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The squeeze on government budgets requires new ways to finance American schooling. 
Education vouchers are one alternative that would create competition and higher-quality schools, 
particularly for the poor. 
 
Proposals to improve America's schools in the 1960s and '70s invariably called for 
massive infusions of money. Today this is simply not possible: there is enormous 
pressure on the state and on federal budgets, and education has much stronger 
competitors for public funds. Spending on Medicare and Medicaid, to cite but one 
example, doubled in the five years preceding 1983 and now stands at $70 billion. If 
present trends are extrapolated, the Medicare Trust Fund will be bankrupt in 1987. 
Especially since the population includes an increasing proportion of older people, we 
can expect fewer votes for schools compared with hospitals and doctors in the next few 
years. It is in this perspective that the title of this article has meaning. The time is 
rapidly approaching when new alternatives for financing American schooling will have 
to be employed. Even charging parents tuition is one of them. 
 
The issues involved here are extensive and, to be practical, I shall focus primarily on 
education up to high-school level. The approach is largely that of an economist, 
touching only indirectly on issues of philosophy and legality. 
 
Alternative ways to finance education 
Most of the financing methods I shall discuss have real-world counterparts in either the 
present or in the past. Table 1 sets out most of the important possibilities; although the 
list is not exhaustive, the items follow fairly closely the historical sequence of events. 
 
No government role: Item number 1, for instance, represents the complete laissez-faire 
situation. Here the government is not involved, and education at private schools is 
purchased directly by parents. Private provision, however, does not necessarily mean 
that families always face 100 percent of the cost of educating their children. Some of the 
expenses can be covered by private donations such as bequests, endowments, and 
scholarships. Churches, for example, were one of the leading donors in this respect in 
the nineteenth century (and remain so today). But because the extent of church 
subsidies varied, and because of a variety of standards of schooling, fees were not 
uniform. 
 
Contrary to popular belief, although education depended almost completely on private 
funds in the early nineteenth century, the supply of education was substantial. 
Consider, for instance, the report of the commissioners appointed in 1811 to weigh the 



 

 

establishment and organization of common schools in New York State. They concluded 
that schooling was “generally resorted to, unless some great local impediments 
interfere.” By “local impediments” the commissioners largely meant obstacles to the 
minority of the population that lived in rural areas.  “In populous cities,” they reported, 
“and the parts of the country thickly settled, schools are generally established by 
individual exertion . . . . it is in the remote and thinly populated parts of the State, where 
the inhabitants are scattered over a large extent, that education stands greatly in need of 
encouragement.” 
 
The experience of England and Wales was quite similar. Before government schools 
were provided, ordinary people in all parts of the country used to purchase their 
education at private schools. It is true that the church played an active part at this time 
but, generally, the largest single source of school finances was fees from working 
parents. 
 

 
Table 1: Alternatives for Financing Education 

 
 Alternative Type of 

school 
Type of 
payment 

Real-world illustration 
 
 

1 Family purchase with no government assistance Private Non-uniform 
tuition fees 

US states to the early 19th century 

2 Family purchase with some government subsidy: 
subsidies to schools 

 
 
Public 

 
Non-uniform 
tuition fees 

American common schools to the 1860s 

 subsidies to parents (vouchers) Public or 
private 

Non-uniform 
tuition fees 

New England in the 19th Century; 
Connecticut and Maine in the 20th Century; 
British Columbia after 1977 

3 Government purchase (provision with no 
additional net expenses by families: 
 

" via provision in “free” public schools 

Public Free Most US school districts today 

 " via vouchers to patients spendable at        
public schools exclusively.  No family 
add-ons to the fixed value  vouchers 

 Uniform tuition 
fees 

Alum Rock (Cal.) experiment in the 1970s 

 " similar to 3(b) but vouchers spendable at 
public or private schools 

Public or 
private 

Uniform tuition The Coons/Sugarman proposal of the  
1970s 

4 Family purchase aided by an education tax credit Public or 
private 

Non-uniform 
tuition fees 

Minnesota since 1955 

5 Family purchase aided by an education tax credit Public or 
private 

Non-uniform 
tuition fees 

The Packwood/Moynihan plan, 1982; 
Reagan plan, 1982. 
 

 
 
Fees plus subsidies: The second item in Table 1 is mixed family-plus-government 
purchase of schooling. Such an arrangement could be found in the typical American 
common school in the nineteenth century down to the 1860s. The New York State 
Commissioners of 1811, for instance, had observed: “But is hardly to be imagined that 
the Legislature intended that the State should support the whole expense of so great an 
establishment. The object of the Legislature, as understood by the Commissioners, was 
to rouse the public attention to the important subject of education by adopting a system 
of common schools in the expense of which the State would largely participate . . . “ 
 



 

 

Even with the addition of the revenues from the town taxes, the public funds fell far 
short of expenses. The substantial balance was presented as tuition charges in the form 
of so-called rate bills to the parents. These charges were quite significant: in 1830, for 
example, parental fees in New York State contributed a sum that was almost 60 percent 
of the amount paid out for teachers' wages. 
 
Under this second alternative for the financing of education, the quantity of schooling in 
New York State was almost universal. The report of the Superintendent for 1836 
asserted that "under any view of the subject, it is reasonable to believe, that in the 
Common Schools, private schools and academies, the number of children actually 
receiving instruction is equal to the whole number between five and sixteen years of 
age.” 
 
The fact that education in America could be universal without being free or compulsory 
seems to have been readily acknowledged at the time. And there is no systematic 
evidence that average parents, as distinct from public-school teachers and 
administrators, preferred the method of paying for schooling through increased taxes to 
that of the direct payment of tuition through rate bills. 
 
Education vouchers. The voucher system rests on the notion that a family should be free 
to use tax money allotted to the education of its child either in public or private schools. 
Although the idea can be traced back at least as far as Tom Paine's famous volume The 
Rights of Man, its twentieth-century revival began in earnest with a chapter outlining 
detailed proposals for vouchers in Milton Friedman's Capitalism and Freedom, published 
in 1962. As an example, the parent of a school-age child could receive a voucher for, say, 
$2000 worth of education. This could be spent at any accredited school. In Friedman's 
full-blown version, the voucher could be spent at accredited private schools as well as 
public schools. Public as well as private schools would charge tuition fees. Meanwhile, 
parents who so desired could supplement the vouchers with their own "add-on,” 
contributions. In this way both the parents and the government would be sharing in the 
expenditures, an example of the second category of financing alternatives shown in 
Table 1. 
 
Real-world counterparts of voucher systems in America can again be found in the 
nineteenth century. Beginning in the early 1800s, for instance, local governments 
throughout New England financed the education of children at private academies. 
Today, vestiges of the system remain in three towns in rural Connecticut and in at least 
three towns in Maine. 
 
A modern example comes from Canada. Under the Independent Schools Support Act 
of 1977, parents in British Columbia now choose between state, denominational, and 
nondenominational independent schools. The latter two are directly subsidized at a flat 
per capita rate, originally set at $500 per student. This, of course, is typically insufficient 
to pay for the whole of the schooling, so add-ons are usually inevitable. 

 



 

 

Consider next item 3(a) in Table 1. This refers to the system of "free" schooling in public 
schools that has prevailed in most states from the late nineteenth century to the present. 
Such schooling is not literally free, of course: everybody pays tax and it can be argued 
that everybody contributes out of his or her income to "free" public schooling. Indeed, 
empirical studies by economists show that the very poorest, those who are not subject 
to income tax, still pay for education through significant property taxes. Tax incidence 
was clearly regressive in Massachusetts at the time of one study of Boston's education 
system. The poorest group, it was found, was paying nearly 8 percent of its current 
income in education taxes. 
 
Section 3(b) of Table 1 presents a voucher system involving public schools exclusively, 
with no add-ons allowed. This was the type of scheme that was attempted in Alum 
Rock in California in the 1970s. The vouchers in Section 3(c) are similarly fixed at a 
given level (no add-ons allowed) but are spendable at accredited public or private 
schools. This was the type of scheme proposed in 1978 by Professors Coons and 
Sugarman of the University of California at Berkeley. One important difference between 
their voucher system and Friedman's was that the latter allowed addons; the 
Coons/Sugarman plan also differed in having special restrictions to prevent segregation. 
In addition, places in schools that became very popular were to be decided through 
lotteries as a means of resolving congestion. 
 

  
Table 2: Current Proposals for Education Tax Credits at the Federal Level 

 
  

Packwood-Moynihan plan (1982) 
 

Reagan plan (1982) 
 

Value of tax credit Limited to 50 percent of the private school's tuition 
charge; $500 maximum 

Limited to 50 percent of tuition paid, with ceilings 
rising from $100 in 1983 to $500 in 1985. 
 

Eligibility The tax Credit is refundable, which means that a family 
would receive a cash refund to the extent that it owed no 
income taxes to which the credit could be applied. The 
credit would extend to college users. 

The credit would be available for families with 
incomes up to $50,000. A partial credit would be 
available for families with incomes up to $75,000. 
The credit would not be refundable. It would not 
extend to college users, 
 

Institutions 
involved 

All private educational establishments, including 
parochial schools. 

All private (including parochial) schools. 
 
 

 
Tax deductions: Item 4 in the table refers to tax deductions as a means of assisting the 
purchase of education. These are deductions from income so that, for instance, a $100 
deduction saves $50 of tax payment for an individual whose marginal tax rate is 50 
percent. 
 
The most conspicuous example of this kind of provision in the United States is to be 
found in Minnesota, whose long-standing tax deduction plan for education passed the 
scrutiny of the Supreme Court in 1983. The deduction is confined to actual expenses 
incurred for dependents attending elementary or secondary school, whether the schools 
are private or public. It may not exceed $500 for each dependent in kindergarten 
through sixth grade or $700 for each dependent in grades seven through twelve. 



 

 

Legitimate expenses include tuition, textbooks, and transportation. The public schools, 
of course, are tuition-free, but public school users face deductible expenses of which 
transport, textbooks, and certain class work materials are the most obvious. 
 
Tax Credits: The last example of an alternative for the financing of education is shown in 
Item 5 of the table: the family purchase of education aided by a tax credit. Here, the 
expense is subtracted directly from the taxpayer's bill, not, as in the case of the 
deduction, from his or her taxable income. Thus, whereas in my example of a tax 
deduction of $100 the individual would save $50 if he or she had a 50 percent marginal 
rate of tax, in the case of the tax credit of $100 the individual would benefit from the 
whole $100 (provided that he or she had a tax liability of at least this amount.) 
 
Table 2 contains some further details of recent tax credit proposals. Both schemes 
shown there limit the credit to 50 percent of a private school's tuition charge; both also 
were originally intended to have a $500 maximum.  It should be noted that the tax 
credit system does nothing for low-income families who have little or no tax liability for 
the credit to offset. The version proposed by Senators Packwood and Moynihan 
attempts to get around this problem by making the credit refundable; in effect, a cash 
refund would be enjoyed by low-income individuals who did not owe income taxes. 
 
Parents raising Money: Educators and leaders of parent-teacher associations in the New 
York Metropolitan area have noted that federal and state cuts in school aid in the last 
three years "have spurred a volunteerism that has sent out parents and children in 
unprecedented numbers to raise money for their public schools." It has been estimated 
that in the last year about 100 of New York State's 1,300 PTA's each raised $25,000 or 
more. In New Haven, parent-teacher associations have raised money to hire art and 
music teachers and librarians. 
 
Weighing the options 
So much, then, for the practical alternatives to the dominant system of “free” public 
schools. 1 have already suggested that softie departure from this method seems 
inevitable in view of the current financial stringency at all levels of government and 
bearing in mind the changing age structure, and therefore voting support, of the 
population. It is necessary next to consider whether such changes will bring with them 
any special benefits - and, if so, which among the list of alternatives offers the greatest 
potential for improvements on the present system. 
 
From the point of view of the courts, government subsidies that go directly to private 
schools would be unambiguously undesirable: such a scheme would probably be seen 
as a violation of the First Amendment. Most private schools today are church-related, so 
that such an arrangement would involve what the judiciary calls -excessive 
entanglement- between church and state. (It is interesting to note, in passing, that many 
other countries do not face this constraint: for example, England, Australia, and 
Canada, where in some provinces governments fund denominational schools directly.) 
 



 

 

Benefits of vouchers or tax credits 
The remaining alternatives in the United States, therefore, consist of some form of 
voucher, tax deduction, or tax credit plan. Many economists argue that a move to one or 
more of these plans would be desirable because it would challenge the present public 
school monopoly. The voucher and tax credit or deduction schemes would force schools 
to adopt efficient methods of production and induce them to innovate and to offer 
programs that are attractive to students. In the long run one would expect a new 
equilibrium in which some “inferior” public schools would have disappeared while 
others would have improved and grown larger. The result, the economists argue, 
would be a general improvement in the quality of education with no need for increased 
government expenditure. 
 
Educationists often object that the voucher and tax credit schemes would increase 
inequality in schooling. They argue that personal add-ons to the voucher, or spending 
more than the maximum tax credit, would probably be more prevalent among 
higher-income families. Such educati6nists believe that the public school is an institution 
in which rich and poor, native and foreign-born, black and white learn to live together. 
While this might have been the original intent, it is not borne out in fact. The public 
school has in fact fostered residential stratification by linking the character and cost of 
schooling to the place of residence. The public school system is heterogeneous, and 
most of the country's outstanding public schools are in high income enclaves. 
 
On this reasoning, the economist argues that we start with an "imperfect” system of 
education; the question is whether the voucher or tax credit would make it any worse 
from the point of view of equality of opportunity. In the opinion of Milton and Rose 
Friedman, the very poorest people-those who are usually trapped in big-city ghetto 
schools-would benefit the most from the voucher plan. They ask: “Are the super-
markets available to different economic groups anything like so divergent in quality as 
the schools? Vouchers would improve the quality of the (public) schooling available to 
the rich hardly at all; to the middle class, moderately; to the lower-income class, 
enormously.” (Free to Choose, Harcourt, Brace Jovanovich, 1980, p. 169.) 
 
Economists such as the Friedmans insist that it is largely the absence of competition that 
has brought schooling to the low levels cited by the four major national studies on 
public education published in 1983. The most scathing of these came from the National 
Commission on Excellence in Education, created by U.S. Secretary of Education Terrel 
Bell. This report asserted that American schools are in a serious state of decline and 
constitute a threat to the nation's social, political, and economic well-being. Among 
other findings, it revealed that about 13 percent of all 17-year-olds, and 40 percent of 
minority youth, are functionally illiterate. The commission recommended compulsory 
instruction in the basics, including three years of math and science and a half-year of 
computer science, for all students. 
 
The main drawback in the commission's recommendation was the failure to state how 
such proposals are to be financed. The commission, for example, demanded an increase 



 

 

in the school year to 200 days from the current average of 180 days and a lengthening of 
the school day to seven hours from the present five or six. This proposal would require 
school systems to increase expenditures by as much as 30 percent. Yet such increased 
funding is not necessarily the answer. 
 
Quality, in fact, declined as public-school spending rose from $41 billion in 1970 to $90 
billion in 1981. The central problem to the economist is to make the most of each current 
dollar that is presently spent on education. Only after this has been attended to should 
we consider the need for increased spending. And the way to get the most out of each 
current dollar spent is to foster competition. 
 
Economists argue that the National Commission on Excellence in Education was useful 
in diagnosing problems but that its recommendations amounted to little more than 
exhortations to teachers and administrators to improve themselves. The economist 
believes that it is insufficient merely to exhort the personnel of a system who hitherto 
have been associated with its failure; what is needed is a crucial change in the institu-
tional arrangements that determine the incentives of the administrators and teachers in 
public schools. Vouchers or tax credits would effect just that. A school that was inferior 
in the eyes of the parents would lose custom and, by the same token, it would lose 
finance since the voucher funds would be transferred elsewhere. Similarly, schools that 
were efficiently providing what the parents were demanding would attract custom and, 
thereby, voucher finance. Such increases in finance would be used to improve salaries of 
all personnel at the school as a reward for superior endeavours. To economists like the 
Friedmans, nothing short of this will get to the root of the schools' inefficiency. 
Vouchers and tax credits provide means of doing this. But their adoption means 
that---free-education will come to an end; prices (tuition fees) will once more be 
charged, although parents will be helped to pay them. 
 
Apart from the views of economists, it now seems that public opinion is increasingly in 
favour of the expanded choice and competition in education that the voucher or tax 
credit would encourage. A 1983 Gallup poll, for instance, showed that 51 percent of 
Americans favoured a voucher scheme, and, by implication, the end of---free-education. 
Of black respondents, 64 percent approved. This appears to support Friedman's 
argument that the poor would benefit most from vouchers. The movement for tax 
credits at the federal level, illustrated in Table 2, is evidence of an increasing 
constituency for these types of reforms, and we find similar testimony in individual 
states. In addition to the tax deduction that exists in Minnesota, an initiative is to be 
submitted to the ballot in California in 1986 under which parents would receive 
certificates worth at least $2,000 to be used to pay for education at a school, public or 
private, that best suits the needs of their children. 
 
The real cost of tax credits 
Consider another important aspect of efficiency as the economist sees it. Taxpayers who 
help to finance education include non-parents. They have a legitimate interest in 
obtaining a given level of education at the lowest cost to themselves. If, by switching to 



 

 

an alternative financing system, such taxpayers can gain in this way, the prospective 
change deserves serious study. I believe that, in the long run, the current proposals for 
tax credits hold out strong possibilities for such taxpayer gains. 
 
To understand the costs and benefits involved, look again at the Reagan tax credit 
proposal, bearing in mind that the per capita cost of public schooling is now about 
$3,000. Suppose all beneficiaries receive the maximum $300 tax credit per student. 
Assume also that beneficiaries are confined exclusively to the incumbent private-school 
population. The total cost to the federal government would then be five million times 
$300, or $1.5 billion. This estimate, however, needs to be revised downward to about $1 
billion because not all families would be eligible for the full $300 tax credit. (Under the 
Reagan proposal, parents could claim credits up to a maximum of only 50 percent of the 
private-school fee.) 
 
It is this kind of calculation that has given rise to the various estimates of costs quoted in 
Senate debate and in White House calculations. The basic inadequacy of this approach is 
that it assumes that the benefits will accrue only to those students who are at present in 
private schools. No judgment is made of the consequences of some students migrating 
from the public to the private sector. Yet when we make this latter estimate the picture 
changes dramatically. 
 
If a student, aided by the Reagan tax credit, had left public school for private school in 
1983, he or she would have cost $200 to $300 in tax credits but would have saved the 
combined government authorities on average about $3,000. The authorities, therefore, 
stand to gain up to $2,700 per migrant from public to private school. I have calculated 
that if just over a third of a million students migrated from public to private schools, the 
savings per student (approximately $2,700), multiplied by the total number of migrants, 
would have resulted in savings to the combined authorities that would match the 
foregone revenues from the incumbent private-school population. And this requisite 
“break-even” number of migrants to private school would have amounted to less than 1 
percent of the 1983 public school enrollment. 
 
Some may object that such estimates of savings from migrants are exaggerated. If one 
student leaves the public school, for instance, its costs are not likely to drop by about 
$3,000. True, but we are considering the movement of a third of a million students. 
Transfers of this magnitude will cause some public schools to close in the long run, and 
such events will normally result in a reduction of total (and average) costs of the 
magnitude mentioned. In other words, my assumption that marginal and average costs 
of schooling are not far apart in the long run is a plausible one. 
 
Tax credits and predicted school migrations 
Bearing in mind, then, that a transfer to private schools of around 1 percent of the 
public-school population would have made the tax credit operation almost costless to 
governments as a whole, let us ask how many families would be likely, in practice, to 
transfer their children following enactment of a tax credit of the magnitude discussed in 



 

 

the Reagan proposal. A nationwide poll conducted by Newsweek (April 20, 1981) 
reported that 23 percent of parents with children in public schools would probably 
switch to private schools if Congress approved tuition tax credits of $250 to $500 per 
year. If this figure can be relied on it would argue that, to the combined government au-
thorities, the Reagan tax credit proposal would have brought dramatic net savings to 
governments as a whole. 
 
A Gallup poll of the public's attitude toward the public schools, published in September 
1982, suggests that the number of migrants would be well above my break-even figure 
of about 1 percent of the public school population. The parents of children then enrolled 
in the public schools were asked which they would prefer, public schools or private 
schools, if the private schools were tuition-free. The findings indicated that in this 
circumstance, nearly half of those who are now sending their children to public schools 
would choose private schools. Now our $300 tax credit would certainly not be the 
equivalent of making private education absolutely free. But it would reduce the cost of 
tuition significantly in many cases and probably by about 20 percent on average. It is 
surely plausible that if nearly 50 percent of the public-school population would transfer 
to private schools if tuition were reduced by 100 percent, then a reduction of tuition by 
20 percent would lead to a migration of at least 1 percent, which is the break-even point. 
 
The latest word on such estimates is contained in a survey conducted by the U.S. 
Department of Education and published in 1984. It concluded: “Among public school 
parents, there was considerable interest in taking advantage of a tuition tax credit. More 
than nine percent said they would be 'very likely' to transfer their child to a private 
school if a $250 tuition tax credit (with no limit on the proportion of tuition covered) 
were available, and 23.5 percent indicated they would be 'very' or 'somewhat likely' to 
do so.” 
 
Again, in the light of my calculations, these findings indicate a substantial potential for 
net gains to governments as a whole from the Administration's tax credit proposal.  The 
Education Department's survey, incidentally, produced another finding that appears to 
support the Friedmans' argument that the poorest groups stand to benefit most from 
the tax credit: “The inclination to take advantage of a tax credit was greatest among two 
groups of public school parents-non white and lower status parents who are currently 
underrepresented in private schools and those with prior interest in and knowledge 
about private schools.” 
 
A demand for wider choice in schooling is growing and perhaps there is now some 
intuitive belief in the economist's argument that expanded choice brings the benefits of 
competition. The voucher and tax credit plans that are increasing in popularity, 
meanwhile, all assume the demise of “free” education. But even if vouchers and tax 
credits are not widely adopted, “free” education will probably soon have run its course 
if for no other reason than the fact that governments will no longer be able to foot 100 
percent of the bill. When tuition fees do make a comeback, however modestly, elements 
of competition will come with them. Choosing school A over school B then will mean 



 

 

the latter will not receive the fee. If it wishes to prosper it will have to take more 
seriously the parents' demands. And if school A disappoints, a new school C will be 
ready in the wings. 


