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For a long time economists have attempted to delineate those goods and services that 

are “natural” for governments to supply.  They now reserve the term public good for a 

project that people cannot, or will not, by individual effort produce successfully for 

themselves.  One reason is the difficulty of getting individuals to pay for it.  

Normally when people do not consent to pay the price for a good it is not supplied to 

them.  This is not necessarily the case, however, with a public good.  Consider, for 

example, the production of a television beam.  Once in operation it is very difficult to 

stop individuals tuning in to obtain its benefits free of charge.  This creates the now-

familiar “free rider” dilemma, in which nobody will produce the good because 

nobody is willing to pay sufficiently to cover the costs.  To resolve the dilemma, it is 

argued, the government should step in and coerce contributions for the public good 

via compulsory taxes. 

From Lighthouses to Public Schools 

Paul Samuelson, who pioneered the concept, uses the example of the lighthouse: “Its 

beam helps everyone in sight.  A businessman could not build it for a profit since he 

cannot claim a price from each user. This certainly is the kind of activity that 

governments would naturally undertake.”1 Current research is, however, challenging 

the view that the problem is intractable.  It is finding that those goods that can be 

technically defined as public goods do not necessarily have to be produced by 

government.  Government can confine its activities to financing themthat is, to 

purchasing them from the market.  For instance, although expensive aircraft for 

defence can be regarded as public goods in the technical sense just explained, we rely 

                                                      
1 Paul Samuelson, Econmics, 8th ed. (New York: Mcgraw-Hill, 1970), p. 151. 
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on the private sector, not the government, to produce them and governments finance 

the purchase from tax revenues.  The same is true for the lighthouse.2 

At the other end of the scale of economic categories is the private good.  In this 

case if the good is produced for one person its benefits are not automatically made 

available for all others in society.  The benefits of the private good are, in other 

words, enjoyed exclusively by the individual who is willing to purchase them at a 

price.  It so happens that real world governments often produce these kinds of goods 

in abundance; they include publicly supplied housing, water, hospitals, post offices, 

garbage removal, fire services, and the provision of fuel, transport, and recreation.  In 

these cases it is feasible for governments to leave their supply to the market (since 

people can be induced here to make individual contributionspay prices) and to 

refrain completely from spending on them; and sometimes this happens. 

Economists used to argue, naively, that because a particular good or service was 

being supplied by government the situation could be rationalised on the grounds 

that only governments could provide the activity.  The subsequent recognition, 

however, that governments are in fact supplying large quantities of private goods 

(which the market is equipped to handle) has forced analysts to seek other 

explanations, and in doing so they have enlisted the help of the newer “economics of 

politics.”  From this approach, for example, Professor Richard Musgrave concludes 

that the public provision of private goods can now be explained in various ways, 

including “political gains to be derived from dispensing of public employment, and 

last but not least the power of public employee unions.”3 

Where does education belong among these economic categories? It is clear 

that it cannot be classified as a pure Samuelsonian public good like the 

lighthouse.  This is because exclusion from private benefits of education of 

those who are not willing to pay the price (tuition) is clearly possible.  And 

even if education were a public good, governments could purchase it from the 

                                                      
2 Ronald Coase has demonstrated that, historically, the “public good” of the lighthouse was financed, 
not by general taxpayer, but by that portion of the population that enjoyed most of its benefits.  R. H. 
Coase, “The Lighthouse in Economics,” Journal of law and Education 17 (October 1974): 375-376 
3 Richard A. Musgrave, “Why Public Employment?”  (Discussion Paper 801, Havard Institute of 
economic Research, November 1980). 
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market (via subsidies or vouchers, for example) rather than supply it “free” 

themselves  

Musgrave believes that it is more realistic to consider education a “mixed 

good” - one combining features of both private and public good.  This is the 

case when private consumption generates so-called external benefits.  “By 

getting educated, [Mr.] A not only derives personal benefits but also makes it 

possible for others to enjoy association with more educated community.” In 

this situation “the correct budgetary intervention…will not involve full 

budgetary provision; rather it will take the form of subsidy to private 

purchases.”4 The intended subsidy evidently falls short of 100 percent of the 

costs.  So even Musgrave’s analysis is not sufficient to explain the current 

system of public education, for it is clear that it is fully subsidised.  Obviously 

we have to look further for more satisfying explanations.   

The argument about externalities does not in any case imply that all external 

benefits should be subsidised.  Consider the example of the consumption of certain 

kinds of food.  A person who eats a given amount of fruit per month makes himself 

more resistant to disease and at the same time reduces the danger of transmitting 

disease to his neighbours.  If he normally eats insufficient quantities there could well 

be a case of subsidising fruit to help encourage him to consume the optimal amount.  

The fact that fruit is not, however, universally subsidised in practice simply means 

that the theory of externalities is empirically not relevant in this case. Presumably 

most people consume enough fruit in the pursuit of their private benefit.  This 

generates external benefits to others free of charge. 

There would clearly be a sufficient argument for intervention if it were established 

that in the pursuit of their private benefits people were consuming only negligible 

quantities of fruit.  The same is true of education.  But the historical record of 

England and America shows that most people were already purchasing private 

                                                      
4 Richard A. Musgrave and Peggy B. Musgrave, Public Finance in Theory and Practice (New York: 
McGraw-Hill, 1980), p. 78 
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education in significant quantities at the time it was made universally “free.”5 So any 

argument based on externalities would have called intervention to provide free 

education only to a minority who were purchasing negligible quantities of it for their 

children.   

We are then left with the third of Musgrave’s hypotheses: that the motivation for 

government supply of education arises from political gains derived from dispensing 

public employment and from the (political) power of public employee unions.  

Musgrave’s hypothesis, however, needs to be modified in one respect.  The power of 

public employee unions could not be an explanation for initial government 

intervention because up to that time, by definition, there would not have been public 

employees.  A tighter hypothesis is that labour unions in the private sector can 

foresee the benefits to themselves of “nationalisation” because more gains are 

available to them when dealing with a government employer.  In fact, history shows 

that it was associations of teachers who were the main advocates of the 

collectivisation of education.  The policy was not spontaneously demanded by the 

people; it had to be sold to them.6 

Such a diagnosis obviously suggests that the costs of education will be higher 

under public than private auspices.  And it is not just the costs of the monopoly of 

the labour unions that have to be accounted for; the subsequent development of the 

monopoly bureaucracy within the whole educational establishment also plays a 

considerable part. 

The problem of public monopoly is the major focus of this chapter, and I shall 

return to it soon; let us recall meanwhile the earlier issues of theory.  First, we must 

reiterate that even in those cases in which services qualify technically as public goods 

it does not necessarily follow that they have to be publicly supplied, as distinct from 

publicly financed.  Education (which is certainly not a pure public good) may 

likewise be made available with the help of direct subsidies to private schools based 

on enrolment, through voucher systems, or through tuition tax credit schemes.  The 

                                                      
5 E. G. West, “The Political Economy of American Public School Legislation,” Journal of Law and 
Economics 10 (October 1967): 101-128; and idem, Education and the Industrial Revolution (London: 
Batsford, 1975) 
6 West, “Political Economy of School Legislation,” p. 115 
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case for free or subsidised education should therefore not be confused with the case 

for public schools. 

The Belief that Public Schools Desegregate 

Despite the logic in this reasoning many would still argue for the alternative 

of “free” public schools on the grounds that their quality of education differs 

inherently from, and in some senses is considered superior to, that provided 

by the private school.  For instance, it is often argued that the public school is 

more unifying than the private one in its effect on the social structure.  

Unfortunately for such advocates, it so happens that segregation by income 

and ethnic grouping characterizes a large part of the public school system.  In 

the suburban areas of New York, for instance, there is no more than a 2 

percent minority enrolment in public schools, and the proportion of low-

income children attending is so minuscule.  At the same time, a recent survey 

found that forty-four schools in New York City that are members of the 

National Association of Independent Schools had a minority enrolment of 

twice the national average.  And in half of the western states there are more 

members of minority groups in private schools than in public schools.7 As for 

segregation according to income, the fact is that all income groups use private 

schools.  The family incomes of private school students, moreover, are 

remarkably similar to the income distributed of the entire U.S. population.8 

The tendency to segregation by income seems inherent in the public system.  

Seventy-nine percent of the wealthiest families in the United States enrol their 

children in public schools, thereby benefiting from public subsidies covering 100 

percent of the costs.  Their subsidies, meanwhile, are typically larger than those 

received by poor families.9 In 1977, for example, in one New York metropolitan area 

                                                      
7National Center for Education Statistics, Statistics of Nonpublic Elementary and Secondary Schools 
1970-71 (Washington, D.C., 1972), p. 16.  See also National Center for Education Statistics, Condition 
of Education 1977 (Washington, D.C., 1978), p. 76. 
8 U.S. Bureau of the Census, Statistical Abstract of the United States (Washington, D.C.: Government 
Printing Office, 1975). 
9 National Center for education Statistics, Condition of Education, 1977. 
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the highest-spending public school district spent $8,600 per child, compared with 

$3,115 per pupil spent in New York City public schools.  The property taxes that all 

public school parents have to pay to support such expensive public schools are tax 

deductible.  One interpretation of this is that the federal government, in effect, pays 

one half or more of the tuition for the “free and public” schooling of wealthy 

families.10 

The high cost of suburban public schools restricts their clientele to the local 

population of high-income families via strict zoning laws.  It is clear that those 

who emphasise equality should prefer an equal-valued voucher scheme .to 

the present public school system.  This indeed is the conclusion of the 1981 

“Coleman Report” on U.S. education, which argues: 

The evidence indicates that facilitating the use of private schools through policies 
of the sort described above [tax credits and vouchers] would not increase 
segregation along racial or economic lines but would decrease it. 

. . . Such policies would bring more blacks, Hispanics, and students from lower 
income backgrounds into the private schools, thus reducing the between-sector 
segregation, and these students would be moving from a sector of high radical 
segregation to a sector of low racial segregation, as well as from a sector slightly 
higher in economic segregation to one slightly lower.11 

Despite all this testimony the myth persists that the public system achieves a much 

greater degree of desegregation than does the private sector.  Such pseudo-facts are 

likely to take a long time to eradicate.12 In view of these entrenched beliefs, we shall 

assume a conviction that public schooling is, on balance, likely to achieve a greater 

degree of desegregation than is a private system of schooling.  We shall also assume 

a consensus that segregation provides inferior education for some minorities and that 

it is socially undesirable.  Such agreement, however, does not imply that people will 

                                                      
10 U.S. Congress, Senate Finance Committee, Tuition Tax Credit: Hearing on Bill S2 142, (testimony 
by Thomas Vitullo-Martin), 8 January 1978. 
11 James Coleman, Thomas Hoffer, and Sally Kilgore, “Summary of Major Findings of Public and 
Private Schools” (Report to the National Center for Education Statistics under Contract No. 300-78-
0208, National Opinion Research Center, 1981) 
12 The alleged need for desgregation in built on the twin assumptions that segregation causes inferior 
schooling for minority groups and that segregation inhibits a socially integrated society.  The first of 
these assumptins has recently been dismessed as mythical by Thomas Sowell, “Heresies on Race and 
Education,” Taxing and Spending 3 (Spring 1980): 5-18 
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always select public school systems.  The main reason they will not involves the 

monopoly costs of public education. 

The Costs of the Public School Monopoly: The Crucial Item 

Many participants in the debate believe that they have settled the issue once and for 

all if people accept the alleged superior qualities of public schools - such as the 

tendency to promote social cohesion.  The error in this reasoning is the assumption 

that the qualities mentioned are absolutes and will be provided at any cost.  

Generally, however, the demand for superior quality services is not a constant; 

rather, it expands or contracts according to the price charged - as the price increases 

less of it will be demanded, and beyond some range of price the demand will shrink 

to zero.  In the context of education this means that, despite the widespread belief 

that public schooling has some superior qualities these qualities will be deemed not 

worth the cost as the monopoly element in public supply gathers strength. 

Suppose, at one extreme, that a public system could unambiguously achieve 

equality of opportunity, equity, and social integration better than any alternative 

scheme.  Suppose, however, that financing such a system would take half the 

national income; it is impossible to believe that this system would be adopted under 

such circumstances.  In reply it could be argued that it would be in the self-interest of 

the monopoly itself to prevent costs rising to such exorbitant levels as to force the 

public schools out of existence.  According to my argument, however, there are no 

incentives within the public system itself to prevent excessive monopolization from bestowing 

a crucial self-inflicted wound.  The tendency appears to be one of inherent self-

destruction. 

Consider in more detail the full nature of the monopoly, whose source can be 

divided into two parts: monopoly bureaucracy and unionised labour monopoly. 

 

 

 

The Bureaucracy Monopoly 
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I have discussed elsewhere a more sophisticated and technical application of the 

economic theory of bureaucracy to education.13 In broad outline the theory is based 

on the premise that bureaucrats are prompted mainly by their own self-interest 

rather than by the public interest; the same theory produces the following refutable 

predictions: 

1. There will be a tendency toward continual expansion of the public education 
bureauʹs monopoly (“bureaucratic imperialism”). 

2. Alliances will emerge between the bureau and the factor supplies (such as 
labour) it employs. 

3. The bureau will want to offer a total output in exchange for a total budget.  This 
gives it the same bargaining power as a full-price discriminating monopolist 
offering a choice between all or nothing. 

My focus here will be primarily on the first two of these predictions.  

Consider first the process of bureaucratic growth.  In the private market a sign 

of monopolisation is the gradual merger or consolidation of participating 

suppliers until one dominant firm emerges.  The essence of this market 

structure is the restriction on entry.  Entry is less possible when one dominant 

firm is able, at short notice, to “police” any part of its market against the 

threat of newcomers. 

In education the parallel phenomenon has appeared in the geographic expansion 

of the size of the school district.  A conspicuous feature of the earliest form of the U.S. 

public school system was its decentralised political structure.  States left the control 

of schools to the local community, and parental participation in the political process 

afforded some effective competition.  The influence of parents became more remote, 

however, as the size of school districts increased and their number shrank.  In 1945 

there were 101,000 school districts in United States; by 1976 the number had dropped 

to 16,300-a reduction of nearly 84 percent in thirty years.  In parts of Canada the 

same phenomenon has appeared more dramatically.  In Ontario, for example, the 

number of school boards fell from 1,673 in 1965 to 175 in 1978.  This growth of 

monopoly power is far greater than that imaginable in a purely private system. 

                                                      
13 E. G. West, “The Propects for Education Vouchers:  An Economic Analysis,” in Papers on State 
Controlled Education Processors, ed. Robert B. Everheart (San Francisco: Pacific Institute, 
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Administrators call the process of school district mergers consolidation, which has 

appeared because of their influence and control over the agenda.  Administrators 

usually join professional educators in providing justifying arguments that 

consolidation into large administrative areas is necessary to reap important 

economies of scale in education.  In fact, studies have shown that economies of scale 

are not realised by school districts beyond a relatively small size.14 

Several empirical studies suggest that an increase in the salaries of administrators 

and teachers will raise total educational expenditures because inelastic demand 

shrinks at a lower rate than price increases.   Insofar as the size of the school district 

expands and the monopoly power of bureaucracies increases, administrators and 

their factor supplies are able to raise the price of their services.  In the educational 

industry, such salary increases will mean fewer teachers and higher student/teacher 

ratios.  The result will be an increase in the average expenditure per pupil in average 

daily attendance.  Staaf found that such expenditure did increase significantly with 

the size of the school district.  The average per-pupil expenditure in districts with 

40,000 or more students was nearly a third higher than the expenditure in districts 

with 3,000-7,000 enrolees.15 

The output achievement of the educational process meanwhile does not 

enter into teacher salary agreements.  Teachers in public schools are rewarded 

typically on the basis not of educational output, but on the number of years in 

service (experience) and on their educational degrees or diplomas.  Of about 

twenty American studies all but two demonstrate that the educational 

attainments of teachers are not related to student achievement.  Most of the 

studies also show that student achievement is not clearly related to teacher 

experience.16 

                                                                                                                                                        
forthcoming). 
14 Robert J. Staaf, “The Public School System in Transition: Consolidation and Parental Choice,” in 
Budgets and Bureaucrats, ed. Thomas E. Borcherding (Durham, N.C.: Duke University Press, 1977), 
p. 130 
15 Ibid. 
16 Ibid., pp. 152-155 
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The first prediction of the economics of bureaucracy - that it will constantly 

exert pressure to enlarge its monopoly - can therefore be seen to invite 

parental discontent and ultimate taxpayer rebellion.  Where there are large 

numbers of boards (districts) and where a parent is in an educational 

jurisdiction with, say, 100 voters, he at least has one chance in a hundred of 

being the middle or controlling voter.  And if “voice” is ineffective, “exit” is 

always possible, for there will be a large number of neighbourhood school 

boards and districts.  After consolidation, however, both voice and exit are 

considerably weakened.  When an educational jurisdiction is increased from 

100 voters to 10,000, the individual has only 1 percent of his former chance of 

an effective voice.  Meanwhile, exit is much more difficult because he has to 

travel a greater distance to find another jurisdiction. 

With the increase in monopoly power enjoyed by the educational bureau comes a 

sharing of the monopoly rents with the teachers.  This can take the form of a 

reduction in accountability.  It becomes much more difficult for citizens, taxpayers, 

and parents to monitor teachers.  School inspectors have in many places been 

replaced by what are called program consultants, who enter a classroom only at the 

invitation of teachers.  In some areas, too, the role of examinations has been reduced 

drastically, with the result that the relative standard of efficiency between schools is 

more difficult to measure. 

Evidence for the second prediction of the economic bureaucracy - that it generates 

an alliance between the bureau and those it employs (the teachers) was already 

suggested above; it is also shown in the simultaneous opposition by teachers and 

administrators to proposals for vouchers and tax credits that, by stimulating 

competition, could seriously challenge the carefully accumulated monopoly position 

of the joint interests of the common alliance in the educational establishment.  The 

American Association of School Administrators, The Council of Chief State School 

Officers, and the National Association of State Boards of Education were all formally 

opposed to the 1978 federally proposed tax credit for education.  The president of the 

United Federation of Teachers simultaneously expressed the same opposition.  In 
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Canada, union opposition to vouchers has been formally recorded in the case of the 

British Columbia Teachers’ Federation, which struggled hard to prevent the passage 

of the Independent School Support Act – the Act that provides direct fiscal aid to 

independent the first time in the provinceʹs history. 

The Labour Monopoly 

The second form of increasing monopoly costs comes through the ability of 

unionised teachers to secure higher wages in the public sector.  Systematic evidence 

supports the proposition that collective bargaining leads to cost escalation.  More 

precisely, incidence of unionisation and “aggressive” bargaining is higher in the 

public than in the private sector of education. 

One Study by Victor in 1978 concluded that teachers’ unions in the public schools 

succeeded in raising salaries from 5 to 20 percent.17 This, however, is an 

underestimate, for there are additional items in negotiation that are not costed out.  

A recent study for the National Institute of Education traced the extension of 

collective bargaining by public school teachers in a sample of 151 school districts.  

Among its findings was the observation that teacher contracts became significantly 

stronger with the size of the union membership.18 Of course membership potential is 

much bigger in the public than in the private sector. 

The real cost of education can rise for one of two reasons, or for both.  First, there 

can be a large increase in teacher salaries for a given (constant) supply of education.  

Second, there can be a reduced supply of education for a given (constant) wage bill.  

Some evidence of the latter kind of increased costs is available.  Research reported 

from a sample taken by Pascal suggests that teachers reduce output by such methods 

as negotiating downward the length of the school day and the size of classes.19 Table 

13-1 shows that even by 1975 these items (and others) had become quite significant.  

In addition, conventional studies of the costs of teacher employment usually omit 

negotiated increases in fringe benefit packages such as pensions, vacations, 

                                                      
17 R. B. Victor, The Economic Effects of Teacher Unions: An Appraisal (Santa Monica, Calif.: Rand 
Corporation, 1978). 
18 L. McDonnell and A. H. Pascal, Organized Teachers in American Schools (Santa Monica, Calif.: 
Rand Corporation, 1979). 
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insurance, together with the increased employment costs of negotiated subjects such 

as entry requirements, assignment and promotion rules, paraprofessionals, and 

professional development. 

Table 13-1: Trends in Attainment of Some Key Non-compensation Provisions in Teacher 
Collective Bargaining, 1975 

Item Percent of sample
Maximum class size specified 34
Duration of school day specified 58
Teacher can exclude disruptive student 46  

Source:  Anthony H. Pascal, “The Hidden Costs of collective Bargaining in Local Government,” Taxing 
and Spending 3 (Spring 1980): 36.  Reprinted with permission. 

A new tendency in the U.S. labour field is likely to aggravate still further the 

escalating labour costs, especially in future years.  This is the development of 

regulatory obligations to employ teacher-union services via agency shops in the 

negotiation of the terms of employment.  This tendency has been encouraged by the 

recent deliberation of the Supreme Court in the Abood case.20 

Agency shops are distinguished from union shops in that, although they compel 

their employees to pay a service charge as a contribution to the unionʹs collective 

bargaining expenses, they do not require membership in the union.  The Supreme 

Court in Abood v. Detroit Board of Education examined the constitutionality of the 

agency shop clauses in the public employment sector.21 It held that public employees 

may be compelled to pay union service charges for legitimate collective bargaining 

activities.  The subject of the case was a constitutional challenge by 600 Michigan 

public school teachers who claimed that the state-legislated agency shop deprived 

them of their right to freedom of association as guaranteed by the U.S. Constitutionʹs 

First and Fourteenth Amendments. 

It cannot be denied that where there are a large number of employees there are 

significant negotiation costs in determining salaries.  But at least five institutional 

methods are available for handling them. 

                                                                                                                                                        
19 Anthony H. Pascal, “The Hidden Costs of Collective Bargaining in Local Government,” Taxing and 
spending 3 (Spring 1980): 31-39. 
20 Robert J. Staaf and Edwin G. West, -Agency Shops under Public Sector: An Economic Analysis,- 

University of Miami Law Review 33 (March 1979):645-665. 
21 Abood v. Detroit Board of Education, 431 U.S. 209 (1976). 
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1. Employers could make individual contracts with each separate employee. 

2. Groups of workers could employ competing collective agents; the latter 
would negotiate on behalf of the workers directly with the employer. 

3. Employees could use the services of competing unions. 

4. A closed shop could be established; in this case all employers agree to 
negotiate through one union of which all employees must be members. 

5. The fifth method, the one favoured by the Abood decision, is the agency shop: 
not all employees need be members of the union, but all are obliged to pay 
agencies sums limited to the costs of negotiation. 

Those who support agency shops argue that they are the only way to keep 

negotiation costs low.  The rationale offered is that agency shops discipline all 

beneficiaries of negotiated labour contracts and thus preclude “free-riding 

employees” from enjoying such wage increases without contributing to the costs.  

There are grave weaknesses in this reasoning and in the Abood judgement, but there 

is no space to describe them here.22 Suffice it to say that one important cost is 

overlooked.  In coercing all teachers to negotiate through one agency, the agency 

shop acquires powers of discipline that are normally comparatively difficult to exert 

in a competitive system.  The agency, in other words, is enabled to undertake 

bargaining that is more aggressive than normal. 

Although the institution of the agency shop is not yet widespread throughout 

most states, the Supreme Court has not removed any uncertainty that might 

previously have been an impediment to the growth of agency shops.  I concede, 

however, that my main concern is to propose hypotheses that need future testing 

with empirical evidence. 

I am not arguing that public sector collective bargaining per se is unambiguously 

undesirable.  Indeed, workers’ free access to unions of their choice is consistent with 

ordinary rights of freedom of association.  But where there is relatively free entry one 

can normally expect several unions to operate in different school districts and 

sometimes simultaneously in the same district  This situation gives workers some 

positive choice.  The scenario under the agency shop, in contrast, is not one of 

                                                      
22 22. For a sustained critique see E.G. West and R. Staaf, -Paying for Compulsory Union Services: 
The Entanglement Consequences of Agency Shops in the Public Sector,- Wake Forest Law Review, 
forthcoming. 
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competition among unions but one of monopoly.  With competing unions, the agents 

(the union organisers) can earn no more than normal profits for services rendered.  

With the agency shop only one union is selected and the spur of competition 

removed. 

Another serious consequence of exclusive representation in the public (as distinct 

from the private) sector is that it has the effect of redistributing political power in a 

democracy as it affects decisions on the content of education.  The scope of 

bargaining in teacher negotiation is expanding daily.  As we have seen from table 

13-1, the duration of the school day, class size, and student discipline have already 

reached the union bargaining table.23 The same is now true of curriculum policy.24  In 

consequence, the supplier of education-the teacher - is beginning to exert greater 

influence on the content of education (and its cost) than is the average member of the 

electorate. 

Available Measures of Relative Costs 

This analysis of the monopolization of public education suggests that the costs of 

schooling per unit of output will be considerably higher than in the private sector.  

Available evidence supports this suggestion.  According to the National Centre for 

Education Statistics the average current expenditure per pupil in private schools in 

the 1977/78 school year was $819.25  In public schools it was $1,736 - more than 

double that in the private school.  Such a discrepancy is quite consistent with the 

explanation of the monopoly cost differences examined above.  All kinds of 

arguments have been advanced to explain it away.  But even in total, the arguments 

are not impressive.26 

Induced Taxpayer Revolts 

The mounting costs of public education necessarily demand increased taxes, which 

in turn provoke the kind of taxpayer revolts that have now become so common in the 

                                                      
23 See also Harry H. Wellington and Ralph K. Winter Jr., The Union and the Cities (Washington, D.C.: 

Brookings Institution, 1972), p. 138. 
24 See Pascal,---Hidden Costs of Collective Bargaining,- p. 36. 
25 25. U.S. Department of Health, Education and Welfare, Education Division, National Center for 

Education Statistics Bulletin (23 October 1979). 
26 The reasons are given in E. G. West, Tax Credits for Education (Washington, D.C.: Heritage 

Foundation, 1981). 
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United States.  By the 1970s taxpayers in several areas were beginning to refuse to 

vote for educational bond issues, and several large urban educational systems were 

facing the prospect of bankruptcy and default.  Municipalities and schools in New 

York and Chicago, for example, ran out ofʹ credit.  Cleveland was forced to close its 

schools for weeks at a time to live within its newly constrained financial limits. 

The most conspicuous general tax revolt, of course, occurred in California in 1978.  

No one would argue, in retrospect, that Proposition 13 was an ambiguous success in 

that state.  Mistakes of strategy no doubt occurred.  But more relevant is the impetus 

the movement gave to taxpayer groups all over the country.  Initiatives are now 

crowding onto the scene in astonishing numbers.  There were perhaps as many as 

500 on the November 1980 ballots, and many are no doubt benefiting now from the 

initial mistakes in California.  Voters are attempting, in these initiatives, to limit not 

only the property tax but also the growth of state expenditures.  And increasingly 

there are attempts to control the use of public funds in areas ranging from nuclear 

power plants to street lighting.  One of the areas inevitably affected by this zeal to 

control public funds is education. 

Those who have subsequently analysed the phenomenon of Proposition 13 have 

concluded that the move to cut taxes was prompted mainly by a concern over 

government waste and inefficiency.  According to a 1978 nationwide post-election 

survey conducted by the University of Michiganʹs Center for Political Study, people 

who showed the lowest trust in government were significantly more disposed to 

favour a Proposition 13 type of measure in their state and to support a one-third cut 

in taxes.  This relationship held true for all ideological and partisan groups.  The 

eventual public support shown for proposed voucher and tax credit schemes surely 

stems partly from the same frustration with the high costs of government.  A tuition 

voucher or tax credit scheme that based its value on the less costly private school 

financial requirements could be expected to yield substantial gains to taxpayers after 

a given percentage of public school users had transferred to private schools.27 

This leads us finally to speculate on the probable ultimate success of specific 

current schemes.  The most important current initiatives are the education voucher 
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scheme associated with Professors Coons and Sugarman in California and a tax 

credit scheme that is being sponsored by the National Taxpayers Union.  The latter is 

located in the District of Columbia, where an initiative was being planned for the 

November 1981 election. 

Current Educational Manifestations of the Revolt 

The Coons-Sugarman Voucher 

The Coons-Sugarman voucher unfortunately conflicts with the need to base it on 

least costly (most efficient) institution.  Given that private schools typically appear to 

be delivering education at almost half the cost of public schools, efficiency would 

require the value of the voucher to be about 50 percent of the per capita expenditures 

in public schools.  Coons and Sugarman, however, stipulate that their voucher is to 

be valued at 90 percent of public school costs. 

This inconsistency is perplexing in view of the call for more competition in Coons 

and Sugarmanʹs recent book.  Using the analogy of food supply, they argue that “to 

prefer the distribution of food through agents of a public monopoly such as the local 

post office . . . is to us incomprehensible.”  They object to the way public schools are 

protected from private competition:  “Public schools today are rarely permitted to die 

of unpopularity. . . . Of course public schools could actually become competitive with 

one another.  For this to happen without private competition, however, the public 

school must somehow be made to risk the loss of its fiscal support if families do not 

choose it.”28  Coons and Sugarman obviously agree that the public system is a 

monopoly.  This means that its costs are too high.  Yet valuing their proposed 

voucher at 90 percent of the public school costs per student builds in and perpetuates 

the wasteful levels of spending that the new competition is supposed to remove. 

The District of Columbia Tuition Tax Credit 

The tax credit proposal in the District of Columbia has the much more appropriate 

private value of $1,200 per student.  Given that the current expenditure per pupil in 

the Districtʹs public schools is about $3,000, the proposed tax credit is less than half 

                                                                                                                                                        
27 Ibid. 
28 John E. Coons and Stephen D. Sugarman, Education by Choice: The Case for Family Control 

(Berkeley: University of California Press, 1978), pp. 156-157. 
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this figure.  The major problem with the scheme is that because its beneficiaries will 

pay less tax to the state government they will have less to deduct at the federal level.  

This results in a leakage of the value of the credit to the federal government or to the 

benefit of state taxpayers elsewhere if the total federal budget is kept constant.  It 

seems possible that this problem could resolved in the near future, however, through 

some accommodation at the federal level.  This is especially so in view of the fact that 

in his address to Congress on 19 February 1981 President Reagan announced his 

administrationʹs general interest in the tuition tax credit scheme. 

Conclusion 

Economists usually attempt to avoid forcing their own (normative) prescriptions and 

to confine their attention to scientific (positive) predictions about probable future 

economic events.  In this spirit my analysis reveals the public system to be on the 

verge of losing a significant amount of funding through organized taxpayer 

resistance to the unprecedented growth in the scope of the public school monopoly.  

All this is occurring despite the persistence of unsubstantiated beliefs that public 

schools are superior in providing equality of opportunity and social cohesion.  Voters 

seem to be prepared to sacrifice these seeming benefits because of the excessive costs 

of continuing with the status quo.  Because public educators seem unable to curtail 

their appetite for further monopoly gain, they are exceeding limits that could lead to 

their destruction. 

 


