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Foreword


The Thomas B. Fordham Foundation is very pleased to co-sponsor with The Independent Institute the preparation and publication of this important and provocative study by Richard K. Vedder.


That does not mean we necessarily agree with all of the ideas set forth herein or are ready to see them embraced tomorrow by the entire country. But they deserve to be widely debated and tested.


Giving teachers an economic stake in the success of their schools is a terrific idea. Letting teachers (and other school staff) actually own their schools is also intriguing. Creating stronger, competitive incentives for school success is an important policy emphasis, recently underscored by the National Alliance of Business in its report, Improving Performance: Competition in American Public Education. Professor Vedder’s wide-ranging and inventive study frames several approaches to accomplishing these worthy goals. That’s why we are delighted to have this monograph circulating.


Some people will doubtless be uncomfortable with Vedder’s proposal for school privatization, especially the suggestion that schools may charge tuition over and above the amount of the publicly funded “vouchers” that their students might receive. I’m wary myself, nervous that profit-maximizing schools may raise prices beyond the ability of low-income families to pay or look askance at “high-cost” youngsters with disabilities. Vedder doesn’t think so, however, and points to historical and contemporary evidence that private schools serve needy children well. Skeptics may well respond that this evidence is too limited or from too distant a past to justify confidence.


All the more we should try it and see. We know that the education status quo is unacceptable, particularly for disadvantaged youngsters. Thus, I conclude about Professor Vedder’s proposals, as about so many of today’s proliferating education reform ideas, that we shouldn’t just debate theories and “what ifs”. We should encourage bona fide experimentation. Vedder’s ideas deserve a proper field test at the community or state level.


Can that happen? The more time I spend in this field, the more appalled I become by the argument that no reform should even be tried unless and until its proponents can prove in advance that it will work perfectly and will have no adverse consequences or unwanted side effects. Of course, the people who make that argument never apply the same standard of perfection to the present failing system. As a result, the system is allowed to continue engaging in education malpractice—while proposed alternatives are blocked. I am also wary of the odor of anti-empiricism that accompanies this stance, the whiff of “we don’t really want to know whether this will work; we’re afraid to find out; hence we’re better off ignorant.”


Nobody yet has found a foolproof formula for revitalizing American K-12 education. So let’s be humble enough—and empirical enough—to try as many tantalizing approaches as we can. In that spirit, I commend Richard Vedder’s pioneering ideas for your consideration.


Chester E. Finn, Jr.,
President
Thomas B. Fordham Foundation
Washington, D.C.




1


Introduction


This Independent Policy Report examines the concept of employee-owned for-profit schools, showing that it is an idea with strong historical roots that was hastily discarded more than a century ago, despite evidence that it was improving literacy. For-profit education is again on the rise in America, and is a form of delivery that deserves serious consideration.


For at least the past two decades, there has been mounting concern that U.S. youth are being poorly educated. Americans fare poorly on international tests in math, science and other subjects. An education reform effort begun in the early 1980s has met with, at best, limited success in terms of improved student outcomes, despite a huge increase in resources devoted to public schooling. Educational efficiency (outcomes related to costs) has by many measures declined significantly.1


Piecemeal reforms such as strengthened teacher certification, merit pay, decentralized management, reduced class size, public-school choice and curricular innovation (e.g., whole language approach, block scheduling, Core Knowledge) have had limited impact. Accordingly, in recent years, attention has increasingly focused on the creation of new and more market-based approaches to delivering education services. In part, this has taken the form of increasing privatization of education with the use of public funds, such as the outsourcing of school services to private firms and proposals to use vouchers (scholarships) to allow students to attend private schools. A further approach has been charter schools, which seek to free public schools from many of the bureaucratic and regulatory restraints that inhibit education innovation. Finally, a growing number of parents have become so disenchanted with all conventional schools that they have been teaching their children at home.


Historical and contemporary evidence suggest that for-profit education often yields improved student outcomes at reduced costs. Thus education productivity improves. The discipline and incentives of the marketplace lead to behavioral modification that promotes both learning and efficiency.


Another argument in support of for-profit education relates to the fact that other reform efforts (e.g., vouchers, independent charter schools, home schooling) have been fought bitterly by groups with a special interest in maintaining the status quo, including teacher unions, but in some cases also state department bureaucracies, PTAs, school boards and administrator organizations, etc. Opponents have generally succeeded in fending off vouchers, constraining charters and watering down other attempts at radical reform.


For-profit schools deal with this political problem by changing the delivery system in fundamental ways while simultaneously offering the potential of financial rewards for teachers and others who feel threatened by change. One approach is to make school employees (and perhaps others who are closely involved with the schools) part or full owners of privatized, for-profit corporations. In return for a transfer of wealth to these employees, they would be invited, tempted, or, under some scenarios, obliged to go along with a shift to competitive for-profit delivery systems. The method of transfer to private ownership might vary, but could well be similar to the Employee Stock Ownership Plans (ESOPs) that are commonplace in American business.


This study provides a detailed discussion of how ESOP-type schools might work, and identifies some of their problems and potential benefits. It shows that profit is not a new concept in U.S. schooling and that there are both historical precedents and contemporary examples of successful proprietary schools. It suggests that moving to an ESOP approach for primary and secondary education might approach what economists call “Pareto superiority,” a situation where some people will be better off and no one is worse off than before. This cannot be determined for certain, however, without a serious and properly designed experiment with the ESOP approach.
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American Education:
Poor Outcomes and Declining Efficiency


By most indicators, American children, nearly 90 percent of whom attend government-operated public schools, learn less than their counterparts in other highly developed countries.2 By some indicators, they learn less than they did thirty years ago, and even where there are signs of improvement in knowledge, they are small.3 In the best case scenario, education outcomes have improved very modestly, while the costs of obtaining them have soared. Inputs (resources) are rising faster than outputs (student learning), so efficiency has declined. Even with the best case scenario, a large percentage of Americans at the completion of secondary schooling lack the skills needed in today’s knowledge–intensive workplace. While recent experience may call the conclusion into question, at least one scholar has attributed America’s productivity slowdown after 1973 to a decline in student academic performance.4


Figure 1 shows that from 1967 to 1997, the average composite SAT score fell in the United States. The drop was pronounced between 1967 and 1980, and then shows a partial recovery since. The math scores have risen more than verbal scores, which still languish well below the levels observed in 1967. ACT test scores showed a similar decline in the 1970s as well. The findings are not much better if one uses alternative indicators. For example, the National Assessment of Educational Progress (NAEP) has tested U.S. students for more than three decades at the fourth, eighth and twelfth grade levels. In reading, there have been very slight gains in average NAEP test scores from 1971 to 1996, but some of them (e.g., for seventeen-year-old students) have not been statistically significant.5
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