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School Vouchers TYirn 50*

Milton Friedman first proposed the creation of school vouchers

fifty years ago. The idea attracted little attention at the time—in 1955,

there were few perceived deficiencies in the public education system.

Achievement test scores were not falling, dropout rates were not ris-

ing, and the quality of schools seemed high. Now, all that has changed.

As public education has deteriorated, public support for school choice

has soared. Last year, 38 states introduced some form of school choice

legislation. But the effort to give parents a choice in their children's

education has faced resistance, especially from the educational estab-

lishment—administrators and teachers. Below, Dr. Friedman talks

about his proposal and its future.

Elementary and secondary education
is, on one level, an industry like all oth-
ers, with schools producing a service
that is consumed by the nation's chil-
dren. On another level, elementary and
secondary education is unique, an in-
dustry on which the whole of society
rests. As I wrote in 1955, "a stable and
democratic society is impossible with-
out a minimum degree of literacy and
knowledge on the part of most citizens
and without widespread acceptance of
some common set of values." That is
why government plays such a major role
in schooling. It compels attendance in
school. Taxpayers pay the bulk of the
costs of schooling. Government owns
and operates most of the schools.

Government ownership and opera-
tion of schools alter fundamentally the
way the industry is organized. In most
industries, consumers are free to buy
the product from anyone who offers it
for sale, at a price mutually agreed on.
In the process, consumers determine
how much is produced and by whom

* This article is by Dr. Milton Friedman, Senior
Research Fellow at the Hoover Institution, Stan-
ford University and the 1976 Nobel Laureate in
Economics. It originally appeared in the Novem-
ber 2005 issue of The School Choice Advocate,
published by the Milton and Rose D. Friedman
Foundation for Educational Choice. We are grate-
ful for permission to reprint it.

and producers have an incentive to sat-
isfy their customers. These competitive
private industries are organized from the
bottom up. They have been responsible
for truly remarkable economic growth,
improvements in products and increased
efficiency in production.

Organized From the Top Down

In elementary and secondary educa-
tion, government decides what is to be
produced and who is to consume its
products, generally assigning students
to schools by their residence. The only
recourse for dissatisfied parents is
through political channels, changing
their residence or forswearing the gov-
ernment subsidy and paying for their
children's schooling twice, once in taxes
and once in tuition. Parents of more than
10 percent of all students, who go to
private schools or are schooled at home,
have adopted this final recourse. In
short, this industry is organized from
the top down.

Performance differs as much as or-
ganization. In sharp contrast to other
major industries, there has been little,
no or even negative improvement in the
product. Children are taught the way
they have been for centuries. Functional
literacy is very likely lower than it was
a century ago. And we spend more per
student, in real dollars corrected for in-

flation, than we ever have before and
more than any other country does now.
Top-down organization works no bet-
ter in the United States than it did in the
Soviet Union or East Germany.

The prescription is clear. Change the
organization of elementary and second-
ary schooling from top-down to bot-
tom-up. Convert to a system in which
parents choose the schools their chil-
dren attend—or, more broadly, the edu-
cational services their children receive,
whether in a brick-and-mortar school
or on DVDs or over the Internet or
whatever alternative the ingenuity of
man can conceive. Parents would pay
for educational services with whatever
subsidy they receive from the govern-
ment plus whatever sum they want to
add out of their own resources. Pro-
ducers would be free to enter or leave
the industry and would compete to at-
tract students. As in other industries,
such a competitive free market would
lead to improvements in quality and
reductions in cost.

Charity or Education Vouchers?

The problem is how to get from here
to there. That is where vouchers come
in. They offer a means for a gradual
transition from top-down to bottom-up.
However, not just any voucher program
will do. In particular, the kind of voucher
programs that have been enacted so far
will not. Almost all of them have been
limited, directly or indirectly, to low-
income families and some have not per-
mitted parents to add on to the voucher,
thereby limiting the tuition that can be
charged. They are what I have called
charity vouchers, not educational vouch-
ers.

They have served their limited pur-
pose well. The families that received
them have benefited; the educational
performance of the voucher schools has
been better than of the government
schools from which the voucher stu-
dents came. And the educational per-
formance of those government schools



has improved.
Even if such vouchers were much

more widespread than they are now,
they could not provide the kind of mar-
ket needed to stimulate innovative ex-
perimentation. It is as if when automo-
biles or television were in their infancy
the government had prohibited charg-
ing more than a very low price. One
function played by the rich is to finance
innovation. They bought the initial cars
and TVs at high prices and thereby sup-

. ported production while the cost was

. being brought down, until what started
out as a luxury good for the rich be-
came a necessity for the poor.

An educational voucher of reason-
able size, though less than the current
government spending per student, that
was available to all students regardless
of income or race or religion and that
did not prohibit add-ons or impose de-
tailed regulations on start-up service
providers would end up helping the poor
more than a charity voucher—not in-
stantly, but after a brief period as com-
petition did its work. Just as the breakup
of the Ma Bell monopoly led to a revo-
lution in communications, a breakup of
the school monopoly would lead to a
revolution in schooling.

There has been some progress toward
charity vouchers but almost none toward
educational vouchers. The reason, I be-
lieve, is that centralization, bureaucra-
tization and unionization have enabled
teachers' union leaders and educational
administrators to gain effective control
of government elementary and second-
ary schools. The union leaders and edu-
cational administrators rightly regard
extended parental choice through vouch-
ers and tax-funded scholarships as the
major threat to their monopolistic con-
trol. So far, they have been extremely
successful in blocking any significant
change in the structure of elementary
and secondary education in the United
States.

Opposition From Unions

The teachers' unions have used their
large income (estimated at more than
$1.5 billion—that's billion not million)
and large membership to gain a major
role in the Democratic Party. Teacher
union delegates have been a significant
fraction of all delegates to Democratic
political conventions. They have made
opposition to vouchers a key plank in
the party's mantra. The unions also have
succeeded in persuading most teachers

that it is in their self-interest to retain
the current dysfunctional system.

Both these pillars of power rest on
shaky ground. The Democratic Party
professes, in the words of Sen. Edward
Kennedy, "to give voice to the voice-
less." But the "voiceless," among whom
are surely the residents of low-income
areas in big cities, are clearly the main
victims of the present schooling system
and would be major beneficiaries of a
more competitive educational system.
Every poll shows them to be strongly in
favor of vouchers, yet their political
leaders hew to the party line rather than
giving voice to the educational needs of
the voiceless.

Similarly, teachers in government
schools, especially the more competent
ones, would be among the major ben-
eficiaries of a transition to an educa-
tional system dominated by competition
and choice. Under the present system,
not much more than half of the money
spent on government schools goes to
teachers in the classroom. The rest goes
to administrators, advisors, consultants
and the whole paraphernalia of non-
teaching bureaucrats. In private schools,
the bulk of the spending ends up in the

classroom. Equally important, teaching
conditions are more attractive in private
schools, as judged by the higher turn-
over in government schools despite
higher average pay.

Such shaky foundations cannot in-
definitely support a system that is so
clearly defective, that is inconsistent
with the self-image of the Democratic
party and that is against the self-interest
of most teachers in government schools.

Growing Support

I have been saying this for some years'
now and so far I have been wrong. How-
ever, I am not discouraged. Public sup-
port for educational vouchers is grow-
ing. More and more states are consider-
ing proposals for vouchers or tax-funded
scholarships. Pressure is building be-
hind each of the 50 dams erected by the
special interests. Most major public]
policy revolutions come only after a
lengthy build-up of support. But when
the break comes, what had been politi-
cally impossible quickly becomes po-
litically inevitable. So it will it be with
the goal of a competitive free market
education system compatible with our
basic values. •

A Look at the Numbers

How Many People Currently Experience School Choice

Vouchers

Ohio Autism Vouchers

Florida McKay Vouchers

Florida A+ Vouchers

Maine Town Tuitioning
Vermont Town Tuitioning
Washington, D.C. Vouchers

Cleveland (Ohio) Vouchers

Milwaukee (Wisconsin) Vouchers

Total

Personal Tax
Deductions and Credits

Minnesota Tax Deduction

Minnesota Tax Credit

Iowa Tax Credit
Illinois Tax Credit

Total

Tax-Funded
Scholarships
Arizona Tax-Funded Scholarships

Pennsylvania Tax-Funded Scholarships

Florida Tax-Funded Scholarships

Total

Grand Total

Source: The School Choice Advocate, November 2005.
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Number of
Participants
(2004-05)

270

15,910

763

6,052

4,445

1,015

5,675

15,035

49,165

Number of Families
(2004)

186,000

60,000
101,987

194,923

542,910

Number of Scholarships
(2004-05)

21,160
25,000

11,231

57,391

649,466
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PRIMARY LEADING INDICATORS (Continued)
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PRIMARY LAGGING INDICATORS
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BUSINESS-CYCLE CONDITIONS

Despite changes in our appraisals of eight series, the proportion of

leading indicators appraised as expanding remains at 78 percent,

which suggests that a recession is unlikely. The yield curve has be-

come quite flat and briefly inverted in December, but it is premature to

view this as a warning sign of recession.

In the latest batch of data for the pri-
mary leading indicators of business-
cycle change only two series reached
new highs for this cycle. A large in-
crease in the M2 money supply (in con-
stant dollars) was sufficient to sharply
upgrade our appraisal of its cyclical sta-
tus, from probably contracting to clearly
expanding. The index of 500 common
stock prices (also in constant dollars)
increased by 2.4 percent in December,
reaching its highest level since March
2002. This increase was attributable to
a gain in the current-dollar S&P 500 as
well as an unusual drop in the Consumer
Price Index, which we use to deflate the
series. In December the CPI decreased
for the second consecutive month—
down 0.4 percent. (During all of 2005,
the CPI increased by 3.4 percent). Pre-
viously appraised as cyclically indeter-
minate, the stock series is now clearly
expanding.

There is doubt in varying degrees
about the cyclical statuses of the other
ten leading series. For example, the lat-
est decreases in the index of housing
permits and the ratio of manufacturing
trade sales to inventories were suffi-
cient to downgrade them from clearly
expanding to probably expanding. Both
series are only slightly below the peaks
they reached a few months ago.

Decreases in vendor performance
and the index of manufacturers' supply
prices led us to change their cyclical
status from probably expanding to in-
determinate. The 3-month percent
change in consumer debt decreased for
the first time since 1992, which was suf-
ficient to downgrade its status from in-
determinate to probably contracting.
Total consumer debt edged downward
in December following November's
decrease, which was the largest percent-
age drop since 1990. One likely factor
was weak car sales.

In contrast to these downgrades, fresh
doubts about the trend of the Ml money
supply (in constant dollars) led us to
upgrade this series' appraisal. Ml has
trended erratically downward for the
past year, but has now increased for two

straight months, warranting an upgrade
from clearly contracting to probably
contracting.

Both of the labor series are probably
expanding, but their trends remains
somewhat in doubt because they are
below their peaks for this business cycle.
Initial claims for unemployment insur-
ance (inverted) has recovered from its
Katrina-related dip. New claims aver-
aged 317,000 per week in August,
jumped to 405,000 in September, but
were back to 317,000 in December.
With another month of increase the in-
verted series will likely reach a new
high. The average workweek in manu-
facturing fell by 0.1 hour to 40.7 hours
and is still below the peak workweek
reached in early 2004.

New orders for consumer goods and
materials (in constant dollars) reached

its cyclical high 18 months ago and has
fluctuated in a narrow range since then.
Its cyclical status remains indeterminate.
This series measures the value of the
orders that manufacturers receive for
durable goods (cars, appliances, and
anything else expected to last for at least
three years) and nondurable goods
(clothing, food, etc.).

In contrast, new orders for nonde-
fense capital goods (in constant dollars)
has trended upward for the past two
years. Because it slightly below last
June's peak we appraise it as probably,
rather than clearly, expanding. This se-
ries includes orders for farm, construc-
tion, and industrial machinery, turbines
and generators, and business and com-
munications equipment. It increased by
nearly 20 percent in November due
largely to a surge in nondefense aircraft
orders.

Overall, we upgraded the cyclical sta-
tus of three leaders this month and
downgraded five. These changes did not
affect the proportion of leading indica-
tors appraised as expanding, which re-
mains at 78 percent. The cyclical score,
which is based on a separate, purely
mathematical analysis of the leaders,

Statistical Indicators of Business-Cycle Changes

Change in Base Data
Sep. Oct.

+

Nov. Dec.

nc No change. ' Revised.

Primary Leading Indicators

Ml money supply
M2 money supply
Index of manufacturers' supply prices

New orders for consumer goods
New orders for nondefense capital goods
New housing permits

Ratio of manufacturing and trade sales to inventories
Vendor performance
Index of common stock prices (constant purchasing power)

Average workweek in manufacturing
Initial claims for unemployment insurance (inverted)
Change in consumer debt

Percentage expanding cyclically

Primary Roughly Coincident Indicators

Nonagricultural employment
Index of industrial production
Personal income less transfer payments

Manufacturing and trade sales
Civilian employment to population ratio
Gross domestic product (quarterly)

Percentage expanding cyclically

Primary Lagging Indicators

Average duration of unemployment (inverted)
Manufacturing and trade inventories
Commercial and industrial loans

Ratio of consumer debt to personal income
Change in labor cost per unit of output, manufacturing
Composite of short-term interest rates

Percentage expanding cyclically

Cyclical Status
Nov. Dec. Ian.

75 78

?

+?
+?

+?
+?
-?

78

+
WO WO WO

75 80 80

Under "Change in Base Data," plus and minus signs indicate increases and decreases from the previous
month or quarter and blank spaces indicate data not yet available. Under "Cyclical Status," plus and
minus signs indicate expansions or contractions of each series as currently appraised; question marks
indicate doubtful status when shown with another sign and indeterminate status when standing alone.
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increased to 65 from a revised score of
62 last month. Both indexes are at lev-
els that suggest that the business-cycle
expansion that began in late 2001 will
continue well into 2006.

Among the primary roughly coinci-
dent indicators, nonagricultural em-
ployment rose by 108,000 jobs in De-
cember, bringing the total number of
jobs to a record high 134.5 million.
More than two million net new jobs
were created in 2005, following a simi-
lar increase in 2004. This is a big im-
provement over 2003 (only 100,000
new jobs) and 2002 (a net loss of over
500,000 jobs). The index of industrial
production also hit a new high, helped
by the continued recovery of energy-
related industries that were affected by
the hurricanes.

Personal income less transfer pay-
ments (in constant dollars), the ratio of
civilian employment to population, and
manufacturing and trade sales also in-
creased. There were no new data for
quarterly Gross Domestic Product.
Overall, 100 percent (six out of six) of
the coinciders are expanding, unchanged
from last month.

Among the primary lagging indica-
tors, the average duration of unemploy-
ment (inverted) increased in December
to a new high. However, at just over 17
weeks, it remains well below the levels
typically seen when business cycles
mature. This suggests there is still slack
in the labor market. Constant-dollar
commercial and industrial loans also
hit a new high for the cycle, and both
series are clearly expanding.

Constant-dollar manufacturing and
trade inventories decreased in October.
Inventories have accumulated a bit since
July, and the series remains appraised
as probably expanding, but they are still
lower than they were last March. This
indicates that businesses have largely
kept their stocks of unsold goods in line
with sales.

The burden of consumer debt con-
tinues to fall. The ratio of consumer debt
to income decreased for the third con-
secutive month, reflecting the sharp drop
in outstanding debt since September.
The series is clearly contracting. The
composite of short-term interest rates
increased to 4.07 percent, marking the
first time this series has topped four per-
cent since early 2001. Overall, the lat-
est data for the laggers confirmed trends
that were already apparent. Eighty per-
cent of them are expanding, the same as

last month.

The Yield Curve

As can be seen in Chart 1, the sub-
stantial increase in short-term interest
rates over the past year has not been
accompanied by a comparable increase
in long-term rates. The yield curve thus
has become quite flat. Another way to
see this is to look at the spread between
long-term and short-term rates. A nar-
rowing spread is the equivalent of a flat-
tening yield curve. A negative spread is
the equivalent of an inverted yield curve,
when short-term rates are higher than
long-term rates.

In the postwar era a negative interest
rate spread has often been a harbinger
of recession. In Chart 2, two different
spread are plotted: that between 10-year
Treasury notes and 3-month Treasury
bills (from 1962 onward), and that be-
tween 10-year Treasuries and 2-year
Treasuries (from 1976 on). One or both
spreads became negative before every
recession, as short-term rates increased
in relation to long-term rates.

Moreover, the spread has given few
false signals. One occurred in 1966,
when it became negative but no reces-
sion followed. However, economic
growth slowed markedly and many
economists refer to that period as a
"growth recession." In 1998, the spread
between 10-year and 2-year Treasuries

Chart 2: Yield Spread on U.S. Treasuries
(Weekly Data)

Charti: Selected Interest Rates
(U.S. Treasuries, Weekly Data)

10-Year

3-Month

5%

Jan-2005 Jul-2005 Jan-2006

briefly and barely became negative but
again there was no recession.

Last month, that same spread again
became negative. As in 1998, however,
the degree and duration was negligible.
It is premature to interpret this as a warn-
ing sign of recession.

The potential for a more sharply in-
verted yield curve will grow if short-
term rates continue to increase and long-
term rates remain flat. (The Federal Re-
serve is expected to increase short-term
rates at least once more, in late Janu-
ary.) Clearly the yield curve bears close
watching. If it does invert significantly,
however, we also would expect our lead-
ing indicators to weaken, and right now
there is little evidence of this. •
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