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Introduction

In January 1981, President Reagan's first address to Congress in-
cluded a reference to his administration's interest in tuition tax credits.
Meanwhile, the coalition that fought for 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 its
tax credit proposal in California, suddenly switched its efforts to the
District of Columbia. A Committee for improved Education there is
now in the process of introducing an initiative for Educational Tuition
Tax Credits for a November 1981 election.

These facts alone call for a careful evaluation of tuition tax credits
in general and an analysis of particular proposals, including those
abovehence the present study.

Any assessment of tax credits for education in America whl depend
upon presumptions about family responsibility, judgements about the
relative effects on the poor compared wi0i the rich, and assessments
of possible conflicts with the Constitution,

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 thr tuition tax credit for private elementary
and secondary schooling is definitely unconstitutional, a past assistant
attorney general has, in contrast, advised that:

It is impossible, within the time allocated, to describe with any com-
pleteness the utter contusion of Supreme Court pronouncements in the
church-state area. ..I urge you, then, to approach this issue as a ques-
tion of what "should be" rather than sanity seeking to determine what
"is" under i he decision of the Court)

Because there are so many different aspects of the tax credit pro-
posal, it will.behelpful to proceed step by step from simple to more
complex and realistic illustratiOns. Such an exercise is intended gradu-
ally to illuminate the scene so that people may judge the nonnative
issues (ot what should be) more clearly for themselves. There will then
remain the issue of positive analysts (of what is, and what probably

Quoted it' Dante! to% nthatt, I tie ( am: tor tuition la \ ( retItt.."Piu //e/tu Auppun
(). no 4 WeLetither 197s)
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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 personal preferences.

vi
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1

Models and Systems

Model 1

The first illustration or model is one of a democratic community 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 khow it today. Each fam-
ily spends, say, $1000 per year on private schooling of its choice so
that the total expenditure on schooling 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 foi'm 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 call use the funds collectively to purchase goods an 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,"
so the argument goes, is equivalent 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 dechictions, exclusions, exemptions, and credits are the equiva-
lent of public expenditures for the "recipients." He insisted indeed that
they arc 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-

1
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the fiscal )ear 1968. These amounts in other \kords, sere the foregone
re\ elutes of the go\ eminent in that period.

Cleary .the sue of this budget depends on ss ho is Lonsti ucting it and
\\ hat he deems to be the extent of foregone go\ eminent 1i:senile. At
One limit the extremist might insist that the \\ hole of the national in-
Lome 55as potential re\ enue for go\ ernmenis and that an of it that
55 as enjo)ed pri \ atel) b) rndisIduals \\ as the result of a deusion b)
0.0\ eminent not to tax in the instances in question. It is in this sense
that the situation in our first model might be desLribed b) the extrem-
ist as a tax credit scheme.

The tax expenditure concept thus described has been olio) Mg a
flourishing life es er since Suire)'s introduction of It. I urthei testi-
mon) to the popularn) of the idea is seen, for instance, in the once ex-
pressed \ iess of a prink:41s \\ a) s and Means Committee Chan man,

dbur Mills, that all tax concessions are "a form of backdoor spend-
ing." Subsequent') tax concessions has e been Lalled lux subsidies.
And indeed the) subsequent') has e been imitated in studies 01 federal
subsidy' programs.

Much or the tax expenditure thinking is refleLted in the Lt\ reform
mo \ emeni that focuses upon a demand to "dose tax loopholes." So,
Llearl) the deLision to use the terminology of tax expenditure and the
urge io Llose loopholes is, to a large extent, a reflection of an Indus Idu-
al's o\% n you tiLal philosoph) and it is not surprising that the subjeLt
has gi\ en rise to considerable COIMO\ ers).

Critics of the concept Paul Craig Roberts and RiLhaid E. Wagner
ha \ e argued that a sell- Interested go\ eminent, ambitious for Wither
e\panion, vould use the language of tax expenditures as tax loop-
holes to create the impression that the tax system is biased in las 01 ul
Lertam groups. When the loopholes are Llosed and the "cringe bene-
fits" are suLcessfull) lased, these benefits are then disLow aged from
being prix awl) supplied. Simultaneous') , there is Lreated a demand
that these same benefits be pros ided b) go\ eminent. Expansion in the
share of imome that is prodded b) go\ eminent \\ ill then
strengthen its posses is a tis the go\ erned.

So much for ow first application of the tax expenditures (tax L red-
its) philosophy to our model of a Lommumi) of 100(1 families ss Ith Its
speLial assumptions. Although it has been an extreme Lase, the exer-
Lise has been usef ui beLaii,e, on reflection, It reseals a \ ision of soL let)
that is incompatible \\ ith the kind of demoLra,) set in, under the
\merit an ( onstitution. I or, II all of the national 'motile \kas to be
deemed b) the go\ affille111 to be in Lommon 05%nership, then the I first

Amendment that deuces no aid to religion \kould be aLadenuL . An)

(r.ug Rohois ,01,1 R1,11,0(11 55 ,1101,1, Ill, I,rx lt,turin i ra0(1, Iliac it
NO 9, -`101111111:1 19-9



appezzrance of religious education would immediately be condemned
as infringing the Constitution, The complaint would be that it Was fi-
nanced by money that "belonged to" 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 state as an entity that is 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 Nyquist de-
cision of 1973. It struck down New York's planned system of tax ex-
emptions because

In practical terms there would appear :o be little difference-for purposes of de-
termining whether such aid has the effect of advancing religion, between the
tax benefit allowed here and the tuition grant The only difference is that
one parent receives an actual cash payment while the other is allowed to reduce
by an 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 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
croups 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 each). 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 of 51000. Recall-
ing that incomes are $20,000 per annum, this means that 500 families
without children will pay $3000 each in tax and 500 with children will
pay 51000 each. The total tax proceeds still arc S2 million to provide
for the same site defense budget as before.

The S2000 deduction per child is made mailable to secure w hat is

3
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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 gosernment 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 roenue of $2 million for defense, the change from Model
I to Model 2 involves no foregone revenue to meet its (fixed) obliga-
tions. AU that has happened 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 equiyalent to "aid froni the state," Neither
does the money come from some entity called "public funds"; for at
no point did it enter into the goY ernment's financial CIECUit either in re-
ality or conceptually.

Model 3

In our third model we relax the assumption of equal incomes but
maintain the condition of equal (homogeneous) preferences. If the
goYernment maintains the stew that "tax prices" for the gmernment
sersice (defense) should be inyersely related to responsibilities w de-
pendents, it may be able to make its system of tax deductions so flexi-
ble and adaptable to indk idual family circumstances that there will be
no requirement for special "in kind" policies.

Where the pressure on the lowest income families with children is
particularly so ere, the precise cause of the financial difficulty will be
relevant for further gmernment 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 1, expected to grow through time. With per-
fect capital markets he could borrow by pledging his future (higher)
income. Where capital markets arc imperfect a gmernment cc,..ld con-
sider a system of lower taxes now to be compensated by correspond-
ingly higher ones in the future. fax credus could then be gi en in the
present, but only on the understanding that .ax debits would offset
them in the future.

In some circumstances the tax credits could be below zero, as in the
case of the adoption of the negatke income tax. Instead of paying
taxes the family would then receke tunds (negatke taxes) from the
goy ernment, so long as it was earning below some stipulated sum.

It may he objected 111,1 once the rules are so designed many indiy id-
nal% will take unfair adyantage of them. Some families, for instance,
may d6ote their negatk e income :axes disproportionately to non-
child expenditures. Ott,ers may has e more children than origi.ially
planned because of the reduced cost of child-rearing. Notice, how-



ever, that the latter "moral hazard" problem (as it is called) is common
to any system of "pro-child" legislation. 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 are en-
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.

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 "First"Amendment
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
other 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

5

13



the first timeand 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 fact that the innova-
tion presents church school families, as well as others, with a new op-
portunity: the service of schooling free 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 asbefore he foregoes the new opportunity of a "free"
schooling. In economics the "foregoing of an opportunity" is the very
essence of cast: and, indeed, economists generally speak of "oppor-
tunity costs." But since the new situation has confronted the denomi-
national puent 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 all families, including those
who support religious schools. They now have to pay twice when they-
continue to select 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 schooling would the infringement of the First Amend-
ment be avoided.

A tax credit to private school users to offset the clisachantage might
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 difficulties is
that the tax credits would go only to one section of society (others hav-
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 aid to religion even though, in fact, it is only an off-
set to a government-induced prohibition 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-
tion is irreconcilable with the American Constitution was endorsed
w hen the Supreme Court frustrated it in Pierce 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 is feasible. But, in any case, to the aver-

'286 igo (192i)
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ageimedian) voter the precise trade-off between the two objectises of
population homogeneity (the "melting pot" philosophy) and plurality -
plus-diversity is likely to be a constantly shifting one. Only by conci-
dence will the balance of preferences call for exactly 100 perlent
subsidy for public schools (i.e. "free" schooling).

Model 5

Suppose then that in our fifth model the median voter calls for a
subsidy of 662/3 percent of the costs of public schooling and the oppor-
tunity costs imposed on church school parents are a consequence of
the political weight of the majority. The judiciary meanwhile is unwill-
ing to obstruct the policy. This would mean that "free" education
would be abolished since users of public schools would haw 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 (66;i 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 lime to pay some direct
costs such as tuition. This point will be show n later to be a crucial fac-
tor in the debate. It follows, tneanwhile, that advocates of tax credits
should simultaneously la% or positise prices in public schools; or, al-
ternatively expressed: less than 100 percent subsidies.

7
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2

Historical Relevance 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 "wli'at 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 positive economic
analysis. This focuses upon descriptive statements, propositions, and
predictiohk 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 good or bad or about what we should do.

Public Choice Predictions

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

Public choice analysis does not begin with pre-conceived notions of
an economy 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 the 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 public choice

4Dennis C Mueller. Public C'horce (Cambridge: Cambridge Uni%ersity Press, 1979).
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analyst of education must focus, among other things, upon the eco-
n9mics 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
unions.

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 arc as statements of
the real world historical evolution of educational supply.

The Origin of the Nen 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
education 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 government- provided
system of education, schooling for the masses did not exist. This is un-
true. To show why we shalt 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 Schools in New York State in 1811. To
justify such schools it was necessary to establish in what respects the
people were not already securing 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 interfere."^ By "local impediments" the
Commissioners largely meant obstacles to the minority of the popula-
tion that was thinly scattered in rural areas.

In populous cities, and the parts of the country thickly ,ettled, schools
are generally established by individual exertion. In these cases, the
means of education are facilitated, as the expenses of schools are di-
vided among a great many. It is In the remote and thinly populated parts'
ot the Stale, where the inhabitants arc scattered over a large extent, that
education stands great!) in need ot encouragement. (my italics)

the tolltming sedum dra%%%11%.,%%14 upon InF'arth.le -ihe PoluiLal 1 Lonoriq ot Pub
lit Sthool 1 egtsl.shon,- Journal nl Lai, and /Amman's. 04.tober 1967, feprilucil as
Simile% in 1.thh..snon No. 4, In%titte for limn:we Studies, 197'

h Randall. !totem a1 the minium Sc lino! Si steer (11 the State ell Ac t% ) ovA (1871).
p
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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 system of fee paying pri-
vate schooling for all classes.

The New York Report of 1811, having stressed the plight of the
rural areas, 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 nee-i according
to the evidence, a flat equality of treatment was decreed for all 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 not receive 100 percent subsidies. That is,
they were not "free." For this reason the situation in New York be-
t we& 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:

r.it 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 Legislature, as understood by the Commissioners, was
to 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.

Ben with the addition of the r,verfues from the town taxes there
were far from sufT lent funds to cover expenses. The substantial ba- l-
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, parental fees contributed $346,807 toward
the total sum for teachers' wages of $586,520.

On the quantity of education, the Report of Superintendents for
1836 asserted:

Under any view of the subject, it is reasonable to believe, that in t:te
Common Schools, private schools and academies, the number of chil-
dren actually receiving instruction is equal to the whole number between
5 and 16 years of age."

The fact that.early 19th century edtcation in America could contin-
ue tobe 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 5, 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
modification of the Common School system there from 1867 to the
present, a modification that grafted on to the system two important
new features: (a) 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 seeks to maximize
political support and accordingly seeks to 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 constantly in touch with
voters; on the other hand, the electorate is not fully aware of all the is-
sues. Such a situation is fa' orable to the emergence of special interest
groups claiming that they are the representatives of the popular will.
k'rupaganiia 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 is a particularly costly operation and
the costs will be assumed mainly by those who -t nd to gain most from

$1836 Annual Report Nev. York Superfine:Went of ( minion S hook 8
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it. For instance, those i dividuals who work in a service that is pro-
vided by government c. n, especially through their unions, afford to
bring greater-than-aver ge influence to bear upon government policy
since their incomes will be particularly responsive to it.

In contrast, the cons mers, having interests that are spread over
many products and ser ce , cannot so easily afford to buy influence
over the supply of only on of them. In particular, they will not be
able to afford the infor at on necessary to evaluate the full implica-
tions of government pol 'y such as, for example, the true incidence of
taxation necessary to pay for "free" services or the eventual effects of
"free" service upon cons er choices.

It is merely an extensio of these observations to suggest that teach-
ers, through their unions o associations, will promptly be energetic in
the political arena whenev r the political process suddenly provides
one of the easiest routes to economic gain. It so happens that in the
late 1840s the New York tea 'hers and administrators 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 Make a monopoly of their profession whenever the opportunity
arises. The benefits of monopoly are higher salaries and/or a reduc-
tion of effort on the jct. Where parents pay direct fees or rate bills
this money goes with liem 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 private school does not automatically transfer funds.-114.Ore-
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 becomes
a monopoly, the benefits of which accrue to the supply interests such
as teachers and administrators.

A simple extension of the same reasoning suggests 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-
ern 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

13
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in private schools stood 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 of 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 that 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 of it was the proposition that the
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:

If all the schools of every grade that the State to any extent supports
were associated in one homogeneous system, and the appropriations of
the State were confined to that system as heretofore recommended by
this Department, and as repeatedly urged by the State Teachers' Associ-
ation, there would be no ground for conflict,"

'Be 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 influedce on Public schools, do not flourish under the operation of
the free school system.

The Origin of Compulsory Schooling

There remained one area of discretion for the custoinr-s of educa-
lion; 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 administrators, in propOrtion to the numbers in atten-
dance, we can easily "predict" the kind of agitation that would next
have been. undertaken. The income maximizing teachers, managers,

Nineteenth Annual Repori N 1' Supi 1)113) Insirimilon 3911873)
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and other Officials, especially those of average or less than average
ability, would have sponsored a campaign for an education that was
compulsory by statute.

The historical evidence is, in fact, compatible with such "pre-
diction." Serious agitation for compulsory attendance built up very
soon after the success of the free school campaign of 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 been firmly secured in the education
of all children. Compulsory payment and compulsory consumption
had become mutually strengthening monopoly bonds and the pattern
of schooling for the nest century had been firmly set,

Prompted then, not so much by abstrazt welfare theorems as-by
motives of self-interest, it is likely that those engaged in the initiation
of a common school system to uugmetu a private one will soon give
reasons why the former should rep /ace or supersede the latter. The ac-
ceptance of particular instruments of public intervention therefore,
need not spring from logical demonstrations of normatively ideal and
logical arrangements. It can also spring from (and is much more likely
to do so) the successful salesmanship of those already employed 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 st-"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 : conomics 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 fell 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 Eriminations and Short Common Tests) showed declining stu-
dent performance. It will be seen from the graph that the ddwnward
trend in the S.A.T. scores has been continuing right down to the latest
reported '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,

- -i" For details of this scheme c.ee E. G. West. "Tuition Tax Credit PFoposals: An Eco-
nomic Assessment of the 1978 Packwood/Moynihan Bill," PolicyReview No. 3, Win-
:er 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

The American Association of Colleges for Teacher Education
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 School Offices
Council of Great City Schools
The National Association of Elementary School Principals
The National Association of Secondary School Principals
The National Association of State Boards of Education
The National School Boards Association

Graph 1
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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

100.

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 reported above. For the years where data arc available
(1968-69 to 1973-74), while the student population increased 1 per-
cent and teachers 15 percent, the increase in supervisors.was 44 perfent.

The strong tendency to centralization is shown in the 17 percent
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" (to neighboring school districts) are considerably
weakened.

There is in addition scime evidence that private schools, on average,
are able to provide educatiotequal or superior to that provided by the
public schools but,a1 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 Charler 4 below.

The prediction, from the economics of pdlitics, that organized
union spokesmen will encourage their own view of tilt 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 remarks 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 (3. licw. "1 earning a lesson from the Catholic Schools." New York
%lima:file, September 12, 1917,

'=Gus Fylor, "Playgrounds for Pro:not:on and Preiodice," Aviv }orb limes, October 7
1979. 15lor nas guest columnist for Albert Shant.er. President of U.I.. F.

19

25



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 belies es that
"American public education was, from its beginning, a single sy%tetn,
founded on the ideology of a single 'common school' to which children
of all economic levels and all groups would be sent."" In fact huge
numbers of immigrants in the 19th century went through parochial
schools. Furthermore, the half-million "free persons of color" in the
United States before the Cis it War were, in most cases, not e% en 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 es idence thi.t the "objec-
tive" of a homogeneous schooling was the spontaneous 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 rid:. 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 school, have sup-
posedly accomplished is employed %cry frequently by opponents. 1:
has recently been repeated, for instance, by Albert Shankei, the Presi-
dent of the United Federation of Teachers.'" Apparently championing
an announcement by the IRS that it intended to "rev less" the tax exempt
status of those private schools that do not hake the required propor-
tion of blacks, Spanker seems 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 each 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 Ness York there is on average not more than 2 per-
cent minority enrollments in public schools and the proportion of low
income children attending is also tiny. Meanwhile the 44 private
schools in Ness York City that are members of the National Associa-

tlInd,
"Ilunes tge111.111, el al . l'areno, leather+ and ( hddren 11w &mire+ t /ur ( hunt' In

Inurrnan lahrtatwn (Sall I f .111%.1CO. hesitate la)r 0/11ellIple.11 Utile. ;97-1. p. 2.
t homas Stm ell in ( ()tem.'''. op t p 166 Stmdl add.. lioni,111%. that more than
hat( of tie, smut: PoPutattott grout? "A% toct ate to 1893

lb/111)m Shanker. "Problem.- tot I:v.( redo Secket. to Ponder." \ )1,rr1 /ones. Sep-
tember 31. 1979
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Lion 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, 22.1%, is not much different than that in pub-
lic schools: 27.3010. 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 enrollment as a percent of total elementary and secondary

enrollment in public and nonpublic schools, by region and State:
United Slates, 1970-71

PERCENT MINORITY

Region and State In public schools* In non-public schools
Total U.S. 20.9 10.1

______

NEW ENGLAND 8.8 3.8
Connecticut . 12.2 8.9
Maine . . .8 1.1
Massachusetts 8.0 2.9
Ness Hampshire 8 1.4
Rhode Island 4.9 2.4
Vermont . .4 1.3

MIDEAST . 22.0 9.8
Delaware . . 21.3 5.6
District of Columbia 96.5 43.9
Maryland 24.9 7.8
Ness Jerse) 20.0 7 8
Ness York 25.3 12.3
Pennsylsania 12.6 5.7

GREAT LAKES 14.7 7.3
Illinois 22.0 12.0
Indiana 10.3 8.7
Michigan 15.1 8.3
Ohio 13.0 8.0
Wisconsin 8.0 2 2

PLAINS 7.3 4.3
lov,a 2.2 1.2

'"Thomas Vitullo-Martin "Ness York City's Interest in Monti of Tax Treatment of
School Bpenscs," City Ahnor,ac 13, No. 4 (December 19'18).

16h:1c%! I Hollings, "1 he Case against Tuition lax Credits." Phr Delia Kappan, De-
cember 1978.
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Table 2 (Continued)

Minority group enrollment as a percent of total elementary and secondary
enrollment in public and nonpublic schools, by region and State:

United States, 1970-71

-

Anion and Slate

PERCENT MINORITY

In public schools* In non-public schools

Kansas 8.8 6.6
Minnesota .. . 2.8 1.8
Missouri
tgebraska

15.1 ,

7.0
7:3
3.4

North Dakota 2.0 2.1
South Dakota 5,7 19.6

SOUTHEAST. 29.2 11.6

Alabama .. ...... 34.3 17.7
Arkansas ... .. 20.1 13.8
Florida .... . 27.9 17.3
Georgia .... 33.5 10.3
Kentucky. .... . 9.3 4.7
Louisiana . .. . 41.0 10.4
Mississippi .. . .. 51.0 5.7
North Carolina ... 30.7 12.1
South Carolina . . 41.2 2.0
Tennessee . . .. 21.2 83
Virginia 24.7 6.2
West Virginia . . 4.9 2.8

SOUTHWEST 34.0 30.3
Arizona 28.8 25.5
New Mexico . 48.1 66.7
Oklahoma . 18.0 12.5
Texas 37.9 30.0

ROCKY MOUNTAINS 11.7 15.7

Colorado ... . 18.8 19.2
Idaho .. . . 4.4 5.4
Montana ... . 7.3 11.1
Utah 8.2 11.6
Wyoming .. . 8.9 22.0

FAR WEST 22.8 20.5
Alaska... .. .. 17.8 3.1
Califinnia ... . 27.3 22.1
Hawaii NA 51.3
Nes ada 14.3

-
9.0

Oregon 4.5 3.7
Washington 7.0 5.8 r-

'Sources: Department of Health, Education, and Welfare. Office of Cisil Rights,
Directory of Public Elementary and Secondary Schools in Selected Districts: Enroll-
ment and Staff by Racial, Ethnic Group, Fall 1970. NCES, Stunsfic s of \of:public Ele-
mentary and Secondary Schorr /c, 1970 -7/. p. 16.
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Chart 1: Income Distribution of Families of Students in
Private Schools as Compared to Distribution of

Family Income in the U.S., 1974
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Source: U.S. Bureau of the Census, Su:unreal Abstract of the U.S.: 1975, Washing-
ton, D.C.. 1975: and U.S. Bureau of the Census: current Population Report. October
1974; "Social and Economic Characteristics of Students." as cited in Outlook. CAPE.
April 1976, Washington. D.C.

Consider next Hollings's view that "most of our private schoorstu-
dent population is middle or upper class." In fact, (as Chart I shows)
the family incomes of private school 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 group ($10,000 to $15,000) pri-
vate schools find six percent more of their total population than do
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public schools. Finally in the highest income groups (o%er S,000)
-private schools enrolled only 2.5 percent more wealthx students than
did public schools. -

More important, the public schools that cater for upper income
families usually spend considerably more per pupil than do prix ate
schools raking in similar students. In the mid 1970s the highest-spend;
ing public school district in the New York Metropolitan area spent
58.600 per student. This was more than any prixate school in the city
and two and a half times the average expenditure of NAIS schools.'''

The property taxes that generate revenue for such expensixe public
school systems are tax deductible. In effect this means that general
taxpayers through the ledeial goxernment are pax ing one half 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 prixate schools since they permit
only children living within their boundaries.

1"Tcsninot.-ol Dr thoma. %Hullo ann% ficaring. of the Ncnau: 1 ut,in ( ornma
tee:. Sub ( onuntrci: on 1 aatlon and ')eill Management. ;Amur% 18, 19'S. on !no-
tion fa\ ( redo Ru t. N 2142

30

24



Edukation 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 following: although proposals for tuition tax credits were narrowly/

-defea d in the last Congress, they are again being considered at both
the feral and state levels. Earlier campaigners for tuition tax credits
sue as Senator Daniel Patrick Moynihan are again active. Indeed, a
ne version of the earlier Moynihan-Packwood Tuition Tax Credits
13i) 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 bkking persists. When that disappears
or weakens the innovations of tax credits and vouchers will gain still
further attention.

The objective sciCial 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 crees suggests their intuitive belief in the prom-
ise of financial economies. It will be 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

=`ManuelManuel S. Klausner. "Tumon Tax CreAts: A Debate kesocd," Inform (Center for
independent Educaoon). No. 10, September 1979.
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schooling in America hits been the organized supply interests of teach-
ers and administrators. It does not follow, however, that such influ-
ence will a/was be so dominant. The mere fact of demographic change
in America is leading to a shift in the voting payoffs for politicians. As
the average age of the population increases, the day approaches when
the median voter shifts from has ing, say, two school -age children, to
one and eventually to none at all. He will, accordingly, be less and less
enthusiastic about collectivised spending on education and will begin
to display a preference for more dir :ct pros ision by parents them-
selves. This situation could well come about by the gradual introduc-
tion and increase of user charges (fees) for 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 :he early 1980s. We
should remember that the famous Supreme Court cases of the 1970s
dealing with "aid to nonpublic schools" revealed a judicial rather than
a political opposition. In the famous Nyquist -case of 1973, for in-
stance, the electorate had already decided its willingness to provide
grants, vouchers, and tax credits to private schools and their users.
But w hen we add to this obv ions political upsw ening 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 private schools represents an important com-
ponent of the nation's glementary 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 11.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
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Table 3
Public and private schoo: enrollments:

United States, school years 1976-77 through 1978-79
(Numbers in thousands)

Public
1

Priste
School )ear 'Iola! Number Percent Number Percent

.

1976 -77 49,4% 44 317 89.5 5,179 10.5
' 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 bear Total Public Pritale"
1976 -77 26.1 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.21

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 wili 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 11 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 10.2

"iNattonal Center tor I (Motion Statistics Bulletin, U S. Department of Health, I:dui:a-
wn and 51i:hare Education Dis ism, October 23, 1979, hereafter Al L.S Bullents,
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percent in total between school years 1976-77 and 1977-78. The 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 w ith an average public school. These figures need
some qualifications. We shall postpone discus.,ion of them, however,
until later in the study. Meanwhile, it will be interesting to conduct
some elementary 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 tax 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 estimate 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 )ears 1976-77 and 1977-78
(Number,. in S millions)

School 'ear

Puhlic Priate

total Amount Percent ; Amount Percent

1976-77 66,983 61.046 94.1 3,937 5 9
1977-78 "1,839 69,666 '4 1 4,171 5 7

.11ahle 6

Average current expenditure per pupil in public and private schools:
t nited States, school )ears 1976-77 and 1977-78

school sear Ascrage Puhlic Priute
S S S

1976 77 1.151 I,c4 764)
1977 78 1.c12 1.716 819
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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 reduction in dh ,. output of such public goods (or a combination
of both).

Suppose, in our second experiment, sse 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 sse

see 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 transferring to the private sector the
government authorities 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, transfers from the public schools. The total saving, in
fact, would be over two-fifths of a billion dollars or $425 million.

Oh 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 fa,.t, be a saving of nearly $4 billion.

So far we have been assuming that the tax credit 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-
half of the magnitudes 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. If there were zero pupil transfers from public to
private schools, the cost to the authorities would base been just over
$2 billion. If there were positive transfers such that 5 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
worm $409.50, Proposition 13 voters would he enthusiastic if they
calculate that at least 5 percent of the public school population would
move to private schools.

Clearly, the higher the value of the tax credit, the greater the pro-
portion of the public school population that has to move into private
schools heft :e taxpayer gains are realized. The "moral" is that those
who wish to design tax credit proposals, especially if they assume that
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voters are risk - averse, will wish to bias their luc downwards in the
first few years of operation.

In the popular imagination, the new "liberati n" of choice in educa-
tion will probably be ensi,ioned in the form f pupils moving exclu-
sively into existing private schools. In our last example the break -even
point for taxpayers would come when just ui el 5 percent of the pub-
lic school population moved. But this w oul mean a crowding of 50
percent more students into currently built in endent schools. I f this
would seem to be too close to reasonable toler nce levels, it would be
more so with the movement of 10 percent of the public school popula
t ion. And his such a mos ement that is required for taxpayers to break
even when the tax credit values reach the full extent of the private
schoolexpenditures. Such a mos e would, in fact, double the popula-
tion in-existing private schools.

But although average s oters may not initially grasp the point, the
fact is that w hen such numbers swell the demand :or private educa-
tion, entirely new independent schools are likely to appear. New
"branch plant" schools, for instance, will be constructed within the
church-affiliated section of private schooling. It is probably true, all
the same, that the average taxpayer w ill need some kind of demonstra-
non effect of this. Tax credit advocates, therefore, would seem to be
well advised to 'exercise conservatism in the initial stages. On this rea-
soning the 1978 Moynihan/ Packwood proposal of a $500 tax credit
would seem to have been particularly judicious.

Qualifications
We have yet, how es er, to return to the necessary qualifications con-

cerning the differences of expenditures between public and private
schools. The National Center for Education Statistics recommends
caution in making comparisons. More than three quartets of the pH-
s:ate school teachers are employed by church-affiliated 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 at substantially lower rates than other teachers.22

Yet the relevance of these observations is not entirely clear. It does
not necessarily folio N that because teaching members of religious or-
ders obta.n lower salaries than other teachers they are further away
from "true" market levels. Public school teachers are strongly union-
ized, so .ht re maybe significant monopoly elements in their salaries

:2 \( LS Iiitllorn
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that place them well above market levels. It would then be quite ra-
t;onal for'consumer-citizen tax layers 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.
Moreover, 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 ta7 credits.
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 thin
half of the salaries of those in public schools. This is clearly not true.

Some non-teaching sources of the relative efficiency of private
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
basis and about one halt' of the schools did not respond. Fifty percent
is a large 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 afford the time and cost of answering
survey's). This means that, if anything, the figures of expenditures per
pupil reported in our Table 6 would be overestimated. This being so
the cost differences between 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
education, 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 analysis to explore the differences in private wealth pursuits by
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 diz,cov-
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
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 aze 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. Ger.!ral 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 bccomes 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 is 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,joigher 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-

21TM: full references to these studies arc contained in Thomas Bonin:Wing, "Tonards
a Pomo, e Iheory of Public Sector Supply Arrangements." Department of Lconormcs
and Continue.: Discussion Paper 79-15, Simon pascr Umsersity,

13M. Israshinsky Daycare, and Pub & Pain) m Ontario (Toronto Unnersity of Toronto
Press, 1977,
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em 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
thW for salaries just mentioned. -

There is little published research on the differences of school out-
puts and clearly 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 profession 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 empirical 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 substantial gains after 5 percent of
the public school population has transferred to 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 children' schooling.
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5

Origins of Tax Credits and Recent
Federal Proposals

Ton Paine's Education Tax Credit System
The origin of the idea for tax credits to enable people to 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 feel that the pres-
ent age has much to learn from Paine, a brief 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-I3-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 1790sabout 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.

Pain.: focused on the, current expenses of government and argued
that they could be reduced to less than a quarter. It was in his search
for an appropriate way to dispose of the surplus that the proposal for
educational 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 bythe aristocrats.) Money taken in such taxation
from-average families was much mere 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 earnings 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-
sm.), taxation Paine proposed to pay as a remission'of taxes:

...id 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 tie parents of such children to send them to school, to learn
reading, writing and .ommon arithmetic; the ministers of every parish,
of every denomination to certify jointly to an office, for that purpose,
that this duty is performed.25

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 obstacles. Paine's whole operation would, he thought, relieve
the poverty of the parents: "because it is from the expense of bringing
up children 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 I of this
study.

Paine was also concerned with the difficulty 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:

... for the expense of schooling for 6 years each, which would give them
6 months' schooling each year, and half a crown a year for paper and
spelling books.26

Paine also anticipated the problem of administrative feasibility and
claimed that his plan was easy in practice; "It does not embarrass trade
by a sudden interruption it 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
eight 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, wanted 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

...

2s Ton Paine. The Rights of Man Everyman% edition (London. 1961. p. 248).
6/brd p. 252.
rihrd. p 256
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expenditure would go through parental ehands so that the competition
between schools would be even greater.2g

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 program's 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 more 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
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 al1.29

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-credit liability equal to, or in excess of, the available credit.
There is 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 see, 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 college education, and we are

21 or limber tleitids of Pause's proposal see I.. G V est. "Tom Pame's Voucher Scheme
tor Lducanon" Southern Lconimuc Journal. Januar) 1967, reprinted in I:. 0. West,
Lthteutton unit but:Atrial Retolution, Batslord, London 1975

9,1onit h NleNult.. "I a Potts:), and I union redn t epslation: I ederal Income Tax
Allmsances or Personal C lists of Higher Education," California Law Reew 61 (I),
1atmar), 1973
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interested mainly in primary and secondary schooling, we shall not
discuss them in detail here. One feature emerged, however, that as
later to be applied to tax credits for schooling. In 1971 Senator Abra-
ham Ribicolls (D-Conn.) tax benefits scheme for college tuition (initi-
ated in 1967) reappeared with one interesting modification. It provided
that- the tax credit would be refiozdable. This means that a family
would receive a cash refund to the extent that it owed no income taxes
to which the credit could be applied.

The first significant tax deduction proposal for 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 of higher education, vocational schools, and
elementary and secondary schools. Buckley's proposal was rejected,
but it is widely believed to have been the forerunner of 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. FL.*.her, the P/M plan incorporated the
new idea of "tax reftindability." 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 tax liability he would have stood to qualify for tuition
credit up to 5500 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.3°
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

Fiereafter the 1"N1 proposal.
1)R. I) Reischauer and R. W Hartman, Reformme School I mance (Washington,

D.C.: Du: 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 be-fore taxpayer gains are realized.
"Modest" credits therefore have a greater initial chance than those that
extend to the full 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 to $500
would seem to suggest that about half the average private school ex-
penditure 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 taxpayer gains.

The Packwood- Moynihan bill also provided for tax credits for col-
lege users. Normally this would be difficult 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 seem to give clear
benefits to the middle, and upper classes. There arc 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 tax 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, first because the banks
have very little incentive to collect payments on loans once they are de-
faulted since the federal government pros ides a substantial guarantee.
Second, the incentive to default is quite high and some students even
declare bankruptcy in order to avoid repaying. There is certainly a
logical case for a loan system. When it was first proposed in the early
1960s, however, it was intended that the system would use the already
substantial machinery of the tricorn(' 1a.% author:nes to collect interest
on repayment. The incentive of individuals to default against income
tax is likely to he considerably smaller than present incentives. (Bank-
ruptcy, for instance, cannot be pleaded as an muse for nonpayment
of income tax.)

%%hat uas interesting about the I' 'M proposal was that it could he
pleaded as a return to the philosophy of the loan system a. originally
intended and Llescrtbed a system that uses the income tax mtwhinery
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for collections. It is true that Packwood and Moynihan did not pre-
sent their plan in such a light, and they spoke of the facility as prodd-
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 got ernment would receive less in
tax revenues. Conversely, if the tax credits were successful, users of
the P/M system would eventually "pay back" the income lay authori-
ties a higher volume of tax revenues that they otherwise would. In 'his
sense the P/M tax credit plan can be regarded as a device that stimu-
lates a loan system and moves in the direction of efficiency 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 invokes a discrimina-
tion against the users of the less expensit e private school. Thus a per-
son attending a school whose fees amounted to 5500 would receive only
S250 in tax credit whereas families using schools charging S1,000
would receive $500. The P/M plan would hate been better without
this condition.

The 1979 Tuition Tax Credit Bill: S. 1095
Following the defeat of the P/M scheme, Bill S. 1095 offered in

1979 tax credits of 5250 per elementary and secondary student and
$500 per post-secondary student for fees paid 1, r tuition. As in the
P/M bill the credits apply to each member of the immediate house-
holdhead, 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 accordance 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 50 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 lax credits families must have a
taxable income of 57,000 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 cif 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
a tax credit scheme could not respectably argue that credits were being
made available also for such indirect taxation. Bill-S.1095 seems most
conspicuous in its neglect of this simple point.
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State Proposals

The 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'ontained Interesting features worth dis-
cussing here, especially because most of them have reappeared 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 credit was also to be available
for those attending institutions of higher learning where admission is
conditioned upon i high school degree or equivalent. The credit waslimited 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 expenditurt per pupil in
public and private schools as reported in the NCES Bulletin of Octo-
ber 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 1980-81

=7_
School Year Public Private

1976-77 51.544 S 760
1977-78 1.736 819
1980-81 2.423 1.090

Source: Natioral Ccntcr for Education Statistics 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-
tion 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 all 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
that 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.... IWlith 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 previous 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 school 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 1.978. 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.32

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
wottld 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 5 percent of the public school population trans-
ferred to private Institutions. If, however, one state establishes tax
credits unilaterally, the taxpayer benefits will be spread disproportion-

"California Public Schools: Selected Stuttsttes 1977-78. Sacramento, 1979.
' 2Even if it was excessive now. inflation 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

Apparently one of the most awkward features of the California t4x
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 proposed 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-à-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 -I3 era numer-
ous public schools are noVrtIriggeps 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
too.

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 ccr,tv will be imposed on taxpayers
who do not have children. At the same time it is arguable that this is a
necessary cost to insure legal recognition 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 to either public or non public, schools. But a tax credit

someonly apply to a public school if that school is charging fees of some
sort.

The new tendency t., charge user fees in public schools is an interest-
ing one. Indeed it raises the question whethci the post-Propo ,ition-13
era might not lead to a demand that public schools charge some
positive tuition fees as well as fees fer 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 tht 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 Amene.ment.

It may be argued that to rely on fees is to make education'more dif-
ficult for poorer 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 pagses, and with current rates of inflation,
such low income families are anrrially made to pay extra tax contribu-
lions. 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 thai 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 tax-
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 preceding calendar year.

The D.C. government will be required to refrain from impairing the
even-handed application of tile 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-

"Suite the present study has been concerned exclusisely with education up to and in-
cluding the secondary lesel no analysis will he 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

California
51.864

District of Columbia 2.706
United States

1.823

.ra..,......razaw.rav,rarsitTraoc.o.use
Source: U.S. Dept. H.E.W. National Center for Education Statistics. 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
Of voucher should be based on a target that is closer to the private,
school cost per pupil. The question arose with the California proposal
fora $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 between state and federal income taxes.

c. The potential for inequality arises from the fact that the tax credits
are based onincome 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 benefits
higher than those families with lower creditable contributions. We
have pointed out the disadvantage with income tax credit schemes on
indirect taxes payedsuch 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-

49

53



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 of students, either directly or in-
directly. A taxpayer could also give to a school and the school amid
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 &ucational tax credits-inspired gifts in accordance
with the twelve hundred dollars per student ceiling. The proponents of
the D.C. tax 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 the 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 competition with other firms when hiring labor
of all grades. One firm in isolation may initially appear to have a spe-
cial bargaining advantage 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 fringe benefit 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 significant issue.
Even if all families with children stood to obtain the full twelve hun-
dred dollar benefit of the tax credit, the fact remains that individual
taxpayers will have to pay more federal tax to the extent that they use
016 state tax credit. It would seem that there woulu be room here for
negotiation between the state and federal government in search of a
compromise or agreement. One arrangement would be for the federal
government to treat the tuition tax credit as equivalent to state income

3
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tax. in which case the difficulty would be Nino\ ed. If this is for some
reason (Id field( to aeomplsh there is another logical place on which
to locus attention. We refer to the new bill being prepared for this ses-
sion of Congress by the coalition that fought for previous Nloy mhan-
Paekw 000 tuition tax credit bill of two years ago. Ways could be
found of complementing steh federal tuition tax ci edit with schemes
adopted in states such as D.C. It will certainly, be interesting to see
whether some sort of convergence between the D.C. scheme and that
of the Nloyhan-Paelswood coalition will actually occur in the next
less months. .

C onsider, finally, he possible motives for the National Taxpayers
[11101, in transferring its endeavours from California to the District of
Columbia. One probable reason is the smaller expense required in
gatherrig signatures in the area of D.C., shish is so much smaller
than California.

Another likely reason, and probably the most prominent, is the
symbohe nature of a successful outcome for the D.C. scheme. The
District of C olumbia is, after all, the focus o the federal goverwent,
so a clear and resounding object lesson would be there for all to see.
The state movement could indeed strengthen and encourage its part-
ner at the fed, cal level. Also, if the federal and state'governments
eould reach some arrangement that avoids the problem of the interde-
pendence between the state and federal income tax, then all would be
set for many other states to follow suit and copy the D.C. scheme.

Tax Credits ersus S (metiers

final possible reason for the change in strategy of the National
I away ers Union concerns the current initiative in California to estab-
lish a voucher scheme. To many who wish to see the principle of fan-i-
lls choice adopted, the existence of two competing schemes in one
state would appear to have the misfortune of "splitting the vote." Now
that the California tax credit has been dropped, the way seems clear
for the voucher system to obtain the requisite number of supporters.

It will he a particularly instructive experience if the voucher system
succeeds in California at the same time that the tax credit system wins

D ( I he reason is that each system has its own special advantages
and di advantages and it would be very helpful to obtain real es idence
01 the workings of both.

Our own view is that the D.C. tax credit system has much more to
he said for it than the voucher of the Californian type. The latter
(under the leadership of Professors Coons and Sugarman') is ham-

-1 Ntl 1)okt: or Monoois I dui -dims Po /, i Reltel%.
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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 anelprivare schools.

The most severe restriction in the,Coons/Sugarman voucher scheme
is that against "add ons." These are allowed under the Friedman ver-
sion of the voucher system. According to Coons and Sugarman, fami-
lies unable (through low incomes) to add extra dollars would, with the
Friedman-type voucher, patronizt those 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 quality of schooling available to the rich
hardly at all; to the middle class, moderately; 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 minorities. Indeed, in 1971

about 44 percent of the population of private schools in the District of
Columbia consisted 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
EXC. 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
w ill therefore be prompted to act more immediately and effectively in
improvictiheir quality and to pay greater attention to the preferences
of families. And it is likely to be these poor families who will benefit
most.

".>J1111on & Row I lit:dinar), ree U, ( house (Ness N or k 11art.ourt Imall()%11:111
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 rublic school costs. This provision therefore
builds in and perpetuates the wasteful levels 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
16e1 of the D.C. tax credit proposed by the National Taxpayers
Union.
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Conclusion

There have been several serious endeavors to secure tax credits at
the federal and state level in the U.S. in recent 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 compe-
tition of the existing private school system, a system that already
enrolls 5 million 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 .;temodern voucher and tax credit schemes
are based on the assump. ion that public schools now charge fees of
some 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 schodFEstablishment, 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 v..c-
cordingly encourage much needed competition 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

0

Short Title

"Greater Educational Opportunities Through
Tax Incentives Law of the District of Columbia"

Initiative Measure No. 000

13) the Electors 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 Opportunities Through Tax Incentives Law of the District of
Columbia."

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

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
year.

.

(b) Maximum Credit per Student or Scholar. For taxable years

L

ending on or before December 31, 1982, the maximum dollar amount
allowable to the taxpayer as a tax credit for qualified educational
expenses incurred or actually paid shall not exceed $1,200 for each eli-

59

61.



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 specify a smaller or larger percentage in-
crease upon a 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 preceding calendar year.

(c) Maximum Credit per Individual Tavayer. 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) Maximum Credit for other Taxpayers. In the case of partner-
ships, associations, corporations, unincorporated businesses or any
Other taxpayer, the maximum dollar amount allowable as tax credits
for qualified educational expenses incurred or paid for all students
and scholars shall not exceed fifty percent of the income or franchise
tax payable for the taxable year.

Sec. 2. Definition 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
maintains 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.

(c) The term "eligible student" shall mean any District J f Columbia
resident who is enrolled on a full-time basis in an institution of higher
learning.

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

(e) The term "income and franchise taxes" means any taxes im-
posed upon a taxpayer pursuant to this Act, or similar taxes upon in-
come of the taxpayer, regardless of the authority for their enactment,

(f) The word "individual" means all natural persons, whether mar-
ried or unmarried.

(e) The term "institution of higher learning" shall mean any public
or private junior college, college, university, professional school or
similar institution which requires a high school degree, or its equiva-
lent, as a cOndition of admission, and which maintains racially non-
discruninatory policies as required by law.

(h) The Hord "person" means an individual, a partnership (other
than an unincorporated business), an association, an unincorporated
business, and a corporation.

(i) The term "qualified educational expenses" means sums paid by a
taxpayer on behalf of eligible scholars For tuition and other educa-



.4)

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
(i) and be provided directly or indirectly to students and scholars wh-o
demonstrate financial need in accordance with standards to be enacted
by the Council of the District of Columbia.

(j) 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
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 return 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. 5. 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 not 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 effectiV'e in
accordance with Section 5 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 after taxable year 1982.

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, of 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-
creditation or other public-school "i,rotctiv e" legislation.

Implementation

The design and intent of the tax credit is to encourage the spirit 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 available funds will far exceed the number of children
who will 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. It is safe to as ,utne, however, that
a great man) taxpayers, both individual and corporate, will prefer to
we sonic portion of their present D.C. income tax payments spent to
achieve a known good such as education rather than let the money
disappear into the bottomless pit of the D.C. Treasury. Since such giv-
ing is economical!), costless to themtaking the tax credit involves no
loss of other tax benefitsthe incentives for financing a wide variety
of 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
the organization can distribute the money among the requisite number
Qf 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 in 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.



Two reasons Counselor to the President Ed Meese says,
"The Reagan Administration will rely heavily

1 on The Heritage Foundation." IIMINEW

When advance copies of
this book were delivered
to President-elect Rea
on's transition office the
week after the election.
everyone started talking
This "extraordinarily de
tailed guideline for the
Reagan team" (New York
:Imes) contains, not

vague theonzing. but chapter and verse specifics,
the rutty gritty of the Right way to govern" (Dallas
Morning News) This "blueprint for grabbing the
government by its frayed New Deal lapels and shale
mg out MS years of liberal policies" (United Press
International) is "unprecedented in on scope and
depth" lnewbudget director David Stickman) Out.
going Senator larch Bash ,alls it 'most disturbing,'
while incoming Counselor to the President Edwin
Meese finds it "very impressive

For a glimpse ahead at the Reagan Administration,
read Mandate for Leadership Distributed by Caroline
House $12 9S fpaperhikk). $21 9S (hardcover)

David Stockman, Prem.
dentelect Reagan's budget
director, wrote that Man
date for Leadership "only
whets my appetite for The
Heritage Foundation's next
effort This is it

Agenda for Progress, Ex-
amining Federal Spend-
ing, is an incisive and in-
sightful examination of he federal budget by
seventeen market-oriented budget experts Their
combination of &codeine and congressional expe-
rience results in sound analysis and practical, yet
radical suggestions for redirecting federal spending
policies
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I d like to see your recommendations to the Reagan Administration Please send me hardcover

or paperback copies of Mandate for Leadership and hardcover or paperback copies of
Agenda for Progress My ,heck is enclosed
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"I depend on POLICY REVIEW

"A provocative loormtiwith its growing
readership. it Is very oddly becondog a
poblicatios that sue should reed.

Seamier Daniel Parke Moynikoo
(11.-New York)

A
V

"A meet 'doodad% readied *whom."
David Stoduese
(Dinder, Mee of Masioser;est Swart)

"The Hatter Foondstioe's POLICY REVIEW
resole* often me some of the best wrings,
thoroughly researched, provocative Amoebas on
various public issues which are wring* by
conunentaton with whose perspectives I often
disarm"

Represeotseve Robert Garcia
(D.-New York)

"A superior publication both in terms of
contest sod desire."

Sumo. Orrin Hatch
(11-11tatil

When such a diverse group of political leaders
agrees on the importance of one magazine, people
take notice. It's no wonder that Policy Review is fast
becoming the most widely discussed quarterly in
America.

Policy Review is published by The Heritage
Foundation, America's leading conservative public
poky research institute. That explains its sound and
timely analysis of both domestic and foreign
affairsa combination offered by no other
conservative quarterly.

Recent issues of Policy Review, for example, have
included articles on such topics as the Polish Crisis,
Pornography, Affirmative Action, Contraczption,
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Representative Jack F. Kemp
(R.-New York)

Energy, Counterintelligence, and the Environment
written by top experts from across the country and
around the world.

Edited by John O'Sullivan, a former editorial
writer for London's Daily Telegraph, Policy Review
is known for its lively style and unpredictable
controversy.

Find out for yourself why so many Washington
policy-makers agree that Policy Review provides
sound analysis of legislative issues, plus a wide range
of policy alternativesand a lively and provocative
style.

Take advantage of our money-back guarantee and
subscribe today.

ritageGFaudatioq

Polley Iteview
313 C Street, N.E.
Washington. D.0 20002
fl Yes. I want to try Policy Review Please enter a one-year subscription (4 *me:). starting with the current issue. I understand

that if I am not completely satisfied after receiving the first Issue. I will receive a full refund
I Enclosed is my Si S check for a I year subscription

Please charge to my 11 MasterCard VISA American Express I1 Interbank I
%1A%Ti HAMAExpiration Date
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City
State Zip

Signature
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the first time`and ssith the intention of promoting a more homogene-
ous population. One method is decided upon to attempt to dales e the
desired objectise. It is to pros icle equal access public schools and a
"free" education in these institutions only.

There is one major problem. It stems from the fact that the mnos a-
tion presents church school families, as %sell as others, %sit h a ness op-
portunity. the sers ice of schooling free of charge at the public school.
In deciding sshether to continue to send his child to the church school
at the same positise price (tuition), the parent noss has to realize that if
he does continue as bet ore he 1 oregoes the ness opportunity of a "I ree"
schooling. I n economics the "foregoing of an opportunity" is the cry
essence of cost. and, indeed, economists generally speak of "oppor-
tunity costs." But since the ness situation has confronted the denomi-
national parent with a cost, the et fect is to prohibit religion, at least in
degree, and this is unconstitutional.

It should be remembered that the nes.% scheme of "free" public
schools %sill call for increased taxes on all families, including those
sshosupport religious schools. They floss has e to pay mice ss hen they
continue to select their customary church school: one for their ossn
school and once, through taxes, for the public system. Only if such
pi-Rate school users ssere excluded from the tax contributions to the
"free" public schooling ssould the infringement of the First Amend-
ment be avoided.

A tax credit to pm ate school users to offset the Cisachantage might
he a more practical method o. t accomplishing the same thing. But, as

e has e seen, legal opinion is Lin ided on ss healer the Supreme Court
%sould countenance such an arrangement. One of the difficulties is
that the tax credits %%mild go oniy, to one section of society (others !las-
ing offsetting "free" public school ads antages). The benefiting section
of society %sill be largels users of church schools and this might gist:
the appearance of and to religion es en though, in fact, it is only an off-
set to a gosernment-induced ',mit:baron of religion.

The social objectise of pursuing a more homogeneous society is in
most democracies not likely to be completely. absolute and unyielding.
If the objectise ssas absolute, the most direct %say of accomplishing it
ssoald be to completely, outlass prisate schools. The fact that this solu-
tion is irreconcilable %sit h the American Constit,:tion ssas endorsed
ss hen the Supreme Court frustrated it in Pierce I. .Souedy of .Sisters'
user a half a century ago. Ls en in the absence of this famous case it is
doubtful ss het her majorities could' es er exercise sufficient political
posser to make prisate schooling illegal. Minorities, especially. sub-
stantial ones such as Catholics, akay s has e some political influence,
especially ss here sots trading is feasible. But, in am case, to the as er-
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