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Introduction

In a previous publication, | presented a comparative asabfseducation systems from
classical Greece to the modern United Stdt&he purpose of that investigation was to look
for patterns in the performance of alternative schoamhagement and funding mechanisms
that persisted across time and place. In particulaeetBorts of comparative observations
were made:

- Observations of similar education systems operating inndilt different cultural

and economic settings

- Observations of different education systems operating nmlasi cultural and

economic settings, and

- Observations of changes in educational conditions and oatcams particular

societies shifted from one sort of education systeantither

Such a broad historical and international study did hobarse permit the formulation of
a highly elaborated or mathematically precise theorgashparative school governance. It
did, however, suggest that some types of school systeengi@deed better at serving the
public than others. In trying to identify the critical iedrents of these superior school
systems, | enumerated a short list of features lostet systems tended to share. From this list,
and the discussion that accompanied it, it is possibienpute rough predictions about the
expected behavior of school systems (based on whetheotothey share the features in
guestion).

From that earlier work, and the predictions that follfsam it, | have argued elsewhere
that a particular arrangement of education tax cretibsild be preferred to both our current
system of public schooling and to alternative markatiiesl education refornfs.

This paper attempts to test the validity of my earliegdmtions and the argument for
education tax credits by vetting them against a bodyngdirgcal findings not used in the
original study? The findings in question are drawn from the internatioeconometric
literature on private versus public schooling in less aga countries. This data set is
particularly valuable due to the broad spectrum of governande€funding systems in place
both within and among the subject countries.

Immediately following this introduction is a brief surmamg of the features | have alleged
to be associated with superior school system perforeamz a short list of predictions that
follow from them. The subsequent section, which is thenrbhady of the paper, distills the
international evidence comparing alternative forms dilipuand private schooling in less
developed nations. Every effort was made to ensureamprehensiveness of this research
summary, but some studies of interest could not be denesl because they were not obtained
(or were not obtainable) within the time-frame of thisjgct while others could simply have
been missed. These omitted papers, and any new contribtditmes field, may be considered
in a subsequent revision of this investigation.

Following the presentation of findings is a discussibthe patterns that emerge from the
literature, and an evaluation of the validity of theébject predictions. Finally, my earlier
arguments in favor of education tax credits are evadlat light of the evidence presented
below.



Effective School Systems: Features and Predictions

In 1999, | suggested that the historically most effectiveation systems tended to share
most or all of the following five features: choice andedi financial responsibility for parents,
and freedom, competition, and the profit motive for stfioFor concision, this will be
referred to simply as FFT (the Five Feature TheoryjHerremainder of this paper.

The requirement that individual parents decide what andviimym their children are
taught is based on two concerns. First, it is argued tmah{zahave historically made better
decisions regarding their own children's education than appoortelected officials have
made on their behalf. Second, government school sysiffering a uniform curriculum are
claimed to have caused more social conflict than havenpdriven education markets.

The direct payment of tuition by parents is allegednoourage parental involvement,
reduce the likelihood of school fraud, make schools mongorssve to parental demands,
stave off the encroachment of government regulatiathhaip control costs.

Freedom for educators means that anyone can open a ,sahdothat schools have
complete discretion over their staffing, curriculaméssions, fees, and budgets. The rationale
given for these stipulations is that they are necgstarpermit and foster innovation,
responsiveness to families, specialization, and thensiga of popular schoofs.

Competition among educators is advocated on the grotnadsttallegedly provided a
powerful incentive for schools to adopt effective instional methods and to strive to
maximize the conditions and outcomes valued by the ienilhey served. Vigorous
competition, specifically the risk of losing students tod(aeing forced out of business by)
competitors, is also credited with compelling schoolsngintain their facilities in acceptable
condition’

The case for the profit motive is based on the allegestl for an extra incentive capable
of overcoming the risks associated with innovation arghesion. The absence of the profit
motive in mainstream U.S. k-12 education, for exampldjlasned for the fact that even
highly popular non-profit schools have not added substant@liheir enroliments over time.
Conversely, the presence of the profit motive is ceedivith the vigorous expansion of
tutoring services in Asia and North America, and of etlanachains such as Brazil's
Objetivo and the American University of Phoenix.

Predictions

It is not contended that possession of these chamstatsguarantees the perfect operation
of schools or the complete satisfaction of famjlidgt simply that systems closely
approximating this arrangement are more likely than ratére school governance and
funding formulations to create the conditions and outcovadued by parents.

Some specific predictions follow from the absence ostsutbial compromise of these
characteristic.

- When parents lack choice and control over their childreducation they are likely
to have greater difficulty obtaining the kind and qualityedficational services they
seek. To the extent that an official curriculum is isgb by the state (thus greatly
limiting parental choice and control), it is expectedtecipitate social conflict (at
least in pluralistic societies).



- Lack of competition between schools is expected to isere&msts and decrease
guality and efficiency, while also lessening the likeliddbat schools will try to do
their best with each and every child. It is also eigxto be associated with inferior
facilities maintenance, and with parents having reducedesacdto concrete
information on their children's performante.

- Government restrictions on the creation and autonohsclools are predicted to
abbreviate the range of educational services availablenitiefa, preventing schools
from offering the services desired by their specificntbées. Caps on school fees
and the imposition of government budgeting rules are exgpéotstifle innovation
and expansion by making it difficult for schools toseaiand allocate the funds
necessary to pay for these activitttdack of school autonomy, particularly in
combination with lack of parental choice, may also tesub less communal and
more disruptive school and classroom atmosptfere.

- Reducing or eliminating direct payment of tuition by parastpredicted to erode
parental control and choice (leading to the problemscadsd with low parental
choice), and increase corruption and fraud. Since stiateagon funding is generally
associated with comprehensive state regulation, is@ lddely to decrease the level
of meaningful competition among schools by homogenizingéheices they offer.
The extent of the damage caused is suggested to be proddxidine reduction in
parental fee$®

- Lack of the profit motive is expected to stifle innovatam impede the process by
which more effective schools would expand and eitHer taver or crowd out their
less-effective competitors. It is also argued to dullitleentive for cost-cutting and
efficiency, discourage entrepreneurs from entering tbéegsion, and discourage
the most ambitious and proficient educators from remainitige profession over
the long ternt?

The Modern International Evidence

Market, Pseudo-Market and Bureaucratic Systems Compared

India
Conditions

There are four main categories of schools in India:

- government schools

- government-recognized, government-aided private schools fteeréprivate aided")

- government-recognized, unaided private schools (heregitarate unaided")

- unrecognized, unaided private schools (hereafter, "unrecaljhize

Private aided schools are in many ways indistinguishabte grmavernment schools. In the
northern state of Uttar Pradesh, for example, govertriognling comes in the form of a
block grant that is not tied to enrollment levels orfgenance. Expenditures are thus
comparable between private aided and government schoolstePeided schools cannot



charge tuition, nor can they hire, fire, or set compimsalevels for their own staffs.
Personnel are instead appointed by the Uttar Pradesh Educrvice Commission.
Levels of teacher unionization are also comparable deivprivate aided and government
schools.

Unaided private schools are fully self-financed and indéget Average per pupil
expenditures are roughly half those in the aided and govetnseetors® If an unaided
school is "recognized” by the state, it is allowed teeofbfficially sanctioned degrees—
something that unrecognized schools are not permitted 16 ©m.be recognized, however,
schools must satisfy a range of requirements inctutaving large (1000 sg. yard minimum)
playgrounds, government-trained teachers, and a substarimhum bank balance. These
and other requirements make recognition prohibitive for muosided schools serving the
poor. In the state of Andhra Pradesh, only 40 perceptigdte schools are recogniz&dn
villages and rural areas, recognized schools make up arseadler segment of the private
education sector.

Detailed information on the conditions in rural public gn@/ate schools is available
from a 1999 study of five Indian statésknown as the PROBE repdftOnly about five
percent of the private schools in this study were fowntet government aided, while two-
thirds or more were unrecogniz&d.

In terms of the kinds of facilities available to thepmjvate schools were found to be
roughly comparable to public schools. Private schools weoee efficient in using and
maintaining their facilities, howevéf.Private school buildings and equipment were generally
in a much better state of repair. About three quartemiblic schools were in need of major
repairs of one or more kinds, and a third required comilgletew building$> Half of the
private schools, by contrast, needed no major repainykind.

Even where the resources were available, the PROBIE feund that public schools
made little effort to "create a congenial school envirenpf* adding that public
"schoolrooms are allowed to degenerate... and the areaditbe school is often dirty and
unpleasant® The situation was usually different among the privatieosls, they noted,
many of which did "manage to create some kind of learnmgranment with the simple
means available to therf®"

School records indicated that attendance levels wegteehiamong private than among
public school students, and private school records wered foonmuch more accurately
reflected actual attendance as observed by PROBE resesarbhdalic school attendance
records were determined to be inflatésla visactual observed attendance lev@ls.

There is no simple correlation between class s school type. In the rural areas
studied by PROBE, the (predominantly unaided) private schmdsmuch smaller classes
than government schod®.In urban areas, however, there is evidence thatdedaschools
have considerably larger classes than aided schoolspeadially government schodfs.

In the PROBE states, public school teachers had mardigher teaching credentials, as
well as much higher salaries than private school teaeheiten more than five times
higher® Actual teaching activity was much less common in publimsts, however. When
PROBE researchers made their unannounced visits, tbag that only 53 percent of public
schools had any teaching activity going on in any of thaisses. A third of headteachgrs
were simply absent, and only a quarter were engagedaamitey activity. Even this is an
overstatement, since schools that were closed on thefdheir visit (which was a school



day) were simply omitted from the calculations, rath®an being counted as having no
teaching activity’” "Generally," the researchers observed, public sctieathing activity has
been reduced to a minimum, in terms of both time afwitefAnd this pattern is not confined
to a minority of irresponsible teachers—it has becarmeay of life in the professiorf> The
five states surveyed by PROBE are not unique in this respsclow-levels of teaching
activity have also been observed in the government sslyst@m of Tamil Nadd?

Unlike the situation in public schools, PROBE reseasfaund a "high level of teaching
activity in private schools, even makeshift ones whieeentork environment is no better than
in government school$™ Private schools "placed a visible emphasis on diseipand
instruction,®® and their classroom activity was described as "fevérish

Apart from the higher level of teaching activity in privataools, they were also found to
more closely and individually monitor their studentsstgrade children, who were found to
be "much neglected" in government schools, "receivede ciatention in private schools,
perhaps because private-school teachers are keen to tfeai ‘clients’, and know that a
neglected [first grader] can easily drop oUtPrivate schools' greater and more successful
efforts at maintaining order and discipline were anotimajor difference appreciated by
parents. The differing learning conditions in public and privatBools were not lost on
parents.

Most parents stated that if the costs of sending a ¢thila government and
private school were the same, they would rather degid¢hildren to a private
school. The reason, almost invariably, is that they dissatisfied with the
functioning of the local government school.... As parems &, the main
advantage of private schools is that, being more accoentilely have higher
levels of teaching activit$/

Not surprisingly, given the characteristics of the sthomoted above, the parent/teacher
relationship was found to be "more constructive" in thespe sector’

Total expenditure figures for the various school types were reported by PROBE
researchers, but figures are available from urban UtaaeBh, one of the states covered in
the PROBE report. Government and aided private schodlitar Pradesh had comparable
per-student expenditures, while unaided private schoolst spaghly half as much as the
other two school type®. Both government and aided schools spent 97.5 percent iof the
budgets on salary costs, while unaided schools had a 74 pe@@rpercent split between
salary and non-salary costs.

Outcomes

Though the PROBE report indicates that teaching activity substantially more common
and more assiduous in rural private schools, the researditenot test students to ascertain
the comparative effectiveness or efficiency of publid private schools. Fortunately, a study
of urban school performance in Uttar Pradesh was publisihednd the time that data
collection for PROBE was going on. This study contblier student background variables
as well as selection bidSAfter controlling for these factors, Kingdon found thia¢ average
student would perform better in a private unaided schoal ith@ither a government school
or an aided private school. The average student wouldrgcshghtly better in a government
school that in an aided school.



Factoring in per-student expenditures, Kingdon concluded thatathachools were
twice as efficient as government schools, and almegte as efficient as aided private
schools. Aided schools were slightly more efficielmart government schools, since their
spending levels were somewhat lower.

Though Kingdon's findings are consistent with the situatioserved in five Indian states
by the PROBE team, conflicting results have been publigbegrimary schools in the
southern state of Tamil Nadu. After analyzing a samp#ebools in that state, Sajitha Bashir
found that unaided schools performed significantly bettemathematics but significantly
worse in the Tamil language than government schools, laaidthey were vastly more
expensive and thus less efficient than government scfib®ashir found aided private
schools to be uniformly more effective and more edfitithat government schools.

The weak unaided school performance in the Tamil langisageplained by the fact that
all the unaided schools in Bashir's study taught in EnglishTamil. Instructional use of the
Tamil language at unaided schools was limited to a sirigés in that subject. If parents pay
to send their children to unaided schools in part to I[Baglish, it would seem inappropriate
to judge their effectiveness by testing students' Tangiuage proficiency.

The cost discrepancy between Bashir's findings and thoB&ROBE and Kingdon are
striking. The average total parental expenditure on privateded schooling found in the
PROBE states was 940 Rupé&&3his is lower than the total per-pupil expenditure thestr
reports for government and aided private schools in her|Tdadu sample. The unaided
private schools in Bashir's sample, by contrast, gaxsints a total of 1,398 Rupees.

One possible explanation for these higher costsaisBashir seems to have included only
government-recognized schools in her sarfipBue to the costly requirements imposed by
recognition, these schools have to charge substantigler fees than unrecognized unaided
schools. By itself, this fact may account for mucmdat all of the higher cost of Bashir's
sample. School fees averaged only 296 Rupees in the PR&pBE, rbut between 646 and
771 Rupees in Bashir's unaided schools. Other out-of pockes, sosh as for clothing or
school uniforms, notebooks, etc., also appear to have ligber in Bashir's sample, which
would be consistent with higher spending on these itentisebgelatively wealthier patrons of
more expensive recognized (versus unrecognized) schools.

Unaided schools are also far rarer in Tamil Nadu thssgwdere in India. According to a
World Bank study, only one tenth of one percent of efgarg schools in Tamil Nadu were
unaided in the early 1990s, though Bashir puts the figure as higjlpesent® By contrast,
10 percent of all schools in rural India were found taiteided schools in the mid 1990s, and
the percentage was much higher in urban areas, reachimghass 80 percent in urban Uttar
Pradesh, and these figures are thought to undercount gnized unaided schools (Kingdon,
1996b)*” Duraisamy also found that Tamil Nadu's small cadrenafded schools enjoyed, on
average, better facilities and smaller classes theergment school&

Taking all this into account, it seems that unaided sshacd a smaller and perhaps
somewhat more elite sector in Tamil Nadu than elsesvire India, and Bashir's sample
appears to include only the more expensive recognized sdhowisamong this group. Up
until the mid 1990s, government restrictions existed onrdgtion of unaided private schools
in Tamil Nadu, perhaps explaining their disproportionasghall share of unaided schools
when compared to the rest of India (Uttar Pradeslaitiqular).



The slight discrepancy between Bashir's and Kingdon's fisdiagarding private aided
schools is likely due in part to the impact of differeegulatory conditions in Tamil Nadu
versus the rest of India. Private aided schools imiTBladu are afforded more autonomy
than those elsewhere, being permitted, for exampleiréoand fire their own teachers. This
could certainly have a positive impact on school efficieif school managers select teachers
who are better suited to their schools, more matiabr more competent. Evidence from
Tanzania, for example, suggests that private schools madtexr personnel decisions than
government schoof.

This brings us to a methodological concern regarding Bashark. Fee-charging private
schools are not theorized to be more efficient ogatife due simply to private ownership,
but rather because their greater autonomy and marlaitines are presumed to both allow
them and pressure them to make better decisions in seiat as staffing, management, and
curricula. Despite this fact, Bashir actually contrdlfer several of these factors in her model,
effectively tying private school managers' hands behind biaeks.

For example, Bashir's model controlled for the mathiealacompetence of mathematics
teachers, and this vitiates any advantage that privdteolsc might have in recruiting,
training, and retaining more competent mathematics instsu¢kwough their control over
personnel policy. Bashir controlled for the motivatafrheadteachers despite the fact that the
autonomy enjoyed by market schools is claimed to leaa meore motivated workforc®.
Bashir also controlled for the hours headteachers warkealcademic tasks outside of their
teaching duties and for the frequency of their meetingb taachers. Holding all these
operational details of schools constant in a study ihatupposed to determine sectoral
differences resultinfrom those differences would seem to be counter-productive.

Pakistan
Conditions

Officially, Pakistan is well endowed with public schedbut in practice "a combination of
corruption and bureaucratic inefficiency has all but destiape systent* In Punjab, for
instance, one audit revealed that a third of all staittteachers never showed up for work.
Many schools exist only on paper, with local bureausatply embezzling the government
funds allocated for their creation and maintenancédowit ever hiring a teacher or enrolling a
student?

In the public schools that do operate, "student achievemegmbor because of teacher
absenteeism, an inappropriate curriculum, poor textbooksjted availability of
supplementary learning materials, and weak teaching," acgordithe World Bank (add
footnote undated-a). The same World Bank report notes phhblic sector education
management "is inefficient, and planning and budgeting capacdre weak,” with
unpredictable release of government funds aggravatingntheagerial and operational
inefficiency of the schools.

The government system's organizational problems are mtadfein the quality of
education received by students. Appraisals of student pericargenerally suggest that the
value added by these schools is low, and parents appeecagnize that fact. Attendance
rates are low, with 20 to 30 percent of schools havingiffawy students?
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The low perceived quality of public schools led to rapid groimtiprivate education
during the 1980s and '90s. These schools serve familidlsratcane levels, even the poorest.
In a study of Lahore, Alderman, Orazem, and Paternadidhat the very poorest families
(earning less than $57/month) in the poorest neighborhoadssiabs likely to enroll their
children in private as in public schools (37 percent in prigateools versus 40 percent in
government schools}. Families in the next income category, earning between 88%400
per month, were substantially more likely to send tlkitldren to private than to public
schools (40 percent were enrolled in government schoolpe&nt in private schools). In
this sample of poor Lahore neighborhoods, only 12 percefdnoifies earning more than
$285 per month sent their children to public schools.

Total rates of school enrollment are strongly coteglawith population density.
Nationwide, gross urban enroliment rates are 50 pelaeygr than those in rural are&sThis
urban/rural divide is more pronounced in the private tinpublic sector. In Punjab, for
instance, urban children are two-and-a-half times mésdylito attend private schools than
rural childrer?’

Outcomes

Comparisons of Pakistani public and private school studentvach@nt are scarce, but
Alderman, Orazem, and Paterno did undertake such a stu2§0ih Among their findings
were that "private schools have better [academidjamneés than government schools holding
fixed measured home and school inputs into the humanatagduction process." The
measure of achievement was the aggregate of two tests) treeUrdu language and one in
mathematics.

Overall efficiency was also found to be greater in prithagn in government schools.
After taking into account all the various costs asdediavith private schools (fees, books,
uniforms, supplies, transportation, and tutorial servjcdhe researchers noted that,
"government schools [had] much higher per-pupil expenditdfesan private schools.

Alderman, Orazem, and Paterno also examined the linkveket spending and
achievement. When all public and private schools were tafigaethter, they found no
significant correlation between spending and achieventémiiever, when private schools
were considered on their own, spending and achievemeatfaand to be positively linked.

Summarizing their findings, the researchers concludeid th

Schooling choices of poor households are very sensitiveschool fees,
proximity, and quality. Rather than being exploited by privathools,
evidence suggests that strong demand for private schoaisresponse to
better quality and learning opportunities offered by private dsfido

Indonesia
Conditions

Though virtually all elementary education in Indonesia ieegoment run, the same is true
of only about 70 percent of secondary schooling. Accegevernment secondary schools is
rationed, with admission contingent on the test-scofeapplicants. Public schools also have
much lower out-of-pocket costs to students and higherathvexpenditures than private
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schools. This combination of selectivity, lower feas] &igher spending means that public
schools are highly sought-after. As a corollary, pavethools are often seen as a fall-back
option for students unable to gain admission to publiossfi’

Both public and private schools receive some governmentnignavith the level of
funding varying widely both between and within sectorent@al government funding of
private schools averages 7.4 percent of total schoehtu®s in Jakarta, 42.2 percent in other
parts of Java, and 80.7 percent outside of Java. Amongcpdiipols, central government
funding of public schools ranges from 70 percent in Jakirt®5.5 percent outside of JéVa.
Considerable variation exists within regions as wdiie balance of school funding is local,
with the vast majority coming from tuition and feesdpdirectly by parents.

Outcomes

Estelle James, Elizabeth King, and Ace Suryadi took adganbf the diversity in
management and funding sources in Indonesian educatioretdatigle the effects of private
funding and private management on educational efficienbgirTdata set covered 68,000
public and private schooS.

First, for the sake of argument, they assumed thaptbgortion of a school's budgets
derived from parental financing was exogenous (i.e. thae tivere no unobserved factors
that simultaneously influenced both the amount of patdimancing and school efficiency).
This represents a simple Ordinary Least Squares (Olgg¢ssion model. In doing so, they
found that higher parental financing generally increasedeaxity for both public and private
schools. They also found that the percentage increaséiciency was generally inversely
proportional to the initial level of private financing. &ther words, increasing the share of
total revenues made up by private financing had a larger inndaat overall/initial private
financing level was low than when it was already higlbegin with. They also found that,
under their exogeneity assumption, that optimum schffiency was achieved when the
balance of funding was 85 percent private and 15 percentrgoeat.

Statistical tests revealed, however, that they cooldreject the possibility that the share
of private financing was endogenous (i.e. that unobsenadrfadid indeed influence both
the amount of parental financing and school efficientiat meant the simple OLS estimate
was biased. To control for the endogeneity problem, tdeptad a two-stage least squares
(2SLS) model. The first stage was to identify the fexctbat determined the parental share of
total school expenditures. Those factors were thed asean instrumental variable for the
second stage of the regression (the stage measuringrteéation between parental share of
financing and efficiency). The only significant differermfeusing the 2SLS model was that
the effect of increasing the share of school budgetsfpaluy parents never became negative:
“The result from the endogenous model indicates that pers student decreases over the
entire range of Locshare [local/parental share @frfiing], but at a diminishing rat&That
is to say, a higher share of parental financing alwagsld to greater efficiency, but its
marginal benefit diminishes as that share reaches 1@@mie This meant that their OLS
estimate showing an optimum budgetary breakdown thatidadl 15 percent government
funds was in fact erroneous, and that zero percent goeetnfunds was in fact optimal for
school efficiency.
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Separately, James and her colleagues also concludetpitivate management is more
efficient than public management in achieving academic gu&fitSo, for any given level of
parental funding, a privately-run school is apt to beeadficient than a publicly-run school.

In 2000, Arjun Bedi and Ashish Garg looked beyond academiewastment and school
efficiency to study the correlation between attendahg@igate secondary schools and later
earnings. In line with what might be expected due to thalctivity and higher resources,
raw data show that public schools in Indonesia do well coedpto private schools. On
average, their graduates enjoy higher earnings than thqeévatie schools. Bedi and Garg
did not have data to break down schools by funding spbutehey did have a breakdown by
type of private school. Their raw data showed that graduatteChristian private schools
(which make up a small segment of the market) earn tha, rfalowed by graduates of
Islamic private schools and public schools (whose graduaasings are roughly
comparable), followed by graduates of non-religious privetteais, who earn the ledSt.

These raw results were of course subject to selectamnbgicause public school applicants
were admitted based on their test scores, and becdestoseof school type was correlated
with a number of other student and family factors. Aftentrolling for the higher ability of
students accepted into selective public schools, and fdr family factors as parental
education, Bedi and Garg found that non-religious privateas were by far the most
effective, followed by Christian private schools, doVled by public schools, with graduates of
private Islamic schools earning the least. Taking privaté @ublic sectors as a whole,
graduates of private sector schools out-earned those Gt mablools®® The raw earnings
advantage enjoyed by selective public school graduates,uthers concluded, could "be
attributed to the selective nature of the [public schatlident intake and differences in
student characteristics andt to the school-type attende."

Some other findings of interest were that higher cla®siswered earnings of graduates
of public schools, but actually led to higher-earnings fadgates of private schools. Non-
religious private schools were also found to make mdiieieaft use of their school term
lengths than religious private scho8fs.

Philippines
Conditions

There are three broad categories of secondary edadatibe Philippines: national public
high-schools, local public high-schools, and private sksh@which can be either religious or
secular). During the 1988/89 school year, 63 percent of segostlalents attended public
schools, while the remainder attended private scid@\sthat time, the government passed a
law promising free secondary public schooling for all, anthorizing subsidies to private
schools in areas without access to public schools. Buggetastraints have hindered the
implementation of this plan, and many children of secondahool age are either not
attending school or have to pay tuition at private schddlotal secondary enrollments have
nevertheless increased, and stood at roughly 80 percent irf*2000.

In order to be able to award official degrees (and heralee rtheir graduates eligible for
higher education) private schools must be recognizedhéygbvernment. Recognition is
considered burdensome by many private school managers. Athengequirements for
recognition are hiring of only government licensed teachedsallocating funds raised by any
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tuition increases in accordance the government's 70-20-10(fapercent of the increase
must be spent on salaries, wages, and benefits fdrelsa®0 percent on upgrading facilities,
and the remainder can be considered return on the soWwoel's investment.)

In a study of education in poor regions of the country,ri€s@ Gulosino and James
Tooley (2002) reported that public schools were not presentrerwngler-serving the poor in
many areas, and that fee-charging private schools wlierg the gap. They noted that a few
free places were usually available in these schoalgating that the poor were subsidizing
the truly destitute.

Outcomes

Emmanuel Jimenez and Marlaine Lockwood compared public anat@ristudent
achievement in the mid 1980sAfter controlling for student background characteristios a
selection bias, they determined that private school studemgtged an overall academic
achievement advantage. This overall advantage broke ddwrsustantial advantages in
both English and in Filipino, but a slight disadvaygan mathematics. These differences
persisted for all SES (socio-economic status) groupgheutnagnitudes varied. For low-SES
students, the disadvantage in mathematics becamesevalter, the advantage in English
became small, and the advantage in Filipino was umggthnFor high-SES students, the
disadvantage in mathematics became slightly large, atlvantage in English became
considerably larger, and the advantage in Filipino washanged® These achievement
findings led to the conclusion that private schoolsemeore efficient than public schools
given that their costs were roughly half those of goremt school?

It has also been noted that graduates of private ssheontl to earn more than public
school graduates in the Philippines, but Futoshi Yamauchi@andlrenica suggest that this
advantage is reduced to statistical insignificance when mtudearacteristics are held
constant”

Thailand
Conditions

During the mid-1980s (when the research discussed below @atuated), private
schools were tightly regulated by the central governmé&hé core curriculum of private
schools was prescribed by government guidelines, though derikility existed. Private
schools were more likely, for instance, to offer fgrelanguage instruction. Both public and
private secondary schools administered entrance exaapplicants.

After 1977, private schools deemed by the government to Beigli quality” became
eligible to receive subsidies of up to 40 percent of thye@rating costs, though this entailed a
greater degree of government control. As a result ofettiensive conditions attached to
government subsidies, participation in the program dropped 3fbpercent to 60 percent of
eligible "high quality" private schools between 1977 and 1984.

All in all, the public system was extremely centradiz#uring the 1980s. "All important
decisions about curriculum, budget, and personnel,” notendimand Lockheed, "[were]
taken in Bangkok, allowing for little variation at lowlerels.”®
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Outcomes

After controlling for family and student characterisais well as selection bias, Jimenez
and Lockheed found that private school students did enoiynbatter than public school
students’ A significant portion, but not all, of this differenterned out to be correlated with
student peer groups. The idea behind peer group effects ia statlent with a given set of
personal and family characteristics is expected to tterb@cademically if her classmates are
brighter or from wealthier or better-educated families.

To determine a pure school-type effect, Jimenez and Lodkid#ed additional controls
for peer group effects to their model, including classramrages of students' mothers’
education level, students' (pre-test) achievement lesmedsthe percentage of students' fathers
working in professional occupations. After controlling &irthese factors, the typical student
still gained .45 of a standard deviation in achievement (génemmhsidered a large effect
size) from attending a private as opposed to a goveltrsohool.

Some other findings included:

- public school students attending schools in richer commesnitdid better
academically, whereas community wealth had no effecprivate school student
achievement.

- Teaching credentials were not significantly related ttea@ment in public or private
schools. (Sixty-one percent of all public school teaxh&r the sample were
government certified to teach mathematics. The sansettua of only ten percent of
the private school teachers.)

- Private school teachers spent 25 percent more timeaimang order in the classroom,
and this appeared to pay dividends in achievement, since "eerker time devoted
to maintaining order [was] positively related to achievemerprivate schools.” In
public schools, by contrast, additional efforts to mamntader were negatively related
to achievement.

- Private school teachers were found to spend 50 percenttimerquizzing and testing
their students.

Interestingly, observed school characteristics ademurior the vast majority of the
sectoral difference in achievement. When the reseadtedd teaching practices and school
characteristics constant, the private school advant@agealmost eliminated. In other words,
if the sampled public schools could have consistentlyaienit the typical private school, their
students would theoretically have been able to do virtuallywell as private school students
overall.

Finally, Jimenez and Lockheed estimated from the limatemilable evidence that private
schools seem to have spent substantially less per stidergovernment schools, suggesting
that their better academic achievement was accompaniedtwr efficiency as well.

Vietnam
Conditions

According to Paul Glewwe and Harold Patrinos private alshaere historically common
in Vietnam, existing in the North until 1954, and in the ®awitil 1975’ With the Northern
victory in 1975, all private enterprises in the South, includinogools, were nationalized.
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After doi moj or "Renovation,” in 1989, the establishment of privateitutgins was once
again permitted. Since that time, public, semi-public, jpr¢ate schools have existed side-
by-side.

Public schools are operated by the state, and althoughatbegneant to be fully state
funded they in fact charge substantial fees. Semi-pudxticools, often run by local
community groups, have their facilities and curricula pravibg the state but are responsible
for hiring and compensating their staffs, which they dachgrging tuition. Private schools
were autonomous and did not receive government subsidied #3894. Private schools
accounted for between 1.2 and 2.1 percent of student ennblime992/93 depending on
level of education, while semi-public schools made up betwédeand 2.5 percent. The
remaining students were enrolled in public schools. The wogtarents of sending their
children to public schools ranges between 52 percent and 1€&nperf the cost of sending
them to private schools, depending on level of schoolwith (upper secondary schooling
being more expensive in the public sector). Except ataivest (primary school) level of
education, semi-public schools are more expensive phaate schools, costing more than
twice as much at the upper secondary 1éVel.

There is no clear pattern in the family charactiedsassociated with student enrollment in
a particular kind of school. Contrary to some otheuntoes, higher levels of parental
education reduce the probability of private school atterelaWealthier parents are more
likely to send their children to private school, but léksly to send them to semi-public
school. No correlation exists between private schawblenent and urban versus rural
residence.

Outcomes

Glewwe and Patrinos, who studied inter-sectoral diffeeenin later earning power,
concluded from a simple regression that "there are phplfstatistically significant at the 10
percent level) benefits to attending semi-public sch@old definite benefits to attending
private schools® It should be noted, however, that their analysisnaiticontrol for family
characteristics, presumably because correlations bet¥earily characteristics and school
type were (as noted above) found to be small and astemt. Nevertheless, including these
controls would have added weight to their conclusions.

Due to the fact that the cost of private secondarpaloiy was comparable to that of
public schooling, the implication was that private schanhdy be more efficient, with respect
to generating later earnings, than public schools.

Tanzania
Conditions

Access to public secondary schooling is tightly ratiomed@anzania, being contingent on
high scores on an end-of-primary-school té€uring the mid-1980s, public schools did not
charge fee& but this changed over the ensuing decade. As of thel@8@'s, the cost to
parents of private secondary schools was still, onageg 50 percent higher than the cost of
public schools. With regard to total spending, private sshbale been estimated to spend
between 69 and 86 percent of average public school expengitrrpspil.
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Because they have lower direct costs to parents anéaademically selective, public
secondary school places are coveted by most familiesisequently, private secondary
schools are viewed as an expensive alternative feettuno fail to gain acceptance to public
secondary scho6f. The bulk of secondary enrollment is in the privateaeavhich itself was
mostly comprised of nonprofit religious and communitiyaus during the mid-to-late 1980s.
This pattern continues to the present, though for-proffibsls began appearing in small but
increasing numbers in the late 198b&ifty-five percent of secondary students are enrolled in
private schools of one type or anotfer.

Regulation of private schools is extensive. All publid @nivate schools follow the same
national curriculum and are subject to central governnmaptections. Private schools must
hire government certified teachers, and their fee peliaie, in theory, controlled by the
government, but violations of these requirements &%ish keeping with the central
government's significant role in education, self-reporsetiool level control over the
educational process is low across the board. Based oaysdata from 1994 to 1996, only
one quarter of all public schools and one half of all peisehools indicated that they had any
control over their own instructional practices (texiks, curricula, schedules, ett)).

Outcomes

Jimenez and Lockheed studied the relationship between stypmland achievement
using data from the mid-1980s. They had extensive data on samtefamily characteristics
which allowed them to control for students' aptitude aswchify background. They also
controlled for selection bias, which was deemed to bigrafisant problem given the elite,
academically selective character of public secondaryadsh

After controlling for all of these factors, Jimeneaddrockheed found that the benefit of
attending private school for a random individual was geamnke standard deviation (or 8.25
achievement test points), a very large effect. Anotlffectethat the researchers calculated
was the expected change in test score if a typical pabhool student were to switch to a
private school. That student, they estimated, would enjggia of 6.34 achievement test
points, or three quarters of a standard devidtidthese findings appear to be consistent with
earlier research

No investigation of peer group effects was made, buteabelts for the public-to-private
school switch perhaps shed some light on this quesBaren the academically selective
nature of public secondary schools, and the fact theatprschools are seen chiefly as a fall-
back for students who fail to gain entry to the pubdctar, it stands to reason that public
school peer groups may have had higher aptitudes than probatel peer groups. The lower
gain that researchers found for a typical public schowlesnt switching to a private school, as
compared to the gain expected for any student (public catpjichosen at random, would be
consistent with the loss of a positive public school gdfect. Support for this theory can be
found in the average mathematics and verbal aptitude sapeged for public and private
school students. Both were higher for public school studantsthe combined average was
51.5 for public students versus 47.6 for private students (@upossible 100%°

Other interesting findings include the fact that tea&hsalaries were "positively and
strongly associated with achievement test scores iratgrischools but inversely [though
negligibly] related to scores in public schools," anat thrivate students tended to "perform
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better in larger classrooms while public students [peddinbest in intermediate size
classrooms (student-teacher ratio between 20 and24)."

Finally, though Jimenez and Lockheed lacked nationally-septative expenditure
figures for the school sectors, they presented locapEaobservations showing no significant
difference in public vs. private per-pupil expenditures exit

Lassibille, Tan, and Sumra took a different approach ¢oqthestion of public versus
private sector effects in their 1999 study. They used a “zlded approach based on
aggregated school-level data from the mid-1990s, omittingcangideration of individual
student or family effects, and ignoring selection bidsey concluded that public schools had
higher average test scores than private schools, ah@uhbc schools were associated with
higher average test score gains over the three year [stuididd.

Their raw test score findings are consistent witseéhof other researchers, and with the
academic selectivity of public schools. Given that theyndb control for student factors,
family background, or public school selectivity, howeveesthresults are not likely to isolate
sectoral school effects. The value-added portion of tfiadlings is potentially more
revealing, but without an analysis to demonstrate tha not confounded with student
aptitude or family background, it too is only suggestive. Somesurarisingly, Lassibille et
al. find academically selective public schools to be lefficient than private schools, even
though they do not control for student or family varialpleselection bias.

Lassibille and his colleagues also point out that the 1®80s and early 1990s were a
period of "explosive" growth in the private education secand note that the start-up
difficulties faced by new schools may have had a dampegifagt on the performance of the
private sector as a wholg Evidence from their study on improvement trends inpthklic
versus private sectors is consistent their view. Whitgenthan third of private schools
improved their national performance ranking over tedtyear period studied, the same was
true of only a quarter of public schodfs.

Also of interest is their finding that private schoalbility to attract and retain students
was tied to their performance. Private schools tharowed their national ranking between
1992 and 1995 saw their enrollments increase by 18 percent avepetiiod, while private
schools whose rankings fell lost 3 percent of theipkments. Changes in school rank had a
smaller effect on public school enrollments, withpalblic schools seeing there enroliments
increase whether their ranking had improved or deteriafatéde growth in public school
enrollments regardless of performance changes may haea tied to rising national
enrollment levels among lower-income families (sipoklic schools have substantially lower
out-of-pocket costs to parents).

Colombia
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Conditions

Private schools formerly made up a majority of secondahools in Colombia, but,
following an expansion of government provision from thee 11950s onward, they were
reduced to enrolling 40 percent of all secondary students bateh&980s.

Admission to private schools is generally academicsdiective, and as a result private
schools are seen as being of higher quality than publioischo

Average per-pupil costs are roughly comparable between ¢tharsewith public schools
spending about 10 percent more due mainly to higher teaalmres, lower pupil/teacher
ratios, and lower teacher/supervisor ratfs.

In 1991, Colombia introduced a voucher program known as PAG&Sprovided over
125,000 pupils from poor neighborhoods with vouchers covering &lbdfihe cost of private
secondary school. These vouchers were renewable annualigign that students maintained
a satisfactory level of school performance. In manyspaf the country, the vouchers were
distributed by random lottery to eligible applicants. Beoeligible, students had to come from
families in the bottom third of the SES distributign.

Outcomes

Using data from the 1980s, Jimenez and Lockheed compared patdus private school
effects on student achievement, controlling for both stuffdenily characteristics and the
selection bias caused by parental choices and the igelextmissions policies common
among private schools. After incorporating these contditsenez and Lockheed concluded
that the typical student did benefit academically frotaratance at private school. They also
estimated that the average public school student, hadrefdrred to a private school, would
have benefited academically, but to a lesser degree.bijgest inter-sectoral academic
achievement difference they estimated was for thecayrivate school student. In other
words, students who shared the family and personahcteaistics typical of private school
students gained more by actually attending private schbafs did students with different
characteristic®

A notable correlational finding was that larger clas$esl a negative effect on
achievement in public schools but not in private schdolact, within the normal range of
class sizes, private school students in bigger classe®réarimed their peers in smaller
classes?

Angrist, Bettinger, Bloom, King, and Kremer used data fritvea PACES program to
conduct a natural education voucher experiment—one oéthéif not the only) instances of
a randomized field trial outside the United States. Thasval for more reliable estimation of
school type effects due to the fact that randomizationtrols not only for observed
characteristics of students but also for any unobserkiathcteristics that might also affect
achievement.

After three years in the program, Angrist and his colleagietermined with a simple
OLS model that voucher lottery winners were scoring @hddrd deviations better than
students who had participated in the lottery but had not avathool voucher. Lottery
winners were also 10 percent more likely to have comglebe 8 grade. These gains,
though non-negligible in magnitude, were only moderatédyissically significant due to
small sample siz&°
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The researchers observed, however, that only 90 pesteaticher winners actually used
the vouchers to attend private schools, and that 24 peafembucher losers received
scholarships from other sources. Since the relevaitypgliestion to be tested was whether
or not scholarship use (i.e. subsidized private schaenddince) had a net educational benefit,
they modified their model to account for these obsesmatiUsing lottery win/loss status as
an instrument for actual scholarship use in a two-stag $guares (2SLS) model, they found
that scholarship use actually produced gains that werepiftgent larger than the muddied
gains suggested by the simple OLS estimate. This was trbefdroacademic achievement
and educational attainment. The actual effect of scétufause (whether the scholarship was
from the PACES lottery or from another source) wad & standard deviation gain in test
scores and a 15 percent increase in the likelihoodropteing the 8 grade'® The effect on
girls was also found to be stronger than that on bSys.

Dominican Republic
Conditions

The Dominican Republic has three main types of scheuistic, ordinary private, and
elite private. Ordinary private schools are often opdréie profit, tend not to have selective
admissions policies, and generally spend much less pdrtipaipipublic schools. Elite private
schools, called "Escuelas Con Facultad,” are autlibigethe Ministry of Education to
administer official examinations. Almost all eliteh®ols are non-profits, and three quarters
are affiliated with religious denominations. Fees #é @rivate schools are similar to average
public school per pupil expenditures. In order to obtain aedegpve their special status, elite
schools must follow state education standafd8etween the mid 1980s and mid 1990s,
private schools enrolled roughly a third of secondary scttadents:>*

Outcomes

Here again, Jimenez and Lockheed used a data set fromidh&980s that included
achievement scores along with student and family chaistate including measures of
wealth, parental education, and parental occupation. Adtetrolling for those characteristics
and for selection bias, they found that students fraoth tkinds of private schools
outperformed their public school peers. The advantageokbr sectors was substantial, but in
the case of elite private schools it was very lafggf standard deviations).

Given the very different peer characteristics ofeelgrivate schools, however, the
presence of peer-effects seemed likely. After contigllfor peer group characteristics
(classroom averages of family income, mother's educat&her's white-collar job status)
Jimenez and Lockheed concluded that ordinary privateofcistill had a positive effect on
achievement, whereas the effect of elite private sshaatually turned negative and
significant.

Interestingly, it was the lower-SES students who vestimated to gain the most from
attending ordinary private schools. The typical puldito®| student (who has lower SES than
students in other school types) would gain more than aejuaita standard deviation in
achievement by transferring to an ordinary private schdbe typical student already
enrolled in an ordinary private school does better thee he would in a public school, but
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only by .11 of a standard deviation. The benefit estimaietht typical elite private school
student (high SES) transferring to an ordinary privateaias negligible'®

Since ordinary private schools were found to spend rougBlye$s than public schools,
they were significantly more efficient. Jimenez amockheed estimated that the cost-per-
mathematics-test-score-point in ordinary private sthavas roughly half that of public

schoolst®®

Chilean Government Subsidy Program
Conditions

In 1981, Chile's military government drastically revised the tglsnpublic funding of
education. The system it introduced allocated subsidielsotb public and participating
private schools on the basis of enroliment, allowhegttvo sectors to compete on more equal
footing for the patronage of Chilean families, beginnmd.982. Following the introduction
of the program there were three types of schools ileQmunicipal public schools ("MUN"),
private subsidized schools ("PS"), and private non-sutegidschools (private paid or "PP").

Though Chile's education system is usually referred toraianal voucher program, it
differs from the archetypal conception of school vousheitwo ways. First, subsidies do not
go to parents but rather are awarded to schools base@iomavtbrage daily attendance over
the three preceding months. Second, the subsidies doaketup the entirety of government
spending on public schools. Many MUN schools have hadosdfjet constraints, which is to
say they have spent more than the per-pupil allotmentided by the central government. To
make up the difference, they have received additional fingrfcom their municipalitied®’
More recently, many have also received additional funols fthe central government over
and above the per-pupil subsidy.

Many pre-existing private schools whose tuitions exceedegeh-pupil subsidy amount
elected not to participate in the program, and continuenémde themselves solely through
tuition. These PP schools enrolled 6 to 8 percentunfestts in the years before the subsidy
program was introduced® and have enrolled 10 or 11 percent of students in reeans.y

From 1982 to 1993, the per-pupil subsidy constituted the entire bfodgeS schools, as
they were prohibited from charging tuition. After 1993, per-pugubsidies could be
supplemented by tuition payments at private schools, thélgovernment subsidy declining
on a sliding scale based on the amount of tuition beragged. The higher the co-payment
charged by PS schools, the lower the fraction of theemment subsidy they are eligible to
receive. About 40 percent of PS schools had adopted thigumeling mechanism by 1996,
comprising about 65 percent of total PS school enrollmamcgthe larger schools were the
first to take advantage of the prograif.

Subsidies to MUN and PS schools vary based on sefeetal, including the number of
enrolled special education students, the level of educgiiomary versus secondary), and a
variety of school-type programs based on areas of dutgecentration or extension of the
school day. These latter programs tend to be conceniratdddN schools, and Sapelli and
Vial point out that this means poorer families recaviewer net subsidy if they send their
children to independent schodfs.
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A recent UNESCO study of high-performing schools in Chiforts that MUN schools
and PS schools differ systematically in both thedailifees and the degree to which they
maintain those facilities.

In the government-subsidised private schools the infretstre is better, more
modern and more spacious compared to the municipal schisdtsd. The
private subsidised schools are in buildings made ofaied concrete and on
two levels, first and second floors. In contrast, tihénicipal schools are one
story in groups of 4 or 5 rooms. They are “temporary tires designed to
last no more than 15 years, and built in the 196Ds.

The study notes that while schools in both sectorsvstancern for cleanliness, proper
lighting and ventilation, and spaciousness of classrooMidN schools have "more
limitations in these areas®

In 1981, 22 percent of students were enrolled in non-governmigmbls. That percentage
had more than doubled, to 46 percent, by 1999.

Raw Outcomes

Since 1988, students in MUN, PS, and PP schools haveadegnistered tests in Spanish
and mathematics under the government's SIMCE testing groddntil 1997, the available
test score data were either aggregated at the schob(rdatreer than providing test scores of
individual students), or were unaccompanied by individual-le\aeh on students' family
background. All research based on pre-1997 data is thus aptldesbgrecise than research
based on more recent per-pupil data.

One finding that has been consistent across all peaindsll studies is that the raw test-
scores break down by school type as follows: theyhayleest among students in PP schools,
next highest among PS schools, and lowest among Mthdods. From the mid-1990s
onward, as some PS schools began charging parentdydioec portion of the cost of their
children's education, these schools' test scores wered foube above those of subsidized
schools that did not require a parental co-payment.

Vegas, for example, finds that PP school students semrdull standard deviations (an
very large difference) above MUN school students, trathd@lic subsidized schools score
4/5ths of a standard deviation above MUN schools, andsdtatlar private schools score ¥z a
standard deviation above MUN schools. Sapelli and Vipbntethe following raw score
averages from 1998: MUN, 238:; PS (no co-pay), 248; PS (co28§)5; PP, 299.5*

The rate at which students repeat grades also differs dirmanschool type to the next.
Patrick McEwan found that the percentage of students hagpeated at least one grade was
29 percent in MUN schools, 23 percent at secular PS s;hbélpercent at Catholic PS
schools, and 11 percent at PP schbls.

Because student socio-economic status is correlated seitbol type, and because
selection into particular school types is also catesl with many other factors, these raw
figures cannot be used to draw conclusions about the eekdfectiveness or efficiency of the
different school types. The sections that follovsatéde various attempts at controlling for
some or all of these factors to isolate the effe€school type on educational outcomes.
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Simple OLS Regressions of Academic Outcomes By School Type

Until recently, the most common mathematical modelieggo the Chilean data was an
Ordinary Least Squares regression controlling for fanmigome and parent's level of
education. Studies of this kind have shown mixed result2000, using school-level data,
McEwan and Carnoy found a substantial and statisticidigificant positive effect favoring
PP schools. Two years later, however, McEwan foundignuificant benefit from attendance
at these schoole? Vegas, corroborates the earlier McEwan and Careswit; finding a large
(1 standard deviation) positive effect for unsubsidized dslibo

McEwan generally finds a small, statistically significdrenefit to attendance at PS
schools, but concludes that this is due entirely to émefit of attending Catholic subsidized
schools—secular PS schools, he finds, have no sigmifietiect on student achievement.
These results are similar to those of Vegas, who feubdstandard deviation effect size for
Catholic subsidized schools, but no effect for sedatuschools.

Correcting for the Problem of Selection Bias

As noted earlier, OLS estimates assume that selegtiona particular school type is
exogenous, which is to say there are no unobserved \ewiabtrelated with both parents'
selection of school type and student outcomes. If #8graption is wrong, then the results of
OLS estimates will be biased.

Dante Contreras explored this issue in 2002, using privateok@vailability (which
differs substantially from region to region) as astinment for school choice. The hypothesis
he tested was that the availability of private schaola given area was correlated both with
the likelihood of actually choosing a private school amith test scores. His findings
confirmed the hypothesis, revealing that OLS estimates imeeed biased. Under Contreras'
two-stage least squares model, the benefit of atterdifS school more than doubled
(compared to the biased OLS estimate). PP schools wamd fo have an even larger benefit
than PS schools. From these findings, Contrerasludent that "the previous literature has
overestimated the impact of parental education and undeagstl the impact of the voucher
system in providing better educatioh®

Sapelli and Vial also controlled for selection bias gsiariables known to be associated
with test scores, including region variables that capttine effect of school availability on
school selection. After all these controls, theyrfd that a student taken at random from the
entire population would not gain significantly from attance at a private school (this
scenario is known as the "Average Treatment EffectATE). Separately, they compared
how well the typical PS school student performed inchisent school versus how well he
would be expected to perform in an MUN school. In thisxade (known as "Treatment on
the Treated" or TT), they did find a significant benhdb attendance at a PS school.
Importantly, they noted that the TT effect persistedalatincome levels. This finding is
consistent with the idea that parents who chose prae@ieols do so because they think their
children will do better there, and that they are ir taerect in so thinking*®

What makes the Sapelli and Vial paper unique in the Chileaurcher" literature is that it
goes on to break out the effect of varying per-pupil experasiton sectoral differences in
achievement. As noted above, many MUN schools spend p@reupil than the central
government subsidy, receiving additional financing frogirtmunicipal governments. While

23



evidence for an overall positive relationship betwegreeditures and achievement in public
schools is weak in rich countries, there are severaie finding such a link in less
developed countries (where public school spending levelguitelow to begin with}?°

To ascertain the effect of varying MUN school expenditusapelli and Vial break MUN
schools down into 5 quintiles, corresponding to the &tadunt they receive from local and
national government sources over and above the basic péisphgpidy. In the first quintile,
MUN schools spend an average of 112 percent of the per-plgidguwhereas in the fifth
quintile they spend an average of 171 percent of the pergumidy. MUN schools in the
first quintile are thus argued to be those whose expead#éuels are most comparable to the
average expenditure among PS schools.

In analyzing these expenditure-grouped results, the wrarfound that the Average
Treatment Effect for attending a PS school was smdlpositive and significant for the first
three quintiles, slightly negative in the fourth quintiéend very substantially negative (1.5
standard deviations) in the fifth quintile (where MUN szlkcare spending 71 percent more
than the per-pupil subsidy). Perhaps also accountingfoe ®f the dramatic jump at the fifth
quintile is the fact that MUN schools in this groupe anore likely to be academically
selective in their admissions.

The effect of Treatment on the Treated (i.e. how milne typical PS school student is
expected to gain from actually attending a PS schoti)wie a similar pattern but is much
larger in the first three quintiles. In quintile onehese MUN and PS schools are asserted to
have similar per-pupil spending, the TT effect is h&k gtandard deviation. The TT effect is
still very large and negative in quintile five.

Summarizing their results, Sapelli and Vial conclude thigher-spending MUN schools
have skewed the results of earlier studies, causing thhemderestimate the positive impact
of PS schools. There is, however, a potential probléim tieir analysis, in that it does not
also factor in any additional funds spent by those R#®dads that receive parental co-
payments under th&inanciamiento Compartidgprogram. The reason for this omission,
according to one of the research&rayas practical: per-school data were not availabléhen t
amount of funds PS schools raised through parental cogragnConcluding that the average
level of co-payment funding was less than the averagd & additional expenditure by
MUN schools, they felt that their analysis was fundatally sound, but in the absence of PS
per-school co-payment data, this remains an open question.

In an earlier paper, Sapelli and Vial calculated aethway comparison of MUN, PS, and
PP schools controlling for school availability and studantily characteristics. They
concluded that PP schools had a moderate to large ATE edmpared to MUN schools (1/3
of a std. dev. in language and % in math), and that PS schadlsa smaller but still
statistically significant effect (1/5 of a std. dev. iattb subjects}?* Interestingly, children
from the poorest decile of families gained far more inheatics (nearly 9/10 of a standard
deviation) from attending PP schools instead of MUN stshthan any other group. Given
their very limited financial means, it must be surmidaat these students had their tuitions
underwritten by the schoo!§®

It should be noted that none of the findings reported s gaction had controls for peer
group effects.
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Redistribution of Students—Competition through Creaming?

In their 2002 paper, Hsieh and Urquiola assert that the@hsubsidy program has not
been responsible for any improvement in overall student\aahient, having instead simply
redistrrliguted high-SES (and hence generally higher achiewstggdents to the private
sector.

To make their point, they concentrate on data fromfitlke seven years of the subsidy
program, arguing that this is the period during which it kedargest and strongest effétt.
Specifically, the biggest shift out of MUN schools ana iRS schools occurred before 1990,
though it continued, at a slower pace, thereatfter.

One of Hsieh and Urquiola's first observations is timat,988, public school test scores
were lower in communities with higher private sectorodment’?® They suggest that this is
consistent with the idea that PS schools "skimmetithef best students (the "cream”) from
public schools, causing MUN school test scores to fdieyTalso acknowledge that the
direction of causality may be reversed: i.e. thaaarin which MUN schools performed
especially poorly may have driven a greater percentage effsato seek alternatives in the
private sector.

They attempt to disambiguate between these two causknetions by looking at trends
over time, showing an association between rising R8llevent rates and declining MUN
performance. This, however, is inconclusive. Continuedhisking"” could cause a continued
decline in MUN scores, but continued poor MUN performanceldcalso perpetuate a
continuing out-migration from MUN to PS schools. Bathusal explanations remain valid
possibilities, as does some combination of the two.

Hsieh and Urquiola's next observation is that, in 1988enagtablished PS schools had
higher average SES than recent start*ap$his pattern, they point out, is consistent with the
idea of the "early bird getting the worm" in the credimsning process, i.e. that the first PS
schools on the scene attracted the highest SES stutdaisg fewer such students for later
entrants to the market. This is certainly consisteith whe notion that high SES families
would likely be better informed of their educational optitven low SES families, and hence
more apt to be early-adopters of the newly introduceddP8ol option. It is also consistent,
however, with the fact that private schools may hapened in the most commercially viable
locations first—i.e. those with the highest populatdensities—and only then begun to
expand into lower density areas as the urban marketsmgesaturated. Since population
density (urbanicity) and SES are correlated, this would eo¢ssarily connote creaming on
the part of PS schools.

The SES distribution between PS start-ups and their exiadblished competitors is a key
premise in a central argument of their paper: that B8ade and the Chilean subsidy program
as a whole do not contribute to higher overall studemiegement, but instead simply shuffle
around the high SES students and thereby do nothing marehhage which schools end up
with the high test scoréé® To bolster their argument, Hsieh and Urquiola obsehat t
average 1988 test scores were somewhat higher in establigredntrecently-created PS
schools*

To argue that average educational outcomes for all studemts not improved by the
introduction of the subsidy program, Hsieh and Urquiola pte$eur other empirical
findings:
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- After controlling for observable school and communityarateteristics, communes
(districts) with a higher private enrollment sharendo differ significantly from other
communes in math scores, repetition rates, or stattaibhment (i.e. years of school
completed)-*

- After controls, communes with higher growth in privateroliment share between
1982 and 1988 do not differ significantly in educational outcdoinees communes in
which private enrollment grew more modestly.

- Nationwide, "average test scores did not change,” thoaghtition rates did fall
somewhat and school attainment did rise somewhat. (Thiheghnote these last two
findings are consistent with national income growthmiyithe period§*

- Chile dropped one place in the international ranking of w@sparticipating in the
1970 and 1999 international tests of mathematics and science

Taking the last observation first, a comparison betwtbe Chilean and U.S. performance
trends on these international tests would be, if anytlEngrgument for the United States to
adopt Chile's private school subsidy program. While Chilpukd by one place, the United
States dropped by three, while having maintained throughougettied a 90 percent public
sector education monopoly.

The first three of the above bullet points must dsoconsidered in light of the period
examined by Hsieh and Urquiola. The years 1982 to 1988 wenéod pé radical change in
the Chilean education system, during which a disproporgoshare of PS schools were
newly formed, and during which many public schools were nguieg the shock of rapidly
hemorrhaging enrollments. The growing pains suffered byynfamned schools could easily
have impeded their ability to improve student achievememt,the relatively unexpected
losses of students in the public sector could have tempodapiressed MUN effectiveness.

If that indeed was the case, and if the subsidy sybtgan to function as intended as the
turmoil of its early years was overcome, two prediiovould follow. First, test scores in the
subsidized sector should have begun to improve after 1988 ashools created during the
early-to-mid-1980s either matured and improved or were dowmf business by those that
did. Second, the test score difference between schatlptddated the subsidy program and
those created to take advantage of that program shoudddiannished or even disappeared
over time.

Addressing the first of these predictions is difficidchuse the SIMCE testing system was
not guaranteed to be comparable from one year to theungkfL997** To whatever extent
trends in SIMCE scores do happen to represent actual actgevechanges over time,
however, they suggest the steady improvement of alé tbebool types between 1988 and
1996 (see Table 1).

Table 1. Average 4™ Grade SIM CE Scor es by School Type, 1988-1996

Type of School 1988 1990 1992 1994 1996
Municipal 49.25 56.70 63.85 64.43 68.00
Private Subsidized 56.35 58.80 70.15 70.66 73.65
Private Unsubsidized 76.15 80.05 86.05 85.07 85.85

Source: Frangoise Delanndgucation Reforms in Chile, 1980-98: A Lesson iagPnatismWorld Bank Country Studies,
Education Reform and Management Publication Sevigs], no. 1, June 2000, p. 39. Available on-late
http://www1.worldbank.org/education/globaleducatiform/pdf/delannoy. pdf
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In an attempt to extract more reliable conclusiomanfrthe SIMCE data, Francisco
Gallego came up with the idea of examining the MUN andd®®es as a fraction of the PP
scores in any given ye&t That approach, presented in Table 2, shows MUN and R®Isch
both closing the gap with PP schools over time. Thisuggestive of improvement in the
subsidized school sector, at least with respect to tre glite paid private school sector.

Table 2: Trendsin SIMCE Scoreshby School Type
as a Per centage of the Scor es of Unsubsidized Private Schools

4™ Grade 8 Grade
Type of School 1988 1990 1992 1994 1996 1999 1989 1991 1993 1995 1997 2000
Municipal 64.7 70.8 71.9 74.4 77.9 81.1 68.5 69.1 71.7 72.9 76.4 80.5
Private Subsidized 74.0 73.4 78.8 81.0 82.9 87.4 75.3 75.0 78.7 79.5 82.5 86.4

Source: Gallego, “Competencia,” p. 6.

The second prediction also appears to be borne outbgviience. According to Sapelli
and Vial:

Pre reform schools are significantly better than pe&irm schools in 1989,
but the difference halves in 1993 and disappears in 1997. In 199 preoand
post reform [private] schools are significantly bettem municipal schoolS*

The evidence discussed earlier also suggests that P8lssclwoas well or better than
MUN schools even after controlling for student SES agldcsion bias, and these schools
would not exist were it not for the introduction of gwebsidy program.

The preceding analysis suggests that Hsieh and Urquiogk eeerect in noting that PS
schools enroll students with somewhat higher SESsdt siggest that these researchers were
mistaken in inferring from the SES difference that thésidy program has not been
associated with improved student achievement in the lemg. tThe central flaw underlying
their mistaken inference was their heavy focus onuhmiltuous early years of the program.

Effects of Competition on Public and Private Schools

Performance does appear to have gone up in subsidized schodl there are some
positive ATEs and especially TTs associated with PSugeMUN schools, but it remains to
be seen if these effects have anything to do with maokeé$. Do competition and parental
choice improve PS or MUN school performance? Hsiah @rquiola present data for the
early years of the program that suggest the answemtagnly have been no in the case of
MUN schools, but that the growth of PS schools couldiadly have hurt MUN school
performanceé® Was this finding only a symptom of the developmental stéglee program,
or does it persist? Are pseudo-market forces now adsdciwith improved school
effectiveness? Those questions were addressed in & papen by Francisco Gallego.

27



Using school-level data for 1994 to 1997, and controlling Y@rage student and family
characteristics and selection bias, Gallego concludadthie greater levels of competition
faced by PS schools, and their greater responsivenassrpetitive pressure, explains an
important percentage of their superior performance wispaet to MUN schools. Gallego
also observed that, within the MUN sector, greater feg€tompetition were associated with
improved performance, but to a lesser degree than is fouhe PS sectdr?

Gallego attributes the weaker MUN school response topetition to the different
incentive structure that obtains in that sector, suctheis greater use of government funds
not tied to per-pupil attendance rates. Since the opmtfocharging parental co-payments
among PS schools was only introduced in 1993, and since onlyrd@npef schools had
adopted this practice by 1996, the incentive for PS schiodietter serve their clients may
have increased since the period analyzed by Gallego.

U.S. Private Subsidy Programs
Conditions

Over the past decade, a number of philanthropists and dtiand have begun offering
financial assistance (often called "scholarships,piesheir lack of academic selectivity) to
low-income families who wish to send their childrerptivate schools. In several cases, these
scholarships have been awarded through lotteries, allowangftects of the programs to be
evaluated as randomized field trials. A key advantagéefandom allocation of students
into lottery winners and losers is that it controls owly for observable differences in student
and family characteristics, but also for unobservabfterdnces. Due to randomization,
researchers can be fairly confident that scholarshimevs and losers do not differ from one
another on average in any respect other than theiptgoe not) of a scholarship.

Virtually all private scholarship programs have been leatat urban areas, and their sizes
have tended to be quite small (one or two thousand studetyipical). While the nationwide
Children's Scholarship Fund (CSF) provides financial aid t@0€0 pupils, these too are
distributed in modest-sized groups, mostly in major cigesund the countri?’

Private schools attended by scholarship students typispnd substantially less than
public schools in the same neighborhoods. Since it caardieed that U.S. public schools
undertake a wider range of activities than private schaoleas been suggested that public
and private school expenditures are not directly compardblenvestigate this question,
William Howell and Paul Peterson examined the case ef Nork City in detail. They
eliminated from their budgetary comparison all public stlcosts items that are absent (or at
least noticeably lower) among most private schools ydinf transportation, special
education, school lunches, and other ancillary servicEsey also excluded the "very
substantial costs of the educational bureaucracy thaageanthe operations of the public
schools at the city, borough, and district level." Adaog to Howell and Peterson, even after
"expenditures for all of these items are subtractedjgabhools still spent more than $5,000
per pupil each year, more than twice the $2,400 per pupit ye@atholic schools, fully 72
percent of which comes from tuitiofh®®
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Outcomes

In their bookThe Education GapHowell and Peterson studied academic effects of three
private scholarship programs (in Dayton, New York Cityd &ashington, DC). They also
compiled evidence on parental satisfaction levels irethiee cities as well as among CSF
participants around the country.

Effects of participation in the program varied starklyrédge. White and Hispanic students
saw no significant change in their academic achievenvéiie African American students
gained .18 std deviations after 1 year, .28 after two yemrd, .30 after 3 years of
participation™® These averages, it should be noted, mask wide dispafitim one city to
another and from one year to another.

Scholarship programs also allowed recipients to attelmoloe with vastly lower rates of
violence and classroom disruption, more frequent and dgepent-school communication,
and a greater availability of in-school tutoring andemschool services (despite their
expenditures being roughly half those of comparable publicos@h@enditures). It is not
clear, however, if these private school charactesistiould persist under a greatly expanded
scholarship program.

Consistent with some of the international findings regmb earlier, there was some
evidence that achievement and class size were positinkgd in private schools (i.e. larger
classes were associated, weakly, with higher tesesgd’

On all 16 measures of parental satisfaction gathered byetw®archers, private school
parents expressed more positive views. On 15 of those l6Gumesashe percentages of
parents "very satisfied" with particular school chaggstics were two-to-four times higher
than the corresponding public school parent percentagesofiiitn measure where the private
school advantage was smaller was school locatiowlfioh private school parents were very
satisfied 40 percent of the time versus 32.6 percent ofrtteeftir public school parents). To
achieve an overall metric of parental satisfactionywelband Peterson aggregated parental
answers to all the sub-questions, using all answers'very dissatisfied" to "very satisfied,"
and then calculated an effect size of scholarship uderins of standard deviations. The
private school effect size for the three city voughergrams was .92 of a standard deviation.
This was very similar to the .95 effect size foundhe hational CSF program, and both are
very large effect size'$!

It has been suggested that this difference could be duéreverse placebo effect” in
which parents who participate in the voucher lottery butndb win vouchers become
embittered toward the public schools in which they areefbrto remain. This theory is
contradicted by the evidence. In addition to the satisfaatata collected in the years after
the lottery was held, data was also collecbedore the lottery was held. If the "reverse
placebo" argument was right, satisfaction should hdrapped when the control group
parents found out that they had lost the lottery. lustdeere was a modest increase in their
satisfaction with their public schools, though, as dosbove, their satisfaction was
dramatically lower than that of those who ended upiirage schools*? Howell and Peterson
also find that voucher applicants were not substantiatiye dissatisfied toward their public
schools than the typical public school parent. As Hbewed Peterson report for the cities
they studied, and as RAND researchers conclude for tienres a whole: "those who used
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vouchers expressed an enthusiasm for their new pricdt@ok unmatched by the typical
public school parent:4®

U.S. Publicly Funded Voucher Programs
Conditions

In addition to the privately-funded scholarship progransussed above, the United
States also has publicly-funded voucher programs in CledeMilwaukee, and Florida. The
Cleveland and Milwaukee programs offer vouchers to a smidles of low-income families
living in those cities, while the Florida program offetouchers to children statewide who are
currently enrolled in public schools categorized as "lp&rforming.” The oldest of the
programs is Milwaukee's, which enrolled roughly 11,000 children fracnoss the
metropolitan area in 2001-2002. It is limited to 15 percentegtirollment in the Milwaukee
Public School district. Cleveland's program had approxima&&@0 students in 2001-2002,
while the Florida program had 4%

Outcomes

Because vouchers were distributed by random lottery, Miea's program could be
evaluated as a randomized field trial (RFT), obviating thedn® control for student
characteristics or selection bias. Two randomizeld figal analyses were performed using
Milwaukee data from the mid 1990s, when the program was diadfuits current size. The
first analysis, done in 1996 by Jay Greene, Paul Peteasdn]ing-Tao Du, found statistically
significant gains (of slight to moderate magnitude) amangcher users in both mathematics
and readind®> Cecilia Elena Rouse, of Princeton University, conclugeder 1997 analysis
that voucher students' gains in mathematics were sigrifibahthat there was no significant
difference between the treatment and control groupsading**®

Prior to the findings cited above, John Witte, the goventrappointed researcher for the
Milwaukee voucher program, compared the performance ofheswstudents to a subset of
public school students (rather than to the natural cogtolp of lottery participants who did
not win a voucher). In his final non-RFT study Witteuridl only negligible academic
differences between voucher students and his public schagarison group®’

During the period in which data for all of the above analygere collected, 80 percent of
voucher students were concentrated in just three Miweydkesate schools, the program
served just a few hundred children, and voucher recipieete forbidden to enroll in
religious schools.

With regard to the Cleveland program, there is some quesisoto whether or not
vouchers have consistently been handed out on a randtarylbisis, allowing for RFTs
comparing lottery winners and losers. According to a rekearat Indiana University, whose
Center for Evaluation (ICE) has been hired to assessptbgram, vouchers are indeed
distributed by random lottery/® According to Howell and Peterson, however, "an REVer
was possible” in Cleveland. "Although vouchers initiallgrev awarded randomly,” they write
"a variety of administrative problems precluded holdamy effective lottery; in the end,
vouchers were offered to all applicants"
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To date ICE researchers have followed two cohorts o€lver students. The final report
on the first cohort found that voucher students wergniicantly more likely to be from
families of low income, headed by a single mother, anit&frAmerican than their public
school counterparts® It also concluded that "after controlling for initialfidrences in
academic achievement and a limited set of demographiclassroom factors, scholarship
students achieved at significantly higher levels thanr thablic school counterparts in
language and science. However, this was true only for skudémo attended private schools
that existed prior to the Scholarship Program and didappty to students attending private
schools established solely to serve scholarship studdris"result is of course similar to
that observed in the Chilean subsidy program, whereinlyneveated private schools
performed less well in their initial years than did presemg private schools. Data from the
Chilean case indicate that this disparity was gradually estitc zero over time, but such
long term data are as yet unavailable from the Cledgtmogram. The ICE team has ceased
to evaluate the ongoing performance of this cohort.

ICE's study of a second cohort in the Cleveland prodoamd no statistically significant
difference in student achievement at the end of gradeatwong any of four groups (those
who had used vouchers since Kindergarten, those who had hesedonly since the first
grade, those who applied for but did not win vouchers, tande who did not apply for a
voucher). The ICE team also noted that rejected vouapplicants began®lgrade at a
disadvantage in language compared to voucher students withoattended private
kindergarten, but that the rejected voucher applicantsagehto mostly close this deficit
during the first grade.

All researchers who have studied parental satisfacdioong voucher recipients in
Cleveland and Milwaukee have found voucher families to befgigntly more satisfied with
their schools than either applicants who did not wonchers or public school parents who
did not apply for vouchers.

Assessing the Five Feature Theory in Light of the Empirical Evidence
Table 3 provides a broad summary of the findings reportdeiprevious section.

Table 3: Number of Findings on Sectoral Differences
in Educational Conditions and Outcomes

Private Advantage No Sig. Difference Public Advantage

Achievement 20 5° 2
Efficiency 1d - 1°
Parental Satisfaction 4° - -
Order/Discipline 3 - -
Graduates' Earnings 28 1° s
Condition of Facilities B - -

!Studies include: Kingdon (India, aided private msblic); Bashir (India, unaided private vs. publis)derman et al. (India,
aided private vs. public); James et al. (Pakistdimenez and Lockheed (Indonesia); Jimenez andhesk (Philippines);
Jimenez and Lockheed (Thailand); Jimenez and Lakij€anzania); Angrist et al. (Colombia, PACES \Jrcprogram); ;
Jimenez and Lockheed (Columbia); McEwan, 2000 (can Republic, PP); McEwan, 2002 (Chile, PS anth@i);
Vegas (Chile, PS and Catholic); Contreras (Chi), PSapelli and Vial, 2002 (Chile, PS); Sapelllafal, 2001 (Chile, PS
and PP); Rouse (US, voucher); Howell and Peterid&) private scholarships); Greene et al. (US, vet¢iMetcalf et al.,
1999 (US, voucher, pre-existing private schools).

?studies include: McEwan, 2002 (Chile, PP); McEW201)2 (Chile, secular PS); Vegas (Chile, secular M8)calf et al., 2001
(US, voucher, two newly-created schools); Wittale{US, voucher).
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3studies include: Lasibille et al. (Tanzania); Métea al., 1999 (US, voucher, public schools vso mewly-created private
schools)

“Studies include: Kingdon (India, aided private msblic); Kingdon (India, unaided private vs. pulliBashir (India, aided
private versus public); Alderman et al. (Pakistai@mnes et al. (Indonesia); Jimenez and Lockhedtp(thes); Jimenez
and Lockheed (Thailand); Lasibille et al. (Tanzniémenez and Lockheed (Dominican Republic); Hbartl Peterson
(US, private scholarships).

®Studies include: Bashir (India, public versus uedigrivate schools).

®Studies include: PROBE (India); Howell and PeterédS, private scholarships); Greene et al. (USicher); Metcalf et al.
(US, voucher).

’Studies include: PROBE (India); Jimenez and LockH@ailand); Howell and Peterson (US, private $mtships).

8studies include: Bedi and Garg (Indonesia); Glewawe Patrinos (Vietnam).

°Studies include: Yamauchi et al. (Philippines).

studies include: PROBE (India); Sandra Cusato aad Larlos Palafox (Chile, high-performing PS v&/Mschools).

While this table is useful in revealing an overall patiarthe conditions and outcomes of
private versus public schools, it glosses over impbranations within sectors, and fails to
identify the determinants of those variations. A sedé separate analyses identifying these
determinants and the variations they cause is preseeted.bThe conclusions of those
analyses will then be used to evaluate the relevamck aecuracy of the theoretical
predictions laid out at the beginning of this paper.

The Impact of Parental Vs. State Funding

With few exceptions, schools that are funded chiefly emtirely through tuition
outperform schools that are funded chiefly or entitglygovernment agencies. Holding other
factors constant, every increase in the share ofo$dhalgets that is raised through tuition
and fees contributes to increased achievement. Thdmeviever, a diminishing return as the
total share of the budget accounted for by parental catitiis rises. Requiring a modest
parental co-payment where none was previously requirdtussapt to be of greater benefit
than raising tuition from 80 percent to 100 percent of totadskincome.

The one notable exception to this overall pattern coimea Bashir's study of Tamil
Nadu (where the government had imposed barriers to thdocred unaided schools), but
those results appear not to be representative of Indiaided schools as a whole, or even of
unaided schools in Tamil Nadu itself (if, as seems to Hmeen the case, less expensive
unrecognized unaided schools were not considered).

Another indication that direct parental funding isoassted with improved outcomes can
be seen in the distribution of spending/achievementeladions. The association between
higher spending and higher achievement is very common@private unaided schools, less
common among aided private schools, and rare among gosetrisahools.

The Impact of Private Vs. Government M anagement

Holding constant the level of direct parental financingygte schools are generally more
effective than public schools, implying a separate eftes to management structure and
incentives.

Private schools, particularly those charging tuitiemdt to have lower average per pupil
expenditures than public schools, often a great dealrloWeey also allocate their funds
differently. When not forbidden from doing so by law, pté/achools are much less likely to
hire government-certified teachers. They also pay losadaries, and they spend a smaller
percentage of their budgets on salaries (placing greapertamce, for example, on textbooks
and teaching materials). Private schools seem to males whoices, and to get value for their
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money. The percentage of credentialed teachers inaolsishnot generally correlated with
student achievement, and teachers' salaries appear gosh&ely and strongly correlated
with student achievement in private schools but negattbbyugh negligibly) so related in
government schools.

In the majority of cases, private schools are mdfectve than government schools, and
more efficient as well given their lower expenditurégademic achievement is usually
significantly higher in private schools, holding studentrabieristics constant, and these
gains are most often robust to controls for peer grofgetefwhen these are included. The
earnings of private school graduates may be significarglyenias well, though the weight of
evidence on this point is more limited.

Privately-managed schools tend to have better-maimtaiaeilities and more orderly
classrooms than government schools. This is true whetberivate schools are government
subsidized or not, but the difference appears to be latggsteen unsubsidized private
schools and government schools.

Private schools also seem more responsive to pareistasvin their course offerings and
attention to individual students. In many countries, govemt schools shun the teaching of
foreign languages despite the parental demand for such immtrURtivate schools respond to
this demand much more readily. Commenting on the gré&atprency with which English is
taught in private schools, one teacher in rural Indk@éds PROBE researcher: "Why should
they pay us... if we don't give them something specidi?Parents also complained to
PROBE researchers that public school teachers oftaradmfirst-graders and children of
lower castes, and the researchers noted that suchaintepliere much less common among
parents of private school studefts.

Summing up the generally more professional atmosphere foundal private schools,
the PROBE report noted "the key role adcountability in private versus government
schooling, stating that:

In a private school, the teachers are accountableetonanager (who can fire
them), and, through him or her, to the parents (who cahdwaw their
children). In a government school, the chain of accouittalsi much weaker,
as teachers have a permanent job with salaries amdopioms unrelated to
performance. This contrast is perceived with crystaitglay the vast majority
of parents->*

The Impact of Competition

Increased competition sometimes leads to improved peasfurenby public schools, but
the relationship is both stronger and more consistethanprivate sector. Chilean public
schools were found to respond positively (though modesily)eavier competition, but the
response by private schools was greater. In some urbas af Pakistan and India, even the
poorest families are more likely to pay for unsubsidizedapei schooling than to send their
children to free public schools, indicating that public s¢hbave been failing to improve in
response to competition. Because of their higher populatersities, urban areas have
consistently higher levels of competition and hencenasee likely than rural areas to enjoy
the benefits associated with competition.
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There are several possible explanations for public dehlmaver responsiveness to the
presence of competitors. First, their services are ustfraéy or at least substantially less
expensive than those of private schools, and hence theyobtaneed to provide superior or
even comparable service quality in order to attract cliertiss would partially explain the
lower student achievement and inferior facilities nemaince at public schools. Public
schools are also unlikely to be closed down by the governbazlies overseeing them even if
they fail to attract a significant student body. Thittgra has in fact been observed by some
of the researchers studying the Chilean subsidy sydtemime most extreme cases (e.g. in
Pakistan and India), state funding sometimes flows #trici education bureaucrats or
putative school managers even when they have negléotehen schools. There is no
equivalent of these abuses in the private sector, astpate not pay tuition to non-existent
private schools.

The Quality of Parental Decision Making

Parents do appear to make wise decisions regarding thileiren's education. Evidence
from Pakistan and Tanzania, for instance, suggestsptdrants can not only distinguish
between different levels of academic quality, but chibsé schools in part based on those
distinctions.

The interesting pattern in class size effects betvgsetors is also suggestive. Readers
will recall that class size was often found to be peig related to academic achievement in
private schools (i.e. bigger classes have better gcdmatsunrelated or negatively related in
public schools (i.e. bigger classes have worse scot¥®). plausible explanation for this
suggested by Alderman et al. is that the better privatsotchttract more students, and hence
have larger classes. This would be consistent withfatiethat most of the private schools
discussed in this paper are located in less-developed cayratnd are often serving low-
income families within those countries, implying that tosts of expansion (in facilities and
staff) might be a comparatively high hurdle for thenmotercome. This would tend to drive
up class sizes within popular schools.

The fact that academically superior private schoolsacttttarge numbers of students
despite their higher out-of-pocket costs to families suggd®mt parents do indeed make
superior decisions regarding their own children's educatian the bureaucrats operating
public schools make on their behalf. That point of viewdd further support in the prevalence
of government requirements for official teacher ciedtion despite the irrelevance of such
certification to academic achievement.

The Impact of Regulation on Private Schools

Private schools that are funded chiefly or entirely by state, and that are heavily
regulated by the state, tend to behave similarly to mowent schools, and to be less efficient
and effective than unaided schools (except where #eion of unaided schools has been
constrained by the government). In Uttar Pradesh, fompba private aided schools spend
only slightly less than government schools, and are atiyhtly more efficient than
government schools. More autonomous private unaided s;Hmotontrast, are significantly
more efficient than either government or private aidedosls. In Tamil Nadu, where
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regulation of aided schools is looser, aided schools igrefisantly more efficient than
government schools.

Tamil Nadu's regulatory hurdles to the creation of unasdédols, which were only eased
during the mid 1990s, seem to have drastically limited tmebeun of such schools created in
that state, and may have contributed to their higheisqas compared to unaided schools
elsewhere in India).

The Supply of Private Schools

Private schools exist wherever there is sufficientatahto sustain their operations, even
in regions of extreme poverty. The notions that privat®els serve only the wealthy or that
they are mostly selective and elitist institutions anpleatically contradicted by the evidence.

The supply of private schools has grown substantialherwthe out-of-pocket cost
advantage of government schools has been reduced (asei), @hd even when it has not (as
in Pakistan and India). In Chile, where subsidies fawape schools were introduced
nationwide in the early 1980s, the private sector shatetafenrollments more than doubled
over the ensuing fifteen years, and continues to growtddeese findings contradict claims
that private school supply would not expand in responsarge-scale voucher or tax credit
programs in the United States.

A cautionary note is advisable, however: Newly creatbosls seem to perform less well
than established schools. This is true whether or mtndw schools are established in
response to the introduction of a government subsidy anagFhe experiences of Chile and
Tanzania suggest that this inferiority diminishes oveetiwith the longer term Chilean data
indicating that the difference eventually disappearsednti

Assessing the Predictions

In this section we review the five predictions of the F&md test their validity against the
findings presented above.

1. When parents lack choice and control over their childreducation they are
likely to have greater difficulty obtaining the kind and quatf educational
services they seek. To the extent that an officialiauum is imposed by the
state (thus greatly limiting parental choice and coptribl is expected to
precipitate social conflict (at least in pluralistaceeties).

The first prediction of FFT was that reductions in pakahoice would make it difficult
for parents to secure the kind and quality of educatiomaices they seek. Parental choice is
indeed limited in most of the nations discussed abowenghat government schooling is
usually offered either for free or at a substantiadiydr fee than private schooling. Under
these circumstances, parents are under substantaktfal pressure to send their children to
government schools regardless of their educational prefese PROBE researchers noted,
for example, that the majority of parents they syedewould opt for private schools if were
not for their higher out-of-pocket cost. Some portiorgo¥ernment school attendance thus
seems to result from financial expediency rathen fham a free choice between two equally
costly educational options.
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Under FFT, government schools should therefore tend ¢wide lower levels of
educational effectiveness and efficiency than privateadshand this does indeed appear to
be the case. Several of the studies also reportegrikiate schools were more responsive to
the curricular demands of parents, particularly in thea af foreign language instruction
(usually English). This too is in line with the first FFpFediction. Though state-mandated
curricula were imposed in some of the nations or regstndied, no data were collected on
the social effects associated with these curricutel 8o this portion of the first FFT
prediction cannot be addressed here.

2. Lack of competition between schools is expected to iserezpsts and
decrease quality and efficiency, while also lessenindgjkbihood that schools
will try to do their best with each and every child.idtalso expected to be
associated with inferior facilities maintenance, amdh parents having
reduced access to concrete information on their childpenfsrmance.

Only one study (Gallego) specifically attempted to isothe effects of competition, and
it found that increased competition is associated wifhroved academic quality. A great deal
of indirect evidence can also be brought into play, éxes, since it has already been noted
that government schools are generally much less edposeompetitive pressures than are
private schools. We should therefore expect that governsafools will on the whole suffer
from the effects of reduced competition. This indeedhés case, as government schools
typically had higher costs, inferior achievement, ancelogfficiency.

The prediction that lack of competition would be ass®d with poor facilities
maintenance also finds corroboration in the experientesveral nations, though relevant
data were not collected in many cases.

Findings from the PROBE report offer some support forpitegliction that government
schools, insulated as they are from the full effedtsompetition, fail to do their best with
every child they enroll. This is too meager a basiseteure, to reach a solid conclusion on
this point. There is also insufficient evidence on whhase any conclusion regarding the
relative availability of information on student perfommoa in more competitive versus less
competitive environments.

3. Government restrictions on the creation and autonomgtafads are predicted
to abbreviate the range of educational services avaitaldhmilies, preventing
schools from offering the services desired by their $petienteles. Caps on
school fees and the imposition of government budgetires rale expected to
stifle innovation and expansion by making it difficult fechools to raise and
allocate the funds necessary to pay for these aesvitLack of school
autonomy, particularly in combination with lack of parémtiaoice, may also
result in a less communal and more disruptive schoal ealassroom
atmosphere.

Few studies explicitly collected data assessing théiaethip between school autonomy

and the diversity and responsiveness of schools, thoagte snferences can be made.
Barriers to the creation of private unaided schools milTladu may have contributed to the
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unusually small share of the market held by unaided sshioothat state—thus all but
eliminating that educational option for most families.isitalso the case that government
school systems, with their officially determined ccuia, are less responsive to many parents
demand for foreign language instruction.

Neither levels of innovation nor the expansion of sucoéssthools were explicitly
documented in the research covered in this paper, sodt igossible to draw a link between
these phenomena and budgetary autonomy. Given that Cpileate subsidy program
forbade the private schools to charge tuition duringdirss decade, but then began allowing
tuition fees after 1993, it might provide a good test bedhisrquestion in future research.

According to anecdotal testimony related by Gulosino @&adley, government rules
concerning private school budgets appear to pose a range m@tiopa difficulties for
schools, including making it difficult for them to finanthe upgrading of their facilities. That
was not predicted by the FFT.

In India, Thailand, and the United States, classroom® waore orderly in relatively
autonomous tuition-charging private schools than in odbbool sectors, just as predicted by
the FFT.

A particularly widespread effect not predicted by the k-That government constraints
on the creation and operation of private schools hawoléde proliferation of unrecognized,
unsanctioned private schools in several nations. Govertne@empts at controlling the
characteristics of private schools have thus oftenddtid opposite of the intended outcome:
a profusion of informal and unregulated "underground” schools.

There is also evidence from India that more extreawel$ of government regulation of
private schools are associated with lower academieaement and/or efficiency. In Uttar
Pradesh, autonomous unaided private schools significauihedorm tightly regulated aided
schools. The aided schools of Tamil Nadu seem to perfubstantially better under their
lighter regulatory burden. This was not specifically expctader the FFT.

4. Reducing or eliminating direct payment of tuition by parastpredicted to
erode parental control and choice (leading to the probdmssciated with low
parental choice), and increase corruption and fraud. Sitate education
funding is generally associated with comprehensive segpalation, it is also
likely to decrease the level of meaningful competitionoag schools by
homogenizing the services they offer. The extent ofdamage caused is
suggested to be proportional to the reduction in parerdal fe

Many of these negative outcomes appear to be borne ahebympirical evidence. The
Indonesian findings by James et al. show that direct dinhresponsibility is positively and
significantly correlated with school efficiency. Thi gonsistent with the FFT prediction to
the extent that lower levels of direct parental fagdinsulate schools from competitive
pressures, lessening their incentive to operate effigientl

The cases of India and Pakistan reveal a stark corbetsieen government-funded
schools and tuition-charging private schools. Pakistanvergment schools are generally
viewed as being in widespread disarray, appear to be aaalgmnferior to private fee-
charging schools, and are shunned by most of the pooram areas, who instead opt for fee-
charging schools.
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Kingdon finds tuition-charging private schools to be signifiga more effective and
efficient than government-funded private schools. Theaggivschools found by PROBE
researchers to be much better maintained and moreslgctimgaged in teaching than their
government counterparts were virtually all unaided schgdl@nly Bashir's findings on
Tamil Nadu cloud this picture, and these, as discussed abhowenot representative of
unaided schools in India as a whole or perhaps evearml Nadu itself.

Government funding intended for public schools in thesmttes appears to be misspent,
squandered, or embezzled with alarming frequency—a problemonunenly observed in
schools where parents pay directly for their childrediscation.

The predicted positive relationship between government irfignc&and government
regulation is also evident in most of the nations oceden this paper. In India, for example,
aided schools are pervasively controlled by the governieough there is some variation
from state to state. This regulation appears to impedeftbctiveness and efficiency of aided
schools in proportion to its breadth and depth (with ilesasively regulated schools in Tamil
Nadu doing better than aided schools in other statesajlanl's offer of government funding
to "elite” private schools was also accompanied by a hemufatory burden, and the Chilean
Subsidy program initially forbade tuition-charging at sulzeid private schools.

5. Lack of the profit motive is expected to stifle innowatiand impede the
process by which more effective schools would expand ahdreaike over or
crowd out their less-effective competitors. It is adgqued to dull the incentive
for cost-cutting and efficiency, discourage entreprendwms entering the
profession, and discourage the most ambitious and prdfiegucators from
remaining in the profession in the long term.

Conclusions on this prediction are difficult to reaeith any certainty given the lack of
explicit comparisons of for-profit with non-profit smbls, the prevalence of regulations
affecting private school budgets and fees, and the coctivaglinature of the few suggestive
findings available. In Chile, for instance, non-profatfolic schools are generally found to
outperform secular private schools, and McEwan hadstdtat "many” secular private
schools are operated for profit. Neither McEwan norairtye other researchers to publish on
Chilean education appear to have actual figures on the totampage of private schools that
are operated for profit, however, or on the relativdgpmance of for-profit versus non-profit
schools. Neither has any effort been made to compaatpet-pupil expenditures between
Catholic and secular subsidized schools in Chile. Finalipsidized schools had no control
over their per-pupil income for the first 11 years of gnegram, being forbidden to charge
fees, and this substantially alters the context inctvipirofit-maximizing behavior would be
expected to take place.

In the Dominican Republic, Jimenez and Lockheed foundnitwatprofit religious schools
are far less efficient than secular private schaanisl that secular private schools are "often
operated for profit. Again, no actual breakdown is providedthen proportion of secular
schools operated for profit.
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Theory, Evidence, and Education Tax-Credits

The Five Factor Theory appears to be substantialtyoborated by the pattern of
empirical findings discussed above. Several predictames not fully addressed by the
available evidence, but contradictory findings are few apgartive ones are numerous.

Knowing that the Five Factors do seem associated suigierior educational conditions
and outcomes, we are left with the question of how besintroduce them in nations where
they are hobbled or absent. In my boMarket Education: The Unknown Historyargued
that a two-part state tax credit program was the &gstoach. The first part of the program
would allow individuals and businesses to take dollar-fdiaddax credits against donations
to private scholarship-organizations, much like the onefiexdd by Howell and Peterson. Low
income parents would then receive scholarships from thegsmizations to cover most (or
all, in the case of the very poor) of the cost ofrtishildren’'s education. For parents who
could afford it, a sliding co-payment, based on abilitp#y, could be required. The second
part of the program would allow any parent not enrollingr tttgld in a government school to
take a non-refundable tax-credit to help them covecdisé of their child's educatidn®

My chief reason for advocating these tax credits @aepucher program was that they
could preserve a higher level of direct financial resjiality for parents. Some analysts have
dismissed this argument, asserting that it does noemettibsemoney is paying for a child's
schooling so long as parents contidierethe money is spent® The facts examined in this
paper call that dismissal into question. Schools in wharents pay some or all of the costs
from their own pocketslo appear to offer superior conditions and outcomes to $&hoo
which the state pays most or all of the costs, evherwparents have a choice of state-
subsidized schools. Moreover, schools that are mostfylly funded by the state tend to be
much more heavily regulated than parent-funded schools—atehsése government
regulation of schools seems to have a negative effecéducational outcomes. This has
proven to be true whether or not funding follows the sttsden

On the issue of regulatory encroachment, it has besagrtad that tax credit programs
would attract just as much regulation as vouchers. Te, dhére is insufficient empirical
evidence to determine the merit of that assertion. Hwée assertion is true, however, it does
not address the fact that direct parental financial redpbtys is also associated with
improved educational conditions and outcomes. On the wtiweefore, the findings of this
paper seems to lend additional support to the argument Ignaviously presented favoring
non-refundable tax credits over vouchers.

Rather than rehashing those arguments more extensigedy | would direct readers to
my book,Market Education: The Unknown Histoag well as to the Fall 2002 issueTdfe
Independent Revievin which | present the case for tax-credits over fietg. In the same
issue, Joseph Bast presents the case for vouchersamn@etlits'>’

The constituency that seems poised to benefit most stiadfiafrom the introduction of
an education tax credit program is the population of laities. These densely populated
areas offer the greatest prospects for a wide rangedudatonal choices and vigorous
competition among schools, making them the idealistapoint for an incremental phase-in
of tax-credits. Another paper, published in ilahoma Policy Blueprinbutlines just such
an "urban-first" phase in of education tax creditsnipog out that it would also help to ensure
revenue neutrality>®
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