
Education markets have consistently done a
better job than state monopolies of serving both
our individual needs and our communal goals.
Yet all market-inspired education reforms are not
intrinsically or uniformly effective. They can suc-
ceed only to the extent that they support the con-
ditions for a thriving education market and
ensure that all families have access to that market.

How can we decide which proposals will best
serve the public in the long term? The first step is
to identify those conditions necessary and suffi-
cient for an education market to work. That
done, we can compare various proposals to see
which successfully create those conditions and
which do not.

This paper compares voucher and tax-credit
programs on the basis of how well they manifest
the necessary conditions for market education
and the extent to which they allow all families to
participate in that market. Based on the analysis
below, tax credits are the better alternative. They
are more effective at putting into place the free-
doms and incentives necessary to the effective
operation of the market, offer greater resistance
to new regulation, decrease the risk of fraud and
corruption, and avoid problems that might arise
from state funding of religious schools. Despite
those advantages, tax credits do have their own
risks and weaknesses, which can make them dif-
ficult to implement in some states.
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Introduction

Efforts to bring good educational oppor-
tunities within reach of all families have been
going on for thousands of years. Though
some have been more effective than others,
none have worked as well as we might like.1

State-run public schools are only the most
recent attempt at providing universal access
to education, and they have proven extreme-
ly problematic. Far from diminishing the
opportunity gap between rich and poor, they
have exacerbated it.2 Despite 75 years of con-
stant reforms to the system, and a 14-fold
increase in inflation-adjusted per-pupil
spending,3 literacy levels have stagnated or
declined.4 The most recent International
Adult Literacy Survey found roughly a quar-
ter of young Americans to be functionally
illiterate; that is, they are unable to perform
such crucial tasks as reading bus schedules,
drafting resumes, or completing job applica-
tions.5 This illiteracy, moreover, is concen-
trated among the poor and disenfranchised
citizens whom public schooling was purport-
edly meant to help.6

Market systems have typically done a bet-
ter job of serving low-income families, but
the level of financial assistance available
under those systems has generally been both
limited and irregular. Modern tuition vouch-
er and tax-credit plans attempt to remedy
those deficiencies by combining the desirable
qualities of market education with carefully
designed financial assistance.

Vouchers and tax credits come in many
forms. The specific plans considered in this
paper are:

• Targeted vouchers
• Universal vouchers
• Education tax credits

Under voucher programs, parents are allo-
cated a certain amount of state education
funding that they can use at a state-approved
school, public or private. Conditions for
approval can include things such as admis-

sions policies that do not favor any racial or
ethnic group and the absence of any devo-
tional religious instruction within the
required curriculum. A variety of other
restrictions have been proposed or imple-
mented, such as the exclusion of profit-mak-
ing schools, the exclusion of religious
schools, and the requirement that the vouch-
er be accepted as full payment of tuition by
participating schools.

Apart from the restrictions imposed on
schools, the main feature distinguishing one
voucher program from the next is its eligibil-
ity criteria. The two most common variations
are targeted vouchers and universal vouchers.

Targeted vouchers are typically allocated
on the basis of financial, educational, or geo-
graphic need. In the case of financial need,
families are deemed eligible to receive vouch-
ers if their income is below a formula based
on an official poverty-line figure. Under
Milwaukee’s voucher program, for instance,
students qualify for a voucher only if their
family income is no more than 1.75 times the
poverty level. Another approach to targeted
vouchers is to offer them to families whose
public schools are deemed to be failing—an
approach taken by Florida’s A+ Plan for
Education. Under this plan, the state grades
public schools on a traditional A–F scale
based on standardized test scores. Students
qualify for vouchers if the school they attend
earns a grade of F for any two years in a four-
year-period.7 A third approach to targeted
vouchers is to offer them to families who live
in districts without public schools. Maine
and Vermont have long-standing, statewide
voucher programs of this kind.8

Unlike targeted vouchers, universal
vouchers are given to all families with school-
age children, without regard to income, the
quality of local public schools, or location.
No universal voucher program currently
exists in the United States.9

The tax-credit proposal under considera-
tion in this paper is a nonrefundable, educa-
tion credit composed of two parts.10 The first
part is a parental-choice credit for taxpayers
with dependent school-age children.11 Only
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taxpayers whose dependent children were
not enrolled in public schools would be eligi-
ble for the credit.12 The credit size would be
based on the average cost of education for a
child of a given age, perhaps 75 to 100 per-
cent of the average tuition charged by private
elementary or secondary schools in the given
state, up to some per-family cap.13 An income
limit could also be imposed, in order to tar-
get the credit at families who truly need it,
and to keep state involvement to the bare
minimum.14 Since the credit is nonrefund-
able, it would benefit only those families with
a state tax liability. Families with little or no
income, and hence little or no state tax liabil-
ity, would be provided for through the cred-
it’s second component—a scholarship credit. 

The scholarship component would allow
businesses and individuals to write off dona-
tions made to scholarship-granting organiza-
tions on a dollar-for-dollar basis, up to some
preset limit. The maximum size of the schol-
arship credit could be set at the larger of a
fixed dollar amount or a percentage (say, 30
percent) of the taxpayer’s total tax liability.
The scholarship-granting organizations
would then use these donations to provide
tuition assistance to low-income families. In
order to qualify, scholarship granters would
have to demonstrate that some minimum
percentage of the donations they received
were actually spent on tuition scholarships
for low-income families. 

Arizona legislators passed a modest $500
scholarship tax credit in 1997.15 Despite
being tied up in court until late 1999,16 the
credit caused the number of scholarship-
granting organizations in the state to grow
from 2 to 34 in its first two years of existence.
Even while the court challenge was still going
on, 30,000 taxpayers used the credit prior to
the 1999–2000 school year, raising $13.7 mil-
lion for distribution as tuition scholarships.
With the credit now on firm legal ground,
those figures will most likely continue to rise,
though the $500 cap on the credit size will
inhibit their growth. Even with the cap, court
documents suggest the program could gen-
erate $75 million for scholarships annually.17

Note that all of these programs operate at
the state level. There are both constitutional
and practical reasons for this. Neither the
word school nor the word education appears in
the Constitution of the United States, and
responsibility over these matters therefore
legally rests in the hands of the states and the
people, in accordance with the 10th
Amendment. Aside from the constitutional
argument, there is an obvious wisdom in
introducing a variety of school reforms in dif-
ferent states, so that their pros and cons can
be more easily weighed than if the entire
nation adopted a single plan.

This paper compares the voucher and tax-
credit programs outlined above on the basis
of how well they manifest the necessary con-
ditions for market education (outlined
below), and the extent to which they allow all
families to participate in that market. 

Regrettably, most work in the economics
of education has dealt with the public sector
monopoly, or with higher education. The
operation of free education markets has
received little attention from scholars, partic-
ularly at the elementary and secondary levels
of schooling.18 In the absence of an estab-
lished consensus on the subject, I draw on
the findings of my own research.19 Based on
modern and historical precedents, the condi-
tions necessary for the effective operation of
an education market are:

• Parental choice
•Direct parental financial responsibility
• Freedom for educators
• Competition among educators
• The profit motive for educators
• Universal access

I. Parental Choice

The need for parental choice in education
is based on two pragmatic considerations.
First, parents have consistently made better
educational choices for their own children
than state-appointed experts have made on
their behalf. One can argue as to why this has
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been the case, but the evidence that it has in
fact been the case is unambiguous.20

Consider, for example, the succession of
misguided pedagogical fads imposed on U.S.
public schools by putative experts. The
sidelining or outright elimination of struc-
tured phonics from early reading instruction
is a case in point. Horace Mann himself, god-
father of U.S. public schooling, advocated
dispensing with the teaching of letter/sound
and syllable/sound relationships, as he made
clear in his annual report of 1843,21 and in a
subsequent heated exchange with the leading
schoolmasters of Boston.22 Though Mann’s
efforts to marginalize structured phonics
lessons were short lived, they were rekindled
more successfully in the early 1920s,23 and
flourished throughout the second half of the
20th century. In 1987, California adopted a
language instruction curriculum that includ-
ed not a single structured, empirically tested
phonics program, despite the wealth of evi-
dence showing the effectiveness and impor-
tance of such programs. Though the
then–Superintendent of Public Instruction,
Bill Honig, eventually apologized for this fail-
ure in judgment, it was a grassroots move-
ment led by parents and grandparents that
finally achieved the reintroduction of tested
and proven phonics lessons.24

Second, parental choice in education is key
to harmonious social relations. The fear that
educational freedom would balkanize the pub-
lic into warring factions is not only mistaken, it
is exactly backward. Historically, it has been
coercion, not diversity and choice, which has
lead to social conflicts over schooling. When
heterogeneous populations have been forced
to pay for and/or attend a single official school
system, it has inevitably led to a fierce con-
tention to control the content of that school-
ing. Choice in education, much like choice in
religion, has allowed diverse groups to coexist
far more peacefully.25 The record of state-run
schooling is far grimmer, and the case of the
United States is typical. Since its inception, U.S.
public schooling has been a battle zone, as left-
wing and right-wing activists have sought to
wrest control of the system and bend it to their

will. Public schools have, in the past, practiced
racial apartheid and forced sectarian religious
practices on students, both with the approval
of the courts. In the process, they have foment-
ed anger and dissension among parents, tram-
pled on the rights of countless families, caused
riots and book-burnings, and generally upset
the communities they are meant to serve.26

Parental Choice under Tax Credits
The parental-choice credit has the poten-

tial to allow parents an unfettered choice of
educational options. Since the only eligibility
requirement for the credit would be that the
dependent child is not enrolled in public
school, both home schooling and indepen-
dent school expenses would qualify.

It is likely, however, that attempts would
be made to attach strings to the credit, cur-
tailing parents’ choices. No system of finan-
cial assistance will be totally immune to such
regulatory encroachment, but the parental-
choice credit would offer somewhat more
resistance to that encroachment than other
policies. One defense against creeping regula-
tion would be that the credit is fundamental-
ly similar to the federal income tax exemp-
tion for dependents, which has no eligibility
requirements. The parental-choice credit,
like the federal exemption for dependents,
would be meant to make it financially less
burdensome for taxpayers to discharge their
duties as parents or guardians.

Since the parental-choice credit does not
constitute “public money,” regulations and
restrictions governing state spending do not
apply. In fact, the Arizona Supreme Court
accepted that argument when it rejected a
legal challenge (Kotterman v. Killian) to that
state’s $500 education tax-credit program.27

The U.S. Supreme Court did not take issue
with the Arizona Court’s reasoning, refusing
to hear an appeal of its decision. The same
argument was accepted in two separate
Illinois Circuit Court rulings regarding that
state’s 1999 education tax-credit law.28 Since
parents would not be receiving state funds
under the parental-choice credit (they would
be keeping more of the money they have
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earned), no restrictions would be needed on
their educational decisions. The problem of
delinquent or abusive parents would be han-
dled by existing or new laws targeted at these
exceptional cases, rather than at all parents.
This would be consistent with current prac-
tice: We do not have laws stipulating what
parents must feed their children, or how
exactly they must care for their children, but
we do have laws to protect children from par-
ents delinquent in these duties.

The scholarship credit, though also poten-
tially susceptible to regulatory encroachment,
nevertheless offers low-income parents more
freedom and control than any alternative
assistance mechanism. Because the scholar-
ships disbursed under this credit would be pri-
vately funded, parents would be somewhat
more insulated from direct regulation of their
educational decisions by the state than if they
were receiving “public money.” Scholarship-
granting organizations would have to follow
state guidelines to be eligible to accept dona-
tions, however.

In the past, poor parents have tended to
lose freedom and control over their chil-
dren’s education whenever they have accept-
ed “free” or subsidized educational services.
Typically, the government or private organi-
zation footing the bill for their children’s
education has eventually dictated what their
children would be taught. This was the case
among pauper schools run by the Anglican
Church in 19th century England, and among
schools funded by whites for the benefit of
recently emancipated African Americans
after the civil war.29 The scholarship credit
mitigates that problem by fostering a net-
work of separate and competing scholarship-
granting organizations. If one organization
forbade participation by a certain kind of
school, or pushed parents into choosing cer-
tain schools, parents would be able to turn to
other organizations that did not impose such
pressures or restrictions. 

Parental Choice under Vouchers
One of the most significant differences

between tax-credit and voucher programs is

that vouchers unarguably constitute state
spending. As a result, efforts to impose a sig-
nificant regulatory burden on the use of
vouchers are more aggressive and have
greater prospects for success. This regulatory
accumulation will lead to a circumscription
of the choices available to families.

From the standpoint of preserving
parental choice, the Milwaukee voucher pro-
gram for low-income families has thus far
been reasonably successful. Though parents
were initially forbidden to choose religious
schools under the plan, that restriction was
eventually dropped by the legislature. The
expansion of the program to include religious
schools was immediately challenged in court,
however, by a group including the Milwaukee
Teachers’ Education Association (an NEA
affiliate) and People for the American Way. In
its June 1998 Jackson v. Benson decision, the
Wisconsin Supreme Court rejected that chal-
lenge, allowing students to continue attend-
ing religious schools.30

Florida’s Opportunity Scholarships
voucher program, which is available to chil-
dren whose public schools are deemed by the
state to be failing, is somewhat more restric-
tive. In order to participate in the program,
oversubscribed private schools must admit
children based on a random lottery—bypass-
ing a school’s normal admissions process.
Restricting the freedom of educators to tailor
their services to students with particular
needs or goals will stifle specialization,
diminishing the variety of educational choic-
es open to families. Participating schools
must also administer mandatory state tests.
Though testing is valuable to parents, the
imposition of a particular set of official tests
by the state has historically been associated
with a host of problems.31

The problem of restricted parental choic-
es under voucher plans cannot be properly
assessed, however, by limiting our considera-
tion to currently operating programs. When
fully tax-funded state-run schooling was first
introduced in the United States in the mid-
to late-19th century, the rules imposed on
public schools were relatively few and simple.
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Since that time, state education codes have
grown with unrelenting vigor to their present
exaggerated proportions. The U.S. experience
with state-funded schooling has not been
exceptional. In all cases, over the entire 2,500-
year history of formal education, state fund-
ing of children’s education has eventually
been followed by pervasive state control over
the schools.32 This pattern has held true from
the 11th century Islamic empire to the mod-
ern Netherlands.

In the face of this remarkably uniform
case history, there is every reason to expect
that vouchers will precipitate a similar prob-
lem, with each successive administration
adding a few of its own clicks to the regula-
tory ratchet.

One specific cause for concern is the risk
that families will be prohibited from choosing
religious schools under voucher programs.
While the Milwaukee program’s inclusion of
religious schools has been upheld, the legal
reasoning used by the Wisconsin Supreme
Court was questionable. In essence, the court
sidestepped the Wisconsin Constitution’s pro-
scription against compelling taxpayers to sup-
port religious institutions.33 Similar clauses,
called “Blaine Amendments” after their 19th
century proponent, exist in roughly half the
states, and some states will likely interpret
those clauses to prohibit voucher redemption
by religious schools.

One possible solution to this weakness in
voucher programs would be to give citizens the
option of earmarking their education taxes
exclusively for secular schooling. The state
would then maintain two voucher–funding
accounts, one that could disburse vouchers to
parents who chose religious schools, and one
that could not. Citizens opposed to religious
voucher-redeeming schools would have their
education taxes deposited into the secular-only
voucher account, while everyone else would
have their education taxes deposited into the
unrestricted account. This “taxpayer choice”
approach would prevent the compelled sup-
port of religious institutions that is prohibited
by Blaine Amendments, thereby eliminating
the legal hurdle that many state constitutions

currently place in the way of voucher laws. No
such taxpayer choice clause has been included
in a voucher bill to date, however, and without
it, voucher programs are certainly susceptible to
attack on state constitutional grounds, where
Blaine Amendments are present. 

II. Direct Financial
Responsibility for Parents
Given the great importance of parental

choice, it is crucial to understand the condi-
tions required for its preservation. Chief
among those conditions is direct financial
responsibility for parents. Historically,
schools funded by third parties have seldom
taken the needs or preferences of families as
their guiding principle. Many have ignored
those needs completely, preferring to deliver
the sort of education favored by whoever was
footing the bill. 

During the mid 19th-century, English
schools subsidized by religious societies were
prone to teaching reading but not writing to
poor children. The official reasoning behind
this policy was that “reading will help to
mend people’s morals, but writing is not nec-
essary.”34 Put bluntly, middle- and upper-
class donors wanted poor children to become
useful and God-fearing members of society,
but not to be capable of challenging the
political and class system that kept them at
the bottom of the socio-economic ladder.

A similar disregard for the needs and pref-
erences of poor families was exhibited by
many of the schools set up for African
American children by white philanthropists
following emancipation. These schools often
stressed manual labor rather than academic
or white-collar job skills, because that is the
sort of work for which many white philan-
thropists felt blacks were best suited.
Organizations such as Georgia’s Black
Educational Association concluded at the
time that the only reliable way for African
American parents to retain control over their
children’s education was for them to own
and fund the schools themselves.35
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A second crucial reason for parents to pay
directly for their own children’s education is
the beneficial effect this has on parental
involvement in and expectations for that
education. As with any “free” service, “free”
schools engender lower expectations and less
involvement than schools for which parents
have to regularly pay tuition. This observa-
tion has been made throughout history,
from the first-century Roman Empire,36 to
19th-century Canada,37 and it is borne out in
contemporary U.S. statistics.38 The responsi-
bility for directly paying all or even part of
their children’s tuition forces parents to take
a more active role, and gives them consider-
ably more power over the content and direc-
tion of their children’s instruction.

In addition, when parents pay directly for
their children’s education, they drive schools
to improve and become more efficient.
Schools funded by parents have only a few
options if they wish to increase their net
income: offer better or more comprehensive
services (for which they can charge higher
fees), offer quality services at competitive
prices (thus allowing them to attract more
clients), or lower their operating costs (there-
by realizing more net income from the same
amount of revenue). In all of these cases,
schools must become more effective, more
efficient, or both if they wish to improve their
bottom line. This is categorically not the case
under third-party payment systems.

When some outside agency, the state, for
example, pays for a child’s education, schools
turn to the state in their efforts to raise their
income. Instead of lobbying their clients by
offering better or more cost-effective services,
they lobby legislators to simply increase state
spending. The results are plain: inflation-
adjusted per-pupil spending by public
schools is 14 times higher today than it was
75 years ago, but achievement has either stag-
nated or declined over the same period.39

Parents can be assured that schools will focus
on meeting their needs and demands only
when they pay directly for their children’s
education.

Fraud is another problem that is mini-

mized when parents pay tuition directly. All
third-party payment schemes are susceptible
to kickbacks, and to the creation of “phan-
tom beneficiaries.” Attempts to control these
problems through the use of technology or
heavy regulation have not been successful. A
trial “smart-card” approach to the federal
food stamp program in Texas was subverted
into a kickback mechanism within a matter
of weeks, and there are numerous cases of
heavily regulated public school officials and
districts inflating the size of their enroll-
ments to illegally draw more public funds.40

Financial Responsibility under
Tax Credits

By increasing the number of families who
can afford to pay for their own children’s
education, the parental-choice credit would
help spread all the benefits of direct financial
responsibility described above. Among lower-
income families it may be impossible to com-
pletely preserve financial responsibility, since
they are likely to require some form of assis-
tance. Nevertheless, the private scholarships
encouraged by the scholarship credit have
several advantages over other financial assis-
tance programs.

In most cases, institutions granting private
scholarships require recipients to make tuition
co-payments or to commit some of their time,
on a regular basis, to helping out at their chil-
dren’s schools. Both of these requirements
help to enfranchise parents, giving them a per-
sonal stake in their children’s education that is
lacking under entirely tax-funded “free”
schooling.41 The problem of schools focusing
on whoever is paying the tuition, rather than
on the families they serve, is also mitigated by
this plan. While schools are likely to lobby
scholarship-granting organizations to arbitrar-
ily raise the size of their scholarships, their
chances of success will be far lower than they
would be under state-funded vouchers. The
key reason for this difference is the multiplici-
ty of scholarship-granting institutions that
would exist under this plan, compared to the
single state authority under voucher plans.
Instead of having to lobby only one agency to
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increase spending, schools would have to lobby
every institution distributing scholarships.
Similarly, no single scholarship-granting orga-
nization could unilaterally increase the size of
its scholarships out of proportion with the
others, or taxpayers might choose to donate
their money elsewhere.

Another benefit of local private scholar-
ship-granting organizations is that they
enjoy both a greater facility and a greater
incentive to avoid fraud than the monolithic
and impersonal state-run alternative. They
meet with and know recipients personally,
making fraud more difficult. They also risk
going out of business if they are found to be
defrauded or to be committing fraud them-
selves, because other organizations are capa-
ble of taking their place.

Financial Responsibility under Vouchers
Education systems funded by individual

third-parties, particularly state agencies, have
a long and consistent history: they eventually
lead to pervasive state control over, if not out-
right operation of, schools by the state. The
only cases in which this trend has been miti-
gated have pertained to the education of
young adults at the college level (e.g., the G.I.
Bill). This looming threat is one of the most
significant drawbacks of voucher programs.

Universal vouchers would also eliminate
direct financial responsibility for all parents—
a tremendous deterrent to parental involve-
ment, as noted above. Means-testing of vouch-
ers limits the scope of this problem, but in the
absence of a program such as the parental-
choice credit, means-tested vouchers would do
little to increase the number of families able to
pay for their own children’s education.
Government vouchers, furthermore, would
not enjoy the advantages of interpersonal con-
tact exhibited by private scholarship pro-
grams. They would also be significantly more
susceptible to fraud and corruption than non-
refundable tax-credit programs.

Under voucher programs, the schools’
main avenue for increasing income would be
to boost the size of the government voucher.
This would lead private school lobbyists to

swell the existing ranks of teachers’ union
lobbyists in calling for ever-higher govern-
ment education spending. Schools that
redeem vouchers would be able to squeeze
higher funding levels from taxpayers without
demonstrating better services or greater effi-
ciency, as public schools have done for the
last three-quarters of a century.

III. Freedom for Educators

Just as parents need to be free to choose
their children’s schools, educators need to be
free to exercise their professional judgment.
They must be able to cater to specific audi-
ences, to innovate, to leverage their unique
talents, and to pursue missions and philoso-
phies of their own choosing. The absence of
these freedoms leads to frustration and low
morale among teachers, to inefficiency, and
to pedagogical stagnation. The advantages in
these areas enjoyed by educators in private
practice over their colleagues in the public
sector are well-documented.42

Educator Freedom under Tax Credits
Both the parental-choice and scholarship

credits offer the possibility of keeping the regu-
lation of educators to a minimum. Neverthe-
less, they are not foolproof. As already noted,
opponents of Arizona’s education donation
tax-credit fought it all the way to that state’s
Supreme Court, and appealed (without suc-
cess) to the U.S. Supreme Court. In Minnesota,
Reps. Betty Folliard and Mindy Greiling intro-
duced a bill to the state legislature in 1999 that
would have imposed all public school admis-
sions restrictions on any independent school
enrolling even one student whose parents
claimed a state education tax credit.43 Though
the specific motivation behind the
Folliard/Greiling bill is not entirely clear, such
measures are sometimes advocated on the
grounds that it is unfair (to the state education
monopoly) to ease the tax burden on parents of
independent school children unless indepen-
dent schools are subjected to the same crippling
regulations that apply to state schools. But that
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argument roundly misses the point that educa-
tion systems exist to serve families, and not the
other way around. While their bill was not
enacted, efforts to pass similar legislation will
no doubt continue.

Despite these threats, state court prece-
dents in Arizona, Minnesota,44 and Illinois45

demonstrate that tax-credit programs have
an edge over direct state funding of educa-
tion when it comes to protecting families and
educators from regulatory proliferation. The
record for voucher cases, particularly chal-
lenges based on individual state Blaine
Amendments, is more worrisome. For while
the U.S. Supreme Court allowed a lower
court decision upholding the Milwaukee
voucher program to stand (by refusing to
hear an appeal), it also upheld a Vermont
Supreme Court ruling that prohibited reli-
gious schools from participating in the
state’s voucher-like “tuitioning” program—
thus forbidding parents from choosing reli-
gious schools.

Educator Freedom under Vouchers
Because voucher-redeeming schools

receive public money directly, they are far
more susceptible to suffocation by regula-
tion. Though supporters of the Milwaukee
voucher program have successfully fought
off most legislative and court challenges thus
far, pressure to subvert the program in one
way or another has not abated in the 10 years
since it was first introduced. In the fall of
2000, the program’s advocates, led by profes-
sor Howard Fuller, had to threaten state edu-
cation officials with court action before
those officials relented in an administrative
attack they had launched on schools partici-
pating in the program.46

As already noted, direct state funding of
children’s education has consistently been
followed by pervasive state control over or
operation of schools. Rearguard actions by
voucher proponents can delay that outcome,
but it seems unlikely that they can do so
indefinitely. Citizen groups who object to
their taxes being used to subsidize certain
forms of education will lobby for regulations

barring voucher-redeeming schools from
engaging in them.47 Proponents of mandato-
ry state testing will insist that all voucher-
redeeming schools participate in their pro-
grams. Associations of existing voucher-
redeeming schools are likely to lobby for the
erection of barriers against the entry of new
competing schools.48 Opponents of parental
choice, competition, and educational diversi-
ty will seek to saddle voucher programs with
a panoply of debilitating regulations, in an
attempt to impede their effectiveness and
thereby justify their discontinuation. These
activities will mimic the regulatory ratchet
effect that transformed early common school
systems from thin, local, lightly regulated
agencies into the bloated, centralized,
bureaucratic empires they are today.

Note again that all of these forces will also
be in play under tax-credit programs, but the
parental-choice and scholarship credits offer
an added margin of insulation from them
because they do not use public money.
Without the lever of public funding, argu-
ments for subjecting the professional freedom
of educators and the discretion of parents to
minute state regulation are clearly weaker.

IV. Competition among
Educators

In order for education markets to func-
tion properly, there must be a critical mass of
service providers actively competing with one
another to attract students. Two important
factors are the total number of providers and
the average number of providers competing
to serve each individual student. A higher
total number of providers increases the rate
of innovation, leading to the creation of
more and better methods and materials.
Equally if not more important is having the
maximum number of providers competing
for the patronage of each student. The larger
the number of competing providers families
can choose from, the harder each provider
must work to attract their patronage.

Historically, vigorous competition in edu-
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cation markets has been overwhelmingly
concentrated in centers of high population
density, simply because face-to-face instruc-
tion was the only viable medium for provid-
ing mass formal education.49 Because the
education of young children has a significant
custodial component, face-to-face instruc-
tion will remain important for that age
group. For older students, computer technol-
ogy has dramatically broadened the field for
competition, placing an enormous and ever-
growing range of service providers within
reach of anyone with Internet access.

The benefits of vigorous competition are
numerous. Historically, competition has
forced educators to focus on the avowed
needs of families, kept prices down, spurred
the adoption and dissemination of the most
effective methods, and generated informa-
tion about the pros and cons of different ser-
vice providers. All of these advantages can be
seen in market education systems as far back
as Athens in the 5th century BCE.50 In the
absence of competition, school systems have
tended to ignore or marginalize parents,
increase spending without demonstrating
improved services, and adopt pedagogical
methods and materials without concern for
their effectiveness.

Competition under Tax Credits
Both the parental-choice and scholarship

credits would be statewide, and could raise
demand to a level where many physical
schools would be available in most areas, com-
peting to serve students. The credits (particu-
larly the parental-choice credit) would also
make home schooling more affordable, accel-
erating demand for and hence the supply of
on-line education services.

To the extent that scholarship-granting
organizations placed restrictions on partici-
pating schools (pertaining to their curricu-
lum, religiosity, or other characteristics),
competition would be inhibited, because the
competitors would have fewer ways to differ-
entiate their services. Fortunately, the multi-
plicity of scholarship-granting organizations
that would exist under the credit would pre-

vent the restrictions imposed by any one
organization from completely excluding var-
ious categories of providers from the market.

Government regulation of scholarship-
granting organizations could also indirectly
limit the variety of participating schools,
thereby inhibiting competition. The effect of
such regulations on the schools themselves
would probably be less under tax credits, how-
ever, than if schools accepted public funds and
were directly regulated by the state.

Competition under Vouchers
The ability of voucher programs to foster

vigorous competition depends on their
design. In its current form, the Milwaukee
program caps participation at 15,000 stu-
dents distributed over a large metropolitan
area. This figure is small both in absolute
terms and in terms of the concentration of
nearby choices available to eligible families.
As a result, competition is more limited than
would be the case if the cap were eliminated
and the program expanded to the entire
state. Milwaukee’s program is also means-
tested, so even if it were expanded statewide,
its ability to promote the creation of new
competitors would be limited by the ineligi-
bility of much of the student population.
This is not to say that means-testing is neces-
sarily inappropriate, but only that it has a
negative effect on the level of competition
engendered by the program. Since home
schoolers cannot participate in the program,
its benefits to competition in the on-line edu-
cation and educational materials markets
will also be somewhat circumscribed.

The design of Florida’s Opportunity
Scholarships program currently produces
even lower participation rates and lower
provider density. By limiting eligibility to stu-
dents in “failing” schools across the entire
state, the program does not ensure a critical
minimum level of competition in any loca-
tion. While the design of the Opportunity
Scholarships Plan was politically astute and
almost certainly advantageous in enabling its
passage, the limits on eligibility will have a
negative impact on its ability to promote
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competition between independent service
providers, and hence on its overall success.

It is noteworthy that the specter of being
classified as a failing school now looms large
in the minds of public school educators, and
has encouraged them to expand or change
their services. Still, the level of improvement
to be expected within the confines of the
state education system is modest when com-
pared with the benefits of a truly free and
competitive education market.

Most of the limitations described above
could be overcome through amendments to
the enabling statutes of the voucher pro-
grams, but some are likely to be persistent.
Including home schoolers in voucher pro-
grams, for example, is fraught with difficulty.
Critics would insist on strict regulation of par-
ticipating home schoolers, but they are well
known for their resistance to such regulation.
It is unlikely that any voucher law including
them could pass muster with both its critics
and home schoolers themselves. The ineligi-
bility of this group would of course have a neg-
ative effect on competition, by discouraging
the entry of a large category of possible service-
providers: namely, parents themselves.

V. The Profit Motive for 
Educators

The four factors thus far described: choice
and financial responsibility for parents, and
freedom and competition for schools, are
enough to prevent the worst educational
abuses, but they are not enough to promote
educational excellence on a long-term, wide-
spread basis. For that, it is necessary to intro-
duce the incentive of profit making.

The widespread absence of the profit
motive from the field of education has had a
dramatic stultifying effect. First, it has all but
eliminated the incentive structure needed to
overcome the risks of expansion, causing
even the most popular nonprofit private
schools to accumulate waiting lists of stu-
dents instead of expanding to meet growing
demand. This consistent failure to grow in

response to pent up demand is unheard of in
the for-profit sector, whether in education or
in other fields. From Barnes and Noble to
Starbucks, leading service providers and
retailers invariably open new locations wher-
ever and whenever a clear market for their
products and services exists. The same is true
in the for-profit education sector. Japan’s
Kumon network of tutoring schools current-
ly enrolls over 1,700,000 students in that
nation alone, and operates at 1,300 locations
in the United States and Canada and anoth-
er 273 in the United Kingdom. U.S.-based
Sylvan Learning Systems, another for-profit
supplemental education provider, operates
780 learning centers in the United States.
This rapid and effective dissemination of
popular educational services is unheard of in
the private nonprofit (and of course the pub-
lic) sector.

A second problem with the absence of the
profit motive in education is that it discourages
effective, results-oriented research and develop-
ment. Consider the following innovations:
radios, televisions, VCRs, and cell phones. What
these and most other innovations have in com-
mon is that they began as expensive luxuries
and became consumer goods affordable to the
average citizen. Just as the first high-definition
digital televisions will be priced beyond the
means of the average family, so too were the
first color televisions before them, and the first
black-and-white televisions before them. And
yet, by 1970, 95.3 percent of U.S. households
could afford, and did in fact own, a television
set. VCRs went from being a pricey plaything of
the wealthy in 1970 (in only 1.1 percent of U.S.
households) to being in four out of every five
homes in America by 1994. Cellular telephones,
which were initially sold for hundreds, some-
times thousands, of dollars, are now being
given away free, with users required only to pay
monthly service charges.51

The dissemination process for innova-
tions hinges on the ability of innovators to
recoup high research and development costs
with high initial prices. Competition then
drives prices down. What spurs this entire
process on is the prospect of earning profits.
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As economists Nathan Rosenberg and L.E.
Birdzell have written, 

The success of Western economies in
assimilating Western technology is
not a consequence of unregulated
markets alone but of markets in
which there are productive firms
that can gain much by commercializ-
ing new ideas more quickly than
their rivals can.52

Limiting the scope of for-profit education
therefore denies to children the benefits of
effective, results-oriented innovation.53

The Profit Motive under Tax Credits
There is nothing in the design of the

parental-choice or scholarship credits that
would interfere with education entrepre-
neurs making profits. While the scholarship
clearinghouses would themselves be non-
profit, there is no reason that this require-
ment would have to extend to the schools.

The Profit Motive under Vouchers
Vouchers, too, can allow for-profit educa-

tion service providers to flourish. Nevertheless,
it is likely that under both tax credits and
vouchers there will be attempts to exclude prof-
it-making schools, either by opponents of for-
profit education, such as the teachers’ unions,
or by associations of nonprofit schools seeking
to erect barriers to the spread of for-profit com-
petitors. The likelihood that such efforts will
succeed depends on the resistance of the pro-
grams to regulation, and tax credits seem to
have the advantage in that respect.

VI. Universal Access to
Good Schools

Based on the preceding discussion, educa-
tion tax credits have a significant advantage
over vouchers in their capacity to promote
direct financial responsibility for parents, one
of the most crucial ingredients in effective
education markets. Tax credits also have a

moderate advantage over vouchers in their
capacity to foster the other requirements for
successful education markets, thanks to their
greater resistance to regulatory encroachment.
Church/state entanglement and corruption
problems are also minimized under tax-credit
programs. What remains to be determined is
how effective vouchers and tax credits will be
at providing all families with access to the edu-
cational marketplaces they create.

Universal Access under Tax Credits
There is little question that a properly draft-

ed scholarship credit could raise enough fund-
ing to meet the needs of all low-income families
in a given state, assuming that the state has a
tax structure that makes credits possible.
Independent schools are considerably less
expensive than government schools (they cost
half as much, on average) and the scholarship
credit would have to raise only enough money
to subsidize the independent education of fam-
ilies below a predetermined income cutoff.
Consider that K-12 education currently makes
up roughly half of the average state’s total bud-
get, roughly one fifth of families might qualify
for scholarships based on financial need, and
the size of the scholarships would be valued at
something like one half of current per-pupil
public spending. This means that the scholar-
ship credit would have to raise the equivalent of
only 5 percent of a state’s current budget in
order to serve all eligible families.

The issue of middle-income families is
more complex. While the parental-choice
credit could be set at a maximum level that
would cover most or all of the average inde-
pendent school tuition, the average family’s
state tax burden might not reach that level.
This problem is exacerbated by the fact that
much of the current taxation for education
comes from local property taxes, particularly
in states with no income tax, making it more
difficult for parents to be credited against
their combined state and local tax liability.

While resolving the state vs. local tax issue
would not be an easy task in many states, mid-
dle-income families will enjoy some indirect
benefit from the scholarship credit, in addition
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to whatever credit they enjoy under the
parental-choice credit. This indirect benefit
stems from the fact that participation in the
scholarship credit will result in reduced state
education spending, because of the greater effi-
ciency of independent versus government-run
schools. As additional eligible families obtain
scholarships under the scholarship credit, there
will be fewer students for the public school sys-
tem to educate, and hence its budget can be
reduced accordingly.54 Since only low-income
families will qualify for scholarships under the
scholarship credit, only a small percentage of
them will have children already enrolled in pri-
vate schools before the start of the program.
The majority of those recipients will be moving
from the public sector to the private sector.

To recap, families at the lowest end of the
income distribution should be well provided
for by the credit, but careful planning will be
required to ensure that lower-middle-income
and middle-income families also benefit
appropriately from the combined effect of
the two tax-credit programs.

Universal Access under Vouchers
Vouchers, by their very nature, easily allow

sufficient funding to be provided to eligible
families. Under universal vouchers, since all
families would be equally provided for, the
universality of access issue is completely taken
care of. With targeted vouchers based on fam-
ily income, the situation is more problematic.
Families who earn modestly more than the
income cutoff would receive no funding
under targeted voucher programs, and thus
could have significant difficulty in affording
independent school tuition for their children.
Though the parental-choice credit is also
imperfect in providing for these families, it
does at least offer some financial relief, where-
as targeted voucher programs do not.

Conclusion

Not all market-inspired education reforms
are intrinsically or uniformly effective. They
can succeed only to the extent that they sup-

port the conditions for a thriving education
market and ensure that all families have access
to that market. Based on a comparative inter-
national and historical study of education
markets, the conditions for their success are:
choice and direct financial responsibility for
parents; and freedom, competition, and the
profit motive for educators. When evaluated
on these criteria, education tax credits repre-
sent the most promising policy option.

The single most important difference
between education credits and vouchers is
that tax credits do a better job of preserving
direct parental financial responsibility.
Parents who benefit from tax credits against
their own children’s educational expenses are
still directly paying for those expenses, and so
are encouraged to be more involved in and
more demanding of their children’s educa-
tion. Parents who have not paid for their chil-
dren’s education have historically been mar-
ginalized and disenfranchised, but private
scholarship programs offer a way of minimiz-
ing these problems, thanks to their use of co-
payments, parental time commitments, and
their local, personalized character.

The second most significant advantage of
tax-credit programs is that they avoid use of
public money. Since all the money involved
in these programs is privately and voluntari-
ly spent, issues of church-state entanglement
and necessary public oversight of public
spending are rendered moot. Because of the
greater resistance to regulation that follows
from the absence of state funding under tax-
credit programs, those programs do a better
job of protecting all the criteria for effective
markets from regulatory encroachment.

An effective education market is, of course,
of limited benefit if the neediest families are
denied access to it. Fortunately, both voucher
and tax-credit programs offer the prospect of
ensuring universal access to good schools.
Universal voucher programs would do the
best job of guaranteeing funding to all fami-
lies who need it, but they dramatically increase
the likelihood of government intervention in
voucher-redeeming schools, undermining the
essential requirements of market education

13

Participation in
the scholarship
credit will result
in reduced state
education spend-
ing, because of
the greater effi-
ciency of inde-
pendent versus
government-run
schools.



systems. After nearly 150 years of experience
with fully tax-funded state schools, we should
realize that generous spending levels are no
guarantee of quality educational services.
Targeted voucher programs would provide
funding to the poorest families, but would
leave middle- and lower-middle-income fami-
lies with a strong financial disincentive to
choose private schools. A program combining
the parental-choice and scholarship tax-cred-
its addresses the needs of all families, and
though its implementation may be problem-
atic in some states because of their tax codes, it
is far more conducive to the effective opera-
tion of market forces.

In short, there has yet to be devised a system
of financial assistance that perfectly fulfills the
goal of universal access while also meshing
flawlessly with the effective operation of a free
education market. Nevertheless, education tax
credits appear on the balance of evidence to
offer the best hope for bringing educational
excellence within reach of all families.
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