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Abstract 

 K-12 (nursery to pre-college school) reform is deservedly the top U.S. domestic 
issue. This paper has been produced because the debate on school choice in the U.S. 
follows much the same lines as that in other countries. Those involved in the education 
debate in all countries can learn from fallacies that have been uncovered in the U.S. 
school choice debate. Thus whilst this paper has a decicedly U.S. flavour, its 
arguments are relevant internationally.  

Major U.S. studies periodically reaffirm the strongly worded, influential 1983 
Nation at Risk (the title of an influential 1983 report of a Blue Ribbon Presidential 
Commission) report; most recently a 2001 Presidential Commission report on National 
Security.  Since school choice may be a necessary element of an effective reform 
strategy, school choice fallacies could prove to be quite costly.  For example, the scope 
of the favourable June 2002 (Zelman) U.S. Supreme Court decision was much smaller 
than most people assumed.  Had a single supporter of the decision switched sides, a 
significant number of reform activists – probably the vast majority – would have 
mistakenly assumed that vouchers were unconstitutional.  And Zelman hasn’t changed 
most policymakers’ and activists’ assumption that school choice is just a potential 
safety valve for the relatively few children not well served by the existing system.   That 
assumption embodies several of the numerous, large fallacies that stem from 
intellectual inertia, poor understanding of markets, electoral defeats, and denial of the 
true scope of the problem.  The guilty parties include some prominent economists. 
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SCHOOL CHOICE FALLACIES IN THE U.S. 
 
INTRODUCTION 
 

A nation at risk1 needs significant reforms.  The scope of the U.S. K-12 
education problem is such that tinkering and some extra movement within the system is 
not enough.  Diane Ravitch’s (2001) Left Back recounts how a century of tinkering has 
led to the crisis that until ‘911’ was the top U.S. political issue at the national level and 
in most states. 

Unfortunately, major fallacies hobble the reform debate.  They may be a key 
reason why the frenzied activity during the twenty years after the publication of the eye 
opening “Nation at Risk” report produced little, if any, genuine academic improvement.  
Since parental choice may be a critical element of K-12 reform, it is especially 
unfortunate that most of the public statements about parental choice are wrong, 
misleading, or irrelevant.  The underlying fallacies produce major policymaking errors, 
and they are a major reason why many reform advocates make statements that 
unwittingly reinforce the status quo’s resistance to fundamental change.  The sub-
section titles state fallacies. 
 
COMPETITION ARISES WHENEVER ANY PARENTS CAN CHOOSE 
 
 Countless public statements and publications assert that competition results 
from limited programmes like charter schools, small vouchers just for children in low 
performing schools or for some low-income families, small tax credits, and state school 
choice.2  Such policies can foster some new rivalry, but not the real competition and 
market forces that exist in most of the economy.  The dominant firm – competitive 
fringe nature of the K-12 school system survives such modest tinkering with the status 
quo.  That familiar model is about market power, not competition.  And since 
government schools don’t have to charge tuition, it’s a situation that’s even less 
contestable than the typical dominant-firm – competitive fringe situation.   
 Real competition is much more than the muted rivalry that exists between a 
dominant producer and a handicapped competitive fringe.  In a competitive setting, 
market shares are entirely contestable, the government doesn't favour certain sellers or 
buyers, and flexible prices reflect market forces.  Those key elements are absent in the 
U.S. K-12 system, even in the areas with established, publicly funded voucher 
programmes (Milwaukee, Cleveland, and Florida).  The first two key elements overlap.  
The government school monopoly on tax money (discrimination against private school 
users) reduces contestability by leaving private schools in a precarious financial 
situation.  Private schools must compete with a better-funded 'free' service. 
 Price change is a critical process.  The current U.S. education system lacks the 
critical price movement process because the 88% of K-12 children that attend 
government schools pay a fixed tuition-price of zero.  It’s a major handicap.  Price 
regulation, even when necessary for accepted natural monopolies, is fraught with 
serious difficulties.  And price regulation at least receives periodic adjustments.  But the 
government school [dominant firm] price is permanently set at zero.  Because school 
reform advocates rarely acknowledge this critical element of competition, choice 
advocates show little inclination to include price movement in their reform proposals. 

Careless references to 'competition' are a major source of confusion and 
unrealistic expectations.  Because of the misleading competition rhetoric, 
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disappointment with modest tinkering could reduce the political feasibility of proposals 
that would actually foster genuine competition.3  Even some economists see 
competition where there is only minimal rivalry.  The best example is the Edward Fiske 
- Helen Ladd4 description of New Zealand’s state school choice policy.  Textbook 
descriptions of competitive markets and their specific findings about the New Zealand 
system refute claims like "New Zealand's foray into the realm of full parental choice and 
competition,” "a system of parental choice and market competition," and "self-governing 
schools functioning in a competitive environment."5  Real competition requires low entry 
barriers and at least a few independent sellers, but New Zealand's government runs 
96.5% of K-12 schools (a higher state ownership rate than in the U.S.).  The 
government strictly controls the supply of schools, and the government doesn't close 
unpopular schools, or duplicate the practices of the popular schools.  The authorities 
have forced greater use of unpopular schools by partially re-imposing attendance 
zones.  Through demanding National Education Guidelines, the central government 
stifles much of the specialisation that a truly free market would produce.  There are no 
profits, no market-determined prices, and enrolment is only one determinant of each 
school's funding. 

New Zealand contains none of the key elements of a competitive market, but 
influential sources cite it as evidence of what competition would produce.  A Wall Street 
Journal editorial by former Labor Secretary Robert Reich6 and an Education Week 
editorial by Thomas Lasley and William Bainbridge7 cited Fiske-Ladd as strong 
evidence of what ‘competition’ would mean to K-12 education.  Harvard's Jennifer 
Hochschild lauded the relevance of the Fiske-Ladd findings to the public and academic 
interest in "market dynamics" and market experiments.8  Kenneth Godwin and Frank 
Kemerer cite Fiske-Ladd as evidence of voucher program drawbacks.9  In a 2002 
article in the Journal of Economic Perspectives, Ladd uses evidence from the New 
Zealand government school program and Chile’s highly restrictive voucher program to 
provide a “critical view” of “large, unrestricted voucher programs.”10 

Economist Scott Milliman's analysis of chartered school activity repeats a 
common mistake of non-economists.  He said that Arizona's charter school law had 
"initiated a free market in public education."11  But the government regulates market 
entry, and the state controls charters and their 'competitors'.  And the dominant 
'producer' – the traditional district government schools - has a nearly 90 percent market 
share.  Milliman concluded that chartered schools are "market-driven," even though 
chartered schools are largely non-profit operations that cannot turn away customers or 
even decide the price of their services. 
 
EVERY PARENTAL CHOICE PROGRAM IS A MEANINGFUL EXPERIMENT 
 

None of the existing parental choice programs contain all of the key elements of 
the genuine competition that would12 transform the system.  Most current programs 
contain none of the key elements (like low entry barriers and market prices), and many 
of the programs don’t even deserve the parental choice label.  For example, Florida’s 
much-heralded voucher program offers vouchers only after the state formally decides 
that certain families deserve an alternative.  To deserve an alternative, the state has to 
label the family’s assigned school ‘low-performing’.  Only after the state certifies that 
their children suffered malpractice for at least two years does some private schooling 
become as affordable as the neighbourhood government school.  The new choices 
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include only the private schools that can do better with about half the money per child, 
including making up for what was not learned in the low performing school. 

Targeted programs dominate the debate.  They only move the most troubled 
children of the most active parents to another part of the current system.  Colorado has 
just enacted another very narrowly targeted program, and others were under 
consideration in Texas and Louisiana.  The children that move are better off, but the 
system’s underlying problems remain.  Such limited lifeboat programs reinforce the 
false premise that most schools are okay (another fallacy discussed in more detail 
below).  Tinkering at the margins sanctifies the system’s debilitating critical elements.  
The limits on transfers also diminish the gains of the new private school users, and they 
may harm some of the original private school users by making their classes larger, by 
forcing curriculum dilution, or by introducing discipline problems. 
 Since ‘experiment’ means (Webster’s dictionary) ‘tentative procedure’, none of the 
well-known U.S. parental choice programs qualify.  By definition, a 'Nation at Risk' needs 
significant reform, not limited movement within a little-changed system.  Since the well-
known U.S. programs only achieve the latter, they are not relevant tentative procedures.  
Restriction-laden programs were never reform experiments, and now that several limited 
programs have been around awhile, limited programs are not even escape experiments. 

In addition, since the enacted choice programs are in jeopardy, expired, or virtually 
unchanged, limited programs seem like poor starting points for incremental change.  
Milwaukee’s program has undergone the most changes, yet most of the key restrictions 
are still in place.  So, if incrementalism works, it works very slowly.  Though Milwaukee 
government schools have improved,13 they are still so bad that they barely avoided a 
threatened June, 2000 state takeover.  According to Carol Hoxby,14 it would take ten to 
twenty years of such gains for the students in those schools to reach the better, but still 
low achievement levels of nearby suburban government schools.  That suburban 
government school achievement levels are a good standard is another of the fallacies 
discussed later. 
 Perhaps the worst effect of all the hoopla about the alleged experiments is what 
they taught many parental choice activists and citizens – fortunately, according to a 
recent poll, not many paid attention15 – about parental choice and the U.S. K-12 
problem.  The restriction-laden programs are widely mistaken for legitimate general 
tests of voucher systems, and parental choice generally.  The pre-occupation with 
moving a few disadvantaged children within the current system makes it seem as if 
that's the only use of parental choice programs.  San Antonio Express-News reporter 
(Jeanne Russell, 1/5/99, p 1, 14) described what most informed citizens think about 
parental choice, "Supporters cast vouchers as a lifeboat for poor parents saddled with 
dysfunctional public schools."  That belief underlies the fallacies that private and 
suburban government schools are good, and that the current system only harms some 
low-income kids. 
 
ONLY A FEW SCHOOLS ARE BAD 
 

A major fallacy is the assumption that the better schools are good schools.  
Sadly, the natural assumption that top schools are good is false.  "By the fifth grade the 
best [emphasis in the original] American schools had lower scores than the worst 
schools from China, Taiwan, and Japan."16  International comparisons are especially 
embarrassing for U.S. High School students.  Our best students are comparable to the 
average students of some countries.  Extra evidence comes from the periodic National 
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Assessment of Education Progress (NAEP).  No state has more than 46 percent 
proficiency in any subject at either grade level tested, and the vast majority of 
proficiency rates are much lower.17  Less than ten percent is common.  Former 
Assistant Secretary of Education Chester Finn said, "We [states] are on various 
positions on the cellar stairs.  Even the best students did miserably.  At the top scoring 
schools, the average was well below grade level."18  94% of the nation's 11th graders 
could not compute how much a borrower would owe after a year on a one-year loan.  
There aren't very many good schools if 94 percent of the nation's high school juniors 
can’t make that calculation.19  In a 1992 survey of adult literacy, just 11 percent of U.S. 
high school graduates could restate in writing the main point of a newspaper article.20  
No wonder college professors bemoan the terrible basic skills of their students.  No 
wonder businesses have to teach basic skills to entry-level employees. 

Major deficiencies in suburban government schools are commonplace and well 
documented.21 Apparently, they are often hidden22 from a school’s clients.  A majority 
believes that the well-publicised deficiencies of government school systems don’t exist 
in their own schools.23  According to the Manhattan Institute's John Miller, it's a key 
reason for the lopsided defeats of voucher plans, "Most suburbanites are happy with 
their kids' school systems.  They admit the country's deep education crisis, but they just 
don't believe the problem affects them personally."24 

The fallacy that top schools must be good schools is dangerous for at least two 
reasons.  First, it favours small changes in the status quo and says that we should copy 
the better schools.  Transfers to better schools are seen as rescues, even though the 
transferees often still end up in inadequate schools.  That’s because the better schools 
are typically still not very good.  Failure to acknowledge that leads to parental choice 
programs that focus on children enrolled in low-performing schools; for example, the 
Texas voucher proposals and the Colorado and Florida programs.25  But the problem is 
a low performing system, not isolated low performing schools. 

Second, parents able to relocate or who can afford private school tuition acquire 
a false sense of security.  Families that can choose from the entire existing menu of 
schooling options quite often still end up using bad schools.  A better suburban school 
is not necessarily a good school.  More often than not it is still inadequate.  Former 
Assistant Secretary of Education Chester Finn said, “Millions of middle class children 
[are] emerging half-ignorant from suburban schools."26  And most of the private sector 
is inadequate.  The public and private sectors have similar, disappointing standardised 
test scores. 
 
ONLY LOW-INCOME KIDS NEED HELP 
 

The low-income inner cities of large urban areas typically have the worst 
schools.  The media and academic focus on the worst education outcomes convinced 
many people that only the choices of the poor are inadequate; that the solution to the 
U.S. K-12 problem was to give the poor access to choices available to everyone else.  
Unfortunately, that's false.27  As the previous section argued, the system diminishes the 
choices of almost everyone.  The fallacy is clearly evident in the lack of resistance 
among choice advocates to narrow choice targeting and in conclusions that "the most 
significant determinants of educational success are the student's socio-economic 
background and familial context."28 

For example, the fallacy is clearly evident in the discussion of vouchers.  Greg 
Vanourek supports vouchers because they "allow low-income families to send their 
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children to the school of their choice."29  Paul Hill urged lawmakers to "empower 
educators who want to create new options for poor children."30  "Why Vouchers are 
Needed for Poor Children"31 is the title of a Denis Doyle report to the House 
Appropriations Committee.  Joseph Viteritti said:  "The long-term goal must be to 
enhance the educational options available to disadvantaged populations so that their 
opportunities more closely resemble the opportunities that pertain to the middle 
class."32  Jonathan Kozol said choice is "an escape hatch for a few [poor] students, 
instead of a way to improve the school system."33  The prevailing view is that "tuition 
stipends [vouchers] would give poor families trapped in bad public schools more 
choice."34  Tim DeRoche began an Education Week editorial35 about how competition 
would help teachers by asserting that "there are many good reasons to support school 
vouchers for poor families," even though limiting a program to poor families would curb 
many of the teacher benefits DeRoche promised.  Similar statements are common.  
Even Milton Friedman said that vouchers would improve the schooling available to the 
middle class only "moderately."36 

To some people, the statistical studies in which the school variables are not 
significant mean that schools are largely blameless for academic deficiencies.  "Social 
measures that target the home and neighbourhood environments of disadvantaged 
children might prove more effective than educational remedies."37  But that 
interpretation is wrong.  Statistical analyses only explain why data differ from average.  
So the proper interpretation of such statistical results is that schools' impact on 
intellectual growth is consistent; consistently bad since academic outcomes are 
appalling where socio-economic conditions are the worst, rising to dismal where socio- 
economic conditions are good. 

Like the previous fallacy, the effect of this one is to limit the debate to narrowly 
targeted parental choice programmes.  The caps on participation that result from 
limiting choice to low-income families would prevent the realisation of the competition 
that would drastically change the school choices of almost everyone.38  Quentin 
Quade's eloquent attack on the propensity to cap participation in parental choice 
programmes deserves much more attention.39 

"There is no logic which says school choice should stop at any particular income 
level  or any municipal boundary line.  One thinks in such incomplete categories 
only if still  an intellectual captive of the status quo, perhaps seeing the virtues of 
choice just as a corrective of today's worst educational results, rather than as the 
natural, parent-serving social policy it is when seen in its own right.  That, no 
doubt, is why some of today's most-heralded advocates of school choice 
continue to speak of it as 'good for the poor but not for all.'  There is no true line 
between rich and poor as regards the merit of school choice." 

 
 
FULL-TUITION VOUCHERS CREATE A LEVEL PLAYING FIELD 
 

Current U.S. voucher programs provide private school users with less money per 
child than government school users, usually much less,40 but it is a full-tuition voucher 
in Milwaukee, Colorado, Florida, and through the privately funded Edgewood (San 
Antonio) voucher program.  Even Quade's eloquent plea for parental choice without 
financial penalty incompletely addresses this financial discrimination issue.41  Quade’s 
no penalty definition permits less support for private school users (discrimination) - say 
$3000 per voucher versus $7000 per government school student –if the voucher fully 
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covers tuition.  But that $4000 difference still penalises private school students.  The 
funding bias reduces the private schools' access to resources.  Bias against private 
school users also mutes the incentive to compete and enter the market.  

Voucher programs typically require private schools to accept public funds as full 
payment (an add-on ban).  That virtually forces parents to choose between a struggling, 
perhaps officially low-performing government school and financially strapped private 
schools.  An add-on ban creates a de facto price control and discourages private 
spending because it will cost parents a lot to buy slightly more than public funds will 
allow.  For example, suppose a voucher is worth $3000, and private schools can cash 
them only if they accept them as full payment.  A $3000/year private school is then 
'free' in the same sense that a government school costs families only the school taxes 
they must pay.  Some extra schooling value would cost families thousands of dollars.  
An add-on ban means that a $3001 per year private school costs families $3001 more 
than a $3000 per year private school.  A huge jump in buyer cost for a little extra 
schooling value creates a virtual price (tuition) ceiling at the tax dollar amount. 

Florida’s voucher program for special needs children is the only publicly funded 
program that no longer limits add-ons.  Dropping the add-on ban made a big difference 
in the number of schools willing to participate and the services available to the children.  
The greater diversity of special needs children made it obvious that one price could not 
possibly be appropriate; that allowing parents to co-pay the cost of educating their 
children is a critical safety valve in the mission to address unique education challenges.  
The significant, but less obvious differences in the interests and learning styles of 
mainstream children have not yet been enough to convince lawmakers in Florida, Ohio 
(Cleveland program), or Wisconsin (Milwaukee program) to provide the same freedom 
to the parents of mainstream children. 

We avoid the debilitating effects of price control only if parents can use their 
share of public funds to buy more education than the taxpayer-funded amount will buy.  
Confusion about basic economics creates opposition or silence on this critical issue.  
For example, Daniel McGroarty said banning add-ons is "a sensible move to prevent 
the ratcheting up of tuition costs."42  But the long-term price effect of permitting tuition 
add-ons is uncertain.  The long-run supply curve could be flat or downward sloping.  
Unless it is sharply upward sloping, universal vouchers would at least reduce the out-
of-pocket cost of private schooling. 

In addition, the concern about stable private school tuition conflicts with the 
reform imperative.  Increased revenue per child is necessary to attract entrepreneurs, 
to induce existing private schools to expand facilities, and to make private schools 
more competitive in teacher labour markets.  In addition, the tuition level is a poor 
guide to costs at many of the private schools within the current system.  Tuition 
subsidies from churches and other sponsors are common.  Unless private schools can 
earn more per student, private schools may not expand enrolments much beyond the 
unused capacity of existing facilities. 

In summary, there are seven major reasons to allow add-ons. 
 
1. Equity: Everyone pays school taxes, so everyone should enjoy the benefits even if 

they want to buy more private schooling than their share of the tax dollars will let 
them. 

 

 9



2. The freedom to add-on expands the choices, and add-ons harm no one.  Some 
children learn more without other children learning less, and society benefits when 
anyone learns more. 

 
3. Add-ons create a more level playing field between government and private schools. 
 
4. Add-ons increase K-12 funding without higher taxes. 
 
5. Parental involvement: Parents choose more carefully when there is an out-of-pocket 

cost.43 
 
6. Efficiency:  Price movement is a primary market mechanism.  Without add-ons, 

price (tuition) changes can only reflect political forces.  When parents cannot add 
on, prices cannot move to reflect market forces.  Price movement is how markets 
signal relative scarcity, motivate producers and consumers, and allocate resources.  
A price control - the effect of banning add-ons - is an extremely debilitating, 
anticompetitive factor. 

 
7. Innovative practices are often quite expensive at first.  Unless educators can charge 

an add-on, many innovative practices will never get off the drawing board. 
 

Funding policies distort school choice decisions unless children get the same 
public funding in non-government schools.  And since public funds cannot pay for every 
education option, the freedom to add on enlarges the menu and it encourages private 
spending.  Freedom to add on enhances consumer vigilance, and it creates the critical 
price change mechanism. 
 
CHOICE WILL OCCUR FROM THE EXISTING SCHOOL MENU 
 
 This is the static world fallacy.  True believers are intellectual captives of the 
status quo.  They cannot imagine a system much different from the current one.  To 
them, the empty seats of existing private schools are the upper limit on participation in 
parental choice programs.  Often, they equate the government education goal with the 
government school system.  Since they believe most children will always attend 
government schools,44 even if private schools are free to expand to meet growing 
demand.  Because they assume that the majority will always be there no matter which 
reforms are adopted, they assume anything bad for the government school system is 
bad for children.  For example, Helen Ladd laments that most children will attend 
government schools made worse by departures even with universal, unrestricted choice 
among private schools that “offer focused, coherent programs designed to meet the 
needs of students” and government schools that do not.45  Static world fallacy victims 
assume that the private sector will stay mostly non-profit and church-run, with a few 
expensive, elite schools.46 
 The February 1998 Mobilization for Equity newsletter bluntly stated the fallacy.  
Private schools don't have "enough [empty] seats.  The majority of students will be 
forced to remain in the public system regardless of how voucher programs are 
implemented [emphasis added]."47  That's dangerous nonsense, even for programs that 
are smaller and more restrictive than Friedman-style programs.  Private schools’ 
minimal excess capacity does guarantee that government schools will have time to 
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make themselves choiceworthy.  But with sufficiently low entry barriers (level financial 
playing field) government schools’ current 88% market share wouldn’t guarantee the 
permanence of their dominant firm status. 

Most examples of the static world fallacy are more subtle than the newsletter’s 
explicit statement of it.  Based on empty seats in Catholic schools, Peter Cookson said 
"you could get some competition quicker if you included private schools in a choice 
plan, but it wouldn't be much more competition."48  Stan Karp said, "this [the free 
market] meant [turn the education system over to] the local Roman Catholic 
Archdiocese,"49 that Karp guessed had about 1000 vacant slots.  Linda Darling-
Hammond said there are only a "limited number of slots worth choosing."50  Robert 
Lowe and Barbara Miner said a voucher system would force parents "to compete for a 
few select schools."51  Joseph Newman assumed that choice programs wouldn’t 
significantly change private schools.52 

The assumption of little private sector change and continued discrimination 
against private school users also appears to underlie Ann Lewis's belief that "vouchers 
might help some students and some schools," but won't change the system.53  
Likewise, David Berliner and Bruce Biddle believe a voucher system "sets up a two-
class educational system."54 

Restricted access is an implicit assumption of anti-voucher campaign literature:55 
• "Vouchers reward those who have not elected to attend public schools" (p. 2). 
 
• "The vast bulk of the voucher money would subsidize those who are already in 

private schools" (p. 3). 
 
• "Vouchers abandon the many for the few" (p. 3). 
 
• The American Civil Liberties Union believes that "for most students, vouchers offer a 

choice between a religious school and a failing public school."  [Vouchers] "single 
out a few for special privileges."56 

 
 The possible scope of reform through parental choice is completely lost on victims 
of the static world fallacy.  They don’t realise that eliminating entry barriers could transform 
the entire school system.  Non-religion-based and for-profit schools would comprise a 
much larger share of a competitive education industry's private school sector than they do 
now.57  In a competitive education industry, private schools would no longer suffer the 
major handicap of having better funded, zero-tuition competitors. 

If choice opponents are right that vouchers amount to “abandonment,” it means that 
government schools cannot become choiceworthy on a level financial playing field.  
Abandonment expectations imply that severe handicaps inherent in political control mean 
that eliminating government schools’ price advantage would tilt the playing field in favour of 
private schools.  Private schools would gradually replace government schools.  Indeed, it 
has been shown that “disruptive change”58 in any sector of the economy typically leads to 
substantial replacement of incumbents.  Few organisations – public or private – manage to 
cope with disruptive change.  For example, “not one of the [successful] mini-computing 
companies succeeded in the personal computer business.  Out of hundreds of [successful] 
department stores, only one became a leader in discount retailing.”59  Once successful 
producers usually fail to adapt to disruptive change.  Newcomers replace them. 

Certainly, real competition would qualify as a disruptive change.  Asked to apply 
their findings about organizations’ typical response to disruptive change to the K-12 
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system, Clayton Christensen and Michael Overdorf said “processes and values in K-12 
really do make change virtually impossible in the current context.” 

The existing menu of schooling choices is an inappropriate evaluation criterion for 
potential reform catalysts.  Changes in the schooling menu are critical, because in a nation 
at risk, there aren’t many good schools.  Ending government discrimination against private 
school users would significantly change both government and private schools.  The U.S. 
needs schools that outperform today's typical private schools.  Therefore, an evaluation of 
policies that use parental choice to change the existing school system should not depend 
on whether existing private schools produce better academic outcomes than existing 
government schools.  The empty seats of existing schools do not permanently limit 
parents’ ability to opt for private schooling.   
 
VOUCHERS ONLY HELP THE RICH 
 
 Supposedly, only the rich would benefit because "poor parents cannot afford to 
pay the difference between a voucher and a private school's full tuition."60  But the 
claim is partially false even when the voucher is worth much less than the funding of 
government school users.  Many private schools are inexpensive enough that the 
demand for low-income vouchers usually exceeds the lesser of voucher availability or 
private school capacity.  That is true even for partial tuition vouchers.  Many low-
income families find the money for the co-payment necessary to transfer a child to a 
private school, and many more want to.61 
 For a program that did not favour government school users and that was funded 
at existing public K-12 spending levels,62 claims that only the rich would benefit are 
false.  Such a policy would provide enough funding per child without a private co-
payment (an add-on) to pay the tuition in all but the elite prep academies.  And 
government schools might respond to the competitive pressures.  Better funding and 
competitive pressures would improve private schools, but the result would benefit 
families that have access to the current system’s better choices less than it would 
improve what children from poor families would have access to. 
 
EVERY SCHOOL SHOULD ACCEPT ANY CHILD 
 
 Choice opponents assert that private schools, not parents,63 would choose 
through selective admissions.  Private schools would allegedly take the easiest to 
educate, and "dump" the rest in government schools.  That is a false and disingenuous 
claim, but it is often politically effective because choice opponents depict specialisation 
as discrimination.  It is disingenuous, because many government schools64 use private 
schools as a "dumping ground for dummies."65 

Private schools supposedly would have to discriminate because they could 
accept only a small fraction of the likely flood of applicants.  The claim is theoretically 
unsound and it rests on the false premise that space shortages would be permanent.  
The claim defies the profit motive and specialisation aspects of competitive settings.  
Absent entry barriers and price controls, profit opportunities prompt entrepreneurs and 
existing school operators to eliminate shortages.  And when schools specialise, the 
easiest to educate student isn’t necessarily the few geniuses that every school would 
supposedly prefer.  The cheapest to educate student depends on the specialised niche of 
the school staff and facilities.  The mainstream of many specialised schools would be 
students now labelled "special ed."  High achievers are easier to educate only with uniform 
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policies and low expectations; side effects of neighbourhood government schools’ inability 
to specialise. 

If specialisation were the K-12 norm like it is in most of the economy, many parents 
would demand schools that specialise in challenging high achievers.  But high achievers 
definitely would not be among the cheapest to educate.  Parents of high achievers demand 
much more customised attention to their children and to themselves.  That's a major 
reason why their children are high achievers.  Education entrepreneurs will offer services 
to every child they can profitably serve at prevailing prices.  The option to add-on is critical 
for the instances where parents do not think the public funding buys adequate schooling 
for their children.  And parents of high achievers are more likely to add-on.  Family 
investment in high achieving children is one of the most important reasons to allow parents 
to supplement public funding with their own.  It’s also a compelling reason to establish true 
scholarship programs to fund add-ons for high achievers from low-income families. 

Those who insist that every publicly funded school admit anyone have forgotten 
the reason for public funding.  What matters is not that every school be prepared to 
serve any child, but that every child has access to high-quality schooling.  A system of 
competing, specialised schools of choice best serves a diverse student population.  A 
system of comprehensively uniform neighbourhood schools cannot address diverse 
subject interests and learning styles.  Some are left behind.  Some get specialised 
services but only after being tagged a special ed. outlier, or even medicated, for 
inability to tolerate the mainstream subject matter and pedagogy.   
 Choice opponents' ability to turn neighbourhood government schools' inability to 
specialise into a political asset does not change that it is a major education handicap.  
Requiring every school to accept every nearby child imposes major inefficiencies; 
higher costs for lower quality.  Specialised private schools often serve government 
school cast-offs better for less than is spent on mainstream government school 
students.  To realise the benefits of specialisation, each school must make their 
services inappropriate for many families.  Therefore, each school must be free to 
exclude children that are better suited to other schools. 
 
CONTRACTING OUT IS REAL PRIVATISATION 
 

The term privatisation can be confusing.  Among the ways to "privatise" services 
produced by the government, contracting out is the dominant mode.  It offends the 
fewest special interests.66  Since contracting out doesn’t privatise ownership, 
contracting out is not "real [emphasis in the original] privatization."67  This is important 
because disappointment with anything called "privatisation" could make the public less 
receptive to choice-based reforms that incorporate productive versions of privatisation. 

Even in the rare cases where the authorities contracted out management 
services (e.g., Baltimore; Hartford; Minneapolis; Philadelphia; Wilkinsburg, 
Pennsylvania; Dade County, Florida), competitive behaviour did not result.  A more 
competitive management services market - where the authorities are buyers - does not 
reduce government school dominance of the delivery of instruction.  A minor exception 
would arise if the authorities eliminated attendance areas, and allowed several 
independent contractors to manage an area's government schools.  Otherwise, 
contracting out management doesn’t change the number of school choices or school 
rivalry.  The government school leaders and the contractors they hire are, at most, 
semi-independent.  Private management may increase the differences between the 
existing choices, but it is hard to imagine ferociously competitive behaviour between 
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government school authorities and firms they hire.  Furthermore, the barriers to entry 
would remain.  Market share is not more contestable.  Contracting out the delivery of 
instructional services usually just changes a government-owned, government-run 
monopoly into a regulated, privately run government monopoly. 

Top-down accountability to the government will create problems like misdirected 
improvement efforts or an overly narrow focus on specific objective evaluation criteria 
such as test scores.  This is one of the many reasons that subjectively assessed 
accountability to clients is superior to objectively assessed accountability to the 
government.68   

Contracted managers are paid by the agency that hires them, not by the children 
and parents they serve.  Indeed, Carol Ascher (1996) observed that "performance 
contracting was never meant to increase parents' voice in schooling.  Indeed, families 
remain noticeably absent from the performance contracting reports.  The reports 
described accountability in terms of companies and school districts."69  Contracting out 
may be a weak, limited form of privatisation, but it does not facilitate parental choice, or 
motivate significant school rivalry. 

There are significant differences between contracted managers and owner-
operated firms.  Competing owner-entrepreneurs get their funding directly from their 
clients, so they face relentless pressure to cut costs and improve all aspects of quality, 
not just the ones objectively measured.  Those dynamic factors are critical differences 
"between competitive market and political command-and-control mechanisms of service 
delivery."70  Contracted managers have no comparable pressures to motivate them.  
Their stockholders may seek cost reductions, but pressure from price-cutting 
competitors is more powerful.  Direct competitors provide the critical cost and quality 
basis for comparison.  It is probably fortunate that management contracts do not list 
cost reduction as a performance criterion.71  Contracted managers lack many of the 
cost-cutting options of owners. 

Since a contracted manager's initial competition is a predecessor's abysmal 
track record, contracts have short-term, static goals.  Peter Hutchinson, president of 
Public Strategies Group Inc., defined success as "turning the district's performance 
around,"72 ending decline, and having a "normal" district.  Normal in a country with a K-
12 crisis is pretty bad.  The State of Illinois sort of contracted out management of 
Chicago's government schools to Mayor Richard M. Daley and his schools' chief, Paul 
Vallas.  Despite major gains, the situation is still so bad that the Chicago school 
authorities still aspire to the national norms of a nation at risk.  Note also that catching 
up on a few easily measurable criteria like test scores is much easier to contractually 
define, and it is much less ambitious, than the typical market standard of continuous 
pursuit of a multi-dimensional, rising standard of excellence. 

If contracted managers outperform the district employees they succeeded by 
enough to achieve acceptable norms, the better nearby government schools become 
the new standard.  There are no other education entrepreneurs to directly compete 
with, and direct rivalry with government schools exists only if there are no attendance 
areas.  Even if residents readily change where they live in response to changes in 
school quality, effects of enrolment changes are easily avoided by redrawing 
attendance areas.  Education entrepreneurs from other regions cannot contest 
customers.  They can only periodically contest the renewal of the incumbent manager’s 
contract with the school authorities.  Once contracted managers meet contract 
objectives, they have little incentive to modify practices already deemed successful.  
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Tampering with successful practices is risky, and without real competition, the potential 
return to improvements is much lower.   
 The politics that created the achievement concerns and convinced the authorities 
that they could not fix it themselves will infect the contract's terms.  Many core issues 
(personnel, specialisation opportunities, curriculum, student distribution) are politically 
sensitive.  Putting them off limits greatly reduces improvement prospects.  Such 
restrictions were a major factor in the non-renewal of Education Alternatives, Inc.'s 
(EAI) contracts for Baltimore and Hartford.  EAI had to keep the existing curriculum and 
keep teachers openly hostile to the new policies. 

Teacher unions vigorously resist privatisation even when it involves far less than 
contracting out management.  For example, the Wilkinsburg, Pennsylvania school 
authorities hired Alternative Public Schools (APS) of Nashville to manage an 
elementary school.  APS believed it had the authority to choose its own staff.  The 
Pennsylvania affiliate of the NEA filed a lawsuit that forced APS to abide by the union 
contract and rehire the original teachers. 

Uncertainty about contract termination can create other problems.  Political 
support is fragile, and the range of politically acceptable behaviour changes with 
current events and elections.  Early termination clauses like the Hartford/EAI contract - 
termination with only 90 day's notice - necessitate constant attention to political 
correctness.73  Even if contracted managers have the legal authority to make politically 
sensitive decisions, they may not exercise it, or face termination for doing so.  And 
politically sensitive criteria like test scores will receive too much attention to the 
detriment of other important, but less measurable education outcomes. 

Uncertainty about contract renewal is another key problem.  The term of the 
contract is not long enough to recover the cost of many otherwise profitable capital 
investments.  The contracted manager’s estimate of renewal chances directly affects 
investment decisions.  EAI discovered the downside of that uncertainty, and no doubt 
other contractors took notice.  EAI incurred a $3 million loss when the district abruptly 
terminated the contract and refused to compensate them for their capital investments. 
 
CONCLUSION 
 
 One of America’s most important debates needs a concentrated mixture of facts 
and principles level economics.  The fallacies begin with the scope of the problem and 
end with proposed solutions that are either proven acts of futility or too small to prompt 
reform.  Imaginary competition and pseudo-experiments confuse the public and 
diminish the prospects for effective reforms.  Wishful thinking about incremental change 
threatens to entrench a new generation of hard-to-change education policies that fail to 
address the largest problems, or even compound them.  Economic analysis, our 
knowledge about human nature, and the vast differences in how children learn and 
what interests them tell us that we need to significantly transform the system.   
 
                                                           
1 Note that the ‘Nation at Risk’ theme is recurrent.  It originated with a 1983 report of a Blue Ribbon Presidential 
   Commission.  It appeared most recently in the February 15, 2001 report of The United States Commission on National  
   Security/21st Century: Raod Map for National Security: Imperative for Change – Phase III report. 
 
2 See the "Faulty Analysis section of Chapter Three of John Merrifield, The School Choice Wars (Lanham, MD: 
  Scarecrow Education Press, 2001). 
 
3 For example, many states have delayed or shelved electricity deregulation because California’s mistakes have given 

 15



                                                                                                                                                                                                 
   ‘deregulation’ a bad image. 
 
4 Edward B. Fiske and Helen F. Ladd, When Schools Compete: A Cautionary Tale (Washington: Brookings 
    Institution Press, 2000).  Ladd is on the economics faculty at Duke University. 
 
5 Page 250, 292, 297, respectively. 
 
6 Robert B. Reich, "The Case for Progressive Vouchers," Wall Street Journal (September 6, 2000). 
 
7 Thomas Lasley and William Bainbridge, "Unintended Consequences" Education Week (May 2, 2001): p 38, 42.  
 
8 Jennifer Hochschild, "Book Review of: When Schools Compete: A Cautionary Tale by Edward Fiske and Helen 
  Ladd (Brookings, 2000)," Education Matters (Summer, 2001).  
 
9 R. Kenneth Godwin and Frank R. Kemerer.  School Choice Trade-offs (Austin, TX: University of Texas Press, 2002). 
 
10  P 14 of Helen F. Ladd, “School Vouchers: A Critical View,” Journal of Economic Perspectives 16, #4 (Fall 2002): 3- 
   24. 
 
11 Robert Maranto and Scott Milliman, "In Arizona, Charter Schools Work," Washington Post (October 11, 1999): A25. 
 
12 Note that virtually everyone agrees that true competition would transform the K-12 system.  The intense 
  disagreements lie in the nature of that transformation, and its desirability. 
  
13 Carol M. Hoxby, “Rising Tide.”Education Next (Winter 2001): http://educationnext.org/20014/68.html. 
 
14 Ibid 
 
15 According to Terry Moe (Schools, Vouchers, and the American Public [Washington, DC: Brookings Institution, 
  2001]), 65 percent of the American public doesn't know anything about education vouchers. 
 
16 Harold W. Stevenson, "Learning from Asian Schools," Scientific American 267, no. 6 (December 1992): 70-76. 

17 NAEP data from 1998 and 2000 as reported on page 80 of the January 9, 2003 Education Week (“Quality Counts”). 
 
18 Barbara Kantrowitz and Pat Wingert, "A Dismal Report Card," Newsweek (June 17, 1991): 65. 
 
19 Because of its consistency with other indicators of educational achievement (remedial education spending by colleges 
   and businesses, other standardized tests), the inference derived from this terrible result survives the criticism of the 
   NAEP test that scores are low because students have no incentive to try hard.  See of Joseph Murphy, The 
   Privatization of Schooling (Thousand Oaks, Calif.: Corwin Press, 1996): pp. 139-148 for more examples 
   illustrating that student achievement is utterly unacceptable nearly everywhere. 
 
20 Chester E. Finn, Jr., “The Schools,” in N. Kozodny (ed.) What to Do About . . . (New York: HarperCollins, 1995). 
 
21 The evidence is direct and indirect.  The appalling tests scores, including the embarrassing international comparisons, 
   are based on the entire student population.  Growing expenditures on remediation by businesses and colleges are not 
   limited to inner city high school graduates.  Direct evidence of troubled suburban schools includes Daniel J. Singal, 
   "The Other Crisis in American Education," The Atlantic Monthly (November 1991): 59-74; "Dollars Don't Mean 
    Success in California District) Education Week (December 3, 1997) on the troubles of a California school district that 
    spends $12,100 per student; Elinor Burkett, Another Planet:A Year in the Life of a Suburban High School 
    (Washington, DC:  HarperCollins, 2001)  In San Antonio, Texas, community college bound high school graduates 
     must take the TASP test to determine if they can begin college courses without remediation.  Thirty students from 
     San Antonio's wealthiest district, the suburban Alamo Heights District, took the TASP test in September, 1992.  Of 
     those 30 students, 22, 15, and 16 required math, english, and reading remedial courses, respectively.   See also, Jay 
     P. Greene, Paul Peterson, and Jiangtao Du.  TheEffectiveness of School Choice:  The Milwaukee Experiment.  
     (Program in Education Policy and Governance, Harvard University, 1997) for a description of Milwaukee's 
     dismal secular private schools; Kamrhan Farwell, "Money Doesn't Always Equal High Test Scores," The Press 

 16



                                                                                                                                                                                                 
     Enterprise (August 10, 1998) is about several California school districts; Exploding remedial education spending by 
     businesses, community colleges, and universities; George Clowes, "The Dark Side of Suburban School 
     Achievement." School Reform News (January, 2000): 7.  
 
22 See chapter 4 of Myron Lieberman, Public Education: An Autopsy  (Cambridge, Mass.: Harvard University 
    Press, 1993) for an explanation of how parents are deceived. 
 
23  In "Up from Mediocrity," Policy Review (Summer, 1992): 80-83, Finn calls it the "complacency problem."  The 
     phenomenon is also discussed in Carl G. Ball and Steven Goldman, "Improving Education's Productivity," Phi Delta 
     Kappan (November 1997): 231.  It’s similar to the public's attitude toward another major political institution, 
     the U.S. Congress.  People think little of the U.S. Congress, but congressional incumbents rarely lose an election. 
 
24 John Miller, "Why School Choice Lost," Wall Street Journal (November 4, 1993). 
 
25 Jessica L. Sandham, "Florida OKs 1st Statewide Voucher Plan," Education Week (May 5, 1999): 1, 21.  A similar 
   proposal was rejected by the 1999 Texas’ legislature. 
 
26 Finn, 1995. 
 
27 Ibid, note 14 
 
28 Frederick M. Hess, "Courting Backlash: The Risks of Emphasizing Input Equity Over School Performance," The 
    Virginia Journal of Social Policy & the Law 6 (Fall, 1998): 13.  Also see Alfie Kohn, The Case Against Standardized 
    Testing (Portsmouth, NH: Heinemann, 2000). 
 
29 Greg Vanourek, "The Choice Crusade," Network News and Views (December, 1996).  
 
30 Paul T. Hill, "The Innovator's Dilemma," Education Week (June 14, 2000): 33. 
 
31 Denis P. Doyle, "Why Vouchers Are Needed for Poor Children," Heritage Foundation Committee Brief (May 10, 
    1996). 
 
32 Joseph Viteritti, Choosing Equality (Washington: Brookings Institution Press, 1999): 14. 
 
33 Troy Segal, "Saving Our Schools," Business Week (September 14, 1992): 70-78. 
 
34 Rene Sanchez, "Riley Launches Attack on School Vouchers," Washington Post (September 24, 1997): A6. 
 
35 Tim DeRoche, "Why Vouchers?: For Our Teachers," Education Week (June 6, 2001): p 37.  
 
36 Friedman quoted in Edwin G. West, Education Vouchers in Practice and Principle: A World Survey (Washington:  
   Human Capital Development Working Paper #64, February 1996): p. 7. 
 
37 Ibid, note #28. 
 
38 For vouchers as a general policy tool, that principle is well established;  C. Eugene Steurle, "Common Issues for 
    Voucher Programs," in: Vouchers and Related Delivery Mechanisms: Consumer Choice in the Provision of Public 
    Services.  Conference, (October 2-3, 1998) Papers, (Washington: Brookings Institution, 1998): 15. 
 
39 Quade, Quentin L.  1996.  Watch Your Step!  If School Choice is So Great, Why Don't We Have It," Network News 
    and Views (January/February). 
 
40 CEO America is lobbying for a Tax Credit Program (Linda Morrison, The Tax Credits Program for School Choice, 
    [National Center for Policy Analysis, March 1998]) that has the explicit aim “to discourage non-government 
    schools from raising their tuition and fees” - that is limiting private schools’ access to resources. 
 
41 Quentin Quade, Financing Education (New Brunswick: Transaction Publishers, 1996): p. 35. 
 

 17



                                                                                                                                                                                                 
42 Daniel McGroarty, Break These Chains (Rocklin, CA: ICS Press, Prima Publishing, 1996): 98. 
 
43 Andrew Coulson, Market Education (New Brunswick, NJ: Transaction Publishers, 1999). 
 
44 P 14 of Helen F. Ladd, “School Vouchers: A Critical View,” Journal of Economic Perspectives 16, #4 (Fall 2002): 3- 
   24. 
 
45 Ibid 
 
46 Most recent example:  letter to the editor (7/11/01 Education Week) by Edd Doerr, Executive Director of Americans 
    for Religious Liberty. 
 
47 "School Vouchers on Trial in Milwaukee and Cleveland," Mobilization for Equity (February, 1998): 1, 3. 
 
48 Peter Cookson in  Edith Rasell and Richard Rothstein (eds.), School Choice: Examining the Evidence (Washington: 
    Economic Policy Institute, 1993): p. 252. 
 
49 Stan Karp in Lowe and Miner, 1996, p. 32. 
 
50 Linda Darling-Hammond interview in Lowe and Miner, 1996, p. 12. 
 
51 Editors are interviewed in Lowe and Miner, 1996, pp. 14-15. 
 
52 Joseph W. Newman, "Bribing Students out of Public Schools," Education Week (January 27, 1999): 76, 53. 
 
53 Ann C. Lewis, "A Modest Proposal for Urban Schools," Phi Delta Kappan 78,  no. 1 (September 1996): 5.  
 
54 David C. Berliner and Bruce J. Biddle.  The Manufactured Crisis.  (Reading, Massachusetts: Addison-Wesley, 1995):  
    178.  
 
55 Albert Fondy, School Vouchers in Pennsylvania:  Bad Education Policy, Worse Public Policy (Philadelphia: 
   Pennsylvania Federation of Teachers, 1998). 
 
56 Statement by Nadine Strossen, president of the ACLU, posted on the FreedomChannel.com web site, August 8, 2000. 
 
57 Robert Holland and George Clowes, “With Vouchers, Would Religious Schools Predominate?” School Reform News 
    (May, 2003): 7.  That assertion is supported and discussed in greater detail in the context of the ' Court Opinions on 
    Church-State Issues are Key Factors' fallacy a few pages from now. 
 
58 C. M. Christensen and M. Overdorf. “Meeting the Challenge of Disruptive Change.” Harvard Business Review 
   (March-April, 2000): 66-76. 
 
59 Ibid  
 
60 Ibid 
 
61 The Goldwater Institute. "The Top Ten Myths about School Choice" (Phoenix, Ariz.: Author, 1994).  The findings 
    are based on data from Phoenix, Indianapolis, Atlanta, San Antonio, and Milwaukee.  In each city there are long 
    waiting lists for half-tuition grants available only to low-income families.  The latest privately funded partial low- 
    income voucher program attracted 1.25 million requests for 40,000 vouchers. 
 
62 Around $8000/pupil/year. 
 
63 For example, that assertion is a centrepiece of virtually every piece of "No on Prop 174" literature.  For example, 
    consider this line from an anti-174 handout entitled, "It hurts kids, it hurts taxpayers': "voucher schools would choose 
    which kids get in."  According to Wendy Wagenheim ("Why Public Money Shouldn't Go to Private Schools." 
    Michigan Education Report [Fall, 1998]: 12): "Under a voucher plan, it is schools that will do the choosing, not 
    parents or students."  Also see the letter written by the National Coalition for Public Education (July 29, 1997), and 

 18



                                                                                                                                                                                                 
    the comments of Elliot Mincberg with People for the American Way posted on the Freedom Channel website. 
 
64 Janet R. Beales, "Educating the Uneducatable," Wall Street Journal (August 21, 1996). 
 
65 McGroarty, 1996, p. 102. 
 
66 Carol Ascher, "Performance Contracting:  A Forgotten Experiment in School Privatization," Phi Delta Kappan 77, 
    no. 9 (May 1996): 615;  Polly Carpenter and George Hall, Case Studies in Educational Performance Contracting: 
    Conclusions and Implications, Report #R-900/1 - HEW (Santa Monica, Calif.: Rand Corporation, 1971). 
 
67 Emanuel S. Savas, Privatization: The Key to Better Government (Chatham, N.J.: Chatham House, 1987): p. 278. 
 
68 John Pisciotta, “School Accountability: Top-Down or Bottom-Up?” Veritas (October, 2001): p 19-25. 
 
69 Ascher, May, 1996, p. 622 
 
70 David F. Bradford and Daniel Shapiro, "The Politics of Vouchers," in Vouchers and Related Delivery Mechanisms: 
   Consumer Choice in the Provision of Public Services.  Conference [October 2-3, 1998] Papers (Washington: 
   Brookings Institution, 1998): 52. 
 
71 Education Alternatives, Inc. (EAI) gains from cost savings because it gets to keep half of each dollar saved, but the 
    primary performance criteria are test scores; Elizabeth Gleick, "Privatizing Lives," Time (November 13, 1995): 88. 
 
72 Peter Hutchinson, "The Five C's," Education Week (September 17, 1997.): 37, 39. 
 
73 Nancy Gibbs, "Schools for Profit," Time (October 17, 1994): 48.  

 19


	CONTRACTING OUT IS REAL PRIVATISATION

