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Introduction

In January 1981, President Reagan’s first address to Congress in-
cluded a reference to his admimstration’s mterest in tuition tax credits.
Meanwhile, the coaliton that fought tor the Packwood-Moynihan
Tuition Tax Credit bill two years previously is preparing a new bill for
Congress. Equally interesting is the fact that the National Taxpayers
Union, which had been working for a constitutional referendum on 1ts
tax credit proposal in California, suddenly switched its efforts to the
District of Columbia. A Committee for hmproved Education there 1s
now in the process of introducing an initiatve for Educational Tuition
Tax Credits for a November 1981 election,

These facts alone call for a caretul evaluation of tuition tax credits
in general and an analysis of particutar proposals, ihcluding those
above —hence the present study.

Any assessment of tax credits for education in America wi.l depend
upon presumptions abourt family responsibility, judgements about the
relative effects on the poor compared wiih the rich, and assessments
of possible conflicts with the Gonstitution,

Consider the constitutional issue first. Views on this depend, it
seems, upon one’s opinion whether the Supreme Court’s deliberations
have yet been finalized. While one U.S. attorney general has offered
the formal opinion that the tuition tay credit for private elementary
and secondary schoaling is definitely unconstitutional, a past assistant
attorney general has, m contrast, advised that: .

1t 1s impossible, within the ume allocated, to describe with any com-
pleteness the utter contusion of Supreme Coust proneuncements 1n the

. church-state area. .1 urge vou, then, to approach this 1ssue as a ques-
tion of what “should be” rather than vainly seehing to deternune what
15" under The decision of the Court.!

Because there are so many different aspects of the tax ¢redit pro-
posal, it will be helpful to proceed step by step from simple to more
compley and reabstie illustrations. Such an exercise is intended gradu-
ally to illuminate the scene o that people may judge the normanive
1ssues (ot what should be) more clearly for themselves. There will then
remain the issue of posinve analysis (of what 15, and what probably

"Quoted 1r Daniel P Moviihan, * The Case tor Fuion Lax Credus.” P Detra happan
60, no 4 (December 197%)




will be). Its application will enable us to explore the actual chances of
tax credits succeeding in the real world regardless of any one individ-
ual’s persoral preferences.

’
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Models and Systems

Model 1

The first illustration or model is one of a democratic sommunity of
one thousand families, each containing one child of school age. Sup-
pose identical preferences (tastes) prevail and each and every family
enjoys an income of $20,000 per annum. Assume that there is no
government intervention in education as we hhow it today. Each ram-
ily spends, say, $1000 per year on private schooling of its choice so
that the roral expenditure on schoohing is $1 million. Government has
one major “public good” responsibility: defense. This is financed ex-
clusively from a proportionate income tax of 10 percent to cover the
total cost of defense of $2 million.

In this scenario, and to most people, there will apparently be no
question of the operation of any form of “tax credit” for education,
Yet, strange a, it may seem, there are some who would indeed view the
situation as a tax credit scheme, or, in terms of some recently created
terminology, as a tax expenditure scheme. . '

Their reasoning would be as follows. There are two basic ways in
which governments may utilize their revenue-raising powers. First
they canr use the funds collectively to purchase goods and services (like
defense). Second, governments can provide assistance, encourage-
ment or relief to private-sector activities through concessions in the
tax system. The government provides the assistance or relief by
foregoing tax revenues. This “act” of undertaking “tax expenditures,”
50 the argument goes, is cquivalent to making indirect expenditure
through the fiscal system.

The new term “tax expenditures” was coined by Assistant Treasury
Secretary Stanley S. Surrey in the late 1960s. He deduced that most of
the tax deductions, exctusions, exemptions, and credits are the equiva-
lent of public expenditures for the “recipients.” He insisted indeed that
they are so important as to be treated as public expenditures to be-
subjected to the same type of annual review by Congress and the Exec-
utive as conventional expenditures. Developing a “tax expenditure
budget,” Surrey estimated it to total between $42 and $45 billion for

3
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the fiscal year 1968. These amounts in other words, were the toregone
revenues of the government in that period.

Clearly the size of this budget depends on who s constructing it and
what he deems to be the extent of foregone government revenue. At
one limit the extremist mrght insist that the whole of the national in-
COME wits potential revenue tor governments and that any ot it that
was enjoyed privately by individuals was the result ot @ deuston by
governnient not 1o tax m the mnstances m question. 1t 1s m this sense
that the situation m our first model might be deseribed by the extrem-
ist as a tax credit scheme,

The tay expenditure coneept thus described has been enjoyimg a
floursshing life ever since Surrey's mtroduction of it Further test-
mony to the popularity of theidea is seen, tor instance, i the once ex-
pressed view of a previous Ways and Means Commuttee Charrman,
Wilbur Midls, that all tax concessions are a torm of backdoor spend-
ing.” Subsequently tax concessions have been called tavy subsidies.
And indeed they subsequently have been included in studhes ot tederal
subsidy” programs, -

Much of the tay expenditure thinking s retlected m the tas retorm
movenient that focuses upon a demand to “dose tay loopholes.™ So,
Jdearly the deaision to use the terminology of tax expenditure and the
urge o cdose toopholesas, 1o a large extent, a reflection of anindividu-
al's own pohtical plnlosophy and 1 15 not surprising that the subject
has given rise to considerable controversy .

Critics of the coneept Paul Craig Roberts and Richard E. Wagner®
have argued that a selt-interested government, ambitious tor turther
expansion, would use the language of tax expenditures as tay loop-
holes to create the impresston that the tay systent s biased 1 fay or of
certain groups. When the loopholes are dosed and the “fringe bene-
hits™ are successtully tased. these benetits are then discouraged trom
bemg prvately supplied. Simultancously, there s created a demand
that these same benetits be provided by government, Lapansion in the
share of mcome that s provided in-hind by gosernment will then
strengthen s powet s @ vis the governed.

So much tor our firsg application of the tax expenditures (tay cred-
1s) phulosophy to our model ot a community ot 1000 tanuties with ity
speaal assumpuons, Although it has been an extieme case, the exer-
cise has been usetui because, on retlection, it reveals a vision of suciely
that s incompatible with the kind ol democracy set up, under the
Amencan Constitution. For, 1t alt of the nattonal income was o be
deemed by the government to be in common ownership, then the First
Amendment that dearees no awd to rehigion would be academnc, Any

Paul Craig Robarts and Richard B Waener, The Tay Rutorm Fraud, Policy Review
No 9 Summer 1979
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appearance of 1eligious education would immediately be condemned
as infringing the Constitution. The complaint would be that it was fi-
nanced by money that “belonged 10" the public sector. The situation
would thus automatically be interpreted as aid to religion. The Separa-
tion Clause in the First Amendment would then, in effect, be a “wail
of exclusion,” not a wall of mere “separation.”

Curiously enough, the deliberations of the Supreme Court in recent
years have come perilously close to expressing the language in such
loose terms that would suggest a presumption that government does
“own all income.” From the tone of the Supreme Court’s verdicts one
often gets a judicial view of the stawe as an entity that js independent of
the individuals in society and one that enjoys a tax-finance income
(called “public funds™) that is equally detatched or “disembodied.”

Consider for instance the argument of the Court in the Nyquust de-
cision of 1973. It struck down New York’s planned system of tax ex-
emptions because

In practical terms there would appear 20 be little difference for purposes of de-
termining whether such aid has the effect of advancing rehgion, between the
tax benefit allowed here and the twition grant ... The only difference is that
one parent receives an actual cash payment while the other is allowed 10 reduce
by ar arbitrary amount the sum he would otherwise be obliged to pay over to

he State.” -

There is a tacit belief in the above quotation that the Court knows pre-
cisely what proportion is so owned, or commandeered, and it is not
clear that it is anything less than 100 percent. The last sentence in the
quotation simply refers to the sum that the individual would “other-
wise be obliged to pay over to'the State.” The Court clearly has no au-
thority to make such a statement. In a democracy the pattern of tax
obligations to the State is decided by voters; there is no mechanical
way of predicting the outcome of that decision, and tax obligations
can be allowed by democratic governments to vary over time between
groups in a way that no court can have advance knowledge.

Model 2

Our second elementary model is obtained by one simple adjustment
to the first. Suppose now that only cne half of the population of one
thousand families have children (i.e., two children cach). Assume,
too, that the proportional tax rate is now i5 percent but there is a stan-
dard tax deduction per dependent child of school age ot $1000. Recall-
ing that incomes are $20,000 per annum, this means that S00 tanulies
without children will pay $3000 each in tax and 500 with children wiil
pay $1000 cach. The total tax proceeds still are $2 million to provide
for the same size defense budget as before.

The $2000 deduction per child is made available to secure what is

Yoy
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thought to be horizontal equity between taxpayers. Those with family
responsibilities to feed, clothe and educate children are thus charged a
lower tax price for the government service (defense}, while others face
a correspondingly higher tax price. There is no meaning to the propo-
sition that the child allowances are tax expenditures in the sense of
government revenues foregone. Since the government obtains the
same total revenue of $2 million for defense, the change from Model
1 to Model 2 involves no foregone revenue to meet its (fined) obliga-
tions. Al that has hapoened is a change in relative “tax prices” facing
different groups of citizens. And insofar as a family spends some por-
tion of the $2000 on its child’s education it cannot be claimed that this
is a kind of tax credit that is equivalent to “aid from the state.” Neither
does the money come trom some entity called “public funds”; for at
no point did it enter into the gosernment’s financial citeuit cither i re-
ality or conceptually.

Model 3

In our third model we relay the assumption of equal mcomes but
maintain the condition of equal (hemogencous) preferences. 1f the
government maintains the view that “tex prices” for the government
service (defense) should be inversely related to responsiblities to de-
pendents, it may be able to make its system of tax deductions so flexi-
ble and adaptable to individual family circumstances that there will be
no requirement for special “in kind” policies.

Where the pressure on the lowest income familics with children is
particularly severe, the precise cause of the financial difficulty will be
relevant for further government action. It may be that incomes hap-
pen to be low because the parent is young and at the earliest stage of a
life cycle of income that 15 expected to grow through time. With per-
fect capital markets he could borrow by pledging his future (higher)
income. Where capital markets are imperfect a government could con-
sider a system ot lower taves now to be compersated by correspond-
ingly Ligher ones n the tuture. Tax credirs could then be given in the
present, but only on the understanding that .ax debits would offset
them in the tuture.

In some circumstances the tax credits could be below zero, as in the
case of the adoption of the negative income tav. Instead of paying
taxes the family would then recenve tunds (negative taxes) from the
government, so [ong as 1t was carning below some stipulated sum.

1t may be objected thet once the rules are so designed many individ-
uals will take untair advantage of them. Some families, for instance,
may devote their negative income :aves disproportionately to non-
child expenditures. Others may have more children than origi.ally
planned because of the reduced cost ot child-rearing. Notice, how-

1/\4
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ever, that the latter “moral hazard” problem (as it is called) is common
to any system of “pro-child” tegislation. Sometimes there may be, as in
the Canadian province of Quebec today, a deliberate political inten-
tion to encourage population growth,

With respect to the first moral hazard problem of insufficient ex-
penditure by parents on the child, this is less serious in our model be-
cause we have assumed that tastes are the same across individuals, and
only incomes vary. But at the same time society can still rely on child
abuse laws to deal with any hard cases. And this is the method largely
relied upon currently with respect to the feeding and clothing of
children. .

Observe once more that although some families in the model areen-
Joying tax credits and deductions, there is no assumption that their
private child-service expenditures are financed by “public funds.”
Parents receiving tax credits might purchase education from church
schools. But there can be no infringement of “First Amendment
Laws™ any more than when they purchase food or clothes from church-
sponsored organizations.

So far nothing has appeared that can be called an “education
policy” —any more than there can be a child feeding, clothing, or
housing policy. Education has not been made “free.” And, indeed, in-
sofar as any argument is made in favor of “free” education it is diffi-
cult to see why it should not be joined with a policy of “free” food,
clothing, and housing of children.

Model 4. e

In our fourth model we drop the assumption that people and their
tastes are similar and assume that our population is very mixed in
terms of ethnic origin, “classes,” and aspiration. Some may now argue
that it is desirable that the student population in each school should be
reasonably representative of the individuals in the community, Others
may take the contrary position that plurality and diversity are the
most worthwhile social objectives,

If the upholders of the first view predominate, the question arises as
to the most appropriate public policy. If there is a “FirstAmendment
Law” one problem immediately asserts itself. Such law precludes
government action that prohibits religion. Those who insist on the
greatest population “mix” in schools would presumably wish them to
contain representative proportions of Catholics, Protestants, and
cther denominations. But since this could hardly be done without
severely emasculating the nature of church schooling as it normally ex-
ists, there would be serious danger of “prohibiting religion” to a signif-
icant degree.

Suppose that despite this problem an “education policy” appears for

FE




the first time*and with the intention of promoting a more homogene-
ous population. One method is decided upon to attempt to achieve the
desired objective. It is to provide equal access public schools and a
“free” education in these institutions only.
| " There is one major problem. It stems from the tact that the innova-
tion presents church school tamilies, as well as others, with a new op-
portunity: the service of schooling tree of charge at the public school.
In deciding whether to continue to send his child to the church school
_at the same positive price (tuition), the parent now has to realize that if
he does continue as-before he foregoes the new opportunity oi a “free”
| schooling. In economics the “foregoing ot an opportunity” is the very
‘, essence of cost: and, indeed, economists generally speak of “oppor-
tunity costs.” But since the new situation has confronted the denomi-
national porent with a cost, the effect is to prohibit religion, at least in
; degree, and this is unconstitutional.
|
|

It should be remembered that the new scheme of “free” public
schools will call for increased taxes on al/l familics, including those
who support religious schools. They now have to pay twice when they”
continue to sclect their customary church school: once for their own
school and once, through taxes, for the public system. Only if such
private school users were excluded from the tax contributions to the
“free” public sehooling would the infringement of the First Amend-
ment be avoided. ’
| A tax credit to private school users to offset the disadvantage might
1 be a more practical method of accomplishing the same thing. But, as

we have seen, legal opinion is divided on whether the Supreme Court

would countenance such an arrangement. One of the difticulties is

that the tax credits would go oniy to one section of society (others hay-

1 ing offsetting “free” public school advantages). The benefiting section

} - of society will be largely users of church schools and this might give

the appearance of aud to religion even though, in fact, it is only an off-
set to a government-induced prohibinion of religion.

The social objective of pursuing a more homogeneous society is in
most democracies not likely to be completely absolute and unyielding.
If the objective was absolute, the most direct way of accomplishing it
would be to completely outlaw private schools. The fact that this solu-

,Hon is irreconcilable with the American Constitution was endorsed
when the Supreme Court frustrated it in Prerce v. Society of Sisters®
over a half a century ago. Even in the absence of this famous case it is
doubtful whether majorities could’ ever exercise sufficient political
power to make private schooling illegal. Minorities, especially sub-
stantial ones such as Catholics, always have some political influence,
especially where vote trading i< feasible. But, in any case, to the aver-

DROL & S80 (1925)
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age{median) voter the precise trade-oft between the two objectives of
population homogeneity (the "melting pot” philosophy) and pluralits -
plus-diversity is likely to be a constantly shitting one. Only by ci)‘gpci-
dence will the balance of preferences call for exactly 100 perdent
subsidy for public schools (i.c. “free” schooling).

Model 5

-Suppose then that in our fifth model the median voter calls for a
subsidy ot 66 percent of the costs of public schooling and the oppor-
timty costs imposed on church school parents are a consequence of
the political weight of the majority. The judiciary meanwhile is urwill-
ing to obstruct the policy. This would mean that “free” cducation
would be abolished since users of public schiools would have to pay
tuition equal to one third of the total cost per child. In this case those
who continued to use church schools would still “pay twice” but the
opportunity cost of foregoing the subsidized public school would not
be so high as when access to it was free (6631 percent compared with
100 percent subsidy). .

This scenario is clearly a compromise between Models 3 and 4. And,
in the former, tax credits prevailed without any shadow of infringe-
ment of the Constitution. So, in the present model, society could with
impunity have a system of tax credits corresponding to the sum re-

“quired for one third of the public education cost per child. For in this

case, unlike Model 4, tax credits would be universally “spent™ by pub-
lic school users as well as by private school users. and in identical dol-
lar amounts. The finding is then that tax credits are unambiguously
feasible so long as parents in public schools have to pay some direct
costs such as tuition. This point will be shown later to be a crucial fac-
tor in the debate. It foliows, meanwhile, that advocates of tax credits
should simultaneously favor positive prices in public schools; or, al-
ternatively expressed: less than 100 percent subsidies.
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Historical Ré!evance of the Models

So far we have been studying models of society that have been
deliberately designed to be consistent with consciously adopted social
objectives. In other words, we have been studying “what ought to be,”
given certain generally accepted values. It is now time to approach the
question of tax credits from the point of view of posifive economic
analysis. This focuses upon descriptive statements, propositions, and
prediction$ about the real world. For instance, an economic model
may predict that the price of timber will increase 10 cents a pound if
incomes per head rise by 10 percent. Positive economics “predicts” in
this same sense. It is concerned with postulating what will happen un-
der given circumstances. Unlike normative economics it says nothing
about whether the results are 500d or bad or about what we should do.

Public Choice Predictions

It will next be helpful 1o apply what has come to be called public
choice analysis. Public choice is a study of non-market decision-tnak-
ing, or the application of economics to political science.* The subject
matter is the same as that of political science and includes the theory
of the state, voting rules, voter behavior, party politics, and bureau-
cracy. The methodology, however, is that of economiics, the assumed
basic behavioral postulate being that man is an egoistic, rational,.util-
ity maximizer.

Public choice analysis does not begin with pre-conceived notions of
an tconomy governed by philosopher-kings who are to achieve “social
optimality” by way, for instance, of the “perfectly designed” models
explored in the preceding section. It starts with thé realistic recogni-
tion that governments, for some not particularly obvious reason, have
taken over the supply of schooling in the real world even though edu-
cation can be technically described in economics as being largely a pri-
vate good, that is, a good which is pursued primarily for private
(family) as distinct from social (public) benefit.

Once within the enclave of government supply, the publi¢ choice

‘Dennis (: Mucller, Pubhic Chowce (Cambridge: Cambridge Unnversity Press, 1979),
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analyst of education must focus, among other things, upon the eco-
nomics of the public bureaucracy and the special interest group that
~supplies education generally. The latter, of course, comprises teachers
and administrators, both of whom are represented by powerful
unicns.

But positive'economics is also concerned initially with accurate fact,
description, and history. It is necessary, therefore, first to enquire
how realistic the models in the previous section are as statements of
the real world historical evolution of educational supply.

The Origin of the New York Public School System

The first model outlined in the previous chapter was of a society of
equals purchasing education privately. It abstracted from historical
reality mainly in its assumption of equal incomes. But once we drop
this assumption we are left with a model that does, in fact, roughly
correspond to the real world at one point in U.S. history immediately
prior to government intervention.

In those days it was typical for most American families to purchase
cducation privately at positive tuition charges. This is a subject on
which there is often considerable obscurity and ignorance. Many peo-
ple tend to believe, for instance, that before the goyvernment-provided
system of education, schooling for the masses did not exist. This is un-
true. To show why we shall briefly examine the 19th century evidence
of one state, New York, especially since its experience seems to have
been fairly typical of others at the time.*

Commissioners were first appointed to consider the establishment
and organization of Common Schoois in New York State in 1811. To
justify such schools it was necessary to establish in what respects the
people were not already sccuring sufficient education for their chil-
dren. The Commissioners found that schooling was indeed already
widespread. They concluded that it was “generally resorted to, unless
some great local impediments mterfere.” By “local impediments” the
Commissioners largely meant obstacles to th: minority of the popula-
tion that was thinly scattered in rural areas.

In populous oities, and the parts of the country thickly settled, schools

are generally established by individual exertion. In these cases, the
nicans of éducation are facilitated, as the expenses of schools are di-

vided among a great many. It is in the remote and thinly populated parts’
of the State, where the inhabitants are scatiered over a large extent, that

education stands greatly s need of encouragement. (my italics)

‘ The tollowsng section drass heavily upon m_?'nmdc “Fhe Pohiical | eonomy of Pub
e School egnlation,” Jowrnat of Law and Leonomis, Ocvober 1967, seprinted as
Studies 1y Fducation No. 3, Inshitute tor Humane Studies, 1977

"Randall. Hetory of the Camman Schaot Svsiem of the State of Sew York (1871,
p I8
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The situation was thus presented in the same terms as those later to
be used in England by W. E. Forster, the architect of the 1870 English
Education Act; it was largely a problem, to use Forster’s words, of
“filling up the gaps” in the nearly universal svstem of fec f)aying pri-
vate schooling for all classes. -

The New York Report of 1811, having stressed the plight of the
rural arcas, leads the reader to expect special attention to be paid to
them in the general scheme of intervention. No such priority subse-
quently appeared, however. The main features of the plan suggested
by the Commissioners were: that the several towns of the state be di-
vided into school districts by the Commissioners elected by the citizens
to vote for town offices; that three trustees be elected in each district.
to whom shall be confined the care and superintendence of the schools
to be established therein; that the interest of the school fund be di-
vided among the different counties and towns, according not to the
distribution, but to the size of their respective populations as ascer-
tained by the current census of the United States.

Thus, in place of discrimination in favor of poor and thinly popu-

lated districts, which was the only relevant remaining need according .

to the evidence, a flat equality of treatment was decreed for alf areas.
Each town, at its own discretion, was to raise by tax, annually, as

" much money as it received from the Common School Fund.

One important feature in the early Common Schools that is often
forgotten is that they did notoreceive 100 percent subsidies. That is,
they were not “free.” For this reason the situation in New York be-

- tween 1812 and 1867 parallels that sketched out in our Model number

5 in the last chapter.

Pointing out that the public money alone would never be adequate
to maintain the Common Schools, the Commissioners of-1811 ob-
served:

-

Eat it is hardly to be imagined that the Legislature intended that the

State should support the whole expense of so great an establishment.

The object of the 1.egislature, as understood by the Commissioners, was
" 10 rouse the public attention to the important subject of education by

adopting a system of Common Schools in the expense of which the State

would largely participate, to bring instruction within the reach and

means of the humblest citizen.”

Even with the addition of the r.venues from the town taxes there
were far from suff” ient funds to cover expenses. The substantial bal-
ance was presented as tuition charges in the form of so-called rate bills
to the parents. They were required in fact to pay in proportion to the
attendance of their children, These parental charges were quite signifi-

-

“Randall, p. 21
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cant. In 1830, for instance, paremal'fees contributed $346,807 toward
the totdl sum for teachers’ wages of $586,520.
" On the quantity of education.the Report of Superintendents for

1836 asserted:
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Under any view of the subject, it is reasonable to believe, that in the
Common Schools, private schools and dCademies, the number of chil-
dren actually receiving instruction is equal to the whole number batween
5 and 16 years of age.*

The fact that.early 19th century education in America could contin-
ue to'be universal without being free, and without compulsion, seems
then to have been readily acknowledged at the time. And there is no
systematic evidence to show that average parents, as distinct from
public school teachers and administrators, preferred the method of
paying for schooling through increased taxes to that of the direct pay-
ment of tuition through rate bills. Private schools in this period, as to-
day, amounted to around 10 percent of the total school population.
As in our Model S, therefore, it would have been appropriate, and
constitutional, to allow tax credits that covered both private school
and common school fees. There could have been no question then of
any discrimination in favor of religious (private) schools.

The Origin of “Free” Schooling

So much for the description of events in New York in the 19th cen-
tury. The task of positive economics is next to explain the gradual
medification of the Common School system there from 1867 to the
present, a modification that grafted on to the system two important
new features: () 100 percent subsidies (“*free” education), {b) compul-
sion.

First consider the simplest proposition in the economics of politics.
We start with the postulate that every government secks to maximize
political support and accordingly seeks t_o' be constantly informed
about the wishes of the majority of voters. Second, in the real world,
the existence of uncertainty creates barriers to communication. On the
one hand it is costly for government to keep consiantly in touch with
voters; onthe other hand, the electorate is not fully aware of all the is-
sues. Such a situation is fas orable to the emergence of special interest
groups claiming that they are the representatives of the popular will.
Frupaganda put out by them will serve to create real public opinion at
the same time that it attempts to persuade the government of the exis-
tence of such opinion.

Producing political influence 15 a2 partu.ularl) costly operation and
the costs will be assumed mainly by those who <t nd to gain most from

*1836 Annual Report New York's Supeninendent of Common Schools 8
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it. For instance, those ifdividuals who work in a service that is pro-
vided by government c4n, especially through their unions, afford to
bring greater-than-averjge influence to bear upon government policy
since their incomes will{be particularly responsive to it.

In contrast, the consumers, having interests that are spread over
many products and servjce$, cannot so easily afford to buy influence
over the supply of only|one of them. In particular, they will not be
able to afford the information necessary to evaluate the full implica-
tions of government polity such as, for example, the true incidence of
taxation necessary to pay| for “free” services or the eventual effects of
“free” service upon cons

Itis merely an extension of these observations to suggest that teach-
ers, through their unions oY associations, will promptly be energetic in
the political arena whenevkr the political process suddenly provides
one of the easiest routes toleconomic gain. It so happens that in the
late 1840s the New York teathers and adininistrators of education be-
came the leading instigators\of the campaign to abolish_the rate bills
and make education “free.”

. Like most other individual} in society, teachers will tend to attempt

to miake 2 monopoly of their profession whenever the opportunity
arises. The benefits of monopaly are higher salaries and/or a reduc-
tion of effort on the jeb. Where parents pay direct fees or rate bills
this money goes with ruem whenever they decide to transfer their child
from a Common School to a private one. It is this force of competi-
tion that makes suppliers of education attentive to parental prefer-
ences. The moment such competition ceases the relative power of
parents declines dramatically.

Where, for instance, the fees are zero, then the decision to transfer a
child to a privatie school does not automatically transf.r funds."More-
over, where a public.system is selling its service free, it is difficult, if
not impossible, for a private system to survive. This means.that there
are usually very few- alternatives for parents to choose, so that they
tend to become locked into a zero-priced public system which becames
a monopoly, the benefits of which accrue to the supply interests such
as teachers and administ‘rators.

A simple extension of the same rcasoping'suggcsts that, once it is
behind them, the teachers’ and administrators’ unions will attenipt to
conceal the historical fact of a once universal fee paying system for all
income groups. Furthermore, they will be at the forefront of any mod-
crn attempts to return to direct fee paying.

Self-interest would have dictated to the Common School employees.
and organizers that the best course in the 1830s and 1840s was to cam-
paign for a 100 percent subsidized, thai is, a “free” school system, in
order that the last traces of customer discretion be removed. Teachers




in private schools stuod to lose whenever the contest was transferred *
to the political arena since they were in a minority in the profession as
a whole. Moreover, the public school teachers had allies in the form of
the growing body ot administrative personnel that had a direct interest
in the expansion of public school districts.

In historical fact, organized teachers in the 1840s were the chief
campaign leaders in the movement to abolish the rate bills and to
make education *free.” All kinds of expedient arguments were
enlisted. And it was at this time that a new note appeared in the .
controversy. It was now contended tnat the purpose of public school- ) -
ing was not just to ensure an acquisition of literacy and knowledge but |
also to encourage a more homogeneous population—the argument |
that we investigated above when discussing our Model number 4 in ‘
Chapter 2. One of the first examples ot it was the proposition that the 1
children of the rich need to be integrated with those of the poor. This
is the way the bureaucracy and the organized teachers expressed it: 4

It all the schools of every grade that the Siate to any exient supports

. were associated in onie homogeneous system, and the appropriations of
the Staie were confined to that system as heretofore reccommended by
this Department, and as repeatedly urged by the State Teachers® Associ-
ation, there would be no ground for conflict,”

The rate bills (fees) were finally abolished with the passing of the
Free Schools Act of 1867. This led, predictably, to a check in the
growth of education in private schools. Indeed by 1870 the Superin-
tendent of one county could observe with satisfaction:

Private schools, always exerting, to a greater or lesser extent, a deleteri-
ous influence on Public schools, do not flourish under the operation of
the free school sysiem.

The Origin of Compulsory Schooling
" There remained one area of discretion for the customars of educa-
tion; they still possessed the freedom to restrict their consumption.
They could remove their children from school at an earlier age than in
those areas where better quality teaching existed and send them to
places of employment where on-the-job training and education was
provided.
' Again the economic theory of politics can predict the responses of
the school suppliers in such circumstances. Especially since public
money was distributed to the schools, and thereby to the incomes of
teachers and admunistrators, in prop6rtion to the numbers n atten-
dance, we can eaaly “predict” the kind of agitation that would next
have been undertahen. The income maximizing teachers, managers,

“Nmeteenth Annual Report N Y Supt Pub Instruction 1 (1873)
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and other officials, especially those of average or less than average
ability, would have sponsored a campaign tor an education that was
compulsory by statute. ;

The historical evidence 1s, in fact, compatible with such “pre-
digtion.” Serious agitation for compulsory attendance built up very
soon after the success of the free school cafpaign ot 1867. The pres-
sure by the Teachers® Associations for compulsory laws, following the
victory in 1867 of their free school campaign, was soon rewarded. The
Compulsory Education Act was passed in 1874, The final link in the
process of monopolizing had now Seen firmly secured in the education
of ali children. Compulsory payment and compulsory consumption
had become mutually strengthening monopoly bonds and the pattern
of schooling for the newt century had been firmly set.

Prompted then, not so much by abstract welfare theorems as-by
motives of selt-interesy, 1t is hikely that those engaged in the initiation
of a common school system to augmenl a private one will soon give
reasons why the former should repluce or supersede the latter. The ac-
ceptance of particular instruments of public intervention theretore,
need not spring from logical demonstrations of normatis ely ideal and
logical arrangements. 1t can alvo spring tromn (and is much more likely
to do <o) the successful salesmanship of those already emploved in
government undertakings.
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Current Relevance

We can now continue the analysis by applying it to the present set-
ting of the modern proposals for the establishment of tax credits. The
same proposition from the economics of politics outlined above can
help us predict who the opponents will be. Because the proposals can
be expected to promote more competition from private schools, and
since, as we have seen, the case for tax credits is str~ngest where posi-
tive prices are charged to public school users, the monopoly gains to
the public suppliers of education enjoyed for over a century ,will be-
come seriously threatened. .

Consider then the serious proposal for tax credits for primary and
secondary schooling put forward in the Packwood-Moynihan propos-
als of 1978, proposals that eventually suffered a narrow defeat.' The
prediction of the 2conomics of politics is supported by the record of
the organizations that came out in strong opposition. Table 1 illus-
trates some of them..

Since the theory predicts that monopoly and bureaucracy will in-
creasingly control education and increase its costs, it can be tested by
an appeal to the evidence. Some relevant recent facts are as follows:
from the school year 1971 to 1972, the total professional staff in the
U.S. public schools went up 8 percent while the money cost of educa-
tion increased by 68 percent (or 21. percent allowing for inflation). But
while inputs thus increased, “outputs” decreased. The number of stu-
dents feil by 4 percent, as did the number of schools. As shown in
Graph 1 the educational testing ‘scores of all kinds (S.A.T., College
Board Examinations and Short Common Tests) showed declining stu-
dent performance. It will be seen from the graph that the downward
trend in the S.A.T. scores has beca continuing right down to the latest
réported figures (for 1980). The average verbal score, which dropped
two points to 427 in 1979, fell to 424 in 1980. Over the same period the
average mathematical score, which dropped one point to 467 in 1979,

'For details of this scheme see E. G, West. “Turtion Tax Credi Poposals: An Eeo.
nomic Assessment of the 1978 Packwood/Moynihan Bill,” Policy Review No. 3, Win.
ier 1978. We shall make a detailed analysis of the P/M plan in Chapter 5 below.

~
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Table 1 -

Organizations Officially Opposed to the 1978 Tax Credit Proposal

Thc Amcman Assouauon of Collcgcs for Tcac.hcr !:dugatlon
American Federation of Teachers. AFL-CIO

The American Assocation of School Administrators

The American Federation of State, County and Municipal Employees
Council of Chief State Schoo! Offices

Council of Great City Schools

The Nationa! Association of Elementary School Principals

The National Association of Secondary Schoo! Principals

The National Association of State Boards of Education

The National Schoo! Boards Association

=

450

440

430

420

52

—— e — ‘—"4—7‘8\\\ Mathematical

Graph 1
SAT Scores, 1952 to 1980
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fell by another point to 466 in 1980, despite the fact that students took
more math courses than ever before. A perfect score on each test is

'800.

In 1977, a special panel established by the College Board to investi-
gate the causes of the downward trend, reported that, among other
things, lower teaching standards were a significant factor.

Some evidence is available, meanwhile, that might well be relevant
to the question whether increased bureaucracy causes the increases in
education costs‘réportcd above. Forthe years where data are available
(1968-6Y to 1973-74), while the student population increased 1 per-
cent and teachers 15 percent, the increase in supervisors-was 44 pergent.

The strong tendency to centralization is shown in the 17 vercent
decline in the number of school districts between 1971 and 1978, a de-
velopment that is known as “consolidation.” Administrators usually
urge consolidation on the grounds that important economies of scale

“can be gained. Yet several studies report that such economies are not

reached beyond a relatively small size. One of the important costs of
consolidation, meanwhile, is that parents as voters are less able to ar-
ticulate their preferences and have them respected because both
“voice” and “exit” (1o neighboring school districts) are considerably
weakened,

There is in addition séme evidence that private schools, on average,
are able to provide educationrequal or superior to that provided by the
public schools but.af a lower cost. One recent study shows that in the
late 1970s in Manhattan the annual per pupil cost was $2,647 in public
schools but only $462 in Catholic schools." Other evidence on this
subject will be discussed systematically in Chapter 4 below.

The* prediction, from the economics of politics, that organized
union spokesmen will encourage their own view of the history of
schooling, is supported by declarations made by Mr. Gus Tylor, assis-
tant president of the ILGWU in 1979. Because of the “threat” of
vouchers for education, he warned, that “The American system of
universal, free public school education, now about 150 years old in
this country, is in deep danger.™* At least one part of this statement is
incorrect. As we have shown, New York, which was not untypical of
other states, did not introduce “free” public school education until
about 50 years after the schools were first established. The word “uni-
versal” in Tylor’s remark, moreover, is erroneous, at least for the first
50 years of public school establishment.

Tylor also insisted that “one of the main purposes (of establishing

""Robert G. Hoyt, "Learmng a Lesson from the Catholie Schools.” Aew. York
Mugazine, Seprember 12, 1977,
Gy Tylor, “Playgrounds tor Promotion and Prejadice,” New York Tomes, October 7,
1979. Tylor wats guest colamnnst tor Albert Shanker, President of U.F. T,
»~




ERIC

Aruitoxt provided by Eic:

Common Schools) was to create a common ground where children of
different classes, religions, and ethnic communities could meet. The
school was to be a sort of social cement.™* This belief seems to be
widespread. James Coleman, for instance, similarly belicves that
“American public education was, from its beginning, a single svstem,
founded on theideology of a single ‘common school’ to which children
of all «conomiic levels and all groups would be sent.™* In fact huge
numbers of imniigrants in the 19th century went through parochial
schools. Furthermore, the half-million “free persons of color™ in the
United States before the Civil War were, in most cases, not even per-
mitted in the public schools or the private schools, often under penalty
of law.!*

We have seen, in any case, that there is no evidence that the “objec-
iive” of a homogencous schooling was the spontancous demand of the
people. It was one that had to be sold to the public by special interest
groups. Interestingly enough, the particular instance of it in the orga-
nized teachers’ argument that we quoted above was a demand for the
almost coercive inclusion into the public schools, not of the children
of “people of color,” but of the children of the rich. The implications
for the public school teachers” own incomes are obvious.

The warning that the introduction of tax credits for education in the
1980s will undo the “social cement™ that the public schools have sup-
posedly accomplished is employed very frequently by opponents. It
has recently been repeated, for instance, by Albert Shanhet, the Presi-
dent of the United Federation of Teachers.™ Apparently championing
an announcement by the IRS that it intended to “review™” the tax exempt
status of those private schools that do not have the required propor-
tion of blacks. Shanker seens to assume that the public school system
is without “blemish”™ in this regard.

But when examining the record of different school systems on social
integration, the independent school should be evaluated against the
social and income norm for the major users in cach area. One question
is, for instance, whether wealthier children in independent schools are
more racially isolated than wealthier children in public schools. In the
suburban areas of New York there is on average not more than 2 per-
cent minority enrollments in public schools and the proportion of low
income children attending iy also tiny. Meanwhile the 44 private
schools in New York City that are members of the National Associa-

"o, -

Hhames Coleman, e af . Parengs, Teachers and Cluldren e Prispects for Clowe m
bertcan Leducation (San Franaiseo, Institute tor Costemporary Studies, 39773, p. 2

U tnomas Sowell i Coleman, op wt L p 166 Sowell adds. someallv. that more than
hall ot thw samie papulation group Was hicrate by 1850

1*Albert Shanker. "!'mhhnhhn Tax Credit Seekers to Pander,” Sew York Tones, Sep-
tember 31,1979
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tion of Independent Schools were found, in a recent survey, to have a
minority enrollment of twice the national average."’

Table 2 presents some information on the relative intake of minor-
ity groups into public and private schools. It shows that in California,
the very place where important constitutional initiatives are under way
in 1981 to establish vouchers and tax credits, the percentage of minori-
ties in private schools, 22.19%, is not much different than that in pub-
lic schools: 27.3%. Such figures challenge the widespread view, recently
expressed by Senator Ernest F. Hollings, that it is wrong to relieve the
financial pressure on independent schools because they are typically
selective and simply serve those families who are fleeing from the
inner-city, integrated school. “The public school, in contrast,” Hol-
lings argued, “must take all comers—regardless of background, re-
gardless of special problem.""*®

Table 2

Minority group enroliment as a percent of total elementary and secondary
enroliment in public and nonpubtic schools, by region and State:
United States, 1970-71

PERCENT MINORITY

Region and State In public schools* |l; non-public schools

Total U.S. 20.9 T X I
NEW ENGLAND 8.8 3.8
Connecticur | 12,2 8.9
Mame ., 8 1.1
Massachusetts . 8.0 29
New Hampshire , 8 1.4
Rhode Island 4.9 2.4
Vermont . 4 1.3
MIDEAST | . 220 9.8
Delaware | . 213 5.6
District of Columbia 96.5 43.9
Maryland .. 24.9 7.8
New Jersey . 20.0 78
New York . 25.3 12.3
Pennsylvama . 12.6 5.7

GREAT LAKES . 14.7 7.3 .
Hhnaos . . 220 12.0
Indiina 10.3 8.7
Michigan 15.1 8.3
Oho 13.0 8.0
Wisconsn , 8.0 22
PLAINS 7.3 4.3
fowa 2.2 1.2

P Thomas Vitulio-Marin “New York Cuty’s Interest in Retorm o‘fﬂTia; Trcalmcnl of
School Expenses,™ Cuy Almanac 13, No. 4 (December 1978).

"Ernest I Hollings, “Ehe Case against Turtion Tax Credits.” Phi Delta Kappan, De-
cember 1978,
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— - . Table 2 (Continued)
Minority group enroliment as a percent of total clementary and secondary
enrollment in public and nonpublic schools, by region and State:
United States, 1970-71

. 7 PERCENT MINORITY

Kegion and State In public schools* In non-public schools
Kansas ..... e e e . 8.8 6.6
Minnesota .. .. . . . 28 1.8

{ Missouri .... ......... .. 151« 733 -
- Nebraska ...... 7.0 33
North Dakota .. C e 2.0 2.1
South Dakota. .. ..... . 57 19.6
SOUTHEAST , .. - 29.2 1.6
Alabama.. ...... 343 17.7
Arkansas ... ., . 20.1 13.8
Florida .... . e e 27.9 17.3
Georgia.... ".... 33.8 10.3
Kentucky ... . 9.3 1.7
Louisiana . .. . . 41.0 10.4
Mississippi .. . .. .. . ‘ 51.0 5.7
North Carolina . .. 30.7 . 121
SouthCarolina . . ..., 31.2 2.0
Tennessee . . .. . 21.2 83
Virginia ........... . . 24.7 6.2
West Virginia. . . . 4.9 28
N SOUTHWEST. ... AN RE X1 30.3
’ Arizona .. ..., . 28.8 255
New Mexico . . 48.1 . 66.7
Oklahoma . . e 18.0 12.5
Texas . . .. 379 30.0
ROCKY MOUNTAINS 1.7 15.7
Colorado ... . 18.8 19.2
ldaho .. . . . . 4.4 5.4
Montana. .. . 7.3 1.1
Utah ,........ . . 8.2 11.6
Wyoming .. . ... . 8.9 2.0
FAR WEST C 22.8 20.5
Alaska... .. .. ... . 17.8 43.1
Cahfprnia, .. . . . 27.3 2.1
Hawan ..... . NA 51.3
Nevada . . . e 14.3 h 9.0
Oregon ... . . 4.5 3.7
Washington . . 7.0 5.8

*Sources: I)epanmcm of Health, Education, and Welfare, Office of (ml Rights,
Drrectory of Public Elementary and Secondary Schiools i Selected Districts: Enroll-
ment and Staff by Racial Ethme Group, Fall 1970. NCES,. Staristics of Nonpubhic Ele-
mentary and Secondary Schools, 1970-71. p. 16.
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Chart.1: Income Distribution of Families of Students in
Private Schools as Cornpared to Distribution of -
Family Income in the U.S., 1974
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Source: U.S. Burcau of the Census, Stanstical Abstract of the U.S.: 1975, Washing-
ton, D.C., 1975; and U.S. Burcau of the Census: Current Population Report, October
1974; “Social and Economic Characteristics of Students.” as cited 1 Outlook, CAPE,
April 1976, Washington, D.C. ..

|

Consider next Hollings’s view that “most of our private school stu-
dent population is middle or upper class.” In fact, (as Chart | shows)
the family incomes of private sctiool students are more similar to the

- income distribution patterns for the whole U.S. population than is of-
ten believed. While it is true that a greater proportion of the public
school population had an income of under $10,000 in 1974 (35 percent
versus 20 percent), in the next income gioup ($10,000 to $15,000) pri-
vate schools find six percent more of their total population than do

23
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public schools. Finally in the highest income groups (over $25,000)
privaté schools enrolled only 2.5 percent more wealthy students than
did public schools. -

More important, the public schools that cater for upper income
families usually spend considerably more per pupil than do private
schools taking in similar students. 1n the mid 1970s the highest-spend-
ing public school district in the New York Metropolitan area spent
$8,600 per student. This was more than any private school in the city
and two and a half times the average expenditure of NAIS schools.™

The property taxes that generate revenue for such expensive public
- school systems are tax deductible. In effect this means that general

taxpavers through the fedefal government are paying one halt or more
of the cost of such “free” public schooling for the rich. At the same
time, such expensive suburban public schools present more barriers to
low income groups than do urban private schools since they permit
only children living within their boundaries.

"“Testunony of D Thomas Vitallo Mart, Hearmgs of the Senate Finanee Conmnit
tee. Sub Commtzee on Lavatton amd Debt Management, Tanuary 18, 1978, on -
non Faxy Credw BAL S 2142
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Education Tax Credits: The Potential Gain
- for Taxpayers

- ’

The main purpose of this chapter is to examine the probable reasons
why new proposals to nelp private choice in education such as the tax
credit and the voucher systems are having a remarkable resurrection.
Again, any positive analysis must start from the facts. They include
the fol/lbwing: although proposals for tuition tax credits were narrowly

-defeated in the last Congress, they are again being considered at both
the ffZikeral and state levels. Earlier campaigners for tuitior tax credits
sucty as Senator Daniel Patrick Moynihan are again active. Indeed, a
ney version of the earlier Moynihan-Packwood Tuition Tax Credits

Bi) has been reintroduced into Congress. More interesting still is the

fact that the earlier advocates are now being supported by new and di-
verse political bodies. Proposition” 13-type taxpayer groups are now
emanding “educational tax credits,” joining parents who are sensitive
to what they see to be aeficiencies of government-run schools.

Clearly, the traditional support for the public school system can last
only as long as firm political backing persists. When that disappears

or weakens the innovations of tax credits and vouchers will gain still
further attention. .

The objective social scientist will naturally search for hypotheses
and explanations for the new trend of support for these new “re-
forms.” The support is clearly linked with demands for less costly
government. The fact that Proposition 13 followers, for instance,
favor educational tax credi‘s suggests their intuitive belief in the prom-
ise of financial economies. It will Ue helpful, therefore, to investigate
the possibilities and extent of potential taxpayer gains following the _
adoption of practical tax credit schemes in the near future. The more
tax saving potential there is, the more, presumably, will the political
impetus for change be sharpened. -

So far the strongest political influence in” the determination of

*Manuel S. Klausner, *Twition Tax Credits: A Debate Resned,” Inform (Center for
mdependent Education), No. 10, September 1979,
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schooling in America has been the organized supply interests of teach-
ers and administrators. It does not follow, however, that such intlu-
ence will a/ways be so dominant. The mere fiet of demographic change
in America is leading to a shift in the voting payofts for politicians. As
the average age ol the population increases, the day approaches when
the median voter shifts from having, say, two school-age children, to
one and eventually to none at all. He will, accordingly, be less and less
enthusiastic about collectivized spending on education and will begin
to display a preference for more direct provision by parents them-
selves. This situation could well come about by the gradual introduc-
tion and increase of” user charges (fees) tor-education.

The current political trend towards a more favorable voter disposi-
tion to financial relief for private schools should not be underesti-
mated. It is certainly not a passing aberration of the carly 1980s. We
should remember that the famous Supreme Court cases of the 1970
dealing with "aid to nonpublic schools” rev caled a judicial rather than
a political opposition. In the famous Nvquist case of 1973, for in-
stance, the electorate had already decided its willingness to provide
grants, vouchers, and tav credits to private schools and their users.
But when we add to this obvious political upswelling of v o.er demands
the increasing concern over the inefficiences of the public system, the
political impetus seems destined to become cumulative,

U.S. Private Education in Statistical Perspective

America’s system of piivate schools represents an important com-
ponent of the nation’s elementary and secondary education system.
More than 18 percent of the elementary/secondary schools are under
private control. In addition, private schools enroll more than 10 per-
cent of the students, employ 11 percent of the teachers, and account
for about 10 percent of the high school graduates. But although they
generate at least 10 percent of the output of education in America they
spend only about 6 percent of the total amount of current expenditure
in the U.S. as a whole. The scale of operations of private schools tends
to be smaller than that of public schools, since they have fewer enroll-
ments. At the same time the private schools, generally, have lower
teacher/pupil ratios than do public schools. One-half the total number
of private schools are operated by Catholics and they enroll almost
two-thirds of the total number of pupils while employing more than
one-half of the total number of teachers.

Systematic efforts to gather statistical data from private schools
that could be compared to public school data have only been made
very recently. With the support and cooperation of the Council for
American Private Education and the National Catholic Educational
Association, the National Center for Education Statistics surveyed all




- : h Table 3
Public and private schoo! enrollments:
United States, school years 1976~77 through I978-79
(Numbers in thousands)

- - - - - - - 7

Publlc Private
School year Totat Number Percent Number Percent
1976-77 " 49,49 44317 89.5 5079 105
' 1977-78 48,826 43,731 89.6 5,095 10.4
1978-79 47,637 42,559 89.3 5,078 10.7
-
Table 4

Pupil/teacher ratios in public and private schools:
United States, school years 1976-77 through 1978-79

- >

School Year Total Public Private’

1976-77 0.0 20.3 18.8
1977-78 19.8 19.9 - 18.5
1978-79 , 19.3 19.4 18.5

private schools known to exist during school years 1976-77, 1977-78,
1978-79 to acquire data on enrollments, staffing, and finances.'

One of the interesting facts is that during this period of declining en-
rollments, private schools have been “surviving” somewhat better than
public schools. Public school enrollments decreased by 4 percent com-
pared with 2 percent in private schools. This indicates a small relative
shift of children from public to private schools, as will be seen from
Table 3.

In this period of financial pressure, private schools were apparently
able to economize on teaching staff more effectively than public
schools. The number of teachers in public schools actually increased
by 0.5 percent over the period despite the drop of enrollments of 4 per-
cent. The number of private school teachers, in contrast, decreased by
a greater proportion than their drop in enrollments (0.4 percent com-
pared with 0.2 percent).

Private schools enrolled just under 1 percent of the total number
of pupils, but they employed just above 11 percent of the total number
of teachers. This resulted in the slightly lower private school pupil/
teacher ratio observed in Table 4

Expenditures for current operations (see Table 5) increased by }0.2

SINatonal Center tor £ ducation Statistics Bulletin, U S. Department of Health, Educa-
von and Weltare — Educanon Division, October 23, 1979, hereafter NCLS Bullenn,
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percent in total between school years 1976-77 and 1977-78. Theé in.
crease was much larger in public schools (10.5 percent) than in the pri-
vate schools (6 percent). .

We come now to a set of figures that are probably the most relevant®
for any estimate of the potential gains to taxpayers from the introduc-
tion of a t=x credit system. Table 6 shows that on average a private
school accounts for just under 50 percent of current expenditure per
pupil compared with an average public school. These figures need
some qualifications. We shall postpone discussion of them, however,
until later in the study. Meanwhile, it will be interesting to conduct
somé clementary calculations to explore the possibilities of tax savings
using the figures as they stand.

It will be shown that a crucial factor is the propensity of families to
switch into private schools when tav credits are available. We shall
suppose, for the moment, that the “educational output” of the average
private school is not very different from that of the average public
school. Assume, in our first experiment, that the propensity to .itch’
into private schools following tax credits will be zero. That is to say,
the result of a tax credit provision will be to benefit the present users
of private schools exclusively. Basing our estiinate on the year 1977-78
this will mean a demand on the public revenues of an extra $4.17
billion, the average tax credit per pupil being $819 per annum. The net
effect would be that since the users of private schools were no longer

Tahle 5§
Expenditures for current operations of public and private schools: .
United States, school years 1976-77 and 1977-78
(Numbers in $ millions)

Public Private
School year Total Amount Percent ; Amount Percemt
1976-77 66,983 61,046 94.1 97 59
1977-78 AR AL 69666 Y4 3 417 §7
Tahle 6

Average cucrent ¢xpenditure per pupil in public and private schools:
United States, school years 1976-77 and 1977-78

School year Average Public Private
$ $ $

1976 77 1.3 1.544 76k

1977 78 1.512 1.7 819

o
[ <N




paying their normal nct tax contributions, then others in society would “
: have to pay more for given public goods such as defense, roads, etc.,
‘by increases in ordinary tax rates. Otherwise there would have to be
- some redustion in the vutput of stch public goods (or a combnation
of both).

Suppose, in our second experiment, we find that after the tax credit
is provided, 10 percent of the public school population transfers to
private sector schools and that the private system can, in the long run,
cope with such an increase at no extra average cost. From Table 6 we
sce that average expenditure per pupil in public schools in 1978 was
$917 larger than that in private schools. This means, in our present ex-
periment, that for every student transterring to the private sector the
government authogitics would have saved, on average, $917. When we
compare this with the expenditure on the pupils already in the private
sector, at a rate of $819 per head, we see that there is a saving of $98
per head when a number of students equal to the population of the
private schools, transters from the public scheols. The total saving, in
fact, would be over two-fifths of a billion dollars or $425 million.

On this reasoning, therefore, the Proposition t3-type voters will
welcome the tax credit scheme so long as they envisage at least 10 per-
cent of the public school population transferring to private schools.
Carrying this calculation a little further, we see that, beyond the 10
percent transfer, the taxpayer saves $917 on every additional child
who moves from a public to a private school. If we suppose that 20
percent, or one-fifth, of the public school population transfers to the
private sector, there will, in fadt, be a saving of ncarly $4 billion.

So far we have been assuming that the tax cr.dit provides for the
full amount of the average current expenditure per pupil in private
schools. This need not be the case; and indeed the Moynihan-Pack-
wood proposals amounted to $500 per head, which is just over one-
nalt of the magmtudes being considered here. Suppose, then, that
government had offered a tax credit in 1978 equal to one-half the
private school expenditure per head in that year, that is, one-half of
$819 or $409.50. 15 there were zero pupil transfers from public to
private schools, the cost to the authortties would have been just over
$2 billion. If there were positive transters such that § percent of the
public school population moved to private schools, there would have
been a net gain of a quarter of a million dollars. Thus at tax credits
wortn $409.50, Proposition 13 voters would be enthusiastic if they
calculate that at least S percent of the public school population would
move to private schools. '

Clearly, the higher the value of the tay credit, the greater the pro-
portion of the public school population that has to move into private
schools befc e tavpayer gains are realized. The "moral” is that those
who wish to design tax credit proposals, especially it they assume that
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voters are risk-averse, will wish to bias their vlue downwards in the
first few vears of operation.

In the popular imagination, the new “liberatipn™ of choice i educa-
tion will probably be envicioned in the torm ¢t pupils moving exclu-
sively into existing private schools. In our last/example the break-even
pomt tor taxpayers would come when just unger 5 percent of the pub-
lic school population moved. But this would mean a crowding of 50
percent more students into currently built independent schools. 11 this
would seem to be too close to reasonable tolerince levels, it would be
more so with the mosvement ot 10 percent ot the pubtic school popula
tion. And itis such a movement that is required tor taxpayers to break
even when the tay credit values reach the full extent of the privaic
school expenditures. Such a move would, in fact, double the popula-
tion in-existing private schools.

But although ascrage voters may not initially grasp the point, the
tact is that when such numbers swell the demand Jor private educa-
tion, entirely new independent schools are likely to appear. New
*branch plant” schools, for instance, will be constructed within the
church-affiliaied section of private schooling. 1t is probably true, all
the same, that the average taxpayer will need some hind of demonstra-
tion effect of this. Tax credit advocates, theretore, would seem to be
well advised to éxercise conservatism in the initial stages. On this rea-
soning the 1978 Moynihan, Pachwood proposai ot a $500 tax credit
would secem to have been particularly judicious.

Qualifications

We have yet, however, to return to the necessary quahfications con-
cerning the differences of expenditures between public and private
schools. The National Center for Education Statistics recommends
caution 1n making comparisons. More than three quarters of the pri-
vate school teachers are employed by church-aftiliated schools. Serv-
ices contributed by teachers in these schools result in lower salary
expenditures than those found in non-affiliated and public schools.
Teachers’ salaries, of course, are an important part of the total operat-
ing costs and amount to between 60 to 80 percent of a school’s total
expenditure, Unpublished data indicate, for instance, that approxi-
mately 20 percent of Catholic school teachers are members of religious
orders and are paid atf substantially lowe, rates than other teachers.?

Yet the relevance of these observations is not entirely clear. It does
not necessarly follo s that because teaching members of religious or-
ders obtan lower salaries than other teachers they are turther away
from “true”™ market levels. Public school teachers are strongly union-
1zed, so Jhere maybe significant monopoly elements in their salaries

2NCLS Bullenn
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that place them well above market levels. It would then be quite ra-
twnal for’consumer-citizen taxpayers to move to a system that pur-
chases less monopolistically determined costs of their services.

If, on the other hand, the religious teachers are accepting salaries
lower than market levels, we must presume a significant degree of
charity donated by the teachers concerned. But notice that only 20
percent of the private teachers are reported to be in this category.
Morcover, it is not necessarily irrational on the part of consumers of
education to wish to give a greater proportion of children the advan-
tages of such charitable behavior! Certainly there is a question
whether the numbers in this teaching class will increase sufficiently
when private school populations begin to grow following tax cradits.
But such questions cannot be answered until an opportunity has been
given for a tax credit scheme to operate.

It would be extreme reasoning, to say the least, if it was suggested
that disproportionately low teaching salaries make all the difference in
the current expenditures between public and private schools. If this
was so, the teachers in private schools would be receiving less than
halt’ of the salaries of those in public schools. This is clearly not true.

Some non-teaching sources of the relative efficiency of privéte
schools may be deduced from Table 4. It shows that the increase in
average current expenditure per pupil was greater in the public sector

“over the years 1977-78 compared with the private sector. Over this

period the ratio of private to public expenditure went from 49.2 per-
cent to 47.18 percent. Although there was some change in teacher em-
ployment between the two sectors it was far from sufficient to account
for this relative increase in the efficiency of the private compared with
the public sector.

Finally, the National Center for Education Statistics cautions that

" the figures for private education were collected un a school-by-school

A ruitoxt provided by exic [

basis and about one halt of the schools did not respond. Fifty percent
isalarge sample, nevertheless. And if it was biased at all it would have
been because of the over-representation of larger and higher income
schools (which can more readily atford the time and cost of answering
surveys). This means that, it anything, the figures of expenditures per
pupil reported in our Table 6 would be overestimated. This being so
the cost differences betw cen private and public schools would be even
more striking.

Comparisons With Other Public Services

In the judgement of the present writer then, after appropriate cau-
tion has been taken in comparing private costs with public costs in
cducation, the impression remains that the costs of private schooling
are significantly lower. This conclusion will not come as a surprise to
economists. For a halt a century now they have been employing systc-
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- matic anajysis to explore the differences in private wealth pursuits by 1
public and private firms. More importantly, they have recently been

obtaining strong empirical evidence of public/private cost differences

that appear to match those just found in education. It has been dixcov- I

ered, in other words, that production efficiency constraints are far ]

more effective in private than in public firms. Public firms produce

output at higher cost, their managers enjoy “quieter” lives, and they l

have greater levels of discretion.

On the subject, for instance, of private contracting versus public )
supply of fire services, it has been found in the two U.S. localities ,
studied, that the private firm turned out the same effective service for
half the cost. Other research has estimated that there is a 40 percent
savings of the private over public arrangements for garbage collection.
Another economist has found that the private regulated firm in do-
mestic air services in Australia enjoys a higher productivity for its in-
puts than does the Crown airline, though by law their routes and
travel time are equal and equipment identical. In the areas of ship re-
pair, weather forecasting services, and debt collection, a new study
published in 1980 based on U.S. Ger2ral Accounting Office material
calculates that costs are at least double or triple in the public as op-
posed to the private sector. Strong evidence is also available showing
that the operating costs of publicly owned water companies exceed
those in private companies.>* ~

Yet another study demonstrates the upward bias in relative prices
of the inputs used when the government bocomes the actual producer
of services. This has been illustrated with reference to the case of day-
care. The study concluded that direct government provision of day-
care services in the Canadian province of Ontario tends to raise costs
significantly. Two reasons were offered. First there 1s less incentive to
reduce costs than in the private sector because of the problem of
“shirking” or bureaucratic inefficiency. Second, workers tend to de-
mand, and receive,gpigher wages from large monopolistic public-sec-
tor employers than from many small private undertakings.**

Viewed in the perspective of these studies, the figures examined
here, of public school expenditures per head being twice those in pri-
vate schools, are not particularly surprising. And even if some adjust-
ment should be made for the “charitable™ elements in some of the
teaching salaries in church-related schools we should also remember
that the assumption of our analysis has been that the educational “out-
puts”of the independent and public school systems are not very differ-

T The full reterences 1o these studies are contatned i Thomas k. Borcherding., “Towards
a Positve Theory of Public Sector Supply Arrangements,” Department of Leonomies
and Commerce Diseussion Paper 79-15, Suron Fraser Unisersity.

M. krashinsky, Daveare and Public Polcs m Ontano (Toronto Univeraty of Toronto

Press, 1977). '

ERIC 38

Aruitoxt provided by Eic:




ent from each other. Insofar as families believe that the output of
private schools are more efficient on average than that of public
schools, there will be a further adjustment to be made that counters
thy! for salaries just mentioned. -

There is little published research on the differences of school out-
puts and Llearly much more is needed. It would be particularly inter-
esting to compare the number of hours of teaching especially in the
area of literacy skills. Insofar as the average teaching protession in
public schools is more union-organized than that in the private sector,
it may well be that the total hours of educational “output” are some-
what less in the public sector. But even without concrete empiricai re-
search the question of political preference is influenced more by what
individual voters and parents believe to be the differences in efficien-
cies of institutions of which they have knowledge in their locality.

The conclusion is, therefore, that the estimate of potential taxpayer -
gains made above is not too far from the truth. A tax credit based on
one-half of the current average operating expenses per student in the
private sector will begin to generate substamlal gains after S percent of
the public school population has transferred 1o private institutions.
Taxpayers who do not have children will especially welcome this
event. Those who do have school-age children will also enjoy their
smaller obligations to the total tax bill, as well as the greater freedom

_of choice in their own childrens’ schooling.




Origins of Tax Credits and Recent
Federal Proposals

To(n Paine’s Education Tax Credit System

The origin of the idea for tax credits to enable people io purchase
education in private schools is to be found at the end of Tom Paine’s
The Rights of Man, published in 1792. Because we feei that the pres-
ent age has much to learn from Paine, a bricf account of his argument
will be helpful here before proceeding to a review of recent U.S.
federal tax credit proposals.

There seems no doubt that if Paine were living today he would
probably be a leading figure in the Proposition-13-type movement. As
is well known, that movement stems from the increasing resentment of
continually growing taxation together with opposition to increasing
deficits and overexpanded government. In Paine’s worl\, too, taxes
had been rising for some time, indeed for three centuries. In those
days in England there was no income tax and most of the taxes were
regressive, and fell especially severely on consumptions items such as
sugar, beer and tobacco. it is true that in the 1790s about 12 percent of
all British government revenue came from the land tax paid largely by
the aristocrat. It so happened however that this was the only tax which
was falling. i

Pain2 focused on the current expenses of government and argued
that they could be reduced to less than a quarter. 1t was in his search
for an appropriate way to dispose of the surplus that the proposal for .
‘ cducational tax credit emerged. While considerable reductions of the
| " excise tax were part of Paine’s plan, he insisted that there should be a

nice discrimination within the group that paid it. The same was true

with respect to this proposed reduction of the poor rates. (These taxes

were largely escaped by.the aristocrats. ) Money taken in such taxation

- fromraverage familics was much mcre than enough, Paine argued, to
finance the basic education of their children. A laboring man with a

- wife and two or three children paid a fourth of his yearly carnings in
taxes even though “He is not sensible of this, because it is disguised to

him in the articles which he buys. and he thinks only of their dearness.”
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“In his final scheme to distribute the surplus revenues from unneces-
sary taxation Paine proposed to pay as a remission ‘of taxes:

.. .10 every poor family, out of the surplus taxes, and in room of poor

rates four pounds a year for every child under fourteen years of age; en-

joining the parents of such children 1o send them to school, to learn

reading, writing and common arithmetic; the ministers of every parish,

of every denomination to certify jointly to an office, for that purpose, ©
that this duty is performed.

It should be noticed too that Paine was not suggesting compulsory
schooling. His argument was that families would naturally purchase it
if only they were not made so poor by the heavy taxation. Indeed the
large section of the poor were already purchasing some education de-
spite all obs:acles. Paine’s whole operation would, he thought, relieve
the poverty of the parents: “because it is from the expense of bringing
up chiidren that their poverty arises.” His scheme in fact can be seen in
terms of a move from our Model 1 to Model 2 in Chapter | of this
study.

; . Paine was also concerned with the difficuity of inaccessible school-

ing in sparsely populated area. To meet this problem, he proposed a

special allowance for each child living in these areas. The allowance

would amount to 10 shillings a year:

Rl e e N T

... for the expense of schooling for 6 years each, which wouid give them
6 months’ schooling each year, and half a crown a year for paper and
spelling books.*

Paine also anticipated the problem of administrative feasibility and
claimcd that his plan was easy in practice; “It does not embarrass trade
by a sudden interruption ir the order of taxes, but effects the relief by
changing the application of them; and the money necessary for the
purpose can be drawn from the excise collections, which are made
cight times a year in every market town in England.”?

Paine’s scheme distinguished itself from the typical proposals of the
classical economists of his time by directing the finance not at the
school but at the scholar (via his parents or guardian). Adam Smith
and several of his followers, in contrast, wauted to subsidize educa-
tion but the subsidies werc to be confined mainly to construction and
maintenance of school buildings. Tuition fees were to be paid by all
classes, however, and they were intended to contribute to the bulk of
the teachers’ salaries. Paine’s proposal went much further than that of
Smith, insuring the possibility of the exercise of the widest choice on
behalf of a child. Under his scheme a bigger proportion of education

3Topy Pame. The Righis of Man Everyman's edition (London, 1961, . 248).
“?lbr(l p. 252,
s lbid. p 256
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expenditure would go through parental hands so that the competition
between schools would be even greater.®

U.S. Federal Tax Credit and Tax Deduction Schemes Until 1977

Schemes reminiscent of Tom Paine’s have recently emerged in the
United States. Several tax programs for education first began to ap-
pear during the 1950s. Mainly, however, these were bills to provide tax
deductions rather than tax credits (the distinction is explained below).

Notice straight away that when proponents speak of deductions or
credits today they usually have in mind deductions and credits relating
to income tax. This is in a direct contrast with Tom Paine’s proposals
which were based on tax credits for indirect taxes paid, taxes such as
excise duties. Of course, the income tax was not present in Paine’s
time. But even today it accounts for less than half of total tax reve-
nues. Indirect taxes still provide tnore money to governments than
does the income tax. And large taxes such as the corporate profits tax
is passed on to consumers of all income groups.

Apart from the legal problems connected with tax deduction
schemes, experience has shown that they confront considerable politi-
cal opposition. This is because they favor the rich since they provide
benefits that vary positively with income. Since the American income
tax system is a graduated one, a benefit gives greater tax relief to a
v high-income taxpayer than to a low-income taxpayer. A $100 deduc-

tion, for example, saves $70 tax for the high bracket taxpayer whose

\ marginal rate reaches 70 percent, whereas it saves only $20 for the

low-bracket taxpayer whose marginal rate climbs only to 20 percent.
Those who pay no income tax obtain no benefit at all.?

It was mainly because of such reasons that the tax dcauction pro-
posal lost ground in the 1960s to schemes for tax credits. These give an
income-constant benefit because the credit of a given amount is sub-
stracted directly from the taxpayer’s bill, not from his income. High-
and low-income taxpayers get the same size benefit as long as both
have pre-crecit liability equal to, or in excess of, the available credit.
There s still a serious equity objection, however. The tax credit system
fails to get assistance to low-income families who have little or no tax

: liability for the credit to offset. But as we shall sce, some versions of
| the tax credit schemes adequately meet this objection.

Six education tax credit proposals passed the Senate between 1967
and 1977. Since most of them related to coilege education, and we are

For further detals of Pame™s proposal see E.. G West, “Tom Paine’s Voucher Scheme
tor Lducaton™ Southern Lcononiee Journal. January 1967, reprinted in E. G, West,
‘ nll:l/m'ulmn wid hudustral Revoluton, Bastord, London 1975 ~
‘ “Jonn k- MeNulty, “iay Policy and Twion Credit Legislation: I ederal Inconie Tax
| Aflowances or Personal Costs of thgher Lducaton.” Caitfornia Law Review 61 ().
’ Fannary 1973
|
|
|
|
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interested mainly in primary and secondary schooling, we shall not
discuss them in detail here. One teature emerged, however, that - as
later to be applied to tax credits tor schooling. In 1971 Scnator Abra-
ham Ribicott’s (D-Conn.) tax benetits scheme for college tuition (initi-
ated in 1967) reappeared with one interesting moditication. 1t provided
that-the tax credit would be refundable. This means that a tamily
would receive a cash refund to the extent that it owed no inconme taxes
to which the credit could be apphied.

The first signiticant tax deduction proposal tor tuition appeared in
1975 and was introduced by Senator James Buckley (Cons. R-N.Y.).
His scheme would have provided for a $1,000 deduction for tuition
payments to institutions ot higher education, vocational schools, and
clerientary and secondary schools. Buckley’s proposal was rejected,
but it is widely beliesed to have been the forerunner ot the famous
Packwood-Moynihan bill presented in 1978. -

The Packwood-Moynihan Proposal*

This proposal contained several meritworthy features. First, it was a
tax credit plan which, as shown, has several advantages over the
scheme of tax deductions. Fi . her, the P/M plan incorporated the
new 1dea of “tax refundability.” This means, to repeat, that if the tax-
payer is entitled to a credit greater than the amount of his tax liability,
the difference is refunded to him in cash. The amount of the tax credit
proposed was up to $500. Thus in the case of an individual who has
zero income tay liability he would have stood to qualify for tuition
credit up to $500 for a student.

There is a further point of equity concerning the P/M plan that has
been overlooked in previous discussion. Most of the private schools in
America have religious affiliations. As such they have been able to
take advantage of the fact that contributions to them are deductible
under the tax codes as they relate to charities in the broad sense of that
term. Insofar as parents have been able to give “contributions” in lieu
of tuition, they have already been receiving the equivalent of some tax
credit. There is, indeed, some evidence that this has been happening.*
Clearly this advantage has accrued to income tax payers exclusively.
Furthermore, and within the income tax paying group it has benefited
the higher income individuals progressively. The effect of the P/M
legislation would have been to spread the advantage to the poor fami-
lies that use private schools and which pay no income tax at all.

The second advantage of the P/M proposal was that it was not too

*Hereafter the P/M proposal. ~
YR, D Renchauer and R. W Hariman, Refornme School Finance {Washington,
D.C.: The Brookings Institution, 1973), p. 143
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ambitious. We argued in Chapter 4 that the higher the value of the tax
credit, the greater the proportion of the public school population that
has to move into private schools béfore taxpayer gains are realized.
“Modest” credits therefore have a greater initial chance than those that
extend to the tull cost of the private tuition. This is especially so where
taxpayers are looking for quick gains from the innovation and where
the voters are risk-averse. The P/M proposal of credits up 1o $500 .
would seem to suggest that about half the average private school ex-
perditure was being covered. On our previous argument this implies
that only five percent of the public school populations have to move to
private schools to generate net taxpaver gains.

The Packwood-Moyniban bill also provided for tax credits for col-
lege users. Normally this would be difticult to justify on equity
grounds. This is because most college users can expect to enjoy above
average incomes over their lifetime whether they go to college or not.
To give them special financial privileges would scem to give clear
benefits to the middle and upper classes. There are two arguments
however that qualify this charge.

First, insofar as government allows tax credits for physical capital
(e.g. depreciation allowances), there is an argument on allocative if
not on equity grounds that human capital (investment in post-secon-
dary education) should be similarly treated. The second aspect of the
post-secondary tax credit concerns possible changes in the whole
structure of educational finance that the P/M proposal might have
brought. The present structure relies, to a significant degree, on stu-
dent loans and the tax credit proposal comes at a time when this Sys-
tem in America is at its lowest reputation in terms of efficiency. To the
extent that the tav credit system begins to supersede the cony entional
loan system it could be an important source of cost saving for future
years.,

The public loan system seems to have failed, tirst Because the banks

havevery little incentive to collect payments on loans once they are de-

faulted since the federal government provides a substantial guarantee,
Second, the incentive to default is quite high and vome students even
declare bankruptey in order to avoid repaying. There is certainly a
logical case for a loan system. When it was first proposed in the early
19605, however, it was intended that the svstem would use the already
substantial machinery of the mcome tan authorities 16 collect interest
on repayment. The meentive of individuals to detault against income
tax is likely to be considerably smaller than present mcentives, (Bank-
ruptey, tor instance, cannot be pleaded as an exeuse tor nonpayment
ot mcome tax.)

What was interesting about the P M propmal was that it could be
pleaded as a return to the philosophy of the loan system as originally
intended and deseribed —a system that uses the income tax machinery
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for collections. 1t is true that Packwood and Moynihan did not pre-
sent their plan in such a light, and they spoke of the tacility as provid-
ing state aid. Nevertheless, the burden of their argument was that
unless their proposal was adopted, many students would not receive
higher education, and ultimately the government would receive 1ess in
tax revenues. Conversely, it the tax credits were successtul, users of
the P/M system would eventually “pay back™ the inconic tay authori-
ties a higher volume of tax revenucs that they otherwise would. Ip *his
sense the P/M tax credit plan can be regarded as a device that stunu-
lates a loan system and moves in the direction of ctficiency in lending
in contrast to the present conventional loan system,

One disadvantage with the P/M plan was that the credit was limited
to 50 percent of a school’s tuition charge. This involves a discrimina-
tion against the users of the less expensive private school. Thus a per-
son attending a school whose fees amounted to $500 would receive only
$250 in tax credit whereas families using schools charging $1,000
would receive $500. The P/M plan would have been better without
this condition. ’

The 1979 Tuition Tax Credit Bill: S. 1095 i

Following the defeat of the P/M scheme, Bill S. 1095 offered in
1979 tax credits of $250 per elementary and secondary student and
$500 per post-secondary studeni for fees paid {- r tuition. As in the
P/M bill the credits apply to each member of the immediate house-
hold—head, spouse, and dependents. Similarly elementary and sec-
ondary schools are defined as in the elementary and secondary educa-
tional act_of 1965; in addition, eligible educational institutions must
be privately operated and in aecordance with state law and be exempt
from taxation. .

This bill contains the same disadvantage as the P/M plan in that the
tax credit allowed per child cannot exceed SO percent of tuition paid.
But it suffers a much more serious disadvantage than the P/M scheme
since the tax credit is not “refundable.” In this case, unlike the P/M
version, if a family has no federal income tax liability, it receives no
aid. This means that in order to enjoy tax credits families must have a
taxable income of $7,000 or more. This is clearly a discrimination
against many poor families and especially single head households
where the mother has to take a job at low rates of pay to support her
children. ) ’

It will be seen then that this latest attempt to establish the tax credit
is far removed from the intention and philosophy éf Tom Paine who
wanted to discriminate in favor of the education of the poorest. And
Tom Paine reminds us that everybody pays taxes whether he contrib-
utes to income tax or not. The poor pay sales taxes, property taxes and
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taxes on all kinds of goods and services. There is no logical reason why
atax credit scheme could not respectably argue that credits were being
made available also for such indirect taxation. Bill-S.1095 seems niost
conspicuous in its neglect of this simple point.
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State Proposals

'Tlle 1980 California Educational Tax Credit Initiative

The California initiative, which was circulated for the 1980 ballot,
was sponsored by the National Taxpayers Union. Although it was
subsequently withdrawn, it contained interesting features worth dis-
cussing here, especially because most of them have redppeared in the
Washington, D.C., initiative for the November 1981 election.

The Central Features

According to the summary prepared by the Attorney General of
California, the chief purpose and points of the proposed measure
were: First to provide a state income tax credit for taxpayers who paid
educational expenses on behalf of California residents attending full
time public or private schools providing instruction at the kindergarten
stage through high school levels. The credii was also to be available
for those attending institutions of higher learning where admission is
conditioned upon a high school degree or equivalent. The credit was
limited to $1,200 per student for tax years ending on or before
December 31, 1981, with provisions for annual increases after that,
The state was prohibited from imposing on private educational insti-
tutions more restricted requirements in the Compulsory Education
Law than those in effect June 1, 1979,

Following our discussion in Chapter 4 it would seem at first sight
that the conspicuous feature of the California scheme was the rela-
tively high level of the tax credit limit, Judging from the published fig-
ures of an average current expenditure in American private schools,
$1,200 would 'seem to be more than ample, ’

Table 7 shows the U.S. average current expenditur: per pupil in
public and private schools as reported in the NCES Bulletin of Octo-
oer 23, 1979. The Bulletin's figures are contained in the first two rows.
The third row is our own estimated projection for 1980-81. The pro-
jection is based on the assumption that the public school expenditure
expands at its annual rate of 11.75 percent (the rate of expansion be-
tween 76-77). We assume that the private school expenditure will ex-
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Table 7

Average current expenditure per pupil in public and private schools:
U.S. school years 1976-77 and 1977-78 extrapolated

to 1980-8]
scuol»‘l'ye{{“' T T e T T heiae
197617 $1,544 $ 760
1977-78 1.736 819
1980-81 2,423 1,090

© Source: Nanoral Ccnlcr for i:ducanon Stanstics Bulletin, October 23 1979.

pand at a lower rate and here assume that this is 10 percent. On this
reckoning average per pupil expenditure in U.S. private schools in
1980-81 will be $1,090. This falls well short of the $1,200 limit con-
tained in the educational tax credit scheme,

If we assume private school enrollments remained pretty much the
same as in 1978-79, that is at nearly half a million, the California tax
credit scheme would have benefited the existing private school popula-
iion in 1980-81 by something over $5 billion. This would have been
the cost of the scheme if no transfers were made from the public to the
private sector and if each private user obtained the full benefit of
$1,200. Insofar as transfers would have taken place there would have
been a saving, since private schooling costs less. But it would have
taken well over five million students to transfer before net gains to
taxpayers emerged. And such a transfer would have caused the private
school population to have increased by over 100 percent.

Clearly this magnitude of transfer seems to be a particularly large,
at least in the short-run, On al! these assumptions savings to taxpayers
would appear only after several years of experience with the system, if
at all. These findings seem all the more striking when we bear in mind
thaj one of the main motivations of the National Taxpayers Union is
to curb rising bureaucratic expenditures and therefore to reduce taxes,
As the Chairman of the National Taxpayers Union has expressed its
thinking in his preamble to the initiative:

The educational tax credit initiative. . . gives you a chance to cut off the
bureaucrats who have been milking your wallet.. . . [W]ith skyrocketing
costs, growing violence, and “combat pay” bonuses now being handled
out by some school districts, it is time to let families have a choice
among schools.

Since therefore there appears to have been a considerable amount of
Proposition-13-type philosophy behind the National Taxpayers Union
initiative, it would seem, on our prcvious reasoning and all its assump-
tions, that the tax credit limit be well below $1,200. A more suitable
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and realistic figure would probably have been somewhere between
$600 and $700. This level of credit would have generated much
quicker gains to taxpayers (see Chapter 4 above).

Some important qualifications to our reasoning are now necessary.
First, we have based our estimates on the figures for school expendi-
tures across America as a whole. It turns out, however, that this quali-

- fication is not serious because the figure for public schaol expenditure
" per student in California is not far from the national average. Thus
while the latter was $1,736 in 1977-78, the equivalent for California
was $1,615 (across all districts).” There are no separate figures for
private school expenditures in California but it seems reasonable to
assume that these also are not far from the national average.

A second qualification relates to the extent of inflation. We have
assumed an annual increase of the public school cost of 11.75 percent
and a 10 percent increase for private school costs. These figures were
suggested from the general trend of inc, eases over the last few years
down to 1978. Since that year however the rate of increase of general
prices and costs has gone up so that our estimates of average current
expenditures per pupil for 1980-81 are likely to be on the low side.
This means that the $1,200 tax credit would not have been quite as
“excessive” as we argued above.” .

Third, and more important, we have assumed that all private users

- would receive the full benefit of $1,200 tax credit. This is not likely in

practice. The $1,200 figure is an upper limit and many will not reach
it. The average benefit therefore would be much smaller.

Our fourth qualification is more complex. Even to the family that
succeeded in obtaining $1,200 worth of state tax credit, its net value
would be less because of the interdependence between state and
federal tax. State income tax is deducted from “gross” federal tax. If
less state income tax is payable because of a tuition tax credit, more -
federal is incurred. Consider a family of four with a family income of
$50,000. Typically in California it would pay about $3,000 maximum
in state income tax. Assuming it pays this amount, it would earn $2,400
tax credit for its two children. If the family’s marginal federal tax rate
was 50 percent (which is not unlikely) the net value of the $2,400 worth
of tax credit would be reduced to $1,200, or $600 per child.

In Chapter 4 we argued that, because private schools cost less, tax-
payers nationally would enjoy significant overall tax reductions fol-
lowing the establishment of “modest” tuition tax credits of $500-600,
provided that about S percent of the public school population 'rans-
ferred to private mstitutions. If, however, one state establishes tax
credits unilaterally, the taxpayer benefits will be spread disproportion-

-
YCalifornia Pubhe Schools: Sefected Statistics 1977-78, Sacramento, 1979,
PEven of 1t was excesshve now, inflabon would soon erode its value.
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ally in a geographic sense. In our last example, taxpayers outside of
California would benefit from our family’s increased federal tax
burden. If other such Californian families pay more federal taxes,
out-of-state families would pay less, provided the federal government
keeps its expenditure budget constant.

Other Features of the Plan

Apparent]y one of the most awkward features of the California tgx
credit scheme was the Tact that families who did not pay $1,200 in
state income taxes would not have qualified directly for the tax credit.
The authors insisted nevertheless that tax credits could have reached
such families through several alternative avenues. Relatives, churches,
and corporations could all have used the prcposed education tax
credits. This means that a vast reservoir of assistance would have been
available to capable and needy students. But this also would have
meant that such families would have in some way to have been in a
“supplicant” position vis-a-vis third parties in order to get their finan-
cial assistance for education. When we compare this with Tom Paine’s
system we see immediately the reason for this impediment. Paine’s
system, to repeat, provided credits for indirect as well as direct taxes.
The California initiative, in contrast, concentrated on credit for in-
come taxes, yet there seems no special logic in confining the credit to
this one tax source. - :

Another intriguing feature in the argument of the National Taxpay-
ers Union was that their tax credit would also have been spendable in
public schools. This is because in_the post-Proposition-13 era numer-
ous public schools are now—chdrgin for sports, laboratory use,
field trips, and other activities. These would become deductible. The
tax credit would therefore have been of direct use in public schools
100. ’

To some extent this feature goes against the scheme’s claim that all
taxpayers would save. if parents with children at school are thus re-
lieved of their user fees, additional couts will be imposed on taxpayers
who do not have childrén. At the same time it is arguable that this i< a
necessary cost -to insure legal recogniticns of the plan. In the past,
Courts have disallowed tax credits for private tuition alone, but have
accepted as constitutional educational tax credits, like this one, that
applied 1o either public or non public schools. But a tax credit can
only apply to a public school if that school 1s charging fees of some
sort. .

The new tendency t:s charge user fees in public schools is an interest-
ing one. Indeed it raises the question whether the post-Propo .ition-13
era might not lead to a demand that public schools charge some
positive tuition fees as well as fees for the similar services just men-
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tioned. But insofar as user fees do come back into public education
(public schools have not already been free) competition will immedi-
ately return to the whole field of schooling.

It is a nice point of debate whether it will be better to wait for this
development to achieve the same objectives that the tax credit advo-
cates are espousing. These objectives are: economies in the running of
public school and wider family choice. These same goals will be
achieved the moment significant fees return to education. The advan-
tage of relying on direct tuition, of course, is that there will be less
administrative cost. Another advantage is that there are no constitu-
tional obstacles to this method. When people pay their own money
directly from their own pockets there can be no issue of “state aid,”
and no possible violation of the First Amencment.

It may be argued that to rely on fees is to niake education’'more dif-
ficult for pooret families. But this depends on the nature of the fee
and the taxes they are replacing. We have already offered the reminder
that even the poorest families touay pay indirect taxs that contribute
to “free” education.

With every year that passes, and with current rates of inflation,
such low income families are annually made to pay extra tax contribu- -
tions. If the:same increased contributions could be channelled through
fees payable at the school such families would not be worse off. In-
deed they would be better off because by paying their taxes in the form
of direct user charges (fees) they will stimulate competition. This in
turn will keep down costs so that the system will afford them a new
protection and increased real income. And in the last resort, it is
always possible to arrange special scholarships for the "poorest of
families. , -

One final aspect of the California tax credit scheme remains to be
pointed out. It relates to the constant fear among the supporters of
private schools that any tax credit scheme, like any voucher scheme,
always contains the danger that the educational establishment will im-
pose progressively stricter regulations on qualifying schools. The
result could mean the erosion of all real independence of existing
private schools. The California tax credit scheme however anticipated
this very problem. It specifically prohibited the state from further re-
strictions in nonpublic schools. If offered guarantees that if a school
would enroll pupils under present law, then taxpayers would use it to
“spend” their tax credits.

- '

The Washington, D.C., Tax Credit Proposal (1981)

In Washington, D.C., a Committee for Improved Education has
been formed to introduce an initiative for tuition tax credits for the
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November 1981 election. In the following details of this bill the reader
will recognize strong similarities with the attempted California initia-
tive of 1980.

The Central Features

The proposed D.C. educational initiative provides a $1,200 maxi-
mum credit per student, to be used against D.C. income taxes. The
students benefited may be enrolled in elementary, secondary, or post-
secondary schools.®* The unique feature of the bill, like that of its

- Californian counterpart, is that the credit can be taken by any !ax-

payer. This means that a grandparent or a corporation could sponsor
a student and have his tax reduced by the amount of educational ex-
penses incurred up to the maximum of $1,200. Individual taxpayers
may consume up to their entire D.C. income tax liability with educa-
tional tax credits. Corporations may also support the education of as
many students as they wish under the tax credit’s provisions (subject to
the $1,200 ceiling each), but may consume only up to 50 percent of
their D.C. corporate tax liability with such credits.

The maximum dollar amount of $1,200 is to be increased by ten per-
cent of the previous year’s maximum for each taxable year. This provi-
sion is qualified by the condition that the Council of the District of
Columbia may each year specify a smaller or larger percentage in-
crease upon the finding by two-thirds of all members elected to the
Council of the District of Columbia that such percentage increase is
equal to the rate of inflation for the precedirz calendar year.

The D.C. government will be required to refrain from impairing the
even-handed application of the education tax credit by further restrict-
ing existing educational alternatives via accreditation or other public
school “protective” legislation.

The amount of available funds is expected to far exceed the number
of children who will be in a position to use them.

Comparisons with the California Scheme

Since we outlined some problems with the California scheme, it will
be necessary to inquire here whether, and in what degree, the same
problems are associated with the D.C. variant.

The first potential problem has to do with the size of the tax credit.
Throughout this work we have argued that logically any voucher or
tax credit scheme designed to promote more competition in the educa-
tional system should be based on the costs of the least expensive cur-

'Since the present study has been concerned exclusnvely with education up to and in-
cluding the secondary level no analysis will be presented here of the effects on the
post-secondary sector.
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Table 8

Total Current Expenditure per Pupil in
Public Elementary and Secondary Schools -

1977-1978
Califo-;;lﬁa~ T T o o ;1?84—
District of Columbia 2,706
United Siales 1,823

Source: U.S. Dept. H.E.W. National Center for Education Siatistics, Revenues and
Expenditures for Public Elementary and Secondary Education, 1977-78.

rent institution. We found that private schools, in fact, deliver
education at a significantly lower cost. For this reason any tax credit

oi voucher should be based on a target that is closer 10 the private

school cost per pupil. The question arose with the California proposal
for a $1,200 tax credit since the California average private school cost
was well below that figure. We found that there were some reasons in
California that could, to some extent, counteract this charge. The
most important was the probability that most people would obtain less
than the maximum tax credit in practice.

In the case of the District of Columbia, a figure of $1,200 has more
to be said for it because the costs of private education are likely to be
much higher than the national average. This seems to be a reasonable
conclusion to draw from the information in Table 8. It will be seen
that the schools in the public sector had,a total current expenditure per
pupil in 1977-78 of $2,706. By 1981 this figure will undoubtedly be
around $3,000. Since we argued earlier that private schools typically
appear to be up to 50 percent less expensive than public schools, it is
likely that the average private education in D.C. costs somewhere
above $1,200 for the tax credit.

The two remaining potential problems are: first, the question
whether the scheme will cause inequality; second, the problem of the
independence betweer state and federal income taxes.

The potential for inequality arises from the fact that the tax credits
are based on-income tax paid. Since many families do not pay it they
will not be able to draw any benefit directly. As well, those families
with higher creditable tax contributions will be able to enjoy henefits
higher than those families with lower creditable contributions. We
have pointed out the disadvantage with income tax credit schemes on
indirect taxes payed —such as excise duties, tariffs, etc. We have also
pointed out that the Packwood-Moynihan proposal overcame this dis-
advantage by incorporating the idea of “tax refundability” which pro-
vided a family with cash corresponding to the difference between the
credit and its tax liability.

The D.C. proposal attempts its own answers to this kind of ques-
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tion, It emphasizes that families who do not pay income tax (or pay
only a small amount of such tax) will be afforded assistance by third
parties who earn the full credit. Relatives, for instance, will be able to
earn tax credits for aiding a nephew, niece or grandson, etc. who re-
quires such assistance. Other taxpayers who have no children, to-
gether with corporations, will be able to donate their credits to an
organized charity such as a United Way or to some other voluntary so-
cial welfare organization. The organization can then distribute the
money among the requisite number ¢f students, either directly or in-
directly. A taxpayer could also give to a school and the school could
distribute the money in the form of scholarships either directly or in-
directly to the students.

Since the United Way-type organizations are already well estab-
lished they will be capable of accommodating the informational tasks
of distributing erucational tax credits-inspired gifts in accordance
with the twelve hundred dollars per student ceiling. The proponents of
the D.C. 1ax credit scheme believe indeed that the channeling of funds
through organized voluntary social welfare organizations will account
for the most giving under the credit system. Strong possibilities also
include local community and or parent-teacher organizations and
unions.

It may be objected that ihe practice of corporations granting the
benefit of their tax credits will turn out to be pro-rich or middle class.
This would occur for instance if the tax credits were directed exclu-
sively at fringe benefit programs for the corporation's executives.
There is no foundation in this objection. Firms able to donate tax
credits will use them in c?mpctition with other firms when hiring labor
of all grades. One firm in isolation may initially appear to have a spe-
cial bargaining advantags over its competitors, and indeed it may at-
tempt to profit from the arrangement by giving tax credits to their
employees in lieu of a part of their wages. Such advantage would be
temporary at most. Provided firms are in competition with each other,
workers will obtain an increasing value of the tax credit as firms make
their rival bids for employees. With full competition, workers should
eventually enjoy the full value of the tax credit as a tringe benetit and
without serious injury to their normal pay.

With respect to the problem of interdependency between the state
and federal income tax, this would appear to remain a signtficant issue,
Even it all families with children stood to obtain the fuil twelve hun-
dred dollar benefit of the tax credit, the fact remains that individual
tazpayers will have to pay more federal tax to the extent that they use
their state tax credit. 1t would seern that there woulu be room here for
negotiation between the state and tederal government in search of a
compromise or agreement. One arrangement would be for the fedeial
gorvernment to treat the tuition tax credit as equivalent to sta° ¢ income
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tax, m which case the difficulty would be remosed. 11 this is for some
reason ditficult to accomplish there s another logical place on which
to tocus attention. We reter to the new bull being prepared tor this ses-
sien ot Congress by the coalition that fought for previous Moynihan-
Packwood tmuon tav credit bill of two years ago. Ways could be
tound of complementng such federal tuition tax credit with schemes
adopted m states such as D.C. 1t will certainly be interesting o see
whether some sort of convergence between the D.C. scheme and that
of the Moymhan-Packwood coalition will actually occur i the next
tew months,

Conder, finally, *he possible motives for the National Taxpayers
Umonr o transferring its endeavours from Califorma to the District of
Columbia. One probable reason is the smaller expense required in
gathening signatures in the area of D.C., which is so much smaller
than Calitorma. )

Another hhely reason, and probably the most prominent, is the
symbolic nature of a suceessful vutcome for the D.C. scheme. The
District of Columbia is, after all, the focus ui the federal government,
o a clear and resounding object lesson would be there for all to <ee.
The state movement could indeed strengthen and encourage 1ts part-
ner at the fed.ral level. Abo, 1f the federal and state”governments
could reach some arrangement that avoids the problem of the mterde-
pendence between the state and federal mcome tav, then all would be
set tor many other states te follow st and copy the D.C. scheme.

Tax Credits VYersus Vouchers

A tmal posuble reason for the change in strategy of the National
Faxpayers Union concerns the current inmbiative in California to estab-
Inh avoucher scheme. To many who wish to see the principle of fam-
v chowe adoptud, the existence of two competing schemes in one
state would appear (e hasve the misfortune of “sphtting the vote.” Now
that the Califorma tas credit has been dropped, the way seems clear
tor the voucher system to obtam the requisite number of supporters.

It will be a particularly nstructive experience if the voucher system
suceeeds in Calitornia at the same time that the tax credit system wins
0 i) € The reason s that cach system has its own special advantages
and drvadvantages and it would be very helpful to obtain real evidence
on the workings of both.

Our own view 1s that the D.C. tax credit system has much more to
be said tor it than the voucher of the Californian type. The latter
tunder the leadership of Protessors Coons and Sugarman™) 15 ham-
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pered because of the incorporation of special restrictions aimed at pre-
venting segregation. Such restrictions invite the expansion of the public
bureaucracy rather than its contraction. California schools that be’
come very popular through the Coons/Sugarman voucher scheme will
resolve their “congestion problem” by means of lotteries organized by
yet another public agency. And it is the legislature, not the market,
that is given the responsibility for encouraging diversity and experi-
ment. The legislature is also to provide “a thorough system of infor-
mation” concerning the available public and_private schools.

The most severe restriction in the.Coons/Sugarman voucher scheme
is that against “add ons.” These are allowed under the Friedman ver-
sionof the voucher system. Accordmg to Coons and Sugarman, fami-
lies unable (through low incomes) to add extra dollars would, with the
Friedman-type voucher, patronize thosc schools that charged no tui-
tion above the voucher, while the wealthier would be free to distribute
themselves among the expensive schools. Friedman has replied that
“vouchers would improve the guality of schooling available to the rich
hardly at all; to the middle class, noderately; to the lower class, enor-
mously.”" Friedman’s argument is that the poor already get the worst
deal of all under the present public system. It is this system, after all,
which provides inferior schools in central city ghetto districts where it
is impossible for many poor to escape.

On the question of segregation, one of the interesting features of the
D.C. tax credit scheme is that it is planned for an area that is already
populated predominantly by national minorines. Indeed, in 1971
about 44 percent of the population of private schools in the District of
Columbia consisied of minorities, while the public schools had 95 per-
cent minority representation! Clearly if tax credits become a reality in
D.C. the predominant users of them will probably be the minority
families.

On the whole it can be argued that the Coons/Sugarman voucher
scheme is inspired by the value judgement of equality. That of the
Dr.C. scheme in contrast is motivated mainly by the search for liberty.
But it is strongly arguable that the liberty sought for will also bring
more equality. The ultimate competition between schools will benefit--
all school users, those who use tax credits and those who do not. The
latter will often be in ghetto schools that will at last face the threat of
migration of their population to better institutions just outside. They
will theretore be prompted to act more immediately and effectively in
|mpr0vm'g~mc1r quality and to pay greater attention to the preferences
of families. And it is likely to be these poor families who will benefit
most.

‘},llllml & Rose Fnedman. Free 1o Choose (New York  Harcourt Brace Jovanovich.
1980). p. 169
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One final objection to the Coons/Sugarman voucher is that it con-
flicts with the requirements, stressed throughout our study, that the
value of a voucher or tax credit should be based on the least costly
(most efficient) institution. Since private schools typically supply edu-
cation at almost half the cost of public schools, the value of the
voucher or tax credit should be about 50 percent of public school
costs. Coons and Sugarman however stipulate that their voucher is to
be valued at 90 percent of public school costs. This provision therefore
builds in and perpetuates the wasteful Tevels of spending that the new
competition is supposed to remove. A Coons/Sugarman voucher in
D.C. would reach the value of $2700, which is more than twice the
leiel of the D.C. tax credit proposed by the National Taxpayers
Union.




Conclusion

There have been several serious endeavors to secure tax credits at
the federal and state level in the U.S. in Tecent years. If anything the -
pressure for new attempts is increasing. The movement is obviously a
citizen response to the increasing inefficiency of public schools. The
latter is manifested in falling student achievement scores, rising public
school costs, and increasing bureaucratization of the whole system.
- One of the most interesting recent attempts to establish tax credits
has occurred in the State of California where Proposition 13 measures
are already afoot. Ordinary citizens there have been looking for reduc- .
tions in all their taxes and appear to have been seeking ways of ensur-
ing more efficiency in government services all round. The tax credit
could well be an instrument to this end since it would increase compé-
tition of the existing private school system, a system that already
enrolls 5 miliion students in the U.S. and nearly half a million in Cali-
fornia. (The efforts to obtain a California tax credit have, however,
now been transferred to the District of Columbia.)
Since there is evidence that on average private schooling costs about
half as much as public schooling, any tax credit system that leads to a
switching from private to public schools will, after a time, afford con-
siderable tax relief for citizens who do not have children at school. But
it has been shown also that *i1e modern voucher and tax credit schemes
are based on the assump'ion that public schools now charge fees of
somc sort or another. It seems increasingly recognized by all,
therefore, that “free” education is coming to an end. Contrary to of-
ficial opinion within the public schodl Establishment, such a return of
positive-priced education can be beneficial, and (for reasons dis-
cussed) may be most beneficial, to families in the lowest income
groups in the long run. There is no doubt that a tax credit scheme of
the proper kind (and the National Taxpayers Union current plan for
D.C. contains imaginative features) can assist the new trend and ac-
} cordingly encourage much needed compeltition throughout the whole
; school system. And insofar as competition brings down the costs of
|

education, as it should, taxpayers of all kinds, with or without chil-
dren, will stand to benefit. Tom Paine’s wishes of nearly two centuries
ago may indeed yet be realized!
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Appendix
The Washington, D.C., Tax Credit Proposal
o B

Short Title

“Greater Educational Opportunities Through
Tax Incentives Law of the District of Columbia™

Initiative Measure No. 000

By the Eleciors of the District of Columbia

To foster greater educational opportunities for students and schol-
ars and thereby enhance personal liberties by providing a tax credit for
educational-expenses incurred or actually paid by District of Colum-
bia taxpayers and for other purposes.

-

BE IT ENACTED BY THE ELECTORS OF THE DISTRICT OF
COLUMBIA, That this measure may be cited as the “Greater Educa-
tional Opportunitics Through Tax Incentives Law of the District of
Columbia.”

Sec. 2 The District of Columbia Income and Franchise Act of 1947,
approved July 16, 1947 (61 State. 331, D. C. Code Secc. 47— 1551 et
seq.) is amended by adding a new title VI A, to read as fullows:

Title VIII A Educational Tax Credit

Sec. 1. (a) General Rule. —For the purpose of providing better and
expanded educational opportunities for students and scholars, there
shall be allowed to every taxpayer credit against the tax imposed by
this Act for the taxable year an amount equal to the qualified educa-
tional expenses incurred or actually paid during the applicable taxable
vear., .

{b) Maximum Credu per Student or Scholar. - For taxable years
. ending on or before December 31, 1982, the maximum dollar amount
allowable to the taxpayer as a tax credit for qualified educational
expenses meurred or actually paid shall not exceed $1,200 for cach eli-
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gible student or scholar. This maximum dollar amount shall be
increased by ten per cent of the previous year’s maximum for each tax-
able year; provided, however, that the Council of the District of
Columbia may each year speafy a smaller or larger percentage in-
crease upon a finding by two-thirds of all members clected to the
Council of the District of Columbia that such percentage increase is
equal to the rate of intlation for the preceding calendar year.

() Maximum Credit per Individual Taxpayer.—In the case of an
individual taxpayer, the maximum dollar amount allowable as tax
credits for qualified educational expenses incurred shall not exceed the
amount of income tax payable for the taxable year.

(d) Maxumum Credu for other Tuxpayers. ~ In the case of partner-
ships, associations, corporations, unincorporated businesses or any
oOther taxpayer, the maximum dollar amount allowable as tax credits
for qualified educational expenses incurred or paid for all students
and scholars shall not exceed tifty percent of the income or franchise
tax payable tor the taxable year,

Sec. 2. Defintion of Terms. ~ For purposes of this section: (a) The
term “educational institution” shall mean any institution, public or
private, enrollment at which constitutes compliance with the Compul-
sory School Attendance Law of the District of Columbia, and which
mantains racially nondiscriminatory policies as required by law.

(b) The term “eligible scholar” shall mean any District of Columbia
resident who is enrolled on a full-time basis in an educational institu-
tion.

(¢) The term “eligible student” shall mean any District >f Columbia
resident who is enrolled on a full-ime basis n an institution of higher
learning.

(d) The words “fiscal year” mean an accounting neriod of twelve
months ending on the last day of any month other than December.

(¢) The term “income and franchise taxes” means any taxes im-
posed upon a taspayer pursuant to this Act, or similar taxes upon in-
come of the tavpayer, regardiess of the authority for their enactment.

(D The word “individual” means all natural persons, whether mar-
ricd or unmarned.

(¢) The term “institutson of lgher learning” shall mean any public
or private junior college, college, university, prefessional school or
similar institution which requires a high school degree, or its equiva-
lent, as a condition of admission, and which maintains racially non-
discriminatory policies as required by law.

th) The word “person” means an individual, a partnership (other
than an unincorporated business), an association, an unincorporated
business, and a corporation. .

(1) The terim “qualified educational expenses” means sums paid by a
tavpayer on behalt of ehgible scholars for tntion and other educa-
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tional fees actually charged by institutions of higher learning in which
such students are enrolled, and for incidental expenses incurred for an
in connection with attendance by the eligible scholars or students in
such institutions. For other than individual taxpayers, educational ex-
penses must qualify in accordance with the requirements of Section 2
(1) and be provided directly or indirectly to students and scholars who
demonstrate financial need in accordance with standards (o be enacted
by the Council of the District of Columbia. i
() The words “taxable year” mean the calendar year or the fiscal
year upon the basis of which the net income of the taxpayer is com-
puted under this Act; if no fiscal year has been established by the
taxpayer, the taxpayer has elected the calendar year. The phrase “tax-

- able year” includes, in the case of a return made for a fractional part
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of a calendar or fiscal year, under the provisions of this Act or under
regulations prescribed by the Mayor, the period for which such return
is made.

(k) The word “taxpayer” means any person required by this Act to
pay a tax or file a retutn or report in the District of Columbia.

Sec. 3. Standards for Private Educational Institutions and Institu-
tions of Higher Learning. — Private institutions shall be presumed to
meet the minimum standards required by law concerning instruction,
quality of education, ethics, health and safety, and fiscal responsibil-
ity, provided the instruction, quality of education, ethics, health and.
safety, and fiscal responsibility are equivalent to the standard main-
tained in public schools in the District of Columbia.

Sec. 4. Tax Credit not to be Considered as Federal Assistance to In-
stitution. — No educational institution or institution of higher learning
shall, on account of enrolling an eligible scholar or student for whom
a tax credit is claimed under this title, be considered a recipient of gov-
ernment financial assistance for the purpose of imposing any legal
rule, guideline, order, requirement, or regulation upon such institu-
tion or for any other purpose. )

Sec. S. Severability and Savings.— The provisions of this measure
are severable, and if any provision, sentence, clause, section or part is
held illegal, invalid, unconstitutional or inapplicable to any person or
circumstances, such illegality, invalidity, unconstitutionality or inap-
plicability shall rot affect or impair any of the remaining provisions,
sentences, clauses, sections or parts of the act or their application.
Any act, statute or law inconsistent with the provisions of this mea-
sure is hereby repealed to the extent of such inconsistency.

Sec. 6. Effective Date. —This measure shall become effective in
accordance with Section S of Public Law 95-526, Sec. 1(3), amending
the, Initiative, Referendum, and Recall Charter Amendment Act of
1977 (D.C.*Law 2-46), and Section 602(c) of the District of Columbia
Self-Government and Governmental Reorganization Act, and shall
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apply to taxable years ending on or after December 31, 1982 with re-
spect to qualified educational expenses incurred or actually paid dur-
ing or atter taxable year 1982, i

Summary Statement of the
National Taxpayers Union on the
Proposed D.C. Educational Tax Credit Initiative

1. A $1,200 maximum credit per student, to be used against D.C,
income taxes, may be taken in any given year.

2. Students benefited may be enrolled in elementary, secondary,
post-secondary, or other similar programs.

3. Students benefited need not be related to the taxpayer.

4. Individual taxpayers may consume their entire D.C. income tax
liability with educational tax credits, subject to the $1,200 per student
maximum,. Corporations may also support the education of as many
students as they wish under the tax credit’s provisions (subject to the

_$1,200 ceiling each), but may consume only up to 50% of their D.C.

corporate tax liability with such credits.

5. “Educational expenses” may include but are not limited to tui-
tion and/or fees. Educational expenses are broadly defined to include
non-institutional and quasi-institutional educational alternatives as
well as the currently widespread institutional ones.

6. At a minimum, the D.C. government will be required to refrain
from impairing the even handed application of the education tax
credit by further restricting existing educational alternatives via ac-

G ]

creditation or other public-school “Lrotective” legislation.

Implememation

The design and intent of the tax credit is to encourage the spint and
practice of mutual aid on an individual and community level. Imple-
mentation of the education tax credit will free up substantial sums for
improving educational opportunities in the District of Columbia since
the amount of availdable funds will far exceed the number of children
who wall be in a position to use the funds.

The flexible design of the tax credit makes it possible for givers and
beneficiaries to “link up” in any number of ways, and how they do so
will depend upon their preferences. 1t 1s sate to as>ume, however, that
a preat many taxpayers, both indinidual and corporate, will preter to
see some portion ot their present D.C. income tax payments spent to
achieve a known goed such as education rather than let the money
disappear into the bottomless pit of the D.C. Treasury. Since such giv-
ing is cconomucally costless to them —taking the tax credit involves no
loss of other tax benefits —the incentives for hinancing a wide variety
ot educational choices are unobstructed.
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Three possible ways to do this are: 1) the taxpayer can give to a

United Way or some other voluntary social welfare organization and

- theorganization can distribute the money among the requisite number
of students, either directly or indirectly; 2) the taxpayer can give to a
school and the school can distribute the money in the form of scholar-
ships either directly or indirectly to the students; 3) the taxpayer can
give directly to personally chosen students.

Since the United Way-type organizations are currently i existence, -
and they are capable of accommodating the informational tasks of
distributing educational tax credit-inspired gifts in accordance with
the $1,200 per student ceiling, it is highly likely that most giving under
the credit will occur by a such organized voluntary social welfare or-

- ganization. Similarly strong possibilities include local community
and/or parent-teacher organizations, unions, etc.
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the first time™and with the mtention of promot.ng & more homogene-
ous population. One method s decided upon to attempt to achieve the
desired objective. It is to provide equal access public schools and a
*free”™ education in these institutions only,

There 1s one major problem. It stems from the fact that the innova-
tion presents church school fanmihes, as well as others, with a new op-
portunity. the service of schooling free of charge at the public school.
In deaidimg whether to continue to send his child to the church school
at the same positive price (lutron), the parent now has to realize that if
he does continue as betore he toregoes the new opportunity o a *“tree”
schoolimg. In economics the “foregong of an opportumty™ is the very
essence ot cost and, indeed, economists generally speak of “oppor-
ity Costs.™ But since the new situation has contronted the denonn-
national porent with « cost, the etfect is to prohubit religion, at least in
degree, and this s unconstitutional.

It should be remembered that the new scheme of “free™ public
schools will call for increased taxes on o tamilies, including those
who support religious schools. They now have to pay twice when they
continue to select their customary church sehool: once for therr own
school and once, through taves, for the public system. Only if such
private school users were excluded from the tay contributions to the
“free” public sehooling would the intringement of the First Amend-
ment be avoided.

A tay credit to private schoot wsers to oftset the Crsadyantage mght
be a more practical method ot accomplishing the same thing. But, as
we have seen, legal option is divided on whether the Supreme Court
would countenance such an arrangement. One ot the dithiculties is
that the tax credits would go oniy to one section of society (others has -
ing offsetting “free” public school advantages). The benefiting section
of soviety will be largely users ot church schools and this might give
the appearance of wred to rehigion even though, i fact, 10 only an off-
set to a government-induced profubiion ot religion,

The social objective of pursuing a more homogencous society 15 in
most democractes not ikely to be completely absolute and unyvielding.
If the objective was absolute, the most direct way of accomphshing it
would be to completely outlaw private schools. The tact that this solu-

“hon asarreconualable with the Amerean Constitition was endorsed

when the Supreme Court frustrated st in Prerce s, Souety of Sisters’
over @ half a century ago. Lyenn the absence of this tamous case it is
doubttul whether majoritics could’ ever exeruse sutticent politieal
power to mahe private schoolg allegal, Minorities, especially sub-
stantial ones such as Catholics, alway s have some political influence,
espectally where vote treding i« teasible, But, m any case, 1o the aver-
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