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The government spends large sums of dollars on education every year. How the funds are used
and how beneficial they are to the society as whole will depend on the policy preferences of the
government. One policy option available to the government is voucher programs that subsidize
education for low income families. In economics today, there are various debates about whether
the government should subsidize education via voucher programs. To estimate the likely impact
of vouchers on education, voucher programs from various states are analyzed. Although, there
are many controversies surrounding voucher programs, the results from a study done by Howell
and Peterson (which is discussed further in the paper) were consistent that low income African
American students benefit the most from voucher programs. However, one study does not
provide us enough evidence to judge whether vouchers are beneficial and if the government
should adopt voucher program on a larger level. Vouchers are not likely to be very effective in
the shot run. However, in the long run it is likely that vouchers will increase the level of
achievement in school for low income students. Furthermore, vouchers will be most effective
when targeted specifically towards low income families.



Introduction

The majority of children in the United States attend schools, but the quality of education
and schooling differs greatly among students. For example, “as late as 1996.. .approximately 70
percent of blacks remained in predominately minority schools” (Howell and Peterson, 3). One of
the reasons why the education quality gap is so wide is the difference in school budgets. “The
most disturbing gaps concern student achievement. Children of educated and well-to-do parents
consistently outperform those from less advantaged baékgrounds” (Howell and Peterson 2000).
Today, in the United States, whites earn more than blacks or other less advantaged ethnic groups,
which is partly due to the lower quality of education that they receive. Economically speaking,.
oﬁe of the keys to reducing income inequalities is to decrease the gap in education quality.

In the recent years, various efforts have been made to improve the quality of educatjon in
the United States. The government plays a key role in the current United States education
system. One justification for government intervention is the fact that education has benefit
externalities. Without government intervention, the equilibrium quantity of education produced
would be less than what is optimal for a society; the demand for education will be lower as
people will want and pay only for the amount of education that théy desire for themselves.
Education has benefit externalities and this justifies the subsidy. Providing a subsidy results in
an efficient allocation of resources for education. To clarify this point, I assume that the
education market is allowed to work on its own and there is no government intervention (Please
see the diagram below). We assume that in the market without government intervention the
price for education is $10,000 per year and point 1 is the equilibrium level of supply and demand
of education. Now, if we allow the government to intervene and the government provides a

subsidy of $5,000, the demand for education will shift up by $5000 (the amount of the subsidy),



and this is the new equilibrium supply and demand of education ( see point 2). The subsidy of
$5000 causes the price of private schooling to increase by $2500 and equilibrium quantity to
increase from 2 units to 3 units. The students will receive $2500 of the subsidy and schools will
receive the other $2500. The more inelastic the supply of education, the larger the proportion of
the subsidy goes to the school. The more inelastic the demand, the more of the subsidy goes to
the school. Government subsidy gives some parents more incentives to choose private school for
their children. Allin all, the government intervention is desirable, as government sﬁbsidies
increases the demand for education. Government subsidies allow students to get better education
“and schools are better off as they are able to charge higher prices. Furthermore, the society as a

whole will benefit from government subsidies more than individuals do.
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Since government plays a significant role in the current U.S K-12 educétion, changing
government policies to improve education, especially for people living in poor school districts, is

one of the important topics in economics today. There are different ways in which government

can subsidize education. Perhaps one option might be to subsidize education, whether it is



public or private, and let the students decide where they want to go. This could be done by
adaptation of government voucher programs in the United States. Currently, vouchers play a
very small role in the U.S education system, and only three states have adapted publicly funded
voucher programs. However, “...in recent years, over 40 state legislatures have considered
proposals to provide some type of voucher program or tuition tax credit for at least some families .
in a given state or school district...” (Neal, 25). Whether vouchers will be adapted on a larger
séale in the future will depend on the likely impact of various voucher policies on thé education

system.

Arguments against the voucher programs

Those against the voucher programs suggest that education systems willfnot improve
from the government voucher policies, as one of the purposes of voucher programs to give
parents the choice of school is already exercised by many people as they choose schools by
choosing where to live. Furthermore, no significant change has been observed in achievements
of students due to availability of vouchers. People against vouchers argue that there is neither
higher overall achievement nor lower resource costs as a result of a shift from public to private
schools. Few African Americans will benefit from vouchers. In addition, universal voucher
policies will force the government to spend more public funds on education, and some of the
voucher funds will go to families that would have paid for private schooling regardless of the
vouchers (Ladd, 13).

People against the voucher programs also suggest that in practice voucher programs will
not improve students’ grades. Some researchers feel that learning is more closely related to
child’s genetic inheritance, family environment, and the influence of a child’s peer group than to

any instruction teachers provide no matter how adequate a school may be.



Another argument against voucher programs is that vouchers will reduce the worth of
houses in good areas. Since the worth of houses depends on the schools of the area, when
schools are open to voucher families the worth of houses in areas with good schools will go
down (Neal, 38). When deciding where to purchase a house, one major factor that parents tend
to consider is the schools of the area. People see the quality of school based on how much is
spent on schools by each person in the community. One way of estimating that is to look at how
much each resident of the area pays in property taxes, as some of the property tax goes to the
schools of that area (Neal, 38). This is one reason why we tend to find that the property taxes are
usually high in areas with good schools. People against the education vouchers argue that
“wealthy families in the best public school district usually lose from the introduction of
vouchers.” (Neal, 38). Introduction of the vouchers will cause a capital loss for people that own
houses in good school districts. Although the residents of “good” school districts will still get
the same quality of education, vouchers will create more good schools in the area. This increase
in the supply of good schools will decrease the demand for houses in the good suburban school
districts, as now people have less incentives to buy houses in expensive areas. In short, “anless
voucher access is restricted to families who have lower income than the poorest families who
currently reside in suburban districts with high-quality schools, housing prices in these districts
should fall after the introduction of vouchers” (Neal, 38).

People against the voucher programs also argue that if vouchers are adopted on a large
scale it will make conditions worse for students at the bottom of the distribution in the public
school system (Ladd, 38). Vouchers will allow more able or motivated students to leave public

schools for private schools. This will reduce the quality of public schools, and the students left



in the public schools will be worse off than they would have been without the voucher program

(Ladd, 18).

Arguments for Voucher programs

Today, most Americans send their children to public schools assigned to them by their
local government. Parents possess very little choice over the schools that their children attend.
Which school a child attends depends greatly on the family’s financial status and where the
parents can afford to live. In general, vouchers probably will not have a great impact on parents
that already exercise their school choice. However, for parents that can not afford to move to
areas with strong public schools, vouchérs may open up new, and a valuable option of private
schools. Vouchers will allow less privileged parents to choose schools that best meet the needs
of their children.

Moreover, “school voucher programs would be a rather indirect policy tool for reducing
residential segregation”(Ladd 6). With school vouchers, low-income parents will have the
option of sending their children to good schools, without having to move their residence to
expensive areas. Supporters of voucher programs argue that large-scale voucher programs could
affect student achievement through two basic mechanisms. First, vouchers will force students to
shift from the public to the private sector (assuming that private sectors are more productive than
the public schools). This shift will in turn increase the productivity of the education system.
Public.schools will be forced to compete with private schools; they will be forced to improve and
become more effective if they want to stay in business. Schools that fail to improve will close
down. Second, a voucher system would increase competition for students, making education and

learning more challenging (Ladd, 8).



African Americans tend to have the least residential choice as they usually earn less than
other groups. “In 1998, black families with two children had a median annual household
income of $25,351, compared with $28,330 for Hispanic households and $40,912 for white
households” (Howell and Peterson, 23). Because vouchers break the link between the place of
residence and schooling options, it is expected that low income African American families living
in poor areas, will benefit from vouchers the most (Howell and Peterson, 23). The findings of
many studies are consistent with this expectation, as African Americans benefit the most from
voucher programs. In short, for supporters, availability of vouchers is the introduction of

autonomy, flexibility, and innovation into public education.

Empirical Analysis and Results

Various studies have been done to analyze different voucher programs that exist in U.S
today. One major study that shows that vouchers make public schools more productive is an
empirical study done by Jay Greene (Ladd, 15). In his study Greene analyzed the effects of
Florida’s voucher program on achievement in the public schools. In Florida, schools are given
grades of A,B,C,D, or F (Ladd, 15). Based on these grades if any school gets a grade of an F
twice within four years, the students of that school are eligible for vouchers to attend private
schools (Ladd, 15). Greene’s study shows that after the first year of the program, the schools
that had one F tried their best to improve the quality of the school (Ladd 15). They “Raised
their achievement significantly, even more than schools that were not subject to a threat, and
their quality increase” (Ladd, 15).

Another significant study done in the area of school vouchers was performed by Howell
and Peterson. In their study, Howell and Peterson examined the voucher programs in Dayton,

Ohio, New York City, and Washington D.C. “All four states programs gave students a full



choice of private schools, religious and secuiar.” (Howell and Peterson, 34). Vouchers were
granted via lottery, and they were not tied to child’s academic performance (Howell and
Peterson, 33). Even though, vouchers provided some support, in all four programs, parents were
expected to supplement the vouchers with their own funds.

The study of voucher programs in New York City, Dayton, and Washington D.C was
evaluated using randomized field trials (RFTs) method. Prior to the lottery “families in all three
cities were asked to accompany their children to income-verification sessions”’(Howell and
Peterson, 43). In all three cities, first the baseline data before the lottery was collected (Howell
and Peterson, 44). In subsequent years, follow up information was collected (Howell and
Peterson, 44. Parents that won the lottery were required to participate in income verification
sessions and testing sessions. Parents that did not win the lottery became the control group
(Howell and Peterson, 44). After the verification sessions and vouchers were offered, follow up
data was collected for two years after the baseline data collection to estimate the impact of
attending a private school. In New York and Washington D.C the survey teams collected three
years of data. To collect follow up data, students took math and reading tests, and parents were
asked to complete sﬁrveys that asked a wide rage of questions about the educational experiences
of each child (Howell and Peterson, 45).

Based on the results of the studies, it appears that vouchers did not substantially increase
the selectivity of the American educational system. However, they did increase the choices
available to low income families. Most applicants were African American parents with children
in segregated schools. Furthermore, school mobility rates were almost the same in public and

private schools, and private school basically accepted all comers. However, “urban private



schools might become more selective as their excess capacity diminishes, even though, for now,
they appear to be accepting all comers (Howell and Peterson, 82).

The results of Howell and Peterson’s study can also be analyzed separately based on
different ethnic groups (such as white, Hispanic and African-American students) and their
responses to baseline questionnaires. The results finds little evidence whether private schooling
helps or hurts white or Hispanic students, however, for African-American students the results are
some what different. The results of Howell and Peterson’s study show that African American
benefited from vouchers the most and there were significant differences in test scores of African
American students that switched to private schools from public schools (Howell and Peterson,
146). Looking at the impact of switching to a private school on test score performance we see
that the average gain was 3.9 NPR (national percentile ranking) points for African American
students, whereas this number of all other ethnic groups was —1.0 NPR (implying that other
ethnic groups did not gain from switching to private schools in terms of test score performance)
(Howell and Peterson, 146). It appears that on average African American students performed
about 4.9 percentile points higher than other ethnic group students (Howell and Peterson, 146).
Furthermore, we see that there was an increase in the test scores performance on average, in the
second and third year for African American students. However, the test score on average
performance in the second and thjrd' year decreased for all ethnic groups. For example, “African
in all three cities gained, on average, roughly 3.9 NPR points after Year I, 6.3 points after Year
I, and 6.6 points after Year IIL.” However, for other ethnic groups these numbers were —1.0 in
Year ], -1.4 in Year II and —3.5 in Year III (Howell and Peterson, 146).

Analyzing results based on grade levels in the three cities, we see that effects of private

schools on African American students were somewhat different. For example “the estimated



three years gains range from 2.9 percentiles in fourth grade to 12.9 percentiles in fifth grade”
(Neal 30). The results also differ significantly from city to city and time. For example, in
Washington D.C, the estimated gains from private schooling among African American children
for one, two, and three years were .09, 9.2, and 1.9 percentile respectively (N eal, 30).

All in all, from the study we find that low income families of all ethnic groups report a better
educational climate when they have a choice of school. But in other important respects,
especially with regard to student achievement, we find that vouchers have the greatest impact on

African American students.

Conclusion

Beyond the various controversies surrounding voucher programs, most people agree that
policy makers should design voucher programs that target minority students in large cites, since
public schools in large cities often perform poorly in minority neighborhoods.

In my opinion, since voucher policies aré relatively new, it is very difficult to judge
whether vouchers are beneficial to the education, and if vouchers should be adapted at a larger
scale. Since, education is a long, multiyear process, very are unlikely to see a dramatic change in
test scores-in the span of just one year or two year. However, in the long run vouchers can have
a positive impact. Given the nature of education and test scores, it is very easy for policy makers
to derive false conclusions about the effectiveness of educational interventions such as voucher
programs. Voucher programs may have an impact on the U.S education system, but it’s a long
and continuous process, and it is likely to take many more years for us to see any changes.

Although, government subsidy might provide some help, parents will be expected to.

cover the remaining costs of private schooling. Due to this situation, some parents still might not
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be able to afford private school, and will be forced to keep their children in public schools.
However, in the long run (and only in long run) not only will the students that switched to
private schools benefit, those that stayed in the public schools will also 'beneﬁt from voucher
programs. Since the public schools will be forced to compete with private schools the standard
of public schools will increase and the students in those schools will benefit.

To avoid the problem that some people who would be willing to pay for private education
will also get vouchers, the government can structure voucher in some mean tested féshjon.
Before a voucher for a student can be approved the income of the parents will be verified. Using
the means tested method for awarding vouchers will give choice only to parents that can not
afford private education otherwise. At this point the parents have the option and they can decide
if they are willing to send their children to private schools.

Vouchers will not only help the less advantaged parents, they will also help the public
and private school systems. Private schools will benefit because now with subsidy they can
accept more students and this will in turn increase their revenues. Public schools will benefit
because now the vouchers that were unused by the parents, can be given to the schools and
applied to schools instead of to a particular student. All in all, I feel that, since the voucher
programs are not likely to harm our society in any major way, vouchers should be adapted to a
larger scale and most likely vouchers will benefit low income families.

Although, from my point it seems that vouchers will help the education system, more
research is needed in this area and at this point it is very difficult to predict the likely impact of
vouchers on the education system, and whether the government will adapt vouchers to a larger

scale.
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