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Fiscal |mpact
of Proposed Tuition Tax Credits
for the State of New Jersey

By
Joseph L. Bast”

This study reports the results of an independent examination of the likely fisca impact of two proposed
tuition tax credit plansfor New Jersey. The author was not asked to comment on any aspect of these
bills other than their likely fiscal impacts on the state of New Jersey. This report neither endorses nor
questions the specific language or design features of the proposed legidation.

1. Summary of Findings The tax credit plans would increase

Two tuition tax credit plans, the Parental Control and private school enroliment by 40

Involvement Act (PCIA) and the Educational percent by prompting 7 percent of
Options Act (EOA), were submitted to the author students currently enrolled in
for an independent examination of their likely fisca government schools to transfer to

impact. The author determines that the plans would private schools.
reduce the after-tax price of tuition by between 32
percent and 95 percent, depending on family income,
grade level, and choice of school.

The combined effect of the two tax credits under consideration would be to increase private school
enrollment by 40 percent (from 207,275 currently to 290,958) by prompting 7 percent of students
currently enrolled in government schools to transfer to private schools. State tax revenues would decline
$585 million. Faling public sector enrollment would generate avoided costs of over $1.065 billion, for
net annua savings to the state’ s taxpayers of $480 million.

" President of The Heartland Ingtitute, a nonprofit research organization located in Chicago, Illinois. The
author thanks Diane Carol Bast, John La Plante, and Stella Hofrenning for providing background research for this
report. The following people provided advice and comments during the peer review of this report: Barry Chiswick,
George Clowes, Jay Greene, and Jim Johnston. All remaining mistakes are the sole responsibility of the author.
Nothing in this report should be construed as an attempt to influence pending legidation.



Part 2 summarizes the features of the proposed plans that are relevant to the plans' fisca impact.
Part 3 estimates the effect of the plans on the after-tax price of private- school tuition. Part 4 estimates
the effect of lower tuition prices on the supply of and demand for private schooling. Part 5 estimates the
net impact on the sate’ s taxpayers of the tax credits and lower enrollment in public schools. Part 6
explains the difference between static and dynamic andysis and its rdlevance to this study. Part 7isa
brief summary and conclusion.

Three appendices appear at the end of this report. Appendix 1 isthe text of the two proposed
plans. Appendix 2 explains the choice of the coefficient of price dadticity of demand, and Appendix 3
explains the choice of a coefficient of price dadticity of supply.

2. The Proposals Summarized

The Parental Control and Involvement Act (PCIA) would dlow parents and guardians of K-12
sudents to clam credits againg their State persona income tax ligbility for quaified educationd
expenses, including public and private schoal tuition, school fees, tutoring, and computer expenses.

Specificdly:

< Parents of school-age children would be igible to receive a credit againg their state income tax
liability equa to 50 percent of qudified educationa expenses, up to amaximum credit of $500 per
dependent child.

< All parents of school-age children would be

The Parental Control and eligible to receive a credit againg their date

I nvolvement Act would provide tax income tax credit equal to 100

credits to parents and guardians of K- percent of the amount spent on computer
12 students, while the Educational hardware and software related to curriculum
Options Act would give tax credits to or instruction, up to a maximum credit of

all individuals and corporations that $150 per household.

help fund educational scholarships for

pre-school and K-12 students. < "Qualified educationd expenses’ meens

“non-reimbursed verifiable payments made

by ataxpayer on behalf of a dependent child
of the taxpayer for tuition,
student fees, supplies, and books, that are directly related to the curriculum and course of
ingtruction at the public or nonpublic school a which the dependent child is in attendance or for the
equivaent ingtruction being received by the dependent child through home schooling
or esewhere than at school as required by state law.”

< A sthool isdefined asa public or nonpublic inditution “wherein a child may legdly fulfill compulsory
school attendance requirements under State law or may attend at parenta discretion.”
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The second proposdl, the Educational Options Act (EOA), would alow individuds, estates,

trusts, and corporations to receive tax credits for monies they contribute to organizations that, in turn,
use those monies to fund educationa scholarships for students. Specificaly:

<

Individuas, estates, trusts, and companies would receive a credit againgt state income and
corporate income taxes of not more than 75 percent of the amount they contribute to certain
“qualifying entities’ which, in turn, provide educationd scholarships to children attending nonpublic
schoals. For individuds, estates, and trusts, the credit is limited to $10,000; for companies, it is
limited to 10 percent of the company’s annua corporate income tax liability.

A “qudlifying entity” isanonprofit The Educational Options Act (EOA)
corporation, assoaiation, or organization would allow individuals, estates, trusts,

under the provisons of N.JS.A. 54:10A- . . .
. and corporations to receive tax credits
3(c) that devotes at least 66 percent of its . i
for monies they contribute to

expenditures to educationa scholarshipsto o _
low-income children attending nonpublic organizations that, in turn, use those

schools. monies to fund educational
scholarships for students.

A “low income child” is defined asa
member of a household with income up to
1.85 timesthe leve of income of households qudifying for reduced price meas through federd
programs.

Qudifying entities would be authorized to distribute scholarships of up to two-thirds of the
statewide average spending per child in New Jersey public e ementary and secondary schools, or
90 percent of the nonpublic school’s one-year tuition, whichever is less. The maximum scholarship
amount would be adjusted annudly for inflation.

Only giftsto aqudified entity used to fund scholarships would qudify their donors for the Sate tax

credits. No tax credits would be earned for funds used to offset administrative expenses, which
would have to be funded separately.

The tax credits under both plans cannot be carried forward from one tax year to the next. This

means ataxpayer’s annua tax liability congtitutes another cap on the amount of the tax credit that he or
she can claim. There are no provisions for making the tax credits refundable to people who have tax
ligbilities too low to qudify for acredit. Anindividud student may not receive scholarships from more
than one “qualifying entity.” No other rules govern how the qudified entities decide who receives
scholarships. Drafts of both bills appear in Appendix 1.



3. Impact of Proposed Planson Price of Tuition

To forecast the cost of the tax credit plan, we first need to know how many parents can be expected to
apply for the credits. This depends on how many students currently attend private schoolsin New
Jersey (about 207,000) and the number of students who would attend private schoolsif the tax credits
were available. How do we determine the second number?

Tax credits would reduce the price of a student attending a private school, which is one of the
factors determining how many parents choose private schools for their children. The reationship
between the price of agood or service and the number of units demanded by consumersis caled the
price eladticity of demand. As Appendix 2 explains,
we have preity good evidence that the dadticity of
The analysis must begin with an demand for private schooling is about .48: in other

estimation of the impact of the words, a 10 percent reduction in tuition price
proposed plans on the after-tax produces a 4.8 percent increase in private school

. - : enrollment. By starting with an estimetion of the
price of tuition &t private schools. impact of the proposed plans on the after-tax price

of tuition at private schools, we can then cadculate
how many students would attend private schools under the tax credit plans, and then how much their
participation would cost the Sate treasury.

Edtimated mean average tuitionsin parochia and independent private schoolsin New Jersey are
presented in Table 1. Estimates for parochid schools are from a survey of Catholic schools conducted
in October 2000 and do not include non-Catholic religious schools. However, gpproximately 80
percent of parochid school enrollment nationwide isin Catholic schools, so thesefiguresarea
reasonably close estimate of average tuition a al parochia schoolsin New Jersey. Estimates for tuition
a independent private schools are nationd averages and may be somewhat less than actud tuition in
New Jersey.! Tuition for independent schools has been adjusted for inflation using the standard
Consumer Price Index (CP1) rather than the education price index because the latter refersto public,
not private, school spending.? Estimated public school spending includes only operating expenditure®

An alternative source of state-specific datais a survey conducted by Market Data Retrieval in 1990, used
in the study reported in Appendix 2. Adjusted for inflation, it yields an estimate for elementary independent school
tuition of $5,019, close to the national average of $5,411, but its estimate for secondary independent school tuition,
$5,155, isless than half the national estimate of $10,982. The national figure is more plausible.

2 public school costs have risen consi derably faster than private school tuition. For national trends, see
U.S. Department of Education, National Center for Education Statistics, Digest of Education Satigtics, 1999. Even
the CPI probably over-estimates the actual rate of inflation. See Alan Greenspan, “ Testimony of Chairman Alan
Greenspan before the Committee on Finance, U.S. Senate,” Federal Reserve Board, January 30, 1997.

3The NEA’s annual estimates of state per-pupil spending are a useful benchmark for making inter-state

comparisons, but they exclude some 25 costs paid for by taxpayers. Those costs are discussed and some of them are
taken into account in the discussion of savingsto taxpayersin Part 5 below.
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A. Maximum Effect of PCIA on Cost of Tuition

The Parental Control and Involvement Act (PCIA) gives parents and guardians of school-age children

two tax credits againg their state income tax ligbility, the first equa to 50 percent of qualified

educational expenses, up to a maximum credit of $500 per dependent child; and the second equd to

100 percent of the amount spent on computer hardware and software related to curriculum or

indruction, up to amaximum credit
of $150 per household.

The maximum tax credit afamily
could receive is $650 a year. There
are three reasons why afamily might
qudlify for less than this amount:

(1) The household does not have
school-age children;

(2) The amount spent on qudified
educationd expensesin agiven
year fals short of $1,150 (($500
X 2) + $150); and

(3) A family’sannud total State
income tax lighility islessthan
$650.

Tablel
School Tuition in New Jer sey

Institution 1999-2000
Tuition
Elementary parochial schools $2,082
Elementary independent schools 5411
Secondary parochial schools 4,660
Secondary independent schools 10,982
Public school per pupil operating spending 9,775

Sources: Average tuition for diocesan schools provided to the
author on October 6, 2000 by the NJ. Catholic Conference;
independent school tuition is U.S. national average from U.S.
Department of Education, National Center for Education Statistics,
Digest of Education Statistics, 1999, data for 1993-4 updated using
the inflation calculator at www.dismal scientist.com; public school

spending estimate is from National Education Association,
“Rankings and Estimates: Rankings of States 1999 and Estimates of
School Statistics 2000,” October 1999.

Average private school tuition, a
either parochid or independent
schoals, exceeds $1,000, so we can assume that tuition does not pose alimit on the amount of tax
credit for families that enroll their children in private schools. Public schools typicaly charge only token
fees that would qudify for the credit, though the program would create incentives to increase those fees.
For this andysis we assume the average public school raisesits feesto $100 a year to take advantage
of thetax credit.* Later in the analysis we take into consideration the limiting effects of total household
date income tax liability. Table 2 shows the maximum effect of PCIA on the after-tax cost of tuition.
The $150 tax credit for computers and software does not reduce the price of private school tuition, so
it isexcluded from Table 2.

“4public schools might wish they could raise fees to $500 to take complete advantage of the tax credit, but
this would be difficult since the tax credit is per household rather than per student, so families with more than one
school-age child would be sure to vigorously protest. While private schools often give parents discounts if they
enroll more than one student at a school, it doesn’t seem likely that public schools would be able to deviatein a
similar way from charging a single per-pupil fee.
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Table2
Maximum Possible Effect of PCIA on After-Tax
Cost of School Tuition in New Jersey
I nstitution Average Maximum Maximum Possible
Tuition Possible Credit Price Reduction

Elementary parochial schools $2,082 $500 24%

Elementary independent schools $5,411 $500 9%

Secondary parochia schools $4,660 $500 11%

Secondary independent schools $10,982 $500 5%

Public elementary or secondary schools $100 $50 50%

B. Maximum Effect of the EOA on Cost of Tuition

The Educational Options Act (EOA) would dlow individuas, corporations, trusts, and estates to
qudify for tax credits by contributing to quaified entities that provide scholarships for sudents attending
private pre-schools and K-12 schools. The scholarships would be capped (in 1999-2000) at two-
thirds of average public school spending ($9,775 x .666 = $6,517 ) or 90 percent of nonpublic school
tuition, whichever isless. As Table 3 shows, two-thirds of average public school spending is grester
than 90 percent of average tuition for dl private schools except independent secondary schools.

Aswastrue of thefirgt andyss of PCIA, the first estimates of the reduction in tuition under EOA
are maximum vaues. They assume the plan generates enough contributions to fund al familieswho
apply for scholarships, and those monies are dlocated in away that provides each family the maximum
alowable amount of support. This may not ways be the case, Snce the plan prohibits awvarding more
than one scholarship to a student, so accepting a partid scholarship would preclude families from
accepting other support through the program.

C. Maximum Effect of PCIA and EOA on Cost of Tuition

Table 4 combines data from the earlier tables to show the maximum possible effect of adoption of both
plans on after-tax schoal tuition paid in New Jersey. Table 4 assume that familiesreceive the
maximum level of support allowed under EOA first, and then use PCIA torecelve atax credit
equal to half of whatever tuition remainsto be paid. Thiswould be rationd benefit-maximizing
behavior by parents.

Table 4 revedsthat families would see the after-tax price of tuition fal at most by 64 percent for
students enrolled in independent secondary schools and 95 percent for students enrolled in independent
and parochid dementary schools and parochid high schools.
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Table3
Maximum Possible Effect of EOA on Private School Tuition

Institution Average 90% of Two-thirds of Maximum Maximum price

Tuition* average public school scholar ship reduction
tuition spending

Elementary parochial $2,082 $1,874 $6,517 $1,874 90%

schools

Elementary $5,411 $4,870 $6,517 $4,870 90%

independent schools

Secondary parochial $4,660 $4,194 $6,517 $4,194 90%

schools

Secondary $10,982 $9,884 $6,517 $6,517 59%

independent schools

* Many private schools adjust their tuition based on afamily’ s ability to pay and offer discounts to families with
more than one child attending the school. This table does not reflect such policies.

Table4
Maximum Possible Effect of PCIA and EOA on Private School Tuition
Institution Average Creditsor Scholarships Maximum
Tuition* Price

PCIA EOA Total Reduction
Elementary parochia schools $2,082 $104 $1,874 $1,978 95%
Elementary independent schools $5,411 $271 $4,870 $5,141 95%
Secondary parochial schools $4,660 $233 $4,194 $4,427 95%
Secondary independent schools $10,982 $500 $6,517 $7,017 64%
Public elementary and secondary schools $100 $50 $0 $50 50%

* Many private schools adjust their tuition based on afamily’s ability to pay and offer discounts to families with
more than one child attending the school. This table does not reflect such policies.

D. Effect of Maximum Tax Liability on Credits

How many New Jersey families have income tax ligbilities sufficient to take advantage of the maximum
possible tax credits? New Jersey’ s personal income tax has six margind rates ranging from 1.4 percent



to 6.37 percent.® Typica income tax burdensin 1996 for married couples with two children, filing
jointly, after federal and state deductions, are shown in Table 5.

The daain Table 5 suggest that families with annua taxable incomes of approximately $40,000 or
more would typicaly qudify for the maximum tax credits available under PCIA, but families with lower
incomes would pay too little income taxes to be digible to receive the entire $500 tax credit.
Approximately 33 percent of New Jersey households have incomes under $15,000,° but these
households seldom include children of school age. With these restraints in mind, the following
adjustments to the maximum possible tax credits are needed to arrive at the most likely or average tax
credits received under PCIA:

I.  Reduce to $210 the average amount of tax

Table5 credit a“poor” family would dlaim under
New Jersey State Income Tax Burden PCIA before “zeroing out” their state
by Income L evels (1996) income tax lighility. Thisis the average
income tax burden of afamily earning
Annual Taxable Incom_e 3 $20,000 ayear.
Income Tax Liability
$20,000 $210 ii. Becausethetax credit for education-related
30,000 352 computer hardware and software is 100
‘5‘8’888 iig percent of expenses (up to $150), many
60,000 930 parents will gpply for this credit before or
70,000 1,173 instead of gpplying for the 50 percent tax
150,000 5,236 credit againg tuition and other expenses.

- Assume therefore that the average family
Source: New Jersey Online, “ Fast Facts - Money, . .
Income and Taxes,” July 27, 2000; extrapolations by clamsan annual $100 tax credit for
the author. computer hardware and software expenses,
reducing their remaining tax liability to $110
for alow-
income household ($210 - $100). If the average nonpoor family (annua income of $50,000) has a
tax liability of $718, then claiming a $100 tax credit for computer hardware and software till leaves
them able to claim the full $500 tax credit for other qudified educationa expenses.

Table 6 is based on the results from Table 4, but is revised to reflect the average tax liabilities of
“poor” families and the effect of claiming the computer and software tax deduction first. Possible
reductions in tuition prices now range from 60 percent to 95 percent.

5 Tax Foundati on, Sate Finance, “Individual Income Tax Rates as of December 31, 1999.”

6 New Jersey Online, “Fast Facts - Money, Income and Taxes,” July 27, 2000. New Jersey Onlineis the
Web site for the Sar-Ledger, the Times of Trenton, the Jersey Journal, and News 12 New Jersey.
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E. Effect of Limited Funds Available from EQA

Will enough money be donated to the scholarship-granting entities under EOA to provide scholarships
for everyone who applies for them? The question is premature, Sihce we haven't estimated the demand
for private schooling yet, and therefore don't know how many people will gpply. However, esimating

that demand requires knowing what effect EOA would have on the price of tuition. The way out of the

quandary isto estimate the number of scholarshipsthat EOA could fund firs, and then determine
whether demand would be likely to reach that level.

Table6

School Tuition Paid in New Jer sey

Revised Estimated Effect of PCIA and EOA on After-Tax

Institution Average Likely Tax Creditsand Maximum Likely Price
Tuition* Possible Scholar ships Reduction
PCIA EOA Total
Elementary parochial schools
“Poor” families $2,082 $110 $1,874 $1,984 95%
Nonpoor families $2,082 $104 $1,874 $1,978 95%
Elementary independent schools
“Poor” families $5,411 $110 $4,870 $4,980 92%
“Nonpoor” families $5,411 $271 $4,870 $5,141 95%
Secondary parochial schools
“Poor” families $4,660 $110 $4,194 $4,304 92%
“Nonpoor” families $4,660 $233 $4,194 $4,427 95%
Secondary independent schools
“Poor” families $10,982 $110 $6,517 $6,627 60%
“Nonpoor” families $10,982 $500 $6,517 $7,017 64%
Public elementary and secondary $100 $100 $0 $100 100%
schools

* Many private schools adjust their tuition based on afamily’ s ability to pay and offer discounts to families with
more than one child attending the school. This table does not reflect such policies.




EOA’s maximum income tax credit, $10,000, exceeds the annual persona income tax ligbility of all
but the wealthiest 1 percent of filers, approximately 53,000 out of the state’'s 3.76 miillion filers.” If 10
percent of these taxpayers give enough to quaify for the entire $10,000 tax credit, the amount raised
for scholarships would be $71 million.®

Not only the very wealthy would be expected to contribute. There are gpproximately 3.8 million
New Jersey households that file federal tax returns?® If we assume that 5 percent of these households
meake gifts averaging $1,000 to scholarship-granting entities, an amount sufficient to “zero out” their
income tax liabilities, the amount raised would be $190 million.™° If 10 percent of households make gifts
averaging $1,000, the amount raised would be $380 million.

_ _ _ Companies making gifts to scholarship-

EOA’s maximum income tax credit, granting entities would also qualify for tax credits

$10,000, exceeds the annual personal againg their corporate income tax liabilities under

income tax liability of all but the EOA, in amounts equal to 75 percent of ther gift

wealthiest 1 percent of filers, or 10 percent of the firm’sannua corporate

approximately 53,000 out of the income tax ligbility, whichever isless The

state' s 3.76 million filers. corporate income tax collected approximately
$1.17 billion in 1998.** If haf of the companiesin

New Jersey contributed enough to quaify for the
maximum possible credit, the amount raised would be $78 million.*2

The EOA requires that scholarship-granting entities devote at least 66 percent of their fundsto
scholarships for “poor” families. Assume, therefore, that the average dlocation of scholarships by such
entities is 66 percent to “poor” families and 34 percent to nonpoor families. (This assumption isrelaxed
later in the analysis) Assume as well that scholarships awards will reflect the current ratio of eementary
to secondary school enrollment in private schools (78 percent ementary and 22 percent high school)*®

"bid.
8$10,000 x /.75 = $13,333 x 5,300 = $70,664,900.
New Jersey Online, op cit.

10$1,OOO x .75 = $750, versus the New Jersey average family income tax liability of $718. 3,800,000 x.05 x
$1,000 = $190,000,000.

Hrax Foundation, Sate Finance, “ State Tax Collections and Distribution by Type of Tax.”
126117 million x /.75 = $156 million / 2 = $78 million.
Bprivate school enrollment figures for New Jersey are not reported separately by grade levels, but

nationally it is known that 78 percent of total private school enrollment is elementary and 22 percent is secondary.
(U.S. Department of Education, National Center for Education Statistics, Condition of Education, Section V)
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and of parochid to independent private schools (85.2 parochia and 14.8 percent independent).**

Table 7 summarizes the funds likely to be raised by scholarship-granting entities under EOA and its

likely digtribution as scholarships to “poor” and nonpoor families.

Table7
Fundsfor ScholarshipsLikely to be Raised Under EOA
(million dollars)
Low estimate High estimate

Wealthiest individuals $71.0 $71.0
Other donors $190.0 $380.0
Corporations $78.0 $78.0
Total $339.0 $529.0
Amount earmarked for “poor” families (66%) $223.7 $349.1

Elementary scholarships $174.5 $272.3

High school scholarships $49.2 $76.8
Amount earmarked for nonpoor families (34%) $115.3 $179.9

Elementary scholarships $89.9 $140.3

High school scholarships $25.4 $39.6

Table 7 revedls that between $339 million and $529 million islikely to be raised under EOA each
year. The number of scholarships that could be financed depends on the cap (two-thirds of public
school per-pupil spending, or $6,517) and the cost of tuition at private schools (since scholarships are
capped at 90 percent of tuition). Assume as was done previoudy that al scholarships will be the
maximum amounts allowed, a practice likely to be encouraged by the fact that no child can receive
more than one scholarship from a qualified scholarship-granting entity. Once again, this assumption is
relaxed later in the andysis.

Table 8 shows 145,092 scholarships would be awarded under the EOA under the “low” funding
estimate of 5 percent of taxpayers making contributions averaging $1,000 to the scholarship-granting
entities, and 226,414 scholarships would be awarded if 10 percent of taxpayers made such
contributions.

gimi larly, it is known that 14.8 percent of national private school enrollment isin independent schools.
U.S. Department of Education, National Center for Education Statistics, Indirect Sate-Level Estimation for the
Private School Survey, Technical Report May 1999, p. 16.
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The U.S. Department of Education estimates private school enrollment in New Jersey to be
207,275 students.® EOA, under the low estimate of 5 percent of taxpayers contributing $1,000 a year,
would raise enough money to fund full scholarshipsfor 79 percent of the children currently attending
private schools, with no funds left for children who might decide to switch from public to private
schoals. The high funding estimate in which 10 percent of taxpayers contribute $1,000 a year, would
fund scholarships for al students currently enrolled in private schools plus 19,139 students switching
from public schools.

Table8
Scholar ships Awarded under EOA, First Scenario
Institution Value of Number of Scholar ships Cost of Scholarships
Scholar ships (millions of dollars)
Low High Low High
estimate estimate estimate estimate

Elementary parochial schools

“Poor” families $1,874 79,335 123,799 $149 $232

Nonpoor families $1,874 40,872 63,786 $77 $120

Elementary independent schools

“Poor” families $4,870 5,303 8,275 $26 $40

“Nonpoor” families $4,870 2,732 4,264 $13 $21

Secondary parochial schools

“Poor” families $4,194 9,995 15,602 $42 $65

“Nonpoor” families $4,194 5,160 8,045 $22 $34

Secondary independent schools

“Poor” families $6,517 1,117 1,744 $7 $11

“Nonpoor” families $6,517 577 899 $4 $6
Totals 145,092 226,414 $339 $529
Total earmarked for “poor” families | ------ 95,750 149,420 $224 $349

The low estimate of funds raised would generate $224 million earmarked for 95,750 scholarships
for sudents from low-income families. The high estimate generates $349 miillion, enough to fund

15Stephen P. Broughman and Lenore A. Colaciello, National Center for Education Statistics, Private School
Universe Survey, 1995-96, NCES 92-229 (Washington, DC: U.S. Department of Education, 1998).
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149,420 scholarships for children from “poor” families. Approximately 63,000 low-income students
currently attending private schoolsin New Jersey,*® so the program, with the various default
assumptions made so far, would create enough scholarships to accommodate an increase in private
school enrollment by children from “poor” families of between 52 percent and 137 percent, but perhaps
not an increase in enrollment by children from nonpoor families

With less money available than would be needed to completdy satisfy dl gpplicants, the
adminigrators of scholarship-granting entities would have to use discretion in awarding scholarships.
Suppose they make the following choices’

i. Give patid rather than full scholarshipsto
children from nonpoor families, whilegiving | With less money available than would
the maximum alowed scholarships to be needed to completely satisfy all
children from “poor” families. One scenario applicants, the administrators of
could be average scholarships of $1,500 for | scholarship-granting entities would

nonpoor elementary parochia school have to use discretion in awarding
students and $3,000 for nonpoor students scholarships.

attending dl other types of schools.

ii. Increase the share of scholarships going to dementary schools, where demand is likely to be
greatest and tuition cost lowest, from the current enrollment share of 78 percent to 85 percent.

Table 9 shows that these choices would increase the number of scholarships by about 15 percent
over the firgt scenario. The low funding estimate funds 166,210 scholarships, 80 percent of the number
of students dready enrolled in private schools, and the high funding estimate funds 259,344
scholarships, 25 percent greeter than current private school enrollment. Scholarships for low-income
students would number 99,944 (58 percent above current enrollment) in the low funding estimate and
155,954 (147 percent above current enrollment) in the high funding estimeate.

16Assuming 33 percent of all private school students come from “poor” families as defined by the
legidation. Catholic school enrollment, which accounts for some two-thirds of all private school enrollment in New
Jersey, is concentrated in urban areas and serves alargely low-income community. The convergence of demographic
profiles of Catholic and public schoolsin major cities has been commented on by many researchers. See Jay P.
Greene, “Civic Vauesin Public and Private Schools,” in Paul E. Peterson and Bryan C. Hassel, eds., Learning from
School Choice (Washington, DC: Brookings Institution Press, 1998), pp. 83-106.

17Spreadsheets such as the one used to generate Tables 8 and 9 make it possible to look at an almost
unlimited variety of scholarship-giving preferences, though always constrained by the high and low “budget”
estimates and the provisions of the EOA. The scenario presented here is plausible but admittedly arbitrary. Using
different scenarios, though, seemsto have little effect on the net cost of the program, so long as scholarships are
available to students switching from public to private schools. The spreadsheet is available upon request from the
author.
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Table9
Scholar ships Awarded under EOA, Second Scenario

Institution Value of Number of Scholarships Cost of Scholarships
Scholar ships (millions of dollars)
Low High Low High
estimate estimate estimate estimate

Elementary parochial schools

“Poor” families $1,874 86,473 134,938 $162 $253

Nonpoor families $1,500 55,664 86,847 $83 $130

Elementary independent schools

“Poor” families $4,870 5,780 9,020 $28 $44

“Nonpoor” families $3,000 4,835 7,543 $15 $23

Secondary parochial schools

“Poor” families $4,194 6,826 10,645 $29 $45

“Nonpoor” families $3,000 4,913 7,668 $15 $23

Secondary independent schools

“Poor” families $6,517 865 1,351 $6 $9

“Nonpoor” families $3,000 853 1,332 $3 $4
Totals 166,210 259,344 $340 $530
Total earmarked for “poor” families | ------ 99,944 155,954 $224 $350

F. Effect of Both PCIA and OEA on Cog of Tuition

The second columnin Table 9, titled “Vaue of Scholarships,” gives a plausble rendering of the effect of
limited funding on the vaue of scholarships funded under the EOA program. Subgtituting those values
for the maximum alowed scholarships used in Table 6 generates anew and find estimate of the effects
of PCIA and OEA on the cost of private school tuition.

Table 10 shows that PCIA and OEA together would reduce the cost of tuition for atypical family
by aslittle as 32 percent (for a nonpoor family sending a child to an independent secondary schoals) to
as much as 95 percent (for a poor family sending a child to a parochid dementary schoal). (Recall that
taxpayers are assumed to have aready qudified for $100 tax credits for the purchase of education-
related computer hardware and software, which reducesthe maximum tax credit under PCIA for
“poor” familiesto $110.) Thefiguresin Table 10 are averages: Different scholarship-granting entities
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will use different rulesin determining the amount and alocation of their scholarships, and families with
tax liabilities above and below the averages used in Table 10 would face different price bregks.

Table 10
Final Egimate of PCIA and EOA on After-Tax
School Tuition Paid in New Jer sey

Institution Average Likely Tax Creditsand Maximum Likely Price
Tuition* Possible Scholar ships Reduction
PCIA EOA Total

Elementary parochial schools

“Poor” families $2,082 $104 $1,874 $1,978 95%

Nonpoor families $2,082 $291 $1,500 $1,791 86%

Elementary independent schools

“Poor” families $5,411 $110 $4,870 $4,980 92%

“Nonpoor” families $5,411 $500 $3,000 $3,500 65%

Secondary parochial schools

“Poor” families $4,660 $110 $4,194 $4,304 92%

“Nonpoor” families $4,660 $500 $3,000 $3,500 75%

Secondary independent schools

“Poor” families $10,982 $110 $6,517 $6,627 60%

“Nonpoor” families $10,982 $500 $3,000 $3,500 32%
Public elementary and secondary $100 $100 $0 $100 100%
schools

* Many private schools adjust their tuition based on afamily’ s ability to pay and offer discounts to families with
more than one child attending the school. This table does not reflect such policies.
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4. Impact on Public and Private School Enrollments

What impact would the price reductions forecast in the previous section have on public and private
school enrollmentsin the state? The answer depends on the sengtivity of parents and guardians of
school-age children, on the one hand, and of the producers of private schooling on the other, to
changes in private-school tuition.

According to Chiswick and Koutroumanesin their 1996 study of the demand for private schooling,
“aprice dadticity of .48 overdl was caculated for private schools. The 95% confidence interva for the
price elagticity was {.59, .38}.”® In other words, a 10 percent increase in the price of private schooling
reduces the probability of afamily choosing private schooling by 4.8 percent, while a 10 percent
reduction in price causes a 4.8 percent increase in the probability of choosing private schools. A
detailed explanation and defense of the use of this coefficient in the andyss that followsis presented in
Appendix 2.

The price dadticity of supply islikely to be very high for reasons presented in Appendix 3. None of
the inputs to K-12 schooling are particularly scarce, and the tax credit plans do not increase the
quantity of schooling demanded, but only shift demand from public to private sectors. Such a shift
wouldn't necessarily lead to higher per-pupil costs, and there is some reason to bdieve it would result
in lower costs. Assuming that the supply for schooling is highly dastic means the price of tuition will not
go up as schools compete for scarce inputs (personnd and buildings) or as parents compete for
available seats.

The caculations that follow are based on estimates of public and private school enrollments that
appear in Table 11. Other researchers should be able to improve on these estimates, but they are
sufficiently accurate for our present purposes.

18 B.R. Chiswick and S. Koutroumanes, “An Econometric Analysis of the Demand for Private Schooling,”
Research in Labor Economics, Vol. 15 (1996) p. 229. Since this article was published, Stella Koutroumanes has
changed her name to Stella Hofrenning.
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Table11
Estimated Current Enrollment in New Jersey’s Private Schools
Students from Students from Total
“poor” families nonpoor families
Elementary Parochia Schools 45,456 92,290 137,747
Elementary Independent Schools 7,896 16,032 23,928
Secondary Parochia Schools 12,821 26,031 38,852
Secondary Independent Schools 2,227 4,522 6,749
Total 68,401 138,874 207,275

Sources: See footnotes 13-16 in the text.

Table 12 combines Chiswick and Koutroumanes s estimate of the price eadticity of demand for
private schooling, the effects of PCIA and EOA on tuition prices shown in Table 10, and the data on
private school enrollment in Table 11 to estimate the impact the two plans would have on private school
enrollment.
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Table 12
Estimated Effect of PCIA and EOA on
Private School Enrollment in New Jer sey

Institution % Tuition % Enrollment Current Projected Total
Reduction Increase Enrollment Increase Enrollment

Elementary parochial schools

“Poor” families 95 46 45,456 20,728 66,185

Nonpoor families 86 41 92,290 38,097 130,388

Elementary independent schools

“Poor” families 92 44 7,896 3,487 11,383

Nonpoor families 65 31 16,032 5,002 21,034

Secondary parochial schools

“Poor” families 92 44 12,821 5,662 18,483

Nonpoor families 75 36 26,031 9,371 35,402

Secondary independent schools

“Poor” families 60 29 2,227 641 2,869
Nonpoor families 32 15 4,522 695 5,216
Totals 40 207,275 83,683 290,958

“Poor” families 45 68,401 30,518 98,919
Nonpoor families 38 138,874 53,165 192,039

Table 12 reved s that tota private school enrollment would increase 40 percent under the tax credit
plans. Enrollment by children from “poor” families would increase 45 percent, and enroll by children
from nonpoor families would grow 38 percent. Most of the increase would occur & the dementary
schoal level (largdly because dementary-school enrollment, spanning nine years, is much larger than
high-school enrollment, spanning only four years). About 37 percent of the new students (30,518 out of
83,683) would be from “poor” families.

Public schoolsin New Jersey currently enroll gpproximatdly 1.2 million K-12 students. The transfer

of 83,683 students from public to private schools would reduce public school enrollment by 6.97
percent.
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It was estimated previoudy that the scholarship-
The transfer of 83,683 students granting entities created under the EOA could raise funds
from public to private schools sufficient to provide between 166,210 and 259,344
would reduce public school scholarships. Thisis 57 percent and 89 percent,
enrollment by 6.97 percent. respectively, of the number of families (of dl income
levels) who would be éigible for and presumably
desirous of the scholarships.

The shortfall in funds raised by EOA would result in tuition reductions less than those projected in
Table 12. Presumably, middle- and upper-income families that dready enroll their children in private
schools do not need the additiona encouragement of lower prices to continue doing so, so financia
relief would be concentrated where it does the most good: on lower- and middle-income families.
Increasing enrollment in private schools may aso result in more schools being formed, which would
lower trangportation and discovery costs. So rather than re-cal culate the tuition reduction estimates il
again, it ssems sufficient to leave them a their current levels and admit that they (and the enrollment
changes they would cause) are somewhat optimitic.

5. Impact on State Taxpayers

The impact of the two tax credit plans on New Jersey’ s taxpayers can now be estimated by calculating
the total 1oss of revenue to the state caused by the new tax credits and then subtracting the likely
savings due to dedlining enrollment in public schools.

Thelevel of participation by the parents and taxpayersin the two plans, as has dready been
demondirated, is difficult to predict. Thereislittle to be learned from programsin other states. A tax
credit plan in place in Arizona®® generated about $8.8 million for parents with children attending public
schoals (incidentaly, thisis five times the amount given to nonpublic schools under the program)® but
the Arizona program is a 100 percent tax credit; it dlows giftsto public schools rather than being
limited to payment of fees; and Arizona credits can be carried forward for up to five yearsif they
exceed the taxpayer’ s annud tax liability. For these reasons, participation in the PCIA and EOA
programs can be expected to be lower than in the Arizona plan.

& The Private School Tuition Tax Credit, Arizona Revised Statute Title 43, Section 1089.

20 Barry Goldwater Institute’ s Center for Market-Based Education, Extra Credit,
www.cmbe.org/extracredit.htm, July 31, 2000.
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A. Lossof Revenue Dueto PCIA

Computer hardware and softwar e tax credits up to $150 are available to every family with school-
aged children. There are gpproximately haf as many households with school-aged children asthere are
child in school, so the number of creditsissued will be about haf the number of school-age childrenin
the state. Participation is highly unlikely to ever exceed 80 percent of those who are digible. If such
families report spending of $100 a yesr, the cogt to the treasury would be:

1.4 million x 0.5 x 0.8 x $100 = $56 million

Parents of public school students may receive 50 percent tax credits of up to $500 a year for public
school fees and other qudified expenses. If there are half as many households as there are children
attending public schoals, and if participation is a 80 percent, and if the average family reports spending
$100 in fees for each of two children, the cost to the treasury would be:

1.2 million x 0.5 x 0.8 x $100 x 2 x 0.5 = $48 million

Parents of private school students will receive tax-credit financed tuition assistance of between 32
percent and 95 percent of average private school tuition. Table 13 combines the average tax credits
clamed under PCIA, reported in the third column of Table 10, and the new private school enrollment
totds resulting from the two tax credit plans, shown in the find column of Table 12. Theresult isan
upper-bound estimate of lost revenue to the treasury:

$92 million

Homeschoolers dso qualify for the $500 tuition tax credit and $150 computer and software tax credit.
Approximately 1 million children, or 2 percent of al school-aged children, are homeschooled
nationwide! If New Jersey parents are as likely to homeschool as the national average, thiswould
mean about 27,000 children are being homeschooled in the state. The number of households that
homeschooal is probably haf the number of students. Every family probably spends enough to qudlify for
the entire credit amounts, but due to the reticence of homeschoolers to register with public officids as
well asthe rdativey smdl sumsthat may be involved, participation islikely to be around 50 percent.
The cost to the treasury would be:

27,000 x 0.5 x 0.5 x $650 = $4.4 million

2 Daniel Golden, “Home-Schooled Pupils are Making Colleges Sit Up and Take Notice,” Wall Sreet
Journal, February 11, 2000.
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Table 13
Tax Credits Claimed Under PCIA by Parents
With Children Attending Private Schools
Average PCIA # of People Total Loss of
Tax Credit Claiming Credits Revenue
Elementary parochial schools
“Poor” families $104 66,185 $6,883,240
Nonpoor families $391 130,388 $50,981,708
Elementary independent schools
“Poor” families $110 11,383 $1,252,130
Nonpoor families $500 21,034 $10,517,000
Secondary parochia schools
“Poor” families $110 18,483 $2,033,130
Nonpoor families $500 35,402 $17,701,000
Secondary independent schools
“Poor” families $110 2,869 $315,590
Nonpoor families $500 5,216 $2,608,000
Totals | - 290,960 $92,291,798

The total revenue loss dueto PCIA, then, is.

$ 92,000,000 Tax credits for parents of children attending private schools
56,000,000 Computer hardware and software tax credits
48,000,000 Tax credits to parents of children attending public schools
4,400,000 Tax credits to homeschoolers

$202,400,000 Total revenueloss dueto PCIA

B. Lossof Revenue Dueto EOA
Using the high estimate of funds raised by the scholarship-granting entities (chosen because it raises

amost enough money to fund the scholarships demanded under the most likely scenario), the state
treasury will lose revenue due to EOA in the following amounts:
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$272,800,000  75% tax credits to middle-income individuas contributing to scholarship-
granting entities, being 10 percent of 3.8 million tax filers and an average gift of
$1,000.

58,500,000 75% tax credits to corporations contributing to scholarship-granting entities,
being 50% of corporations contributing enough to offset 10% of their total
corporate income tax liability.

53,000,000 75% tax credits to wedthy individuas able to qudify for the maximum $10,000
credit, being 10 percent of 53,000 individuas with persona income tax
liabilities exceeding $10,000.

$384,300,000 Total revenuelossdueto EOA

The totd revenue loss attributable to both programs, then, is.

$384,300,000 Tota revenue loss due to EOA
$202,400,000 Totd revenueloss dueto PCIA

$586,700,000 Total cost

C. Avoided costs
i. First Estimate of Avoided Costs

If, as projected above, the tax credit proposals cause enrollmentsin New Jersey private schools to
increase from 207,275 to 290,958, then some 83,683 students who would otherwise have attended
public schools would enrall in private schools. New Jersey in 1999-2000 spent an average of $9,775
per student on school operating costs,?* so afirst gpproximation of state and loca avoided costsis:

$9,775 x 83,683 = $818 million

Thisfirg estimate istoo low for three reasons. The operating cost figures (provided to the U.S.
Department of Education by a teachers union) do not include some 25 cogts paid for by taxpayers,
including some spending by the U.S. Department of Education, capital expenditures, unfunded pension
ligbilities, various expenditures incurred by government agencies that aid or oversee schools, and

22 National Education Association, “Rankings and Estimates: Rankings of States 1999 and Estimates of
School Statistics 2000,” October 1999.
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donations from foundations and corporations.® Leaving out such costs may be necessary to make
accurate Sate-to-state comparisons of spending, but using such an estimate here would understate the
actua savings possible under the tax credit plans.

Two mgor items should be added to the
New Jersey’s state government intends operating cost estimate. First, Sate contributions

to borrow $8.6 billion for new school to teachers' state pension funds, which in New

construction in the state. Jersey includes teschers: pension essistance,
debt service on pension obligation bonds,

pension and annuity assistance, and teechers
Socia Security assistance, should be added. In FY 1999, the state spent $919 million on these items, or
$729 per public school student.

The second missing cogt is capita outlays and interest on school debt, which nationwide amounted
to over $33 hillion in 1995-1996, about $750 per pupil.> New schools cost considerably more than
this. New Jersey’ s state government intends to borrow $8.6 billion to finance new school congtruction
around the state.?® Of the total, $6 billion is earmarked for the state' s 30 poorest school digtricts, $2.5
billion to finance 40 percent of the cost of new school construction in the rest of the state, and $100
million for county vocationa schools. Adding the $3.6 billion expected to be supplied by suburban
digtricts produces a congtruction budget of $12 billion.

While the program commits the state to covering $138 per square foot for new congtruction,
including land acquisition and professiona fees for architects and atorneys,?” an amount some experts
say is sufficient to build a modern school, 2 it appears that new school construction in New Jersey, in
urban aress at leadt, is expected to cost some $20 million per new school, or approximately $40,000

23 Myron Lieberman, Public Education: An Autopsy (Cambridge, MA: Harvard University Press, 1993), pp.
119ff.

24« gtate Aid for Local School Districts Consolidated Summary,” Fiscal Year 2001 Budget (Trenton, NJ:
Office of Management and Budget, January 24, 2000), p. 10.

25 $33.8 hillion / 45 million = $751. See National Center for Education Statistics, Digest of Education
Satistics 1998, Table 165, p. 179.

2New Jersey School Board Association, “ Schools Gear Up For Massive Construction Effort”, News
Release, August 4, 2000.

27 See New Jersey School Board Association, “NJSBA Applauds Passage of School Construction Bill,”
News Release, July 18, 2000.

28Conver%ttion by the author with Jack Roeser, chairman of Otto Engineering, Carpentersville, Illinois, in
September 2000.
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per student.?® Financing the cost of such a school with 25-year bonds and 5 percent interest requires
payments of about $1.4 million ayear, or an average of $2,800 per student per year.

It would be correct to say that every child _ _
who uses the tax crediit program to switchfroma | Every child who uses the tax credit
public to a private school saves taxpayers some program to switch from a public to a
of the cost of having to build new schools, though | private school saves taxpayers some
not every child who shifts from apublic to a of the cost of having to build new
private school would have attended a new public schools.
school, and not al new school congtruction would
stop if the tax credit plans were adopted. An
estimate of deferred cost therefore falls somewhere between the national average of $750 per pupil and
the expected New Jersey new school cost of $2,800; splitting the difference generates an estimate of
$1,775, which is close enough for our purposes.

The third reason the first estimate of avoided costsistoo low is because the average student
moving from a public to a private schoal is likely to be leaving a high-spending urban school. Current
per-pupil spending on operationsin New Jersey’s 30 largest citiesis $11,000, not the $9,775 state
average.*® About 36 percent of students expected to move from public to private schools following
implementation of the tax credit plans are from “poor” families, which are likely to be concentrated in
inner-city aress.

Urban density and proximity to private schools are positive factors in the decision to choose private
schooling (see Appendix 3 for the full discussion of why thisis the case). Entrepreneurs dso seem more
interested in the under-served urban education marketplace than in suburbs,*! where parents may be
more satisfied with their public schools and where lower population density means higher transportation
cogts. For these reasonsit is reasonable to assume that 36 per cent of al students switching to privete
schools would avoid costs of $11,000 ayear, or $1,225 more than the state average spending level of
$9,775.

29Based on discussion with Michael Carazzi, chief financia officer of the Jersey City School District in
October 2000. Jersey City is slated to receive $475 million to construct eleven schools and 13 pre-schools, for an
average cost per facility of $20 million. A new elementary school in Jersey City cost $20 million and seats 500
students, for a cost per student of $40,000.

30The state subsidizes spending in the 30 poorest school districtsin the state to bring their per-pupil
spending up to parity with suburban districts. There are 300 schools in these so-called “ Abbott districts.” See New
Jersey Department of Education, Report to the Legislature on the Progress of Abbott School Districts, October 21,
1997.

31Proprietary colleges, for example, enroll a“high proportion of minority, low-income youth,” perhaps
because “ entrepreneurs may be adept at setting their schools in areas that lack public community colleges and
vocationa ingtitutes.” Thomas J. Kane, “Lessons from the Largest School Voucher Program,” in Bruce Fuller and
Richard F. Elmore, eds., Who Chooses? Who Loses? (New York, NY: Teachers College, Columbia University, 1996), p.
182.
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ii. Second Estimate of Costs Avoided

Table 14 adds pension and capita costs to current average urban and nonurban per-pupil operating
expenses to produce adjusted estimates of per-pupil spending in New Jersey. The new estimates are
$12,279 for nonurban students and $13,504 for urban students.

Table 14
Adjusted Estimates of Per-Pupil Spending
in New Jer sey Public Schools

School District Average Pension Capital Spending Adjusted Per
Operating Adjustment Adjustment Pupil Spending
Expense Per Pupil

Nonurban $9,775 $729 $1,775 $12,279

Urban $11,000 $729 $1,775 $13,504

A new estimate of costs avoided under the tax credits programs, assuming 36 percent of the
students moving from public to private schools would have attended urban public schools, appearsin
Table 15. Total costs avoided now are just over $1.0 billion ayesar, or about 20 percent more than our
origind esimate of $318 million.

Table 15
Adjusted Estimate of Costs Avoided

% of students Number of Per-pupil spending Total tax dollars

changing students at departed public saved

schools changing schools school
Non-urban students 64.0% 53,165 $12,279 $652,813,035
Urban students 36.0% 30,518 $13,504 $412,115,072
Totals 100.0% 83683 | - $1,064,928,107

D. Net Cost (Savings) to Taxpayersof the Tax Credit Plans

The net cost (savings) to taxpayers of PCIA and EOA can now be calculated. The results, with some
rounding, appear in Table 16. Tota lost revenues equal about $585 million a year, while costs avoided
due to lower public school enrollment equals about $1 hillion, for anet savings to taxpayers of $480

million ayear.
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Table 16
Fiscal Impact of Tuition Tax Credits

Totals Subtotals PCIA
$92,000,000 50% tax credits for parents of children attending private schools
$56,000,000 100% computer hardware and software tax credits
$48,000,000 50% tax credits to parents of children attending public schools
$4,400,000 50% tax credits to homeschoolers
$200,400,000 Revenueslost dueto PCIA
EOA
$272,800,000 75% tax credits to persons contributing gifts averaging $1,000
$58,500,000 75% tax credits to corporations giving to scholarship-granting entities
$53,000,000 75% tax credits to donors contributing gifts averaging $10,000
$384,300,000 Revenues lost dueto EOA
$584,700,000 Total revenues lost
Costs avoided dueto lower public school enrollment
$652,813,035 Non-urban students transferring from public schools
$412,115,072 Urban students transferring from public schools
$1,064,928,107 Total costs avoided
$480,228,107 Net savingsto the state’ staxpayers

The Parenta Control and Involvement Act and the Educational Opportunities Act together would
save New Jersey taxpayers gpproximately $480 million ayear. Ashbig asthis estimate is likely to seem
to most readers, it is apt to under estimate the savings to taxpayers, for the following reasons:

< It assumesthat every parent of a student attending a private school would apply for and receive the
maximum tax credit they qualify for under PCIA. Based on the admittedly limited experiences of
Arizona and Minnesota, participation would be less than 25 percent in the early years of the
programs.® If parents who move their children from public to private schools apply for tax credits
at ahigher rate than parents who adready have children enrolled, lost tax revenue would be much
lower than the amounts projected.

32The Minnesota tax credit planin its second year saw 55,000 families claim tax credits and receive atotal of
$20.1 million in refunds. See “Update on Minnesota' s Education Tax Credits and Deductions,” memorandum from
Morgan Brown, executive director, Partner for Choice in Education (St. Paul, MN), July 28, 2000.
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< It assumes that companies would use the tax credits to divert just 5 percent of current corporate
income tax receipts to the scholarship-granting entities, a seemingly modest god given the positive
publicity such giftswould generate.

< Itassumesalower price eadticity of demand (0.48)
The Parental Control and than past studies on this topic often cite (1.0). If
Involvement Act and the demand is more responsive to price than assumed,
Educational Opportunities Act then more students would move from public to
together would save New Jersey private schools than projected, and the savings
taxpayers approximately $480 would be larger.
million ayear. . , :

< It adjusts spending levels by public schools upward

to include state contributions to teachers pensions
and congtruction cogts, but gtill exclude
many other educationa expenses by state and local governments that would be saved.

< It assumes only 36 percent of students who switch from public to private schoolswill be leaving
urban schoals, even though these are the poorest performing schools, and even though high density
housing in cities makes the totd cost (time + tuition) of choosing a private school lessthan in
suburban and rura areas. Since urban schools tend to spend more than suburban and rura schoals,
the assumption may underestimate savings.

The author admits to only one assumption that may understete the cost of the programs and
therefore overdtate the savings, that increasing enrollments in the private sector would not cause tuition
to rise. If that assumption is not correct, then fewer students would shift to private schools and the
savings to the public sector would be less. The reasons for making that assumption are givenin
Appendix 3.

6. Static versus Dynamic Cost Estimates

This has been agatic andyss. It does not take into account a variety of factors having to do with time,
learning, and reactions to new incentives created by the program. More specificaly, the analysis has not
addressed:

< Thetime required for parentsto learn of the program and decide to take advantage of it;

< Thetimerequired for private schoolsin New Jersey to accommodate an influx of students;

< Thetimerequired for community organizations and entrepreneurs to start new schooals,
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< Timeand cost of public schoolsto release saff and close down facilities that are no longer needed;

< The €effect on parenta decisionsif public schools respond to new competition by improving the
quality of their services.

< The cogt of overcoming roadblocks erected by public school administrators and interest groups
opposed to the programs, including legal chalenges and negative campaigning againgt private
schoals,

< Theimpact on parents of a growing number of Some surveys have found that
private schools, which would reduce thetravel time | two-thirds of parents would
and therefore the totdl (price + time) cost of choose private schools for their
choosing an dternative to the local public schoal. children if a school were available
More private schools will dso generate more and tuition were not a problem.
information about the dternatives that dready exi,

and reduce the cost of information collection.

A more sophisticated analysis of the cost of the two programs over time would require information
about current capacity in private schoals, plans (if any) by private school |eaders and entrepreneurs to
dart new schoolsif such aprogram were in place, plans and resources available to publicize the
existence of the program onceit isin place, the complexity of the application forms and rigor of
ingpection and supervison by authorities, the willingness of public school didtricts to lease or sdll excess
school capacity (buildings) to private schools, and demographic projections.

An important dement in adynamic analysis would be to mode the effects of risng private school
enrollment on the probability of parents choosing private schools. We are reasonably certain that the
coefficient of the price adticity of demand for private schooling is around .48 under current conditions,
but that figure could be expected to rise as private schools multiply, information barriers fall, and more
children gtart their school careersin private el ementary schools. Some surveys have found that two-
thirds of parents would choose private schools for their children if a school were available and tuition
were not a problem.® Further research is needed on this point.

Thetotd annua cost savings figure, $480 million, is therefore a hypothetica figure most likely to
represent savings severa years after the programs start, assuming the availability of tax creditsiswell
known and that they are easy to apply for, and that no new developments or trends that significantly
influence the price or supply of private schooling. This does not contradict the earlier discussion of
reasons why the savings estimate is probably too low: actualy savings may be less than or greater than
the estimate as the programs are implemented and as supply and demand conditions change.

33For example, Herbert J. Walberg and G. Alfred Hess, Jr., Chicagoans View Their Public Schools
(Chicago, IL: Chicago Panel on Public School Finances, June 1985).
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7. Summary and Conclusion

This report examined two proposed tax credit plans for New Jersey and reported their likely effect on
the state treasury and the state’ s taxpayers. It found that the the programs would save taxpayers $480
million per year more than the tax revenues the state would forfeit.

] ] The Parentd Control and Involvement Act
This analysis shows both the (PCIA) would provide New Jersey parents and
promise and the limits of using tax guardians with tax credits to offset up to 50 percent
credits to promote competition and of the cost of tuition and other qualified educational
choice in education. expenditures for their children, with maximum annua

tax credits of $500. All parents would quaify for 100
percent tax credits for up to $150 ayear in
expenditures on education-related computer hardware and software.

The Educationa Opportunity Act (EOA) would dlow dl individuals and corporationsin New
Jersey to receive tax credits of up to 75 percent of contributions they make to scholarship-generating
entities, up to atax credit of $10,000. The corporate tax credit would be capped at 10 percent the
corporation’s corporate income tax ligbility.

Peer-reviewed empirica research shows that a 10 percent reduction in the price of schooling is
likely to cause a 4.8 percent increase in the rate of parents choosing private schools. The tuition price
reductions caused by PCIA and EOA would range from 32 percent to 95 percent, depending on the
income of the family, student’s grade level, and type of school (parochid or independent) chosen by
parents. These price reductions would increase private school enrollment in New Jersey by 83,683
students, about 40 percent above current levels of enrollment. Students from low-income families
would make up 30,518 of that increase, about 36 percent.

The gross cost of the tax credits would be approximately $584.7 million ayear. The migration of
students from public to private schools would generate off-setting savings of some $1.0 billion each
year. The net savings of the two tax credit programs to New Jersey taxpayersin atypica year would
be $480 million.

These cogt etimates are most likely to

correspond to actua costs several years after i
adoption of the program, and do not take into to attend privately managed schools

account changesin price and the supply of while smultaneously saving State

private schooling thet result from the programs taxpayers many hundreds of millions
existence. of dollars annually.”

“It is possible for low income children

This analys's shows both the promise and the
limits of using tax credits to promote school choice. The promise liesin the large portion of students
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from “poor” and moderate-income families (up to 1.85 times the poverty level) who would be able,
many for thefirg time, to attend the school of their choice. The large savings to taxpayers will aso be
welcomed by most observers. The two bills studied here are mute on whether the savings should be
returned to taxpayers.

The limits of the tax-credit gpproach are most clear when one studies the individua tax credits for
private school tuition and other qualified educationa expenses contained in PCIA. A typica low-
income family paysjust $210 ayear in Sate income taxes, o it would “zero out” its entire tax ligbility
before reaching the $500 cap. Even middle- and upper-income families who qualify for the entire $500
would seetuition price fal aslittle as 5 percent and at most 24 percent (see Table 2).

This anadlyss confirms, though cautioudy, what the supporters of one of the bills, EOA, assart in its
preamble: “1t is possible for low income children to attend privately managed schools while
smultaneoudy saving State taxpayers many hundreds of millions of dollars annualy.”

HH#

Joseph Bast is president of The Heartland Ingtitute, an independent nonprofit research organization
basad in Chicago, Illinois. He isthe founding editor of School Reform News, a monthly newspaper,
and coauthor of two books on school reform, We Can Rescue Our Children (1988) and Rebuilding
America’s Schools (1991).

More research on the effective design of tax credit and voucher plans can be found on either of two

Web sites hosted or cohosted by The Heartland Ingtitute: www.heartland.org and
www.School Reformers.com.
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Appendix 1
Text of the Proposed Tax Credits
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ASSEMBLY,No.
STATE OF NEW JERSEY
INTRODUCED » 2000
By Assembilymen

AN ACT providing for anmual educational tax credits against the income taxes imposed by the
New Jersey Gross Income Tax Act, NJ.S.A. 54:1-1 et. seq., of:

(1)  not more than fifty (50%) percent of the amount of expenses incurred by a
taxpayer in each tax year for qualified educational and qualified mtoring
expenses, limited to five hundred dollars ($500.00) per tax year per dependent
child;

(2)  one hundred (100%) percent of the amount of expenses incurred by a taxpayer in
each tax year for qualified computer hardware and software expenses, limited to
an aggregate amount of one hundred fifty dollars ($150.00) per tax year for all
dependent children of the taxpayer.

WHEREAS, parental involvement is fundamentally necessary for children to attain educational
success, to pursue excellence, and 1o maximize their potentials; and

WHEREAS, encouragement of direct parental involvernent in the education of their children
should be the policy of this State; and

WHEREAS, a partial tax credit against the tax otherwise due under the Gross Income Tax Act
would assist parents in paying for the costs of tutoring, tuition, student fees, school supplies,
books, and computer software and hardware and would thereby encourage parents to review the
educational needs of their children and to enroll their children in supplementary educational
programs.

BE IT ENACTED by the Senate and General Assembly of the State of New Jersey:
1. N.IS.A, 54A:4B-1. Short Title

Sections 1 through 3 of this act shall be known and may be cited as the ‘Parental
Control And Involvement Act.”

2. N.JS.AS54:4B-2, Defipitions
As used in this act:

a“Quali ional expenses™ means non-reimb verifiable pa
taxpaver on hehalf of a de:
books. and other instructional materials that are directly related to the curriculum and program of
instruction being provided to the dependent child by the school from which the dependent child
is raking | "

dent child nf the tavnaver for nivinn emdane foas omalies oad

b.“Qualified tinoring expenses” means non-reimbursed verifiable payments made by a
t child of the aver for tatoring ex; that are di
related to the iculum and of i tion bein vided t

the school from which the dependent child is taldng instruction. Payments by a taxpaverio a
1




child’s own hounsehold or to the t child’s

shall not b deemed “qualified hitoring expenses.”

c. ified co; and software " means Non-rei a tsbya
taxpaver on beh t chi the of com| ware or software, the
nse of which is directi 1o the curricutum instruction bei ided to

school fro ich the dent chi are taldne instroct

pursuant tnthegm ggn;; fmelntc_mz;ggvenueCodeMwhoaLeMg §Mmfrom
school as that term is defined in this act
on 1S ati ar ins 1

&@_gz_a_oran cmhmau f them. wherei ild [ fulfi) Stare
school atrmdance and instruction requirements.

f. "“Taxpayer” means an individual. required to report gr to pay in mm_etnx&s,orwhose
income in whole or in part is subject to the tax i by the New J Gross Inco
Act NS A 54A:]1-1 et seq.
3. N.]S.A.54A:4B-3 Tax_credit fo incurred for qualifving educational

expenses of dependent children

2 Notwithstanding any other law. in each tax vear, a_taxpayer shall be allowed a credit
against the tax otherwise due under the New Jersey Gross Income Tax Act, N.I.S.A. 54A:1-1 et.
seq. of:

1 O t e amount of ified educauonal and uahﬁed tut

xgg, mv:ded that thc gugwable tax cmdxt m each tax year shal] no e_xgge_d ﬁve hundmd
dollars ($500.00) for each dependent child: and

{2) one hundred (100%) percent of the amount of qualified computer hardware and
software expenses paid by a taxpaver on behalf of a dependent child or_children during
the tax rovided that the ate allowable tax credit for all of the dependent

children of the taxpaver shall not exceed one hundred fifty dollars ($150.00) in each tax
year

b_The maximum sallowab its in eac as ided for in subsection a. of
this section. shall be increased. as of the Jan 1 next following the date of ent of this
act and as of each January 1 thereafter, by the amount of the monthly increases, if anv. expressed
as a decimal, in the United States Department of Labor Consumer Price Index for the New York
City and Philadelphia areas.

¢_If the credits apainst the tax allowed pursuant to subsection is section reduce the
tax Habiljty of a taxpaver to zero during the tax vear in which the credits are claimed, the
remainin, unt of the tax its, i jed over for use as credits against the tax

due in succeeding tax vears.
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ASSEMBLY,No._
STATE OF NEW JERSEY

INTRODUCED ____ ,2000

By Assemhlymen

AN ACT providing for tax credits against the income taxes imposed by the New Jersey Gross

Income Tax Act, NJ.S_A. 54:1-1 et. seq. and the Corporation Income Tax Act, N.J.S.A. 54:10E-

1 et seq., of not more than seventy five (75%) percent of the amount of contributions made in a
tax year by taxpayets to certain qualifying nonprofit tax exempt entities that provide educational
scholarships to low-income children in New Jersey, provided that the tax credit shall not exceed
ten thousard ($10,000.00) dollars, adjusted annually for inflation, for individuals, estates and
trusts or, for corporations, shall not exceed ten (10%) of a corporation’s annual tax liability.

WHEREAS, children vary in their interests and educational goals and each child is unique,
capable of thriving in a variety of educational environments; and

WHEREAS, parents know their children and are best suited to select those educational
environments that will best nurture their children to pursue educational excellence so as w allow
the intellectual potential of each child 1o be maximized; and

WHEREAS, the United States Supreme Court has affirmed thar although the State may mandate
education, parents of children have a prior legal right over the State to determine the appropriate
environment in which that education is to be obtained; and

WHEREAS, even though the U.S. Internal Revenue Code cunrendy provides for deductions
from gross income for contributions made to qualified charities that provide educational
scholarships, partial tax credits under the New Jersey Gross Income and the Corporation Income
Tax Acts are urgently needed to ensure the availability of sufficient scholarship funds to allow
poor and less affluent parents the opportunity to make sound educational choices for their
children; and

WHEREAS, educational justice for each child, regardless of the wealth or poverty of a child’s
parents, must be the Jaw and policy of this State; and

WHEREAS, because of the difference between State per student costs in Abbott School
Districts and the maximum scholarship amount per child permitted under this Act, only
approximately 75% of which will be charged as a tax expense to the State, it is possible for low
income children to attend schools of their choice while simultaneously saving State taxpayers
many hundreds of millions of dollars annually.

bE 11 EHATIED Oy dic Seiue aud General Assembiy of the State of New jersey:
L $A:4A-1, Short Title

Sections 1 through 3 of this act shall be known and may be cited as the “Educational
Options Act .




2. 54A:4A-2. Defmitions

. .a "Household i " _means in as i 45.2 and 245
subsequent superseding federal law or regplation.
hild” those chi households with inc 1.85
times the leve] of 1 f_honseholds ifyi ormilkorredncad ice
houschold income eligg’bnhg gg lmg, mglga_ted_o_ for each State ﬁscal m by the m
Bureau of Child Nutrition Programs for the school year preceding the school vear for which an

education;l scholarship is to be distributed.

sed by the ion Business
of N.IS.A. 54: 0A-3 e at is t from federal income taxes under the provisions of
U.S.C. 501 ¢ and thar:

_gm thar any tax creditable congbuuons accepted by the gl_la_l_xﬁymg ggng under this

isa res;dent of thxs State and is mvmg instruction ﬁ_gm a school as thax term 1s demzed
in this act;

iv. prohibits any child who is receiving insmuction from a school in X.- 12th grade. from
rezeiving an educational scholarship from the qualifving entity in any school vear, that is
greater in amount than either two-thirds (24) of the a e per child spending in New
Jersey's public schools or ninetv_percent (90% ) of one vear’s tition at the school from
which the child is receiving instruction, whichev ount is Jess.

v. h1b1ts any child from recei on i olarshi

the o entity fi school vear or from receiving an educational

scho ]arshl from the ifying enti schoo mw ich the chﬂd is alread
to i : :

from an othcr i ing ent vi m jtio to eedncauonal scholarsm

at 2 child mav ive a quali i chil
receive additional financial assistance from persons, entities or other sources that are not
tax creditable “Educational Options Act” scholarship distributions;
andre ions that may be ), awdb the director of taxati ] t this
d to _monito) entity’s continuin asa 'n i
viii. has been ved by the director of taxation as a qualifying entity in accordance

with the provisions of this act.

d. “School” means a public or non-public school or a program of equivalent instruction
1 at school. offerd ite education or of ins ion, for kin
throuch the 12th prade or any combination of them. wherein anv child may legally fulfi] State
compulsory schoo] attendance requirements.




mmgmxu, orwhggmmwholeorm p_m is gggm&emxm@ b_zgtherthe

New Jersey, Gross Income Tax Act. N.T.S.A .54A:1-1 et. seq. or the Corporation Income Tax Act
1972), N.J.S.A 34:10F] et, seq. ~

. N.J.S.A. 54:4A-3 T credlt for contnbutxo e to non

that provide tional scho
to resident Jow-income children

a.Notwithstanding any other law, in each tax vear, a taxpayer shall be allowed a credit

me otbgmg undey the New ]mGrossIang Ag‘ NJIS.A S4A:1-1et,
Income Tax Act 1972 54:10E-1 ¢ f seventy- five

anwmw_aw

(1)._for individualg, estates, and tmsts, ten thougand ($10,000.00) dollars for each tax
year in which 2 tax credit is claimed under this act.

in whlgl'; a mx Mt is cla:med ggderthlsact

¢ The maximum allowable tax credits for each tax year, as provided for in subsection a.
of this section, shall be increased, as of the Jannary 1 next following the date of enactment of this
act and gs of each January ] thereafter, by the amount of the monthly increases. if any. expressed
asa@ al, in the United States Department of I.abor Consumer Price Index for the New York

City and Philadelphia areas.

b. o qualify as a_tax creditable contribution under this act a contribution to a qualifying -

cotity must be designated by the taxpayer at the time of the contribution as an “Educational
Options Act” contriburion and be recorded as such on the records of the qualifying entity.
ursuant to jon a. is section reduce the
tax liability of a 10 duri e tax i ich the tax its are claimed. the
remaining amount of the tax its, if an be carried over for use in succeeding tax




Appendix 2
Estimating the Price Elasticity of Demand
for Private Schooling

While alower price generdly leads to larger quantities of a good or service being consumed, the
relationship between price and demand varies. In some cases, very large changesin prices are
necessary to bring about even asmal changesin consumption; in other cases, smdl changesin price
can lead to large changes in consumption.

Theratio of the change in the quantity consumed and the change in the price per unit consumed is
cdled the price dadticity of demand. When the dadticity of demand for a product or serviceislow (i.e,
when the ratio of the change in quantity consumed and the change in price per unit isless than one), a
given percent decrease in price will produce a smdler percent increase in the quantity demanded. Isthis
true of the demand for private schools?

The most comprehensive andysis - -
performed to dete of the factorsinfluencingthe | Tuition, or price, is only one of many
decision to choose a private school isby Barry | factors that influence afamily’s
R. Chiswick and Stella K outroumanes decision to choose a private school.
published in 1996 in Research in Labor
Economics.®* Parents may be motivated by
religious conviction, by concern over discipline or violence in public schools, or by the convenience of
having their children atend a school nearby. The choice between public and private school may differ
when the child is of dementary-school age and when he or sheis of high-school age. Tuition, findly, is
not a complete description of the cost of choosing a private schoal. If choosing a private school
increases trave time for students and parents (which is likely given that public schools outhnumber
private schools by amargin of about 8 to 1 nationwide), the complete cost of the decision (time +
money) is higher than the price of tuition alone. For dl these reasons, the rate a which parents choose
private schools may increase more dowly than the declinein tuition.

Using regression andysis, Chiswick and Koutroumanes found many factors to have datisticaly
significant positive effects on the probability of parents choosing private schools,* induding the
fallowing:

< higher family income
< lower cogt of tuition

34 B.R. Chiswick and S. Koutroumanes, “An Econometric Analysis of the Demand for Private Schooling,”
Research in Labor Economics, Vol. 15 (1996), pp. 209-237.

%5 |pid., p. 214.
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race (non-black)

livein New England Sates

Catholic ancestry

higher population density

higher averaged age of parents, and
mother does not work outside the home.®

NNNN NN

Chiswick and Koutroumanes aso found severd factors did not have a sgnificant effect on the
probability of parents choosing private schoals:

< dudent’s gender
< average public school test scores

< Higpanic-origin
j ) ) The database (drawn from the 1990 Census
A 10 percent increase in the price of of Population) used by Chiswick and
private schooling will reduce demand K outroumanes for their study is representative
by 4.8 percent, while a 10 percent of the population of New Jersey. Approximately
reduction in price should lead to a 4.8 13 percent of their sample of students was
percent increase in demand. enrolled in private schools, compared with 16

percent in New Jersey. The “reference student”
livesin acentrd city in the East North Centra
region. Mean average private school tuition used in the study was $2,654 (1990), close to the New
Jersey figures for parochia schools that gppear in the first column of Table 1.

According to Chiswick and Koutroumanes, “a price elagticity of .48 overal was calculated for
private schools. The 95% confidence interval for the price easticity was{.59, .38}."%’ In other words,
a 10 percent increase in the price of private schooling reduces the probability of afamily choosing
private schooling by 4.8 percent, while a 10 percent reduction in price causes a4.8 percent increase in
the probability of choosing private schools. The 95 percent confidence interval meansiif repeated
independent samples were taken, in 95 percent of these samples the price dadticity would be between
.38 and .59.%®

36 The authors explain, “Holding income constant, a working mother means lower full family income (less
time in home production). Thus, thisis consistent with a positive income effect.” Ibid., p. 226.

37 Ibid., p. 229.
38 |n addition to the standard Ordinary Least Squares (OLS) analysis that generates the 0.48 figure, the

authors performed a probit regression analysis that generated a series of estimated probabilities consistent with the
OLS anaysis. For example, adecrease in price from $4,000 to $1,000 (75%) resultsin an increase in the probability of
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This estimate is lower but more credible than the estimate of 1.0 made by an undergraduate
economics textbook cited in past studies of the cost of tax credit plans> Chiswick and Koutroumanes
comment on what their research means regarding tuition tax credits and scholarship (or voucher) plans.

The andyssindicates that school choice is systematicaly related to economic and
demographic variables. The sgnificant price effectsindicate that educationd vouchers
and tuition tax credits would expand educationa opportunities and increase enrollment
in private schools, particularly non-parochia or independent schools.*

choosing parochial schools from 0.22 to 0.29 (32%), implying an elasticity of .43.

39 The other source is James Gwartney and Richard Stroup, Economics: Private and Public Choice (New
York, NY: Dryden Press, various editions).

40 B R. Chiswick and S. Koutroumanes, op cit., p. 234. The authors found that demand for independent

schools is more elastic than the demand for parochial schools, perhaps because parents who choose parochial
schools are willing to sacrifice to obtain religious instruction for their children.
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Appendix 3.
Estimating the Price Elasticity of Supply
of Private Schooling

The price dadticity of supply isthe ratio of the change in quantity supplied over the change in price per
unit. If the dadticity of supply of private e ementary and secondary schooling is high (ratio of 1 or
higher), then the increased number of parents able to pay tuition a private schools would lead to
investment in new schools and personnd sufficient to provide a place for every child, without an
increase in tuition partly or entirely offsetting the value of the credits. Reasons to believe the dadticity of
supply for private schooling is high include the following:

_ < None of the inputs needed for K-12
None of the Inputs needed for K-12 schooling is especialy scarce or specidized.
schooling is especialy scarce or Schools can and do operate in avariety of
specialized. buildings, including shopping madls and office

buildings* Approximately 200,000 new
teachers enter the market every year, with a
growing portion of them certified through aternatives to traditiona teachers colleges® New Jersey
has, in the Provisond Teacher Program, one of the nation’s premier dternative certification
programs,® so thereislittle barrier to entry into the teaching profession.

< The private K-12 schooling sector congtitutes a very small part of the education marketplace that
includes public pre-kindergarten and K-12 schools, public and private technica and business
training, and public and private higher education.** Therefore, even if they were to grow rapidly,
private K-12 schools would have little effect on wages or rent.

< Thetax credit programs may not increase in tota the amount of schooling demanded, but merely
redlocate the shares of the public and private sectors.* Resources would be released from the

HRichard C. Seder, Satellite Charter Schools: Addressing the School-Facilities Crunch Through Public-
Private Partnerships (Los Angeles, CA: Reason Public Policy Institute, April 1999).

42, Emily Feistritzer, Alternative Teacher Certification: A Sate-by-Sate Analysis 2000 (Washington, DC:
National Center for Education Information, 2000).

Bleo Klagholtz, Growing Better Teachersin the Garden Sate (Washington, DC: Thomas B. Fordham
Foundation, January 2000).

#see Chiswick and Koutroumanes, p. 217.
lncreased expenditures for educational activities at home may increase the tendency to homeschool,

which might reduce the demand for formal schooling, though homeschooling starts with a very small share (2%) of
the current market. Parochial schools have shown a superior ability to keep low-income students from dropping out,
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public sector in amounts roughly equa to their acquisition by the private sector.*

< Introduction of competition and choice in the ddivery of other public services has led to more
efficient use of resources.*’ If tax credits bring the same effect to schooling, the same number of
children could be taught with fewer resources than are currently used, resulting in less demand and
lower prices for those resources.

< Fndly, college and university enrollment

growth following passage of the In the space of just two years,
Servicemen's Readjustment Act of 1944 enrollment in the nation’s colleges and
(the “G.l. Bill") suggests that schooling universities rose 33 percent above pre-

capacity can be added quickl_y. In the_spzjt:e war levels and 45 percent over the
of just two years, enr.qllment in the nation's previous (war-time) period.
colleges and universities rose 33 percent

above pre-war levels and 45 percent over
the previous (war-time) period.*®

But there are dso some reasons to believe the eadticity of supply of private e ementary and
secondary schooling islow (ratio of less than one):

< Many private schools, especidly parochia schools, might raise tuition rather than increase their
enrollments. These schools often rely on staffs that work for very low wages and have deferred
maintenance on their facilities to keep spending low. Thetax credit and scholarship plans would
make it difficult for some school administrators to say no to long-deserved wage increases and
long-wanted improvements in facilities. Enlarging a successful school may aso make it less
attractive to the mogt active parents.

< Revenue from the tax credit programs might Smply displace current charitable giving to private
schoals, resulting in asmaler net increase in investment in, and hence the supply of, private

which would increase the number of students enrolled in schools by asimilarly small amount.

The qualifier “roughly” is necessary because the tax credit proposals themselves do not require that
spending on public schoolsfall at the same pace as public school enrollment. State aid is provided on a per-pupil
basis, so unless that formulais changed, state funding of public schools should track enrollment trends. Local
funding, provided by property taxes, would not automatically decline.

Asee Charles Walf, Jr., Markets or Governments: Choosing between Imperfect Alternatives (Cambridge,
MA: The MIT Press, 1988).

®David Barulich, “Fiscal Impact Analysis of the Parental Choice in Education Amendment for the California
Constitution,” June 23, 1992, p. 7, a'so Appendix 4. Note that this was new demand for schooling, whereas the New
Jersey tax credits only shift demand from public to private schools. This makes the case for supply being highly
elastic even stronger.
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schooling. Private school managers may find it more difficult to raise money from traditiona sources
if philanthropists believe, with some judtification, that other needs are now more pressing.

< Mo private schools, being nonprofits, lack access to capital markets to finance the acquisition of
new or expanded fadilities. This has been a frequent problem for charter schoolsin many states.*

. < Opponents of tax credits and other vehicles
Some of the new investment made for school choice clam that some of the new

possible by the tax credits would never investment made possible by the tax credits
find its way into classrooms, would never find its way into classrooms,
and would be used instead for advertising,
for paying

or rewarding anew class of “tax credit entrepreneurs’ who start schools and broker dedls, or to
build redundant new facilities across the street or just blocks away from underused facilities™

The case for assuming alow dadticity of supply seemsweek. If existing private schools don't
choose to open their doors to new students, the charter school movement has demonstrated that there
are many parents, teachers, and entrepreneurs willing start new schools.® Tax credits to encourage
charity have a good record of generating more net giving, rather than less. Worries about wasted
money on advertisng or fraud are raised every time privatization is proposed, regardiess of thefidd in
which it is applied, yet privatized enterprises dmogt invariably result in higher quadity services and lower
prices.>

Insight into the possible effects of tax credits and other demand-side subsidies to education can be
gained by looking at the effects of Pell Grants on college tuition and access to post secondary
education. Begun in 1973 under the name Basic Education Opportunity Grants (and renamed Pell
Grants in 1980), the program provides about $6 hillion in aid to about 4 million students each year.
Thomas J. Kane compared enrollment data for the three years before the program was established with
datafor 1973 and the next four years and found no increase in overdl college enrollment rates and an

49Chester E. Finn, Jr., et a., Charter Schoolsin Action: A Final Report (Washington, DC: Hudson Institute,
1997).

OThese allegations appear often in the literature on school vouchers. See Stephen Arons, “ Equity, Option,
and Vouchers,” and Eli Ginzberg, “ The Economics of the Voucher System,” both in George R. La Noue, ed.,
Educational Vouchers: Concepts and Controversies (New Y ork, NY: Teachers College, Columbia University, 1972);
David C. Berliner and Bruce J. Biddle, The Manufactured Crisis (New York, NY: Addison-Wesley Publishing
Company, 1995), chapter 5; and Paul Hill, Lawrence Pierce, and James Guthrie, Reinventing Public Education
(Chicago, IL: University of Chicago Press, 1997), chapter 4.

SINew Jersey had 52 charters and 47 charter schoolsin operation in 1999.

52Char|e£W0If, Jr., op cit; E.S. Savas, Privatizing the Public Sector (Chatham, NJ: Chatham House
Publishing, Inc., 1982).
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actual decreasein enrollment rates for lower-income students.>®

Kane attributes the failure of Pell Grants to increase college enrollment ratesto alack of awareness
among low-income families that they qudified for financid ad, to the complexity of the applications
forms, and to auditing procedures used by the Department of Education that resulted in the regjection of
adisproportionate number of applications from low-income families>

Interestingly, Kane does not suggest that Pell grants enabled or forced colleges to charge higher
tuition. He presents data showing that the cost of attending an average public university fell by about 15
percent, in inflation-adjusted 1993 dollars, between 1973 and 1980, a atime when the red value of
Pell Grantswas @t its highest, e.g., $3,628 in 1975. Between 1980 and 1993, the average cost of
college atendance increased 41 percent, from about $4,800 to $6,500, while the vaue of the maximum
Pell Grant fell 22 percent, to about $2,300 in 1993.%°

On baance, the case for assuming ahigh
rather than low price dadticity of supply is most
convincing. The experiencesin higher education,

Worries about wasted money on
advertising or fraud are raised every

first with the G bill and more recently with Pell | tiMe privatization is proposed,
Grants, seem to confirm that subsidizing the regardless of the field in which it is
demand for schooling increases supply at least applied.

proportionately.

For the current study, assuming that the supply for schooling is highly eastic means every parent
and child who wants to shift from public to private school will find room in a suitable school. It dso
means the price of tuition will not go up ether as schools compete for scarce inputs (personnel and
buildings) or as parents compete for alimited number of available seats.

3 Thomas J. Kane, op cit., pp. 173-185.
>pid., pp. 179-180.

> |bid., pp. 174-175.
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