Introduction by the Editor for this Issue

The three articles that comprise this special edition of the Missouri Policy

Journal represent the initial work in the Missouri Growth Project. The Center for
Economics and the Environment is undertaking this project for the simple reason that,
as you will discover in the following studies, the Missouri economy is so slow that it
ranks near the bottom when compared to the other forty-nine states.

The fact that the growth rate of Missouri’s economy is low is not merely a statistic. If this
continues, Missouri residents and households will see their incomes rise more slowly
than those in other states. They also will be more likely to experience poor health
outcomes: higher rates of obesity, diabetes, heart disease, and other life-shortening
disorders. The products of slow growth will become increasingly difficult to solve,
whether by market forces or through government intervention.

The first phase of the Missouri Growth Project focuses on the role of education. The
authors of the studies comprising this special edition were asked to investigate and
report on the state of education in Missouri, and how it relates to the state’s stagnant
economic growth. Though the authors bring different viewpoints to the conversation,
there is a common thread to their conclusions: Missouri’'s educational system is not
producing graduates with the cognitive skills necessary to compete for the jobs of the
future.

The first paper by Timothy J. Gronberg, Dennis W. Jansen, and Lori L. Taylor provides
a broad analysis of the current state of the Missouri economy and how we got here. In
“The State of the Missouri Economy and Workforce” the authors follow a common
approach to thinking about growth: Growth is the product of how the economy combines
labor, physical capital, and the “knowledge” that brings inputs to production together. |
use the term knowledge instead of technology, because knowledge encapsulates the
current understanding of how we produce and use technology and other ideas that help
us better organize production or create new innovations that raise worker productivity.

A bright spot in the Gronberg, et al. analysis is that the growth in Missouri’s capital has
roughly kept pace with the US average over the past two decades. This suggests that
capital is not the culprit in explaining Missouri's low growth. But that is the only bright
spot.

Gronberg et al. examine the composition of the state’s industries to see if this could
explain its slow growth. Perhaps a relic of past industrial policy, Missouri’s industrial
make-up today is weighted too heavily toward non-growth industries. The mix of
industries has proved to be a drag on the state’s past economic growth.

Of the several sources contributing to Missouri’s stagnant growth, Gronberg et al. argue
that the most important is the fact that productivity in Missouri—output per worker—
increases at a much slower rate than the national average. This poor productivity record



stems from two sources. One is problematic trends in labor force quality. Here the
authors find that a key factor is a lack of commitment by the state to a higher
educational system that produces a sufficient number of college-educated individuals.
This theme reappears in the following article.

Another major source of Missouri’s slow growth is that the state does not attract well-
educated individuals from outside the state, but induces domestic residents to leave for
better opportunities elsewhere. This combination is detrimental to economic growth and
to the state’s economic future.

Based on their analysis, Gronberg, et al. conclude that Missouri needs to increase the
productivity of its workforce. This is best achieved by improving the education of
residents and by attracting better-educated workers from other outside the state.

The second study, “Missouri’s Economic Future Lies with School Reform,” by Eric A.
Hanushek, concludes that Missouri’s lackluster growth is largely a function of its
educational system. Even though Missouri schools graduate students at about the same
rate as the national average, too many of them lack cognitive skills acquired by
graduates in other states. This observation comes from comparing scores on
standardized tests like the National Assessment of Educational Progress (NAEP).
Research indicates that such scores are a robust predictor of future economic success,
better than average years of schooling or degrees acquired. Using results from the
NAEP, Hanushek finds that Missouri students lag those in most other states. This
means that the average Missouri student entering the workforce is less able to meet the
challenging requirements of the modern workplace.

Hanushek also finds that those students who have acquired these cognitive skills are
more likely to migrate to other states to seek better economic opportunities. This “brain
drain” has been and will be detrimental to Missouri’s growth prospects. Because those
who remain in the state are relatively less capable, productivity growth—a key element
in higher rates of economic growth discussed in the Gronberg, et al. study—uwill suffer,
and so will economic growth. It also is detrimental to future growth prospects because a
less-skilled labor force will not attract those industries relying on an educated workforce.

Hanushek concludes that the strength of the Missouri economy rests largely on current
students who will become the backbone of the state’s labor force. Improving the quality
of schooling is a difficult task but one that demands immediate attention. Simply
increasing funding for schools, an oft-proposed solution, is unlikely to increase
academic performance. More attention must be paid to how money is spent. Hanushek
argues that the key lies in improving the quality of the teachers and school
administrators. Salaries and incentives for those personnel should be better related to
student performance. Improving the educational outcome of Missouri’s school system
will occur only when the existing incentive structure is changed.

Michael Podgursky, the author of “Reforming Educator Compensation,” provides a more
detailed study of issues facing Missouri teachers and administrators. This includes how



they are compensated, but also more nuanced factors, such as the teacher retirement
system and the incentives faced by administrators. Podgursky identifies several key
inefficiencies of the teacher compensation system in Missouri and provides principles
for reform. In Missouri, as in many other states, compensation accounts for roughly 90
percent of K-12 instructional costs. The problem, Podgursky argues, is that there is little
evidence of efficient or strategic design in these compensation systems. Rigid salary
schedules reward factors that are too often unrelated to effectiveness, induce shortages
in various fields of study, and encourage inequitable allocation of professional staff.

“‘Some teachers,” he notes, “are harder working and elicit greater effort from students
than others, while other teachers may be ‘burnt out’ and simply putting in time until
retirement.” The current single salary schedule “suppresses differences between more
effective and less effective teachers.” In Missouri, Podgursky finds that “the level of
average teacher pay is determined by the decisions of school administrators, who
through their actions seem to favor more rather than better remunerated teachers.”

Podgursky’s analysis of the current retirement system indicates that deferred
compensation systems impose penalties that reduce mobility, promote early retirement,
and generate large unfunded liabilities. Serious attempts to bring greater efficiencies to
K-12 spending and raising teacher quality must confront the dysfunctional
compensation system.

Podgursky proposes several important reforms. One is to increase accountability on
student learning. Another is to provide what he calls “regulatory space” for
experimentation. Where possible, school district administrators (and charter school
leaders) should have the opportunity to experiment with alternative compensation
policies in order to improve teacher quality and enhance the educational outcome for
students. Lastly, Podgursky argues for improved training and selection of school
administrators. As leaders in the educational industry, administrators must become
more cognizant of, and able to implement, compensation programs that raise incentives
for high-quality teachers to remain in the classroom.

After reading the articles in this collection, you will agree that the economic and social
cost to Missouri—to its residents—of not undertaking fundamental changes in the
state’s educational system are too pressing to ignore.
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