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pproximately $9 billion of the $787 bil-
lion authorized by the American Recovery 
and Reinvestment Act (ARRA) is for fund-
ing K-12 education in the states. States may 
access these funds provided they meet two 

main eligibility criteria: States must agree to institute more 
charter schools, and they must implement performance pay 
for teachers. 1

These policies represent an improvement over the previ-
ous administration’s policies, which focused on standard-
izing education policy nationwide. By encouraging charter 
schools and performance pay, the Obama administration 
wants to introduce much-needed competition in the provi-
sion of public education.2 However, the government may fall 
short of achieving its desired outcome because its approach 
rests on an incomplete view of competition.

Competition is not a state of affairs; it is a process that is 
defined not by the number of competitors in a market, but 
by the ease with which potential competitors can enter the 
market.3 Instead of introducing competition, federal fund-
ing will likely continue to homogenize state education pol-
icy rather than encourage flexibility, greater responsiveness, 
and diversity.

ThE FEdERAL ROLE IN EdUCATION

Policy makers often tout federal education policies as 
panaceas for improving K-12 education. A predominant 
school reform policy to reverse performance decline is to 
increase overall spending.4 This argument rests on the idea 
that underperforming schools are underfunded, and spend-
ing more money in these schools would increase student per-
formance. The inaugural example of this in federal policy, 
Title 1 to the Elementary and Secondary Education Act of 
1965, remains the largest federal effort to spend schools out 
of underperformance. Figure 1 shows that the federal invest-
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ment in the Elementary and Secondary Education Act rose 
from under $2 billion in 1966 to $15 billion in 2000 and $25 
billion in 2005.

The increase in federal spending for education has been inef-
fectual. Evidence from New York City suggests Title 1 funds 
have had, at best, no impact and, at worst, a negative impact on 
student performance.5 A possible reason is that states receiv-
ing federal funds shift money away from increasing student 
performance or change the way they spend money.6 The data 
on school spending suggests we cannot conclude that the 
amount of school resources affects student performance.7

Second, the federal government has targeted spending to 
increase the use of technology. The Department of Education 
spends hundreds of millions of dollars per year to promote 
technology use in the classroom.8 But two recent reports com-
missioned by the Department of Education indicate increased 
technology in the classroom does not increase student per-
formance.9 The more recent of the two studies examining the 
impact of different instructional software packages on student 
performance10 show no difference, even when teachers have 
become familiar with the software, in performance between 
students using the software and those not using it.

Federal policy has also targeted teacher certification. The 
Bush administration’s No Child Left Behind Act (NCLB) 

gave the federal government authority to set certification 
standards in the states under the assumption that requiring 
teachers to meet certain requirements, such as fulfilling state 
certification standards and having a bachelor’s degree in the 
subject they teach, would weed out poorly qualified teach-
ers.11 Yet, the body of knowledge on teacher quality shows 
that even the “experts” know little about what contributes 
to teacher quality.12 Standardized policies like NLCB remove 
decision-making power from local and state authorities, 
effectively depriving schools of the freedom to experiment 
to see what works.

ObAMA’S PLAN: ChARTER SChOOLS ANd  
PERFORMANCE PAY

The top-down approach previous administrations used 
to reform the education system failed because it did not 
account for the one thing that would most improve educa-
tional performance: competition. The current administra-
tion is making significant improvements with the policies it is  
promoting—more charter schools and performance pay for 
teachers. Rather than promoting the traditional top-down 
approach, the Obama administration has signaled an under-
standing that increasing competition in the provision of  
education will lead to better educational performance in 
schools. While this is a step in the right direction, there are a 
few problems with the administration’s approach.

Source: 2006 U.S. Budget, Historical Tables.

figuRe 1: fedeRal Spending undeR the elementaRy and SeCondaRy eduCation aCt
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States is that it allows and encourages competing models of 
state provision of services. In the case of education, it lets 
local communities and districts test what works best for them, 
given their constraints and objectives.  Currently, however, 
freedom of entry does not exist in the realm of education due 
to local monopolies of school districts and state and federal 
mandates.  The federal government should encourage policies 
that decentralize control and improve local decision-making 
processes through allowing freedom of entry in the provision 
of education. 

CONCLUSION

The Obama administration should consider its reform 
efforts in light of a fuller understanding of competition and the 
effects that national standards have on competing models of the 
state provision of education. Competition, when understood 
as a process, can have some very beneficial outcomes. Markets 
show that competition serves as a cost-saving and quality-en-
hancement mechanism. For education, it could mean fewer 
resources spent with higher student performance.

In promoting a national education policy, the Obama admin-
istration risks promoting homogeneity and stagnation within 
the education system rather than promoting competition. As 
long as there is monopoly provision of education, improve-
ments made within that context will have minimal impact on 
student performance—despite the type of strategy chosen. 
Good policy encourages diversity of approaches so that each 
state, district, or municipality can find what works best given 
their constraints and objectives.
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USING COMPETITION TO PROMOTE REFORM

Competition is not a state of affairs; it is a process. Compe-
tition is defined not by the number of competitors in a market, 
but by the ease with which potential competitors can enter 
the market.13 Barriers to entry prevent competition, and the 
education system in the United States contains many barriers 
to entry, including caps (or bans) on the number of charter 
schools allowed in a state, collective bargaining for teacher 
contracts at the state or district level, and standard setting at 
a national level. 

In light of this understanding of competition, consider the 
administration’s proposition of increasing the number of char-
ter schools. The literature provides no conclusive evidence on 
the effectiveness of charter schools. A review of New York 
City charter schools shows that charter schools—in compari-
son to public schools—have been somewhat more effective in 
increasing student performance.14 Yet, a national study found 
that in 46 percent of charter schools, students perform no dif-
ferently than students in traditional public schools. Only in 17 
percent of charter schools do students perform better than 
students in traditional public schools, and in 37 percent of 
charter schools, students perform worse than students in tra-
ditional public schools.15 Importantly, however, this study also 
found charter schools located in states without a cap on char-
ter schools perform better than those charter schools located 
in states with caps, which suggests that increasing compe-
tition through the removal of barriers to entry can improve 
student performance. In the context of these policies, char-
ter schools can promote competition within the education 
system by performing better than traditional public schools. 
The key, however, is to recognize that simply bringing in more 
competitors will not accomplish this goal—barriers to entry 
must be removed. 

Performance pay has the potential to increase teacher qual-
ity. It seems based on sound logic: If teachers receive bonuses 
or benefits if their students perform better than a baseline, 
they should want to explore methods for improving student 
performance. But the evidence on the link between perfor-
mance pay for teachers and increased student performance 
is inconclusive.16 Even if the evidence were highly conclu-
sive, however, it would still be dangerous for the federal gov-
ernment to promote performance pay.  By selecting which 
states receive federal funds, the federal government would, 
implicitly or explicitly, be setting standards for performance 
pay contracts nationwide that the individual schools—not the 
federal, state, or even local governments—should set, because 
the administrators at individual schools have the local knowl-
edge needed to improve student performance.  

To promote real competition, competition that might have 
the potential of improving student performance, the Obama 
administration must avoid setting national standards. One of 
the inherent strengths of the federalist system in the United 

The federal government should 
encourage policies that  
decentralize control and 
improve local decision-making 
processes through allowing 
freedom of entry in the 
provision of education.

MERCATUS CENTER AT GEORGE MASON UNIVERSITY   3



Eileen Norcross is a senior research fellow with the 
Social Change Project and the lead researcher on the 
State and Local Policy Project. Her work focuses on 
the question of how societies sustain prosperity and 
the role civil society plays in supporting economic 
resiliency. Her areas of research include fiscal federal-
ism and institutions, state and local governments, and 
economic development.

Jerrod Anderson is a graduate student fellow with 
the Mercatus Center’s Regulatory Studies Program. 
Jerrod’s research interests include education policy 
and the role regulation plays in public education.

Johan van der Walt is a graduate student fellow at 
the Mercatus Center. His research interests include 
institutional analysis, comparative political economy, 
and international development.

The Mercatus Center at George Mason  University 
is a research, education, and outreach organization 
that works with scholars, policy  experts, and govern-
ment officials to connect  academic learning and real-
world practice.

The mission of Mercatus is to promote sound 
 inter disciplinary research and application in the 
 humane sciences that integrates theory and  practice 
to  produce solutions that advance in a sustainable 
way a free, prosperous, and civil  society.

Arne Duncan, “Turning Around the Bottom Five Percent,” Address 2. 
at National Alliance for Public Charter Schools Conference, U.S. 
Department of Education, June 22, 2009, http://www.ed.gov/news/
speeches/2009/06/06222009.pdf, 2.

Israel Kirzner, 3. Competition and Entrepreneurship (Chicago: University 
of Chicago Press, 1973).

Michael Marlow, “Spending, school structure, and public education qual-4. 
ity: Evidence from California,” Economics of Education Review 19, no. 
1 (2000): 89–106.

Wilbert van der Klaauw, “Breaking the link between poverty and low 5. 
student achievement: An evaluation of Title 1,” Journal of Econometrics 
142, no. 2 (2008): 731–756.

Ibid. See also Nora Gordon, “Do federal grants boost school spending? 6. 
Evidence from Title 1,” Journal of Public Economics 88 (2004): 1771–
1792.

Eric Hanushek, “School Resources and Student Performance,” in 7. Does 
Money Matter? The Effect of School Resources on Student Achievement 
and Adult Success, Gary Burtless, ed. (Washington, DC: The Brookings 
Institution, 1996), 43–73.

Department of Education, “Enhancing Education through Technology 8. 
(Ed-Tech) State Program,” http://www.ed.gov/programs/edtech/fund-
ing.html. This provides a summary of the appropriations for the EdTech 
program from 2002–2008.

Mark Dynarski, Roberto Agodini, Sheila Heaviside, Timothy Novak, 9. 
Nancy Carey, Larissa Campuzano, Barbara Means, et al., Effectiveness 
of Reading and Mathematics Software Products: Findings from the First 
Student Cohort (Washington, DC: Institute of Education Sciences, U.S. 
Department of Education, 2007); Larissa Campuzano, Mark Dynarski, 
Roberto Agodini, and Kristina Rall, Effectiveness of Reading and Math-
ematics Software Products: Findings from Two Student Cohorts (Wash-
ington, DC: National Center for Education Evaluation and Regional Assis-
tance, Institute of Education Sciences, U.S. Department of Education, 
February 2009).

These software products included reading and math instruction.10. 

U.S. Department of Education, “Highly Qualified Teachers for Every 11. 
Child,” August 16, 2006, http://www.ed.gov/nclb/methods/teachers/
stateplanfacts.pdf.

Eric Hanushek and F. Welch, 12. Handbook of Economics of Education, Vol. 
2 (Amsterdam: North-Holland, 2006), 1061.

Kirzner,13.  Competition and Entrepreneurship.

Caroline M. Hoxby, Sonali Muraka, and Jenny Kang, 14. How New York 
City’s Charter Schools Affect Achievement (Cambridge, MA: New York 
City Charter School Evaluation Project, September 2009).

Center for Research on Education Outcomes, “Multiple Choice: Charter 15. 
School Performance in 16 States,” Stanford University, June 2009, 46.

See Hanushek and Welch, 16. Handbook of Economics Education, 1072. 
This is mainly due to the dearth of performance programs.

4   MERCATUS ON POLICY NO. 68             FEbRUARY 2010




