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President-elect Obama has stated his intention to invest in the country’s deteriorating infrastructure and in new infrastructure as part of a large economic stimulus package.  

 

In broad terms, this is a promising agenda and offers an opportunity for a reappraisal of the role of government in a market economy.

 

First, we should clarify: investments should be made in public policies that yield the highest return; not those that seem to have deteriorated fastest.  The language of ‘repairing our damaged infrastructure’ is not especially helpful from an economist’s perspective.  The policy agenda should be about government making the best investments and not about boosting demand or reconstruction.  And the best investments are in the nation’s future human capital - not in roads, bridges, and transport systems.

 

Of course, we could argue that the US education system is deteriorating and – with ethnic/racial and immigrant stratification in poorly-funded urban school systems – the deterioration is going to accelerate.  We could also argue that high rates of child poverty, increasing rates of long run unemployment, and the patchwork nature of welfare programs sow the seeds of future deterioration in our ability to accumulate human capital.  These arguments are covered in work we have undertaken, as well as recent work by James Heckman and Janet Currie.

 

But it is still preferable to express the stimulus in terms of high-yield investments.  Education should be prioritized as the highest-yield investment and, given the strong evidence base, early education would be at the top of this list.  

 

Of course, this argument has nothing to do with the federal bailouts or the stimulus package.  The case for investments in early education was strong before any of these events.  So, we turn to how the bailout and stimulus affect the debate over investments in early education, and what the federal government’s role should be.

 

Now, the bailouts are an incredible economic event in absolute terms and in terms of the federal role in early education.  According to the CBO, whose Director Peter Orszag is now to be Director of the OMB, the face value of such loans are approximately 30% of the value of the loan.  So, the $34 billion loan to the Big 3 automakers will include a write-off of $24bn.  For the $700bn TARP, the CBO estimated the expense on October 1st this year at “non-zero”.  And TARP does not include the administrative costs of overseeing a $700bn loan.

 

By comparison, annual Head Start and Early Head Start expenditures are $7.5bn.  CCDBG spending is $4bn.  State spending on early education is less than $4bn.  It is probably possible to fund all early education programs with a profit tax on private firms administering the bailouts.

 

The economic meltdown has also created a remarkable opportunity for a reassertion of fiscal policy and government intervention.  Using basic Keynesian logic, even Judge and Professor Richard Posner supports bailing out the Big 3 automakers.
 

Hence, the stimulus.  

 

The Economic Recovery Act of 2008 outlays are estimated by the CBO at $50bn in 2009 and $88bn over the next decade.  This contains very little for education.  By far the largest component of the Act is for Infrastructure, Energy and Economic Recovery.  This includes school construction, but this amount is small compared to the amount for highway construction.  That alone is about one-quarter of the total outlays.  

 

It is not clear what is the logic of more investments to make driving easier, but that is part of the ‘infrastructure replenishment’ argument and why I believe it undermines investments in early education.  The idea of a gas tax holiday was ridiculed; why is this not the same?  I checked the CBO reports for RoR for infrastructure; these are opaque to say the least.  Plus, much of the infrastructure should be financed through user fees.  The CBO acknowledges this and it should be emphasized.

 

The Economic Recovery Act does include a provision to extend unemployment compensation for those who exhaust their regular benefits.  That amount is $6bn but it is not a full solution to the developing problem of a growth in the long-term unemployed.

 

Given economic conditions, President-elect Obama's stimulus will be much bigger; the hope is that it does not begin with roads and bridges. 

 

So, the sizes of the bailouts and the stimulus relative to total spending on early education might mean that even crumbs from the table could mean a dramatic expansion in support for early education programs.  

 

We should re-emphasize that early education is a good investment and that – whenever one is borrowing money, even if it is less than $700bn - one gets better terms if the lenders are more confident of its being paid back.  

 

And just for good measure, we might point out that the bailout and the stimulus are being deficit-financed: future generations of workers are going to face higher taxes and we owe it to them to ensure they are productive enough to do so.

 

Now, economists used not to be able to invoke multipliers, the idea that a government stimulus will generate multiplier effects as the recipients of the government spend that money and so on.  We worried about the lost multiplier from wherever the money came from.  But if others can overlook this, and everyone else seems to, we should at least apply the idea of the multiplier properly.  

 

So, whereas some have stylized the stimulus as being ‘temporary, targeted, and timely’ or ‘sustained, substantial, and speedy’, we should remember the basics of the stimulus multiplier: the multiplier is going to be higher when investments are made where there is a high marginal propensity to consume and a low marginal propensity to import (i.e. the recipients of the stimulus should spend it and on US goods).  This is also early education: the workers in this industry are low-paid -they consume almost all their income - and very little of the investment leaks out as imports.  Again, I would like to contrast this with high-end construction jobs using imported raw materials (including labor).

 

We now turn to the last piece of the puzzle, the role of the federal government in supporting early education via the stimulus package.

 

I would like to make several comments.

 

First, comprehensive federal agendas to support early education are already being developed.  I would like to make reference to research by Teachers College Professors Lynn Kagan and Jeanne Reid in their new paper “Advancing Early Childhood Education Policy”.  These authors set out a 13-point plan for federal expansion of early education, including: a Federal Early Learning Council; an infrastructure set-aside; a program to enhance teacher quality; a parental involvement program; expanded support through Head Start, Early Head Start, and CCDBG for low-income families; increased eligibility of the Child and Dependent Care Tax Credit; a fund for matching new state funding of early education; and a research agency.  Now, this agenda sounds vast: based on my estimate it would cost approximately $5bn annually.  Steve Barnett at NIEER has a similar federal proposal which would also come in at less than $20bn.

 

To me, this means that objections to the stimulus because it is a capital investment – and so should not be funding continuous provision of services – is selling early education short.  The amount of capital required to fully renovate current early education infrastructure is unlikely to be more than a few billion dollars annually.  

 

Second, federal labor market policies must be considered both as it directly relates to early education and indirectly, through changes in enrollments in higher education.  If the recession/depression persists, unemployment rates will increase.  Several changes will occur.  Demand for childcare and early education services may fall, as fewer households have dual earnings.  However, having early education available will likely raise labor market flexibility and labor supply.  On the plus side, displaced workers will look toward jobs that offer security, such as teaching.  Here, the federal government can play an important role in supporting college-level training and credentialing programs so that highly-qualified teachers are available more rapidly.  This support may be both direct and indirect, through grants/loans.

 

Third, federal involvement in early education is typically thought of as Head Start.  As noted above, this program – which recent evidence suggests does yield a positive rate of return - could be tripled in size for the cost of the Big 3 bailout.  Yet Head Start has an image problem.  Under the new administration, it will have two image problems.  Its first image problem is the lack of variation in prescribed program content (if not in implementation); any expanded Head Start program would need to address the needs of a more heterogeneous student body and a one-size fits all model is unlikely to be optimal.  The second image problem is that it is not ‘change’.  Federal programs may need to emphasize various and flexible modes of provision.  The federal government may prefer to stick to exhorting states to provide programs, perhaps through the provision of matching grants for expanded programs.

 

To sum up:

· The case for early education should be at the top of the list in the stimulus plan.  Given the amounts being piled onto the deficit, funding for early education is trivial.

· Basic multiplier analysis can easily be used to substantiate investments in education; more so than roads.

· The federal government can play an important role: directly in building facilities; indirectly in supporting the training of early education teachers; and commensurately in matching state funding and initiatives.

