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Designing A Public School Choiee Program That Can Pav For Itself

The following is an execuuve summary regarding a study which outlines proposals for
an educarional choice orogram in the swate of Nevada. The study was adapted for Nevada
rom a study developed through Barrv Goldwater insurute by Tara Eliman. Consulting

Associate Research Fellow, NPRI and Judv Cresanta. President. NPR].
L R SR
Low-Cosr Educational Choice
* The purpose. of this stugy is to help decision makers design an effecrive low cost (ar no-cost}

educational choice program,

* Attribures of an "Optimum” Choice Program

1. afl students and all schools are eligible to participate;

2. ail-scholarships. are-of equal size;

3. scholarships are large enough to provide realistic choices-to a wide range of students;
including low income and handicapped students;

4. regulations:are minimal;

3. the program is economically efficient; and,

6. taxes do:not increase.

* The prospect for an "ideal” choice program in Nevada is good, but not certain. If further
expertence and research dims this optimism, it is still very [ikelv that Nevada could achieve a
no-cost or low cost choice program by compromising some of the "ideal” antributes mentioned
under the seciion entitled "Artributes of an Optimum Choice Program”

Executive Summary

. Proposals for an educational choice program that would allow parents to choose among
public and private schools with the aid of a state scholarship have reached considerable
support in Nevada among parents, businessmen and some teachers.

. One aim of an educational choice program is 1o improve education by bringing
competition to both public and private schools. Another is to give educational choice
to as many families as possible--most of whom are now limited ¢ just one public
school because of school district rules and the cost of private alternatives.

. Some critics argue that choice involving private schools would be prohibitvely
expensive, a conclusion they support by simply multipiving current private school
enrollment by the presumed size of a state scholarship. If one, for example. multipies
Nevada’'s average expenditure per student for FY 1992-93, bv the number of private
school students. the result is a daunting $3C million. Bur this analvsis is incomplete.
A choice program in Nevada would not necessarilv b i In fact. it wouldn's

e e
necessarily cost anvthing. A program’s fiscal conseguences depend on its design.
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The mode! ror thinking about educational choice used here is based on a distinction
berween two groups of potential private school students:
"Movers" who choose private schools if thev have a state scholarship but would
otherwise attend pubiic school: and.
"the base group.” who would attend private schools as a primary choice.

An effective choice program should improve economic efficiency in two ways. First.
private schools are often more cost efficient than public schools and vield a generally
better academic result. Therefore, shifting more students to the private sector
improves overall economic efficiency. Second, a choice program subjects public
schools to some mild competition. Since dissatisfied customers are more likely to go
elsewhere if they have a scholarship. public schools are under pressure to use their
input to better satisfy their customers. Moreover, the possibility of a large number of
"movers" 1s an important incentive for public schools to improve.

A successful "optimum" choice program requires a combination of favorable
circumstances. Fortunately, Nevada has an unusually small "base group” and a finance
svstem that assures a savings to state government from movers. Assuming Nevada
also has at least moderatelv price-sensitive demand for private education and an
adequate supple of modestly prices private schools, a choice program with unrestricted
eligibility and equal scholarships has good prospects for breaking even. This is
especially true of a program for elementary school students.

Since the cost of a choice program is overwhelmingly attributabie to the "base group.”
a small "base group" offers a great advantage. In Nevada. only about five percent of
students are now In private school or are home schooled: well below the national
average of almost twelve percent and far less than several states that have more than
20 percent of their students in private schools. The small size of the "base group”
means that a program can break even if a relatively small proportion of public school
students switch. A switching rate of just 12 percent would cover the costs of 70
percent scholarships worth slightly over $2250. Contrast this situation to that of a
state with 20 percent of its students in the base group. A 350 percent scholarship
program could not break even unless a quarter of public school students switch, and a
70 percent scholarship program would require that more of 38% of them switch.
Clearly, the conditions for low cost choice are more favorable in Nevada than in many
other states.

For parents, a state scholarship is the equivalent of a decrease in the price of private
education {provided, of course, that the scholarship does not cause tuitions to rise).
For a program to break even, parents’ demand for private education has to be fairly
price sensitive, or in the language of economists. demand must be price-elastic. This
1s the case even in Nevada, although the required degree of price elasticity 1s less in
Nevada than in may other states because of its small "base group.”

Desirabie Design Features for any Choice Program

Phase in the program.

Cap scholarships for low nuition schools.

Do research first.

Encourage new schools and school expansions.

A s

g L ) s



HOICE PROGRAM THAT CAN PAY FOR
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Propesals for an educatonal choice program that would allow parents 1o choose among
public and private schools with the aid of a state scholarship have received considerable
support in Nevada among parents, businessmen and some teachers.

One aim of a scholarship program is to improve education by bringing competition to
both public and private schools. Another is to give educational choice to as many families as
possible— most of whom are now limited to just one public schoo! because of school district
rules and the cost of private alternatives.

Some critics argue that choice involving private schools would be prohibitively
expensive. a conclusion they support by simply multiplving current private school enrollment
by the presumed size of a state scholarship. If one. for example, multiples Nevada’s average

xpenditure per student for FY 1992-93, ' by the number of private school students. the
result is a daunting $50 million. But this analysis is incomplete. A choice program in
Nevada would not necessarily be expensive. In fact. it would not necessarily cost anything.
A program’s fiscal consequences depend on its design.

The purpose of this study is to help decision makers design an effective low cost (or
no-cost) educational choice program. First. the report presents a way of thinking about choice
programs that should be helpful. Second, it presents the evidence that Nevada has particularly
good prospects for a successiul low cost choice program. Third. it clarifies 1issues decision
makers will confront in designing a program and discusses strategies for dealing with them.

ATTRIBUTES OF AN "OPTIMUM" CHOICE PROGRAM

One of the first problems for policv makers is 1o decide what characteristics a choice
program ought to have. Here we simply assume that consensus among choice supporters
points to a program which ought to have the following attributes:

{h all students and all schools are cligible to participate:

all scholarships are of equal size:

scholarships are large enough to provide realistic choices to a wide range of students:
including low income and handicapped students:

4 regulations are minimal:

(3 the program 1s economically efficient: and.

(6) taxes do not increase.

—
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By this definition, an "ideal" program has all these characteristics and a "compromise”
program lacks one or more of them.

Nevada Taxpayers Association. Nevada Issues. Issue |, Novemper 1992, n4. The average ioztal expenditures among countiss per
oupil s 52125 per pupii. This figurs muitipiied by the aumber of swudents znrolied in 3rivate scheols (approximately 11,143) equais
§34,430.046
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A WAY OF THINKING ABOUT EDUCATIONAL CHOICE

The mode! for thinking about educational choice used here is based on a distinction
berween two groups of potential private school students:

+ "Movers" who choose private schools if they have a state scholarship but would
otherwise attend public school: and.
* "The base group". who would artend private schools as a primarv choice.”

Taxpayers save money on each "mover” as long as the scholarship that the state pavs
him or her is less than the amount of money the state avoids spending because it no longer
has to educate the "mover". A great deal of economic efficiency and. therefore, public benefit
comes from the "mover"—their choices, previously limited to public school. are expanded and
their education 1s improved.

The term economic efficiency refers to the amount of output relative to input. Both
public and private input are important, so that moving costs between sectors does not
necessarily affect efficiency. Economic efficiency and the public’s share of the cost of input
are two separate issues. The focus of this paper is how to achieve the program’s
goals—wider choices and better economic efficiency in sducation—without increasing the
public’s economic input.

An effective choice program should improve economic efficiency in two ways. First.
private schools are often more cost efficient than public schools and vield a generally better
academic result. Therefore. shifting more students to the private sector improves overall
economic efficiency.” Second. a choice program subjects public schools to some mild
competition. Since dissatisfied customers are more likely to go elsewhere if thev have a
scholarship. public schools are under pressure to use their input to better satisfy their
customers.” Moreover. the possibility of a large number of "movers" is an important
incentive for public schools to improve.

From the taxpayers’™ viewpoint, the "base group" increases costs without much benefit
since their choices and education are not changed by the scholarship program. The key to
designing a low cost program is to use the net savings from “movers" to cover the costs of the
scholarships for the "base” group. If the net savings from "movers" (after paying them
scholarships) cguals the payments to the "base" group. a choice program breaks even: costing
taxpayers nothing overall. If savings from "movers" exceeds scholarships to "base" group
students, taxpayers would be better off.

~ The present percentage of private school students now stands at 4.6 percent.  With home schoolers inciuded Nevada students who
are educated by private means is § percent.

* A swdy in Chicage. for exampie. concluded that privaze school cost per student was betwesn 43 percent and 77 percent of public
school costs, after adjusung for differences in teacher’s saaries. speciai education and other factors. Wall Srreer Journal. July 8. 1992

* The potential impact of zompetition is indicated dv a major study of international productivity which concluded thar American
productivity in most service industries s superior to that of ail ‘ompeung counmies. The authors amributed this to greater competition in the
U5 service sector anc specifically recommended increasing competition ‘n 2ducation and other uncompertitive service industries. New York

~1
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TAKES TO BREAK EVEN

reaking even. or having a net savings. 1S not an auiomaric outcome of a choice
program. It recuires favorable conditions and a sensible program design. In theorv. an
umpsmct program offering any size scholarship can break even. as long as it attracts
enough "movers" to cover the cost of the scholarships for the "base group". However, the
necessary number of "movers" increases dramatically as scholarships get larger as shown by

4

the steeply rising curve presented as Figure 1.

BREAKEVEN REQUIREMENTS WITH TOUAL
SCHOLARSHPS & UNRESTRICTED ELIGEILITY
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To clarify the implications of this curve, consider a hypothetical example. A state
which saves $3000 per mover before paying scholarships decides to offer $13500 scholarships
equivaient to half the states savings. with no restrictions on eiigibilitv. The net savings from
each "mover"” after paving his scholarship is $1300. enough 1o pay for the scholarship of one
"base group" student. Thus the scholarship program breaks even if the number of "movers"

Tarz Ellman. "Choice on the Cheap”. Barry Goidwarter institute, Arizona Issue Anaivsis, Novemoper.!992Z. The curve in figure |
inciudes points whers the otai cost of schoiarships 1o base group swdents equals the net savings {atter schoiarships are paid to movers}
atributabie to movers. The formuwa is p/77-p, where o is the size of the >~noiars;~.i.c expressed as a proportion of the gross amount saved
ibefore any >..n01"'smc< are paid? when 4 public scnoel student moves ¢ 2 private school. ror Lns:ance for a fiftv percent scholarship the
formuia is 34127 10C percent. This approach is also 2xpiained in £.G. Weast, "The Reai Cost of Tuition Tax Credits”® Pubiic
Chorce 1983, op. 51
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egquals the number in the "base group” (A in {1 g Suvpose the state increases the
scholarship to $2.400 per student. or 80 percen f the state’s savings for a "mover." With it<
net savings per "mover"” reduced to $600 and its cost for each "base group” student increased
to $2400. the state now nesds four movers for each "base group” student if it is to break even
(B in Fig 1). If this state decided 1o increase 1ts scholarship more. the number of "movers”
nesded to break even would get much larger. Nevada correlates well with this illustranve
example.

The size of the scholarship 1s a very important consideration in designing a choice
program. But there is a dilemma here. Small scholarships compromuise the principie that a
wide range of students should benefit. since a program which does not significantly reduce
parents’ out-of pocket costs for private education is of little benerit to low and moderate
income families. On the other hand, it is obvious from the chart above that breaking even
becomes more difficult as scholarships get larger and it may be impossible if scholarships are
Very generous.

In addition. the chart demonstrates that the likelihood of breaking even depends on the
size of the scholarship as a percent of the state’s gross savings per "mover", not on its dollar
amount. A state which pays scholarships equal to half its gross savings per "mover" needs
one "mover" for each "base group" student to break even. regardless of the dollar figures.
This also implies that the appropriate definition of an "equal scholarship” 1s an equal percent
of the state’s gross savings. not equal dollars. Nevada. spends more to educate handicapped
than healthy students. Therefore a scholarship of any given percent would provide a greater
dollar amount to a handicapped student than to a non-handicapped student® Giving the larger
scholarship to the handicapped student does not make it less likely the scholarship program
will break. even.

WHY NEVADA HAS A GOOD PROSPECT FOR BREAKING EVEN

A successful "optimum" choice program requires a combination of favorabie
ircumstances. Fortunatelv. Nevada has an unusually small "base group” and a finance svstem
that assures a savings to state government from movers. Assuming Nevada also has at least
moderately price-sensitive demand for private education and an adequate supply of modestly
priced private schools, a choice program with unrestricted eligibility and equal scholarships
has good prospects for breaking even. This is especially true of a program for elementary
school students.”

(1) A Small Base Group

Since the cost of a choice program is overwhelminglv atitributable to the "base group”.
a small "base group" offers a great advantage. In Nevada. only about five percent of students
are now in private school or are home schooled; well below the national average of almost

* "Special Education” designation has been added w0 the Nevada Plan. The number of units and the amount per unit are determined by
cach legisiative session. A Unit includes a full ume teacher as well as the number of students. limiting the students number in reiation ©
the kind of handicap. The acwmal doliar amount for students with special needs FY1992.5 is not vet available from the Nevada State
Department of Education. [t wouid pe heiprul if ine State Department of Education wouid devise a tabie which gives an estimated cost per
handicappea pupil. This amount can then be added to the swmte scholarship. Not inciuded in this program is the $1.9 million sxpended by
the State ror the education of handicapped students out of state.

" Nevada':s spending allowancss do not distinguish betwesn the sxpense of financing eiementary school chiidren as opposed © high
school chiidren. Generaily It i more ¢xpensive w sducate hign schoot swdents than elemeniary students.

Page *



twelve percent © and far less than several states that have more than 20 percent of their
students in private schools. The small size of the "base group" means thai a program can

break even if a relatively small proportion of public school students switch. A switching rate
of just 12 percent would cover the costs or 70 percent schoiarships worth slightly over
$2230." Contrast this situation to that of a state with 20 percent of its students in the base
group. A 50 percent scholarship program could not break even uniess a quarter of public
school students switch. and a 70 percent scholarship program would require that more of 38%
of them switch. Clearly. the conditions for low cost choice are more favorable in Nevada
than in manyv other states.

(2) Assured Savings from "Movers"

Nevada's school financing system, which assures the state government a predictable
minimum savings for each "mover" is an important advantage in implementing a choice
program. By statute, the Nevada finance svstem provides "state financial aid to schools based
upon an amount of "guaranteed basic support’ minus local available funds produced by
mandatory taxes." The "guaranteed basic support” is determined by multiplying the weighted
number of students by "the per pupil guaranteed amount" The latter, which is determined by
a formula. differs for each district. Except for one unusual situation. the minimum is $3.048
and the average is $3212. (See the tabie on the following page.)™

When a student leaves a public school to enroll in private school, the district’s
"guaranteed basic support" decreases by the "per pupil guaranteed amount”. The local
available funds do not change at all, since they are determined by the tax base, not the
number of students. Thus. the state government necessarily saves the full "per pupil
guaranteed amount”.

Since. with one exception. the state government saves at least £3.048 on each "mover".
it is reasonable to set scholarships in Nevada as a percentage of this minimum assured
savings of $3,048, plus an additional amount for handicapped students. That is. a 50 percent
scholarship would be 30 percent of the mimimum savings of $3.048. An additional amount
for handicapped students could be computed as a percentage of their approximate per student
cost. Students of the same age and handicap condition would receive the same dollar amount
of scholarship. regardless of their county of residence. "

However, if all scholarships are based on the states’s minimum savings of $3048. in
many cases the state government would save an amount greater than this minimum for each
"mover”. This extra savings could be retained by the state government. in which case a

*The figure for 1990-91. computed from tigures compiied by USA National Center for Education Statistics and published in tabies 214
and 213, US Statistical Abstract.

* The average per pupil guaranteed amount in Nevada is S3212. according to the State Dept of Education

'* The WNevada Pian is the basis for distribution of funds. Devised during the 1967 Legisiative Session. the formuia squaiizes funding
pehind each student regardiess of the education revenues of e county schooi district. The Nevada Plan is statutorily derined as a program
10 provide state financial aid 0 schools based upon and amount of Guaranteed basic support minus local available funds produced pv
mandatory iaxes. "Basic support” is the amount of the dollars getermined by multiplving the "weighted enroliment” by the per pupii "basic
support guarantee” plus 2 legisiatively determined amount for "special education”

" Eureka County fits this description since it has very few stugents and z very high revenue base. in reality, Eureka Count does not
sualify 1or state aid. therefore. it is assigned only 2 token amount of Z10C as a per pupil guarantee amount. 7 the formuie were smicily
applied 1o Zurekz. it wouid loose local taxes o support other dismics. mierefors, the law provides that all dismicws wili receive at jeast U
percent of their basic support.




choice program with universal eligipility would break even more easilv than indicated in
Figure 1. or it could be paid 1o the disticts.

The only district for which the state would not achieve a significant savings for a
"mover" is Eureka County, which receives almost no state aid. To be strictly equitable. a
district which receives no state aid should pay the state government an amount equal to the
district’s savings when the state pavs scholarships to "movers" (but not to "base group”
students) from the district. In this way, the district is no worse off since its spending is the
same with or without a choice program and the state government has a savings as it has in
other districts. ™~

Per Pupil Special Special
County Guarantee | Education | Education
d Amount Units Meney

Carson $3641 53 $1.389.024
Churchill $5769 28 $733,824
Clark $3225 837 $21.936,096
Douglas $3462 40 $1,048,320
Elko £3827 48 $1.257,984
Esmeralda $6021 2 $78.626
Eureka $100 4 $104,832
Humboldt $3618 20 £524,160
Lander $3625 11 $288.288
Lincoln £5812 11 $288,288
Lvon $4027 34 $891.072
Mineral $4069 1] $288.288
Nyve $3799 26 $681.,408
Pershing $4251 g $209.664

torev $3638 4 $104,852
Washoe $3048 283 £7.678.944
White Pine $4314 14 £366.912

> According 0 the Nevada Taxpayer Association study, Washoe County 1as the smallest quaranteed per pupil amount of afl |~ counuig:.

Tnersrors. ths minimum benefit afforded any counryu is S3048



i3) Price Sensitive Demand jor Privare Education
For parents. a state scholarsiip is the equivalent of a decrease in the price of private educaticn
iprovided. of course. that the scholarship does not cause witions 10 risel. For a program i0
break even. parents’ demand for private education has to be fairly price sensitive, or in the
language of economists, demand must be price-elastic. 1S 1s the case even in Nevada.
although the required degree of price elasticity is less in Nevada than in manv other states
because of its small "base group".

Academic research on the demand elasticity for private elementary and secondary
education. though limited and inconclusive, suggests that it is quite plausible that demand is
sufficiently elastic for a program to break even. With moderately elastic demand (and
assuming an adequate supply of relatively inexpensive private schools), Nevada could easily
break even or have a net savings with unrestricted scholarships of as much as 30 percent
{worth about $1300 for an average student) or more. On the other hand. it is also pessibie
that demand is inelastic. in which case an unrestricted program in Nevada probably could not
break even unless it offered tiny scholarships. Some limited research should be undertaken on

this issue. "

ot
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(4) Adequate Supply of Low Cost Private Schools

A substantial increase in private school spaces is absolutely essential for the success of
a choice program. both to achieve public benefits and to minimize costs. Potential "movers"
cannot switch to private schools if there are no spaces for them. Moreover. it is probably
necessary that the available spaces be quite inexpensive. This is because the state scholarship
1s a larger percentage price decrease for low ruition schools than for high tuition schools, and
therefore a scholarship of a given size will induce more potential "movers" to switch if they
have low tuition options than if they have high tuition options. Lower tuition has reasonable
prospects for a no-cost program if tuitions are below about $3000, but its prospects are much
better if tuitions are half that.

The price range of existing private schools is another favorable condition for Nevada.
A substantial proportion of existing schools charge in the range of $1.500 w0 $2.000. An
adequate supply of spaces in this price range would satisfy one of the important conditions for
no-cost choice. but this would require considerable expansion. Without further research. it is
not clear how large an increase in inexpensive schools is realistic. A potential obstacle to

xpansion is that most low tuition schools are probably subsidized: and expanding them wouid
require more private subsidies.

Private high schools are generally more expensive than eiementary schools. Morgover.
although Nevada’s public school spending formula allows for more high school students. ths
difference seems to be less than the difference between private elementary and high school
tuition. Consequently, state scholarships of any given size will tvpically cover a larger shars
of tuition for elementary students than for high school students.  Due to these circumsiances.

P For a survey of research and debate on conclusions see: (1% F. Martinello and 5.3, West. "The Optimal Size of the Tuition Tax
Credir” Public Finance Duarteriv. October 1988, pp. 423-138: :2: Donaid =. Frey. "Cptimai-Sized Tuition Tax Credits Reconsidsrad:
Zomment”. _Pubiic Finance Quarteriv, Juiv 1991 pp 3 Sy F Marminello and 2. G Wast, " Education Budget Reductions Via Tax
Credits: Some Further Considerations”,  Pubiic Education Duarteriv. juiv 1991, pp. 2 14y Donald = ~. "Demand and Suppiv
lasiicities For Private Education: A Reioinder”. Public Finance Quaneriv, july 1991, op 369-376. The relativey aigh slasuiciny astimates
1znded to come.from surveys in which parents were asked how they wouid resbond ¢ hvpothetica tax credits or vouchers, Survevs suffer
ifrom the prosiem that more peopie sav they will olner tvpe of elasticity smdy is based on dawz from existng
private schools. The difficuity with this line of
2ducation svstem.




the prospects for no-cost choice in Nevada is better for elementary than for high school
students.

DESIGN CONSIDERATIONS FOR COMPROMISE PROGRAMS

The conclusion so far is that the prospect for an "ideal" choice program in Nevada are
good, but not certain. In concluding this section. we must mention that if further experience
and research dims this optimism. it is still very likely that Nevada could achieve a no-cost or
low cost choice program bv compromising some of the "ideal” attributes mentioned in the
Attributes of an Optimum Choice Program on page 1.

There are two fundamental strategies for cutting costs. One is to reduce the size of the
scholarship. The other is to reduce scholarship pavments t0"base group” students relative to
"movers"”. There are a variety of eligibility restrictions and other approaches to effect these
strategies. The best strategy depends on which "ideal" attributes one is most willing to
compromise. The difficult part of designing a compromise program may be setting priorities
among desirable attributes.

(1) Compromising Scholarship Size

Many choice proponents would give high priority to having equal scholarships and
unrestricted eligibility for all students and schools. If these attributes are retained, reducing
the size of the scholarship will usuallv reduce program costs. Whether this 1s a successful
strategy depends ont how close the small scholarships are to the "ideal”. One with small
scholarships is compromised because it does not benefit all income groups nor does it provide
much incentive for sxpanding private school spaces. The program could fail for lack of
availabie spaces for "movers.” Very small scholarships would probably be absorbed as tition
increases. with no benefit accruing to anyone other than school administrators. The other
potential problem with this strategy is that the largest scholarship on which the state could
break even might be zero.

(2} Compromising Eligibilitv Restrictions

Since most of the cost of a choice program is attributable tc the "base group" and most
of the potential savings and the educational benefit is atiributable 10 the "movers"”, excluding
as much of the "base group" as possible while encouraging "movers" could significantly affect
costs. A program that directs relanvely large scholarships to "movers" in order to increase
their numbers, could verv well have lower costs than a program that provides modest
scholarships to all private school students. A cost minimizing program might. therefore, be of
more benefit 10 potential movers than a program with unrestricted eligibility. Obviously this
strategy 1s disadvantagecus for the "base group” students who would be exciuded: a situation
many might be perceived as unfair.

Excluding base group students outright is not feasible because once a program is in
place it will be impossible to know what anv individual would have done in the absence of
the program. Therefore, it will be impossible to identifv individual "base group" students. A
echnique for exciuding them is to make eligibility rules for schools or students that tend to
give scholarships 1o categories of students with high proportions of "movers” but not 1o

=

categories with a high proportion of "base group” students. Some of thoese that are not likely
to be effective. in terms of reducing costs, are the following : exclusion of religious schools:

exclusion of all exisung private schools: barring schools from accepting anv supplementary

Page ¢



pavments from families with state scholarships: inciuding onliv
» have a high proportion of "movers”. such as charter schools or other institutions which

o
resemble public schools: or excluding high income famili

(3) Compromising Equal Size Schoiarships

Another approach. although with similar consequences, would be tc offer different sizs
scholarships—that is, scholarships which are a different percent of gross savings—ito students
in different circumstances so as to give "base group” students relativeiy small scholarships. on
average, while grantmg larger scholarships, on average. to "movers". For example. a
program could give larger scholarships to students in schools that would be likely to have
more "movers". or give larger scholarships or exmra grants to low income students.

(4) Compromising Cost Constraints Instead

Up to this point. we have assumed that breaking even. or coming close. is an essential
feature of any choice program. Another point of view is that a program that does not
compromise any other goals—that offers all students equal. moderately large scholarships—is
worth additional cost. Even 1n a worst case situation. In which all "base group” students
receive a 100 percent scholarships without any offsetting savings from movers, the total
increase in state and iocal education expenditures would be well under five percent. (This is
because the average scholarship based on the state’s acmal savings from "movers” wouid be
less than the total average expenditure per student. Capping scholarships at historic tuition
levels for students in low tuition schools would further reduce the possibility of worst case
spending). Even in the worst scenario. cost absorbed over a few vears is probablv
manageable, and almost certainly the costs would be less than the worst case situation.

DESIRABLE DESIGN FEATURES FOR ANY CHOICE PROGRAM

This section suggests provisions that should be helpful 1o anv choice program.
regardless of whether it 1s an "ideal" or a "compromise program.”

(1) Phase in the program

Whatever program is used, it shouid be phased in. First, it makes sense to absorb the
fiscal impacts gradually. Second. a carefully monitored phase-in program will provide badly
needed information. Inevitably. the program s initial design will be based on incomplete
information, and experience may indicate that changes are needed. Furthermore. a phase-in
period allows both public and private schools time to respond. A successful choice program
needs a significant increase in private school places. which could take vears. Major changes
in public schools will take considerable time also.

Phasing-in a grade or two a vear, starting with the early grades, would help new
schools "grow" from existing preschool, a grade at a time. An alternative phase-in process
would be to start with groups with low proportions of "base group" students, therebyv
minimizing early costs, then gradually expanding eligibility. The program for exampie. mighs
start with low income students. or with students residing in the attendance areas of the most

unsuccessful schools. It might exciude religious schools. at first. or existing private schools
adding them at a later staoe it could start with "charter schools”, "pubiic scholarship schoois”
or other types of schools likelv 1o have mgh proportons of "mevers", before adding other
arivate schools. These phase-in strategies have the advantage of kes i

ing costs down during
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families.

(2, Cap Scholarships for Low Tuition Schools

The dollar amount of scholarships should be capped at the historic tuition ieve! for
exisung low-tuition schools when their wition is less than the standard scholarship. perhaps
with the cap increasing gradually relative to the standard scholarship. This reduces costs and
avoids an unjustified windfall to certain schools.

(3) Do Research First

Without some research. program design could be seriously faulty. For example, the
likely effects of scholarships of various sizes on the demand for and the supply of private
school spaces are extremely important issues that need further research. It is very important
for the success of a compromise program to have detailed information on the size and
characteristics of the "base group" before the program is implemented. since afterwards it will
be impossible to identifv them. We have, for example. assumed that low income groups have
a lower proportion of "base group” students than high income groups, but assumptions like
this need 1o be verified before being relied upon in designing a program.

(1) Encourage New Schools and School Expansions

To understand how important the supplv of private school space is. consider the
extreme case in which all students are eligible for scholarships but no additional private
school spaces are created. While in theory all public school students now enjov access w0
private schoois, in reality none does because all private school spaces are occupied bv "base
group” students who have always occupied them. Taxpavers™ costs are maximized because all
scholarships are paid to "base group” students without any offsetting savings to "movers".
Since public schools know that their students cannot actually leave, they have no incentive to
improve. Likewise private schools know that their students are unlikely to find space in a
competing private school so they have little incentive to improve. Even worse, more money
is chasing the same number of spaces. Each private school can raise its tuition by the full
amount of the state scholarship. confident that its students will pay because their out of pocket
expenses are the same as if they were paying before scholarships were availabie. The result is
a high-cost program with a large income transfer from taxpavers to existing private schoois
and without any public benefit.

This extreme case is improbabie, but it illustrates how a shortage of private school
space will harm a choice program. It is essential that a choice program give every reasonable
encouragement to the formation of new private schools and the expansion of existing ones.
Minimizing regulations for private schools is important. Fairly large schoiarships. large
enough to support good quality schools without a large supplement from parents, would heip
increase the supply, although they would also increase the demand. Certainly, the program
should not discourage new schools such as by limiting eligibility to existing schoois or by
requiring arbitrary ratios of scholarship students to private-tuition students, as 1S sometmes
proposed. Any provisions which tend to suppress the number of private schools spaces will
both increase costs and reduce benerfits of a choice program.

Summary
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« The appropriate defimtion of "egual scholarship” is squal to the percent of the
state’s gross savings irom "movers". not equal dollars.

+ The size of the scholarship 1s a critical decision. Program designers confront a
dilemmae here: larger scholarships may be better from a policy standpoint but as
scholarships get larger the prospects for breaking even deteriorate rapidly.

« Nevada has relatively good prospects for breaking even on a program that offsets

equal scholarships and unrestricted eligibility.

+ A promising program with unrestricted eligibility and equal scholarships for Nevada
appears to be one that offers moderate size scholarships to elementary students.

« Even if an "ideal” program should prove unfeasible, Nevada could have a no-cost or
low cost program bv reducing the size of the scholarship or by adopting eligibility
restrictions or unequal scholarships that tend to give a larger share of scholarships to
"movers” and a smaller share to "base group" students.




