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CHAPTER 7

Investing in Education and Training

THE FEDERAL GOVERNMENT HAS BEEN a vital partner in
education for more than 200 years. Even before the Constitution
was adopted, the Ordinance of 1785 set aside a section in every
township in the new territories west of Pennsylvania to support a
school. In 1862 the first Morrill Act authorized Federal land grants
to States for the establishment of colleges. As World War 1l came
to an end, a grateful Nation offered the G.I. bill, which eventually
served nearly 8 million returning veterans—and fundamentally
changed the educational landscape of the country. Today, Federal
educational loans and grants open the doors to college for millions
of students who could not otherwise attend, and Federal grants to
low-income schools help more than 6 million children learn to read
and to do math.

Learning is a lifelong process, not limited to those between the
ages of 5 and 25. From early childhood education to college to
training for the unemployed, this Administration has sought to
complement the efforts of State and local governments in respond-
ing to the new demands of the labor market. The Nation is in the
midst of an educational renewal, and families, teachers, local school
districts, colleges, States, employers, and the Federal Government
all have a role to play in the transformation.

The renewed Federal interest in education and training is in part
a response to the two challenges outlined in Chapter 1: the slow-
down in the growth of productivity and the increase in earnings in-
equality. Education and training policy is one of the few policy le-
vers available to address both problems simultaneously.

One of the most dramatic changes in our economy during the
past 15 years has been the increased economic payoff to skills, as
reflected in the increased inequality in earnings between high
school and college graduates. In 1979 full-time male workers aged
25 and over with at least a bachelor’'s degree earned on average 49
percent more per year than did comparable workers with only a
high school degree. By 1993 the difference in wages had nearly
doubled, to 89 percent. To the extent that this rise in the payoff
to education reflects an increase in the value of skill, improving our
schools and expanding access to postsecondary training stimulate
economic growth. Based on estimates from the Bureau of Labor
Statistics, the rise in the average educational attainment of the
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workforce accounted for one-fifth of the annual growth in produc-
tivity between 1963 and 1992. International evidence reveals that,
all else equal, those nations with the highest school enrollment
rates in the early 1960s tended to enjoy the most robust growth in
subsequent decades.

Education and training policies can also help address the prob-
lem of growing inequality. A primary goal of Federal policy must
be to ensure that educational opportunities are not restricted to
those whose parents can finance an education out of their own
pockets. Federal programs such as Head Start, which helps low-in-
come children prepare for school; Title | of the Elementary and Sec-
ondary Education Act, which provides supplemental Federal assist-
ance to low-income schools and school districts; and Federal finan-
cial aid for college students are all designed to support those who
would otherwise not have an equal opportunity to invest in learn-
ing.

The sharp rise in family income inequality should not be allowed
to cause greater inequity in access to educational opportunities.
The widening disparity in earnings prospects between the more
and the less educated makes such efforts to equalize educational
opportunities even more imperative. Since the 1980s the Nation's
track record in equalizing educational opportunity has been mixed.
In elementary and secondary schools, racial gaps in test scores in
mathematics, reading, and science have closed somewhat, even as
mean scores have risen for whites as well as blacks and Hispanics.
The black-white gap in high school graduation rates has also nar-
rowed since the mid-1970s, as high school graduation rates rose for
blacks.

However, gaps in college enrollment rates between low- and
high-income youth and between minority and white, non-Hispanic
youth have widened since the late 1970s (Chart 7-1). Although all
groups have responded to changes in the labor market by attending
college at higher rates, the increases have been larger for middle-
and higher income youth than for low-income youth. Because
blacks and Hispanics are overrepresented at the bottom of the in-
come distribution, the racial and ethnic enrollment gaps have wid-
ened as well.

The widening gaps in college enrollment are troubling for at least
two reasons. First, they may imply an increasing perpetuation of
inequity from one generation to the next—with access to higher
education increasingly allocated on the basis of ability to pay, not
ability to learn. In this country, which values the principle that
children’s success in life should not be held hostage to their par-
ents’ lack of resources, this is unacceptable. A second reason is that
low enrollments deprive the economy of the skills of those unable
to finance those investments. The labor market is demanding high-
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Chart 7-1 College Enroliment Rates of Young High School Graduates
Enrollment rates have increased for white, black, and Hispanic high school
graduates, but the increase in white enrollment has been larger.
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er levels of skill, and the economy will grow more quickly if we suc-
ceed in producing more skilled workers.

Education and training policy can contribute to reversing the
growth of inequality in the country in two ways. First, by targeting
educational resources more effectively, education and training pol-
icy may enable more of our citizens to benefit from the rising payoff
to skill. Second, a robust supply response that creates an abun-
dance of skilled labor and causes less-skilled labor to become rel-
atively more scarce may slow the rise in the price of skill in the
labor market, reducing the growth of wage inequality and possibly
even reversing it somewhat.

In short, the Administration’s education and training policies are
predicated on the three principles outlined in Chapter 1. They en-
courage students and schools to embrace change by developing the
skills demanded by the new labor market. They create opportunity
by targeting resources to the disadvantaged, providing greater op-
portunity to participate fruitfully in that market. And they promote
personal responsibility, by stressing to young people and workers
that they are responsible for making their own educational choices,
and by requiring them to share some portion of the cost: through
their efforts in school, through the earnings they forgo to remain
in school, through their participation in the Federal Work Study
program, and through their obligation to repay educational loans.
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This chapter first reviews the good news on the extent to which
the Nation has responded to the rise in the value of education since
the early 1980s, as well as the sobering news on how far we still
have to go. The chapter then examines the evidence from the eco-
nomics literature on the payoff to investments in schooling and
training. Finally, we describe the Federal role in education and
training policy in complementing State and local efforts.

AMERICANS ARE RESPONDING TO THE DEMAND
FOR SKILLS

Americans have always placed a high value on education, seeing
it as a ladder of opportunity. Therefore, the country was ready to
respond when A Nation at Risk, the 1983 report of a commission
appointed by the Secretary of Education, sounded the alarm over
declining nationwide test scores. Since then a number of States and
local school districts have launched ambitious reform projects.
After a decade of effort, progress clearly has been made:

» Students are spending more time on homework than they did
at the end of the 1970s. The proportion of 13-year-olds report-
ing that they had no homework or that they had not done their
homework declined from 38 percent in 1980 to 25 percent in
1992.

e The proportion of 11th- and 12th-grade students taking ad-
vanced placement courses grew by 138 percent between 1984
and 1992.

« In 1992 the average public high school graduate had completed
49 percent more courses in algebra or higher mathematics, 33
percent more coursework in science, and 8 percent more
coursework in English than his or her counterpart in 1982.

» Between 1980 and 1993, the proportion of students in grades
10 through 12 remaining in school rose for whites, blacks, and
Hispanics. The decline in the dropout rate was particularly
steep for blacks.

The hard work of students, parents, teachers, and school admin-
istrators has borne fruit in the form of higher test scores and high-
er college enrollment rates. Some year-to-year fluctuations notwith-
standing, most of the trends suggest that progress is being made:

e As measured by scores on the National Assessment of Edu-
cational Progress, average mathematics proficiency rose for
nearly every age, gender, and racial or ethnic group between
1978 and 1992.

* Average mathematics scores on the Scholastic Aptitude Test
(SAT) rose by 13 points overall and by 28 points for blacks be-
tween 1980 and 1994. These gains are particularly impressive
given the large increase in the proportion of high school stu-
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dents taking the SAT, which would have tended to reduce av-
erage scores.

The proportion of college-age youth (those 18 to 24 years old)
enrolled in college grew by more than one-third between 1980
and 1994, from 26 percent to 35 percent.

The numbers of associate, bachelor's, and doctoral degrees
awarded grew by 28 percent, 25 percent, and 29 percent, re-
spectively, between 1980 and 1993, even though the population
of college-age youth declined by 15 percent.

However, much remains to be done. Although average scores
have been rising in mathematics and science, much of the gain has
occurred in lower level computational skills rather than in higher
level problem solving. Reading and writing test scores declined
slightly for the weakest students during the late 1980s. Perhaps
most disturbing, students in the United States continue to lag be-
hind their counterparts in many Asian and European countries in
math and science (Chart 7-2).

Chart 7-2 Mathematics Proficiency of U.S. and Foreign Students
The median performance of U.S. 13-year olds in 1991 was below that of students
in several other countries.
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Although it is tempting to extrapolate from current trends and
to assume that the rise in skill-related earnings inequality will con-
tinue unabated, economic historians tell us that the payoff to edu-
cation has fluctuated over the past 50 years, rising and falling with
changes in supply and demand. For example, the ratio of the aver-
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age earnings of a college graduate to the average for high school
graduates is today roughly what it was in 1940. Economic theory
predicts that positive shifts in demand will be met by increases in
the quantity supplied. Although Americans have responded by en-
rolling in college in record proportions, so far the demand for skill
has outpaced the Nation's ability to produce more skilled workers.
But the demographic tide is gradually turning, as the number of
18- to 24-year-olds is expected to rise by 20 percent over the next
15 years. Eventually the rise in the labor market value of skill, and
the wage inequality it has brought about, may be dampened if
these new workers are better equipped to meet the demands of the
labor market. The remainder of this chapter discusses the role of
government policy in aiding that response.

DO EDUCATION AND TRAINING LEAD TO HIGHER
EARNINGS?

Throughout the 1980s the gap in real annual earnings widened
between American workers with different levels of education (Chart
7-3). Labor economists have argued for decades over whether edu-
cation actually causes differences in earnings, or whether those
with better earnings prospects—because of more favorable family
backgrounds or greater native ability—simply consume more edu-
cation. After literally hundreds of studies of the economic impor-
tance of education, most economists now agree that education does,
indeed, lead to higher earnings (although they may disagree about
the size of the effect). Each additional year of formal schooling is
associated with a 5 to 15 percent increase in annual earnings later
in life. Even without counting the other benefits offered by edu-
cation—a more active citizenry, breakthroughs in science and the
arts, less reliance on social welfare programs—such benefits are
often large enough to justify the public and private investments in-
volved (Box 7-1).

Questions of causation are difficult to resolve, however, because
unlike natural scientists working in the controlled setting of the
laboratory, researchers cannot simply assign people randomly to
different educational careers. Even if one tried to perform such an
experiment, those assigned to lower levels of educational attain-
ment or training could always decide to pursue their options else-
where. This implies that random assignment experiments can only
evaluate the incremental impact of specific programs over that of
opportunities available elsewhere—not the full value of the train-
ing. The more options available for education and training, the
smaller will be the incremental impact of any specific program—
even if the training itself is quite worthwhile. Therefore, in addi-
tion to using experimental evidence, economists have exploited sev-
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Chart 7-3 Percent Difference in Annual Earnings for College and High School Graduates
Differences in mean earnings by educational attainment have widened.
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eral other sources of variation in educational attainment in study-
ing the effect of additional education and training on earnings.

COMPARING THE EARNINGS OF SIMILAR WORKERS
WITH VARYING EDUCATIONAL ATTAINMENT

For decades survey researchers have collected information not
just on education and earnings but on other characteristics, such
as standardized test scores, parental education, and family income,
which might be related to both educational attainment and future
earnings. In analyzing these data, economists have attempted to
control for prior differences in earnings prospects between the more
and less educated, by studying the relationship between education
and earnings only among those who might be expected to have
similar earnings given their other characteristics.

In such studies, more than 75 percent of the estimated impact
of education typically remains even after controlling for test scores
prior to entering college. One recent study compared the earnings
14 years after high school of a sample of graduates of the high
school class of 1972 who had attended different types of postsecond-
ary institutions. Although those who had attended 4-year institu-
tions had higher earnings than either community college students
or those with no postsecondary training, they also had higher
grades, higher standardized test scores, and more favorable family
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Box 7-1.—Is a College Education a Worthwhile Investment?

Calculating the return on any investment involves assessing
both costs and benefits. Here we do some back-of-the-envelope
calculations of the economic return to a college education.

Although a college education certainly yields other benefits,
earnings differentials after college—the additional wages that
a college graduate earns compared with a high school grad-
uate—are perhaps the easiest to measure. It remains to be
seen how today’s college graduates will fare over the next 45
years of their careers; absent that information, the most
straightforward approach is to assume that the difference in
earnings observed among people of various ages and edu-
cational attainments today will persist into the future.

A college education clearly has high costs as well. In addition
to the $10,000 in average educational costs per year of college,
students forgo potential earnings while in school. Since a full-
time college student would typically miss 9 months of work ex-
perience in a year, three-quarters of the average annual earn-
ings of an 18- to 24-year-old male high school graduate, or
$12,200, is a reasonable estimate of earnings forgone for each
year of full-time college study. Therefore the total cost of a
year in college is the combination of educational costs and for-
gone earnings, approximately $22,200.

If these measures of costs and benefits are accurate, the in-
ternal rate of return on 4 years of college for a male, 13 per-
cent, is higher than that for most financial instruments. Even
if one attributes only 75 percent of the earnings difference be-
tween high school and college graduates to schooling, the inter-
nal rate of return is still 11 percent. Despite the high costs,
then, a college education continues to be a worthwhile invest-
ment.

backgrounds upon graduating from high school—all characteristics
that would have predicted higher earnings for them even if they
had not attended college. Comparing those who had similar family
backgrounds and academic characteristics in high school, the re-
searchers found that a year of community college was associated
with an increase in earnings of 4 to 7 percent, roughly the same
as that associated with a year in a 4-year college.

STUDIES USING TWINS

Admittedly, however, many of the characteristics that affect
earnings are difficult to measure. Such easily quantifiable variables
as family income or years of education received by one’s parents
may not fully capture the myriad differences in family background.
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Rather than attempt to collect information on a seemingly infinite
list of characteristics, some survey researchers have gone to great
lengths to follow the experience of pairs of identical twins. Because
identical twins growing up in the same household share a variety
of environmental and genetic factors, analyzing differences in their
earnings and educational attainment eliminates the need to meas-
ure the subtle ways in which backgrounds may differ between fam-
ilies.

The conclusion of this research is that, even among identical
twins, those with more education tend to earn more. In some stud-
ies, the difference in earnings associated with a year of education
has been as great as the 5 to 15 percent earnings difference per
year of education observed in the broader population. For example,
a recent study of this type found that each year of education was
related to a difference in earnings of between 12 and 16 percent.

NATURAL EXPERIMENTS

Just as individuals from different families may differ in ways
that are not easily measured, identical twins may have different
experiences growing up that would lead one twin to attend school
longer and to earn more in the labor market than his or her sib-
ling. A third approach, therefore, is to identify laws or institutional
differences that may have an effect on educational attainment but
are expected to have no independent effect on earnings.

Compulsory schooling laws provide one such opportunity. Many
States once had regulations that allowed only those turning 6 dur-
ing the current calendar year to enter first grade in the fall. In
other words, 5-year-olds with their 6th birthdays falling on or be-
fore December 31 could begin classes in the fall, while those born
on January 1 or later had to wait an additional year. Because com-
pulsory schooling laws specify a minimum age of mandatory at-
tendance (usually age 16 or 17) and not a minimum grade level,
those born during the first calendar quarter reached the age at
which they could drop out after having completed a year less of
school than those born in the last calendar quarter. As long as the
earnings of those born at different times of the year do not vary
systematically for reasons unrelated to educational attainment, the
interaction between compulsory schooling laws and calendar quar-
ter of birth provides a “natural experiment” for measuring the im-
pact of education on earnings. Researchers have found that those
with birthdays in the first calendar quarter were indeed slightly
more likely to drop out at lower grade levels than those born later
in the year. Moreover, each year of additional education was associ-
ated with a 5 to 10 percent increase in hourly wages later in life.

The study of compulsory schooling laws is particularly important
because it identifies the payoff to a year of schooling only for those
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who are constrained by such laws to remain in school, rather than
describing the average return to education for all who remain.
Therefore, the results suggest that even those who would have
dropped out earlier than compulsory schooling laws allowed seemed
to benefit from additional schooling. This is a strong argument for
measures to deter high school students from dropping out (Box 7—
2).

RANDOM ASSIGNMENT EXPERIMENTS

Even though, as noted above, random assignment experiments
can identify only the incremental impact of specific programs and
not the value of training itself, some programs do indeed seem to
raise the earnings of those who are assigned to them. The primary
advantage of being able to randomly assign some subjects to train-
ing and others to a comparison group is that one can expect that
any resulting difference in average earnings for the two groups is
due to the incremental training provided and not to some other dif-
ference between the two groups. Although the studies are usually
conducted on a small scale, random assignment evaluations have
often found that education and training raise the earnings of par-
ticipants. For instance, in recent years the Center for Employment
Training (CET) in San Jose, California, has achieved impressive re-
sults in two different random assignment evaluations. Out-of-school
youth receiving an average of 4.1 months of training at CET
earned 40 percent more per year (approximately $3,000 per year in
1993 dollars) than the control group during the third and fourth
year after being assigned. The total cost of the program per en-
rollee was $4,200. In a separate random assignment evaluation of
a program for minority single female parents, participants earned
$1,500 (again in 1993 dollars) more than the control group in the
second year after training. Earnings increases remained large in
the fifth year of the study, by which time those who had received
training and job placement services were still earning 16 percent
more than the control group.

Education and training for experienced workers yield economic
benefits as well. A recent random assignment evaluation of the Job
Training Partnership Act (JTPA), a Federal program providing
training for economically disadvantaged clients, found that partici-
pation increased the earnings of adult male participants by 7 per-
cent and those of adult female participants by 10 percent. These
earnings gains were one and one-half times greater than the costs
of producing them.

LEARNING OR SORTING?

Although labor economists would generally agree that education
and training do lead to higher earnings, it is more difficult to deter-
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Box 7-2.—New Opportunities for Potential Dropouts

One of the eight goals set out in the Goals 2000 Act is to
raise high school graduation rates to 90 percent by the year
2000. Indeed, dropping out of high school is not a good finan-
cial decision. A male youth who finishes the last 2 years of
high school will reap a net lifetime earnings increase of
$99,000 (stated in present value terms at a 3 percent discount
rate). Even when one considers the cost to taxpayers of 2 addi-
tional years of public secondary education ($5,600 per year),
the internal rate of return for a male completing high school
is 9.5 percent. Persuading young people to remain in high
school seems a particularly worthwhile investment.

Between 1987 and 1989 the Department of Labor conducted
a random assignment evaluation of JTPA programs for out-of-
school youth. The average youth assigned to JTPA did not re-
ceive higher earnings during the 30-month evaluation than did
those assigned to the control group, many of whom partici-
pated in other non-JTPA education and training programs. In
other words, the availability of JTPA programs did not seem
to add much to the existing array of services for out-of-school
youth.

In response, the Department of Labor is exploring alter-
native strategies. For instance, rather than providing training
to students once they drop out of school, the department is
funding a replication of a promising high school dropout pre-
vention program. The Quantum Opportunities Program (de-
scribed in more detail in the 1995 Economic Report of the
President) will be replicated with over 1,000 participants at
seven sites around the country.

The Labor Department is also conducting a major evaluation
of the Job Corps program, a comprehensive, residential job
training program for high school dropouts. Treatment and con-
trol subjects will be followed for 5 to 6 years to determine the
impact of the program on employment and other social out-
comes.

The Labor Department has also experimented with “geo-
graphic targeting,” saturating high poverty communities in
inner cities and rural areas with job training, work opportuni-
ties, school-to-work programs, and sports and recreation activi-
ties. The aim is to reach enough young people in a neighbor-
hood to reverse the effect of peer pressure. Although the satu-
ration approach made random assignment difficult, a
nonexperimental evaluation is yielding promising results.
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mine why they matter. Do employers pay their highly educated
workers more because of the skills they have learned, or do the
more educated earn more because educational attainment provides
other signals to an employer about them, such as their persever-
ance or level of motivation? The question is very difficult to resolve
empirically, since it is difficult to measure acquired skill as distinct
from educational attainment. For instance, we infer the extent of
a physician’s training not by directly measuring his or her medical
knowledge but by observing his or her educational credentials.

It is likely that some portion of the observed payoff to schooling
is due to both the “skills” and the “sorting” explanations. However,
it appears that technological change has increased the value of
some skills more than others. Even if sorting accounts for some
portion of the value of education, higher level problem-solving skills
have almost certainly increased in value with the availability of
computers. Furthermore, it would be difficult to attribute the large
increase in the payoff to schooling, even among those who have
been in the labor market for decades, to an increase in the value
of education as a signal. Greater success in producing these skills
not only would raise the earnings of those benefiting, but also
would contribute to economic growth. Moreover, when it comes to
improving the earnings prospects of the disadvantaged, whether it
is the skill learned or the credential acquired that opens the door,
such investments improve the prospects of those who may lack the
resources to invest in themselves and reduce the perpetuation of
poverty.

THE PAYOFF TO PUBLIC INVESTMENT IN
EDUCATION

Since the publication of Equality of Educational Opportunity
(commonly known as the Coleman Report) in 1966, researchers
have struggled with the question of whether increased expenditure
on schools improves student performance. The debate is often quite
contentious because of the large differences in expenditure per
pupil between rich and poor school districts. For example, during
the 1992-93 school year, New Jersey spent more than $9,400 per
pupil in public elementary and secondary schools, while Alabama
and Mississippi spent less than $3,900. Regional differences in the
cost of living can explain only a small part of such variation. Fur-
thermore, given the importance of local financing of public edu-
cation, expenditure per pupil can differ by a factor of two or three
even between districts in the same State.

Typically, analysts compare average test scores in high-spending
and low-spending districts to learn about the effect of additional re-
sources on scores. Not surprisingly, the high-spending districts
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have higher average scores. However, since high-spending districts
also tend to have higher average family income and parental edu-
cation, the differences in student performance may be caused not
by differences in the level of spending but by differences in family
resources. When analysts compare test scores in high- and low-
spending districts with similar family incomes and parental edu-
cation, the results are often considered provocative: districts that
spend more are often found not to have higher test scores.

However, additional resources could have other beneficial im-
pacts. The standardized tests used in much of the research may not
reliably measure the kinds of improvements that parents or policy-
makers would expect schools to produce with additional resources.
The benefits of new courses in American history, geometry, or cal-
culus or improved learning opportunities for the disabled—valuable
as they may be—would not be captured by such measures.

Consistent with this hypothesis, studies of the long-term impacts
of school expenditure on earnings and educational attainment—in
contrast to those that focus on test scores—yield more optimistic
evidence that public investment in elementary and secondary
schooling does generate benefits later in students’ lives. For in-
stance, better paid and better educated teachers and smaller class-
room size have been associated with greater educational attain-
ment and higher payoffs to education later in life, even if they have
not had large effects on the particular test scores used. One recent
study concluded that the payoff was not only positive but finan-
cially lucrative: a 10 percent increase in expenditures from kinder-
garten through 12th grade would produce additional lifetime earn-
ings valued at 1.2 times the additional cost (in present value
terms). Admittedly, studies of this kind remain few, and some au-
thors have reported less positive results, but some evidence sug-
gests that past increases in spending on education did bear fruit,
even if the results did not register on the particular tests used.

But the debate over such findings often misses a more relevant
question: rather than continue to debate how much of a difference
additional resources have made in the past, we should be asking
how programs and incentives could be structured today to ensure
even greater benefits from resources invested now and in the fu-
ture. It is difficult to believe that a knowledgeable school principal
could not find a way to use additional resources to improve student
learning, as long as the incentives in the environment rewarded
such gains. The task of policymakers should be to create an envi-
ronment in which incentives dictate that resources be invested
profitably.

On this question, Federal, State, and local governments are al-
ready a step ahead of the academic debate. Many of the edu-
cational reforms being pursued today seek to produce more decen-
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tralization and greater accountability, both of which are designed
to create an environment in which resources are used more effi-
ciently. The charter school movement is a good example. Minnesota
was the first State to pass a law allowing for charter schools in
1991. Since then 19 other States have enacted laws permitting the
development of charter schools. A charter school is usually the
brainchild of a committed group of teachers or set of parents who
want the flexibility to try a different approach. Typically, they
apply to the local school board or the State department of edu-
cation for a charter allowing them to open a new school with public
funding. Since charter schools are public schools, they do not
charge tuition. Such charters typically waive many of the regu-
latory requirements imposed on other public schools for 3 to 5
years, at which time they are subject to review.

Charter schools enhance accountability in two ways. First, char-
ter contracts often specify benchmarks for performance, such as
scores on specific State assessments. In exchange for the freedom
to innovate, charter school organizers are expected to produce re-
sults. Some contracts are more specific in spelling out such per-
formance expectations than others. As States develop better assess-
ment tools under the Goals 2000: Educate America Act (described
below), these performance expectations can be more explicitly stat-
ed. Second, the presence of charter schools is intended to encourage
innovation by nearby public and private schools, through the dem-
onstration of successful educational strategies and through the
threat of lost enroliment.

The Department of Education has helped to nurture the charter
school movement by providing seed money for the establishment of
charter schools. In the 1995 fiscal year, the Federal Government
provided nearly $6 million in grants to help cover startup costs for
charter schools. The Administration hopes to increase this commit-
ment significantly over the next few years.

But the establishment of charter schools represents only one way
in which States and local school districts are seeking to provide
better incentives for schools and teachers. School report cards, per-
formance bonuses for schools, magnet schools, and other forms of
public school choice are also being tested.

Publicly funded vouchers for use at private schools are another,
more radical approach. But vouchers have several problems. Their
advocates fail to recognize the many ways in which education for
children differs from conventional goods. The primary risk of
vouchers is that they may produce a dramatic increase in social
stratification. The cost in terms of the resulting damage to social
mobility and social cohesion could exceed any benefit in terms of
better school performance. Because they are public schools depend-
ent upon public support, charter schools can be more carefully
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planned to serve all children’s interests by locating them in urban
areas, by insisting on open admissions policies, by holding them di-
rectly accountable for results, and—when oversubscribed—by re-
quiring them to establish lotteries for admission. Charter schools
provide a framework for an improved educational system, with par-
ents and teachers working together to develop new and creative so-
lutions to the challenges they face, and demanding accountability
of all participants in the educational process.

Some approaches to accountability are better suited to some en-
vironments than others. For instance, school report cards are better
indicators of school performance when mobility between schools is
low and when one can control for differences in student character-
istics. Charter schools and magnet schools provide better incentives
when the quality of local transportation is good and parents are en-
gaged and well informed. Still another approach, which several Eu-
ropean countries employ, raises the stakes for students, through
more widespread use of achievement tests as a criterion for high
school graduation and college admission, or even by employers in
their hiring decisions (Box 7-3). Given the diversity of cir-
cumstances around the country, it is appropriate that each State
and school district pursue its own strategy for encouraging more
decentralization and accountability. The next section discusses the
various ways in which the Federal Government has chosen to com-
plement these efforts.

THE FEDERAL ROLE IN EDUCATION AND
TRAINING

The environment facing providers of education and training is
changing. Today parents and taxpayers increasingly expect results
from their investments. In partnership with State and local policy-
makers, Federal policy is helping to create this new environment
in several ways: by providing seed money to States developing con-
tent standards in core subject areas, by supporting States in the
development of assessment tools for measuring progress, by helping
States to invest in their teachers, and by supporting the establish-
ment of charter schools. But in addition to these efforts the Federal
Government serves many other roles in our education and training
system, such as guaranteeing student loans, channeling resources
to low-income schools and school districts, helping disadvantaged
children prepare to enter kindergarten, and helping States develop
new pathways from school to the world of work. As mentioned at
the outset of this chapter, the Federal Government has played a
vital role in education since before the Constitution was signed.
There are at least five reasons why.
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Box 7-3.—Raising the Stakes for Students

Despite recent gains, American youth continue to perform
poorly in science and mathematics relative to their counter-
parts in many other industrialized countries. American stu-
dents also seem to spend less time on their studies than stu-
dents in other countries. The Organization for Economic Co-
operation and Development has suggested that one of the
causes of the poorer U.S. performance is the lack of connection
between high school achievement and employment or schooling
opportunities.

Unless they are planning to attend a selective college, high
school students in America often have little incentive to do well
academically. Surveys suggest that employers have difficulty
collecting and interpreting transcripts from many different
schools. And except for the most competitive colleges, a stu-
dent's performance in high school has little impact on his or
her chances of admission to college. The skills developed in
school may well matter later in students’ careers, but many
students may fail to see a connection between performance in
school and immediate prospects for a job or college admission.

In contrast, many European countries require students grad-
uating from high school to take tests in various subject areas.
Universities use these scores in making admission decisions, as
do employers in their hiring decisions. Some precedent for such
high-stakes testing exists in the United States—the Regents
Examination in New York is an example. By raising the stakes
for high school performance—or, possibly more important,
making the actual consequences more visible—these tests may
induce students to work harder.

An achievement test may also strengthen the incentives of
students and teachers to work together. Absent an external
standard, schools judge individual students relative to their
classmates. But the relative scale gives students an incentive
to discourage their peers from “wrecking the curve.” In con-
trast, an external standard unites teachers, students, and their
classmates in a common objective: to perform well.

To focus attention on the value of high school achievement,
the Administration has proposed providing $1,000 scholarships
to the top 5 percent of every high school class, public and pri-
vate, for use at college. Although the reward is still based on
a relative standard, the goal of the awards will be to make the
new realities of the labor market more salient, giving students
in school a more immediate reason to strive harder.

206




First, Americans are a mobile people. Between 1993 and 1994
alone, 6.7 million Americans moved from one State to another. The
consequences of a good—or a bad—educational system therefore ex-
tend well beyond the borders of a single State. For this reason,
education is a national concern as well as a local one.

One consequence of that mobility is that the Federal Government
has a distinct advantage in administering educational loan pro-
grams. The average cost of a year at a public 4-year college is ap-
proximately $10,000, not counting room and board, earnings for-
gone while attending school, college expenditures on sponsored re-
search, or scholarships and fellowships. Even though States often
pay a large share of these costs through subsidies to public institu-
tions, relatively few families have the resources to finance such
large investments out of pocket. Moreover, because an education
cannot be repossessed like a car or a house, private lenders have
not been willing, absent government guarantees, to lend at reason-
able rates, even to the most promising student. Given the mobility
of the population, the Federal Government is in the best position
to guarantee these loans and to pool the risk associated with them.

Second, the Federal Government must share the responsibility of
guaranteeing equality of opportunity for all children. The commit-
ment to equal opportunity is founded upon both moral imperatives
and economic interests. The commitment to opportunity for all chil-
dren has long been a fundamental American value. The economic
interest is also clear. Without intervention by higher levels of gov-
ernment, many communities would not be able to invest to the full
extent worthwhile in their children’s educations. Although many
State governments do target resources on the most disadvantaged
schools and school districts, as argued in Chapter 4, Federal in-
volvement may be necessary to avert a “race to the bottom” in the
provision of State services to the disadvantaged. And even if there
were no race to the bottom, differences in resources would mean
children in disadvantaged communities or poor States might re-
ceive an inadequate education. The Federal Government can help
to equalize access to educational opportunities across States and
school systems.

Indeed, some progress has been made over the past decades. As
already mentioned, black youth have closed part of the gap in test
scores with their white classmates in elementary and secondary
school. Nevertheless, students continue to come out of our school
system with enormous disparities in basic skills. One recent study
has suggested that differences in basic skills among youth emerg-
ing from our school system may account for a significant share of
the difference in average earnings between black and white males
in their late 20s.
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Third, the Federal Government must play a role in research and
evaluation and in informing local decisionmakers about the payoffs
to alternative strategies. This is true of research and innovation in
education no less than in other areas. How much does classroom
size matter? Which teaching techniques produce better student per-
formance? Which training programs best meet workers’ and em-
ployers’ needs? To deploy a school’s resources wisely, teachers and
administrators must know which strategies work best for which
youth. The answers to these questions are public goods, of value to
educators everywhere. Although some school districts have con-
ducted evaluations of their own, no individual school or school dis-
trict has a sufficient incentive to invest, to the full extent worth-
while, in the kind of careful, expensive random assignment evalua-
tion necessary to resolve critical issues. The Federal Government—
through the Departments of Education and Labor, in particular—
has an important role in promoting, analyzing, and disseminating
this knowledge.

Fourth, the Federal Government has a critical role to play in en-
couraging States to set content standards in education and to de-
velop testing methods that are consistent with those standards.
Just as industries have found it essential to set national standards
to support a national market for their goods, so it is with edu-
cation: the national labor market is more effective and efficient
when employers in California know that a job applicant graduating
from school in New York was held to a reasonably stringent set of
standards. The recently enacted Goals 2000: Educate America Act
provides seed money to States to develop standards and assess-
ments.

Fifth, the Federal Government has a particularly important role
to play as a catalyst in developing a national response whenever
change occurs as suddenly as it has in the labor market over the
last 15 years. It performed this role admirably in the post-Sputnik
era, leading reforms in the math and science curricula of our Na-
tion’s schools. It is playing that role today in a number of areas.
For instance, the School-to-Work Opportunities Act allows the De-
partments of Education and Labor to jointly offer relatively small,
short-term grants to States to begin developing pathways to ca-
reers for high school students. Although the Federal funding is
short-term, scheduled to be phased out by 2001, the presumption
is that thereafter States and local governments will continue to fi-
nance the experiments that worked and drop those that did not.
Similarly, in response to an evolving labor market in which some
workers find themselves in need of retooling, the Administration
has been working to transform the unemployment system into a re-
employment system. A third example is the Federal Government’s
encouragement of charter schools. In these and other areas the
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Federal Government acts as a catalyst, providing startup funds to
encourage States to think in new ways about the problems pre-
sented by a changing world.

Federal efforts—in particular, research and evaluation and the
encouragement of standards and assessments—complement States’
systemic reform efforts. With the knowledge gained from rigorous
experimental evaluations of alternative educational interventions,
school principals will make better decisions. With well-defined
standards and assessments, parents and local school administra-
tors will have better information to back their demands for ac-
countability from the schools. Teachers, too, will have a clearer
idea about where to invest in their own training and classroom
preparation, so that they can effectively teach the material defined
in content standards at the State and local level.

ONGOING EFFORTS IN EDUCATION AND
TRAINING

State and local governments have traditionally borne most of the
burden of financing elementary and secondary education. As re-
cently as 1920, the Federal Government provided only 0.3 percent
of nationwide funding for public education from Kkindergarten
through 12th grade. (Currently, 9 out of 10 youth attend public ele-
mentary and secondary schools.) With the advent of the Great Soci-
ety programs of the 1960s and the growth in Federal aid to low-
income school districts, the Federal share rose, reaching a peak of
10 percent in 1980. That share has generally declined over the past
decade and a half, however. In 1992-93 the Federal Government
provided only 7 percent of total funding for public elementary and
secondary education, with State and local governments roughly
splitting the remaining 93 percent.

The Federal Government has traditionally played a larger role in
higher education than in elementary and secondary education. In
1993 Federal spending accounted for approximately 25 percent of
the revenues of all American institutions of higher education. (Of
that 25 percent, 9 percent went to provide student grants and
loans, 12 percent was for sponsored research, and the remaining 4
percent for direct appropriations and unrestricted grants.) In part,
the greater Federal role in higher education may reflect the fact
that highly educated people are more likely to move across State
lines. In 1990, 49 percent of 25- to 34-year-olds with a bachelor’s
degree, but only 33 percent of those with less education, lived out-
side their State of birth.
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EARLY CHILDHOOD EDUCATION

The Head Start program, begun in 1965, provides educational,
nutritional, and health services to children up to the age of 5; 90
percent of program beneficiaries must be from families with in-
comes below the poverty level. The program has enjoyed bipartisan
support, as reflected in the fact that funding for Head Start more
than doubled between 1989 and 1995. In the 1995 fiscal year, the
Head Start program cost $3.5 billion and provided funds to ap-
proximately 2,000 programs and 750,000 children. In addition to
increased funding, the Administration has sought to improve pro-
gram quality by increasing the number of expanded day slots for
children from families with working parents and by seeking to im-
prove the quality of program staff.

Evaluations of Head Start have reported short-term gains in 1Q
among children enrolled in the program; enrollees are also less
likely in their later school careers to repeat grades or be assigned
to special education classes. The long-term impacts of Head Start
are more difficult to assess, given the long lag between investments
and results. One recent evaluation reported sustained improve-
ments in cognitive test scores for white participants, whereas ini-
tial favorable impacts seemed to diminish for black youth. Early
benefits may wither if they are not nurtured in elementary school.
Evaluations of Head Start have also pointed to its significant im-
provement in the delivery of preventive health services to children
from low-income families, as reflected in measures such as immuni-
zation rates.

Despite recent additional investments in Head Start, children
from high-income families remain much more likely to start school
having had the benefit of early childhood education. In 1993 only
33 percent of children from the poorest 20 percent of families were
enrolled in preschool or kindergarten, compared with 59 percent of
children with family incomes in the top quintile. Because Head
Start still serves fewer than 40 percent of eligible families, the Ad-
ministration has proposed its continued expansion. If we are to
reach the goal of equal access to high-quality early childhood edu-
cation, the Head Start program deserves continued and expanded
bipartisan support.

ELEMENTARY AND SECONDARY EDUCATION

To sustain the gains achieved in early childhood programs, ele-
mentary and secondary schools must provide challenging and en-
gaging curricula that set high expectations for all their students.
Three major initiatives over the past 2 years—the Goals 2000: Edu-
cate America Act, the reauthorization of the Elementary and Sec-
ondary Education Act, and the School-to-Work Opportunities Act—
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were designed to complement and support the reform efforts of
State and local school officials.

The Goals 2000: Educate America Act

The Goals 2000: Educate America Act, passed by the Congress in
1994, is the centerpiece of the Administration’'s effort to support
State and local school reform to raise standards of achievement. Its
purpose is twofold: to provide grants to States to set rigorous
standards for academic achievement, and to support local grass-
roots efforts to ensure that all students meet those standards. In
the first round of grants every State but two applied for funding
to support statewide systemic reform efforts as well as promising
local initiatives. In the first year of the program, total funding for
State grants was $90 million. States were required to distribute 60
percent of these grants directly to school districts, to support inno-
vative programs to improve student achievement in core subjects.
The remaining 40 percent could be used for statewide planning,
such as the development of academic standards and better state-
wide assessment tools. In the second year of the program, 33 States
have so far received grants totaling $274 million, of which States
are obligated to pass 90 percent along to school districts.

As argued above, educational investments are most likely to pay
off when the objectives are clear and when some measure exists for
tracking the progress of students and schools. Accordingly, States
applying for funding under the second year of the program must
develop or adopt challenging content and performance standards
and a means of assessing whether the standards were met. States
must also outline their plans for helping teachers develop their
abilities to teach to the challenging standards. States, school dis-
tricts, and schools are given a great deal of flexibility in their plan-
ning to achieve these goals. Indeed, the act expressly proscribes
Federal mandates, direction or control of a school’'s curriculum or
program of instruction or the allocation of State or local resources.

According to a survey by the Council of Chief State School Offi-
cers in May 1995, 47 States were working on more rigorous content
standards and means of assessment. In Vermont, for example, the
assessments encompass a broader range of student achievement
than do standardized tests. The mathematics standards are typi-
cally the furthest along, drawing on the efforts of the National
Council of Teachers of Mathematics during the mid-1980s. Perhaps
it is no coincidence that mathematics test scores have shown the
greatest gains since 1980.

In addition to providing grants for systemic reform, the Goals
2000: Educate America Act codified into law eight national goals,
for improving high school graduation rates, student achievement
and citizenship, math and science performance, adult literacy,
teacher education, school safety, school readiness, and parental
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participation. The act also provided funding for the National Edu-
cation Goals Panel, to monitor the Nation's progress toward meet-
ing those goals. The panel, an autonomous body established in
1990, is charged with publishing regular progress reports and with
making suggestions to Federal, State, and local governments that
will further the achievement of those goals.

The Improving America’s Schools Act

Whereas the Goals 2000: Educate America Act intends to provide
momentum and direction to State education reform efforts, the Im-
proving America’s Schools Act (IASA) seeks to better coordinate
Federal aid with those State reform efforts. The most important
part of this act was its reauthorization of the Elementary and Sec-
ondary Education Act (ESEA) of 1965. The most significant budg-
etary change was the overha