
MERCATUS 
ON POLICY
Technology in Schools: 
What Does $27 Billion 
in E-Rate Spending 
Accomplish?
 
Brent Skorup and Raymond 
Russell

June 2017

3434 Washington Blvd., 4th Floor 
Arlington, Virginia 22201
www.mercatus.org

MANY SCHOOLS HAVE BEEN CONNECTED TO 
the Internet during the last two decades, but no 
one knows how much of this progress can be cred-
ited to the Schools and Libraries program, cre-
ated by the Federal Communications Commission 
(FCC) in 1996.1 Researchers and lawmakers have 
criticized this inter-carrier subsidy program, 
commonly known as the E-rate program, for its 
distortionary financing,2 fraud,3 and lack of over-
sight.4 This paper explores a different aspect of 
the program: American consumers spend billions 
of dollars in fees annually for a school technology 
program that largely has not translated into stu-
dent achievement gains.

In 1997, then US Secretary of Education Richard 
Riley stated that E-rate had to accomplish more than 
just wiring schools. The program “must show that it 
really makes a difference in the classroom, and that 
means helping students to learn the basics and other 
core subjects to high standards,” he argued.5 Despite 
ballooning costs, E-rate has failed to show an appre-
ciable effect on student achievement, and the pro-
gram’s defenders quickly began to downplay earlier 
promises about student achievement.6

Despite E-rate’s mixed record, in 2014 the FCC 
unilaterally increased the program’s annual cap from 
$2.38 billion to $3.90 billion. We recommend rolling 
back this “ed-tech” subsidy program. Our recommen-
dation stems from a recent Organisation for Economic 
Co-operation and Development (OECD) report, which 
reached the following conclusion after finding few 
positive effects of technology in classrooms:

Put simply, ensuring that every child attains a 
baseline level of proficiency in reading and math-
ematics seems to do more to create equal oppor-
tunities in a digital world than can be achieved 
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by expanding or subsidising access to high-tech 
devices and services.7

Absent congressional action, consumers will be on 
the hook to spend tens of billions of dollars more in 
fees for this program.

BACKGROUND: THE FUNDING EVOLUTION

The Telecommunications Act of 1996 added a statu-
tory objective for the FCC to provide “advanced tele-
communications services” to schools and libraries as 
part of the Universal Service Fund (USF), a new tele-
communications subsidy program.8 The E-rate subsi-
dies range from a 20 percent discount to a 90 percent 
discount on eligible telecommunications expenses, 
depending on the school’s share of students who 
qualify for the National School Lunch Program.9

Today, the FCC permits the telecommunications 
industry to raise $3.9 billion annually from phone 
customers and to redistribute those funds among 
themselves, via the Universal Service Administrative 

Company (USAC),10 to hook up schools and librar-
ies.11 USF fees are determined by the FCC based on 
USAC’s projections of financial needs to fund the 
USF programs.12

US PHONE CUSTOMERS’ TAB TO FUND E-RATE 
WILL SOAR

From 2000 to 2014, US phone customers paid $26.9 
billion in surcharges to fund E-rate disbursements, 
according to USAC data. This is about 79 percent of 
the FCC-set cap, which totaled $34.1 billion.13

Drafters of the USF in the House and Senate, 
as well as the Congressional Budget Office (CBO), 
expected the cost of USF programs to decrease over 
time.14 Despite this expectation, in 2014 the FCC 
voted to raise E-rate’s disbursement cap from $2.38 
billion to $3.90 billion. If current trends hold, we con-
servatively project that telephone and broadband cus-
tomers will pay between $39 billion and $53 billion 
over the next 15 years to fund the E-rate program.15

Figure 1. Annual E-Rate Outlays, 2000–2029

$0

$1

$2

$3

$4

2000 2004 2008 2012 2016 (p) 2020 (p) 2024 (p) 2028 (p)

bi
lli

on
s 

of
 n

om
in

al
 d

ol
la

rs

historical

outlays

projected

Note: The 2015–2029 projected outlays are fixed at $3.08 billion, or 79 percent of the current E-rate cap. This 
percentage equals the percentage of the cap spent over the previous 15 years.
Sources: FCC E-rate proceedings and USAC data.
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If current trends hold, we conservatively project that telephone and broadband cus-
tomers will pay between $39 billion and $53 billion over the next 15 years to fund 
the E-rate program.

TECHNOLOGY IN CLASSROOMS DOES NOT 
APPRECIABLY IMPROVE ACHIEVEMENT

It is reasonable to infer that adding technology to 
classrooms improves student outcomes.16 Anecdotes 
aside, however, results are mixed. Some researchers 
find small, positive effects on student performance,17 
but most research suggests negligible effects.18 In 
a 2006 article about E-rate’s impact in California 
schools, University of Chicago economics profes-
sor Austan Goolsbee and Northwestern University 
economist Jonathan Guryan write that “at least in 
the short run, there is no evidence whatsoever that 
schools with E-rate subsidies learn over time how to 
use Internet technology in a way that improves test 
scores.”19 Clemson University economics professor 
Thomas Hazlett and his coauthors likewise found 
in 2016 that E-rate dollars had no real effect on SAT 
scores in North Carolina.20

These findings are in line with research about 
ed-tech subsidies and student performance in Israel21 
and other countries around the world. In the most 
extensive international study to date, OECD research-
ers examined dozens of countries, standardized 
test scores, and technology use. After accounting 
for social background and demographics, the 2015 
report found that

the results . . . show no appreciable improve-
ments in student achievement in reading, 
mathematics or science in the countries that 
had invested heavily in ICT [information and 
communication technology] for education. And 
perhaps the most disappointing finding of the 
report is that technology is of little help in bridg-
ing the skills divide between advantaged and 
disadvantaged students.22

Early proponents believed E-rate would improve 
educational measures,23 but now E-rate advocates 
flatly reject incorporating educational outcomes in 
assessments of the program.24

CONCLUSION

As advocates and telecommunications vendors 
retreat from justifying E-rate for its educational 
benefits, lawmakers should examine whether the bil-
lions of dollars in telecommunications fees are jus-
tified. Based on current trends, consumers will pay 
more than $45 billion in telecommunications fees in 
the next 15 years to subsidize networks in schools 
and libraries, but they will see little improvement 
in student achievement. Other federal programs 
that incorporate technology in schools have less 
distortionary financing.25 After 20 years, as OECD 
researchers suggest, it may be time for lawmakers to 
discontinue E-rate’s ed-tech subsidies and focus on 
improving education generally.
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