SCHOOL CHOICE
AND ECONOMIC
GROWTH

A Research Synthesis on How Market Forces
Can Fuel Educational Attainment

Raymond J. Keating
-EBRUARY 2015

The Friedman Foundation

for Educational Choicej
edchoice.org <




About the Friedman Foundation for Educational Choice

The Friedman Foundation for Educational Choice is a 501(c)(3) nonprofit and nonpartisan
organization, solely dedicated to advancing Milton and Rose Friedman'’s vision of school
choice for all children. First established as the Milton and Rose D. Friedman Foundation
in 1996, the Foundation promotes school choice as the most effective and equitable way to
improve the quality of K-12 education in America. The Friedman Foundation is dedicated
to research, education, and outreach on the vital issues and implications related to school
choice.



SCHOOL CHOICE
AND ECONOMIC
GROWTH

A Research Synthesis on How Market Forces
Can Fuel Educational Attainment

Raymond J. Keating
-EBRUARY 2015




Table of Contents

EXeCcutive SUMMATY ....c.coviiiiiiiiiiii s 1
INEFOAUCHON .. 3
Public Views of U.S. EQUCAtION ..o 4
The Economics of Education and the Individual ..........cceeeueiiueinienicnicnicncnceneeeenene 7
Investment and ProductiVity ..o 7
Educational Attainment and Employment..........c.cccccccociiiiiiiiiiiiiiicccccecnenes 8
Educational Attainment and Earnings............cccccceoeeiiiiiiiiiiiiiccicccccceccenens 10
The Economics of Education and Economic Growth ..........ccccvcunicnicncnncnncnccen. 15
Education and Entrepreneurship .........cccceuiciieieinieinicieceecieeeieeeeeseeesseeeseaens 19
Employment and ProductiVity ........c.ccccciiiiiiiiiiiiiiiciceccccccceceeceeeeeenees 19
Costs of Educational Failtre ...........ccooeviiiiiiniiniiinrnccieeeecceeee s 20
The Larger Economic Environment Matters ..........cocevveureeunecurrcuereeeeeeeeeeenseeenseeenneeens 21
The Economics of Markets and EAUCAtiON ........c.cceueueuiueurieciniemnieinieiiceeece e 22
School Choice NOt @ Zero-Sum GamE.........c.cuvueuieeuieeunieerrieieieieeeesesesesesesesseeesseaesesaens 25
School Choice and Performarnce ...........ceeecueieeemieerneeereierneeseeesseaesssessesese s ssesessesesscsenns 26
District of COIUMDIA......c.coiiiiiiiiicce e 26
MIIWAUKEE ... e 27
INEW YOTK CIEY ..o 27
Broader Evaluations: U.S..........cccccoiiiiiiiiiiiiicccccccccece e 28
Higher Earmings......c..ccuvvcuricuricieicieieieieieicieiseiestiea et sessesesesessaesesaens 28
Reduced TaXpayer COSES ..o 29
Broader Evaluations: International.............ccccccoiiiiiiiiiiiiiiiccccccccecees 29
What School Choice Would Mean for the ECONOmY .........coceueueeeuiieenieenniecinieineeinicnneenenaes 31
Ten Key Channels for Expanded School Choice to Feed Economic Growth................. 32
CONCIUSION ..t 35
INOTES vttt 37



List of Figures

Figure 1:
Figure 2:
Figure 3:

Figure 4:

Figure 5:

Figure 6:

Labor Force Participation Rate by Education Attainment (25 Years and Older), 2012 ................c......... 9
Employment-Population Ratio by Education Attainment (25 Years and Older), 2012..........ccccccceueeees 9
Unemployment Rate by Education Attainment (25 Years and Older), 2012 ...........cccccoeiuiiiiiiicnnnas 10

Median Weekly Earnings by Education Attainment
(Employed Full Time, and 25 Years and Older), 2012..........ccccccviiiiiiiiiiiiiiiccccccscccns 11

Median Weekly Earnings for Men by Education Attainment
(Employed Full Time, 25 Years and Older), 2012 ..........cccociiiiiiiiiiiiiiiicccccccccccccees 11

Median Weekly Earnings for Women by Education Attainment
(Employed Full Time, 25 Years and Older), 2012 ..........cccoiiiiiiiiiiiiiiiiccccccccccccscns 12



The Friedman Foundation for Educational Choice

Executive Summary

Economic growth typically results when businesses,
workers, investors, and entrepreneurs are free to
compete, innovate, and work to better serve consumers
by supplying new or improved goods and services.
These incentives govern the marketplace, and when
built upon a sound foundation of property rights,
the rule of law, open trade, minimal governmental
burdens, and price stability, economic growth and
prosperity emerge.

Unfortunately, when it comes to primary and
secondary education in the United States, the entire
structure runs counter to such a market system.
Given the dominant role of government in educating
children, and the accompanying political decisions,
special interest influences, lack of real competition,
and the rewarding of failure with increased budgets
and staff, the entire public education structure is not
designed to generate needed academic results.

True choice and competition in education would
shift that system’s incentives dramatically, with the
education entrepreneurs and providers focused on
supplying added value to the customers, that is,
students and parents. The resulting improvement
in educational quality and attainment would raise
productivity, personal earnings, and the overall
economy.

Expanding school choice and competition—ideally,
transforming a government monopoly into a universal
school choice system—would significantly boost
both educational attainment and education quality.
In turn, economic growth would be spurred through
an assortment of channels. Here are 10 ways school
choice would aid economic growth:

1.Higher Productivity. Research shows improved
education  via  vastly = expanded—preferably
universal—school choice enhances economic growth
by boosting productivity. Greater productivity
increases the contribution that employees make to
individual businesses, and in turn, positively affects

overall economic output.

2.Enhanced Educational Attainment. The evidence
is clear that, on average, improved educational
attainment means greater labor force participation,
higher employment levels, reduced unemployment,
and increased earnings.

3.Improved Educational Quality. The economics
literature confirms the common sense notion that it’s
not just about accumulating more years of education
and degrees, but very much about educational quality
when it comes to improving productivity, which in
turn enhances economic and income growth. Given
the improvements in educational quality experienced
even in cases of limited school choice and competition,
itis clear that robust educational choice would improve
educational quality, and thereby, boost economic
growth via increased productivity, employment, and
income.

4. Greater Entrepreneurial Success. Evidence points
to a link existing between years of schooling and
entrepreneurial success, including higher earnings,
improved growth, and increased chances for business
survival. Given the importance of entrepreneurship
to economic growth, this is a critical link between
education and economic growth.

5.Expanded Innovative Capacity. Innovation—that
is, the market introduction of new or improved goods,
services, or processes—is central to economic growth.
Improved education expands the economic potential
and impact of innovation.

6. Technology Investments and Increased Productivity
of Capital. Improved education for those using
technology and other capital tools makes the
investments in those technologies and other forms of
capital more valuable, that is, more productive. At the
same time, better technology increases the demand
for better-educated individuals (such as college
graduates).

7.Better Business Performance. From a business
standpoint, firms derive clear benefits from improved
education levels and skills among employees. Workers
become more productive and more valuable, and
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enhance the performance of the business by being
better able to, for example, work with technology,
adapt to new and changing tasks, communicate with
and understand other workers, contribute to and
cooperate in teams, and so on. For good measure,
businesses need not spend as much on training,
especially on basic skills and competencies that should
be developed with a sound education.

8.Stronger International Competitiveness. The
competitiveness of U.S. workers and businesses
in the international marketplace is tied directly to
productivity. Quite simply, U.S. workers earn more
than people elsewhere around the globe because of
the productivity of the U.S. workforce. Improvements
in educational attainment and quality mean that
the U.S. could maintain, or even extend, its edge in
productivity.

9.Lower Taxpayer Costs. Studies have shown that
expanded school choice and competition would
contribute to reduced taxpayer costs in several ways,
including lower per-pupil spending, and less spending
on the problems resulting from poor educational
quality.

10. Education Sector Efficiencies. Whenever an
industry becomes more innovative, efficient, and
productive, that’s a plus for the overall economy. It
would be no different with primary and secondary
education itself with a move to universal school
choice that resulted in increases in entrepreneurship,
innovation, competition, efficiency, and value to the
consumer. Consider, for example, that in 2009-10, more
than $638 billion was spent on public primary and
secondary schools in the U.S. That’s equivalent to 4.3
percent of the nation’s GDP. Transforming education
from a government-dominated and regulated system
to a dynamic, competitive, consumer-focused industry
would be another clear positive for economic growth.

Understanding how the economy works and the role
of education, it’s clear that a vast expansion in school
choice, or in particular, a complete shift to universal
choice would be a major positive for the economy and
growth. The magnitude of such a shift is speculative to
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a certain degree, but given the importance of education
in such areas as productivity, employment, earnings,
entrepreneurship, innovation, competitiveness
and governmental costs, it is unmistakable that the
impact on economic growth would be positive and

substantive.

To achieve true excellence in education that will in
turn help to accelerate economic growth, government
control and regulation must be replaced by true
choice and competition whereby entrepreneurs and
educators work to better serve their customers, i.e.,
students and families.

School Choice and Economic Growth: A Research Synthesis on How Market Forces Can Fuel Educational Attainment =~ 2
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Introduction

Despite all of the noise, debates, and controversies
generated in political arenas, on television and radio,
via the Internet, and even in assorted classrooms, the
basics of how economic growth and prosperity are
generated are rather straightforward. There is no secret
sauce or mystery at work.

What works are private enterprises and entrepreneurs
freely investing, innovating, and working to create
value for consumers. Consumer sovereignty reigns;
that is, consumers ultimately decide what succeeds
and what fails in the marketplace.

This market process is guided by price, profit and loss
signals (directing where and how resources should be
allocated), and disciplined by competition (whereby
businesses and entrepreneurs strive to become more
efficient and innovate to serve their customers better,
gain market share, and earn profits). To gain and
increase income or earnings, individuals and businesses
must become more productive and more valuable in
terms of their skills and services or goods provided to
others—that is, more valuable to those they serve.

These are the incentives that govern the marketplace,
and when built upon a sound foundation of property
rights, therule oflaw, open trade, minimal governmental
burdens, and price stability, economic growth and
prosperity emerge. It is this market economic system
or structure that enabled, or incentivized, Americans to
build and sustain the most productive economy in the
world and, arguably, in all of history.

With regard to primary and secondary education in the
United States, however, what's most striking, perhaps,
is its entire structure runs counter to the market system
that has built successful, competitive businesses and
industries, and has created economic growth.

Consider the following, for example, about the U.S.
education system:

e Private enterprise is a minor, heavily regulated
player. Entrepreneurs are limited in finding new

and improved ways to create value for consumers.
Instead, government, which is subject to very
differentincentives than the privatesector, provides
most primary and secondary education services.

e Consumers do not make the ultimate decisions
about which schools succeed or fail. Those critical
decisions overwhelmingly areleft to politicians and
their appointees.

e Price and profit and loss signals as to how
resources are allocated are nonexistent. Instead,
resource allocation is governed by political
decisions, influenced and guided by political
majorities,

special interests, and political

incentives.

¢ Competition is limited to a few, very limited cases
or to higher-income individuals, and that
competition is so restricted that it is more
accurately termed as “quasi-competition.” Primary
education in the US.
overwhelmingly operates as a government

and secondary
monopoly.

e Ineducation, income and earnings have little to do
with productivity and creating value for
consumers. Instead, they are based on assorted
criteria established within a governmental/
political system, again, guided by political and
special interest influences and incentives. In fact,
the public education system has long operated
under the worst possible incentives structure
whereby failing schools usually are rewarded for
such failure with increased budgets and staff.

In the end, the structure of the entire U.S. public
education system is not designed to generate the
academic results states’ economies need to grow.
As noted later in this report, Nobel Prize-winning
economist Milton Friedman understood and identified
these problems decades ago.

At the same time, though, it is widely recognized
that investments in human capital—in this case, for
education—are critical to America’s economic well-
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being. In fact, linking the quality of education to U.S.
economic health and the nation’s competitiveness is not
new. It has been going on at least since the late 1950s,
when the U.S. was challenged by the Soviet Union’s
launch of Sputnik, right up to the administration of
President Barack Obama.’

Indeed, education does matter a great deal for children
and their futures, including their economicsuccess, with
the benefits of expanded and improved education, in
turn, accruing to the entire economy as well. Moreover,
most parents want to see their children succeed in
life, and recognize, albeit to varying degrees, the role
education plays in being able to succeed, whether
focused on professional or personal achievement.

At the same time, however, research has shown parents
have mixed, often negative views regarding the quality
of and outcomes in U.S. public schools. More broadly,
the American public is highly skeptical of the quality of
public education.

Public Views of U.S. Education

From June 21 to July 22, 2013, the Associated Press-
NORC Center for Public Affairs Research (with funding
from the Joyce Foundation) undertook a national
survey of parents or guardians with children who
completed a grade between kindergarten and senior
year of high school in the 2012-13 school year.?> Key
results illustrated the mixed, conflicting views parents
have about U.S. primary and secondary education. For
example:

* When assessing the quality of education at their
local public elementary schools, 64 percent said
excellent or good, versus 31 percent who said
fair or poor. In addition, 54 percent said the
quality of education at their local public middle
and high schools was excellent or good, with 33
percent ranking local middle schools as fair or
poor, and 41 percent saying local public high
schools were fair or poor.

* Regarding the quality of education in U.S. public
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schools overall, the approval numbers deteriorate
substantially, as only 38 percent of parents gave
a rating of excellent or good, whereas 37 percent
said fair, and 16 said poor or very poor. That's 53
percent of parents saying that overall American
public schools are fair or poor versus 38 percent
who generally rate American public schools as
excellent or good.

e The story grew murkier and more mixed even for
local public schools regarding views on
performance in terms of preparing for life after
high school. As for doing a good job at preparing
students for college, 57 percent of parents said
their local public schools were doing an excellent
or good job, with 41 percent saying fair or poor. In
terms of preparing good citizens, 55 percent said
their local public schools did an excellent or good
job, and 43 percent said fair or poor.

e Though the approval numbers were under-
whelming on preparation for college and
being citizens—in particular given the long and
intense focus on trying to improve public
education, including large amounts of taxpayer
dollars spent—the numbers dropped further
on preparation for the workforce and “surviving
as an adult.” In terms of how their local public
schools prepare students for the workforce, 45
percent of parents said good or excellent versus 49
percent saying fair or poor. As for “giving children
the practical skills they will need to survive as
adults,” 46 percent said good or excellent, whereas
52 percent said fair or poor.

e These views of public education contrast sharply
with the assessment of private education: “Parents
give higher marks to the education in U.S. private
schools, with 61 percent saying it is good or
excellent, 11 percent saying that it is fair, and just 2
percent saying that it is poor or very poor.”

However, another 2013 survey—Schooling in America
Survey: What Do Mothers Say About K-12 Education?
from the Friedman Foundation for Educational
Choice—found more pessimistic views of local public

School Choice and Economic Growth: A Research Synthesis on How Market Forces Can Fuel Educational Attainment = 4
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schools among mothers (“school moms”) having at
least one child in preschool, elementary school, or high
school.® Consider:

e When comparing publicand private schoolsin their
local areas, 56 percent of school moms gave a
grade of A or B for private schools; only 42 percent
gave an A or B to public schools. Of the school
moms giving grades, 82 percent gave private
schools a grade of A or B, while just 44 percent
gave public schools an A or B.

e For good measure, when asked if they had the
decision to select any type of school, “what type
of school would you select in order to obtain the
best education for your child,” 42 percent of
school moms answered private school, 36 percent
said public school, 9 percent charter school, and 9
percent homeschooling. That means 51 percent
would select a private sector option, and 60
percent a choice other than a regular public school.

e In addition, school moms were overwhelmingly
pessimistic on the general direction of K-12
education, with 32 percent saying it is going in the
right direction and 62 percent saying it is on the
wrong track.

When moving to the broader population, assessments
of public school quality decline notably. Gallup
provided a look at responses to a broad array of
questions relating to education issues on its website.*
Among recent findings:

e On the quality of U.S. public education as captured
in a January 7-10, 2013, poll, 41 percent of
Americans were very or somewhat satisfied,
whereas 56 percent were somewhat or very
dissatisfied.

e In an August 9-12, 2012, poll assessing the quality
of U.S. education offered by different types of
schools, 78 percent of Americans said excellent
or good for independent private schools, versus 15
percent that said only fair or poor. Parochial or
church-related schools earned 69 percent excellent

or good, with 23 percent saying fair or poor.
Charter schools garnered 60 percent excellent
orgood, and 28 percent fair or poor. Homeschooling
received 46 percent saying excellent or good, with
44 percent saying fair or poor. At the bottom were
public schools, with 37 percent saying excellent or
good versus 61 percent saying fair or poor.

These poll results line up with other surveys. For
example, “The 2013 Education Next Survey” —a poll
of American adults under the auspices of the Harvard
Program on Education Policy and Governance—found:

The public holds the schools in its local community in
higher regard than it holds the nation’s schools.
Nearly half say that local public schools deserve a
grade of either “A” or “B,” but only about one-fifth
say the same for the nation’s public schools. But if
the public thinks better of local public schools than
it does of those in the nation as a whole, it is definitely
more satisfied with local private schools than with
public ones. Nearly three-fourths of Americans give
private schools an “A” or “B”.... Just 5 percent give
private schools a “D” or an “E” as compared to 16
percent giving one of those low grades to local
public schools and 23 percent giving those grades to
the nation’s schools.®

Again, according to the Friedman Foundation’s 2013
survey,® among American adults, 57 percent gave a
grade of A or B to local private schools and 39 percent
gave grades of A or B to local public schools. Also,
when asked “what type of school would you select
in order to obtain the best education for your child,”
45 percent answered private school, 34 percent said
public school, 10 percent charter school, and 7 percent
homeschooling. Once more, that means 52 percent
would select a private sector option, and 62 percent
a choice other than a regular public school. For
good measure, 62 percent of adults believe that K-12
education is on the wrong track, compared with 26
percent saying it is heading the right direction.

As noted in the pages to come, clear links exist between
educational attainment and quality with earnings, and
educational attainment and quality with employment.
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Those education-economic linkages speak to the
contributions that investments in human capital,
resulting in more highly educated individuals, make
in the marketplace—namely, in terms of creating more
productive individuals, and thereby boosting U.S.
competitiveness and economic growth. The evidence
is clear that education does matter for the individual,
in terms of achieving success, and for the economy, in
terms of enhancing economic growth. The importance
of a good education is one of the very rare issues
whereby the public, political leaders on both sides of
the aisle, and economists of most stripes actually agree.

Given the widely recognized importance of education
to the economic health of individuals and the nation,
it's even more shocking that the U.S. decided to, and
overwhelmingly continues to, ignore what works in
terms of producing quality goods and services, in favor
of a governmental system without any substantive
evidence showing that government has ever created
high-quality products in an efficient manner. The poll
results previously mentioned, even when viewed under
the best possible light for those supporting the current
education system, reveal significant displeasure with
the performance of public education.

Indeed, public schools ranked dead last in public
approval when compared with all other major forms of
education; e.g., private independent schools, parochial
schools, charter schools, and homeschooling. This
should surprise no one. When the customers are not
the primary focus of an enterprise, the performance
of that enterprise suffers accordingly, and that poor
performance, despite the oft-enormous voices and
resources claiming success and achievement, will be
widely recognized.

As explained in this report, if the U.S. wants to improve
education for the benefit of each child and spur the
nation’s economic growth and competitiveness, a
stagnant, government monopoly must give way to
true competition, whereby the focus is on serving the
actual student, rather than pandering to those with the
greatest political power and influence. As is the case
in practically every other area of America’s economy,
what’s needed is a wide array of entrepreneurs,
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enterprises, and educators competing and working to
create added value in education, with consumers—
that is, students, parents and guardians—deciding in
the end what succeeds and, yes, what fails.

School Choice and Economic Growth: A Research Synthesis on How Market Forces Can Fuel Educational Attainment = 6
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The Economics of Education and
the Individual

Why do certain jobs pay more than others do? Why do
some people have higher earnings?

To some, the answers to such questions might seem
random or mysterious, even disconnected from what’s
deemed important by many. For example, it’s easy to find
individuals annoyed by CEOs of large businesses earning
compensation levels multiple times what’s earned by
those on the assembly line, covering the sales floor, or
driving the trucks. Others are frustrated by people in “less
important” fields—such as sports and entertainment—
making so much more than those involved in critical
work of, for example, educating children.

However, determinants of compensation in the
marketplace are neither random nor mysterious. As is the
case with other goods and services, labor compensation
is about demand relative to supply, with various factors
influencing supply and demand. For example, skills vary
widely. If one possesses highly specialized skills, these
will lead to higher pay if those skills are in demand.

When talking about skills and other factors influencing
pay, compensation is largely about two things:
productivity—generally defined as output per hour
worked—and value—how much value consumers derive
from that individual’s output. The more productive
an individual is and the more valuable her output, the
higher her earnings.

From the perspective of a business, the greater a worker’s
contribution is to a firm’s revenue, due to productivity,
the greater the compensation level. Economists refer
to this as the “marginal revenue product” of a worker.

So, what about the pay earned by CEOs, entertainers,
and professional athletes?

A CEO makes decisions that are central to determining the
firm’s profitability and very existence, thereby affecting
employees, customers, and other enterprises with which
the firm does business. For good measure, business

leaders of large companies have more to deal with today
than in decades past, including more intense global
competition, rapidly changing technology, and increased
government oversight. In the end, the CEO greatly
impacts the success or failure of the firm’s products,
the firm’s revenues and profits, whether workers have
jobs or not, and how productive those workers will be
(with worker pay determined accordingly). The CEO,
therefore, is compensated accordingly in the market.

When it comes to highly paid entertainers and sports
stars, such individuals often generate considerable
revenue and are compensated accordingly because
their highly specialized and rare skills are in demand
by consumers. For example, not everyone has the skills
needed to play shortstop for the New York Yankees,
quarterback the Denver Broncos, or direct a string of
blockbuster movies.

Quite simply, the supply of people who can be teachers,
factory workers, sales representatives, truck drivers, or
authors of research is much greater compared to the
individuals who can run an entire business profitably,
direct or star in movies or popular television shows,
or play and excel in major league sports, for example.

The key in terms of compensation is to make oneself as
valuable to others as possible, that is, to be as productive
as possible and produce something valued by consumers.
Indeed, once one moves away from emotionally charged
complaints over CEO and entertainer pay, the centrality
of productivity to earnings seems to become much clearer
and more reasonable to a wide swath of the populace. As
illustrated by their actions—for example, by earning a
college degree or choosing the best education options for
their children—people indicate that they do understand
the link between productivity and economic success
or financial security. Many recognize the benefits of
productivity-enhancing investments to earnings
potential.

Investment and Productivity

Investments that improve the productivity of labor
fall into two basic areas. First, investments made in
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technology and physical capital, such as improved
computers, telecommunications, machinery, tools, and
facilities, affect the productivity of the individuals using
those instruments and technologies. Therefore, faster,
more powerful computers improve productivity in the
wide array of jobs using computers, more advanced
manufacturing equipment improves the productivity of
factory workers, and so on. The surge in U.S. productivity
from 1996 to 2004, for example, has been widely attributed
to the production and use of information technology.”

Second are investments in human capital, that is,
investments in the forms of practice, experience,
knowledge, and education. It is the investment in
education that warrants greater attention here.

Again, when it comes to parents focusing on the
education of their children, and adults considering higher
education, investing in education to ultimately boost
productivity and earning power is commonly recognized.

This concept is taught in basic economics classes and
textbooks. For example, the link between productivity and
earnings, and how this incentivizes individuals regarding
human capital investment, was neatly communicated by
economists James D. Gwartney, Richard L. Stroup, Russell
S. Sobel, and David A. Macpherson in their introductory
economics textbook:

In a competitive market setting, productivity—that
is, output per worker—and earnings are closely
linked. When workers are more productive, the
demand for their services will be higher, and
therefore they will be able to command higher wages.
High productivity is the source of high wages. When
the output per hour of workers is high, the real wages
of the workers will also be high.

In turn, the link between productivity and earnings
provides individuals with strong incentives to develop
their talents and utilize their resources in ways that
are helpful to others. As the value of goods and services
supplied to others increases, there will also be a
tendency for one’s earnings to increase. If you want
to earn a lot of money, you had better figure out how
to provide services that are highly valued by others....
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Productivity differences are an important source of
differences in earnings among individuals.®

Again, the link between education and enhancing one’s
earnings is, in effect, about boosting an individual’s
productivity. This kind of investment in human capital
generates returns, on average. That is most evident in
differences by educational achievement in terms of labor
force participation, employment, and earnings.

Educational Attainment and Employment

First, as noted in Figure 1 (next page), the higher the
level of educational attainment, the higher the labor force
participation rate. That is, human capital investment in
education makes it less likely that individuals, on average,
will drop out of the workforce; for example, such as by
being discouraged due to a lack of work opportunities.
At the low end, in 2012, the labor force participation rate
for those 25 years or older with less than a high school
diploma was a mere 45.5 percent, compared with 59.5
percent for high school graduates with no college, 68.8
percent with some college or associate degree, and 75.9
percent with a bachelor’s degree and higher.

Second, as highlighted in Figures 2 and 3, there are
considerable differences by educational attainment in
terms of both the employment-population ratios and
unemployment rates. Higher educational attainment,
on average, makes individuals more productive and
more valuable for businesses, for example, and therefore
it follows that at higher levels of education attainment,
higher employment-population ratios and lower
unemployment rates will be observed.

School Choice and Economic Growth: A Research Synthesis on How Market Forces Can Fuel Educational Attainment = 8
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FIGURE 1 = Labor Force Participation Rate by Education Attainment (25 Years and Older), 2012
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Less than high school High school graduate Some college or Bachelor's degree
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Sources: "Table A-4. Employment Status of the Civilian Population 25 Years and Over by Educational Attainment,” U.S. Bureau of Labor Statistics,
last modified Feb. 05, 2010, accessed May 2014, http://www.bls.gov/webapps/legacy/cpsatab4.htm.

FIGURE 2 Employment-Population Ratio by Education Attainment (25 Years and Older), 2012

80%
72.9%
70%
60%
50%
40%
30%

20%

10%

0%

Less than high school High school graduate Some college or Bachelor's degree
diploma (no college) associate degree and higher

Sources: "Table A-4. Employment Status of the Civilian Population 25 Years and Over by Educational Attainment,” U.S. Bureau of Labor Statistics,
last modified Feb. 05, 2010, accessed May 2014, http://www.bls.gov/webapps/legacy/cpsatab4.htm.
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FIGURE 3  Unemployment Rate by Education Attainment (25 Years and Older), 2012
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Sources: "Table A-4. Employment Status of the Civilian Population 25 Years and Over by Educational Attainment,” U.S. Bureau of Labor Statistics,

last modified Feb. 05, 2010, accessed May 2014, http://www.bls.gov/webapps/legacy/cpsatab4.htm.

In 2012, the employment-population ratio for those 25
years or older with less than a high school diploma was
39.9 percent, compared with 54.5 percent for high school
graduates with no college, 63.9 percent with some college
or associate degree, and 72.9 percent with a bachelor’s
degree and higher.

The unemployment rate for those with less than a high
school diploma registered 12.4 percent, whereas it was
8.3 percent for high school graduates with no college, 7.1
percent with some college or associate degree, and 4.0
percent with a bachelor’s degree and higher.

When it comes to participating in the labor force,
employment levels, and the unemployment rate,
the differences by educational attainment levels are
unmistakable. The higher the level of educational
attainment, the higher the labor force participation rate,
the higher the employment-population ratio, and the
lower the unemployment rate.

Educational Attainment and Earnings

The disparity between median earnings at different
education attainment levels can be rather striking as well.

Figure 4 (next page) shows the differences in median
weekly earnings by educational attainment for those
employed full time and 25 years and older. Consider
the jump in earnings at various steps along the way.
The median weekly earnings in 2012 for a high school
graduate with no college were 38.4 percent higher than
the median for those without a high school diploma.
The median earnings with a bachelor’s degree only were
63.5 percent higher than the median earnings for a high
school graduate with no college. From top to bottom,
consider that the median weekly earnings for those with
an advanced degree were 191.5 percent higher than
median earnings for those without a high school diploma.

Figures 5 and 6 show similar differences in median
earnings at varying levels of education attainment for both
men and women, showing the same general disparities
at varying levels of education.
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FIGURE 4 Median Weekly Earnings by Education Attainment (Employed Full Time, and 25 Years and Older), 2012
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Sources: "Table 5. Quartiles and Selected Deciles of Usual Weekly Earnings of Full-time Wage and Salary Workers by Selected Characteristics, Quarterly Averages,
Not Seasonally Adjusted,” U.S. Bureau of Labor Statistics, last modified July 20, 2010, accessed May 2014, http://www.bls.gov/webapps/legacy/cpswktab5.htm.

FIGURE 5 Median Weekly Earnings for Men by Education Attainment (Employed Full Time, and 25 Years and Older), 2012

Advanced degree $1622
Bachelor's degree only

Some college or associate degree

High school graduate (no college)

$508

Less than high school diploma

$0 $200 $400 $600 $800 $1,000 $1,200 $1,400 $1,600 $1,800

Sources: "Table 5. Quartiles and Selected Deciles of Usual Weekly Earnings of Full-time Wage and Salary Workers by Selected Characteristics, Quarterly Averages,
Not Seasonally Adjusted,” U.S. Bureau of Labor Statistics, last modified July 20, 2010, accessed May 2014, http://www.bls.gov/webapps/legacy/cpswktab5.htm.
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FIGURE 6 = Median Weekly Earnings for Women by Education Attainment (Employed Full Time, and 25 Years and Older), 2012
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Sources: "Table 5. Quartiles and Selected Deciles of Usual Weekly Earnings of Full-time Wage and Salary Workers by Selected Characteristics, Quarterly Averages,
Not Seasonally Adjusted,” U.S. Bureau of Labor Statistics, last modified July 20, 2010, accessed May 2014, http://www.bls.gov/webapps/legacy/cpswktab5.htm.

Based on these marked differences, it’s clear that
investments in human capital as reflected in higher
education attainment make substantive differences in
terms of productivity, and therefore, employment and
earning opportunities. Of course, when choosing which
human capital investments to make, potential gains in
employment and earnings must be weighed against
the direct costs of such investments, as well as the lost
earnings when individuals are pursuing their education
rather than perhaps working full time.

But even with such caveats, the links between higher
educational attainment, productivity, and earnings
appear quite strong. A general review of the economic
literature further confirms this.

For example, Yolanda K. Kodrzycki, assistant vice
president and economist at the Federal Reserve Bank of
Boston, summarized, “As has been widely acknowledged
and analyzed, educational attainment has been of
growing importance in determining income, particularly
in the United States, which has relatively little regulation
or centralized coordination of pay scales compared to

most other nations. Less-educated persons tend to be out
of work more frequently than highly educated persons
are. Moreover, during the past couple of decades, even
full-time employment has been associated with declining
real earnings over time for the less educated. Meanwhile,
college graduates have enjoyed a growing payoff to
their education.””

Even after considering the issues of college costs and
lost income while pursuing a degree, the benefits
remain. Economist Maria E. Canon and research support
coordinator Charles S. Gascon, both at the Federal
Reserve Bank of St. Louis, reported, “Many factors
influence a high school graduate’s decision to enter
college. One of the main elements is the college wage
premium, which allows a college graduate to catchup toa
high school graduate upon degree completion. Although
circumstances vary, reasonable estimates indicate that
college graduates funding their entire cost of education
with student loans will be able to surpass the lifetime
earnings of a high school graduate by the time the former
are in their mid-30s.”1
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College Wage Premium

Skill or Productivity Premium

Economist Maria E. Canon and research support coordinator Charles S. Gascon, both at the Federal
Reserve Bank of St. Louis, noted the existence of a “college wage premium,” or a skill premium. Again,

this is about productivity.

Canon and Gascon explain:

The skill premium measures the difference in the average earnings of four-year college graduates
and that of nongraduates (i.e., dropouts and those who didn't enroll). Recent estimates suggest the
skill premium is between 65 and 75 percent, but estimates vary depending on the data source. This
skill premium implies that, on average, a college graduate earns between 65 and 75 percent more

than a high school graduate.

The skill premium exists due to differences in the supply and demand for different types of workers.
Over time, the demand for college graduates (driven by factors such as better technology) has
increased faster than the supply of graduates; at the same time, the demand for less-educated
workers has declined. As a result, earnings have diverged...."

Canon and Gascon also linked income disparity between
educational levels as being a disparity in terms of skills
in demand, or to put it another way, demand being
dependent on differences in productivity (see “College
Wage Premium” above). They observed, “The skill
premium between college graduates and the other two
groups has continued to increase. This is primarily
due to a decline in real earnings of those without a
college degree. Between 1980 and 2008, the college
wage premium between male college graduates and
those with some college increased by 26 percent. The
gap between college and high school graduates grew
even more: 33 percent.”’> They also noted, “[H]igher
education is accompanied by a significantly lower rate
of unemployment.”*?

Gary Becker, who won the Nobel Prize in Economic
Sciences in 1992, summed up the general findings on
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educational attainment this way: “Many studies have
shown that high school and college education in the
United States greatly raise a person’s income, even after
netting out direct and indirect costs of schooling, and
even after adjusting for the fact that people with more
education tend to have higher IQs and better-educated,
richer parents. Similar evidence covering many years is
now available from more than a hundred countries with
different cultures and economic systems. The earnings
of more-educated people are almost always well above
average, although the gains are generally larger in less-
developed countries.”**

Of course, exceptions exist. For example, significant
differences in earnings and employment levels exist
between individuals for a variety of reasons, as well as
between different college majors.




For example, the U.S. Census Bureau recently published
estimated differences in potential lifetime earnings for
those holding a bachelor’s degree by college major and
occupation.” Though the average earnings over a 40-year
career for a bachelor’s degree holder were estimated at
about $2.4 million (compared with $1.4 million for a high
school graduate with no college), it was noted that “what
one chooses to study in college and the careers pursued
after college can also mean a difference of $2.8 million.”*¢
That is, “Arts and education majors working in service
earn about $1.3 million compared with engineering
majors working in management $4.1 million.”"”

In an analysis for the Federal Reserve Bank of Cleveland,
economist Jonathan James reported the following about
how choice of a college major and advanced degrees
beyond a bachelor’s factor into the college wage premium
issue:'®

* “The college wage premium is calculated as the ratio
of the median hourly wage for those holding a
bachelor’s degree and the median hourly wage for
those who have only completed high school.... These
data show that the college wage premium increased
rapidly through the 1980s and early part of the 1990s,
rising from 40 percent to upwards of 70 percent.
Since the late 1990s, the premium has experienced a
much slower rate of growth, drifting at times below
and above 80 percent. Importantly though, the
premium has persisted at historically high levels
through the 2000s, becoming an enduring feature
of the U.S. wage structure.”

“Looking from 1977 to the present, advanced degree
earners have experienced growth in wages over and
above those with only a four-year degree, from
around 20 percent in the early 1980s to around 30
percent today.”

e “Even excluding advanced degree holders, the
premium for a four-year degree alone remains
extremely high at about 60 percent.”

e “The college major choice has a potentially large
effect on the value of a four-year degree. Comparing
engineering majors, who have the highest four-year
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premium at 125 percent, to psychology and social
work majors, who have the lowest premium at 40
percent, yields a difference in the college major
premium of 85 percent, which is the same size as
the traditional measure of the college wage
premium.”

e “This evidence shows that the field of study has a
large effect on potential earnings. Despite these large
differences, it is important to acknowledge that at
the median, there is a strong positive benefit for a
four-year degree above a high school diploma,
regardless of the degree field chosen.”

Of course, differences between colleges matter as well.
Increasing attention recently has been placed on the value
of a college degree in the current economy. Although that
debate goes beyond the scope of this paper, a point made
in 2013 by Richard Vedder and Christopher Denhart in
the Wall Street Journal is worth highlighting: “Declining
academic standards and grade inflation add to employers’
perceptions that college degrees say little about job
readiness. There are exceptions. Applications to top
universities are booming, as employers recognize these
graduates will become our society’s future innovators
and leaders. The earnings differential between bachelor’s
and master’s degree holders has grown in recent years,
as those holding graduate degrees are perceived to be
sharper and more responsible.”*

In addition, the state of the overall economy has an impact
on the potential returns on human capital investments.
Canon and Gascon, for example, noted the impact of the
late 2007 to mid-2009 recession, and the subsequent poor
recovery, as having potential negative effects on college
enrollment rates and college dropout rates: “Since the
recession, the unemployment rate for college graduates
has more than doubled, from under 2 percent in 2007
to a peak of 5 percent at the end of 2010, and roughly
one-quarter of recent graduates were underemployed.
Making things even worse, the economy has experienced
a jobless recovery, and four years after the recession
began, the unemployment rate is still elevated. These
factors have increased the aggregate risk of pursuing
a college degree.”?® At the same time, however, this
is a relative situation. The continuing and substantial
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differences in employment and earnings between
various levels of education attainment are working in
the opposite direction, that is, increasing incentives to
earn a college degree.

Finally, the quality, not just the quantity, of education
must be considered. In a 2007 World Bank report on
education quality and economic growth, researchers
Eric A. Hanushek and Ludger Woessmann noted that
“higher quality, as measured by tests similar to those
currently being used in accountability systems around
the world, is closely related to individual productivity
and earnings. Three recent U.S. studies provide direct
and consistent estimates of the impact of test performance
on earnings. They suggest that a one standard deviation
increase in mathematics performance at the end of high
school translates into 12 percent higher annual earnings.
Part of the return to school quality comes from continuing
school, perhaps a third to a half of the full return to
higher achievement.”?

In day-to-day, on-the-job terms, and as most business
owners will confirm, the education-productivity link
comes down to the following: “Education and skills
are important because they expand a worker’s capacity
to perform tasks or to use productive technologies. In
addition, better-educated workers can adapt more easily
to new tasks or to changes in old tasks. Education may
also prepare workers to work more effectively in teams
because it enhances their ability to communicate with

and understand their co-workers.”?

In the end, on average, the fundamental links between
education, productivity, and economic benefits are
significant for individuals. That being the case, what
enhanced education can mean for the overall economy
will now be examined.

The Economics of Education and
Economic Growth

Given the importance of productivity and human capital
investment at the individual level, it follows that benefits
tally up for the entire economy, including in terms of

what a higher quality labor supply means for economic,
income, and employment growth, as well as business
decisions and competitiveness.

Economist Alexander J. Field stated it quite plainly: “The
growth of productivity—output per unit of input—is the
fundamental determinant of the growth of a country’s
material standard of living.... One cannot have sustained
growth in output per person—the most general measure
of a country’s standard of living—without sustained
growth in output per worker.”?

The introductory economics textbook cited earlier
encapsulates how improved productivity affects the
economy at large:

Productivity differences....are also an important source
of earnings differences across countries. For example,
the earnings per worker are vastly greater in the United
States than they are in India or China because the
output of U.S. workers is much greater than the output
of their counterparts in those countries. The average
worker in the United States is better educated, works
with more productive machines, and benefits from
more efficient economic organization than the average
worker in India or China. Thus, the value of the output
produced by the average U.S. worker is approximately
ten times that produced by the average worker in
India or China. American workers earn more because
they produce more....

Increased physical capital, improvements in the skill
level of the labor force, and advances in technology
drive productivity and earnings growth. For several
decades, both the educational level of American
workers and the capital equipment per worker have
steadily increased. Technological advances have also
enhanced productivity and contributed to the growth
of output and income.*

Productivity in the U.S. versus places like China and
India speaks directly to the issue of competitiveness
of U.S. workers and businesses in the global economy.
Under a system whereby products are traded globally—
to the benefit of consumers in terms of, for example,
price, quality, and choice—U.S. workers rank among
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the world’s top earners due to their productivity. This
speaks favorably of U.S. competitiveness, and the central
importance of current and future investments in physical
capital, education, and technology.

Another way to look at the role of productivity and its
impact on economic growth is to consider the time value
of work or the time cost of goods:

Over time, the productivity of the average worker
in America has increased substantially. This increased
worker productivity is the key to higher real incomes
and improved living standards....

As worker productivity grows, real incomes increase,
and the time cost required to purchase products falls.
This process generates higher living standards and
brings goods that used to be luxuries, costing weeks’
or months” worth of a worker’s salary, within reach of
most Americans.”

To help clarify the link between education, productivity,
economic output, and income, it is worth taking note of
the two ways in which GDP (gross domestic product) can
be measured. GDP is the market value of final goods and
services produced in a country during a period of time
(typically during a calendar year). GDP can be measured
on an expenditure basis—that is, what is purchased by
consumers, investors, government, and foreigners (in
terms of net exports)—or on an income basis, that is,
aggregate income payments, along with indirect business
costs (indirect business taxes and depreciation) and net
foreign income.? A key point to understand from this
dual way of arriving at GDP is that output and income
are tied together, and therefore, increases in output are the
sources of increased income. That holds for individuals
and for entire economies.

As for looking in greater detail at the contributions
of productivity and educational attainment on the
economy, it was summed up in a 1997 National Center
for Education Statistics report as follows:

Economic research based on growth-accounting
methods has shown that education has made a major
contribution to growth in U.S. economic productivity.
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Denison (1979) estimated that education contributed
about 20 percent of the growth in national income
per person from 1948 through 1973. Using similar
methods and data for the same period, Jorgenson (1984)
estimated that education accounted for 38 percent of the
total labor contribution to U.S. output growth, or about
17 percent of growth overall. Recent estimates for the
period from 1973 through 1984 (Sturm 1993) suggest
that education accounted for about 15 percent of the
growth in output per hour worked over this period.
A more comprehensive study of productivity from 1948
through 1990 using growth accounting (U.S.
Department of Labor 1993) showed that during this
period, rising levels of educational attainment were
responsible for about 14 percent of the growth in output
per hour worked in the private sector.®

Economist Yolanda K. Kodrzycki has pointed out, “The
most detailed accounting of the role of educational
attainment in U.S. growth is found in a series of papers
by Dale Jorgenson and various co-authors. These studies
conclude that increases in labor quality via rising
educational attainment have had a measurable effect
on economic growth in recent decades.”?

For example, in a 1993 study, Jorgenson and Barbara M.
Fraumeni explained, “[IJnvestment in human beings,
like investment in tangible forms of capital such as
buildings and industrial equipment, generates a stream
of future benefits..... One of the most important benefits
of education is higher income from participation in
the labor market. This increase in income is the key to
understanding the link between investment in education
and economic growth. People differ enormously in
effectiveness on the job. Substituting more effective
for less effective workers increases output per worker.
More highly educated or better-trained people are
more productive than less educated or poorly trained
people. However, education and training are costly, so
that substitution of people with more education and
training requires investment in human capital.”? The
authors summed up: “The most important finding is that
investment in human and nonhuman capital accounts
for the largest part of U.S. economic growth during the
postwar period.”*
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In a 2004 report for the Federal Reserve Bank of New
York, Jorgenson, Mun S. Ho, and Kevin J. Stiroh identified
three sources of increases in average labor productivity:
1) capital deepening, or “the increase in capital services
per hour worked,” that is, “workers become more
productive if they have more or better capital,” 2)
gains in labor quality, as “firms shift their hiring toward
workers with more experience and education,” that is,
the shift to a more highly educated workforce, and 3)
total factor productivity, which is “often associated with
technological progress....”*

Again, the focus here is on gains attributable to labor
quality. In a subsequent, updated study, Jorgenson,
Ho, and Stiroh estimated that, from 1959 to 2006, U.S.
private output grew at 3.58 percent annually, with hours
worked contributing 1.44 percentage points and average
labor productivity 2.14 percentage points. That speaks
powerfully to the majority of economic growth coming
via productivity rather than simply working more—a
clear case of working smarter via investments in capital
deepening, labor quality, and total factor production.
In particular, labor quality contributed 0.26 percentage
points to that average growth rate of 3.58 percent.

According to Jorgenson, Ho, and Stiroh, from 1959 to
2006, private output grew at 3.58 percent annually, with
labor quality contributing 0.26 percentage points. During
that time period, the authors note that:

¢ From 1959 to 1973, private output grew at 4.18 percent
annually, with labor quality contributing 0.28
percentage points.

* From 1973 to 1995, private out grew at 3.08 percent,
with labor quality chipping in 0.25 percentage points.

e During the 1995 to 2000 timeframe, private output
growth registered 4.77 percent, and labor quality
contributed 0.19 percentage points.

e And finally, from 2000 to 2006, private output
averaged 3.01 percent, with labor quality contributing
0.31 percentage points.*

Jorgenson, Ho, and Stiroh summed up the trend in
labor quality this way: “Labor quality rose relatively
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quickly prior to 1973 with the more rapid improvement
in education, but these improvements in aggregate labor
quality slowed with education gains tapering off and
the rapid entry of young workers during the post-1995
boom. After 2000, this temporary surge of less-educated
workers ceased and the contribution of labor quality
increased due to a resumed rise in educational attainment
and aging of the workforce.”*

Another study by Jorgenson, Ho, and Stiroh spoke
directly to the contribution of higher education to
economic growth.* The authors sought to identify the
sources of economic growth from 1977 to 2000, and their
findings included:

e Growth in aggregate value added in the U.S.
economy—that is, economic growth—averaged 3.08
percent annually over this period, with college-
educated workers’ contributions adding 0.72
percentage points to this growth rate, versus 0.48
percentage points from non-college workers.*

e “The contribution of college-educated workers
dominates the growth of labor input during the
period 1977-2000, even though these workers are
less numerous than non-college workers. This
reflects the facts that college-educated workers have
higher marginal products on average, as can be
seen in the college wage premium, and that the
number of college-educated workers has been
growing more rapidly than that of non-college
workers.”*

e “The growth of college-educated labor input
dominates that of non-college-educated labor input
during the period of our study. This is concentrated
in trade, finance, and service industries that also
make large investments in IT [information
technology]. A possible explanation is that college-
educated labor is complementary to IT capital, so
that the decline in the price of IT drives up the
demand for both IT capital and college-educated
workers. An alternative explanation is that
productivity growth is biased toward college-
educated workers, making them relatively more
productive than non-college-educated workers.”*




But is there even more at work in terms of the impact of
education on economic growth than Jorgenson and his
co-authors documented?

Yolanda K. Kodrzycki has, quite reasonably, argued:
“As valuable as the calculations of Jorgenson and his
co-authors are, they may possibly understate the overall
importance of education in U.S. economic growth
in recent years. The neoclassical framework used in
these studies measures the contribution of education
to workers’ productivity, but it does not attempt to
quantify the role of rising educational attainment in
making capital more productive. An increase in the
supply of educated workers increases the market size for
technologies that are complementary to educated labor
and may induce the use of such technologies (Acemoglu,
1998). This relationship is illustrated by comparing recent
information technologies with older inventions: It takes
more education to use a computer than to turn on an
electric light switch or to drive an automobile. Thus,
some of the growth that Jorgenson and his co-authors
attributed to the greater use of information technologies
(0.5 to 1 percent in the 1990s) might not have come about
were it not for the education of the labor force.”

In tying together the productivity-education-technology-
growth loop, Gary Becker also highlighted the
interplay between new technologies and human capital
investments:

The continuing growth in per capita incomes of many
countries during the 19th and 20th centuries is partly
due to the expansion of scientific and technical
knowledge that raises the productivity of labor and
other inputs in production. And the increasing reliance
of industry on sophisticated knowledge greatly
enhances the value of education, technical schooling,
on-the-job training, and other human capital. New
technological advances clearly are of little value to
countries that have very few skilled workers who know
how to use them. Economic growth closely depends on
the synergies between new knowledge and human
capital, which is why large increases in education
and training have accompanied major advances in
technological knowledge in all countries that have
achieved significant economic growth.*
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In their World Bank report on education quality and
economic growth, Hanushek and Woessmann noted the
technology angle as well: “For an economy, education
can increase the human capital in the labor force, which
increases labor productivity and thus leads to a higher
equilibrium level of output. It can also increase the
innovative capacity of the economy—knowledge of new
technologies, products, and processes promotes growth.
And it can facilitate the diffusion and transmission of
knowledge needed to understand and process new
information and to implement new technologies devised
by others, again promoting growth.”*

Hanushek and Woessmann also highlighted key findings
regarding the relationship between both quantity and
quality of education, and economic growth:

* “Avast early literature of cross-country growth
regressions tended to find a significant positive
association between quantitative measures of
schooling and economic growth. The research
reported here suggests that each year of schooling
boosts long-run growth by 0.58 percentage points....
There is a clear association between growth rates
and school attainment.”*!

* “Over the past 10 years, growth research demonstrates
that considering the quality of education, measured
by the cognitive skills learned, dramatically alters
the assessment of the role of education in economic
development. Using the data from the international
student achievement tests through 1991 to build a
measure of educational quality, Hanushek and Kimko
(2000) find a statistically and economically significant
positive effect of the quality of education on economic
growth in 1960-90 that is far larger than the
association between the quantity of education and
growth. So, ignoring quality differences very
significantly misses the true importance of education
for economic growth.”*?

* “In sum, the evidence suggests that the quality of
education, measured by the knowledge that students
gain as depicted in tests of cognitive skills, is
substantially more important for economic growth
than the mere quantity of education.”*
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Education and Entrepreneurship

However, there is yet more to unpack and consider
when evaluating the impact of education on economic
growth, and that comes via the effect that education has
on entrepreneurship. Entrepreneurs undertake the risks
of owning, organizing, and operating private businesses.
The entrepreneur as innovator who starts up and builds
a business not only is the popularly held view of what
entrepreneurs do, but it also is the most critical economic
role of the entrepreneur. Indeed, it can be argued, quite
convincingly, that the entrepreneur is the central player
in the economy.

Entrepreneurs are risk takers who innovate, introduce
new products and services, find better ways to do things,
boost productivity, enhance competition and choice, fuel
economic growth, and create new jobs. Economist Joseph
Schumpeter emphasized the innovative entrepreneur
as the creator who drives the process of “creative
destruction” whereby new products and industries
overturn the old, while other entrepreneurs, as economist
Israel Kirzner noted, discover and act on existing, but
heretofore-unnoticed profit opportunities.*

Economists Justin van der Sluis, Mirjam van Praag, and
Wim Vijverberg reviewed the empirical literature on “the
relationship between schooling and entrepreneurship
outcomes, i.e. the choice of becoming an entrepreneur
and the entrepreneur’s performance.”* The authors’
findings based on their meta-analysis warrant attention,
including the following:

* Though no evidence was found for “a systematic
relationship between an individual’s schooling level
and the probability of selection into entrepreneur-
ship,” the “relationship between schooling and
performance” was found to be “significant and
positive,” that is, “the higher the schooling level
or the more years of education have been pursued,
the higher are the chances that performance is good:
earnings are higher, growth is more likely, survival
chances are better.”*

e Although studies pertaining to Europe found
that “the returns to education are slightly lower for

entrepreneurs than for employees,” the results for the
U.S. found “the opposite result.” For good measure,
“the likelihood of a positive and significant effect
of education on earnings is also higher in the USA
than elsewhere.”# (Author’s note: This could speak
to the differences in how entrepreneurship is viewed
and treated in the U.S. versus much of Europe, that
is, with entrepreneurship highly valued and
respected in American culture and society, and
the tax and regulatory costs of starting up, operating,
and investing in a business in Europe being more
burdensome.)

e Finally, the authors found “some evidence that the
effect of schooling on performance has increased
over the past decades.”*

This relationship between education and entrepreneurial
achievement or success is another important factor in
terms of considering the ultimate effect of educational
attainment on the economy.

Employment and Productivity

When turning to employment, increased economic
growth obviously provides a boost to job creation. But
increased employment also has its own feedback benefits
for productivity and the economy.

The point about employment and productivity was made
in May 2013 by Federal Reserve Chairman Ben Bernanke,
when he highlighted the flip side of the relationship,
that is, the negative impact of unemployment and
underemployment on the productivity of individuals,
on the economy, and on government fiscal well-
being. He said, “High rates of unemployment and
underemployment are extraordinarily costly: Not only
do they impose hardships on the affected individuals and
their families, they also damage the productive potential
of the economy as a whole by eroding workers’ skills
and—particularly relevant during this commencement
season—Dby preventing many young people from gaining
workplace skills and experience in the first place.
The loss of output and earnings associated with high
unemployment also reduces government revenues and
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increases spending on income-support programs, thereby
leading to larger budget deficits and higher levels of
public debt than would otherwise occur.”*

To summarize from the positive perspective, increased
employment and higher incomes feed back into higher
economic growth, as productivity improves and
additional resources are available for saving, investment,
and consumption, and that added growth in the economy
reduces pressures for increased government spending
on income-support programs and increased government
revenues.

Costs of Educational Failure

Just as higher educational attainment and improved
education quality are economic positives, the negatives
of education failure must be noted as well.

For example, when it comes to high school dropouts,
the costs are considerable in terms of lost output,
productivity, and income, as well as additional
burdens on governments and taxpayers. The Friedman
Foundation for Educational Choice in recent years has
published, or co-published, a series of reports on the
costs of high school dropouts or poor graduation rates
in various states:

e California high school dropouts “are more likely
to be unemployed or out of the labor force and twice
as likely to be living in poverty,” have lower earnings,
generate less in tax revenues, “require more public
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health resources,” and “drive up the state’s
incarceration costs.” The authors summed up:
“California’s economy will benefit tremendously
by reducing dropouts. We estimate that each
prevented dropout will result in a present value
lifetime benefit of $28,227. By permanently cutting
the dropout rate in half, each new graduating class of
high school students would yield more than $1.4
billion in direct gross economic benefits to the state.
Completely eliminating the dropout problem would
save the state $2.8 billion annually, or approximately
14 percent of its present budget deficit.”>

e In Texas, “the annual public costs associated with
just one year’s class of dropouts is $377 million,
or about $3,168 per dropout,” while over a lifetime
of 50 years, “one year’s class of dropouts will cost
Texas taxpayers $19 billion.” However, because those
costs only include lost taxes and fees, and Medicaid
and incarceration costs, “the true public cost of
dropouts is larger than $3,168 per dropout per

year.”>!

e “Tennessee has a population of more than 750,000
high school dropouts. At a cost of nearly $3,000 per
individual annually, dropouts cost the state more
than $2 billion a year,” based on conservative
estimates.”

e Oregon high school dropouts on average “earn
$10,000 less each year than those who graduate from
high school, reducing the overall earnings of the
state significantly each year,” have an unemployment
rate “more than twice the rate of those who have
graduated from high school,” have lower earnings
which result in some $173 million in lost tax revenues
annually, and generate substantially higher Medicaid
and incarceration costs. %

e In Wisconsin, high school dropouts earn, on average,
“$10,000 less each year than those who graduate from
high school,” suffer an unemployment rate “almost
three times higher than those who have graduated
from high school or college,” “cost the state

$209,385,000 in Medicaid costs in 2007,” and

generated less tax revenues on the order of $121

million annually due to lower earnings.>*

Reducing the costs imposed on government from
education failures also has the potential to boost economic
growth not only due to the enhancements in productivity,
income, and employment, but also if reduced spending
burdens and increased revenues for government translate
into reduced governmental burdens on the private sector,
such as via lower taxes on productive economic activity
like working, saving, investing, and entrepreneurship.
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The Larger Economic Environment Matters

Of course, questions exist as to the size and timing of
education’s contribution to economic growth. Indeed,
itis critical to understand that quality math and science
education will mean very little to the well-being of an
economy if the overall system is not conducive to or
does not provide a foundation for economic opportunity
and growth.

Economic freedom remains essential to such opportunity
and growth. In the 2013 Index of Economic Freedom, which
provided world rankings of 177 nations on economic
freedom (according to 10 areas: business freedom, trade
freedom, fiscal freedom, government spending, monetary
freedom, investment freedom, financial freedom,
property rights, freedom from corruption, and labor
freedom), it was explained:

Economic freedom, enhanced and secured by the
rule of law, limited government, regulatory efficiency,
and open markets, is a vital element of human dignity,
providing individuals the ability to plan and direct
their lives in ways that maximize their happiness as
they see fit. In addition, economic freedom is the
key to achieving the broad-based economic dynamism
that ensures lasting growth and increased prosperity
for society as a whole.... Nineteen years of data in the
Index of Economic Freedom have documented the clear
association between higher levels of economic freedom
and greater levels of overall prosperity. Equally
important, improvements in economic freedom, from
whatever level, have been shown to enhance economic
dynamism and social progress. Governments that
choose policies that increase economic freedom are
placing their societies on the pathway to more
meaningful and productive work, higher incomes,
and better standards of living for all.”®

Specifically, it was shown that a strong relationship
existed between economic freedom and levels of per-
capita income; greater economic freedom has “had a
major positive impact on poverty levels over the past
decade”; and nations with higher levels of economic
freedom enjoy “better education and more comprehensive
health care” and cleaner environments.*

Eric A. Hanushek and Ludger Woessmann also
highlighted the importance of education within the larger
context of crucial economic institutions, in particular,
trade freedom and property rights: “Recent literature
on the determinants of economic growth emphasizes
the importance of the institutional framework of the
economy. The most common and powerful measures
of the institutional framework used in empirical work
are the openness of the economy to international trade
and the security of property rights.”*”

Hanushek and Woessmann later explicitly tied together
the impact of education and these institutional factors:
“In sum, both the quality of the institutional environment
and the quality of education seem important for economic
development. Furthermore, the effect of educational
quality on growth seems significantly larger in countries
with a productive institutional framework, so that good
institutional quality and good educational quality can
reinforce each other. Thus, the macroeconomic effect of
education depends on other complementary growth-
enhancing policies and institutions. But cognitive skills
have a significant positive growth effect even in countries
with a poor institutional environment.”

The following points from Yolanda K. Kodrzycki are also
worth highlighting: “All the empirical studies conclude
that there is a positive association between education
and growth. However, because of measurement
issues inherent in comparing countries with different
educational systems and economies, disagreement
continues to exist about how strongly and quickly
education causes growth.”® At the same time, however,
she noted that for the United States, “future growth
would be higher if the average quality of schooling were
higher and if the nation continued to make progress in
raising the average number of years of schooling.”®

But, as noted previously, what matters for individuals
and for entire economies is not just the number of years
of schooling, but the quality of that schooling as well.
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The Economics of Markets and
Education

Given the importance that society in general—from
parents to elected officials—places on education, and the
realities of how education and the economy tie together, it
actually surprises many people how mediocre to poor the
U.S. primary and secondary education system performs.

As has been widely documented, the U.S. does not fare
well on a variety of education performance measures.
For example:

* Consider the spending-results scenario that has
played out over the past four decades. Real per-pupil
public school total expenditures (in 2012-13 dollars)
increased to $12,608 in 2010-11 (latest available) from
$5,650 in 1970-71. That was a 123-percent increase.
Were students performing any better in reading
and math as they were ready to leave high school?
Quite simply, no. The average National Assessment
of Educational Progress (NAEP) reading scale score
for 17-year-olds effectively did not budge from 1971
to 2012, nor did the average NAEP mathematics
score for 17-year-olds from 1973 to 2012.%

* The U.S. graduation rate improved to 78.2 percent in
2009-10 from 73.7 percent in 1990-91.% That still
means that more than one in five U.S. students failed
to graduate on time. However, it must also be noted
that the graduation rate has been the subject of much
debate. In a 2007 paper, Nobel laureate James J.
Heckman and his co-author Paul A. LaFontaine
found that the graduation rate—or as they put it,
the “graduation ratio” defined as “the number
of public and private high school diplomas issued
by secondary schools each year divided by the size of
the 17-year-old population in that year”—fell for
nearly four decades, and after experiencing some
recovery starting in the late 1990s, stood at the same
level in 2004 as it was at in the late 1960s. That is,
no gains were made.*

e As for international comparisons, the United States
rates, at best, in the middle of the pack. The
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Programme for International Student Assessment
(PISA) “is a triennial international survey that aims
to evaluate education systems worldwide by testing
the skills and knowledge of 15-year-old students.”®
Consider key points made about the 2012 results
from the United States:

- “Among the 34 OECD countries, the United States
performed below average in mathematics in 2012
and is ranked 26th (this is the best estimate,
although the rank could be between 23 and 29 due
to sampling and measurement error). Performance
in reading and science are both close to the OECD
average. The United States ranks 17 in reading,
(range of ranks: 14 to 20) and 21 in science (range
of ranks 17 to 25). There has been no significant
change in these performances over time.”

- “While the U.S. spends more per student than most
countries, this does not translate into better
performance.” The U.S. spends more than double
the amount per student than the Slovak Republic,
for example, yet students perform at the same
level. In fact, only four nations—Austria,
Luxembourg, Norway, and Switzerland—spend
more on a per-student basis than the U.S.%

Given the structure of primary and secondary education,
however, no one should be surprised by the fact that
the U.S. is a top spender on education, and a middling
to poor performer. As noted in the introduction to this
report, economic principles and the means for economic
success as exemplified by the rest of the U.S. economy
not only have been ignored when it comes to primary
and secondary education, but the exact opposite system
has been established.

Eric A. Hanushek, Paul E. Peterson, and Ludger
Woessmann encapsulated the problems with the current
education system as a struggle between competing
interests: “The battle is not young versus old but a conflict
between the needs of school-age children and the interests
of those adults who have agreed to educate them in
our public schools. The school workforce—teachers,
principals, superintendents, other administrators, and
ancillary personnel—too often favors only those changes
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to the status quo that enhance their income or lighten
their workload. They oppose changes in the organization
and structure of the school system that would likely
enhance the learning opportunities of those for whom
they are educationally responsible. When that happens,
the promise of our nation’s prosperity is endangered.”®

Again, that is exactly what should be expected when
decisions, including resource allocation and work
rules, are governed by special interests and political
pressures, rather than by market signals and disciplines
via, for example, prices, profits, losses, competition, and
consumer sovereignty in a competitive marketplace.

The overarching emphasis when it comes to schooling
is on spending levels, including how much is spent per
pupil, on facilities, and on teachers, with little or no
regard for incentives. Economics, however, is at its core
all about incentives. For example, if increased spending
and compensation are de-linked from what parents desire
and from student performance, then few incentives exist
to be concerned about how to create value for parents
and students.

Consider the issue of teacher compensation in public
education. More than a half-century ago, Milton Friedman
explained the problem that persists to this very day:

With respect to teachers’ salaries, the major problem
is not that they are too low on the average—they may
well be too high on the average—but that they are too
uniform and rigid. Poor teachers are grossly overpaid
and good teachers grossly underpaid. Salary schedules
tend to be uniform and determined far more by
seniority, degrees received, and teaching certificates
acquired than by merit.... If one were to seek
deliberately to devise a system of recruiting and paying
teachers calculated to repel the imaginative and daring
and self-confident and to attract the dull and mediocre
and uninspiring, one could hardly do better than imitate
the system of requiring teaching certificates and
enforcing standard salary structures that has developed
in the larger city and state-wide systems. It is perhaps
surprising that the level of ability in elementary and
secondary school teaching is as high as it is under these
circumstances.®

Decades later, Hanushek and Woessmann noted that
teacher quality has been found to be critical to student
performance, but that the public education system is
structured to work against teacher quality:

The most consistent finding across a wide range of
investigations is that the quality of the teacher in
the classroom is one of the most important attributes
of schools. Good teachers, defined in terms of student
learning, are able to move the achievement of their
students far ahead of those of poor teachers. Yet the
identification of good teachers has been complicated by
the fact that the simple measures commonly used—
such as teacher experience, teacher education, or even
meeting the required standards for certification—are
not closely correlated with actual ability in the
classroom.*

More broadly, Hanushek and Woessmann, and a host
of others, have acknowledged the incentive problems
in the entire current education system. Hanushek and
Woessmann explained: “Pure resource policies that adopt
the existing structure of school operations are unlikely
to lead to the necessary improvements in learning....
[T]here is no relationship between spending and student
performance across the sample of middle- and higher-
income countries with available data. Investigations
within a wide range of countries, including a variety of
developing countries, further support this picture.””

The problem? Again, it is the incentives at work.
Hanushek and Woessmann sum up:

The largest problem in current school policy is the lack
of incentives for improved student performance. Neither
students nor school personnel in most countries of the
world are significantly rewarded for high performance.
Without such incentives, it is no surprise to find that
added resources do not consistently go toward
improvement of student outcomes. Three sets of policies
head the list for improving the overall incentives in
schools: strong accountability systems that accurately
measure student performance; local autonomy that allows
schools to make appropriate educational choices; and
choice and competition in schools so that parents can
enter into determining the incentives that schools face.”
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Indeed, true choice and competition would bring primary
and secondary education in the United States in line
with the rest of the economy, and with sound economic
principles and basic common sense.

Again, Milton Friedman understood this in his early call
for school choice, as clearly exemplified in the following
three fundamental points:

* “Governments could require a minimum level
of schooling financed by giving parents vouchers
redeemable for a specified maximum sum per child
per year if spent on ‘approved’ educational services.
Parents would then be free to spend this sum and any
additional sum they themselves provided on
purchasing educational services from an “approved’
institution of their own choice. The educational
services could be rendered by private enterprises
operated for profit, or by non-profit institutions.
The role of the government would be limited to
insuring that the schools met certain minimum
standards, such as the inclusion of a minimum
common content in their programs, much as it now
inspects restaurants to insure that they maintain

minimum sanitary standards.””?

“If present public expenditures on schooling were
made available to parents regardless of where they
send their children, a wide variety of schools would
spring up to meet the demand. Parents could express
their views about schools directly by withdrawing
their children from one school and sending them to
another, to a much greater extent than is now
possible. In general, they can now take this step
only at considerable cost by sending their children
to a private school or by changing their residence.
For the rest, they can express their views only
through cumbrous political channels.””?

“Parents who choose to send their children to private
schools would be paid a sum equal to the estimated
cost of educating a child in a public school,
provided that atleast this sum was spent on education
inanapproved school.... It would permit competition
to develop. The development and improvement
of all schools would thus be stimulated. The injection
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of competition would do much to promote a healthy
variety of schools. It would do much, also, to
introduce flexibility into school systems. Not least of
its benefits would be to make the salaries of
school teachers responsive to market forces. It would
thereby give public authorities an independent
standard against which to judge salary scales and
promote a more rapid adjustment to changes in
conditions of demand and supply.””

Unsurprisingly, Friedman’s analysis fits perfectly with
how markets work, and how individuals, businesses,
and industries respond to market incentives. There is
no reason to expect incentives to work any differently in
the field of education. In fact, there’s a glimmer of how
it works when it comes to higher education, whereby
even with considerable government involvement, the
market provides a wide array of choices for consumers,
with choice only expanding further in recent years, and
into the future, with distance/ online education options
flourishing.

Nonetheless, assorted protests are raised to expanding
choice and competition in primary and secondary
education, with most springing either from special
interests seeking to protect the status quo, or from
economic ignorance.

For example, many seem incapable of imagining an
education system that is markedly different from what
exists now. They doubt Friedman’s point about choice
and competition generating “a healthy variety of schools”
and introducing “flexibility into school systems.”

Economist Caroline Hoxby addressed this issue, and
explained quite clearly how the market responds on
the supply side:

The school choice debate is also plagued by confusion
about the supply of schools of choice. A common
misapprehension is that, under school choice,
students would have to be allocated among each
existing school’s current number of places. Another
common misapprehension is that, under a voucher
program that allowed religious private schools to
accept vouchers, approximately 85 percent of private
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school enrollment would be in religious schools because
that is the current composition of private schools. Such
misapprehensions stem from the belief that the supply
of schooling is inelastic.

Economists realize that such an assumption is extreme
and very unlikely to be true. In every sector, there are
factors that determine supply, and economists know
that understanding such factors is the key to predicting
supply accurately. Economists focus on factors that
would determine what the supply of schools would
look like under choice: the cost of school inputs,
economies of scale, and the features on which parents
are willing to spend their vouchers.

For example, it is useful to know how much it costs
to build new schools and how much it costs to refurbish
current schools so that they can be used for reorganized
or new schools. Those who believe that the supply
of schools is inelastic apparently believe that such costs
are prohibitively high. They are not, as is demonstrated
by the ability of school management companies that
now routinely build new schools and renovate current
schools for their use (Edison Schools, Advantage
Schools, etc.). Moreover, many school inputs are in
elastic supply and can be purchased at a price that
can be readily established: classroom equipment, school
accounting software, computers, and so on. There are
numerous economic studies of how the quantity and
quality of teachers responds to salaries and benefits,
and we can use estimates from such studies.

If we wish to understand what the supply of schools
would look like under choice, it is also useful to know
the preferences of the parents who are most bound by
the constraints that a school choice program would
relax.”

School Choice Not a Zero-Sum Game

In addition, there is the problem of zero-sum thinking
among school choice critics. When it comes to economics,
zero-sum thinking happens when the size of the economic
pie, for example, is deemed to be a certain size, and
therefore, if one individual experiences, say, a gain in

income, then someone else is somehow losing out. In
the area of education, this viewpoint was on full display
when former Milwaukee Superintendent Howard Fuller
said the following regarding his opposition to a bill
in Wisconsin that expanded the state-funded voucher
program beyond low-income families:

I will continue to fight for vouchers, tax-credit
scholarships, opportunity scholarship programs,
charter schools, home schools, virtual schools—
anything thatempowers low-income and working-class
people to be able to have some of the capacity to choose
what those of us with money have. I will never fight for
giving people who already have means more resources.
Because, in the end, that will disadvantage and squeeze
out the possibility of poor parents having some of these
options.”

It is critical to understand that in a competitive market,
when choice is expanded for one group, it in no way
means that expanding choice to everyone would
somehow limit or eliminate the original group’s options.
Markets simply do not work that way, nor produce such
results. Quite the contrary, the market process normally
proceeds from products being introduced at higher
prices for certain market segments, with investment,
innovation, and competition leading to lower prices
and wider distribution, not to mention increased quality.

As noted earlier, this phenomenon was highlighted in
the introductory economics textbook. Given, once again,
increased productivity, the authors noted:

Using average wage rates, W. Michael Cox and Richard
Alm of the Federal Reserve Bank of Dallas have
computed the time of work required for the typical
worker to purchase many common items. Their analysis
shows that Americans today are able to acquire most
goods with much less work time than was previously
the case....

In 1908, a new automobile cost $850, which took the
average worker 4,696 hours to earn. In 1955, a new
automobile costing $3,030 took 1,638 hours to work,
and by 1997, a $17,995 new automobile cost a typical
worker only 1,365 hours of work. The time cost of a
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new car today is less than 30 percent of the time cost in
1908. Furthermore, even today’s most economical
model is light-years away from the 1908 version with
regard to power, performance, and dependability.”

So, expanding choices—that s, empowering consumers
in education—will only serve to invigorate competition,
supply, and variety in the market.

The economy is not a zero-sum game. Economic growth
and wealth creation occur. So, entrepreneurs and other
education providers will respond to market incentives,
and alter the education marketplace by concentrating
on creating value for students and parents.

School Choice and Performance

In the United States, and elsewhere around the globe,
there exist pockets of what might best be called very
limited, very quasi-market choice in education. Universal
voucher programs—whereby all children, no matter their
family income levels or locations, for example, would
be able to use vouchers to attend the schools of their
own choosing—are not operating anywhere in the U.S.”

Economist John Merrifield has argued that current
school choice programs in the U.S. fall far short of how
actual competitive markets work. While touching on his
concerns or objections a bit more later in this section, key
shortcomings he has pointed to include the following:

Present U.S. school choice programs create some
potential for producer rivalry, but school leaders
have little authority or incentive to engage even in that,
much less to exhibit aggressive competitive behavior.
There are high entry barriers, and the combination of
copayment limits, participation caps, and means testing
arguably rules out price change, and all but rules out
significant profit.... The actual key lesson is that market
forces are largely absent but that even small doses
of increased freedom to choose from a largely static
menu of schooling options can still produce measurable,
though modest and perhaps short-lived, improvements.”

Regarding the limited scope of school choice, yet the
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otherwise near-ubiquitous evidence of the benefits of
competition, Hanushek and Woessmann noted: “But
experience is still limited. The teachers unions and
administrator groups dislike competition—because
it puts pressure on them. So, not many examples of
operational, large-scale attempts at competition have
been evaluated. Nonetheless, the benefits of competition
are so well documented in other spheres of activity that
itis inconceivable that more competition would not be
beneficial.”®

Actually, a significant number of studies has made clear
that benefits accrue even in these limited cases of school
choice injecting at least some quasi-market incentives into
education. These benefits can be found when it comes
to an assortment of results, including graduation rates,
academic achievement, parental satisfaction, future
earnings, and taxpayer savings. That is, benefits can
be seen in each area where one would expect, given
even a minimal injection of market-like competition
and incentives.

Consider the following samples:

District of Columbia

The District of Columbia’s Opportunity Scholarship
Program (OSP) is a means-tested voucher program,
with priority “given to students who attend schools
deemed in need of improvement, corrective action, or
restructuring under the federal No Child Left Behind
Act; were awarded a scholarship in the preceding year;

or have a sibling participating in the program.”*!

e It was reported in the 2010 final report on the
Opportunity Scholarship Program: “The offer of an OSP
scholarship raised students’ probability of completing
high school by 12 percentage points. The graduation
rate based on parent-provided information was 82
percent for the treatment group compared to 70
percent of the control group. There was a 21 percent
difference (impact) for using a scholarship to attend
a participating private school.”®

e Malcolm Glenn and Randan Swindler also noted:
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“Students participating in the D.C. Opportunity
Scholarship Program made statistically significant
gains in reading, according to a study by the U.S.
Department of Education. In fact, voucher students
gained approximately 3.1 months of additional
learning in reading over their public school peers.”*

Milwaukee

The Milwaukee Parental Choice Program is a means-

tested voucher program.

e In a 2011 study, John Robert Warren reported: “In
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2009, we reported graduation rates for six
years—2002-03 through 2007-08—for students in
the Milwaukee Parental Choice Program (MPCP)
and students in the Milwaukee Public Schools (MPS).
The current study, which provides updated evidence
for 2008-09, reinforces the earlier conclusion that
students in the MPCP are more likely to graduate
from high school than MPS students. Like the earlier
report, this study incorporates reasonable
assumptions about the direction and magnitude of
biases inherent in the type of graduation rate measure
that is used. Overall, had MPS graduation rates
equaled those for MPCP students in the classes of
2003 through 2009, the number of MPS graduates
would have been about 18 percent higher. That higher
rate would have resulted in 3,939 more MPS
graduates during the 2003-2009 years.”%

An additional point by Warren is worth noting in

terms of expectations regarding social and economic
backgrounds. He observed: “By law, students who
participate in the MPCP are from lower-income families.
Students in MPS schools come from a much broader
range of social and economic backgrounds. Given the
well-documented relationship between socioeconomic
background and high school completion rates, this
fact suggests that we ought to observe lower high school
completion rates among students in MPCP schools. On
the other hand, families who are sufficiently motivated
to make use of vouchers and to send their children to
MPCP schools may be different from other families in
such a way that would lead us to expect higher
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graduation rates among students in MPCP schools.”®

* Malcolm Glenn and Randan Swindler reported:
“Students participating in the Milwaukee Parental
Choice Program boast a higher graduation rate—more
than 7.2 percentage points higher—than the graduation
rate of students in Milwaukee Public Schools.
According to an independent evaluation of the
program, students participating in the voucher
program are also more likely to enroll in a four-year
college and persist in college.”%

They also noted: “Over a four-year period, students
in the Milwaukee Parental Choice Program had
higher achievement growth in reading than similar
students in Milwaukee Public Schools.”*

New York City

The New York School Choice Scholarships Foundation
Program, a privately-funded, means-tested voucher
program, “in the spring of 1997 offered three-year
scholarships worth up to a maximum of $1,400 annually
to as many as 1,000 low-income families with children
who were either entering first grade or were public school
students about to enter grades two through five.”*

e InaJuly 2013 study, Matthew M. Chingos and Paul E.
Peterson reported: “In this paper we report
experimentally generated estimates of the effects
of a school voucher intervention in New York City on
college enrollments of participating students, all
of whom were from low-income families. Outcome
information was obtained for over 99 percent of
those participating in the experiment, greatly
reducing the potential for bias caused by attrition
from the evaluation. Overall, no significant impacts
are observed. However, large, positive, statistically
significant impacts are observed for African American
students and small, positive, but statistically
insignificant impacts are observed for Hispanic
students.”®




Broader Evaluations: U.S.

Research efforts on school choice programs have provided
insights via a broader, national picture of the impact of
expanded competition in education. These reviews of
studies point to a rather powerful impact that even a
limited dose of choice and competition can have.

e Ina?2008 review article, Patrick J. Wolf noted: “A total
of 10 gold-standard, peer-reviewed experimental
studies have been produced thus far, demonstrating
conclusively that school vouchers increase parental
satisfaction with schools and providing substantial
evidence that at least some students are helped
academically by vouchers.”*

e Clive R. Belfield and Henry M. Levin found the
following in a 2002 review of the evidence: “This
paper systematically reviews the cross-sectional
research evidence on the effects of competition
on educational outcomes..... Outcomes are separated
into those relating to academic test scores,
graduation/attainment, expenditures/ efficiency,
teacher quality, wages, and house prices. The
sampling strategy identifies over 41 empirical studies
testing the effects of competition. A sizable majority of
these studies report beneficial effects of competition
across all outcomes, with many reporting statistically
significant correlations.”*! The authors also found,
“Educational outcomes are higher in more
competitive markets....”?

* In A Win-Win Solution: The Empirical Evidence on
School Choice, published in 2013, Greg Forster
summed up the high-quality research done on school
choice as relating to academic outcomes of
participants, academic outcomes on public schools,
and the impact on taxpayers. He reported:

- “There have been 12 studies using random-
assignment methods to examine how school
choice affects the academic outcomes of
participants. These studies consistently find
that school choice benefits students. Six of them
find that choice had a positive impact across
all students participating. Another five find that
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choice had a positive impact on some student
groups and no visible impact on other students.
One study found no visible impact from choice.
None find that choice had a negative effect.”*

- “Twenty-three empirical studies have been
conducted on how school choice programs impact
academic outcomes in public schools. Of these
studies, 22 find that choice improves academic
outcomes at public schools. The one remaining
study found that choice had no visible impact
on public schools. No empirical study has
ever found that choice had a negative impact on
public schools.”**

- “There have been six empirical studies examining
the fiscal impact of school choice on taxpayers.
All six of these studies find that school choice
saves money for the public. Two studies examine
every school choice program in the nation for
all the years they’ve existed, making the research
in this area an especially comprehensive overview
of the issue in question.”®

Higher Earnings

In a report for the Federal Reserve Bank of St. Louis,
Michael T. Owyang and E. Katarina Vermann found
significant results when it came to Catholic high school
graduates experiencing higher earnings, and greater
likelihood of enrolling in higher education and earning
a college wage premium. That speaks to the level of
educational quality in, and the value in the marketplace
of, a Catholic education, with Catholic schools, of course,
being the largest private alternative to public schools.
Owyang and Vermann reported:

e “After controlling for individual and job
characteristics, private high school graduates earn
2.6 percent more than their public school counterparts.
This increase, however, is not statistically significant.
In contrast, Catholic high school graduates earn a
statistically significant 13.6 percent wage premium....
This result could indicate that there are significant
differences in unquantifiable aspects of school quality
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that could affect earnings later in life.”*

* “The results indicate that graduates of private and
Catholic high schools are 6.2 percent and 6.5 percent
more likely, respectively, to enroll in higher education
than are graduates of public high schools. Further,
the students who attend private and Catholic schools
are 19.7 percent and 15.8 percent more likely,
respectively, than graduates of public schools to
earn a bachelor’s degree. Since individuals
with atleast a bachelor’s degree in our data set earn
approximately 35 percent more than those with only
a high school diploma, one can argue that attending
a parochial school increases the chances of a student
getting the college wage premium in the future.”*”

Reduced Taxpayer Costs

As discussed earlier, the per-pupil costs of public
education have skyrocketed in recent decades. For good
measure, the U.S. ranks as a big spender on primary and
secondary education compared with other nations. Yet,
at the same time, student performance measures have
stagnated over the past four decades as spending has
risen, and despite being a top global spender, U.S. results
in international comparisons rate mediocre to poor.

One of the wonders of the private marketplace, guided
by prices, profits, losses, competition, and consumer
sovereignty, is that incentives push suppliers to improve
quality and expand service, while also reducing prices.
Indeed, that is what occurs throughout the private
marketplace—from automobiles to computers to
refrigerators to cell phones to food production. However,
increased quality and service, at lower prices, is rarely
the case in government, especially when it comes to
public education.

Options in education, however, not only have had the
impact of raising outcomes (as explained earlier), but
also wind up reducing taxpayer costs. Consider the
following, for example:

¢ Ina2014 analysis, Jeff Spalding reported: “Between
1990 and 2011, the 10 voucher programs analyzed
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in this report generated $1.7 billion in fiscal benefits.
On a per-student basis, with nearly 505,000 students
served on a full-time equivalent (FTE) basis, that
equals about $3,400 saved per voucher student per
year—freeing up dollars for additional spending on
public school students, school choice, health care,
public safety, social services, tax relief, or whatever
priorities state lawmakers may have.”

“For the first iteration of this study, authored by
Susan Aud, only six of these voucher programs were
examined. The cumulative savings for those
programs was about $240 million from 1990 to
2006. This study adds five years and four new
voucher programs to the analysis and finds the
cumulative savings have escalated to more than $1.7
billion.”*

* In a March 2012 analysis, Benjamin Scafidi found:

“The United States’ average spending per student
was $12,450 for the 2008-09 academic year. I estimate
that 36 percent of these costs can be considered fixed
in the short-run. The remaining 64 percent, or $7,967
per student, are considered variable costs, even in the
short-run. The implication of this finding is that a
school choice program where less than $7,967 per
student is redirected from a child’s former public
school to another school of his or her parents’
choosing would actually improve the fiscal situation
of the public school district.”%

Keep in mind, according to Scafidi, “the goal of this
reportis to create an overestimate of fixed costs. A cautious
overestimate allows us to be comfortable that school
choice programs where ‘the money follows the child’ can
be designed in such a manner to improve the fiscal
situation of public school districts.”!®

Broader Evaluations: International

Finally, the results of school choice programs—given
their limited scope—are impressive and speak to the
potential for what universal school choice would achieve.




Again, economist John Merrifield has identified how
choice programs fall far short of what true market
competition means. He has noted, for example:

The novelty and minuteness of existing U.S. school
choice programs are not the only factors that limit their
value in assessing the merits of free-market education.
Several key aspects of market accountability are
virtually absent from those programs: price change, easy
market entry, and the profit motive, among others.
Prices determined by supply and demand are a key
attribute of markets, but they are almost unheard
of in K-12 education—even under most school choice
programs. Furthermore, existing private schools’
tuition rates are greatly distorted by the taxpayer-
funded competition from “free” public schools.!?

He later adds: “Other stunning examples of mistakenly
assumed competition and market forces include
programs that cap market entry and set prices (charter
laws, and most current voucher programs); policies that
strongly favor some school providers; and regulations
that give private schools very little leeway to differentiate
themselves from the public schools or from each other.”'®

Given these limitations, international comparisons carry
greater weight in considering how choice and competition
affect education performance. Andrew Coulson, director
of the Cato Institute’s Center for Educational Freedom
and author of Market Education: The Unknown History,
made the case for the power of international experiences
when it comes to the value of competition and private
education options:

If a particular approach to organizing and funding schools
consistently outperforms other approaches across widely
varying circumstances, we can be fairly confident that
the observed pattern is the result of the system itself, and
not simply an accident of circumstance—because,
although the circumstances will have varied from place
to place, the results will have remained the same. In
fact, the greater the cultural and economic differences
among the nations studied, the more striking any
consistent pattern of results becomes.'®

International results can speak powerfully to the benefits
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of choice, competition, and private education. Consider:

e In a 2013 analysis, Anna J. Egalite reported: “This
review of the literature on the competition effects
of public voucher and tuition tax-credit scholarship
programs on student academic performance uncovered
21 total studies.... Results from studies using this
approach unanimously find positive impacts on
student academic achievement. Such overwhelming
evidence supports the development of market-
based schooling policies as a means to increase student
achievement in traditional public schools.”'%®

e In their 2007 World Bank report, Hanushek and
Woessmann noted: “In a cross-country comparison,
students in countries with a larger share of privately
managed schools tend to perform better.”1%

e In a September 2008, Coulson reviewed 25 years of
international research, a total of 55 studies covering
20 nations, comparing market and government
provided education. He found:

Across time, countries, and outcome measures,
private provision of education outshines public
provision according to the overwhelming
majority of econometric studies. Findings of a
statistically significant advantage for private
schooling outnumber findings of a significant
advantage for public schooling by a ratio of
nearly 8 to 1, and the statistically significant
advantage for private schools outnumbers by a
ratio of 5 to 1 statistically insignificant findings.
However, since the funding and regulatory
structures of “public” and “private” schools vary
widely, this breakdown of the research is
insufficiently detailed to be of real use to
policymakers. If we want to ascertain the merits
of real market reform in education, we must
compare genuinely market-like private school
systems (which are minimally regulated and are
funded, atleast in part, directly by parents) with
state school monopolies protected from
significant market competition (such as the
typical U.S. public school system). When we
assess the evidence using these more specific
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criteria, the results are more stark: There are
35 statistically significant findings of market-
like education systems out-performing
government monopoly schooling, and only two
findings of the reverse, for a ratio of more than 17
to 1 in favor of free education markets. There
is but a single statistically insignificant finding
among market versus monopoly comparisons,
and every finding comparing the efficiency of
market and monopoly schooling is both
statistically significant and favors markets.'"”

The domestic evidence regarding the impact of U.S.
school choice programs is considerable, especially given
the limited number and scope of the various programs.
Expanding the view to the international setting further
buttresses confidence that more market-oriented
education systems outperform government systems.

What School Choice Would Mean
for the Economy

Economic growth matters, and education, coupled with
other critical factors, impacts such growth.

As noted earlier, GDP measures both the market value
of all final goods and services produced in a nation, and
the income received by the suppliers of those goods and
services. An easy way to grasp the importance of faster
economic growth is to consider the economist’s “Rule
of 70.” Divide 70 by the average annual rate of growth,
and one arrives at the number of years it takes for GDP,
income, or living standards to double. At 5 percent real
annual growth, for example, it takes 14 years for living
standards to double, while at 1 percent, it would take 70
years. Over the lifetime of an individual, that’s a striking,
substantive difference.

So far, this paper has made clear the following factors
contribute to the economy and its growth:

* Market Competition. In general, economic growth
results when businesses, workers, investors, and
entrepreneurs strive to supply new or improved

(such as in terms of quality and price) goods and
services, within the market process guided by price
and profit and loss signals (directing where and how
resources should be allocated), disciplined by
competition (wWhereby businesses and entrepreneurs
strive to become more efficient and innovative to
serve their customers better and gain market share),
and built upon a sound foundation of property
rights, the rule of law, open trade, minimal
governmental burdens, and price stability.

* Productivity and Individual Earnings. For each

individual within the market setting, income is largely
about productivity. The more productive an
individual is, the higher that person’s earnings.
Productivity is dependent upon investments in
technology, physical capital, and human capital,
including education. The link between education,
productivity, and enhanced earnings is apparent
given that investments in education generate, on
average, substantial benefits in terms of labor force
participation, employment, and income.

Productivity and Education. It follows that
productivity growth is central to a nation’s economic
growth, and human capital investments that
enhance educational attainment and quality are
critical to productivity and economic growth.

* Education Structure and Limits on Growth. As a

government-run monopoly, the structure of primary
and secondary education effectively ensures that
large increases in and high levels of per-pupil
spending on public schools do not generate
corresponding academic outcomes. Those results
serve to restrain students” productivity, earnings,
and economic growth. In addition, the current
public education sector itself, with resources funneled
to inefficient, ineffective, or under-performing
schools, serves as a direct restraint on economic
growth, as those resources could be used more
productively under a different, market-driven
system.

* Market Incentives and Competition. True choice

and competition in education would shift incentives
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dramatically, with the education entrepreneurs and
providers focused on supplying added value to
the actual customers, that is, students and parents.
The resulting improvement in educational quality
and attainment—which is evidenced by the limited
cases of quasi-market competition and choice
provided in various school choice programs and
broader international analyses—would boost
productivity, earnings, and the economy through
assorted channels.

Moving to expand school choice and competition—
ideally, transforming education from a government
monopoly into a universal school choice system,
allowing for true market competition—would provide
a tremendous boost to both educational attainment
and quality. Indeed, the gains in outcomes from such
a systematic transformation are likely to dwarf what
many can imagine, as current thinking and experience
are greatly constrained by the current system.
Economic growth will be advantaged through an
assortment of channels by shifting to a market system
of choice, competition, and consumer sovereignty. The
following summarizes these key channels or means
for boosting economic growth via true choice and
competition in primary and secondary education.

Ten Key Channels for Expanded School
Choice to Feed Economic Growth

1. Higher Productivity. Improved education via vastly
expanded—preferably universal—school choice would
enhance economic growth by boosting productivity.
Augmented productivity increases the contribution that
employees make to individual businesses, and in turn,
positively affects overall economic output. As already
noted, increases in productivity thanks to elevated
educational attainment and quality have contributed
significant shares of growth in productivity, output, and
income in the U.S.

2.Enhanced Educational Attainment. The evidence
is clear that, on average, improved educational
attainment means greater labor force participation,
higher employment levels, reduced unemployment,
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and increased earnings. As discussed earlier, in 2012,
for example, the labor force participation rate for those
25 years or older rose markedly with higher levels of
educational attainment, with the same pattern holding
for employment levels (coupled with lower rates of
unemployment), and for median earnings.

Given the positive results experienced even in cases of
limited choice and competition in education, it is clear
that robust school choice would increase educational
attainment, with commensurate improvements seen in
labor force participation, employment, and income. Those
are obvious positives for economic growth, with more
individuals making positive contributions to businesses
and output, and gains in income generating additional
saving, investing, and consumption—again, each feeding
back into additional economic growth.

3.Improved Educational Quality. The economics
literature confirms the common sense notion that it’s
not just about accumulating more years of education
and degrees, but very much about educational quality
when it comes to improving productivity, which in turn
enhances economic and income growth.

Given the improvements in educational quality
experienced even in cases of limited choice and
competition, it again is clear that robust educational
choice would improve educational quality, and thereby,
boost economic growth via increased productivity,
employment, and income.

4. Greater Entrepreneurial Success. Evidence shows that,
not surprisingly, a link exists between years of schooling
and entrepreneurial success, including higher earnings,
improved growth, and increased chances for business
survival, and that this effect has increased in recent
decades. Given the importance of entrepreneurship to
economic growth, this is a critical link between education
and economic growth.

5.Expanded Innovative Capacity. Innovation—that
is, the market introduction of new or improved goods,
services, or processes—is central to economic growth.
Improved education expands the economic potential and
impact of innovation. As Eric A. Hanushek and Ludger
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Woessmann noted, improved education can “increase the
innovative capacity of the economy—knowledge of new
technologies, products, and processes promotes growth.
And it can facilitate the diffusion and transmission of
knowledge needed to understand and process new
information and to implement new technologies devised
by others, again promoting growth.”!%

6. Technology Investments and Increased Productivity
of Capital. Following closely on the idea of an expanded
innovative capacity for the economy comes the issue of
technology and physical capital. Improved education
for those using technology and other capital tools makes
the investments in those technologies and other forms
of capital more valuable, thatis, more productive. At the
same time, better technology increases the demand for
better-educated individuals (such as college graduates).

7.Better Business Performance. From a business
standpoint, firms derive clear benefits from improved
education levels and skills among employees. Workers
become more productive and more valuable, and enhance
the performance of the business by being better able to,
for example, work with technology, adapt to new and
changing tasks, communicate with and understand other
workers, contribute to and cooperate in teams, and so on.
For good measure, businesses need not spend as much
on training, including on basic skills and competencies
that should be developed with a sound education.

8.Stronger International Competitiveness. The
competitiveness of U.S. workers and businesses
in the international marketplace is tied directly to
productivity. Quite simply, U.S. workers earn more
than people elsewhere around the globe because of the
productivity of the U.S. workforce. Improvements in
educational attainment and quality mean that the U.S.
could maintain, or even extend, its edge in productivity.
That, in turn, translates into enhanced opportunities in
the international marketplace, and improved economic
growth via, say, greater export growth.

9.Lower Taxpayer Costs. Research has shown school
choice and competition would contribute to reduced
taxpayer costs in several ways, including lower per-pupil
spending, and less spending on the problems resulting

from poor educational quality, including expenditures
on unemployment, income-support programs, and
incarceration, as well as lost tax revenues because
of reduced employment, lower incomes, and slower
economic growth.

Of course, if government expenditure savings and
increased revenues due to the positive results from
expanded educational choice and competition simply
are channeled into other governmental undertakings,
then the impact on economic growth would be minimal at
best. However, if such savings meant that resources were
left or returned to the private sector via tax relief, then
the impact on economic growth would be noteworthy.

10. Education Sector Efficiencies. Finally, whenever
an industry becomes more innovative, efficient, and
productive, that's a plus for the overall economy. It would
be no different with primary and secondary education
itself with a move to universal school choice that resulted
in increases in entrepreneurship, innovation, competition,
efficiency, and value to the consumer. Consider, for
example, that in 2009-10, more than $638 billion was
spent on public primary and secondary schools.” That’s
equivalent to 4.3 percent of GDP. Transforming education
from a government-dominated and regulated system
to a dynamic, competitive, consumer-focused industry
would be another clear positive for economic growth.

Understanding how the economy works and the role of
education, it’s clear, as summarized in the aforementioned
10 points, that a vast expansion in school choice, or in
particular, a complete shift to universal choice would be
a major positive for the economy and growth.

As for the magnitude of such a shift, that is by definition
speculative, especially given the various avenues
whereby improved education would feed into growth.
But given the importance of education, as examined
throughout this paper, in such areas as productivity,
employment, earnings, entrepreneurship, innovation,
competitiveness, and governmental costs, it’s safe to
conclude the impact on economic growth would be
substantive.

To drive home this point, it’s worth looking at growth
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estimates made by Eric A. Hanushek, Paul E. Peterson,
and Ludger Woessmann in their 2013 book Endangering
Prosperity: A Global View of the School. Although their
assumptions are very cautious, they offer some interesting
projections for enhanced economic growth over coming
decades due to non-specified education reforms.

The authors assume that improved education will
only have a long-term effect on economic growth due
to the time it takes to implement reforms and have
those reforms affect performance, the time for those
with increased skills to move into the workforce, and
the time it takes for new technologies, resulting from
enhanced skills, to be developed and implemented.!
Their estimates regarding the growth in real per-capita
GDP are based on improvements made in mathematics
scores (according to PISA) over 20 years, thatis, by 2033,
that would bring U.S. performance up to the levels of
three nations—Germany, Canada, and Singapore—and
cover an overall time horizon of a lifetime from 2013 to
2093."" The authors’ three key findings are:

e “Reaching Germany’s performance level would
lift the GDP per capita in 2093 to 25 percent above
what would obtain if no gains in student performance
were realized. Put differently, this goal has a present
value of $46 trillion. This is close to three times the
current level of GDP, which is approximately $16
trillion in 2013. In terms of individual workers, it
amounts to an average increase in every worker’s
income of 12 percent every year for the next eighty
years.”'2

“Matching the level of achievement of our northern
neighbor, Canada, would be the equivalent of adding
20 percent to the paycheck of every worker for every
year of work. This totals to $77 trillion, some five
times our current GDP.”*

e “...[R]eaching the achievement level of Singapore
would, according to historical patterns, produce a
present value of economic gains of $160 trillion, about
10 times our current GDP. Spread across the future
and across the paychecks of all workers, this would
be the equivalent of a 43 percent salary increase for

the average worker.” '
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If these projections seem fantastic—and perhaps anything
but conservative—consider that real per-capita GDP in
2007 (in 2005 dollars) was $44,000, compared with $15,000
in 1950, and over that period real per capita GDP grew
atan annual average rate of 2.1 percent, which is the rate
projected under the aforementioned Germany scenario."

It should be noted, though, that the authors decided
to assume that real per-capita U.S. GDP would grow
at only 1.5 percent a year over this period without any
education reforms. However, that was based on “the
average annual growth rate of potential GDP per worker
of the OECD area over the past two decades.”""* The U.S.
history on real per-capita GDP growth has been a bit
more positive. For example, before this recent recession
and poor economic recovery, over the previous two
decades, annual growth in real per capita GDP averaged
1.97 percent. From 1970 to 2007, it average 2.02 percent.
Factor in the last few years, and real per-capita GDP
growth averaged only 1.59 percent over the last two
decades, and 1.78 percent since 1970.

However, even if the original baseline assumption were
ranked as being somewhat pessimistic, it’s clear that
improvements in mathematical scores, according to
this analysis, would still provide a large increase in real
economic growth.

When looking at the potential effects of universal
school choice on economic growth, the assessment by
Hanushek, Peterson, and Woessmann, again, is arguably
cautious given that the authors chose not to specify
any kind of education reform, and therefore could not
factor in all of the potential transformative benefits that
true choice and competition would have on education
and the economy. Those benefits, given a proper
understanding of markets and incentives, arguably
will have even greater significance than the already
substantial economic benefits estimated by Hanushek,
Peterson, and Woessmann.
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Conclusion

It's clear that investments in human capital—including
education—matter to economic growth.

The link between education and growth has long been a
talking point for elected officials—and they have it right.
However, given the poor performance of the U.S. economy
for at least the past six years—average real GDP growth
of 1.0 percent, and for the past 13 years, average real
GDP growth of 1.8 percent, compared with average real
growth of 3.7 percent from 1950 to 2000—the imperative to
improve economic growth has not been more important,
arguably, than since the Great Depression.

Unfortunately, too much talk about boosting education
to boost the economy comes back to the simplistic and
costly proposal of throwing more taxpayer dollars at
an education system long bloated by taxpayer dollars,
with little to show for such massive expenditures—
except a staffing surge. These dollars invested in public
education that do not boost student achievement are
dollars that could have been spent, for example, on
scientific breakthroughs, on modernizing factories and
other business facilities, or on other goods and services
actually chosen by consumers.

The structure of primary and secondary education in the
United States—that is, government-run and regulated—
runs counter to the market system of competition and
freedom that has provided the foundation for building
successful, competitive businesses and industries
focused on serving consumers, and creating the most
powerful economy on the planet. Therefore, no one
should be shocked that enormous resources are spent
on this education system, while that same system fails to
achieve corresponding results. After all, this effectively
is a government monopoly, and why would anyone
expect innovation, quality, efficiency, and a focus on the
consumer from a monopoly? Moreover, government
monopolies, given their waste and failures, serve as
serious drags on economic growth.

To achieve true excellence in education that will in
turn help to accelerate economic growth, government
control and regulation must give way to true choice and

competition whereby entrepreneurs and educators work
to better serve their customers, i.e., students and families.

Greg Forster summed it up this way: “Worst of all,
the monopoly pushes out educational entrepreneurs
who can reinvent schools from the ground up. Only a
thriving marketplace that allows entrepreneurs to get
the support they need by serving their clients better can
produce sustainable innovation. In any field of human
endeavor, whether education or medicine or politics
or art or religion or manufacturing or anything else,
entrepreneurs who want to strike out in new directions
and do things radically differently need a client base.
There need to be people who will benefit from the new
direction and support it. And that client base must be
robust on three dimensions: size, strength, and suffrage.
There must be enough supporters, they must have enough
ability to provide support, and they must have enough

freedom to decide for themselves what to support.”*"”

More money, along with a host of other efforts, such as
curriculum changes and reforms in teacher compensation
policies, will mean little in terms of education outcomes
and the economy, given that the government-controlled
system will remain in effect.

Substantive change that dramatically alters educational
performance and positively impacts the economy requires
universal school choice. Interestingly, more support for
school choice, including universal school choice, exists
than most people probably think.

Consider that, according to the Education Next 2013 survey
of American adults on the question of a universal voucher
initiative that “gives all students an opportunity to go to
private schools with government funding,” 44 percent
were in favor, with 37 percent opposed.'

However, a 2013 Friedman Foundation for Educational
Choice survey provided definitions of what is actually
meant by various forms of school choice, and the poll
results among American adults are quite encouraging.
For example:

A “tax-credit scholarship system” was favored by 66
percent of adults, with 24 percent opposed.
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(Definition: “A “tax credit’ allows an individual or When choice and competition in education are truly
business to reduce the final amount of a tax owed to expanded in a substantive, substantial way, the benefits
government. Some states give tax credits to will flow forth in terms of improving educational
individuals and businesses if they contribute money attainment and quality, thereby boosting U.S. productivity,
to nonprofit organizations that distribute private innovation, entrepreneurship, and economic growth.

school scholarships. A “tax-credit scholarship system’
allows parents the option of sending their child to
the school of their choice, whether that school is
public or private, including both religious and non-
religious schools.”)

* Education savings accounts were favored by 64
percent of adults, with 25 percent opposed.
(Definition: “An education savings account—often
called an ESA—allows parents to withdraw their
child from a public district or charter school, and
receive a payment into a government-authorized
savings account with restricted, but multiple uses.
Parents can then use these funds to pay for private
school tuition, online education programs, private
tutoring or saving for future college expenses.”)

e On school vouchers, when asked if they favor or
oppose without any definition, 43 percent were
in favor, with 28 percent opposed. But when vouchers
were defined, those in favor jumped to 60 percent
and 32 percent were opposed. (Definition: “A school
voucher system allows parents the option of sending
their child to the school of their choice, whether that
school is public or private, including both religious
and non-religious schools. If this policy were adopted,
tax dollars currently allocated to a school district
would be allocated to parents in the form of a “school
voucher’ to pay partial or full tuition for their child’s
school.”)

e Finally, universal school vouchers gained large
support, whereas means-tested vouchers did not.
When noted that “Some people believe that school
vouchers should only be available to families based
on financial need,” 58 percent disagreed and
37 percent agreed. Meanwhile, when noted that
“Some people believe that school vouchers should
be available to all families, regardless of incomes
and special needs,” 58 percent agreed, and
37 percent disagreed.
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