MEASURING MARKET EDUCATION:
SUGGESTIONS FOR RANKING SCHOOL
CHoICE REFORMS

Andrew Coulson

With each passing year, the number and variety of school choice
proposals continue to grow. The purpose of these proposals, whether
implicit or explicit, is to reintroduce market forces to the field of
elementary and secondary education. Education markets, it has been
argued, are more efficient, academically effective, and responsive to
the demands of families than state-run school monopolies.

In the policy debates that arise over each new proposal, much
empbhasis is given to political viability, cost, and likely susceptibility to
legal challenge. Less time is spent assessing a proposal’s ability to
create an effective education market. In fact, the specific require-
ments for the creation of effective education markets are seldom
discussed.

One way of addressing this deficit is to provide a metric for rat-
ing school reform plans based on the size and quality of the educa-
tion marketplace they are likely to create. The current article sug-
gests one such metric, which I have dubbed the Market Reform
Metric.

In the sections that follow, I discuss the purpose of the MRM, its
design principles, its structure, and the raw input data that form the
basis for its calculation. Because of the MRM’s early stage of devel-
opment, and because this article is intended as a nontechnical intro-
duction, extensive discussion of the underlying calculations (and
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associated source citations) has been deferred to a more comprehen-
sive publication to follow.

Goals and Design Principles

The purpose of the MRM is to predict the size and quality of the
education market that is likely to be created by a given education
policy proposal. It takes the details of the policy as its input data and
uses them to produce a numeric score from 0 to 100. In addition to
this overall rating, several subcomponent ratings are also calculated,
allowing conclusions to be drawn about the strong and weak points of
the proposal.

The MRM is intended to advance several related goals:

e To force a discussion of the necessary criteria for an effective and
stable education market;

e To provide a tool capable of indicating the extent to which a
policy proposal will produce a competitive education industry;

e And to sensitize school reformers and legislators to the reality
that markets have more in common with ecosystems than with
smorgasbords—that is, markets are synthetic wholes whose vari-
ous components are often interdependent and indispensable.

The initial implementation of the MRM is as a Microsoft Excel
spreadsheet file, though, as mentioned in the conclusion of this ar-
ticle, an Internet Web page interface is on the drawing board.

The design of the MRM was guided by four principles: reliability,
objectivity, comprehensiveness (content validity), and accuracy (pre-
dictive validity).

In order for the MRM to be useful it must be reliable, that is, it
must consistently produce the same ratings for a given policy proposal
regardless of who enters the data for that proposal. In other words,
the need for subjective judgments on the part of the person entering
data into the MRM must be kept to an absolute minimum.

Objectivity in the calculations that comprise the MRM is equally
important. The education policy details that the MRM measures, and
the weights it ascribes to them, must be based as much as possible on
empirical observations of actual school systems or on generally ac-
cepted axioms of economic theory. For example, there is considerable
evidence that the responsiveness, efficiency, and effectiveness of
schools is positively affected by the share of school funding that
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comes directly from parents (Coulson 2004). One especially large-
scale study, by James, King, and Suryadi (1996), found a quadratic
relationship between the share of parental funding and school effi-
ciency. Higher parental funding was always found to be better than
lower funding, but the magnitude of the improvement decreased as
the share of parental funding approached 100 percent. Based on this
work, it is reasonable to include a quadratic term in our metric cor-
responding to the share of total education spending that comes (or is
predicted to come) directly from parents. Similarly, the well-
established role of prices in competitive markets suggests that the
MRM should give lower scores to education policies that impose
price controls.

Another essential characteristic of the MRM’s design is compre-
hensiveness. Every education policy detail that is known to have a
significant, measurable impact on the operation of education markets
should be included.

Once the MRM proposed in this article has been subjected to
wider scrutiny, and it is concluded that all the relevant, measurable
policy details have been identified and included, a sensitivity analysis
should be performed. It is conceivable that interactions of factors
could render a component of little relevance to the metric’s overall
value. Sensitivity analysis would reveal any unnecessary details, and
the unnecessary components could then be dropped. Otherwise, sen-
sitivity analysis would reveal a need for recalibration to ensure that
the factor in question is given the proper weight (i.e., the one dictated
by economic theory and empirical observation of school systems). The
other role of sensitivity analysis will be to reveal whether or not
simplified versions of the metric can be found that produce values
very similar to those generated by the more complex, full version of
the metric.

Finally, the MRM’s design was guided by a desire to accurately
model known, well-established education systems. In other words, if
the education policy details in place in a given nation 20 years ago
are fed into the MRM, it should produce a rating consistent with
actual market conditions on the ground in that nation at the present
time.

Conceptual Framework and Input Data

Using the guiding principles just described, the MRM was de-
signed in top-down fashion, starting with the broadest definition of
the conditions to be measured, and then progressively fleshing them
out until easily quantified input data were reached. A conceptual
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overview of the MRM is presented in Figures 1 through 4, the con-
tents of which are described in the remainder of this section.’

FIGURE 1
COMPONENTS OF THE MARKET REFORM METRIC

The Market Reform Metric (MRM) measures the quality and
scope of the education marketplace that is likely to arise in
response 1o a given school choice proposal. Its value depends
on the predicted marketness of both voucher-accepting schools
and nonvoucher-aecepting schools, and on the predicted share
of enrollment in the private sector.

Predicted total
private-sector
enroliment is
computed as the
complement of
the predicted

The predicted marketness of voucher-
accepting schools is a function of the initial
legal and regulatory conditions applying to
those schools, weighted in proportion to the
share of private-sector enrollment that they
are predicted to capture.

The predicted marketness of nonvoucher-
accepting schools is a function of the initial
legal and regulatory conditions applying to
those schools, weighted in proportion to the
share of private-sector enrollment that they
are predicted to capture.

government

share of total
Included in this calculation is an estimate of enrollment Included in this calculation is an estimate of
the extent to which the proposed school the extent to which the praposed school
choice program will contribute to increased choice program will contribute to increased
regulation on voucher schools. This regulatory regulation on nonvoucher private schools.
encroachment factor is computed based on This regulatory encroachment factor is
the size and availability of vouchers and on computed based on the size and availability of
the policy pertaining to parental copayments any tax credits that offset the cost of private
at voucher schools. schooling.

Since the goal is to estimate the size and quality of the market that
would be created by a given policy, the top level of the MRM (Figure
1) measures three quantities: the predicted share of enrollment in the
private sector, the predicted “marketness” (or market quality) of pri-
vate schools that accept vouchers or subsidies from the state (if
vouchers or subsidies are included in the proposal), and the predicted
marketness of private schools that do not accept vouchers. It is nec-
essary to deal separately with the latter two categories of schools
because the laws and regulations applied to them generally differ.
This difference is apparent both in U.S. states that have introduced
voucher programs and in other nations such as Holland, Chile, and
Canada that subsidize the consumption of private education (see, e.g.,
Kober 1999 and Coulson 2004). In subsequent discussions, the term
voucher-accepting school is used to refer to any school that accepts

'A more detailed flowchart showing the mathematics behind the concepts can be found on
the Internet at www.SchoolChoices.org/public/MRM-flow.doc (note: the address is case
sensitive). That technical flowchart uses the syntax of Microsoft Excel formulas and Excel
Visual Basic functions, and so a minimal familiarity with computer programming is helpful
in reading it.

340



















































