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Introduction

Although it is difficult to recall in these partisan times, the federal No Child Left Behind Act (NCLB) was
enacted in 2001 with overwhelming support from both Democrats and Republicans. The law’s
bipartisan backing reflected a broad consensus among federal policymakers that schools should be held
accountable for their success in improving student achievement — and that Title | of the Elementary and
Secondary Education Act (ESEA) provided an appropriate vehicle for requiring states to do so.1

Over the past decade, of course, NCLB has been subjected to a withering array of criticism, much of it
focused on the specific ways the law measures student achievement and the success (or lack thereof) of
schools in improving it. While opponents of standardized testing and of federal involvement in K-12
education exploit these critiques in an attempt to undermine support for the law, observers sympathetic
with the goal of enhanced accountability for American schools share many of their concerns. Credible
evidence now confirms that NCLB accountability requirements have improved the math achievement of
American students. > Even so, a new consensus has rightly emerged on the urgency of revising the law’s
performance metrics.

Much less discussed is the law’s inattention to what is likely to be the defining issue for the American
education system for the foreseeable future: the need to boost the productivity of school spending.
While NCLB ensures that detailed information on student achievement is now available to the public
from school report cards and online information sources, accurate and timely data on education
spending remains difficult, if not impossible, to obtain. The law implicitly defines success in terms of
outcomes produced without taking into account the level of resources expended to produce them.

With few exceptions, states and school districts have likewise paid scant attention to the issue of
spending productivity. Nor has the education research community, which often evaluates policies based
solely on their success in improving outcomes, ignoring cost considerations aItogether.3

This long-standing neglect of productivity concerns is especially problematic at the present moment, as
all indications are that our schools will need to become more productive even if we are to maintain
current levels of student performance. The fiscal pressures facing school districts in the aftermath of
the 2008-09 financial crisis, already strong despite the flow of temporary federal stimulus funds, are
poised to intensify as that funding recedes. More than 30 states have cut education outlays since the
start of the recent recession, and the Center for Budget and Policy Priorities reports that “2012 is
shaping up as states’ most difficult budget year on record.” * The local tax revenues on which many
school districts depend are projected to decline for several years as property valuations incorporate the
full extent of the housing market’s collapse. Over the long run, the rising cost of entitlement programs
threatens to place competing demands on budgets at all levels of American government. In short, the
current imperative in American education is to do more with less. As U.S. Secretary of Education Arne
Duncan explained in a recent speech, “The alternative is to simply end up doing less with less. This is
fundamentally unacceptable."5

This paper argues that the federal government can and should play a limited but important role in
helping the nation address the challenge of improving the productivity of education spending. In
particular, it should promote transparency about the level of spending throughout the American
education system, support research on cost-effective ways to improve student outcomes, and
encourage the development of new education delivery models that have the potential to reduce costs.
It should also set an example by considering cost-effectiveness in funding decisions and jettisoning its
own programs with outdated rationales or weak evidence of effectiveness. The long-awaited
reauthorization of ESEA provides a welcome opportunity for Congress to accomplish each of these goals.
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Two Approaches to Education Regulation

The history of federal education policy can be broadly characterized as consisting of two distinct
regulatory approaches. The original Elementary and Secondary Education Act of 1965 (ESEA) aimed to
provide federal funds to school districts to improve the services available to low-income students. Over
time, Congress and the Department of Education adopted increasingly detailed compliance and
reporting requirements to ensure that districts did not divert these funds from their intended
beneficiaries or use them to reduce local spending on public education.

The test-based accountability movement that emerged in the 1990s reflected growing doubts that this
input-oriented approach was sufficient to ensure that federal spending led to better outcomes for low-
income students. With the passage of NCLB, the federal government embraced the notion that schools
be held accountable not just for how they used federal dollars, but also for the outcomes they
produced. Yet while often presented as an attempt to ensure that school districts use available
resources more wisely, outcome-based regulation on its own is unlikely to be effective in improving
educational productivity.

Input Regulation

In theory, there are several conditions under which an input-based approach to federal regulation may
be the optimal strategy in a given policy area. A focus on inputs is the only option when it is not possible
to measure outcomes reliably — or when there is a lack of consensus about which outcomes are most
important. Input regulations are also more likely to be successful when the underlying process by which
outcomes are produced is well understood, making it possible to determine both what is an adequate
overall level of resources and how best to use those resources to maximize performance.

At the time of ESEA’s passage, outcome measurement in public education was in its infancy. Even if it
were possible to reach consensus about how best to define and measure student outcomes, the federal
government had neither the political license nor the administrative capacity to pursue required testing.6
As important, those responsible for the law’s design had strong faith in the capacity of professional
educators to use the new resources provided by the law well. As one staffer in the Department of
Health, Education, and Welfare later explained, “In 1965, everyone had a naive view of education. We
felt...educators were all good people and that all you needed to do was give them some tools and some
dollars and good things would happen."7

To be sure, this view had dissenters even at the time. After reviewing the Johnson administration’s
initial legislative proposal, Senator Robert F. Kennedy told U.S. Commissioner of Education Frank Keppel,
“Look, | want to change this bill because it doesn’t have any way of measuring those damned educators
like you, Frank, and we really out to have some evaluation in there, and some measure as to whether
any good is happening."8 At Kennedy's urging, Congress added language requiring districts to submit
annual evaluations of their Title | programs and disseminate information about “promising educational
practices.” In practice, however, few districts submitted evaluations — and the under-staffed Office of
Education lacked the capacity to analyze the limited data that did arrive.’

Over time, it became clear that ESEA’s input-based regulatory approach was insufficient to lead to
substantially improved outcomes for the students the law aimed to help. Most troubling was evidence
that the increasingly heavy-handed regulations intended to ensure that federal resources reached their
intended beneficiaries raised school districts” administrative costs and may in some cases have
undermined the quality of educational services. The canonical example is the Title | pull-out program,
through which eligible students were removed from classrooms on an individual basis or in small groups
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to receive specialized training from teachers funded with federal dollars. Although never required
under federal guidelines, pull-outs appealed to local administrators forced to document that Title |
dollars were being used only on eligible students and to supplement, not supplant, existing
programming. A 1983 Twentieth Century Fund Report dismissed pull-outs as “constitutionally dubious,
educationally questionable, and unsupported by the evidence from most evaluations.”'? Yet at the time
they accounted for more than half of all Title | compensatory education programs.

Accountability for Outcomes

The test-based accountability policies that first emerged at the state-level in the 1990s represented an
alternative approach to performance regulation. The articulation of state standards in core academic
subjects made it possible to identify a set of outcome measures that, although they did not encompass
the full range of goals citizens have for their public schools, could be applied as basic expectations
throughout a state. And research confirms that states that adopted accountability systems rewarding or
sanctioning schools based on their student’s performance against state standards improved their
students’ relative standing on the National Assessment of Educational Progress (NAEP) during the
decade leading up to ncLs.!!

With NCLB, Congress required that all states adopt such systems as a condition for receiving federal aid
through Title I. It also broadened the scope of federal regulation to extend beyond the low-income
students eligible for compensatory programs. In particular, the law required states to establish uniform
standards in math and reading, test all students annually in grades three to eight and once in high school
to ensure that those standards were being met, and intervene in schools and districts failing to make
adequate progress toward the goal of universal student proficiency by 2014.

As the law was implemented, the shortcomings of certain aspects of NCLB accountability quickly became
apparent. By evaluating schools based on the level at which students are performing in a given year, the
law provides misleading information about schools’ effectiveness in raising student achievement from
one year to the next.'> By focusing on the percentage of students performing at proficient levels rather
than on school-wide averages, it may lead schools to ignore students performing at very low or high
levels.” By adopting the aspirational goal of universal student proficiency, it risks labeling virtually all
schools as under-performing and inadvertently pressures states to lower their performance standards.'
Although widely perceived as a high-stakes accountability regime, a loophole in the law’s intervention
options for persistently under-performing schools has allowed most of them to remain open with only
modest changes.15

Yet, for all its limitations, the best available evidence suggests that NCLB has generated at least limited
improvements in the achievement of American students. The strongest evidence to support this claim
comes from economists Thomas Dee and Brian Jacob, who compared the changes in NAEP performance
as the law was implemented among states the law required to adopt consequential accountability
policies for the first time to the changes in performance of states with such systems already in place.
Their results indicate that the accountability provisions of NCLB increased 4™ grade math achievement
by more than 0.2 standard deviations, or well over one half of a year’s worth of learning, with larger
benefits estimated for low-achieving, economically disadvantaged, and minority students. They also
find evidence of smaller positive effects on 8"-grade math achievement, but no evidence that NCLB has
increased performance in reading.16 To be sure, these gains are limited to one subject and represent
just a fraction of the improvement that would be needed in order to meet the law’s goal of universal
student proficiency. Even so, the existing evidence provides a strong basis for the continued use of test-
based accountability as a means to generate improvements in the performance of American schools.
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If a more refined accountability system represents a promising strategy for generating improved
performance, however, it is by no means sufficient to address the nation’s productivity challenge.
Indeed, Dee and Jacob’s research also shows that NCLB led states adopting accountability policies to
increase spending from state and local sources by roughly $700 per pupil as the law was implemented.
While the improvements in math performance that resulted suggest that this was a relatively cost-
effective investment relative to other widely pursued educational interventions, there is no evidence
. . 17
that the law led districts to do more with less.

The Productivity Imperative

This should come as no surprise. The accountability programs developed under NCLB and its state-level
predecessors focus exclusively on improving student test scores and closing achievement gaps without
considering whether school districts accomplish those vital goals in a cost-effective way. District leaders
who succeed in shaving costs while holding performance constant can therefore expect little public
recognition or reward, even as spendthrift leaders who eke out test score gains are lavished with praise.
When budgets decline, existing accountability systems may press districts to seek out those cost-cutting
measures which are least likely to impact student achievement adversely. Yet by ignoring inputs they
create asymmetric incentives under which productivity gains are only acknowledged if they are
accomplished through noticeable increments in student achievement.

Moreover, the electoral incentives facing the more than 13,500 school boards charged with the day-to-
day management of American school districts do not incline them to challenge established routines in
pursuit of greater productivity, even when budgets are tight. By definition, enhancing productivity
requires either that resources be reallocated from less efficient to more efficient uses or that inefficient
practices be altered. Either approach imposes concentrated costs on discrete constituencies who will
readily mobilize against change, and the structure of local education politics works to their advantage.
School board elections are low-turnout affairs in which information about candidates and their positions
is notoriously difficult for voters to obtain, enabling organized interests to exert outsized influence. The
general public, which stands to benefit from improved productivity through reduced tax burdens,
increasleéd property values and access to better schools, is far more difficult to mobilize for political
action.

Accountability programs’ inattention to inputs, combined with the complexity of state school finance
systems, makes accurate information on school spending difficult for the public to obtain. The 2009
Education Next-PEPG Survey of Public Opinion showed that citizens are able to provide reasonably
accurate assessments of the national graduation rate and the relative standing of American students on
international assessments of math and science. When asked to assign letter grades to specific schools in
their community, their evaluations tend to correspond closely to publicly available information on the
performance of the school’s students on state tests.'” These findings suggest that the accountability
movement has succeeded in providing Americans with ample information about the performance of the
nation’s schools.

They also diverge sharply from the findings of surveys probing their knowledge of school spending.
When the 2007 Education Next-PEPG Survey asked citizens to estimate how much was spent to educate
each student in their local school district, the average response was $4,231 dollars — and the median
response was just $2,000. (Actual average spending per pupil in their districts at the time exceeded
$10,000.) They also underestimated average teacher salaries in their state by more than $14,000, or
nearly one-third of the actual average salaries of $47,000.20 Such contrasting levels of public awareness
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about student outcomes and spending inputs both reflect and reinforce a one-dimensional rewards
system in which student outcomes are valued but productivity is ignored.

Addressing this situation makes sense in light not only of the nation’s short- and long-term fiscal
challenges, but also of the considerable evidence suggesting that the productivity of education spending
in the United States could be substantially improved. It is often noted that per pupil spending has
increased more than three-fold since 1970 after adjusting for inflation, while graduation rates and the
academic performance of high-school students have remained essentially flat.”! Using historical data
from the NAEP, Stanford economist Caroline Hoxby has estimated that the productivity of school
spending declined by as much as 70 percent between 1971 and 1999. The expansion of professional
opportunities available to women with graduate degrees during this period, a factor that raised labor
costs for school districts, can account for no more than one third of the overall decline.? International
evidence, too, suggests substantial room for improvement. The latest data from the Organization for
Economic Cooperation and Development (OECD), for example, indicates that the U.S. spends more on
the education of each student through age 15 than any other developed country save Luxembourg, yet
the performance of its students on international assessments of math and science achievement is
mediocre at best.*

Recent attempts to develop comparable productivity measures for large numbers of school districts
confirm that the efficiency of district spending varies widely. In the most ambitious undertaking to date,
Ulrich Boser of the Center for American Progress merged NCLB state test data with information on
district spending to develop a productivity rating for virtually every school district in the United States.
A key finding of his analysis is that the data needed to adjust for cost differences across school districts
(and therefore to measure productivity precisely) are often lacking, which reflects of the paucity of
attention that has been devoted to the subject. Taken at face value, however, the results indicate that
districts with below-average productivity spend nearly $1,000 per student each year more than districts
with above-average productivity. Closing this gap would yield $175 Billion in savings, or roughly 1
percent of national gross domestic product. 24 72010 analysis of overall district productivity conducted
by the Texas Comptroller’s Office, using more detailed measures of districts’ success in raising student
achievement, also found wide variation in spending levels among similarly situated Texas districts in
which students were learning at the same rate.”

Taking Productivity Seriously

Bringing productivity considerations into performance measurement in public education is conceptually
straightforward. NCLB currently categorizes schools and districts as making adequate yearly progress or
in need of improvement based on the level and equity of student outcomes. A productivity-oriented
approach would simply incorporate a second dimension into school evaluations that reflects the level of
resources expended to achieve a given level of performance with respect to student outcomes (see
Figure 1).
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Figure 1. Conceptual framework for productivity-aware accountability system

LOW HIGH
PERFORMING PERFORMING
LOW SPENDING Priority for new Potential Models
investment
HIGH SPENDING Priority for outside Priority for
intervention productivity gains

Schools or districts performing at high levels while spending less than their counterparts serving
comparable students would be identified as models for productivity improvements elsewhere. Those
that perform at high levels while spending more than their peers would be encouraged to seek
strategies to boost their efficiency — or perhaps to justify their spending levels by documenting success
in pursuing other goals not acknowledged by existing performance measures. For schools or districts
with low performance and low spending, this approach would maintain pressure to improve outcomes
while potentially highlighting inequities in the distribution of funds between and within districts as an
obstacle to their doing so. Finally, schools and districts which under-perform despite relatively high
spending would be identified as candidates for outside intervention by the district (in the case of
schools) or the state. It is easy to see how incorporating spending levels into rating systems would
provide a more nuanced picture of the performance of American schools and foster for a richer and
more appropriate set of incentives than outcome-based accountability alone.

Of course, this approach carries risks that need to be taken seriously. It is often feared, for example,
that identifying school districts as inefficient would undermine support for school spending, perhaps
aggravating the challenge of improving outcomes in those districts most in need of improvement.
Indeed, polling data suggests that citizens informed about actual spending levels in their local school
districts are substantially less likely to express support for spending increases.”® For this reason, success
in improving student outcomes should continue to be reported separately and used as the primary basis
for any explicit rewards and sanctions tied to performance metrics. In particular, districts and schools
with low levels of performance and spending should not be exempted from policies intended to boost
student outcomes on the grounds that they are not obviously less efficient than peers performing at
higher levels.

The measurement of educational productivity also raises difficult technical issues that researchers in the
field have only begun to acknowledge, much less to address in satisfactory ways.27 Perhaps most critical
is the need to adjust reliably for legitimate differences in the cost of education outside of the control of
districts or their schools. The cost of educating students to high levels of performance is obviously
higher for students from disadvantaged backgrounds, students with special needs, and English language
learners, to cite only the most prominent and common examples. Additional factors that may influence
the cost of providing educational services across districts include regional salary differences, population
density, and district size. Although analysts evaluating the equity of school finance systems have
proposed a variety of strategies intended to account for these cost differentials, the wide range of
approaches currently in use illustrates the lack of consensus on an optimal approach.28

Although these technical issues are likely to prove tractable as better data becomes available, our
limited experience with the development and use of productivity measures in public education has
implications for the nature of the federal role. The federal government is not in a position to address all

7
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of these challenges or to impose a uniform approach across all 50 states. Here the national experience
with NCLB is again instructive. In designing an approach to test-based accountability that could be
mandated nationwide, Congress out of necessity adopted a lowest-common-denominator model that
restricted the options available to states with the capacity to provide more nuanced measures of school
performance and arguably slowed the development of such measures. Especially given the lack of state-
level models for the measurement of educational productivity, the case for not mandating a specific
approach in this area is even stronger.

The Federal Role

The federal government should instead pursue a more limited agenda centered around promoting
transparency about school spending, research on strategies to enhance productivity, and the elimination
of barriers to the development of new models of education delivery.

Most important, Congress should condition the receipt of Title | funds on the timely disclosure of
comparable measures of per pupil spending at the level of the state, district, and school alongside the
test-based metrics that now dominate school report cards. Traditionally expenditure reporting at the
federal level has been limited to the district level and released well over a year after the relevant school
year has ended. This new federal requirement would build on the school-level expenditure reporting
mandated as a one-time requirement under the American Reinvestment and Recovery Act of 2009 and
facilitate the broader dissemination of that information. By requiring that school spending reports
reflect actual teacher salaries rather than the district-wide salary averages (the common practice in
district financial reporting), it could also serve to highlight within-district disparities in spending caused
by the migration of experienced teachers to schools serving more advantaged students and create
pressure for equity-oriented reform. States like Florida and California, which have now required school-
level expenditure reporting for several years, show that it is possible to do so in a way that minimizes
the compliance burden on districts and schools.

A new competitive grant program could then be launched to encourage State Education Agencies and
private entities to develop and disseminate “Return on Investment” performance measures that use
alternative methods to adjust for relevant cost differences across districts and schools. Although such
adjustments would necessarily be imperfect, even relatively crude measures would enhance the
transparency of information about district and school performance and foster local discussions of
strategies to improve productivity. The recent studies by the Center for American Progress and the
Texas Comptroller’s Office confirm the feasibility and value of this type of exercise.

The Department of Education should also require that data systems funded with federal dollars
incorporate program participation and cost information needed to analyze the cost-effectiveness of
specific programs. State administrative datasets tracking the performance of individual students over
time and linking them to their classroom teachers have revolutionized research on teacher effectiveness
and opened up new opportunities for state and local policymakers in areas such as teacher evaluation,
certification, and compensation. Yet these databases often contain very limited information about the
programs and curricula to which students and teachers have been exposed and their cost. Establishing
stronger connections between data on student outcomes, program participation, and cost is essential to
facilitate research on cost-effectiveness. Although these connections alone will not necessarily provide
definitive evidence on the causal effect of programs on student outcomes, they would provide the
necessary infrastructure to design studies that could be expected to improve our understanding of how
to improve productivity over time.
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Perhaps most importantly, the federal government should pressure states to eliminate barriers to the
expansion of new education delivery models that have the potential to reduce costs. In particular, the
rapid development of online instructional technologies could dramatically reduce the labor-
intensiveness of schooling and therefore staffing costs, which have been the main driver of the growth
in education spending over time.?’ The effectiveness of virtual schooling models remains uncertain and
needs to be monitored carefully. As John Chubb and Terry Moe have documented, however, political
resistance has slowed the development, adoption, and testing of these models in many states.’’ For
this reason, a 2010 Brookings Institution Task Force proposed “that Congress authorize the
establishment of accrediting bodies for online K-12 education, incentivize states to participate in these
accrediting efforts, and extend the Elementary and Secondary Education Act provisions for school choice
for students in low performing Title | schools to virtual schools.””!

Finally, Congress and the U.S. Department of Education should set an example for states and school
districts by prioritizing productivity in their own funding decisions. As Secretary Duncan has recently
noted, the recent Investing in Innovation (i3) program represented the first competitive grant program
to incorporate unit cost formally into its selection criteria, something that should new become standard
practice.32 It should prioritize programs like the Teacher Incentive Fund, which are meant to catalyze
local innovation on politically contentious policy issues like teacher compensation rather than cover the
cost of add-on programs. Finally, and especially in light of the state of the federal budget, Congress
should eliminate their own programs with outdated rationales and limited evidence of effectiveness. A
variety of organizations, including the Center for American Progress, have developed detailed
recommendations that provide a roadmap for this politically difficult, but essential, exercise.”
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