteristics of school dis-
tricts vary (e.g., some districts are located 
in labor markets with higher costs of living 
than others). School funding formulas 
attempt to account for these differences by 
driving additional funding to districts with 
higher costs. 

2. Account for differences in fiscal capacity, or 
the ability of local public school districts to 
pay for the costs of educating their students. 
In many states, school districts rely heavily 
on local property taxes to raise revenues. 
This advantages wealthier communities: 
because their property values are higher, 
they can tax themselves at lower rates. State funding formulas 
attempt to account for this difference by driving more funding 
to districts with less capacity to raise local revenues and meet 
their students’ needs. 

These two factors—local costs and local capacity—are strongly 
(but not perfectly) associated with each other. This creates a com-
pounded issue of sorts, in which districts with the highest costs 
also tend to be those with the least capacity to raise revenue to 
pay those costs. 

A well-designed state school finance system, therefore, begins 
by setting a need-/cost-adjusted target level of funding for each 

local public school district to achieve the desired outcome. Then, 
the goal is to determine the “local fair share” or “required local 
effort” to be paid by local communities toward the cost target. This 
contribution is usually determined with respect to the taxable 
property wealth of the communities and the income of taxpaying 

residents. For districts that do not meet their 
per-pupil cost targets with local revenue 
alone, state aid is allocated to make up the 
difference (most districts fall in this category, 
albeit by degrees that vary widely).

In states that fail to account for these dis-
crepancies with state aid, there are often mas-
sive gaps between resources and needs in 
high-poverty districts. Such failures carry 
serious consequences for US schoolchildren 
because money does, indeed, matter.* This 
conclusion is supported by a growing body of 
high-quality empirical research regarding the 
importance of equitable and adequate financ-
ing for providing high-quality schooling to  
all children.1 

Sadly, most state school finance systems 
fall far short of even a realistic approximation 
of the ideal system and funding gaps (discrep-
ancies between resources and costs/needs) 
persist. Such gaps are most egregious 
between local public school districts within 
the same state—but they are also found 
between states and even between schools 
within the same district.2

There are two primary reasons for this failure. The first and often 
the most basic problem is that most states do not set their district 
funding targets based on any empirically defensible system. Some 
states’ targets are products of poorly designed costing studies or no 
cost analyses at all. Other states rely on consultants who use “evi-
dence-based” methods in which the “evidence” is better described 
as personal opinion and who are subject to political pressures to 
understate additional costs associated with student needs. In any 
case, the failure to set proper target funding levels can serve to 
justify inequitable funding and relieve pressure to increase revenue 
or reform how it is distributed.

The second primary reason that state finance systems work 
less well in practice than in theory is the 
failure of some states to raise enough rev-
enue to support their schools. Sometimes 
this failure is due to limited capacity; in 
other cases, it is essentially a policy choice 
(e.g., choosing to keep tax rates very low or 
to cut taxes despite inadequate funding). 

We have found that there is no rela-
tionship between states’ capacity to fund 
their schools and their effort. New York 

*In part for these reasons, many state courts have 
reaffirmed that their constitutions mandate statewide 
school funding systems that take these factors into 
account. That is, they require states to make up the 
gaps between districts’ needs/costs and their ability 
to pay those costs with local revenue.

Over half of all  
US districts are 
funded below  
our estimated 

adequate levels.

www.shankerinstitute.org/fedformula
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and New Jersey, for instance, are high-capacity states that also put 
forth above-average effort, generating copious K–12 resources 
statewide. But there are also a number of states, such as Delaware, 
Massachusetts, and California, that are high capacity and put forth 
relatively low effort. In contrast, several states, such as Arkansas, 
Kentucky, Maine, Mississippi, South Carolina, and West Virginia, 
exhibit rather strong (or at least above average) 
effort, but their relatively limited capacity (i.e., 
smaller economies) means that students in 
those states will be under-resourced vis-à-vis 
states that put forth similar effort but have 
greater capacity.

To the extent that states leave it to local 
communities to raise what they will for local 
public schools, differences in income and 
policy choices across local districts will lead to 
differences in spending, quality, and out-
comes. And to the extent the federal govern-
ment provides a limited share (roughly 10 
percent) of all K–12 aid and continues to dis-
tribute that limited share without regard to 
states’ effort and capacity, these differences 
will continue to drive interstate inequality.

A New Framework  
for Federal Funding
We propose a new federal aid framework that 
functions similarly to how state finance sys-
tems are supposed to work—that is, by distrib-
uting federal aid based on both costs/needs as 
well as states’ and districts’ ability and willing-
ness to pay their fair shares of bringing all 
districts up to a minimum adequate level. As 
a proof of concept, in our report we provide 
extensive calculations and analysis to simulate one reasonable 
manifestation of that framework: a voluntary supplemental federal 
aid program in which eligibility is contingent upon fair share state 
and local contributions (i.e., minimum effort), and new federal 
funds fill the gaps between that contribution and adequate funding 
levels in eligible states. While we encourage readers to read the full 
report, here we offer a summary of this simulation showing that 
what’s needed to ensure adequate funding for all districts is reason-
able and doable.*

We began our simulation by estimating adequate per-pupil 
funding levels for the vast majority of public school districts in the 
United States. These estimates come from the National Education 
Cost Model, which uses a national database of school district 
finance data, data on student and district characteristics, and 
nationally normed testing data. The model determines how student 
population characteristics (percentage in poverty, percentage of 
English language learners, percentage of students with disabilities, 
etc.) and district characteristics (relative wage costs, enrollment 
size, grade-level enrollments, etc.) affect student outcomes and 
how much funding is needed to reach a specified outcome goal 

given these variations. The goal we have chosen is relatively modest: 
national average outcomes in reading and math. 

Today, over half of all US districts are funded below our esti-
mated adequate levels. In many states, most students attend 
districts with below-adequate funding. But even in those (rela-
tively few) states where most districts’ resources are above our 

adequacy targets, there are still many that fall 
through the cracks, and these school districts 
tend to have the highest costs and least 
capacity to pay those costs via local revenue. 
Our simulation calculates the cost of bringing 
all of these inadequately funded districts up 
to their target levels. However, eligibility for 
these additional gap-closing federal funds is 
contingent upon states and districts contrib-
uting a reasonable fair share (if they don’t 
already do so). We define this fair share con-
tribution in terms of fiscal effort, which is 
simply total state and local revenue divided by 
capacity.† And we set this minimum effort level 
at roughly the US average. This fair share 
requirement ensures that neither the federal 
government nor states with smaller econo-
mies (and/or very high costs) are required to 
bear a disproportionately large burden in 
meeting the needs of their student popula-
tions, particularly when localities aren’t con-
tributing enough themselves.

The final step in our simulation was allo-
cating new local, state, and federal aid. This 
procedure entails several sub-steps, models, 
and tests (which we discuss in the report), but 
put simply, a combination of new state aid 
and new local revenue brings states up to the 

minimum required “fair share” effort levels (if they are not at those 
levels already) and then distributes the new funding to districts 
proportionally to their funding gaps. Any district in which this new 
revenue is insufficient to raise total funding up to adequate levels 
receives new federal aid to make up the difference. Therefore, one 
key feature of our proposal is that we achieve universal adequacy 
without any reduction in revenue in any district or any shifting of 
current funding between districts.

Adequate Funding Is a Reachable Goal 
In our proof-of-concept simulation, we assumed full participation 
by states (even though our proposed supplemental federal aid 
program is voluntary). Therefore, our national results represent 
maximum possible estimates of costs—as well as benefits—in the 
districts we were able to include (which serve approximately 95 
percent of all public school students). We found that: 

• Universal adequacy would require roughly $52 billion in addi-
tional federal funding annually. Existing (pre-pandemic) federal 
aid, which constitutes around 10 percent of all K–12 revenue, 

*For technical reasons, we do not include Alaska, the District of Columbia, Hawaii, 
and Nevada, as well as a relatively small number of districts in various other states, in 
our simulation. The districts that are included serve roughly 95 percent of all US public 
school students.

Bringing effort  
and capacity into 

the federal aid 
equation ensures 

funding goes 
where it is needed.

†In our report, we provide two ways of determining capacity, one focused on the 
monetary value of states’ goods and services, the other on the sum of personal 
income for a state’s resident population.
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In Most Districts,  
Funding Is Below Adequate
In the figure on the right, we compare actual and adequate spending by  
district poverty level for almost all states. There are only 11 states in which  
average spending is above adequate levels in the highest-poverty districts. In  
the typical state, spending is below estimated adequacy targets in its highest-poverty 
districts, approximately adequate in its medium-poverty districts, and above adequate 
in its most affluent districts. Still, there is quite a bit of variation between states. 
Some, such as Connecticut, New Jersey, and Wyoming, provide rather robust funding 
overall; however, it is still poorly calibrated with costs, resulting in massive opportu-
nity gaps between higher- and lower-poverty districts.

 –B. D. B., M. D. C., and M. W.

‡It bears noting that this total amount of required new state and local investment 
is roughly equivalent to our estimates of how much total state and local funding 
would increase if all states returned to their average effort levels before the 
2007–09 recession.3 The failure of most states to reinvest in their schools as their 
economies recovered from that recession has had disastrous consequences for the 
funding of schools and other public services, and a large portion of the required 
state and local investment increases in our simulation are making up that ground 
that was lost and never regained.

would roughly double in our full compliance simulation. Yet this 
increase in federal funds would be accompanied by an additional 
“fair share” state and local investment of approximately $80 bil-
lion, which is an aggregate increase of about 13 percent in total 
state and local revenue for fiscal year 2019.‡ These increases vary 
widely by state, depending on current effort levels. 

• The additional federal funds would be targeted at districts in 
34 states. These states (and districts) are those that cannot achieve 
adequate funding despite meeting minimum state and local effort 
levels. Based on their current funding levels indicating that they 
are already paying their fair share, 18 states are “pre-eligible”—i.e., 
they would not have to increase state and local revenue to be 
eligible for new federal funds. Conversely, our simulation suggests 
that roughly a dozen states are not pre-eligible for federal aid and 
do not need it—they have sufficient capacity to achieve universal 
adequacy by raising effort up to our fair share minimum levels. 
Several of these states, such as California, Colorado, Florida, and 
North Carolina, currently exhibit severe and widespread funding 
gaps despite having the means to rectify them. 

• Full participation in this program would cause a decrease in 
the percentage of students in inadequately funded districts 
from about 55 percent to 0 percent. In other words, if all states 
increased state and local investment up to our target fair share 
levels, and roughly $52 billion in new federal aid filled the remain-
ing adequacy gaps, around 26 million schoolchildren would no 
longer attend schools in inadequately funded districts. These 
beneficiaries and the districts in which they attend schools are a 
diverse group, as inadequate funding is a widespread problem. 
But a disproportionate share of our proposal’s beneficiaries attend 
schools in higher-poverty districts, and almost 60 percent are 
African American and Latinx students, who make up just over 40 
percent of all students in our simulation.

• Full participation would also reduce the overall unequal 
opportunity gap—the average difference in adequate funding 
gaps between the highest- and lowest-poverty districts in 
each state—by over 60 percent. On average, the 20 percent of 
districts in each state with the lowest poverty rates are funded 

ABOVE ADEQUATE

SOURCE: SCHOOL FINANCE INDICATORS DATABASE

Funding adequacy by district Census 
poverty quintile and state, 2019

Note: Figures are percent differences between actual spending and spending levels 
required to achieve national average test scores. Plot does not include states (AK, DC, 
HI, NV) excluded from the analysis reported here.
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approximately $3,400 per pupil above estimated adequate 
levels. In contrast, the highest-poverty districts are funded 
roughly at an equal amount below adequate levels, for a total 
“unequal opportunity gap” of just over $6,700 per pupil. Our 
proposed framework, with all states meeting minimum effort 
levels and additional federal funds filling adequate funding 
holes, would reduce that gap to $2,638 per pupil, a decrease of 
about 61 percent. (For state-by-state results, see the figure to 
the left.) In addition, the program would reduce the national 
opportunity gap between African American and white students 
by 59 percent, while the Latinx/white gap would decline by 49 
percent. In several states, such long-standing poverty- and 
race-/ethnicity-based 
funding gaps would be 
largely eliminated. 

We emphasize that 
several of the important 
features of our proposal 
and proof-of-concept 
simulation, such as the 
fair share effort levels and 
the selection of the student 
outcome for adequate 
fund i ng  ta rg e ts,  a re 
flexible. We have chosen 
p a r a m e t e r s  t h a t  w e 
believe are reasonable and attainable, and in our report we have 
made an effort to test and present separate results for different 
possibilities (e.g., different definitions of capacity in our effort 
measure). The actual design and implementation of our 
framework might require changes, and we believe it is flexible 
enough to meet these challenges. (To see results for different 
scenarios, including different minimum state and local effort 
levels, use the online data visualization tool accompanying our 
report: shankerinstitute.org/fedviz.)

T he framework we lay out in this report is, most basically, a 
proposal for a new federal aid program, though this approach 
could also be used to allocate existing federal aid. Its most 
important benefit would be the improvement in student 

outcomes from more adequate and equitable funding in participat-
ing states. By bringing effort and capacity into the federal aid equa-
tion, as is the case in virtually all states’ systems, our framework 
ensures that the new federal funding goes where it is needed most.

Yet the framework is also designed with the longer-term goal of 
improving and harmonizing K–12 school finance at the state and 
local levels. While a handful of states’ finance systems do a reason-
ably good job of providing adequate funding for all students, most 
do not. Insofar as roughly 90 percent of all K–12 revenue comes from 
state and local sources, any serious effort to improve this situation 
will require substantial additional investment from states and dis-
tricts. The federal government cannot compel such investment 
directly, but it can play a crucial role in helping the students most 
in need, while also incentivizing new state and local investment by 
rewarding states that contribute a reasonable fair share of their 
resources to public schools. ☐

For the endnotes, see aft.org/ae/spring2023/baker_dicarlo_weber.
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FIGURE 2

Percent reduction in district poverty–
based and race/ethnicity-based 
opportunity gaps by state

Note: Percent change in existing (2019) gaps under a simulation with no excess aid (see 
text). Gaps (existing and simulated) are the difference (in dollars per pupil) in adequate 
funding gaps between each combination of district poverty and race/ethnicity groups. 
Figure does not include AK, DC, HI, or NV, which are not included in the simulation.

SOURCE: SCHOOL FINANCE INDICATORS DATABASE
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