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Advancing Opportunity, 
Prosperity and Growth

The Hamilton Project seeks to advance America’s promise of 

opportunity, prosperity, and growth. The Project’s economic 

strategy reflects a judgment that long-term prosperity is best 

achieved by making economic growth broad-based, by 

enhancing individual economic security, and by embracing a 

role for effective government in making needed public 

investments. Our strategy—strikingly different from the 

theories driving economic policy in recent years—calls for fiscal 

discipline and for increased public investment in key growth-

enhancing areas. The Project will put forward innovative 

policy ideas from leading economic thinkers throughout the 

United States—ideas based on experience and evidence, not 

ideology and doctrine—to introduce new, sometimes 

controversial, policy options into the national debate with  

the goal of improving our country’s economic policy.

The Project is named after Alexander Hamilton, the 

nation’s first treasury secretary, who laid the foundation 

for the modern American economy.  Consistent with the 

guiding principles of the Project, Hamilton stood for sound 

fiscal policy, believed that broad-based opportunity for 

advancement would drive American economic growth, and 

recognized that “prudent aids and encouragements on the 

part of government” are necessary to enhance and guide 

market forces.
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Abstract

This paper discusses a framework for education policy, from early childhood through post-secondary edu-
cation, along with major reform ideas consistent with that framework. We present evidence showing that 
education is critical to broad-based economic growth. Investments in education yield large returns to both 
society and the individual. Furthermore, expanding access to high-quality education directly addresses one 
of the major causes of increased inequality: technological changes that increasingly reward skilled workers.

The paper presents evidence suggesting that America’s educational system is neither in crisis nor reaching 
its full potential. To better secure the benefits of a strong education system, the paper outlines an evi-
dence-based strategy that calls for new investments in some areas (such as early education) and structural 
reforms in others (such as the teacher tenure system). A recently proposed early education program for 
disadvantaged children and a proposal to dramatically simplify the federal student financial aid system are 
discussed in detail.
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Introduction

America’s extraordinary growth in the twentieth 
century was underpinned by a huge expansion in 

education. In 1940, fewer than 25 percent of Americans 
over twenty-five years of age had a high school diploma; 
by 2000, more than 80 percent had graduated from high 
school. In addition, the percentage of Americans over 
twenty-five with a bachelor’s degree rose fivefold dur-
ing that period, going from 4.6 percent in 1940 to 24.4 
percent in 2000 (U.S. Census Bureau 2003, p. 4). In 
the twenty-first century, knowledge will be even more 
important. Our nation’s continued pros-
perity depends on educating our students 
and building a high-skilled workforce, fo-
cusing especially on expanding the qual-
ity of schooling. Improving the quality of 
education will require innovative policy 
solutions. Toward that effort, The Hamil-
ton Project has released several discussion 
papers addressing such issues as improv-
ing teacher quality, stanching “summer learning loss,” 
expanding early childhood education, and expanding 
access to higher education.

To equip American workers to succeed in the global 
economy, we must provide a high-quality education 
that fosters the creativity, innovation, and analytical 
rigor necessary to keep America at the frontier of the 
development of new knowledge and the creation of en-
tirely new industries that will drive economic growth. 
Additionally, in an era of rising inequality, it is more 
critical than ever that all Americans have the tools they 
need to become part of tomorrow’s high-skilled work-

force and share in our nation’s prosperity. Expanding 
the opportunities for high-quality education directly 
addresses one of the major causes of increased inequal-
ity: technological changes that increasingly reward 
skilled workers.1

Some believe that education is all that is needed to 
address our economic challenges. Provide Americans 
with more knowledge and skills, they argue, and the 
rising tide of inequality will ebb. They are wrong: 
education is only one part—albeit a critical part—of 
an overall economic strategy to achieve broad-based 

economic growth. Education has large benefits, but 
they take years or even decades to materialize—only a 
small consolation to families facing economic anxiety 
today. Furthermore, other factors have also contributed 
to rising inequality—as evidenced by the big increase 
in inequality between people with similar educational 
backgrounds. Consequently, other measures are also 
needed to allow Americans to share more broadly in 
the nation’s prosperity.

Others have overreacted to the “education only” ap-
proach, denying that the skills gap plays an important 
role in increasing inequality or that education can play 

1.	 For a nuanced discussion of recent trends and explanatory factors that emphasizes that wage inequality has stabilized in the bottom part of the wage 
distribution while continuing to rise in the top part, see Autor et al. (2005) and Acemoglu (2002).

America’s extraordinary growth in  
the twentieth century was underpinned  
by a huge expansion in education.
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a role in reducing it. This is misguided. While it is true 
that the economic benefits of investment in preschool 
will not start to materialize for fifteen years or more 
after the investment, they are so large that they may 
eventually repay the full initial investment many times 
over. Thus, we must help those experiencing hardship 
today get back on their feet in addition to, not instead 
of, making the educational reforms and investments 
that will address the root causes of tomorrow’s prob-
lems. Legitimate disagreements about the evidence on 
trade and labor market regulation should not diminish 
the broadly shared enthusiasm for making critical im-
provements to our educational system.

An inclusive approach that helps all Americans share 
in the benefits of education is not just equitable, it is 
also economically efficient. The American economy 
will do best if all Americans have the opportunity to 
develop and express their talents.2 If the poorest quarter 
of Americans, for example, is essentially denied access 
to college, America could miss out on the next great in-
novator. Equality of opportunity is not just an American 
ideal, it is also critical to promoting the most broadly 
shared, strongest economic growth.

More Resources  
and Wiser Spending

Many educational proposals begin with ideas for 
new investments. Certainly, new investments 

are needed: there are major funding gaps in the cur-
rent educational system and substantial evidence that 
additional money would bring large benefits. But in a 
world of limited resources—and one in which the fed-
eral government already has made substantial budget 
obligations it cannot afford at current tax rates—it is 
important for new investments to be based on sound 
evidence. This is even more important because creat-
ing government programs with inadequate evidence 
can undermine public confidence in government if 
such programs ultimately prove ineffective or inef-
ficient.

We already know enough about each of the principal 
areas in education—early childhood, K-12, and higher 
education—to begin implementing certain key reforms 
and to guide experimentation in others. As these experi-
ments bear fruit, they will help us decide how to further 
refine existing programs and choose new initiatives to 
implement at full scale.

Early education. A broad range of individuals and 
organizations—from Nobel Prize–winning economist 
James Heckman, to the Business Roundtable, and the 
Committee on Economic Development—have argued 
that substantial new investments in preschool would 
have large economic benefits. Evidence shows that a 
child’s early years are particularly important for mental 
development, and that investments in these years are 
likely to more than pay for themselves over the com-
ing decades. Yet there is relatively little public money 
for preschool (see Table 1), and fewer than 50 percent 
of three- and four-year-olds are enrolled in any form 
of preschool (U.S. Census Bureau 2006, p. 16). Many 
preschool programs, including Head Start, do not fo-
cus sufficiently on preparing children for school. And 
although the evidence shows that children whose Head 
Start teachers have a college degree perform better in 

2.	 To quote Alexander Hamilton, “To cherish and stimulate the activity of the human mind, by multiplying the objects of enterprise, is not among the 
least considerable of the expedients, by which the wealth of a nation may be promoted. . . . Every new scene, which is opened to the busy nature of 
man to rouse and exert itself, is the addition of a new energy to the general stock of effort” (Hamilton 1791).

Table 1

Estimated spending on education in the  
United States, 2007, in billions of dollars

Preschool K-12
Higher 

Education Totals

Federal 7 35 38 80

State & Local 9 448 83 540

Private 5 51 116 171

Other n/a n/a 82 82

Totals 21 533 320 874

Notes: All values are in billions of 2007 dollars and are estimated based on 
several sources. For higher education,  the “other” category includes revenue 
from auxiliary enterprises, educational activities, hospitals, and other; the 
private category includes revenue from tuition, private gifts and grants, and 
endowment returns (ED 2006b).  Sources are CBO 2006; ED 2006b, Tables 26, 31, 
153, 330, 334; OECD 2006, Table B3.2a; National Institute for Early Education 
Research 2005; Barnett and Masse (in press); OMB 2006a, Table 19-1; OMB 
2006b, Table 3-2.
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school, only sixteen states require preschool teachers to 
have a bachelor’s degree (National Institute for Early 
Education Research 2005).

Primary and secondary education. The K-12 
years are crucial for building the basic skills students 
will need to prepare for college and succeed in the 
working world. Many students are not establishing 
this basic educational foundation, however. Recent 
research shows that, in 2002, only 34 percent of 
American students left high school with the skills 
and qualifications necessary to attend college (Greene 
and Winters 2005). 

The biggest potential gains in K-12 education, how-
ever, will not come from new investments, but from 
improving the investments we make today. Even 
the most ambitious proposals for new spending are 
dwarfed by the $483 billion that federal, state, and 
local governments already spend annually on K-12 
education (see Table 1). Moreover, although America 
lags behind other countries in many measures of edu-
cation, it also spends more than most other coun-
tries. America spends $8,935 per pupil in kindergarten 
through twelfth grade (K-12), which is 30 percent 
more than per pupil spending in the United Kingdom 
(OECD 2006, Table B1.1c).

Instead, a promising frame-
work for improving the 
quality of our educational 
institutions rests on three 
principles: (1) measurement 
and accountability, (2) appro-
priate use of market forces, 
and (3) experimentation and 
scientific evaluation. For example, accountability stan-
dards can create incentives for schools to improve; 
market forces can improve teaching by creating a 
more-flexible teacher salary schedule that allows dis-
tricts to reward performance and attract top teachers 
to tougher schools; and experimentation can lead to 
the discovery and dissemination of better ways to 
organize schools and to teach.

Higher education. The average cost of a four-year 
college degree for a state resident at a public school 
is about $65,000, with private schools averaging about 
$130,000 (College Board 2006b).3 Though these costs 
seem prohibitively large for most families, evidence 
shows that a college degree pays back more than 
$440,000 in higher wages on average, in present-val-
ue terms (Barrow and Rouse 2005; value is deflated 
to estimated 2007 dollars4). While college costs have 
risen sharply, so has the quality of a college education 
and the returns to college. Society should not use its 
limited resources to subsidize those who would at-
tend college without such aid, because those students 
already recoup more than they invest in college. But 
public investments are needed to help those students 
who are prevented from attending college because of 
liquidity constraints or uncertainty about the returns 
to schooling. The first step should be making better 
use of the complex and duplicative resources already 
dedicated to financial aid. Such uses include help-
ing prospective students to better understand the aid 
that is available to them and to borrow against future 
earnings to pay for tuition, and helping those who 
fall significantly short of those average future earn-
ings, which is increasingly likely because the returns 
to education have become increasingly disparate (see, 
e.g., Lemieux 2006).

But while the current stock of knowledge can help guide 
reforms and new investments, there is much that we do 
not know about education. Today, the Department of 
Education spends less than 1 percent of its budget on 
research, whereas 2.5 percent of the U.S. economy as 
a whole goes to R&D (U.S. Department of Education 
[ED] 2006c, Bureau of Economic Analysis and National 
Science Foundation 2006). According to the Coalition 

Additional spending is certainly needed, but  
the biggest potential gains in education will come  
from improving the investments we make today.

3.	 Values include tuition and fees, books and supplies, room and board, transportation, and other expenses. The calculation uses a 3 percent discount 
rate and assumes that college costs increase as they have over the past three decades. A complete accounting would include forgone wages as part of 
the opportunity cost of attending college.

4.	 Throughout the paper, such estimates are made using data from Congressional Budget Office, 2007, Table D.1
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for Evidence-Based Policy, a project of the Council for 
Excellence in Government,

Education is a field in which a vast number of in-
terventions, such as ability grouping and grade 
retention, have gone in or out of fashion over 
time with little regard to rigorous evidence. . . . 
Our extraordinary inability to raise educational 
achievement stands in stark contrast to our re-
markable progress in improving human health 
over the same time period—progress which . . . 
is largely the result of evidence-based govern-
ment policies. (Coalition for Evidence-Based 
Policy 2002)

An evidence-based approach to education policy not 
only means adding resources for programs that work, 
but also eliminating or scaling back programs that don’t. 
For example, studies have found that Title I funding 
could do much more to support schools that serve poor 
children. In response, a Hamilton Project discussion pa-
per would have schools devote their Title I resources to 
Success for All, a reading program with a proven track 
record, or other instructional programs that have been 
proven effective (Ludwig and Sawhill 2007). Similarly, 
there is evidence that up to 19 percent of school district 
spending goes to common teacher contract provisions 
that have a weak impact on student learning, such as 
seniority-based raises or hiring a prescribed number of 
classroom aides (Roza 2007). This is money that could 
be better spent on other types of teacher compensation 
such as rewards for exceptional performance, additional 
compensation for teachers who agree to work in disad-
vantaged schools, or better pay for math and science 
teachers.

To be sure, while increasing the quality of public educa-
tion is critical, families must play their part, too. Chil-
dren spend most of their time at home, not at school, so 
much of the educational opportunity and responsibility 
lies with parents. For example, evidence supports the 
conventional wisdom that children benefit when they 
live in homes with a supportive learning environment, 
as measured by the number of books in the household 
(see, e.g., Fryer and Levitt 2002).

Improving Education Is Key  
to Achieving Broad-Based 
Economic Growth

Increases in education levels are powerful drivers of 
national economic growth and productivity (Krueger 

and Lindahl 2001). In fact, the increase in education of 
the American workforce accounted for nearly one-quar-
ter of the total growth in labor productivity from 1915 
to 1999 (Goldin and Katz 2001). As one well-known 
study put it, “Education is both the seed and the flower 
of economic development” (Harbison and Myers 1965, 
p. xi). Investing in human capital is especially important 
given how much of the productive power of the U.S. 
economy lies with its people. The Office of Manage-
ment and Budget (OMB), for example, has estimated 
that all privately owned commercial buildings and 
equipment in the United States are worth $13 trillion, 
but that the nation’s human capital, as embodied in the 
skills of its workforce, is worth more than three times 
that: $48 trillion (Office of Management and Budget 
2006a, p. 195).

Investments in education yield large returns to both 
society and the individual. Just as investments in phys-
ical capital carry a rate of return, so, too, do invest-
ments in human capital. Indeed, studies suggest that 
the real rate of return on investments in education 
and training programs—in terms of payoff to lifetime 
earnings relative to the up-front costs—is between 
5 and 15 percent per year. (For a good survey, see 
Card 2003.) By increasing wages and opportunities, 
education investments thus strengthen the economic 
security of American families. Related public benefits 
of increased education include greater tax payments 
from more high-income earners and reduced spend-
ing on public assistance, as well as lower crime rates 
(Vernez et al. 1999, pp. 13–31, Cunha et al. 2005). 
Higher levels of education are also associated with 
better health, which is obviously good for the indi-
vidual, but which also decreases societal health-care 
costs (Cutler and Lleras-Muney 2006, p. 22, Elo and 
Preston 1996).5 Finally, new skills training, which will 
be discussed in future Hamilton Project papers, can 

5.	 For example, 20 percent of the U.S. workforce is functionally illiterate, and therefore unable to understand the directions on, for example, prescrip-
tion medications (Heckman 2006).
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be critical both for dislocated workers and for workers 
moving up their career ladders.

Investing in formal education also helps share the gains 
of economic growth more broadly throughout the 
economy. Increasing returns to education are one of 
the major drivers of increasing inequality (Autor et al. 
2005, Acemoglu 2002). Since the 1970s, a combination 
of increased demand for skilled workers (possibly due 
to the computer revolution, among other factors) and 
a deceleration in the supply of skilled workers (as the 
rapid expansion of years of schooling tapered off) have 
combined to raise the premium paid for skilled workers. 
As a result of this and other factors, 
the gains of growth over the past few 
decades have largely accrued to the 
wealthiest Americans, in stark con-
trast to the trend that persisted for 
most of American history (Fried-
man 2005, pp. 435–36).

Investing in education can help to 
offset this rise in inequality. Increas-
ing education levels doesn’t only 
help those who get a college degree. 
Even workers who don’t receive any additional educa-
tion will benefit indirectly as the reduction in the supply 
of less-educated workers drives up their wages.

Although economists generally agree that technology 
is the main cause of rising inequality, it is not the only 
important factor and changes in labor laws, the mini-
mum wage, immigration and international trade all af-
fect the skill premium. In addition, there has been a 
substantial increase in inequality among workers with 
similar educational and skill backgrounds, what econo-
mists call “within-group” inequality. The increase in 
within-group inequality is unlikely to be explained by 
these factors; to the degree policy makers view it as a 
problem, much of the solution lies outside the area of 
education.

Promoting broad-based growth requires careful atten-
tion to the sources of disparities in educational attain-
ment and outcomes. For example, evidence shows that 
a substantial share of the skills gap between high- and 
low-socioeconomic students emerges during the sum-
mer months when school is not in session. During the 
school year, these students make roughly similar prog-
ress. Formal schooling, therefore, helps to overcome 
much of the learning deficits associated with low so-
cioeconomic status when schools are in session (Fifer 
and Krueger 2006). By narrowing the skills gap between 
those at the top and the bottom of the economic lad-
der, public education helps to create a workforce that 

can more broadly share the gains of economic growth. 
Additionally, investing in early childhood education, 
which economists widely agree yields significant long-
term benefits, can narrow the gap between high- and 
low-income families.

Throughout the twentieth century, much of our educa-
tional gains came from expanding the number of years 
of schooling for much of the American population. In 
the twenty-first century, the potential gains from in-
creased schooling will be far more limited, so it is criti-
cal that we focus our energy on improving the quality 
of schooling that students currently receive. Doing so 
requires that we first take stock of where our education 
system is wanting, and then that we map out and priori-
tize potential reforms.

By narrowing the skills gap between those 
at the top and the bottom of the economic  
ladder, public education helps to create  
a workforce that can more broadly share  
the gains of economic growth.
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The State of America’s 
Education System

There is widespread concern about the state of Amer-
ica’s educational system. A widely reported recent 

study by the National Center on Education and the 
Economy ([NCEE] 2006, p. xix) concluded that “the 
core problem is that our education and training systems 
were built for another era.” A recent report on the fu-
ture of higher education commissioned by the secretary 
of education expressed concern about the decline of ed-
ucational attainment in the United States relative to the 
rest of the world and found that “too many Americans 
just aren’t getting the education that they need—and 
that they deserve” (ED 2006a, p. vii).

Such concerns, and the concomitant clarion calls for 
reform, have been echoed repeatedly through the last 
century. As one leading scholar notes,

for most of the twentieth century, Americans 
have argued about their public schools. . . . 
Each generation supposes that its complaints 
are unprecedented. Critics of the schools in the 
1980s looked back to the 1950s as a halcyon 
era; critics in the 1950s looked back on their 
own Depression-era schooling as a high-water 
mark. (Ravitch 2001, p. 13)

In fact, in the early 1980s, a major panel on federal edu-
cation policy cautioned that “the frequency with which 
crises have been identified in American education sug-

gests that caution be exercised in characterizing edu-
cational difficulties, so that the rhetoric used does not 
automatically escalate problems into something more” 
(Peterson 1983, p. 30).

Mindful of this plea for caution, it is important to 
recognize that, despite the unquestionable need to 
make education reform a national priority, educa-
tional outcomes in the United States have actually 
been improving, albeit modestly, over the past few 
decades. National scores in basic math, reading, and 
science have showed a modest upward trend since 
the early 1970s.6 High school students are also tak-
ing more difficult courses than they used to.7 For 
these measures, improvement has been strong across 
all racial groups, and often particularly strong among 

African Americans, who started the pe-
riod among the furthest behind. The la-
bor market also continues to value high 
school degrees; in fact, the earnings ad-
vantage of high school graduates roughly 
doubled between 1979 and 1996, from 
19 to 40 percent (Krueger 1997), and the 
median income of high school graduates 
($32,200) is currently about 28 percent 
higher than for those who only completed 

school through grades 9–11 ($25,100) (College Board 
2006a, p. 4). More young people are going to college 
and getting degrees, and bachelor’s degrees provide 
an even greater reward, with a median income of 
$54,800.8

Nonetheless, there is significant reason to worry that 
the U.S. education system is failing to realize its po-
tential—partly because of underinvestment and partly 
because of structural barriers to high performance. 
Following dramatic increases throughout much of the 
twentieth century, the increase in average educational 
attainment in the workforce has slowed substantially. 
As former U.S. Treasury Secretary Lawrence Sum-
mers has emphasized, “to an extent we have not fully 
appreciated, we have had rising human capital as a 

6.	 For example, a student scoring in the fiftieth percentile in the late 1990s would have been in the fifty-sixth percentile in the early 1970s (Krueger 
1997).

7.	 For example, the percentage of students taking a core curriculum in high school more than tripled between 1982 and 1994, the percent of high school 
graduates completing Algebra II and Trigonometry went up by more than 50 percent, and the share of students taking advanced placement (AP) 
exams went up by a factor of 2.5 over thirteen years (Kober and Rentner 2000, p. 10). 

8.	 Data include full-time, full-year workers from ages thirty-five to forty-four as recorded in 2005 (College Board 2006a, p. 4).

The U.S. education system is failing  
to realize its potential—partly because  

of underinvestment and partly because of  
structural barriers to high performance.
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wind behind our backs in improving the performance 
of the economy over the past twenty years, and we 
will not have a similarly large thrust from increasing 
levels of human capital in the future” (Summers 2003, 
p. 290).

Evidence suggests that we are treading water while the 
rest of the world is pushing forward. Though our el-
ementary school students do well on international tests 
compared to students from other industrialized na-
tions, by middle school our students are only average 
and by high school they are below average (Boe and 
Shin 2005).9 While we currently have the most edu-
cated population in the world, the expected educational 
level of five-year-old Americans is only average for the 
developed world (OECD 2006, p. 40).

Over the past few decades teacher pay and quality have 
declined.10 Meanwhile, teacher salary structures and 
hiring practices are antiquated, at best (Teaching Com-
mission 2006). In this and other areas, such as early 
education, we are turning a blind eye to promising in-
vestment opportunities, in effect reducing our future 
economic growth.

While many calls for reform focus on increasing 
funding for education, the relative weakening of the 
American education system has occurred despite large 
increases in education funding. Public spending on 
elementary and secondary education has increased 
from about $980 per capita in 1980 to about $1,700 
in 2006 (ED 2006b, Table 160; ED 1990, Table 151; 
U.S. Census Bureau n.d., 2000; both amounts are in 
estimated constant 2007 dollars). The U.S. education 
system is expensive but inefficient. Even the most am-
bitious proposals to expand investments in education 
are modest compared with the scale of existing in-
vestments—which implies that the largest educational 
gains will come from making our current expenditures 
more effective.

A New Approach

At each stage of the education system—early edu-
cation, primary and secondary, and higher educa-

tion—we can already identify areas where reforms will 
work or where further experimentation is promising.

Early Education

Extensive evidence has demonstrated that education 
investments in the early years of life have the highest 
potential rates of return; conversely, failures to invest 
in children at these early stages are the most costly hu-
man capital policy failures. Children from disadvan-
taged backgrounds benefit particularly from such poli-
cies. Gaps in ability among children of different income 
groups emerge early on, widen slightly in the first few 
years of schooling, and stay constant after age eight 
(Heckman 2006). Over time, it becomes increasingly 
costly and difficult to narrow these gaps.

Helping young children from disadvantaged families 
get on the right track has the highest potential returns 
of any education policy. Nobel Prize–winning econo-
mist James Heckman observes that “it is a rare pub-
lic policy initiative that promotes fairness and social 
justice and at the same time promotes productivity in 
the economy and in society at large. Investing in dis-
advantaged young children is such a policy” (Heckman 
2006, p. 2). Indeed, small-scale programs have shown 
phenomenal results. Compared with a control group, 
the children who enrolled in the Abecedarian project 
in North Carolina—all born to low-income, at-risk 
women—achieved significantly higher IQ scores (close 
to the national average), had much lower rates of un-
employment as adults, were half as likely to become 
teen parents, and were 2.5 times more likely to go to 
college (Ludwig and Sawhill 2007). In this particular 
experiment, the total benefits of preschool were esti-
mated to be about twice its costs (Barnett and Masse 
forthcoming). Other programs, such as Perry Pre-
school and the Chicago Child-Parent Centers, have 
had similarly impressive benefits (Cunha et al. 2005). 

9.	 This is based on the aggregation of six international tests and includes testing on mathematics, civics, reading, and science. 
10.	Teachers in other countries have seen similar relative wage declines, suggesting that this phenomenon may not be confined to the United States 

(Lakdawalla 2006).
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A recent RAND study of twenty early childhood pro-
grams found that nineteen were effective (Karoly et 
al. 2005).

Currently, the government’s spending priorities do not 
reflect the importance of these early years. The federal 
government’s program for disadvantaged children—
Head Start—covers only 49 percent of income-eligible 
three- and four-year-olds through its annual budget of 
$6.8 billion. For those students who are covered, the 
program is not nearly as intense as more successful 
ones such as Abecedarian. Early Head Start, which is 
designed for children under the age of three, has only 
about one-tenth of regular Head Start’s budget, and 
serves only about 62,000 children. These programs 
provide too little, too late.

While the evidence shows that investments in early 
childhood education reap large benefits, the extent 
of the benefits depends on how the programs are 
designed. In the RAND study, for example, not only 
did one program prove ineffective, but the returns 
in the others ranged from $1.26 to $17.07 per dollar 
invested (Karoly et al. 2005). Policy makers must not 
only spend more resources on these programs, they 
also must focus on key design issues so that those re-
sources are spent effectively and efficiently. Especially 
given the significant sums needed for large-scale early 
intervention programs, they need to be designed based 
on evidence about what works and include metrics to 
evaluate their efficacy before they are expanded or 
continued.

Scaling up early childhood programs is a key chal-
lenge. The Abecedarian project, for example, involved 
only about one hundred children. Other oft-cited 
examples of successful early childhood intervention 
programs involved similarly small groups of children. 
Moving from small- to large-scale programs can di-
lute impacts for a variety of reasons: For example, 
small-scale programs can draw on a small set of par-

ticularly committed and talented teachers that may be 
unavailable for new deployment in much larger num-
bers. In addition, carefully designed curricula can be 
implemented with more fidelity when the organiza-
tion is small. In other ways, the large-scale expansion 
of early education could have broader social benefits 
that are not discernable in more limited pilot projects. 
For example, if larger numbers of young people are 
better prepared for school, peer effects could improve 
learning and behavior both inside and outside the 
classroom.

Despite these obstacles to scaling up early intervention 
programs, Head Start, which is a large-scale program, 
has yielded significant long-term benefits (albeit less 
than Perry Preschool or Abecedarian; Garces et al. 

2002). White children who attended 
Head Start were about twenty percent-
age points more likely to graduate from 
high school and go to college than 
their siblings who did not attend Head 
Start. The evidence regarding educa-
tional attainment was less conclusive 
regarding African American children 

who attended Head Start (for suggestive evidence of 
a positive effect, see Ludwig and Miller forthcoming. 
The authors also find significant evidence of reduced 
mortality rates.)

In a discussion paper for The Hamilton Project, 
Jens Ludwig of Georgetown University and Isabel 
Sawhill of The Brookings Institution propose a pro-
gram called Success by Ten. This program would 
give children from low-income families high-quality, 
full-time education for the first five years of life, 
and then would use proven-effective methods to 
give them extra help during their elementary school 
years. The early childhood program would be based 
on the successful Abecedarian Project; it could be 
thought of as “Head Start on steroids,” as it would 
combine, expand, and transform the Early Head 
Start and Head Start programs. Ludwig and Sawhill 
estimate that, if fully implemented, Success by Ten 
could increase GDP by up to 0.8 percent, while, on 
an individual level, bringing the dramatic benefits of 
Abecedarian—greater employment and college entry, 
reduced teen pregnancy and crime—to millions of 
American children.

Helping young children from disadvantaged  
families get on the right track has the highest  

potential returns of any education policy.
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While the evidence in favor of such early education 
programs is quite strong, it comes from a set of experi-
ments that are relatively small in number and scale. 
Therefore, Ludwig and Sawhill recommend that their 
proposed transformation be phased in over ten years 
in a way that would foster rigorous evaluation of the 
program’s impacts and allow experimentation with al-
ternative interventions that might prove to be even 
more effective.

Primary and Secondary Education

Enhancing school quality improves educational out-
comes, keeps students in school longer, and increases 
their future wages (Card and Krueger 1992). To address 
the critical challenges to our primary and secondary 
education system, we need to move beyond the tired 
ideological debate between two outdated schools of 
thought.

One school of thought believes that market forces on 
their own will yield the highest quality educational out-
comes by giving parents the right to choose education 
providers for their children, be they private, public, or 
parochial, so that schools compete for students. Ad-
herents of this view largely see government education 
policy as merely adding unnecessary layers of bureau-
cracy to an educational function that should primarily 
be fulfilled by parents and local entities. Despite mixed 
evidence as to their effectiveness, they believe that 
vouchers would empower individual parents and get 
government out of the way, thereby improving school 
quality through market-force competition.

The other school of thought resists large structural 
changes, arguing that our current education system’s ills 
are largely the result of inadequate resources. Adherents 
of this view reject most efforts to increase accountability 
or use market pressure to improve public schools.

Between these divergent views, a promising middle 
ground exists. This approach recognizes opportunities 
for unleashing the power of market forces in ways that 
preserve those structural elements of the current sys-
tem that do serve society well. Likewise, this approach 

accepts that improving quality requires not only ad-
equate funding for proven programs, but also measur-
ing performance, demanding accountability, and rigor-
ously evaluating alternative policies. Additional funding 
should be contingent on complementary reforms to im-
prove accountability. Above all, this approach empha-
sizes focusing reform efforts on hard evidence about 
what works in order to increase the effectiveness and 
efficiency of K-12 spending.

Broadly speaking, this approach rests on three princi-
ples: First, that performance measurement and account-
ability systems are instrumental to the development and 
implementation of better education policies. Second, 
that market forces can be harnessed to improve the effi-
ciency of education spending even within the context of 
our current system of education. And third, that experi-
mentation in educational policies and practices should 
be encouraged, and, whenever possible, scientifically 
evaluated. Each of these principles contributes to the 
overarching goal of improving school quality in a way 
that will allow us to get more out of each dollar that is 
invested in education.

Many worthwhile reforms have been proposed, and in 
some cases implemented, that are consistent with these 
principles and goals. Rather than repeat them all here, 
this paper focuses on a few policies and policy proposals 
as examples of how building on these principles can lead 
to effective and innovative reform.

The first principle to this approach to improving school 
quality is that measurement and accountability are the 
cornerstones of improving school quality. The logic of 
this is straightforward: Performance measures indicate 
levels and changes in school quality, which is necessary 
both for assessment and for demonstrating the effec-
tiveness of policy alternatives. Accountability standards 
identify under- or well-performing schools, and provide 
motivating sanctions and rewards.11 Both market-based 
and directed educational reforms depend on the infor-
mation generated by measurement and accountability 
systems: neither markets nor policy makers can func-
tion effectively without information.

11.	For evidence that state-based accountability systems introduced during the 1990s had a positive impact on student achievement, but not on a narrow-
ing of the black-white achievement gap, see Hanushek and Raymond 2004.
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The No Child Left Behind Act (NCLB), which focus-
es on increased accountability through testing and on 
improving the performance of groups of low-achiev-
ing students through disaggregating test scores, is the 
most prominent example of a recent policy innovation 
focused on measurement and accountability (U.S. Con-
gress 2001). Whatever the practical merits or weakness-
es of the act, its focus on measurement is well-placed: 
a well-crafted measurement regime could generate an 
invaluable knowledge base on school performance and 
focus policy debates on concrete measures of school per-
formance. To be sure, many specific measures of NCLB 
have proved controversial or problematic in their imple-
mentation, and further evaluation of the accountability 
provisions is needed.12 A complete discussion of the act 
is, however, beyond the scope of this paper.13

The second principle for this approach to improving 
school quality is to recognize the potential role of 
market forces in educational reform. The power of 
competition and choice in well-functioning markets 
to generate efficient outcomes is undeniable. To be 
sure, acknowledging that market forces can improve 
our educational system does not obviate the need for a 
robust government role in the provision of education. 
Those who believe that government is an unnecessary 
barrier to unleashing the power of markets ignore 
the government’s need to make sure that our public 
education system works effectively for all students. 
Market-based reforms in education policy, thus, must 
contend in an area where a well-functioning market 
may be harder to establish, while also clearing the 
hurdle of preserving or enhancing equitable provision 
and universal access. This cautions a measured way 
forward with such policies.

The most far-reaching and well-known proposals to in-
troduce market forces in education policy involve pro-
viding parents with vouchers to redeem at their choice 
of schools. Researchers using randomized experiments 
to evaluate the effects of vouchers on student perfor-
mance have found mixed results (see Gill 2001 for a 
review of the literature). Some studies have found sub-
stantial gains, 14 some have found moderate to small 
gains,15 and some found no gains at all (Krueger and 
Zhu 2002). Where gains have been found, they have 
only been present for African American students.16 On 
the positive side of the ledger, there is evidence that 
students who stay in the public schools that are threat-
ened with voucher competition also show substantial 
gains (Hoxby 2003). Overall, problems with the data 
in these experiments mean that the conclusions are far 
from ironclad (Goldhaber 2001). The idea of vouchers 
may hold promise, but further rigorous experimenta-
tion is needed.

12.	There has been much debate about the efficacy of the NCLB accountability measures, with inconclusive results. In truth, it is probably too early to 
know. Thomas Loveless of the Brookings Institution says this of the debate: “Let’s put it this way—reading scores were flat and math scores on the 
rise before No Child Left Behind, and reading scores are flat and math scores are still up after No Child Left Behind. It’s impossible to know whether 
NCLB had an impact—either positively or negatively” (Lois Roman, “Test Scores Move Little in Math, Reading: Improvement Appears Slight Since 
No Child Left Behind,” Washington Post, October 20, 2005).

13.	On concerns with the definition of “adequate yearly progress,” see, e.g., Wenning et al. 2002. On concerns with the definition of proficiency, see, e.g., 
Paul Tough, “What It Takes to Make a Student,” New York Times, November 26, 2006. On concerns with the treatment of subgroup performance, 
see, e.g., Novak and Fuller 2003, Kane and Staiger 2002.

14.	For example, Howell and Peterson found that the average gain for African American students across three cities (Dayton, OH, New York City, and 
Washington, DC) was six percentile points in reading and math scores after two years, the same as the average national gain for all students between 
the early 1970s and the late 1990s (Howell and Peterson 2006).

15.	Studying the Milwaukee program, Rouse found somewhat smaller gains in math, and no gains in reading (Rouse 1998). A study of the Cleveland 
voucher program found no significant overall gains, but it did find significant gains for students who used vouchers in two of the five subject areas: 
social studies and language (Plucker et al. 2006).

16.	It is not clear why only African American students showed substantial gains. Hoxby conjectures that it might be an accident of the location of the 
programs, or due to the fact that African American students are particularly underserved in the public school system (Hoxby 2003).

A promising approach to K-12 education 
rests on three principles: 

1.	� Performance measurement and accountability 
systems are instrumental to the development 
and implementation of better education 
policies. 

2.	� Market forces can be harnessed to improve the 
efficiency of education spending even within 
the context of our current system of education. 

3.	� Experimentation in educational policies 
and practices should be encouraged and 
scientifically evaluated.
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While proposals to increase the role of market forces 
in education policy typically focus on creating markets 
for schools, there are other policy areas where market 
forces are better grounded in evidence. Consider, for 
example, the teacher labor market.

Perhaps the most important determinant of how much 
students learn, as discussed briefly above, is the qual-
ity of their teachers, yet several factors have combined 
to adversely affect teacher quality recently.17 Over the 
past few decades, the teacher pay scale has become more 
compressed, so that higher-aptitude teachers earn not 
much more than lower-aptitude teachers (Hoxby and 
Leigh 2004). At the same time, expanded opportuni-
ties for women in the labor market have led talented 
women who might have become teachers a generation 
ago to pursue other career opportunities (Corcoran et 
al. 2002). As a result, the share of top-quality teachers 
has fallen, while the share of lower-aptitude teachers 
has increased. For example, in 1971, about a quarter 
of new female teachers scored in the top 10 percent of 
high school academic tests; by 1992, only 10 percent did 
(Corcoran et al. 2002).

The compression of the teacher pay scale has isolated 
the teacher labor market from many market forces 
(Teaching Commission 2006). Unlike in most sectors 
of the economy, payment is generally based not on 
performance, but on seniority and paper-based qualifi-
cations (Goldhaber and Liu 2003). In addition, whereas 
the rest of the economy pays workers more for gradu-
ating from a selective college, getting good grades, 
majoring in science and mathematics, or taking an 
unusually difficult job, teaching does not (ibid). Some 
talented people who would make excellent teachers 
may be discouraged from entering a profession that 
does not adequately reward good performance relative 
to other professions (ibid). Furthermore, the single 
salary schedule means that there is no extra compen-
sation for teaching in high-needs schools, where the 
work is likely to be more difficult. As a result, the best 
teachers are more likely to go to better-performing 
districts where they are needed less but the pay is the 
same and life is less trying (see e.g., Hanushek and 
Rivkin 2004).

Recently, states and localities have started to implement 
teacher merit pay programs, and early studies have found 
that these programs improve student achievement (see, 
e.g., Figlio and Kenney 2006, Dee and Keys 2004). Fur-
ther research on how to best structure teacher pay could 
be an important part of the evidence-based education 
policy agenda.

Another promising idea to improve teacher quality is 
to remove barriers to entry in the market for teachers, 
as proposed in a recent Hamilton Project discussion 
paper (Gordon et al. 2006). Policy makers have tradi-
tionally regulated teacher quality by requiring certain 
credentials for teachers entering the profession. Re-
cent research, though, suggests that such paper quali-
fications do not help identify effective teachers: people 
can look good on paper but turn out to be ineffective 
in the classroom, and those who lack paper qualifica-
tions can turn out to be remarkably effective as teach-
ers. The nation therefore needs a major paradigm shift 
in how teachers are hired and evaluated. Rather than 
continuing to focus on teacher credentials, it would 
make more sense to increase the focus on teacher ef-
fectiveness on the job. The result would be that a larger 
number of teachers would be hired each year, includ-
ing individuals with and without certification, but a 
smaller percentage—only those who perform well on 
the job—would receive tenure.

Finally, the third principle for this approach to improv-
ing school quality is to encourage experimentation 
in the delivery of education, and to rigorously evalu-
ate alternative policies. These alternative policies may 
include variations in the level or mix of school inputs, 
the size and organization of schools, or curricula and 
pedagogical techniques used; examples abound. The 
key is that experimentation must be followed by scien-
tific evaluation in order to achieve systematic improve-
ments in the quality of education. Rigorous evaluation 
of program efficacy is necessary if policy makers are to 
make well-informed judgments about which programs 
are worth their cost.

At the vanguard of experimentation with educational 
methods and techniques are charter schools: public 

17.	Two studies have found that variation in teacher quality accounts for about 8 percent of the total variation in student achievement, equivalent to about 
40 percent of the variation due to schooling (Goldhaber et al. 1999, Hanushek et al. 1998). 
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schools that operate outside the normal governance 
structure of the public school system. In recent years, 
charter schools such as the Knowledge Is Power Pro-
gram (KIPP) and Achievement First have upended the 
way Americans think about educating disadvantaged 
children, eliminating the sense of impossibility and 
hopelessness and suggesting a set of highly promising 
methods (for an evaluation of the KIPP schools, see e.g. 
Educational Policy Institute 2005).

To be sure, charter schools are not necessarily good 
schools. In fact, numerous studies have shown that the 
average charter school performs no better, and in some 
cases performs slightly worse, than the average public 
school (Bifulco and Ladd 2006, Sass 2006, Hanushek 
et al. 2005). The promise of charter schools is that the 
most successful ones could provide models for a large 
number of new, high-quality schools. Thus, the key 
next step is to figure out how to replicate these success-
ful models while maintaining a reasonably consistent 
level of quality (see, e.g., Hess 2006). Some networks, 
including KIPP, have begun this process.

Of course, innovative teaching methods can be designed 
within the regular public school system. Before being 
widely adopted, these new methods should be subject 
to rigorous experimentation to test whether they are 
fads or truly good ideas. One of the few programs that 
has been subject to and passed such tests with flying 
colors is Success for All, a comprehensive whole-school 
reform model that focuses on reading achievement, 
which Ludwig and Sawhill propose using as the basis 
for their elementary school intervention (Slavin et al. 
2005, Ludwig and Sawhill 2007). Similarly, the use of 
educational software in the classroom should be subject 
to evidence of its effectiveness. Testing is important be-
cause different products can have dramatically different 
results: some software programs have been shown to be 
incredibly effective, whereas others produce only mar-
ginal gains (Koedinger et al. 1997, Rouse and Krueger 
2004). Unfortunately, we are far from where we want to 
be, for as Cecilia Rouse and Alan Krueger of Princeton 

point out, educational products are “rarely evaluated 
using rigorous analytical methods” (ibid, p. 1).

In a number of areas, there is evidence that certain poli-
cies are effective, but further research is needed to de-
termine whether they are an efficient use of the dollars 
spent on them. Data show, for example, that smaller 
classes probably help students learn, but it is not clear if 
they do so in a cost-effective way (Krueger and Whit-
more 2000, Krueger 2002).18 Another way to increase 
students’ exposure to teachers is by increasing the length 
of the school day or year. However, while many high-
achieving schools use significantly longer school days 
(including KIPP and Achievement First), the research 
that has been done (albeit at other institutions) on small 
increases in the school day or year show that they pro-
duce small benefits, and do not appear to be cost effec-
tive (Glass 2002). This may be because small changes in 
time allocated to schooling do not result in curricular 
changes, so that the same lessons are drawn out over 
a longer period of time. It is possible that substantial 
increases in school time would have a substantial im-
pact; whether they would, and whether that would be a 
cost-effective way of achieving those improvements, is 
an important area for further research.19

The size of schools and districts is another area that 
warrants further study and possible reform. A number 
of studies have found that, in many cases, small schools 
improve student achievement and reduce drop-out 
rates, though they may actually harm achievement in 
affluent communities (Howley 2002). Further research 
is needed to determine whether these improvements 
are cost effective. Smaller school districts may also be 
more efficient (Barrow and Rouse 2002, p. 29, Fowler 
and Walbert 1991). This may result from the difficulties 
in dealing with a large organization that may not ben-
efit from economies of scale. For example, the problems 
facing school budgets—that they are often opaque and 
convoluted, inhibiting proper management and paren-
tal engagement—may be exacerbated in large districts 
(Roza and Hill 2004).

18.	Krueger finds that class size reductions may be cost effective, depending on a few parameters, including the discount rate. At a discount rate of 4 per-
cent (equal to U.S. government bond interest rates), then the benefits, as measured by increased lifetime earnings, are double the costs. At a discount 
rate of 6 percent—using a higher value because the payoff is uncertain—the benefits are about equal to the costs. However, this does not include the 
benefits from reduced crime or welfare dependency, or the positive effects on the wages of others (Krueger 2002).

19.	International comparisons do not establish a clear link between academic achievement and days in school (National Education Commission on Time 
and Learning 1993).
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Higher Education

The American system of colleges and universities is 
extremely successful. According to a recent study, the 
United States has one-third of the five hundred best 
universities in the world, more than half of the top one 
hundred, and seventeen of the top twenty (Shanghai 
Jiao Tong University 2005). We also have an excellent 
system of community colleges (Kane and Rouse 1995). 
Private returns to higher education are high, at just 
under 14 percent (OECD 2006). The success comes 
from good institutions and strong financial support: we 
spend 2.9 percent of our national income (GDP) on 
higher education, which is the highest rate in the world 
(OECD 2006).

And yet there is substantial room for improvement. For 
example, while the United States is still a world leader 
in the proportion of all adults with a college degree, its 
position is less dominant among young adults (Wag-
ner 2006). The recent report on 
the future of U.S. higher educa-
tion commissioned by Education 
Secretary Margaret Spellings 
observed that, though once the 
leader, the United States now 
ranks twelfth among major in-
dustrialized countries in overall 
higher education attainment and 
sixteenth in high school graduation rates (ED 2006a, 
p. 12; also known as the Spellings Report).

In addressing these challenges, the Spellings Report 
called particular attention to the lack of clear, acces-
sible information about the cost and value added of 
American institutions of higher education. Lacking 
this information hamstrings policy makers trying to 
make effective reforms, as well as students trying 
to decide which school to attend (ED 2006a, pp. 
vii, 4, 13–14). In response, the report (ibid, pp. 
20–21) called on the federal government to create a 
“consumer-friendly information database on higher 
education” dealing with the cost and quality of in-

dividual institutions; to seek to collect “more and 
better information on the quality and cost of higher 
education . . . [for] policymakers, researchers and 
the general public”; and to encourage the creation 
of tests to measure student performance.

College is expensive and a source of concern for mil-
lions of students and their families, but policy makers 
need to understand that the high and rising cost of col-
lege is matched by a substantially higher and also ris-
ing benefit of a college education. For most students, 
college is a good long-term investment. The focus of 
college policies should not be redistributing resources 
to more-affluent students who are getting a degree that 
will increase their earnings by hundreds of thousands 
of dollars. Instead, it should be about assisting more 
students to go to college and enjoy these gains, as well. 
This involves both removing barriers and sending a 
clear signal that if you want to go to college the up-front 
costs will never be an impediment.

One barrier, for example, is a liquidity constraint: the 
inability of would-be students to borrow to finance 
their education (see Kane 1994; Ellwood and Kane 
2000; Carneiro and Heckman 2002). Some barriers 
are also likely due to the tremendous opacity and gla-
cial pace of the current system of financial aid, under 
which students must fill out extremely long, complex 
forms, only to discover how much aid they are eligible 
for late in the spring of their senior year. And some 
students may be discouraged by the increased variance 
in returns to higher education: while evidence shows 
that the average rate of return to a college degree is 
positive, evidence also shows the investment is much 
riskier than it used to be, paying off handsomely for 

The goal of college aid should be increasing  
enrollment and completion by those who would  
otherwise not go to college. 

20.	A significant gap in college completion rates by socioeconomic status exists even after controlling for some measures of ability. For example, more 
than 70 percent of students who performed in the top 25 percent of their class in eighth-grade math in 1988 and were in the top 25 percent of so-
cioeconomic status went on to attain a bachelor’s degree. Yet among students who scored in the top 25 percent but were in the bottom 25 percent of 
socioeconomic status, only 29 percent went on to complete college (ED 2005b, p. 50).
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some and not at all for others (see, e.g., Lemieux 
2006). These obstacles may help explain why the gap 
in college completion rates by family income is sub-
stantial. In fact, only 7 percent of students from fami-
lies with low socioeconomic status achieve a bachelor’s 
degree, compared with 63 percent of students from 
families with high socioeconomic status (ED 2006b, 
Table 306).20

One approach that states should consider is shifting 
toward a higher tuition, higher aid model. By allo-
cating tax dollars to state schools, state governments 
implicitly subsidize education at these colleges and 
universities. However, this subsidy is not well-targeted 
to those who need it most, and in fact goes mostly 
to middle- and higher-income students, since they go 
to college at higher rates. Moreover, these subsidies 
are often financed by regressive taxes, such as state 
sales taxes. By increasing tuition rates and financial 
aid, states could better target this subsidy (see, e.g., 
Kane and Orszag 2003, Mumper 2001). While this 
approach has many advantages, it makes it even more 
important to ensure that the aid process is simple 
and transparent so that potential beneficiaries are not 
discouraged from even applying by the sticker shock 
of list tuition.21

Another approach that some have called for is increased 
federal funding for higher education grants and loans. 
More resources can certainly be useful if well-targeted, 
but there are also significant limitations to such an ap-
proach. First, there is some evidence that increased fed-
eral financial aid will encourage colleges to raise tuition 
to take advantage of the greater federal subsidy, thereby 

not reducing the costs borne by individual students 
(Long 2003). Additionally, making increased federal 
funds available is a highly inefficient way of mitigating 
the greater risk involved with investing in higher edu-
cation, because it reduces the risk to those for whom 
the bet fails but also enriches those for whom it already 
pays off.

A more promising approach 
would focus on improving 
the effectiveness of the cur-
rent federal aid program. 
In a new discussion paper 
released by The Hamilton 
Project, Susan Dynarski and 
Judith Scott-Clayton, both 
of Harvard University, argue 
that the complexity and slug-

gishness of the federal system for distributing student 
financial aid creates serious obstacles to college atten-
dance by making it enormously difficult for low- and 
moderate-income students to assess their eligibility for 
aid. Indeed, studies have found scant evidence that 
the federal program of grants and tax credits actually 
increases enrollment, in contrast to the proven effects 
of much simpler programs such as the Social Secu-
rity Student Benefit Program and Georgia’s HOPE 
program. While the complexity of the current system 
is intended to target aid to those who need it most, 
Dynarski and Scott-Clayton show that a dramatically 
simplified aid process could nearly reproduce the cur-
rent distribution of aid. Under their proposal, students 
could figure out their grant aid eligibility by looking 
at a small, simple table that fits easily on a postcard. 
In fact, the table would be put on a postcard and 
distributed through schools and the mail so that aid 
information could be simple, certain, and delivered 
early. Meanwhile, the application process could be as 
easy as checking a box on the family’s regular tax re-
turns. Dynarski and Scott-Clayton estimate that their 
proposed program would increase enrollment among 
the grant-eligible population by between 5.6 and 7.4 
percentage points. They estimate that federal student 

21.	Only 38 percent of full-time undergraduates pay the full cost of college, and many of these offset some cost with tax benefits. The rest receive grant 
aid from the federal or state government, their college or university, or private sources such as employers. On average, grants from all sources plus 
federal tax credits and deductions cover about 30 percent of tuition, fees, room, and board at private four-year colleges, 24 percent at four-year public 
colleges, and 25 percent at public two-year colleges (College Board 2006b, pp. 2, 15–17).

Only 7 percent of students from families with  
low socioeconomic status achieve a bachelor’s degree, 

compared with 63 percent of students from families  
with high socioeconomic status.
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aid would need to rise $2 billion to $6 billion to pay for 
this increased college enrollment and for the greater 
number of aid-eligible students that would apply un-
der the simplified system.  In addition, Dynarski and 
Scott-Clayton recommend increasing federal aid by an 
additional $2 billion to $3 billion so that no income 
group would receive less under the new system than 
it does under the current system (Dynarski and Scott-
Clayton 2007).

Tom Kane of Harvard University outlines another 
approach to make financial aid more effective. In a 
forthcoming paper to be released by The Hamilton 
Project, Kane argues that the federal student loan pro-
gram is poorly structured. For example, borrowers in 
the default plan pay the same amount per month at 
age twenty-five as they do at age thirty-five, though 
their expected wages at age thirty-five are 66 percent 
higher. This means that the repayment plan demands 
too much early on, and too little later in life. Further-
more, the current system does not have an adequate 
safety-valve mechanism to ease the burden on borrow-
ers who have particularly low incomes in a given year. 
This increases the risk posed by loans and may re-
duce their effectiveness in encouraging college enroll-
ment. Kane will propose a number of reforms to solve  
these and other problems with the federal student loan 
program.

Of course, there are many 
other important steps that 
should be taken to improve 
higher education, such as 
increasing the high school 
completion rate, increasing 
accountability, improving 
the quality of instruction, 
focusing resources on sub-
jects related to economic 
productivity such as science 

and engineering, expanding access to adult education, 
better leveraging our network of community colleges 
to provide workforce training, and streamlining foreign 
student visa requests, among many others. The focus 
on the rising cost of higher education is not to deny the 
importance of other higher education policy reforms, 
but rather to focus on one issue of rapidly increasing 
importance to American families and for which there is 
significant evidence available about the types of policy 
approaches that will be effective.

Conclusion

During the past century, America’s remarkable eco-
nomic growth raised the nation’s living standards 

and lifted millions out of poverty. Much of this growth 
was powered by rising levels of educational attainment 
in the American workforce. If we are to have another 
century of such strong economic success, it is critical 
that we build a strong education system today. Ad-
ditionally, as growing returns to education exacerbate 
rising levels of inequality, it is imperative that we make 
the necessary investments in education to promote 
more broad-based economic growth. Only by doing 
so can we fulfill the quintessential American promise 
that each generation can do better than the one that 
preceded it.

During the past century, America’s remarkable 
 economic growth raised the nation’s living standards  
and lifted millions out of poverty. If we are to have  
another century of such strong economic success, it is 
 critical that we build a strong education system today.
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