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INTRODUCTION

President Donald Trump and Secretary Betsy DeVos'’s support for school choice, and especially
private school vouchers, have brought to the forefront a long-standing debate, one nearly as old as
the country. On one hand, opponents argue that schooling is a public good that should be governed
by public means, especially the democratic accountability of school districts. Voucher supporters
counter that we value individual freedom and that those on the front lines, families and school
leaders, should make decisions that they believe are in the best interests of children.

| believe this apparent conflict between public and private goals is exaggerated. Specifically, | argue
that a “managed competition” approach would place more decisions in the hands of families and
school leaders while providing certain roles for government. This approach would best support our
values for individual freedom and public goals, such as democratic citizenship, social cohesion,
and equitable access to quality schools.!

SCHOOLING IS A PRIME EXAMPLE OF MARKET FAILURE

The roots of my argument may be somewhat surprising. Vouchers are often justified on the basis of
free market economics, but this represents a simplistic view of the situation. In reality, the economics
case against vouchers is stronger than the argument for it.

Economics tells us that markets work best when consumers have good information and many
options to choose from, and when the decisions made by one family do not affect others. None of
these conditions holds in schooling. Families expect many different things from schools, almost all
of which are hard to measure and turn into practical information. We measure math, reading, and
other skills with standardized tests because these are the skills we agree schools should provide—
and we happen to be able to measure them reasonably well. But measuring creativity, social skills,
citizenship, art, and music skills is much difficult.




Unfortunately, geography also stands in the way of free markets. We use most services only occasionally—haircuts,
car repairs, and doctor visits. This is important because it allows us to worry less about distance. People often drive
hours to get to the best doctor, but we have to get students to school every day, and families want schools to be
accessible so they can avoid long commutes, attend sporting events and parent-teacher conferences, and pick up
their children when they are sick. Except in high-density urban areas, families will have few options to choose from.

An additional condition for efficient free markets is that transactions between one consumer and producer do not
affect other people. This also fails to hold with schools. Again, schooling is inherently public. One of the most widely
accepted facts about education is that results depend not only on schools and families, but on peers and classmates.
All parents worry about who their children interact with, and for good reason. The problem is that this gives incentives
to schools to compete not on instructional quality, but on the types of students they can attract and retain, similar
to country clubs. This is not a sound basis for competition. It is a zero-sum game.

Further, in almost no other market do we compel families to use a product or service. This means that, no matter
how bad schools are in a given city or town, they will always draw a large number of consumers. Parents have to
send their children somewhere. Since school buildings are only so large, most schools do not seek to expand, the
better schools will not necessarily expand to meet high demand. This means the market will allow low-performing
schools to continue operating.

The concern with markets is not just about efficiency, however. A key public goal of education is to level the playing
field and provide opportunity to all children. But due to the fact that families pay so much attention to the kinds of
students schools attract, private schools have a strong incentive to use admission requirements. In a free market,
then, the most vulnerable students are likely to end up with fewest good options—not only because of geography
and limited competition among schools, but because they are discouraged or excluded from entering the schools
most successful in attracting strong students.

While thinking of schooling as a market can seem cold-hearted and detached from the caring environments we
wish our classrooms to be, there is no denying that schooling is a market and acts like one. Indeed, it is precisely
the unusual features of schooling described above that make it hard to think about it as a market. Of course, we
should not just rely on theory to understand the problems with the schooling market. The same conclusion arises
when we consider the evidence.

THE EVIDENCE FOR A SCALED-UP VOUCHER PROGRAM IS VERY WEAK

There is now a large and growing base of evidence about the effects of market-based school reforms, especially
charter schools and vouchers, on student outcomes. | start with vouchers, which take a free market approach.

There are so many studies of vouchers that it is not necessary to rely on reviews across studies. In particular, one
recent survey of evidence from the University of Arkansas showed that the average effect of U.S.-based voucher
programs on student achievement is essentially zero.?

Scaled-up voucher programs like those previously advocated by Secretary DeVos show the worst effects. There
have recently been four statewide voucher programs: Florida, Indiana, Louisiana, and Ohio. The Florida study? is
inconclusive, and the others show large negative effects. In some respects, the Louisiana results* are more convincing

BROWN CENTER on . .
Why managed competition is better than a free market for schooling 2

Education Policy

at BROOKINGS



because the results have been corroborated by two different sets of researchers and students were assigned to
vouchers by lottery—the most rigorous way to evaluate vouchers. In terms of providing convincing results, the
Indiana® and Ohio® programs, are somewhere in between, but these show negative results as well.

To see large negative effects is worrisome and highly unusual—many programs do not work in education, but few
seem to make things worse. And all but one of these statewide program studies were released after the review
showed no effect on achievement.

Voucher supporters argue that the results have been worse in the recent statewide programs because they have
been “heavily regulated,” by which they mean the requirements that students be tested, that these results be made
publicly available, and that schools must let in any student who is eligible for the voucher. The fact that this fairly
minimal oversight is considered controversial or heavy-handed, however, only reinforces that private schools are
designed to be exclusive and have little interest in external accountability.

Voucher supporters have also argued that the Louisiana and Ohio results look worse than they are because the
tests have higher stakes for the traditional public schools in these studies, which serve as the comparison group.
In this case, the scores of the public school students in the voucher studies may be inflated and make the results
for private schools look worse than they are. This probably explains at least part of these unusual effects, but since
earlier studies of vouchers were based on tests more like those used by private schools, this raises questions about
why the earlier results that used difference tests still seem to show no effects on achievement.”

Only a handful of studies have examined the long-term effects of vouchers on measures like high school graduation
and college entry. While a study of New York City® shows no average effect on college-going, studies from Milwaukee®
and Washington, D.C.1°, do show positive effects. There is not yet any evidence available on the long-term effects
of the statewide program like those now being pursued across the country.

THE EVIDENCE FOR MANAGED COMPETITION IS STRONG—AND
GETTING STRONGER

My argument is that a system of managed competition is much more likely than vouchers and tax credits to produce
measureable results for all children. The evidence on charter schools is most relevant to the managed competition
argument because charter schools have more government involvement. We also know much more about charter
schools than vouchers, and the results are more promising.

While statewide voucher programs generate negative effects, statewide charter programs typically yield positive
effects on achievement. The best and broadest-scale study covering lasting consequences in a number of states
has also found positive long-term effects on high school graduation and college-going.!!

The charter systems in many states started off with somewhat poor results, but there is a clear and consistent pattern
of improvement over time.!? This is not especially surprising since charter schools were being created from scratch,
while vouchers were being used mainly to send children to long-established private schools. As the charter sector
developed, and as the government shut down low-performing charter schools, the results have gotten consistently
better.
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One of the advantages of managed competition is that it still leaves power in the hands of families, creating competi-
tion among schools. Research consistently shows that, whether we are talking about charter schools!? or vouchers**,
competition does seem to improve student outcomes in traditional public schools.

We have also learned a great deal about how to make charter policies work better. Here, the case of my hometown
of New Orleans becomes especially relevant. | have studied this for many years now through my role as the founding
director of the Education Research Alliance for New Orleans at Tulane University.

In the wake of Hurricane Katrina, New Orleans experienced the most sweeping school reforms of any city in the
country, if not the world. Our schools are now run almost entirely by charter schools and charter management
organizations.

But New Orleans was, for several years after Katrina, perhaps the freest schooling market the country has ever
seen. For reasons we might predict from the unusual nature of the schooling market, this period is widely seen as
problematic:

» Rather than families choosing schools, schools were choosing students, sometimes called “cream-skimming.”®

* The enroliment process was time-consuming, chaotic, and created considerable uncertainty for families and
schools. Schools did not know how many students would show up until just before classes started.'¢

»  Student mobility and discipline incidents increased dramatically.?”
*  Many of the schools that initially opened soon failed.®

When the government stepped in to solve these problems, schools improved on almost every available metric.
Achievement, high school graduation, and college entry continued to get better. Discipline incidents and student
mobility, both of which had spiked during the free market period, began to drop when the state stepped in. Government
oversight produced better outcomes with fewer unintended consequences than the market alone. This suggest at
the very least that the government did not hinder improvement—and still left most of the key decisions to families
and school leaders.

MANAGED COMPETITION DEFINED

While | have focused so far on charter schools, this is not meant to be a charter proposal, and certainly | am not
arguing that an all-charter system is best. Rather, the unique features of schooling combined with evidence on
vouchers and charter schools point toward a general approach—managed competition—that will provide all families
with real and better options. Managed competition includes five key elements:

Accountability: It is important that some agency actively ensure that schools are of high quality, that families
have good options to choose from, and that tax dollars are used wisely. With charter schools, this occurs through
the charter authorization process, performance-based contracts, and, as a last resort, taking over low-performing
schools. As the federal Every Student Succeeds Act recognizes, performance frameworks should be based on a
wide variety of measures, not just student test scores.
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Accessibility: Given the unusual features of the schooling market, school choice is no guarantee at all that families
will have real options. Broad access requires oversight of enroliment, discipline, and transportation policies to prevent
intended, as well as unintended, exclusion of students.

Transparency: Markets do not function without good information, and markets themselves often fail to provide that
on their own. In addition to requiring data gathering and reporting, the government also needs to ensure that charter
boards post their meetings publicly, provide audited financial statements, and ensure that publicly funded schools
do not fall prey to conflicts of interest.

Coordination: Some problems that may emerge (e.g., creating a supply of quality teachers) may be more easily
solved through coordination by a government body that has some degree of authority.

Enforcement: The rules and information necessary to make the market function are obviously of little use if they
are not enforced. Moreover, the government needs to carry out its most basic function: protecting and enforcing
students’ civil rights.

This managed competition approach provides many advantages. It shifts control down to those who are closest to
students—their families and school leaders. It helps ensure that families have good options to choose from. It also
creates healthy pressures on all schools to improve and meet students’ needs. Paul Hill and others have made
similar observations.?

One possible response by those supporting free markets is that the complexity of schooling means that families will
have better information than governments. This is partially correct. Families have information that others do not,
but the government is arguably the only feasible source for some of the information that parents want, especially if
parents want to compare schools as they are making choices. A system of managed competition, which combines
both sources of information, is likely to yield the best results, and allow the government to carry out its fiduciary role
to hold schools accountable for public funds.

More generally, managed competition provides the advantages of markets while avoiding the disadvantages.

SCHOOL DISTRICTS AND STATE GOVERNMENTS STILL HAVE IMPORTANT
ROLES TO PLAY

This proposal for managed competition is admittedly vague. There are many variations on the managed competition
theme that could be effective. The above functions could be carried out by various combinations of state and local
government agencies and nonprofits.

The role of school districts is perhaps most noteworthy given that these agencies still operate the vast majority of
publicly funded school for more than a century. | believe districts still have important roles to play. There is a reason
that local school districts have continued to operate for more than a century and that most families still like their
public schools. They help build local neighborhoods and communities—the public aspect of schooling. They take
advantage of economies of scale, which allows them to reduce administrative costs and push more funding into the
classroom. There is something to be said as well for local democratic control in deciding the right mix of schools
and providers to make available.
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This does not mean school districts should be the main agency carrying out the five main functions of government.
Having school districts serve as authorizer of independent schools is unlikely to help, given that such schools, such
as charters, would then compete with existing traditional public schools. But making district schools available as an
option for families helps address many concerns, including the possibility that the market alone will not serve some
students well, and that the market leaves families with considerable uncertainty about what schools their children
will be able to get into when they move to a new neighborhood. This means that school districts can be an important
part of the managed competition mix.

It is difficult to imagine that these various roles for government under managed competition could be carried out at
the state or federal levels; there are far too many schools to execute all these functions effectively. This means that
some other local government agency would need to perform most of the key tasks. But again, there are many ways
to design such systems, and we probably need different approaches in different locations. In many places, where
traditional public schools are working well, a district-focused system may make sense. In others, where they are
performing poorly, a more significant shift to managed competition will likely make more sense.

MARKET REFORM WORKS BETTER IN URBAN LOCATIONS

There is another important pattern in the evidence that may be more important than anything discussed thus far.
While there are no achievement effects on average from vouchers, the more positive effects that have sometimes
emerged with longer-term outcomes are all in urban locations: Milwaukee, New York City, and Washington, D.C.
Indeed, this is exactly where we would expect a free market to work best, where traditional public schools appear
least effective and where population density and transportation networks give more choice to families.

We see the same pattern with charter schools. A nationwide study of charter schools by Stanford researchers finds
positive effects in urban areas and negative effects in rural areas, further reinforcing the conclusion that a broad-
scale free market program will not succeed.?® Other studies of the effects of private schools (even aside from voucher
programs) also suggest that their effects, where they arise, are concentrated in urban areas.?

An important implication of this pattern is that all of these types of market-based reforms, whether charter or voucher,
seem to have more limited prospects in suburban and rural locations. This means that, for the vast majority of the
country, we will need a different approach, and probably a strong reliance on traditional school districts.

CONCLUSION

Schooling is a highly unusual market. It is hard to identify other markets with such complex, hard-to-measure
outcomes. Itis hard to identify other markets where we have to travel to a specific location every day, limiting options
and choice. It is hard to identify other markets where the value of the service so dependent on who else is in the
building. This is why schooling is one of the clearest imaginable economic cases of market failure. If there is any
market that would benefit from a role for government, it is the market for schooling.

The evidence to date should also make us cautious about broad-scale voucher and tax credit involving almost no
government oversight. While voucher programs have produced some modest positive results in small-scale pilot
programs with low-income and minority children in urban areas, they have failed when taken to scale in the way
that some policymakers are now pursuing.
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A system of managed competition, with varying designs in different types of locations, can provide the account-
ability, accessibility, transparency, coordination, and enforcement necessary to make this very unusual market work
for all children.
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