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Executive Summary

In order to foster a variety of innovative and high-
quality education options for all students, universal
access to education savings accounts (ESAs) should
be the goal of policymakers in every state.

ESAs are flexible spending accounts that parents
can use to purchase a wide variety of educational
goods and services, including private school tuition,
tutors, textbooks, homeschool curricula, online
courses, educational therapy, and more. Parents can
also save unused funds for later educational expens-
es, such as college tuition.

This Special Report explores how ESAs expand
educational opportunity and hold education provid-
ers directly accountable to parents; it also explains
several common types of regulations that can under-
mine the effectiveness of the program and how they
can be avoided.

The potential of ESAs to foster innovation and
improved quality depends on a robust market in
education. Increasing demand will require a criti-
cal mass of potential students, so ESAs should be
made available to all families. A robust education
market will also require education providers to have
the freedom to innovate and parents to have the

freedom to choose the providers that best meet their

child’s needs. International research comparing dif-
ferent types of education systems has found that the

most market-like, least regulated systems consis-
tently outperformed more centralized and regulat-
ed ones. Policymakers therefore should avoid well-
intentioned but misguided regulations such as open

admissions requirements, price controls, state test-
ing mandates, and excessive reporting requirements.
Although intended to guarantee access and account-
ability, these regulations produce unintended con-
sequences that can reduce the effectiveness of ESAs

and even undermine their intended goals.

The best way for policymakers in Texas and else-
where to expand access to a high-quality education
for all children is to provide all families with ESAs
that give them the maximum possible freedom to
choose the education providers that work best for
their children.
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Introduction: A New Era in Education
America’s education system is entering a new era.
For more than a century, most American chil-

dren have attended the district school assigned to

them based on the location of their home. District
schools offer relatively uniform instruction, adher-
ing to the state’s standards and accountable to the
state’s performance metrics. Numerous states, rec-
ognizing that it is time to shift from an institution-
based model of education to a student-based model,
have begun to explore a new model of education that
expands students’ opportunities and makes educa-
tion providers more directly accountable to parents.

This new model of education will require rede-
signing the way we fund education and rethinking
the way we hold education providers accountable.
Milton Friedman, Nobel Laureate in economics,
developed a proposal for this redesign. He argued
that, in order to cultivate the informed citizens that
are necessary for self-government, society has a
legitimate interest in ensuring that all children had
access to a quality education. However, the govern-
ment is not necessarily the best equipped provider
to deliver that education. Rather than the govern-
ment running schools and assigning students to
them based on where theylived, the state should give
the funds directly to parents who could then choose
the school that worked best for their own children.
Education choice should be universally available
and free of any “conditions...that interfere with the
freedom of private enterprises to experiment, to
explore, and to innovate.” The increased choice and
competition would then spur both a wider variety of
schooling options as well as improved school quality.

As of 2016, 29 states have made significant strides
toward the kind of education choice policy that
Friedman envisioned. However, most of these poli-
cieshavelimited studenteligibility and some include
numerous regulations that reduce the program’s
effectiveness. Nevertheless, the near-consensus of
high-quality research indicates that these choice
programs improve student outcomes for both par-
ticipating students and—through increased choice
and competition—for students who remain in their
assigned district schools.?

These education choice policies include school
vouchers, tax-credit scholarships, and publicly
funded education savings accounts (ESAs). ESAs
are a critical refinement of Friedman’s original
idea. ESAs empower parents with a much greater

ability to customize their child’s education. Where-
as vouchers are coupons that parents can only
redeem at private schools, ESAs are quite different.
They are flexible spending accounts that parents can
use to purchase a wide variety of educational goods
and services, including private school tuition, public
school services, tutors, textbooks, curricula, online
courses, educational therapy, and more. Moreover,
parents can save unused funds for later educational
expenses, such as college tuition.

The Ashtons are one such family. When Arizona
first enacted ESAs in 2011, Marc and Lisa Ashton
decided to enroll their son, Max, who is legally blind,
in a private school. With his ESA, Max was able to
access 90 percent of the state funding that would
have been spent on him in Arizona public schools to
pay for private school tuition at Brophy College Pre-
paratory Academy. In addition to paying for private
school tuition with a fraction of what was spent on
him in the public system, Max was also able to pur-
chase all of his braille materials and other assistive
technology, such as a talking computer, that he need-
ed to be academically successful. Max is now using
his leftover ESA money to pay part of his tuition at
Loyola Marymount University.

Through the ESA program, the Ashtons achieved
a level of education customization that had previ-
ously been unavailable to them for far less than the
total of federal, state, and local dollars that had been
spent on Max in the district school system. The Ash-
tons’ story is far from an isolated one in states that
have ESA programs, and demonstrates what is pos-
sible when parents are able to direct their children’s
share of education funding.

ESAs not only expand educational opportuni-
ties, but they also hold education providers directly
accountable to parents. As one ESA parent said when
pressed by a legislator on the issue of accountability:

“The accountability is with me. I am responsible for
my child. I am responsible for my child’s education.
It lies with me, not some bureaucrat in some high
tower somewhere.”?

In order to foster a variety of innovative and high-
quality education options for all students, policy-
makersin every state should pursue universal access
to ESAs. The best way for policymakers in Texas and
elsewhere to expand access to a high-quality educa-
tion for all children is to give education providers
the freedom to innovate and to give parents and stu-
dents the freedom to choose the education providers
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CHART 1

Education
Spending vs.
Achievement

Since the 1970s, the
total education
spending on a student
from kindergarten
through high school
graduation rose by 192
percent. Meanwhile,
math and reading
scores have remained 50%
nearly unchanged.
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NOTES: Spending figures are adjusted for inflation. Test scores are NAEP Long-Term Trend data for 17-year-olds through 2012, the most

recent available. Some figures have been interpolated.

SOURCES: Andrew J. Coulson, Cato Institute, and U.S. Department of Education, National Center for Education Statistics, NAEP Long-Term
Trend Assessments, http:/nces.ed.gov/nationsreportcard/Itt/ (accessed October 14, 2016).
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that work best for them. This Special Report explores

how ESAs expand educational opportunity and hold

education providers directly accountable to parents;

it also explains several common types of well-inten-
tioned but misguided regulations that can under-
mine the effectiveness of ESAs and how they can

be avoided.

Education Savings Accounts: Enhancing
Access and Accountability

The promise of public education in America is
that every child will have access to a high-quali-
ty education that meets his or her learning needs.
Unfortunately, the district school system falls far
short of that promise.

America’s district school system guarantees
all children access to a seat at a school assigned to
them based on the location of their home. In theo-
ry, all of these schools must meet a certain standard
of quality, but in practice, no such guarantee exists.
America’s district schools have fallen behind their

international counterparts. On the most recent
PISA* exam, America ranked 32nd in math among
participating nations in the industrialized world,®
despite a significant increase in funding. Indeed,
adjusted for inflation, the average amount spent
annually per pupil at the nation’s district schools has
approximately tripled since 1970 and yet the scores
of 17-year-olds on the Long-Term Trend Assess-
ments of the National Assessment of Educational
Progress have remained flat.

Moreover, the quality of district schools can vary
significantly, and the schools to which students from
low-income families are generally assigned tend to
underperform significantly on average. Variation
in funding levels does not explain the variation in
results. If funding were the primary driver of quality,
then Washington, DC’s district schools, which spend
almost $30,000 per pupil annually, should be among
the nation’s best instead of among the worst.® A 2012
report on international and state trends in spending
and student achievement found that “[j]ust about as
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many high-spending [U.S.] states showed relatively
small gains as showed large ones.... And many states
defied the theory [that ‘additional spending on edu-
cation will yield gains in test scores’] by showing
gains even when they did not commit much in the
way of additional resources.””

So if funding is not the primary driver of school
quality, what is? There is no perfect system that
will always produce high-quality results. More-
over, there is no “one best way” in education. Dif-
ferent children have different learning needs. What
is achievable is an environment in which there are
incentives to meet those various needs, to improve
performance, and to scale up high-quality options.
By making education providers directly account-
able to parents, an education marketplace provides
these incentives.

In a review of the international research compar-
ing different types of education systems, Andrew
J. Coulson of the Cato Institute found that that the
most market-like, least regulated systems consis-
tently outperformed more centralized and regulated
ones.® The most market-like systems were defined
as those in which parents chose their child’s school
and bore some direct financial responsibility, and in
which the private schools had considerable autono-
my to determine their own curricula and pedagogy
and set their own wages and tuition.’ These more
market-like education systems outperformed more
centralized ones by a ratio of 15 statistically signifi-
cant findings to one across numerous different mea-
sures of educational outcomes, including:

m Academic achievement;

m Efficiency (academic dol-

lar spent);

achievement per

m Parental satisfaction;

m  Student attainment; and

Subsequent earnings.'®

District schools are primarily accountable to
elected school boards and unelected state educa-
tion bureaucrats, not parents. Parents who want
to effect change in the district school system often
need the support of a majority of school board mem-
bers, which means that parents who disagree must

vie against each other in a political process to have

their preferences expressed." Since politics is a zero-
sum game, a district-based school system creates

winners and losers and can shut out minority voices.
Moreover, if a policy is set at the state level, even a

majority of parents may be powerless to change it at

the local level.

By contrast, in a market-based system, schools
are directly accountable to parents. Using a voucher
or ESA, parents can choose the school that reflects
their preferences and values and meets their child’s
learning needs. Because dissatisfied parents can
leave and take their money with them, schools of
choice have a powerful incentive to meet their needs.
If different groups of parents have differing views
about education, rather than fight to have their pref-
erences reflected in a single school system, they can
enroll their children in different schools that each
reflect their preferences. In this way, a market-based
system fosters a greater variety of options and culti-
vates social harmony.'?

ESAs expand access to a wide variety of educa-
tional options far beyond school vouchers. A vouch-
er system might foster a variety of options among
schools, but an ESA fosters a greater variety of edu-
cational options beyond the traditional classroom.
In addition to, or even instead of, enrolling at a pri-
vate school, ESA students might learn from tutors,
take a course online or at a local college, procure
services from a public school, study from a special-
ized curriculum, or use some combination of these.
ESAs both empower parents to completely custom-
ize their child’s education and provide a platform
for innovation.

A distinctive feature of monopolies is lack of
accountability. Because district schools are not held
directly accountable to parents, some policymakers
have attempted to impose accountability through
top-down government regulations. Yet decades of
attempts to regulate district schools into quality
have had little effect. Unfortunately, too many poli-
cymakers have still come to see centralized govern-
ment regulations as synonymous with “account-
ability” rather than an inferior alternative to direct
accountability to parents, and have therefore sought
to impose similar regulations on choice programs.
However, regulations designed for a monopoly sys-
tem are inappropriate for a market-based system.

In a market-based system, producers are held
directly accountable to consumers for results. The
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government sets certain rules against fraud or
health and safety standards, but the consumers ulti-
mately decide whether a product or service meets
their needs. Likewise, the government could ensure
that ESA funds are spent on qualifying education-
al products and services, but the accountability for
results should lie with parents, who are in the best
position to evaluate those results. Holding education
providers directly accountable to parents creates a
feedback loop that does not exist in more central-
ized, top-down systems like the district schools. As
social scientist Yuval Levin has argued, this enables
the system to “channel social knowledge from the
bottom up rather than..impose technical knowl-
edge from the top down.” This channeling is accom-
plished “through a process of experimentation, eval-
uation, and evolution.”

Markets are ideally suited to following these
steps. They offer entrepreneurs and businesses
a huge incentive to try new ways of doing things
(experimentation); the people directly affected
decide which ways theylike best (evaluation); and
those consumer responses inform which ways
are kept and which are left behind (evolution).

This three-step processis at work well beyond the
bounds of explicitly economic activity. It is how
our culture learns and evolves, how norms and
habits form, and how society as a general mat-
ter “decides” what to keep and what to change. It
is an exceedingly effective way to balance stabil-
ity with improvement, continuity with alteration,
tradition with dynamism. It involves conserva-
tion of the core with experimentation at the mar-
ginsin an effort to attain the best of both."®

This process builds on strengths and corrects
errors more effectively than regulatory fiat. In a
market-based system, high-quality education pro-
viders that attract families have a strong incentive
to expand while less effective providers must either
go out of business or imitate their more successful
competitors. For this process to work, education
providers should have the freedom to innovate and
parents the freedom to choose the providers that
work best for their children. Policymakers should
keep this in mind when designing educational
choice policies.

Educational Choice: Equity and Access

Eligibility Criteria: Universal vs. Targeted.
When crafting an education choice policy, policy-
makers need to determine who should be eligible.

As noted in the introduction, Milton Friedman
advocated for making private school choice avail-
able for all children. Choice could revolutionize our
education system, he explained, “only if they create
a large demand for private schools to constitute a
real incentive for entrepreneurs to enter the indus-
try.” Moreover,

[tlhat requires first that the voucher be univer-
sal, available to all who are now entitled to send
their children to government schools, and sec-
ond that the voucher, though less than the gov-
ernment now spends per pupil on education, be
large enough to cover the costs of a private prof-
it-making school offering a high-quality educa-
tion. If that is achieved there will in addition be a
substantial number of families that will be will-
ing and able to supplement the voucher in order
to get an even higher quality of education. As in
all cases, the innovations in the “luxury” product
will soon spread to the basic product.™*

Innovation and growth in the education sector
require a critical mass of potential students. If poli-
cymakers limit ESA eligibility to a small number of
students scattered around the state, they will help
those students, but they will do little to encourage
existing education providers to expand or new and
innovative providers to enter the sector.

Much of the argument for parental choice in edu-
cation has focused on the urgent needs of disadvan-
taged students, who are often trapped in unsafe and
failing schools because of the system of zip-code
assignment. Providing these students with a lifeline
to better options has been a top priority for many
education reformers. While political realities may
necessitate initially limiting eligibility to disadvan-
taged students, such as those with special needs
or from low-income families, or those who were
assigned to a low-performing district school, these
students’ interests will be best served in the long
term by a universal system of choice.

Universal education choice maximizes the num-
ber of families of all backgrounds who can afford to
pay for private education options, and as such, fos-
ters the introduction of new private schools and
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other education providers that meet the needs of
all families, at a variety of price points. By contrast,
more limited school choice models tend not to result
in the emergence of new options, but instead sim-
ply increase student enrollment in the schools that
already exist.” A universal option could pave the way
for innovation in the supply of education providers.
This would potentially open more and higher quality
options to disadvantaged students than they would
have had merely from gaining more access to exist-
ing options. Moreover, universality would break the
link between where children live and what school
they attend, creating competition among all schools
to catalyze improvements for all children.

Universality can create broad public support for
an education choice initiative to increase its likeli-
hood of long-term viability. In order to remain polit-
ically viable in the long run, government policies
require the broad support of the public, and surveys
consistently show that Americans favor universal
choice programs over targeted ones.'®

As Jay P. Greene of the University of Arkansas
has argued, even more than broad public support,
choice policies need the support of concentrated
constituencies along with that of the general public
to counter-balance the opposition of concentrated
constituencies that want to curb or eliminate educa-
tional choice programs: “As much as reformers may
be motivated to promote equity, a basic lesson about
political reality is that more advantaged people tend
to have more political power.”"” In aligning the inter-
ests of the poor and upper income alike, universal
choice programs are likely to become less political-
ly vulnerable in the long run. Broad public support
has tangible value when it brings the interests of the
public at large against the concentrated opposition
of unions.

This section has explained why an ideal educa-
tional choice policy would offer universal eligibil-
ity. However, the political realities of the legislative
process in some states have required the adoption
of more limited choice policies or pilot programs.
In such cases, priority should be given to those who
have the greatest need, particularly low-income
families and students with special needs.

Four of the five states that have so far enacted
ESAs originally limited eligibility to students with
special needs, although Arizona has since expanded
eligibility to include several other categories of disad-
vantaged students. ESAs are particularly beneficial

for these students because they require educational
therapies and services that are generally not pres-
entin atypical classroom and that many schools are
ill-equipped to provide. In a survey of parents of stu-
dents with special needs participating in Arizona’s
ESA program, 100 percent of respondents reported
being satisfied with the education they purchased
with their ESA while only 43 percent were satis-
fied with the district school their child previously
attended.’® Moreover, the lowest-income families
were both the most likely to have been dissatisfied or
very dissatisfied with their previous district school
(67 percent) and the most likely to say that they were
very satisfied with the ESA (89 percent).'

States contemplating a pilot program or other-
wise limited choice policy should avoid limiting
eligibility to students assigned to so-called “fail-
ing” district schools. Some states have tied student
eligibility for educational choice programs to the
state’s district school accountability system, offer-
ing vouchers or ESAs to students assigned to district
schools receiving “D” or “F” grades, for example.

Despite its good intentions, the “failing schools
model of choice is flawed. It is institution-centric
rather than student-centric. The purpose of expand-
ing educational choice is to provide every student
with the opportunity to get the education that works
best for him or her. However, even the highest-per-
forming schools are not necessarily the right fit for
all the students who happen to live nearby. A student
assigned to a school that earns an “A” on average
might be better served elsewhere. Moreover, school
grades are subject to change, which creates uncer-
tainty regarding the eligibility of students from year
to year.

One reason policymakers often consider a pilot
program rather than full-scale adoption is to give
the existing system time to adjust. Limiting eligibil-
ity to students who are switching out of the district
or charter school system, or who are entering kin-
dergarten or first grade for the first time, is one way
to phase in ESAs in a manner that also maximizes
the potential for savings.

Tuition Caps, Parental Responsibility, and the
Role of Prices. A tuition cap is another policy intend-
ed to guarantee access to education. To ensure that
students are not turned away because of their par-
ents’ inability to pay tuition, some school voucher
programs forbid private schools from charging any
tuition or fees beyond the amount of the voucher.

2
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However, as with admissions mandates, such price
controls can undermine the intent of the policy. Such
controls are particularly unsuited to ESAs, which
empower families to purchase a much wider range
of educational goods and services than vouchers.

Direct parental financial responsibility is a key
ingredient in a well-functioning education market.
Capping tuition at the amount of the voucher or ESA
allocation reduces parents’ direct financial respon-
sibility, which is essential to maintaining parental
control over “what, where, and by whom their chil-
dren are taught.”?° As Andrew J. Coulson concluded
in his review of the global research literature on the
effectiveness of different models of education sys-
tems: “Education markets work best when families
pay directly for their own children’s education, and
so the ideal education policy is one that makes it eas-
ier for parents to assume that financial responsibil-
ity themselves.”*

When families can spend their own funds in addi-
tion to their ESA allocation, higher-income fami-
lies can essentially subsidize innovation. Higher-
income families have both the financial capital to
afford pricier innovations and the social capital to
afford to take risks that could be ruinous for lower-
income families. As Friedrich A. Hayek explained:

If we, in the wealthier countries, today can pro-
vide facilities and conveniences for most which
not long ago would have been physically impos-
sible to produce in such quantities, thisisinlarge
measure the direct consequence of the fact that
they were first made for a few. All the convenienc-
es of a comfortable home, of our means of trans-
portation and communication, of entertainment
and enjoyment, we could produce at first only in
limited quantities; but it was in doing this that we
gradually learned to make them or similar things
at a much smaller outlay of resources and thus
became able to supply them to the great major-
ity. A large part of the expenditure of the rich,
though not intended for that end, thus serves to
defray the cost of the experimentation with the
new things that, as a result, can later be made
available to the poor.2?

For example, in 2007, the original iPhone sold for
$500 to $600; in 2015, Walmart was selling smart-
phones with better specifications than the original
iPhoneforamere $10.** Thisrapidinnovation—which

greatly improved the welfare of the poor—was pos-
sible because wealthier people paid a premium to
be early adopters. Had the government, in a well-
intentioned but misguided effort to ensure that
everyone had access to a mobile phone, mandated
that mobile phones could be sold for no more than
$100, the iPhone might not have been developed.
Likewise, innovations in education—such as online
courses, blended learning, or new models yet to be
developed—require the freedom of education entre-
preneurs to cover the costs of innovating so that the
models can be honed and eventually made afford-
able for a mass audience.

At this point, a policymaker might consider a com-
promise: The program could cap tuition at the value
of the voucher or ESA allocation for lower-income
families while allowing higher-income families to

“top off” tuition. However, such a compromise would
be unwise because price controls have adverse con-
sequences for low-income families as well.

Price controls distort the allocation of resourc-
es.>*Prices provide valuable, albeit tacit, information
to producers and consumers that helps them deter-
mine what to produce or consume and in what quan-
tities. Price controls distort that process. Shortages
ensue when the government imposes a price ceil-
ing, setting the maximum price below the market-
clearing price (i.e., where the marginal cost per unit
is equal to the marginal benefit). For example, when
the federal government imposed price controls on
gasoline in the 1970s, the result was a massive short-
age that led to rationing, thereby producing long
lines at gas stations nationwide. Research has shown
that the time wasted in gas lines resulting from the
price ceiling cost most American consumers more
money than what they “saved” by paying less for
price-controlled gasoline.?

Capping tuition may be intended to increase
access to more educational options, but the effect
is to discourage private schools from expanding or
participating at all. As economists Art Carden and
John Merrifield have explained:

Tuition caps create shortages and they drive
down schooling quality by eroding school
accountability to its clients. Setting tuition lim-
its at the level established politically creates a gap
between the legal purchase price of a schooling
option and what families are willing to pay.?
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Louisiana’s experience with tuition caps is
instructive. According to a report by the American
Enterprise Institute (AEI), the private school par-
ticipation rate in the Louisiana Scholarship Pro-
gram (LSP), a highly regulated traditional school
voucher program, is considerably lower than in
other states. Whereas a majority of private schools
in Florida and Indiana accept students participating
in school choice programs, only about one-third of
private schools in Louisiana accepted students pay-
ing with a voucher.?”” Among numerous contributing
causes, Louisiana’s tuition cap stands out as a signif-
icant factor.

The AEI report finds that 57 percent of respon-
dents participating in Louisiana’s scholarship pro-
gram stated that the scholarship amount was inad-
equate to cover the cost per pupil.?® During the
2015-2016 academic year, the average voucher value
in Louisiana was $5,856, which was barely more
than half the statewide average expenditure per
pupil in the district schools. Among non-participat-
ing private schools, 28 percent said that the inad-
equate scholarship amount played a role in their
decision not to accept LSP students, and 43 percent
expressed concerns that the voucher amount would
not keep up with increasing costs.

Price controls likely also play a role in reduc-
ing the incentive of participating private schools
to expand enrollment. According to the AEI sur-
vey, most private schools participating in school
choice programs in Florida (59 percent) and Indi-
ana (57 percent) reported that they were planning
to increase their enrollment, but in Louisiana, 65
percent of LSP-accepting schools planned to main-
tain their current level of enrollment and 13 percent
planned to decrease enrollment.? By contrast, only
2 percent of participating private schools in Florida
and Indiana planned to decrease their enrollment.

Some low-income families may not be able to
afford a $7,000 tuition bill, but many could make up
the difference between that and a $5,856 scholar-
ship, especially when combined with other sources
of tuition aid. However, if the state forbids private
schools from charging more than the scholarship
amount and the schools respond by offering only a
limited number of seats or refusing to accept schol-
arships at all, then the price controls have not actu-
ally expanded access to a quality education. The best
way to expand access is to ensure that the tuition
aid is as close to comparable with district school

spending per pupil as possible while still producing
anet savings for the taxpayer.

Of course, like price controls, subsidies can also
distort the market. Numerous studies have confirmed
the so-called Bennett Hypothesis, put forward in
1987 by then-U.S. Secretary of Education William J.
Bennett, which asserted that federal student aid poli-
cies were helping to fuel college tuition inflation.° For
example, a 2015 study by the Federal Reserve Bank of
New York found that both Pell Grants and especially
federal student loans have significant inflationary
effects.® A 2015 NBER study estimated that the Fed-
eral Student Loan Program alone could account for
a 102 percent net increase in college tuition between
1987 and 2010.3? Large-scale subsidies for K-12 educa-
tion have the potential to produce similar effects. At
the very least, because traditional vouchers must be
spent in their entirety at one place and at one time,
they create a price floor, as it would be foolish for
schools to leave “free money” on the table. ESAs, how-
ever, are designed to mitigate such effects.

Unlike vouchers, ESAs do not create a price floor
because parents can spend ESA funds on multiple
purposes and save unused funds from year to year.
Moreover, these features give parents a greater
incentive to economize and foster increased com-
petition not only among schools, but also between
schools and other education providers, such as
tutors, online courses, educational software, and
homeschool curricular materials. Robust compe-
tition is a more effective means of keeping prices
affordable than government-imposed price controls.
Moreover, it would be both impossible and undesir-
able to impose price controls on all of the possible
educational goods and services that parents might
wish to procure with their ESA funds, as well as non-
sensical to single out private schools for price con-
trols among all these options.

In the case of Texas, the state could provide fami-
lies with education savings accounts into which the
state would deposit a portion of the annual aver-
age maintenance and operations (M&O) expen-
diture per pupil. During the 2014-2015 academic
year, Texas district schools spent an average of
$11,704 per pupil according to the Texas Education
Agency.® The state’s average M&O expenditure per
pupil was $9,022.2* An ESA that provided families*
with somewhere between 75 percent to 90 percent
of the state average M&O expenditure per pupil
would have been worth between $6,767 and $8,120
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in 2014-2015. Although significantly less than what
the district schools spend per pupil, these ESAs
would put the average private school within finan-
cial reach of most families. During the 2014-2015
academic year, the average private school tuition
in Texas was $7,847.98, and many private schools
charged less than $5,000.%¢

Legislators should strive to design educational
choice policies that maximize parents’ direct finan-
cial responsibility while still ensuring universal
access to a quality education. In this section, we
have shown how capping tuition at the amount of a
scholarship can undermine the intended purpose
of the price controls. Tuition caps can discourage
private schools from expanding enrollment or even
accepting scholarship students. However, with-
out such caps, state scholarships also risk fueling
tuition inflation. Moreover, because ESA funds can
be spent at multiple education vendors or saved for
later, ESAs expand access to an even wider spectrum
of educational options than vouchers without signif-
icantly fueling tuition inflation or causing shortages.

Educational Choice: Accountability

Testing Mandates. At the center of the tech-
nocratic approach to “accountability” is the stan-
dardized testing mandate. Standardized tests are
intended to provide parents with the information
necessary to assess the quality of a school they are
considering or where their child is enrolled. Stan-
dardized test scores allow parents to compare the
performance of their own child and the average per-
formance of their child’s school against the perfor-
mance of students in the same grade in other schools
around the state and nationwide.

As of 2015, 23 of the 59 educational choice pro-
grams nationwide required some form of standard-
ized testing, including:

m Fifteen of 25 voucher programs,
m  Six of 20 tuition tax-credit scholarship programs,

m Two of the nine individual tax-credit and deduc-
tion options, and

m Three of the five ESA programs.*”

These testing requirements can be divided into
two types.

1. Those, like Louisiana’s scholarship program,
that require participating private schools to
administer the same, uniform statewide assess-
ment levied on the public school system.

2. Those, like Nevada’s ESA, that require partici-
pating students to take their choice of several
nationally norm-referenced (NNR) tests, like
the Stanford Achievement Test or the Iowa Test
of Basic Skills.

The test scores are also used differently. In some
states, schools mustreport the test scores only to par-
ents. In other states, schools that accept scholarship
students are required to publicly report their scores.
As discussed in greater detail below, Louisiana goes
even further in using the scores to sanction or even
evict private schools from its scholarship program if
their students fail to achieve adequate scores.

Narrowing the Curriculum. Over-reliance on
standardized math and reading tests has the pro-
pensity to narrow the curriculum. Standardized
tests can provide parents with useful information
about their child’s academic performance, but prob-
lems can arise when the tests are used as a part of a
top-down “accountability” regime.

When schools are rewarded or punished based
on their students’ performance on math and read-
ing tests, they have a strong incentive to divert their
time and resources to tested subjects and away from
others.?® A study by the Center on Education Policy
found that the time district schools spent on subjects
besides math and reading declined considerably
after Congress enacted the No Child Left Behind Act
(NLCB), which mandated that states require district
schools to administer the state standardized math
and reading tests in grades three through eight and
report the results. In the five years after NCLB was
implemented, approximately 62 percent of elemen-
tary district schools reported increasing the amount
of time spent on English language arts and/or math,
and 44 percent reported decreasing time spent on
social studies, science, art and music, physical edu-
cation, lunch, or recess.?®

The narrowing curriculum is particularly alarm-
ing because, as Jay P. Greene has noted, recent
research has found that “later success in math, read-
ing, and science depends on early acquisition of the
kind of ‘general knowledge’ and fine-motor skills
learned through art and other subjects.”®In other
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words, a narrower curriculum not only deprives stu-
dents of having a broader and more enriching educa-
tion, but also negatively impacts their performance

in the tested subjects. “If we narrow education to the

mechanics of math and reading as captured by year-
ly testing,” Greene concludes, “we short-change the

broader knowledge that is the key to academic suc-
cess later.”

Mandating a single test exacerbates this phe-
nomenon. Within the tested subjects, schools have
a strong incentive to teach the concepts that will be
on the mandated test. This incentive to “teach to the
test” can result in a de facto curriculum. For exam-
ple, if aschool had been teaching math concepts A, B,
and C in grade 7, but the new state test was going to
cover concepts B, D, and E, the school would almost
certainly drop concepts A and C in favor of D and E,
even if the math teachers believe that the original
curriculum was superior. Keeping the original cur-
riculum would put their students at a disadvantage
on the state test vis-a-vis students at other schools
that had aligned their curriculum to the test. This
standardization might make sense in a world in
which there was one right way to teach math, or at
least one right order to teach concepts, but thatis not
the case.

Effects of State Test Mandates on School Par-
ticipation. Uniform testing mandates can have a
substantial impact on the number of private schools
willing to participate in an educational choice pro-
gram. Louisiana serves as a cautionary tale about
the adverse effects of a uniform testing mandate.

The Louisiana Scholarship Program (LSP)
requires that participating private schools adminis-
ter LSP students the same assessments required of
students at district schools statewide.** Specifically,
LSP students must take:

m The Louisiana Educational Assessment Program
(LEAP) state test in grades four and eight;

m The iLEAP in grades three, five, six, and seven;
and

m End-of-course test in high school, along with the
ACT.*

Schools with more than 10 scholarship students
in each grade or more than 40 students overall are
assigned a Scholarship Cohort Index (SCI) score.

Schools that receive an SCI below 50 in year two
onward, or have less than a 25 percent proficiency
rate on state assessments are barred from enroll-
ing new scholarship students during the subsequent
year.** If a private school’s results on state assess-
ments do not meet the state’s expectations, they
may be forbidden from enrolling LSP students “until
their results align with program requirements.”*

Private schools must also develop test security
measures approved by the Louisiana Board of Ele-
mentary and Secondary Education (BESE) and can
be required to make revisions to test security policy
by BESE. Moreover, participating private schools
must employ a testing coordinator and provide the
agency with contact information for the individu-
al. The testing coordinator must attend BESE test-
ing workshops “as well as any additional training
required to administer the state tests.™® Partici-
pating private schools must also appropriately code
testing documents with associated accountabil-
ity and demographic information, and provide that
information to the state, which monitors overall
testing implementation and conducts school visits
during testing periods.*

Although the LSP regulations explicitly state that
they “exist to minimize the rare harmful circum-
stance rather than to regulate day-to-day conditions
in participating schools,™® many schools have cho-
sen not to participate in the scholarship program due
to concerns about the impact of the regulations on
school autonomy. The AEI survey of private schools
found that among school leaders of non-participating
private schools, the possibility of future regulations
was the most frequently cited concern, followed by
concerns about the effect of regulations on school
character and identity.** One school leader explained:

Private schools differentiate themselves by offer-
ing an alternative to state-run public schools. If
we are forced into a mold already deemed by our-
selves and our parents as inadequate, then we are
no different than what the children come from.*°

As noted above, only one-third of private schools
in Louisiana choose to participate in the LSP. By
contrast, more than two-thirds of private schools
participate in Florida’s tuition tax-credit scholar-
ship program, which does not include a state testing
mandate. Low levels of participation are likely due in
part to state testing requirements. Of the surveyed

10



SPECIAL REPORT | NO. 190
DECEMBER12, 2016

private schools, 68 percent reported that “concerns
about testing requirements” played a role in their
decision not to participate in Louisiana’s voucher
program, including 42 percent that said it “played a
major role” in their decision.”

To add insult to injury, this reduction in private
school options for participating families stems from
mandating one of the least important factors those
parents consider when selecting a school. In a 2013
survey, only 10 percent of parents of students receiv-
ing tax-credit scholarships in Georgia listed “higher
standardized test scores” as one of their top five rea-
sons that they chose their child’s school.” Likewise,
a comprehensive study of families participating in
Washington, DC’s private school choice program
found that “parents do not view test scores as the
key metric of success in education.”®® Instead, DC
choice families ranked “safety” as their first priority.
Once they were assured that their children were in
a safe environment, they pursued schools that pro-
vided academic rigor, but rather than rely on test
scores, the parents used “less-formal measures of
student growth and development to assess progress
and satisfaction.”®*

Indeed, testing mandates do not guarantee
quality. With the example of Louisiana, the testing
mandate for the LSP, in conjunction with other reg-
ulations, may have contributed to scholarship recip-
ients being relegated to a selection of lower-quality
private schools.

In 2015 and 2016, education researchers pub-
lished two empirical evaluations of the Louisiana
Scholarship Program (LSP). These reports were
notable as they were the first to find negative effects
resulting from private school choice. In the more
than two decades since the introduction of the first
modern-day school choice program, every other ran-
dom-assignment study had found that students who
received a scholarship to attend a private school per-
formed as well or better than students in the control
group who did not receive a scholarship.®®

m The first study found significant negative effects
on math, reading, science, and social studies
scores as a result of participation in the LSP,
with program participation reducing academic
achievement among participants.®®

m The second study also found negative effects
on the academic achievement of LSP students,

particularly on their mathematics achievement
scores, even as it found that the competitive
effects from the voucher program improved the
scores of district school students.””

One possible explanation for the negative effects
on academic achievement is that the better schools
opted not to accept LSP students because the pro-
gram was over-regulated. The AEI survey found that
most private schools in Louisiana did not accept the
scholarships due to concerns about the regulations
on admissions and testing requirements.

The first Louisiana study shows that, prior to
enrolling in the LSP, participating schools were
already experiencing declining enrollments, which
may be an indicator of school quality.”® More conclu-
siveevidenceisneeded for certainty,buttheavailable
evidence suggests that the regulations promulgated
by the state, including the state testing mandate,
discouraged higher-quality private schools from
participating in the scholarship program. Higher-
quality private schools that already enjoyed a stable
base of students, and were financially stable, may
have been less willing to incur the burden of the LSP
regulations. Along the same lines, private schools
that were willing to participate in the LSP may have
been those that were less financially stable, and were
therefore willing to jump through the regulatory
hoops required for participation. So-called account-
ability measures in Louisiana, including the state-
wide testing mandate, ironically enough may have
discouraged high-quality providers from entering
the market, thereby narrowing the options available
to parents of students using the scholarships.*

Accountability and Education Savings
Accounts. A uniform statewide testing mandate can
limit the supply of high-quality schools and educa-
tion providers willing to participate in an education
choice option as well as create an incentive for par-
ticipating providers to teach to the test. However,
parents need information in order to determine the
quality of various education providers. There are
ways to provide parents with the necessary informa-
tion without reducing access or stifling innovation.

Nevada’s ESA requires students to choose from
a menu of NNR tests. Unlike uniform testing man-
dates, this is unlikely to constrict curricular diver-
sity. While allowing for a range of NNRs to satisfy
the ESA testing requirement provides information
about student performance, NNRs do not drive

11
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school-level content decisions the way criteri-
on-referenced statewide assessments can, which
research suggests can dissuade private school
leaders from participating in education choice
programs.®®

However, even mandating NNR tests is not neces-
sary to ensure that parents get the information they
need, as the U.S.’s highly regarded higher education
system demonstrates. Despite the availability of Pell
Grants and federal subsidized loans, the government
does not mandate that colleges administer stan-
dardized tests. Instead, parents and students rely on
numerous other market mechanisms that channel
expert knowledge and user experience in order to
make an informed decision.

One form of market accountability is private cer-
tification, similar to Underwriter’s Laboratories or
the Good Housekeeping Seal of Approval. Parents
and students rely on the judgment of these indepen-
dent, third-party certifiers to know that a school
meets a certain threshold of quality. Such accredit-
ing organizations are already common in both K-12
and post-secondary education.

Perhaps the most popular source of expert knowl-
edge about college is the plethora of college ratings
providers, such as U.S. News & World Report, Princ-
eton Review, Forbes, Kiplinger’s, and Business Insider.
These ratings offer prospective students a variety
of information about student outcomes, expected
earnings, course offerings, campus life, and so on.
Norating system is perfect, but parents and students
can compare multiple ratings to get a clearer picture
of the strengths and weaknesses of different colleges
and figure out which features are most important for
them. Some outfits even rate the raters.®

Parents and students are also relying in increas-
ing numbers on user reviews to find the information
they seek. Sites like College Times, Students Review,
Rate My Professors, and Get Educated provide a
platform for students to share information about
their actual experiences at the college they attended.

The K-12 sector has fewer expert reviewers or
platforms for user reviews than does higher educa-
tion because the vast majority of students attend
their assigned district school and hence have little
need to compare various options. Nevertheless, web-
sites like Great Schools and Niche already provide
expert ratings based on available data and give par-
ents and students a platform to review their schools
based on their personal experience. As the market

for K-12 education grows, we should expect to see
even more expert reviewers and platforms for user
reviews to fill the growing demand for information
about education providers. In the meantime, policy-
makers need to resist the urge to attempt to impose
accountability from above, which would risk crowd-
ing out market alternatives.

Reporting Requirements and the Paper-
work Pileup. Another facet of government-cen-
tric accountability is the bureaucratic paperwork
burden that results from reporting requirements
levied on participating private schools. This com-
pliance burden imposes real costs in terms of finan-
cial and manpower resources for participating pri-
vate schools, diverting school leaders’ full attention
from their primary work of running a school. Two
states with statewide choice programs—Louisiana
and Indiana—have reporting requirements that
pose high and medium levels of administrative
burden on participating schools. In both Louisi-
ana and Indiana, the highest number of comments
received on a survey of school leaders pertained
to the burden imposed on them by state reporting
requirements.5?

Louisiana again serves as a particularly instruc-
tive test case for the types of reporting requirements
that can unduly burden school leaders. Private
schools that participate in the LSP must provide to
the Louisiana Department of Education the daily
attendance of scholarship students and any absenc-
es.%® Participating private schools are required to:

m Allow scholarship students to enroll using an
open admissions process;

m Notify the Department of Education of those
enrollments within 10 business days of the begin-
ning of the school year; and

m Alertthe Department of Education of any student
expulsions within two days of the expulsion.

After obtaining the information from participat-
ing private schools, the Louisiana Department of
Education reports, on an annual basis, to the Loui-
siana Senate Committee on Education, the House
Committee on Education, the Joint Legislative
Committee on the Budget, and individual legislators
about various aspects of program implementation.
These reports include:
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m Aggregate results on state tests for all scholar-
ship recipients;

m Aggregateproficiencyratesforscholarship students;

m Completion rates, by cohort, of scholarship
students for the highest grade at a given pri-
vate school;

m Retention rates;
m Parental satisfaction levels; and

m Admittance rates at private schools of children
with special needs.

All private schools in Louisiana must publish
their tuition and fees, help families apply to their
schools, and provide families with all school rules,
disciplinary policies, and academic policies, to which
the parent must agree in writing. Private schools
that provide special education services must provide
information about what services will be offered, and
must contrast that with the special education servic-
es provided by the local school system.®*

All surveyed Louisiana school leaders in the AEI
survey of private schools reported that the paper-
work required for program participation was either
a minor or major burden on them, with 45 percent
stating that it was a major concern.®

In Indiana, which has a moderate level of regu-
lations, private school leaders also expressed con-
cerns with the amount of reporting requirements
with which they have to wrestle. Reporting require-
ments also disproportionately burden smaller pri-
vate schools that, as one school leader explained,

“have just one principal, not a team of administra-
tors.” Another school head of a small private school
expressed similar concerns:

T appreciate the need for accountability; however,
the tangible costs, intangible costs, and oppor-
tunity costs of accreditation and administration
of the voucher program with its current require-
ments are currently prohibitive for our small
school.®®

The conclusion of one Louisiana school leader
sums up the problem of government-centric account-
ability and attendant reporting requirements:

I'will not accept state tax money to then have the
state tell me how to run our school. If I thought
the state ran a school well, we would not have
started this one.*’

Conclusion

The goal of public education should be to ensure
that every child has access to a quality education.
The district-based system, sadly, falls far short of
that goal. America’s one-size-fits-all district schools
have failed to compete internationally and perfor-
mance has been flat for the past few decades, despite
massive increases in per-student funding. Moreover,
large gaps in the quality of district schools persist in
high-income versus low-income areas.

No school can best meet the needs of all the
children who just happen to live nearby. A system
in which children from low-income families are
trapped in low-performing schools is one that fails
its goal at the most basic level. It is time to shift from
an institution-based model of education to a stu-
dent-based model that empowers parents to choose
the education that works best for their children.
This shift will require redesigning the way we fund
education and rethinking accountability for educa-
tion providers.

ESAs expand educational opportunity, empower
parents to customize their child’s education, and
make education providers directly accountable to
parents. In the long run, ESAs have the potential to
unleash the forces of innovation and revolutionize
how children are educated.

Of course, properly designing an ESA program is
crucial. ESAs will foster innovation and improved
quality only if there is a robust market in education.
This market will require a critical mass of potential
students, so ESAs should be made available to all
families. Arobust education market will also require
education providers to have the freedom to innovate
and parents to have the freedom to choose the pro-
viders that best meet their child’s needs. States there-
fore should avoid well-intentioned but misguided
regulations such as open admissions requirements,
price controls, state testing mandates, and excessive
reporting requirements. Although intended to guar-
antee access and accountability, these regulations
produce consequences that can reduce the effective-
ness of ESAs and even undermine their goals.

Education reform has no panaceas or one-size-
fits-all solutions. The best way to foster innovation
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and improved quality at scale is to empower par-
ents—through mechanisms such as ESAs—to find
education options that meet the unique learning
needs of their children. Universal ESAs would be
a significant step toward the goal of ensuring that
every child has access to a quality education.
—dJason Bedrick is a Policy Analyst at the Cato
Institute’s Center for Educational Freedom. Lindsey
M. Burke is Will Skillman Fellow in Education Policy
Studies in Domestic Policy Studies, of the Institute
for Family, Community, and Opportunity, at The
Heritage Foundation.
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