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Introduction

Following the U.S. Supreme CourtOsuling that the Cleveland Scholarship and Tuition
Program did not violate the First Amendment of the Constitution of the United Sates (see Zelman
v. Simmons-Harris, 2002), nany proponents of private schbchoice expected voucher programs
to sproutthroughouthe countryafter the constitutional flood gatbadbeenopenedHowever,
four years after the Zelman ruling we have not seen an outipimg of new state or federally
sponsored voucher prograninstead, the &ntion of school choeadvocatesandthe
legislatorsthey hopeto influence, hasshiftedto educatiortax credit prograrst which have
steadily expanded at the state-level and been the focus of severa federal hills.

At first glance, there appear to be few diffiecesn supportfor vouchersandtax credits.
Thesane politically conservativeor liberal) interestgroupsgenerallysupport (or oppose) both
efforts to privatize education. Arguments espogi#ie benefits of increased consumer choice
and competition, as well asthe right of parents to direct their child@ education, are similarly
used. Further, equal nioers of states operateucherandtax creditprograns. Six states
operatepublicly fundedvoucherprograns thatallow students to attend both sectarian and non-
sectariarschools’ Three new voucher programs have been successfullymplementedsince

Zelman: ArizonaOs Scholarship for Pupils witisabilities Program (ASPDP), Washington

*Wewill use the descriptor Qax creditsOthroughout this article to identify tuition subsidy programsin general.
However, when speaking about specific programs, we will differentiate between the unique mechanisms of tuition
tax credits, tuition tax deductions and corporate tax credits. It isimportant to clarify differences between tax credits
andtax deductions. Even though both credits and deductions effectively lower a parent@ net schooling expenses, a
credit is directly subtracted from one@ tax liability and provides alarger subsidy for the proportion of tuition and
educational expenses paid by parents. There are two types of tax credits. A refundable credit is a dollar-for-dollar
credit and is not dependent or limited by a taxpayer@ liability. A non-refundable credit is limited to taxpayers with a
tax liability and reducesoneOsaxbill up to thegivencredit amount. In contrast,tax deductionsreducethe amount
of income against which atax isimposed and is limited to taxpayers with aliability. The total benefit of a deduction
is dependent on the taxpayer® marginal tax rate. Income thresholds for eligibility are commonly applied to both
education tax credit and deduction programs.

2 \Voucher programs are currently operational in Arizona, Florida, Ohio, Utah, Wisconsin, and Washington D.C.,
serving about 35,000 students (National Center for Education Statistics, 2006)



D.C.Os Opportunity Scholarship Prog(aiDSP) and UtahOs Carsoni8nScholarships for
Students with Special Needs (USSSNX Satessupporttax creditprograns’, of which three
havebeencreatedr amendedsincethe Zelman decision.

Deeper inquiry reveals that tax credits may have significant legal advantages that may
favortax creditsasafeasiblealternative to vouchers. Recgnéhacted voucher programs may
be the result of special circstancesin WashingtonD.C., afederallysponsoredhitiative
avoidedthe scrutinyof statecoutts that remain free to apply far stricter anti-establishment
provisionscontainedn statecongitutions. Specifically, thirty-seven states have constitutional
restrictionsagainstproviding public moniesto sectariannstitutions in the fan of Blaine
Amendments.* Voucherin Colorado Florida, Vermont,andWashingtorhavebeenchallenged
on groundsof violating stateanti-establishrant provisions and have been declared
unconstitutionabn this andothe legalgroundsjncluding conpelled support clauses, uniform
educatiorandlocal control provisions that bar the use of pubfioney for religious and other
nonpublic schools (se@wens v. Colorado Congress of Parents, Teachers and Students, 2004;
Bush v. Holmes, 2006;Witters v. Washington Department of Services, 1986; Chittenden Town

School District v. Vermont Department of Education, 1999)? In addition, vouchers ay lack

3 Tax credit programs are currently operational in Arizona, Florida, Illinois, lowa, Minnesota, and Pennsylvania.

* In 1875, Representative James Blaine of Maine proposed an amendment to the U.S. Constitution to prevent public
funding of Catholic schools. The (Blaine AmendmentOfailed to gain a two-thirds majority in U.S. Senate (by only
4 votes), but a number of states adopted elements of the proposal. Florida, Georgia, Michigan, Montana,New York,
and Oklahoma prohibit direct or indirect aid to religious private schools. California, Colorado, Delaware, Illinois,
Minnesota, Missouri, North Dakota, South Dakota, and Wyoming prohibit assistance that Gupports or sustainsO
religious private schools. Hawaii and Kansas prohibit public support for al private schools, religious or not. The
Massachusetts Constitution requires public monies to be spent on public schools only (Kemerer, 2002).

®> Compelled consent clauses in state constitutions prohibit laws that force citizens to attend or support any place of
worship or participate in any religious service against their consentaswell aslawsthat give prefaenceto a specific
faith or religious sect. These protections may extend to the use of taxpayer dollars. For example, the Vermont
Supreme Court ruled that vouchers could not beredeened at sectrian schools, because taxpayers could not consent
to the use of their monies by private schools, which violates the Vermont Constitution@ compelled support clause
(Chittenden Town School District v. Vermont Department of Education, 1999).



popular support as evidenced by recent failed atietogpass statewide ballot initiatives in
California and Michigan (see Californiadpiosition 38, 2000; Michigan Proposal 1, 2000).
Voucher progrars especially those that targdisadvantaged studenthallengenotonly the
normns of public educationputalsothreaterthe investments of suburban residents. Unfettered
student movement may alter enrollment patterns,lower housingprices,andundernmne
community-oriented social capital accruetbtigh neighborhood schooknd lastly, voucher
advocatehaveyetto resolveseverapolicy-rdated issues linked tine monetarycostsof
voucher programs, the mechanisms by which voucher monies are distributed, and the supply-side
response fnm private schools that may oragnnot choose to accept new students who exit the
public school systenThese salient topics will lsscussed in later sections of this article

In contrasttax creditprograns havebeensuccesfully enacted in seeralstateshathad
previously failed to implement voucher reform, including Arizona, Pennsylvanialdfida, and
Minnesota. These progranamploy a variety ofdternative mechanisms that may present
feasible legal, political and policy aternatives to the complicated issues that are associated with
vouchers. From alegal perspective, tax credits may avoid the religious entanglemt issues
associated with some stateBlevel Blaine Amendments that restrict theseof public fundingfor
religious ingtitutions. From a political perspective, complicated debates may be circumvented.
Schoolvouchersaregenerallyseenasaneducation policy wich provokes controversy. Tax
creditsmightinsteadbeinterpretedsimply assubsidies associated with tax policy and more
palatable to voters. Voters may also see tax credits as more universal and asadirectreturnon
their tax efforts, insteadof a redistributive policy associated with means-tested or targeted
voucher programithat limt eligibility based on inome threshold. From a policy perspective, the

school establishment may offer less opposition because funding for tax cretsis drawn from



general state revenues instead of education budgets, thus potentially resulting in afiscally neutral
policy in relationto effects on stateeducatiorbudgets’ Tax credit programalso provide the
most indirect path of public amey to private $wols.Thus,policymakersmay feellessinclined
to impose state regulations on private schoolsthatenrdl| tax credit benefi ciaries than voucher
recipients.’

In this article, we examine an emerging preference for tax creditsin a post-Zelman era.
We proceed in three steps. First, we detail the origin of tuition tax subsidies and the types of
plans that have been enacted. Secondewiewthe assumtionsunderlyingthe supposed
advantages thatam favor tax credits as @éasiblealternativeto vouchersandassessheir
validity. Third, we analyze legabolitical, and policy implications of this form of private school
choice. We also review evidence that has emerged from recent research on tax credit programs
and present new evidence collected for this article on the Minnesota keCreditsandDeduction
Program. Our analysis of emerging evidence will focus on three iportant research questions.
First, which families benefit from tax credits? Seconddo credts advanceparentakchace?Third,
do tax credits provide private schools with inbees to raise tuition or increase supply? We
posit that while education tax credit plans may be more widely accepted than education

vouchers, substantial obstacleayntill restrict their implementation.

® Ultimately all public programs draw from a general state budget, yet the immediate direct effect of atax credit on
education budgets may be limited. We will discuss thisissue in more detail in alater section of this article.

" Taxcredit legislationaimed atindividualfamiliesin Arizona, lllinois, lowa, and Minnesotaplaceno regulations
on non-profitprivateschook. Corporate tax credit legislation in Pennsylvania does not place additional state
regulations on participating private schools, but legislation in Arizona and Florida requires private schools to report
the scores of scholarship recipients on nationally norm-referenced tests among other requirements.



Origins of Tax Credits Programs

Proposals to advance parental choice viatax credits surfacedat stateandfederallevelsin
the late 196s. By the mid-1970s a total of 13 sthagislatures enacted tax creditsto aid families
with childrenattendingprivateschoolsor cdleges.However,most of theseplanswere
overturned as state courts mitbattheyprovidedpublic aid directly to religiousschools
(Walch,1984;Fuller, Burr, Huerta,Puryear& Wexler, 1999). At the federal level, prior to 1978,
six tuition tax creditproposaldad passed the U.Senate (Cattal, 1984). Yet none of the bills
ever becamlaw. In 19B, the Senate gsed the Packwood-Moynihan Bill (1978) which
proposed a $500 tax credit for tuition and educational expenses at private schools, as well as
offsetting college costs. But the House® version of the bill eventually floundered when it failed
to gain support for the elementary and secondaryschoolprovisionsunderthe Democratic
controlled Hbuse (Catteral, 1984ugenblick& McGuire,1982).

In the early 1980s the ReagarAdministrationproposedrariousKb12 tax credit plans, all
of which were defeatedy the DemocraticCongressThen,surprisingsone, the Clinton
Administration backed college tax creditsin 1997, erbedded within the omnibus Taxpayer
Relief Act of 1997. Known as Hope Scholarghipifetime Learning Credits, and Education
IRAS, the plans provide tax breaks for families and are aimed at expanding access to college by
making tuition more affordable Benefitsof thes federal programs wereinitially limited to
higher education expenses and excluded keditatiorexpensesdowever,in 2001,Congress
expanded the education IRA component (now knownasthe CoverdellEducationSavings
Accounts) to include K-12 expenses. Most regesihcethe enactnent of the No Child Left

BehindAct of 2002,bothCongressandthe Bushadministration have proposed numerous



proposaldo createa federa-level tax creditprogram®

At the statelevel, tax creditprograns havebeen proposed in over 40 states and are
operatingn six stategArizona, Florida, lllinois, lowa, MinnesotaandPennsylvania)Most of
the existing programs became operational in the late 1990s ath have expanded significantly ev
thelastfive years.Thetypesof prograns areidentified by the following mechanisms that grant
benefitsto individuals, families or corporations, according to their education expenses or their

contributions to public schools schooltuition organizations:

(a.) Education Tax Credits for Expensesb Examples include a non-refundable credit granted to
families who claim public or private school expenses, including tuition (Illinois, lowa); a
refundable credit for public or private school expenses, excluding tuition (Minnesota); and a non-

refundable credit for contributions by individual s to public schools (Arizona).

(b.) Education Tax Deductionsfor ExpensesDA deduction is granted to families who claim public

and private school expenses, including tuition (Minnesota).

(c.) Education Tax Creditsfor Contributionsto School Tuition Organization (STO) DA non-
refundable credit is granted to individuals or corporations who make charitable contributionsto
non-profit STOs. The STOs distribute tuition scholarships to families who sign-up to receive a

scholarship for their children (Arizona, Pennsylvania, Florida).

These mechanisms are important to consider when evaluating the efficacy of each progriemm
expandingschool choiceoptionsto morefamilies, a discussion that we will explore later. A full

description of existing tax credit plans is provided in Table 1.

8 See H.R. 499 (Education, Achievement and Opportunity Act of 2003); H.R. 612 (Early Education Freedom Act of
2003); Section 503 of S.B. 4 (Give Back to Parents Act of 2003). In addition, for fiscal years 2003 and 2004 the
Administration proposed arefundable tax credit for qualifying educational expensesin the amount of 50% of the
first $5,000 of qualified expenses incurred for tuition and other costs associated with attendance in a public, private
or home school. The proposed credit would have been limited to children assigned to public schools that did not
meet adequate yearly progress benchmarks on state assessments. None of the above bills or proposals were adopted
by Congress (Levine & Smole, 2003).



Table 1. General and Tuition Tax Credit and Deduction Programs Within the United States, 2006

Arizona Florida lllinois lowa Minnesota Pennsylvania
Private School Public ;
Type TTC School TC CorporateTTC  CorporateTTC TTC TTC TC Tax Deduction CorporateTTC
Authorized 1997 1997 2006 2001 1999 1987 1997 1955 2001
Last Amended 2000 2000 NA 2003 NA 1998 2001 2001 2003
Amount per
$200 ($400 $2,000° (up to
family for joint $500 (up to 25% 75% of education  $2,500 ($1,625 for
returns) of tax liability) Costs) studentsin K-6)
$250 (25% of

student first $1000) $1,000

taxpaying $500 ($1000 for

individual joint returns)

Indeterminate
taxpaying (aggregate $5 mil. (upto
business annual cap of 75% of tax
$5 mil.) liability) $200,000
Refundable for
zer 0 expenditure No No No No No No Yes No No
For incomes <

M eans-tested No No Yes Yes No No $37,500b No Yes
Legitimate Expenses

tuition Yes (for others) No Yes Yes Yes Yes No Yes Yes

educational

materials No No No Yes Yes Yes Yes Yes Yes

Yes
additional
school expenses (Chara.cm
No Education) No Yes Yes Yes Yes Yes Yes

extracurricular

activities No Yes No No No Yes Yes Yes Yes

supplemental

education

services No No No No No No Yes Yes No

) Public, Public,

Agenciesto School Tuition Public School Tuition School Tuition Independent, Independent Independent, School Tuition
Redeem Credits Organizations Schools Organizations Organizations’  Religious schools Schools religious schools Organizations’

Sources: Belfield, C. (2001). Tuition Tax Credits: What We Know so Far? NCSPE. Retrieved June 6, 2006, from http://www.ncspe.org/list-papers.php; Ziebarth, T. (2003). Vouchers, Tax Credits, and Tax Deductions. ECS.
Retrieved June 6, 2006, from http://www.ecs.og/cleaiinghouse/14/44/1444 htnj; Alliance for School Choice. (2006). School Choice Programs Around the Country. Retrieved June 6, 2006, from

http://www.al lianceforschool choice.org/school_choice_states.aspx; People for the American Way. (2006). Existing VVouchers and Tax Credit Programs. Retrieved June 6, 2006, from

http://www.pfaw.org/pfaw/general /default.aspx 20l d=10387.

2Eligibility is per student or per family. ® A credit up to $2,000 may be claimed by families with incomes not exceeding $33,500. The maximum credit is reduced by $1.00 per child and $2.00 per family for each $4.00 over
$33,500. © Scholarships may only be provided to students eligible for free and reduced lunch programs. Scholarships for students enrolling in nonpublic schools may not exceed $3,500, and scholarships for student transferring to

out-of-district public schools may not exceed $500. ¢ At least 66% of total expenditures must be for scholarships to private schools for low-income students.




Tax creditsarealsoexpandingn othereducaion-relatedsectorspeyondthe newfederal
tax creditandeducationRAs. For example, the federal government and many sate legislatures
have created tax credits to offset the privatstof child-careandpreschooprograns. Tax
expendituresinked to thefedeal child-care credit nowgrialabout$3.5billion annually
(Republican Policy Comittee, 2004). The ore general Earned Income Tax Credit (EITC),
providingrefundablecas creditsfor working-poor families, paysout almost$39billion
annuallyto household¢Departnentof Treasury2005). In this context, the present push of
Congresgo enactkb12tax creditsis not surprising.althoughthe actual effects of these various

tax planson parents®ehaviorandchoicesrermeain unclear.

Claims and Assumptions

Tax credit programs are raising important questions linked to legal, political and policy
implications that require further exploration. For example, which families benefit most from tax
credit and deduction programs? Proponents argue that tax subsidies will provide dl families with
the necessary financial means to exercise school choice (Committee on Education and the
Workforce, 2002; Keegan, 2001). Opponents pointloatt such subsidies typically benefit
higher income families who have larger tax bills and whose children may aready attend a private
school (People for the American Way, 2003). This leadsto the questionof whether tax credits
broaden choice for more parents or smply provide tax relief to families who aready can afford
to choose. #litical debates nght be influencedby recent poll data that indicates that tax credits
are preferred over voucher pragrs (Rose, L. and A. Gallup, 1999). Savvy politicians and
policymakers are likely to capitalize on voter preferencen their attenpts to expandprivate

school choice. The expansion of tzredit prograre may also behastened by the legal gateways



thathaveresultedirom severalcaseshathave ruled tax credit prograsrpernissible and free
from religious entanglement statues in both state and federal Constitutions.

Theclaims of tax creditproponents are similar to those of voucher proponents. They
contend that awarding school ailectly to parentsNrathetthan to local school bureaucraciesN
will set in motion market pressures that encourage competition among private and public
schools, and push educational quality upwarmi{§on,2004).Onemajor difference however,
is that nost voucher exgriments are now targetg aid to low-income families or studentsin
perpetually &iling schools. Tax credits, in consita usually benefit parents with significant tax
liabilities, as we will detail below. But first we discuss briefly the claims advanced by both
proponents and critical observers of tax credits and outlenome of the pivotal assuptions of
these claims.

Tax credits are robust alternatives to vouchers that do not violate religious entanglement
clauses in state constitutions (Coulson, 2001)This claim assumes that state constitution
clauses that bar public moneys from support of religiousschals will not prohibit the
expansion of tax credit programs (Bolick, 2004). But recent analysis of Blaine
Amendments within state constitutions reveal that there is awide variance in the level

and explicitness of prohibitive languagettmay make both vouchers and tax credit
programs constitutionally unacceptable in many states (Kemerer, 1998, 2002).

Tax credits are a more politically palatable alternative to vouchers because they provide
benefits to a wider array of constituents without affecting general education budgets
(Coulson, 2004)This claimassunes that all votersinderstand the mechanisms (or that
politicians take advantage of votersO tHaknderstandinghy which tax credits are
distributedandthe staterevenuegrom which benefits are drawn. Yet, while education
budgetanay notbedirectly affected all stat programs may have to compete for limited
state resources which are dl drawn from state treasuries.



Tax credits will enhance school choice by making private school tuition more affordable
for all parents (Lips & Jacoby2001) This claim assumes that tax credits offer an
adeguate economic incentive to offsetthe price of privateschool tuition for all families.
That is, the credit allows additional parents to exit their neighbohood school and enter a
private school. But the claim assumes that all parents will understad tuition tax lawsand

will be acequately inforned to use increasl after-tax incomfor private schooling.

Tax credits increase competition between public and private schools, leading to

increased quality and efficiency among all schools (Goldwaterinstitute,2003) This
claim assumes that private schools will effectively lure sudents from public schools at
such arate that all schoolswill compete for clients. More libealized tax lenefits coud
increase the deand for private schoolingdut whether private schools will respond by
increasingheir capacityto educategreatemumbersof studentsis anempiricalquestion.
Private schols mght respond, instead, by boosituition levels,ratherthanadmitting

additional students.

Tax credits are being promoted as a viable legal, political and policy dternative to
vouchersothatthe stateandfederal levels, yet research measuring the effectsof tax credit
prograns has not kept pace with their expansibime extentto which theseassumtionscanbe
substantiated is dependent on the evidence tlnsis @shich describes the effects of tax credit
prograns. In the following section, we anaBthelegal, political andpolicy implications
associateavith the expansiorof tax creditprograns, including an analysis of new data prepared

for this article and existing evidence from recent research into existing tax credit programs.

Legal Implications

In Mueller v. Allen (1983) the U.S. Supreme Court upheld the Minnesotaducation tax

deductionaw, ruling thatthe programdid not violate the Estalbishment Clause of the First

10



Amendment. The majority opinion explained that the law allowedOaido parochialschoolsonly
as aresult of decisions of individual parents rather than directly fronthe State to the schools
themselvesO(Mueller v. Allen, p.388). In addition, #aCourt emphasized that the deduction was
neutral with respect to religion because it was Qavailable for educational expenses incurred by al
parentsjncludingthosewhosechildren attend public schoola@thosewhosechildrenattend
nonsectarian private schoolssactarian private schools@igller v. Allen, pg 397).

The Mueller precedent, which found the mechanism of indirect aid through parents rather
than direct aid to religious institutions constitutionally permissible,wasrevisitedin the Zelman
case. This precedent was the most cited case in the Ze/man decision and was instrumental in
supportingthe constitutionalityof the Cleveland voucher program. Y et, the landmark precedent
in Zelman has been noted by some as only the first battle won in alarger conflict that will be
fought in state courts when new voucher programerge(seeKemerer, 2002, Viteritti, 2002).
The focus of constitutional sclaoss andlegalstrategistdhiasturned to Blaine Amendments,
conpelled supportclausesuniform educatiorandlocal control provisionsthat prohibit the use
of public fundsat nonpublicinstitutions (privateor secular) either through direct or indirect
means (Pew Charitable Trusts, 2002;Bolick, 2004,Kemerer, 2002)? Vouchers and other
programs like tax credits that subsidize private school tuition, asubjectto beingchallengedn
grounds that they violate these restrictiveestatvs, regardless ofdffiederal constitutional
precedent of the Zelman case.

Already voucher prograsin Florida and Clmrado have been challenged on clatimat
they violate churchBstate provisions prohibiting the use of public money for religious institutions

in accadancewith stateconstitutionsln Colorado, a voucher prograitmat was enacted in

° Thirty-seven states have so-caled Blaine amendrentlanguaye, and29 haveprohbitive "compelledsupport”
provisions.

11



2003Nthe first statevoucheraw passedfterthe Zelman decisionN waschallengedy
opponentsvho claimed thevoucheraw violatedthe state@® Blaine Amendment which expressly
prohibits the state frorfEpaying from anypublic fund or moneysEanything in aid of any
church or sectarian society, or for any sectgoaposepr to helpsupportor sustainanyschool
... contrdled by any church or sectarianreienination whatsoever" (Colorado Constitution
Article IX, & 7). The programvas also ché&ngedon groundsthatit violatedthe state
constitutionOs local control provision, which waerpneted by the court to mean that Qocal
school districts mast retain control over any insiction paid for with locally-raised funds (p.7).0
In Colorado Congress of Parents, Teachers & Students v. Owens (2004) both the lower court
and the Colorado SuprentCourt sidesteppedéinssue of the sate establishment clause
violationsandinsteadruled on thelesscontrovesial issueof local control of schools.The
violation of the Blaine Arandment that was argdin thelower courtswasnot evenmentioned
in the higher courtOs decision.

In Florida, the A+ Opportunity Scholarship Program was initially challenged by groups
that clained the program violated the Blaine Anument provisions in the state constitution that
barpublic aid to religiousschools Specifically the provision states than@revenueof the state
or any political subdivision or agency thersbflleverbetakenfromthe public treasury
directly or indirectly in aid of anychurch,sect,or religious denoninationor in aid of any
sectariarinstitutionO(Florida ConstitutionArticle 1, & 3). After two lower courtsfoundthatthe
voucher program violated the state@ Blaine Amendment, the case wasappealedo the Florida
Suprene Court. Ultimately the Suprene Courtin Bush v. Holmes (2006) ruled the voucher
program unconstitutional, but not in violation of the state® establishment provisions. Instead the

law was found to be in violation of the stateiform education clause which indicates that

12



Oadequaterovisionshallbe made by law for a uniform, efficient, safe, secure, and high quality
systemof free public schoolgFlorida Constituion Article I1X, @ 1(a)].CBecausehe program
was found unconstitutional on graisthatit violatedthe uniform education clause, the higher
courtdid not considemwhetherit violated the state(® Blaine amendment.

Thedecisionsof the courtsin both of thesecasesndicatethatvoucherprograns might
not be protected by the federal precedent s&ehyan, when Blaine Amendments, compelled
supportclausesuniform educatiorandlocal contol provisions that bar the use of publioney
for religious and other nonpublgchoolsarecontainedwithin state constitutions. These cases
send the clear signal that proponents of voucher @anegmay need to seek legal alternatives to
vouchers. Tax credit programs may be the most viable alternative to the legalissueghatare
prompted by voucher programs. Some have describedtax creditsasOback-door@uchers,
pointingout thattax credts yield the sane benefitto parensNin the form of public money for
private school tuitionNbut do so simply thugh a different mechanism. As Welner (2000)
points out in his analysis of the Arizona tardit program: Q_egally, the transformation from
voucher to tax credit constitutes, the argument goes, a distinction without a difference (p. 3).0
Y et, while the resulting benefit may be similar, the nechanism is what makes a tax credit
different and potentially a ane legally feasite schoolchoiceprogram While vouchersenmploy
a mechanism where public and private schools (religious and secular) receivepublic money
indirectly through the pvate choices made by beneficiaries of the stipend, tax credit programs
add Onultiple layers of private choiceO(Kotterman v. Killian, p. 13),increasinghelevel of
indirectnessaindminimizing congitutional objections. Essdatly, parents are reibursed
throughatax creditafterthey haveexpendedheir own private funds and exercised their private

choicein selectinga schoolfor their children. This secondayerof privatechoicemay be
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interpreted by the courts as an additional layer of religious neutralityfurtherreifying churchb
state separation issues.

The potential of tax credit prograno enduretate constitutional @llenges is evidenced
in three important cases. In each of these cases, state constitutions contained Blaine Amendments
and/or compelled support clauses, yettherulingsdeenedtax credit programs pemissible under
state religious establishment provisions. Iduthens v. Bair (1992), a U.S. District Court ruled
that the lowa tax creditN similar to the deduction programin Minnesota that was upheld in
MuellerNwas constititional becase benefits flowedhtlirectly to parents rather then to schools.
The program (at the time of the suit) provided parents with a non-refundable tax credit up to
$100(10%of thefirst $1,0000f expensesior privateschooltuition andtextbooksexpenses.
The state court upheld this tion tax programeventhoughthe state constitution contains a
Blaine Amendment that reads: Orhe general assembly shall make no law respecting an
establishrent of religion, or pohibiting the free exercise thereof; nor shall any person be
compelled to attend any place of worship, pay tithes, taxes, or other rates for building or
repairing places of worship, or the maintenance of any minister, or ministry (lowa Constitution
Article 1, @ 3).0

In Arizona, the State Supreme Court upheld atuition tax credit prograrnthat grants
tuition scholarships to students through school tuition organizationgSTO). The program
providesindividualsarefundablecreditup to a maximum of $650for their charitable donations
to STOs. The STOs then distribute the contrimgia the form of scholarshipsto digible
studentsThetax creditprogramwas challenged in a suit that was filed directly to the Arizona
Supreme Court (Kotterman v. Killian, 1999). The claimants charged that the program violated

both state and federal constitutional prohibitions of state aid to religious institutions. A portion of
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the Blaine Amendment in the Arizona State Constitution reads. ONo tax shall be laid or
appropriation of public moneyade in aid of anyghurch, or private orestarian school, or any
public service corporationO(Arizona Constitution Article 9, @ 10). Yet, in a3-2 decision the
court upheld the tax prograrmhe court explainethat the program was both religiously neutral
with respect to the class of schools thatscholarshigecipientscan chooseandalsowith respect
to thewide classof citizenswho participate, stating that Osels are no more than indirect
recipients of taxpayer contribatis,with thefinal destinatiorof these funds being deteimad by
individual parentgKotterman v. Killian, 1999, p. 14).0 The courtOs decision stated that it would
not allow the religious bigotriinked to Blaine AmendmentsN as interpreted by the courtN to
take precedent in this case.™ The court challenged the notion that the Arizona establishment
clause had any connection to the original B#ahmendment movement of the late 1800s, and
noted that regardless if it were connectid,court Owould be hapdessedo divorcethe
amendment's language from the insidious discriminatory intent that prompted it (Kotterman v.
Killian, 1999, p.36)." The plaintiffs asked the USsiprene Courtto reviewthis decisionon
claimsthatit violatedthe Establishnent Clauseof the First Amendment, but in October of 1999,
the Courtrefusedto reviewthe caseandlet stand the state court@ decision.

Lastly, in athird case that considered the constitutionality of tax creditsin a state with a
Blaine Amendment, the lllinoistax credit program was challenged in 2001. After six decisions
were rendered in two ddrent cases, the programas finally ruled permissible. Similar to the
Minnesotaandlowatax creditprogam, thelllinois program provides a non-refundabl e credit for
educational expenses, including private school tuition or publischool expenses, of up to $500.

The legal challenges of this program are important because the I1linois constitution contains both

10 Representative Blaine@ proposal to prohibit funding to Catholic schools was fueled by nativist and anti-Catholic
sentinentsanda desireto engire thatall studentdearneal Protestanteligious teachings, which were integral to
public school curriculums at thistime.
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a Blaine Amendrant and a copelled support clause barring church state entargiernihe
state constitution would seem to foreclose any chanceof avoucheror tax creditprogramfrom
being pernissible, with language that expligitprohibitsall stateentities from making Giny
appropriation or pay from any pubfund whatever, anything ingof anychurchor sectarian
purposepr to helpsuppat or sustainany school,academ, semnary, college,university,or
otherliterary or scientificinstitution, controlled by any chcin or sectarian denanation
(Illinois Congtitution, Article 10, = 3).0In addition the stateO<zompelled consentOclause
stipulates that "no person shlaéi requiredto attendor supportany ministry or place of worship
against his consent, nor shall any preference be given by law to any religious denamation or
mode of worship (Illinois Constitution, Article |, a 4).0OYet, the courtsruledthelllinois tax credit
programto be constitutional finding thatit was fiscally and religiously neutral because it was
availableto all parentsof public andprivateschoolchildren(religiousor secular).Theruling
also indicated that Otaxes unpaid by taxpasaraot be found to beaney rightfully belonging
to the state any of thatmoneywhich is usedto payfor a childOgarochia educatioris not public
money,hencepublic sugort does not exist (Griffith v. Bower, 2001, p.3).0

It is not certain that all ateconstitutionswith Blaine Amendments, compelled support
clauses, uniforneducation and local contrptovisionswill prohibitvouchers and peritrtax
credits. Both the Ohio and Wisconsin constitutions containtaestablishment provisions
(Godwin, R. and F. Kmerer, 200Rand their voucher plans haservived judicial scrutiny by
stateSuprene Courts(the Milwaukee voucher program only after being declared
unconstitutional by a lower courtlowever, it is evident from severalkcaseshatwe have
reviewed above that tax credits programs may provide a more legally expedient alternative to

voucher programs. Yet the legal implications of tax creditprograns arenottheonly hurdlethat
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stateandfederallegislaturesnust clearin pronoting this type of school choice policy. In the

following section, we examine political barriersto tax credit programs.

Palitical Implications

Polemic debates void of evidence

Thepolitical debateon tax creditprograns hinges on the saadivergent views for
improving public education that dominate the debate on education vouchers. Specifically,
proponentarguethatmarketconypetition will remove a public mnopoly on education and
revitalize a system that has become reliant on large, inefficient bureaucracies. Public subsidies
for private school tuition (either through tax credits or vouchers) alow families to choose
learning environrants that retch their prefeences (Chubb and Moe, 1990). As a result, schools
are forced to compete for clients (students) and increase the quality of their educationabfferings
(Friedman, 1955). The counter argent follows that the statemust protect inportant public
goals that privatization threateto diminate (Apple & Pedroni, 2005). For example, schools are
expectedo produceproductiveanddenocratic citizens(Labaree 1997).Researclinto the
potentialof schoolchoiceprograns to deliveron theseelusivegoalsis mixedandhotly
contesed (Carnoy,2001;Gill, etal.,2001;Krueger & Pei,2003; McEwan,2004,Witte, 2000).

Current evidence doasdicate that participants woucher programs are generally
satisfied (Howell & Peterson, 2008)Quasi-experirental evaluations of private voucher
prograns in Dayton, Ohio, New Yd&rCity, andWashingtorD.C. reportlargegapsbetween
treatment and control groups assign to their childrenOschools (Gill, et al., 2001). In Dayton, 47

percent of voucher families gave their child@ school an A grade. Only 8 perceof the contrb

Mt isimportant to note that parents who choose to participate in voucher or other school choice programs, have
self-selectedo exit the sctool that they weredissatisfiedvith andseekalternativechoices.
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group gave asimilar grade (Howell & Peterson, 2000).In New York City, 38 percentof voucher
families gave their childOschoolan A grade compared to 9 percent of the control group (Wolf,
Howell, & Peterson, 2000). However, parentalsbattion is a poor measure of the effectiveness
of schoolchoiceprograns. Parentghatplay anactiverolein choosing a particular school are
more likely to be satisfied ith their final decision.

Measures of other outcomes are less convincing. A recentstudy of studentperformance
on the 2003 National Assessment of Educationa ProgresgNAEP) foundthatpublic school
studentsn thefourth gradeoutperforned privateschoolstudentsn thefourthgradeoncestudent
backgroundtharacteristicsveretakeninto account (Lubienski & Lubienski, 2005). Moreover,
increasing competition and expanding the private sector is unlikely to dramatically change these
results. Comprehensive reviews of the literaton school choice by Belfield and Levin (2005)
and McEwan (2004) suggest that competition has a (small) positive and non-substantive effect
on public education outcoes. Belfield and Lein (2005) conclude tht, Oconestandard
deviation increase in competition would probably increase test scores by approximately .1
standard deviations or about four percenijied39).QA lack of evidencedenonstratingthe
potentialof privateschml choiceto substantiallyraisestudent testscoresmay resultin voucher
and tax credit prograsrbeing justified on dter grounds. Primarily, legislative and popular
support for (or opposition to) all fosrof private school choice is determined by ideology.
However key differencesexistin how vouchersand tax credits are provided and used. Thus,
while argunents in favor of tax credits echo piews calls for privatiz#on, the public may draw
important distinctions. In turn, policymakers may view tax credits as an attractive and politically
viable alternative to vouchers.

The mobilization of ideological argunents in support of tax credits is best evidenced by
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the actions of political elites. For example, the 1997 amendment to Minnesota® tax credit law

was spearheaded by Governor A@erlson.He publicly espousedhis wish thatall poorchildren
be afforded the sagopportunity to attend prate schools that he was given as a child. The
repeated failure of voucher legislation in Minnasm part, pushed Carlson toward alternative
strategies and he vowed to vetwy educatiorbill thatdid not include a Opackage of tax credits
and deductions that parents could use to offsetost of sending their children to private
schools (Bradley, 1998).0 The GovernorOpaigning proved effective. In June of 1997, a new
education bill reached his desk, after being approved by a Democrat-ctmolled state legislature.
The new law nearly tripled &existingtax deductionamount,and created a more progressive
credit component that was limited to pubic school expensegseeTable 1 or details on

prograns). Uponsigningthebill, Carlsonjubilantly statecthatOthroughhe expandedieduction
andneweducatiortax credit,all families will have the opportunityto takeadvantagef

additional educational choicesO(School Reform News, 1997a).

Similar arguments have been championed in other states and at the federal level. When
Arizonaenacted tuition tax credit program in 1997, Governor J. Fife Synington expressed
strong support for the legislation andstatecthatthe bill Owouldorovidemorechoicefor Arizona
children, because competition is the driving force behind quality in educationO(School Reform
News,1997hb).At the nationallevel, federaltax creditproposalsvereincludedin the
administrationOs budgets for fiscal ye2083and2004.The proposalsncludedoffering a
refundable tax credit up to $2500 (50% of first $5,000 in expenses) for private schaation,
home schooling and other educational expenselidingtransportatiorio a private or public
choice school. The credit would be ited to chitlren in chronically féing schools. In support

of the proposal RepregntativeJohnBoehner chairman of the House Committee on Education
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and the Workforce proclaimed how:

Giving parents this choice will broaden the escape route for students trapped in failing
schools. It will also energize the public education system and spur struggling schools to
succeedFor low-income parentsthis could mean the difference between keeping a child
trappedn afailing schoolthatrefusego changepr sendinga child to a better-achieving
school that offers hope (Committee on Education and the Workforce, 2002).

The federal tax credit prograwere defeatedBut, the arguments expressed by advocates of
privatizationhaveworkedto changegpopularundestandingsof equity. The right of parentsto
directtheir childO®ducatioris consistently framed as an issugjstice, necessary to provide all

families, esgcially disadtantaged farities, with fair education opportunities.

Interes Groups Politics

Tax creditprograns arealsoheavilyinfluenced by interest groups. Governor CarlsonOs
efforts were supported by parerganizationandsectariannstitutions,suchasthe Minnesota
Catholic Conference, which prompted national attention to surface. While promoting tax credits,
Carlsonwasinvited to Washington D.C. to met with then lduse Majority Leader Dick Aray
and former Secretary of Education Bill Bennett. He spokeat the HeritageFoundationthe
National Pess Club, and on consetiva radio shows.Runors circulated that he was a leading
candidate to become chairman of the National Governors AssociationOduUgation Policy Panel
(Smith, 1997).

Interestgroupsheavilyvestedn public educationhave,in most statesyigorously
opposed tax credits. In Minnesota, teacher organizationsand the MinnesotaSchoolBoards
Associationarguedhatexpandeddeductionsandnew creditswould hurt the public schoolsby
stripping money from the state(3 budget that could otherwise be used for public schools (MEA,

1997). The estimted cosof the final bill wa reduced to $53 million: $38.5 million for the
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credit and $14.5 million for deductions (Minnesota Departnent of Revenue1997b).As we will
outline in the next section, the two programs have amounted to an annual cost of $34.7 million.

Interestgroupsalsopursuematerial gainsthrough tax credit programs. In lowa, parochial
schools played a prdment rolein expandinghe stateOwiition tax credit program. Soon &fter a
new tuition tax credit program was enacted in 1996(replacingtheold deductionprogran), the
lowa CatholicConferencdauncheda canpaignaimed at further increasintie tax credit benefit.
The canpaign focused on increasing theximum credit from $100 to $500 per child in KB8
education and $1,000 per child enrolled in highost. The Catholic ConferenceOs proposal
would nmeke the credit refundable forrfalies without atax liability, extendingthe creditto blue-
collar families who might migrate to parochial schools. The Caholic Conference ran their
canpaignplatformon a two-prongapproachpromding tax creditsasanissueof justicefor
taxpayers and fiscal savings for the state. The associate director of théowa Caholic Conference
proclaimedthat Ojusticeanbestbe servedby giving alittle bit of tax relief to those [Catholic]
parentgKrapfl, Dec4, 1996)."And his claim of fiscal savingswvasbasedon the assumptiorihat
Oif the state had to educate the 45,000 studemtsmuivate grade schools and high schoolsEit
would increase the state's education budget by $225 million per yearO(Krapfl, Dec 4, 1996).
Pubic education interests groups opposed thegsal stating how it would "negatively jpact
thealreadylimited resourcesvailableto lowa's public schoolstudentsandteachergKrapfl, Jan
3, 1997)."

Strongly backed by Governor Branstad, & m&x creditproposakdvancedhroughthe
lowa Legislatureduringthe 1997ses#n. But legislative debate ovérebillOscostresultedn a
delay,andthebill washeldoverfor the 1998ses#n. The final legislation was scaled back to

increase the tuition tax credit to a maximum of $250 (25% ofirst $1000in expenses)t does
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not include language allowing a refundable drdalit doesexpandcreditsfor expensedeyond
textbooksjncluding public schoolextra-curricular activities.

The argurents mede and actions taken by adebesof tax creditsdo not differ markedly
from attempts to enact other privatization reforms. But they are notable, because a benof
stateshaverecentlyandsuccessflly passed tax credit laws.*? These same arguments may not
leadto the passag®f voucherlegislationfor three reasons.ifst, vouters are inextricably
linked to polemics that set market based reforms a odds with a rare democratic vision of public
schooling. [@bate centered on vouchers has erliste a long tine and been closely covered by
themedia. As aresult,vouchersareimmediately associateth the public mind with effortsto
undermne public education. Second, voucher prograne often associated with increased costs
for public education. Levin and Driver (1997) esie that the costs of record-keeping and
monitoringstudentstransportéon, adjudication, and information services for a statewide
voucher program could total as much as one-fourth of existingper-pupilexpendituresTax credit
programs aso present additional costs, because they reduce state revenues (Belfield, 2001), but
such net loses are rarely interpretedby the public asraisingthe cost of public education. Thus,
new prograra are often forced to compete fanding with already existing progranmeking
implementation diffi cult. Third, the threat of public revenuegxiting the public education system
in support ofprivate schools via voucherspra directly attacks thenaterial interestsof
individualsandgroupsinvestedin public schools.

Tax Policy v. Education Policy
Tax credit programs may be more palatable than vouchers, because they are frequently

presentecsatax policy, andnotaneducaton policy. This approach allows policwakers to

121t isimportant to note that several states have rejected strong repeated campaigns to pass tax credit legislation,
notably South Carolina and Utah.
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minimize political debate and present tax creaitneutral changes to thetax code.Unlike
voucherswhich areviewedaspublic monies the public commonly believes that tax credits
simply give families greater control over their own resources. This perspective leads to two
assumptions. First, tax credits do not place further burdenson the public educatiorsystem
Urban Institute econoist Eric Toder explains #h credits may be more politically feasible
because¢hey canbe disguisedasOsociapadicy without apparentspendingincreases(roder
citedin Schick,2003).Secondfamiliesareentitledto use private wnies as they see fit. This
importantpoint s reinforcedby the ArizonaSuprene CourtOsecisionwhich upheldthe stateOs
tax credit progranthat distributes benefitsaithe mechanisnof schooltuition organizations.
The majority explained how "no money ever [Court’s emphasis] enters the state's control as a
result of this tax creditE Thus, under any commanderstandingf thewords,we arenothere
dealing with Opblic moneyO@otterman v. Killian, p.23). A smilar definition of Qoublic
moneyO was offered by the lllinois Appeals Coutpholding that stateition tax credit
program (see Griffith v. Bower, 2001)"

It isimportant to note that while the private money of tax creditbeneficiarieghatflows
to private schools may not initially constitute Goublic moneyOand thus circumvent the definition
of public spending, the ultimate credit that is returned to the taxpayer must be paid from state
treasuries. Total public revenues aredecreasedyhich adverselyimpacts both state and education
budgets. We will return to this issue and discuss the costs of tax credits programs in the next

section.

13 No moneyeve entersthe stae's controlasaresultof this tax credit. Rather, the Act allows Illinois parents to
keep more of their own money to spend on the education of their children asthey seefit and thereby seeks to assist
those parentsin meeting the rising costs of educating their children (Griffith v. Bower, 747 N.E. 2d 423. IL App. Ct.
2001)."
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Public Perceptionand Preferencen Tax Credits

The assumption that tax credits are family-controlled resources may lead to greater
political supportamongthe public, parentsandprivate schoolsin addition,tax creditprograns
minimize associations between the goveennandreligiousschools Choiceschoolsaremore
likely to be seen as consistent with family preferences, and not the result of external pressure to
adopt specific values and bdseVariouspolls, takenwhenthe Minnesotatax creditprogram
was enacted, showed that the mgjority of Minnesota voters favored higher tax benefits private
school tuition §chool Reform News,1997c;Johnston1997).Thesefindingshavebeenrepeated
onanationalscale.The PDK/GallupPoll includedquestionsspecificto tax creditprograns in
1998 and 1999. The data for 1999 indicates thatrekts for full tuition were favored by 57%
of respondentsonparedto 48%in favor of full tuition voucherswhile parial tuition tax credits
were favored by 66% of respondents, paned t052% in favor of partial tuition vouchers.
These data indicate that tuition tax creditprograns arefavored over voucher progran

Missing from assessants of popular support fdax creditsis how differenttypesof
prograns impact popular opinion. For exata, tte PDK/Gallup Poll (1999) results show that
respondentprefertax creditsthatcoveronly a partof privateschooltuitions, notthe entire
amount. Thepublic appears to support that pgeewho choose to enrdalchild in a private
school should absorb some of the cost. Whether atax creditoffersa deduction, a refundable or
non-refundable credit, or a credit for a donation to a school tuition organization may also
influence public support. A final point of coaversy may be whether atax creditprogram
targets a specific class of beneficiaries, sag$tudentsn low-performing schools or from
families with lower-incomes, or is auniversal credit that is open to everyone. These are

important issues that lawmakers must resolve before they can offer tax credits as politically
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feasible dternatives to vouchers.

A majority of parentswith schoolagechildren may also prefer tax credits as opposed to
voucherspecausall families may potentially share in the benefits. Out of the six states that
have enacted tax credit programs, only one state limits participation to low-income families. In
Minnesotahouseholdncomes cannotexceeds37,500dollars to be eligible for an education tax
credit. In contrast, Arizona allows even non-gtidhouseholdsto claim atax credit by making a
donationto anSTO. Further,generatax credt prograns in Florida and Pennsylvania allow
corporationgo claimtax creditsby making a donationto anSTO, increasingsupportfor
privatization within the business comnity. Tax credit programthat pool noney in a
scholarshigund may be more equitable than individual tax credit prograra (Godwin and
Kemerer, 2002), andstill be capableof satisfing parentsCdemands. All families are potentially
eligible to participate in and benefit from this type of reform but greater sums of money are
allocatedto at-riskstudents.

It isimportant to note that tax credits may not be the rost feasible reform for serving
low-income andminority householdsin recentyears, privatization adwateshavemade strong
efforts to entice families frustrated by the shortcomings of public schools to support vouchers. In
fact, all six voucher programs that have been successfullyenactedargetdisadvantaged students.
In contrastonly Minnesotaprovidesa refundabé tax credit for zero expenditure. Thigans
that in most states low-income families without tax liabilities cannotclaim atax credt. Low-
income families may alsostruggleto understandhe tax codeandclaim benefits. And finally, tax
credits are generally msh sraller than voucherandpaidlong afterthe schoolyearbegins,

making them nore difficult for families without disposable incosa to use.
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RegulatoryFreedom

Private schools themselves may prefer tax credits to voucherspecauséheyaresubjectto
less regulation. As Godwin and Kerar (2002)note, Obecause [tuition tax credits] are not
governnent funds in the saesense of vouchers, they are less likelyg@atconpanied by
restrictiveregulatorymeasuresmposed on schools (p. 165).Gcémtrast, policyrakers generally
believethatschoolsparticipatingin voucherprograns should provide asiranceshatstudent
achievement is improving. For example, Wisconsin recentlyenactedegislation that required
voucher schools to eet a host of accountailhyl demands (Roebelen, 2006). Private school
administrators are wary of such regulations, fearing that they will subvertcorevaluesandbeliefs.
Shortly after the Zelman decision,sonme churchofficials openlyworriedthatvouchersvould
subverttheir faith-basedmissionandpreventcriticism of governnent officials (Roebelen, 2002).

Tax credits have yet to prompt similar fears.

Policy Implications

Support for tax credit policies depends hagn the benefitsmade availableto
education consuets and private schools, as waslthe costs anticipated by policymakers.In
this sectionwe analyzeevidencgrom newandamended programs that have emerged over the
last decade. Our principal focusis Minnesota. We present new evidence, collected from the
MinnesotaDepartnent of Revenuewhich builds on earlierwork by Darling-Hamnond and
colleagues (1985). Recent studiddax credit prograsin Arizona lllinois, andlowa arealso
considered to establish overarching trends. Ounimge¢o shedlight onthreeimportantresearch
guestions. First, which families benefit from tax credit® Secmd, do credits advance parental

choice?Third, do tax credits provejrivateschoolswith incentivesto raise tuition or increase

supply?
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MinnesotaTax Deductionsand Credits.

In 1997,Minnesotanearlytripled the beneit amount of its existing tax deduction
programfrom $650 to $1,625 for kindergarten through sixth grade, ramid$1000 6 $2,500 for
seventh grade through high school completion. In addition,atuition tax creditprogramwas
enactedhatallowsa$1,000perchild ($2,000perfamily) refundable tax credit equal to 75% of
qualified educatiorexpensesor families with an annual incaebelow $37,503? The credit is
fully refundable and digibility does not require families to itemize returns. Qualifying expenses
for boththetax deductionandcredit include: tutoring, educational eithment prograns,
academic summer camps, transportation expenses, textbooks and materials used during the
normal school day (excluding religious textbodksomputer equipment (limited to $200), and
home schooling expenses. An partant restrictionis that the cost of private school tuition can

only be offset by a deduction, not the credit feature of the program.

Which families benefitfrom tax deductionsand credits?

To identify which families benefit most from tax subsidiesit is necesaryto review how
creditsanddeductionsareallocatedIn tax year1997,prior to theexpaision of the deduction
program an estimted 92,579 taxpayers in Minnéafiled for aneducatiortax deduction(see
Table 2).™> Roughly 88% ofamilies filing for the deduction earned abovet®,000 per gar,

accounting for $4 million of the total $4.4 million allocatedn tax benefits(Minnesota

1 In years 1998-2001 the credit was a dollar-for-dollar benefit equal to $1000 in expenses, however, because of
state budget cuts, after 2001 the legislature limited the credit to 75% of qualified expenses up to $1000. Also, in
2003, the state expanded the income threshold for the tax credit by $2000 dollars for every additional qualifying
child beginning with the third child.

15 The Minnesota Department of Revenue does not keep records of the exact number of taxpayers that actually take
the education tax deduction. Deductions are not coded individually by the Department of Revenue, but rather are
recorded as a sum of all deductions. The estimate is based on arandom sample of returns where deductions are
coded by deduction category and then recorded (Minnesota Department of Revenue, 19974).
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Departnent of Revenue, 1997d)infortunately the statedoesnot record the description of
itemized deduction expenses. Thus, we cannotmete whether deduction expenses were used
for private school tuition or public school expenses. However, a Deparamt of Revenue report
preparedor the Legislaturein 1997duringdebdes on whether to expand the deduction program
estimated that 51,500 private school families would file for the deductionin 1997 (nearly60% of

actual total clairg) (Minnesota Departemnt of Revenue, 1997b).

Table 2: Minnesota Education Tax Deduction: Distribution and Cost

Tax Year 1997 1998 1999 2000 2002 2003 2004

# of state tax returnsclaiming

. 92,579 | 148,478 | 188,752 | 207,311 | 225,423 | 233,336 | 229,471
deduction

$4.4 $11.5 $14.2 $16.1 $18.1 $18.7 $18.8

total cost to state - - o - - o~ o
million million million million million million million

% of families
with incomegreater than 88% 85% 86% 84% 89% 87% 89%
$40K /year (FAGI)

% of cod distribution to
familieswith income greater 90% 91% 91% 88% 93% 91% 93%
than $40K /year (FAGI)

Source: Minnesota Department of Revenue (2006). No data was available for tax year 2001.

Following theincreasenf thetax deductionbendit, the nunber of taxpayers filing for a
deductionincreasedy over60%in 1998.Paricipation has grown steadily and the
corresponding costs have increabgahearly400%in thefirst six yearsof operationln the
2004 tax year, 229,471 falnes filed for a deduction. The programow sts Minresota $18.8
million, with 93% of this sum distributed in benefits to families who earn over $40K annually.*

These costigdtribution figures are ewisten with previous analysesf MinnesotaOs tax

18 The rate of return on the tax deduction program is dependent on the taxpayer(® marginal tax rate. In Minnesota
marginal tax rates are progressive and range from 5.35% to 7.85% and are variable based on income range and filing
status. A taxpayer with amargina rate of 7.85% who files for a $2,500 education expenses deduction will yield a
$196.25 benefit.
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deduction plan, as well as studies of tax credigpans in other states. Darling-Hammond, et al.
(1985)exanined Minnesotaltsx deductionplanusinginformation providedby therevenue
departnent for the 1978 and 1980 tax years. Theyoréed that parentsCopensityto usethetax
deduction increases with income, as does the size of the claim. TheyconcludedhatOrathethan
expanding choice for those parents at tlaegn, the deductionappeardo subsidize the choices
of thosewho havealreadyselectegrivateschals and who can profit frorthis type of subsidy
(p. 51).0

Tax credit programs that do not target low-income families have aso been shown to
disproportionately benefit wealthier families. In Illinois, all taxpayersareeligible for a
nonrefundable credit of up to $500 (with aimum expense of $250). Aypoximately 80% of
the $68.4 million distributed through the program in 2002wentto taxpayers earningover
$40,000dollarsannually(Peoplefor the AmericanWay, 2003). Similarly, in Arizona where
taxpayersreeligible to recave up to a $500 non-refundable credit ($1,000 for joint returns) for
donationgo schooltuition organiations, the distribution of befis alsodisproportionately
favored wealthy families. In an analysis of the first three years of the state@® tax credit program,
Wilson (2002) explains that 84% of therfidies who claimed the credit earned over $50,000
annually(seealsoWilson, 2000).This skeweddistributionis consistentvith earlyresearchhat
estimated the potential distribution of benefiterfr national tax credit proposals. For example, in
ananalysisof tax creditprograns during the Reagan Admistration, Jacobs (1980) explained
that families with annual incomes greater than $25,000(in 1980 dollars)wereover-represented
in the private school population, at arate five times higher than families with annual incomes
less tlan $5000. According to Jacabchildren fran families with annual incomes greater than

$25,000 Owould generate a share of credits roughig #large as their representation in the
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school-ageghopulation(p. 241).CCaterall (1983) studied several the sare proposalsindhis
findings resulted in similar conclusions. He reported that affluent families would
disproportionately benefit frofederal tax subsidies because of their higher utilization of private
schoolsandthefactthattheir highertax liabilities would increase their eligibility to participate

in the prograrm (Catterall, 1983).

In contrast, Minnesota@ tax credit program does target |ow-income families and
accordingly has had a different effect. It has benefited fewer taxpayers, but at auoh higher
benefit per taxpayer ($1,000 per child, up to $2,000 per faify). In 1998, the first tax yearafter
thenewlaw wasenactedanestimated 39,47 7taxpayers filed for the credit, ata costof $13.9
million (see Table 3). These numbers were well below the Department of Revenue( projections,
which anticipated over 192,000 claifMinnesotaDepartmenbf Revenue1997b).By 2004,
the programwasbenefiting61,499%axpgers(lessthanonethird of the projected amount) a a
cost of $15.9 million.'” While the take-up rate has increased steadily, the number of families
filing for thecredithasconsistetly amountedo 75% fewer families than those filing for the
deduction. The program has not offset the inequities found in MinnesotaOs tax deduction

program.

Y The program is paid by general State Treasury revenues insteadof the educationbudgetthustheimmediate
impacton schoolsand otherpublic sevicesmay not bedirect. However, becausg@ublic servicerevenuesarepaid
for from state treasuries, the impact on schools or other servicesisinevitable.
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Table 3: Minnesota Education Tax Credit: Distribution and Cost

Tax Year 1998 1999 2000 2002 2003 2004
#of Stateta’; :gj‘ijtms claiming | 5977 | 57083 | 51080 | 50,743 60,942 | 61,499
total cost to state $.13.'9 $.29'2 $.19.'1 $i1:.3'9 a $19 $.15.'9
million | million | million million million million
% of families
with incomelevel greater than 46% 57% 61% 69% 60% 56%

20K lyear (FAGI)

% of cost distribution to families
with incomelevel greater than 53% 63% 66% 69% 57% 54%
$20K /year (FAGI)

Source: Minnesota Department of Revenue (2006). No date was available for tax year 2001.
@ Thelargedeaeasdn thecog of the progran maybe attributed to budget cutsin 2001 which limited the credit
to 75% of qualified expenses up to $1000.

It gppears that several barriers prevent low-income families from claiming tax credits.
For exanple, families must pay for gods and seicesin advanceof receiving atax credit
benefit.It is unlikely thatfamilies with annuincomes of less than $37,500 will have sufficient
disposabléncome for privateschooltuitionsor childrenOsupplemental educational expenses.
Thisimportant issue was informally addressed in the early years of ¢htax credit program
School choice advoca@rganizatios lobbied bnks to partner with comunity groups and
public schools educated low-income families about the tax credit and encouraged them to take
advantage of the benefits offered by the program. Several banks created revolving fund accounts
from which they would provide interest-free or low interest loans. Essentially, families received
a cash advance, known as a Obridge loan,O t@paretiucational aterials or services, with an
agreement that the loans would be paid back uponreceivingatax creditfrom the state
(0OConnef,998;Hotakainen1998).In 2003, thestate created the Assigrmt Loan Program

where families were permitted to file atax form that redirected a portion of their return and
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deposited their loan repayment directly with alender. This state-sanctioned programas both an
attempt to encourage lendersto create more bridge loan prograraand to add a level of assurance
thatloanswould berepaid,aswell asprotecttaxpayerdrom potertial fraud. Yet, during its first
three years of operation from 2003-2005, less than 90 taxpayers state-wide filed for the
assignment loan program (Minnesota Departnent of Revenue2006).

The above scenario illustes the importance of dissamating information about tax
credit programs to low-income families. Without information, eligible taxpayers may not file for
benefits.In anearlierstudyof the Minnesotadeduction programbDarlingHammondetal. (1984)
found that Oknowledge and uséhefdeduction are strongly related to parentsO inca® where
Qow-income and minority households are signifi cantly lesslikely to usethetax deduction(p.
84).0At the federal level, unequal utilization ratesfor the Earnedncome Tax Credit(EITC)Na
refundable tax credit program that assists low-income working familiesN are also pertinent and
may predict how low-income families will react to state-level education tax credit programs. An
estimated 20-25% of low-income taxpayers digible for the EITC do notfile (Scholz,1994;

GAO, 2001) Utilization ratesof programs that are aimed at low-income families will depend
greatly on the amunt and quality of iformationthatis dissenmnated.

Theavailableevidenceconcludeghattax deduction programdisgoportionately benefit
wealthier families, while tax credit programs that target low-income families may address
inequality,but at anaddedcostto the state.Further,without well-crafted outreach strategies, a

significant number of eligible families may fail to claim tax credits.

Do tax credits encourag families toshift their children to private schools?
Predicting how families will react to tax deductions or creditsis difficult. Darling-

Hammond, etal. (1985)reportecthat Othduition tax dedudion, by itself, appeargo havelittle or
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no effecton parentalchoice(p. 84).0nstead parents and private schoatiministrators reported
thatdirectaid to privateschoo$ was valued more than direct aid to parentgDarling-Hammond
et a., 1985). Minnesota provides subsidies to both private schools and families for a number of
school-related activities. Exgesinclude: student transportation, textbooks, instructional aides,
health services, education for LEP diildren, guidance and counseling services, and subsidized
lunch program. These subsidies directly amdlirectly influence parent decisionaking. For
exanple, 22% of parents indicatehat without the Sate transportation subsidy they ould not
have chosen a private school. In contrast, wisgentsvereaskedaboutthe benefitsof the
tuition tax subsidy,098%of those who hadeverclaimed the deducton saidtheywould still have
senttheir childrento private schools (Darling-Hammond a&it, 1985,p. 84).CPrivateschool
administratorsalsoindicatedthatwithout state funds they would b@rced to raise school tuition.
A closerlook at how privateschoolenrollmentsrespondo the creationor expansiorof
tax subsidiesupportghe aboveconclusionsThe Minnesota tuition tax deduction, originally
enactedn 1956,wasincreasedn 1976,1984,and 1997.In 1976,the Minnesotaegislaturealso
passedhe MinnesotaSchoolAid Bill, which provided many of the additional private school
subsidies discussed above. No substantiaiggsmwere observed in private school enreiita
in the years prior to and immediately following changes to MnesotaQax deductionprogram
(seeFigurel). A comparisonof enrollmentfigures from1975 to 1978 indicates a 18op in
enrollment after the deduction amount was increasedy $300(MinnesotaDepartnent of
Education, 2005). A review of enrolemt figuresfollowing the deduction increase in 1984 (from
1983to 1987)indicatesa subsequet 2% dropin enrollment. In 1997, after the deduction aomt
wasnearlytripled, privateschoolenrollmentonly increased by an additional 1,710 students (less

than 3% of the total nopublic school enrollment).
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Figure 1: Effects of Minnesota Deduction Program on Nonpublic School Enrollment

1975 1978 1996 1999 2005
1983 1987
92,128 90919 98.302 87 208 84,278 85,988 86,513
student  student Stuamts Stuéjents Students Students Students
| |
1976 1984 1997
deduction deduction deduction
increased Increased increase
$500 (K-6) $650 (K-6) $1625 (K-6)
$700 (7-12) $1000 (7-12) $2500 (7-12)

Source: Minnesota Department of Revenue (2006) and Minnesota Department of Education (2005)

Private school enrollments in lowa suggest a sitar patern.A tuition tax creditand
deductionprogramwasintroducedn 1987.Between 1985 and 1988, private school enrelin
decreasedly 5% (lowa Departnent of Education,1998).In 1996,lowa eliminatedthe earlier
deductionplanandincreasedhe creditfrom $50 to $100. Around this time, private school
enrollment decreasetly another2% statewideln Arizona, Wilson (2002)reportsthatthe
averageduition grantfrom schooltuition organizations during tHest three years of the program
(1998-2000) amunted to $806, and that approxiely 76 percent of the grants were distributed
to students currently erited in private schools.*® Wilson(2002) contends thatthe tuition grants
are insufficient to encourage families with children in public schools to transfer their children to
private schoold? Thus, even with a pentially larger net benefit to families under the Arizona
tax credit program (as compared to Minnesota and lowa) there is no significantigration of
studentdrom public to privateschools.

In sum, current tax credit programs do not appear to haveled to anincreasen private

18 The exact number of scholarship grants distributed to students who have transferred from public schoolsis
impossibleto calculatebecaise the statedoes not require STOsto collect or report such information (Wilson, 2002).
19 The Arizona Department of Revenue reported a state-wide average tuition grant of $1.370 for the fiscal year 2005
(Arizona Department of Revenue, 2006).
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school enrollnents. Their nain function appears tbe to provide tax relief to parents who have
already enrolled, or intend to enroll their child in a private school; these families are
disproportionately nudle-class and affluent taxyers.However,it is likely thatthe primary
reasorfor this outcone is thattax creditanddeductionbenefitsremain modest.Eventhe
Minnesotatax deductionwhich offersthelargestdirect benefit of angxisting state tax credit
program, afamily in the highest income bracket with the highest marginal tax rate would realize

a benefit of less than $200 per qualifying dependent &hite it is not known whether larger

tax credits may prompt more families to switch to private education.In the nextsectionwe
discusgrojectedresponseto largertuition subsidiesanddiscuss supply-side response and scale

iSsues.

Do tax credits encourag tuition hikes orincreasethe supplyof private schools?
Evidencedescribingthe effectsof tax subsides on the elasticity of tuition pricesis
limited. Datais scarceandcurrentprograns do not appear to offer tax credits large enough to

stimulate responses from private schools. Hosveseveral researchers have estimated the
effects of proposed tuition credit grans thatwould alter the affordability of private schools.
(Jacobs, 1980; Augenblick & McGuire, 1982i1nganecker1982;Genello & Osnan, 1982;
Catteral & Levin, 1982). These studiesconcludethatsubstantibtax creditswould increase
demand for privateschooling,andthat schools would respond bysiag tuition. Evenif only a
few additional families enter private schools, higher tuitions ensure that schools capture state tax
benefits for currently enrolled children and famiies. For example, in a review of the

implementation inplications of various natioh&ax credit proposals prior to andduringthe

20 A family who claims a $2500 deduction for education expenses (maximum allowed for student in grades 7-12)
with an income over $112,910 (filing a married joint return) will yield a benefit of $196.25 at the given marginal tax
rate of 7.85%.
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Reagan Adrimistration, Augenblick and McGuird 982) explain how Othe larger the tax credit,
the larger would be the price-response of private schools, since #ahoolswvould beableto raise
tuitions without adverselgffecting the net tuition cost to parentsO (p. 15). Siitarly, in a review
of the assumptions of the samroposals, Longaecker(1982)concludedhat Ounder a generous
tuition tax credit plan, schools would remain a principal beneficiary because they could charge
appreciably higher tuitions without increasing the netpriceto families with childrenin their
schools (p. 128)O And finally, Catteaat! Levin (1982), in areview of the important report
titled OPublic and Private SchoolsO byedatoleman and colleagues (Colem, Hoffer and
Kilgore, 1981), which proposed a tuition taxedit asa mechanisnfor improvingequityand
accesgo quality schoolingfor low income andminority students, concluded that Qorivate
schools may raise their tuition fees as aresult of atax credit, and thereby dampen the potential
expansioreffect of suchapolicy (p.147).0

Theconclusionf the studiesaboverelied mostly on the assumptions linked to tax credit
proposalghatwereintroducedn the late 1970s and early 1980sth benefits that were
significantly higherthanthoseoffered by any current progrartin proportion to the national
average tuition costs). The Packwood-Moynihan Bill was the most prominent proposal of the era
and was first introduced in 1978. The failed atitre was reintroduced in 1981, and was again
defeatedn 19832 This progressive proposal would have provided families with a federal tax
credit worth up to 50% of first $500 in tuitiongenses, with subsequer@ar increases up to
50% of $1,000 in tuitiorxpenses. fie benefit ves refundable for low-income families with tax

liabilities lower than the credit amount. It isimportant to point out thahe generous benefit of

% The idea,however, would remain alive during the ealy yearsof the Reayan administration. In 1983, President
Reagan introduced the 14" and final proposal of the era, which would also fail (between 1967 and 1983 fourteen
proposals had failed to pass in Congress) (West, 1985). The proposals from the Reagan Administration were
modeled closely after the Packwood-Moynihan bills.
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the proposed bills would have initially provided an amount equal to one-fourth of the nationa
average private schotlition cost($981in 1983,seeWest, 1985) and eventually would have
raised the benefit to an amount equal to oredfdhe nationalaverageln conparison,the
Minnesota education prograwhich yields a nraximum beneit of around $200 amounts to only
5% of the national averageivate school tuition cost.”

More recent research has analyzed the effects of federal tax credits for higher education.
Long (2004)concludeghatcollege tuition for low cost colleges may increase as aresult of the
Hope Scholarship andfelong Learning Creditintroducedby the Clinton Administration in
1997. Long (2004) found that public twearcollegesraisedtuition prices in response to tax
creditincentives SheexplainsthatOcollges that cost between $1,000 and $2,000 and hag m
credit-eligible students did expence 18% faster growth in twt pricesrelativeto schoolswith
fewerpotentialrecipientsor a more expensive price (Long004,p.43).Q.ong (2004)alsofound
that states lowered their funding appropriations in response to the lower marginal cost of tuition
facedby students.And lastly, Long (2004)concluded that the federal higher education tax
creditsOdmot appeato haveencourageadditional postsecondary reatimentO (p.47). These
findings illustrate the potential effects of tuition tax creditprogransin K-12 educatiorand
reinforcepreviousresearcHindingswhich shae similar conclusions about the dasticity of
tuition pricesundertax creditprograns.

Another relevant issue is wther private schools hattee capacityto respondo
increasedlenmand if tax creditsare scaled-up (the supply-sicdesponseandwhethera pent-up
demand for privateschooloptionsexistsfrom parents (the demandbside response). A report

published by a consortiunf pro-stiool choiceparentorganizationsn Minnesotarevealedhat

2 The national average private school tuition for 1999-2000 was $4,689 (see Table 61, Digest of Education
Statistics 2002, National Center for Education Statistics).
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in 1996, private schools were enrolled at 83% capacity, with an estiated 10,180 vacant apes
available(MinnesotalndependenschoolForum 1996).Yet, enrollment changegrom 1996to
2005indicateanincreaseof only 2,235studentgatotal demand-sideincreaseof lessthan3%
even after the deduction benefit was tripled in 1997). A more recent survey of nonpublic schools
conducted by the Minnesota Catholic Conferencikcateghatin 2005therewereanestinated
6,000vacantseatsn the stateQgrivateschods (MinnesotaCatholicConference 2005). Thus, it
is safe to conclude that the Minnesota éationTax Deductionhasnotincreasedhe demand
for privateschoolingin Minnesotanor has it prompted a substantial increase in private school
capacity.

This raisesthe questionof how large a benefit is needed to elicit aresponse from both
private schools and the parents whayrwant toenroll their childrenin these schools. While the
CatholicConferencénasbeenvery activein lobbying for tuition subsidies, it isalso realistic in
acknowledging that a much larger benefit is neededto enticefamilies to exit public schools.
Peter Noll, the Education Director for the Minnesota Catholic Conference explains that a
0$4,60@ax benefitor voucher(anamountequivalento the stateOsurrentpublic school basic
aid grant) would be satisfactory but not optimalOin prompting amigration of families from
publicto privateschoolgNoll, personacommunicationMay 18, 2006).Catholic schools could
only beginto increasdhe supplyof availableseatghroughcapitalexpansion if subsidy amwunts
were in the range of $12,000 to $14,000. Howevel, &lso states that Othe itations for
expansion are sagtimes independent of fisc&suesandmore dependentn self-imposed
policies of growth that reggtschoolmissions(Noll, peronal communication May 18, 2006).0
In otherwords,a schoolOguality is heavilyinfluencedby its size.Privateschoolsmay notwant

to scale-up even if an adequate stpanmountwereprovidedby the state.
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Conclusion

Theexperiencesf the six stateghatoperde tax creditprograns vary, yettheyall
suggest a shift in attention awapm vouchers and toward othierms of privatization.As we
discussedtax creditsandvoucheramay bedistinguished by the legapolitical, andpolicy
implications they raise. Policymakers may find tax credit programs easier to authorize and
implement, leading to their proliferationacros statesandat the naional level. However, soeof
the distinctions that haveatte tax credit optios more viable may become less important with
time. For example, tax credits have a strong political advantage over vouchers because they are
not yet closely linked to the polemics that set market-based reforms a odds with democratic
visions of public schooling. Thigistinction is fueledy the publicOpercepion thattax credits
are tax policy and not education policy, and gaicatiorbudgetsarenot conpetingwith the
revenueshatsupporttax creditprograns. Thus, he flow of public noney to private schoolsay
be seenaslessthreaening to the raerial interests of those whsupport public schooling,
consistent with the rights of families to control private resources, and neutral with respect to
church-state entangleamt issues. Legal decmisin Illinois and Arizonareinforce this
percepion in their declaration that tax creditrigéits are not Goublic moneyObecause the money
does not enter the stateOs control, nor agitiete decisions amle by parentsn howthey
spendheir moneyinfluencedby the state(seeKillian v. Kotterman, 1999 andGriffith v. Bower,
2001).

However, over time the costs of tax credit programs will invariably stretch budgets for
education and other public ser®s and public awareness will increase. Perhaps most threatening
are universal tax credit and deduction progg#mt disproportionately benefit wealthy

taxpayers, most of whom already send their céiido private schools.rifeducated public ay
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objectto this outcone. Further,tax creditproponentsvill be challenged to justify clashat tax
credits are expending educationgportunities to all aldren. Two solutions have been offered
to bettertargetlow-income studentsput both present new problesiFirst, MinnesotaOs tax credit
program limits participation to families with incomes that do not exceed $37,500 and tuition
expensesarerestricted Unfortunately, as discussed above, participation in this program is
limited. Low-income families struggle to pay for services in advance and then wait to be
reimbursed. Second, general tax credit programs allow taxpayergo make donationgo STOs.
Scholarships are then distributed to low-income families. However, the structure of these

programs most closely resembles vouchersan thepublic mind. If generakax creditprograns
expandtheymay encouragevidespread participation, placireyen greater deands on state
budgets. Ultinately, concerns over equity, cosind the public good ake it likely that tax
creditswill beopposeddn the sane groundsasvouchersaandbeforcedto defendthe promisesof
market-based reforms.

The inertia that has propelled the creation and expansiorof tax creditprograns overthe
last decade has set tax credit programs apart as viable legal, political and policy aternativesto
voucher programs. Undoubtedly, tax credits have some advantages over vouchers. But, the
currentpopularityof tax creditprograns is also due to lited knowledge awng the public and
policymakers as to program outcomes. The longevity of current reforms will be determined by
their ability to reconcile the promises of market-based reform with traditional democratic visions

of schooling.

40



Bibliography

Apple, M. & T.C. Pedroni. (2005). Conservatiaiance building and African Aarican support
of vouchers: The end of Brovenpronise or a new beginninglzachers College Record.
107(9): 2068-2105.

Arizona Departrant of Revenu€2006). Individual incora tax creditfor donationgo private
school tuition organizations: Reporting #2005(ExecutiveSumnary). Retrieved on
Septerber 20, 2006 fromhttp://www.azdor.gov/Resear&tats/Scholtaxcredit.him

Augenblick, J. & McGuire. K (1982Y.uition tax credits: Their impact on the states. Denver,
CO: Education Comisson of the States.

Belfield, C.R. (2001). Tuition Tax 1€dits: What We Know so Far. [available online:
http://ncspe.org/publications_filesRD11.pdf]

Belfield, C.R. & H.M. Levin. (2005)Privatizing Educational Choice: Consequences for
Parents, Schools, and Public Policy. Boulder,CO: ParadigmPublishers.

Bolick, C. (2004)School choice: Legal obstacles to expanded educational opportunities. Paper
presented at the conference: 50 Y ears after Brown: What has been accomplished and
what renains to be done€anbridge, MA: Kennedy School of Government, Harvard
University

Bradley,A. (1997,July 9). Minnesotaexpands tax breaks tied to educatifitiucation Week.
p. 14.

Brenenan,D. (1983).Wherewould tax creditstake us?Should we agre to goPp. 101-114 in
public dollars for private schools: The case of tuition tax credits, edited by Thomas
Janes and Henry M. Levin, Philadelphia, PA: Temple University Press.

Bush v. Holnes, 919 So. 2d 392 (Fla. 2006).

Carnoy, M. (2001). School vouchers: Examg the evidencetconomic Policy Institute.
WashingtorD.C.

Catterall,J.S.,& Levin, H. M. (1982).Public and private schools: Evidence on tuition tax
credits. Stanford, CA: Stanford Universitinstitute for Educational Research on
EducationaFinanceandGovernance.

Catterall,J. (1983).Tuition tax credits: Issues of equity. Pp. 130-150Amblic dollars for
private schools: The case of tuition tax credits, edited by Thoras Janes and Henry M.
Levin, Philadelphia, PA: Tepte University Press.

ChittendenTown SchoolDistrict v. Vermont Departrrent of Education(97-275),169 Vt. 310,
738 A.2d 539.

41



Chubb, J. E. & T. M. Moe (1990p0litics and markets. Washington, DC: The Brookings
Institution.

Coleman, J.,Hoffer, T. & Kilgore, S.(1981).Public and private schools. Final Report: National
Center for Education Statistics, U.S.Governnent Printing Office, 1981.

Committee on Education and the Workforce (2002, Februaryi}s Release: Boehner
Praises President’s Plan to Expand Education Choice for Parents with Children in
Failing Schools, Committeeon Educationandthe Workforce, Washington,DC.
Retrieved May 18, 2006, from
http://www.house.gov/ed_workforce/ps#sress107/boehneat@axcredit20402.htm

Coulson, A. J. (2004, April 30Forging consensus: Can the school choice community come
together on an explicit goal and a plan for achieving it? Monograph, Midland, MI: Te
Mackinac Center for Public Policy.

Coulson, A. J. (2001, February 23pward market education: Are vouchers or tax credits the
better path? Catolnstitute,CatoPolicy Analysis no. 392, \&hington, D.C.: Cato
Institute

Darling-HammondL., S.N. Kirby, & P.M. Schlegal(1985.)Tuition tax deductions and
parent school choice: A case study of Minnesota. Santa Monica, CA: The RAND
Corporation.

Friedman, M. (1962). Capitalism and freedom. Chicago,University of ChicagoPress.

Friedman, M. & R. Friedman. (1980). free to choose: A personal statement. New York:
Harcourt Brace Jovanovich.

Fuller, B., Burr, E., Huerta, L. A., Puryear, S., & Wexler, E. (19900l choice: Abundant
hopes, scarce evidence of results. Berkeley, CA: Policy Analysisfor California
EducationUniversity of California.

Gemeéllo, J. M. & J. W Ogman. (1982).4nalysis of the choice for public and private education.
WashingtorDC: Institutefor Researcton Educational Financand Governance.

Gill, B. P., Tinpane, M., Ros&. E., & Brewer,D. J.(2001). What we know and what we need
to know about vouchers and charter schools. Sata Monica,CA: RAND.

Godwin, R.K. & F.R. Kerarer. (2002) School choice tradeoffs: Liberty, equity, and diversity.
Austin, Texas: University of Texas Press.

Goldwater Institute (2003). The Arizona scholarship tax credit: Providing choice for Arizona
taxpayers and students, Policy Report#186,Phoenix, AZ: The Goldwater Institute.

Griffith v. Bower, 319 Ill.App.3d 993, 747 N.E. 223 (lll. App. 5 Dist. April 3, 2001).

42



HotakainenR. (1998,April 30). Educationcredts now in reach for the poor; The lanatk
program gives low-interest loans to families that earn less than $33,500. Star Tribune,
p.1B.

Howell, W.G., & P.Peterson(2000).School Choice in Dayton, Ohio: An Evaluation After One
Year. Cambridge, MA: Rogramin Education Policy and Governance, Harvard
University.

lowa Departrent of Education. (1998Non-public school enrollment. DesMoines,|A:
Departnent of Education.

Jacobs, M. J. (1980). Tuition tax credits fazraéntary and secondary education: Some new
evidenceon who would benefit.Journal of Education Finance, 5:233-245.

Johnston, R. C. (1997). Minnesota gowe vetoesschoolaid measureEducation Week.
Retrieved June 12, 2006, from Education Week Website:
http://www.edweek.org/ew/articles/1997/06/18t88n.h16.htrh

Keegan, L. G. (2001, Decduar 18).Tuition tax credits: A model for school choice. Brief
analysisNo. 384,Washington,D.C.: National Center for Policy Analysis.

Kemerer, F. (1998).The constitutioral dimensions of school vouchers, Texas forum on civil
liberties and civil rights, 3 (2): 137-176.

Kemerer, F. (2002). OThe U.S. supeenourtOdecision in Cleveland: Were to fromhere®
Occasional Paper Number 51, National Center for the Study of Privatization in
Education. Retrieved June 12, 2006, fraime National Center for the Study of
Privatizationin EducationWebsite http://ncspe.org/list-papers.php

Kotterman v. Killian, 18 Ariz. 273, 972 P.2d 606 (Ariz. 199 cert. den., 528 U.S. 810 (1999).

Krapfl, M. (1997, January 3). Parents ask Branstad to increase tax teégitaph Herald,
p.A3

Krapfl, M. (1996, December 4). Bjgr tuition tax credit likely. Telegraph Herald, p. A3

Kreuger, A. & Z. Pei. (2004). Another lo@l the New York school voucher experiment.
American Behavioral Scientist, 47(5): 658-698.

LabareeD. (1997).How to succeed in school without really trying: The credentials race in
American education. New Haven, @ Yale University Press.

Levin, H.M. & C. Driver. (1997). Costs of an Educationaluéher SystenEducation
Economics. 5, 303-311.

43



Levine, L. & Snole D. (2006) Federal tax benefits for families’ K-12 education expenses in the
context of school choice. (Congressional Researchr@ee Report for Congress-
#RL31439). Library of Congress.

Lips, C. & Jacoby, J. (2001, Septeen 17).The Arizona scholarship tax credit: Giving parents
choices, saving taxpayers money, Policy Analysisno.414,WashingtonD.C.: Cato
Institute

Long, B. T. (2004) The impact of federal tax dteébr highereducatiorexpenses.@ 101-165

In CarolineM. Hoxby, Ed. College Choices: The Economics of Which College, When College,
and How to Pay For It. Chicago:University of ChicagoPress and the National Bureau of
Economic Research.

Longanecker, D. A. (1983.) The public tosf tution tax credits. inPublic dollars for private
schools: The case of tuition tax credits (pp. 115-129)edited by Thomas James and
Henry M. Levin. Philadelphia, PA'femple University Press.

Lubienski,C. & S.T.Lubienski.(2005).Chater, Private, Bblic Schools and Academ
Achievenent: New Evidence froMlAEP Mathenmatics Data. Retrieved July 12, 2006,
from http://ncspe.org/publications filesOP111.pdf.

Luthensv. Bair, 788 F.Supp.1032(S.D.la. 1992).

McEwan,P. (2000).The potentialimpactof large scal&oucher program Review of Education
Research. 70(2): 103-49.

McEwan (2004). The Potentia Impact of Vouchers. Peabody Journal of Education, 79(3): 57-
80.

MinnesotaCatholicConferencg€2005).EnrolimentReportsfor 2004-05. St Paul, MN

MinnesotaDepartnent of Education(2005).Minnesota Non-public School Enrolemt 1959
2005. Sst. Paul, MN.

MinnesotaDepartnent of Revenue(1997a).19% Individual income tax sample: Minnesota
forms M-1 and M-1M. & Paul, MN.

MinnesotaDepartnent of Revenue. (1997b). Revenue analysis susmyn Analysis offirst
specialsection,Chapterl4, Article 13. St. Paul,MN.

MinnesotaDepartnent of Revenug2006) 1997-2009ndividual income tax sample:
Minnesota forrs M-1 and M-1M. & Paul, MN.

Minnesota Bucation Association. (1997)ouchers/tuition tax credits. . Paul, MN.

44



Minnesotalndependensdool Forum (1996, Octoberfhe public purpose of private education.
St. Paul, Minnesota: Author.

Moe, T. M. (1995) Private vouchers. PaloAlto, CA: HooverlInstitutionPress.
Muellerv. Allen, 463U.S.388(1983).

National Center for Eduation Statistics (2006). The Condition of Education, Retrieved June 21,
2006 from NCES website: http://nces.ed.gov/prograsicoe/

National Center for Educatidstatistics (2002). Private elementary andsecondarenrollment
and schools, by amount of tuition, level, and orientation o$chool: 1999-2000-Table 61,
Digest of Education tatistics, Washingbn, D.C.: U.S. Departnent of Education.

OOConner, A. (1998, January 4). Starinsgpreceipts for student tax breaksur Tribune, p.1B.
Owens v. Colorado Cagress of Parents, Teamits and Students, 92 P.3d 933 (Colo. 2004).
People for the American Way. (2003). The Illinois tuition tax credit: Who gets the credit? Who

pays the consequences? Retrieved June 12, 2006, frdAeople for the America @y
Website:_http://www.pfaw.@ypfaw/dfiles/file_165.pdf

People for the American Way. (2006). Existing vouchers and tax credit programs. Retrieved June
6, 2006, from http://www.pfaw.org/pfdgeneral/default.aspr®d=10387

PetersonP. E. (1999).VouchersandtestscoresWhatthe numbersshow Policy Review.
Washington, DC: The Heritage Foundation.

PetersonP.E.,D. Myers,J.Haimson, & W. G. Howell. (1997). Initial findings from the
evaluation of the New York school choice scholarships program. Washington, DC:

Mathematica Policy Research.

Pew Charitable Trusts (2002). School voucheettiedl questions, continuing disputes. Author,
Washington, DC. Retrieved on May 18, 2006 from
http://pewforum.org/issues/files/VoucherPackage.pdf

RepublicanPolicy Comnittee.(2004).H.R. 4 Personal Responsibility and Individual
Development for Everyone (PRIDE) Act. RetrievedSepterber22,2006from Republican
Policy Committee Website:http://rpcsenate.gov/_files/L59PRIDEKH032604.pdf

RobelenE. W. (2006,May 17). Fla., Wiscon# tying more strings to voucher&ducation
Week. Retrieved May 17, 2006, from
http://www.edweek.org/ewrticles/2006/05/17/37vouch.h25.hHtm

45



Robelen, E. (10 July 2002). Ruling Givesc8ndwWind to CapitolHill VoucherAdvocates.
Education Week, Retrieved June 21, 2006 fraime Education Week website:
http://www.edweek.org

Rose, Lowell C. & Alec M. Gallup (1999). The 3¥snualPhi DeltaKappa/GallupPoll Of the
PublicO#ttitudesTowardthe Public Schools Phi Delta Kappan, 81(1), p.41-56

Schick, A. (March-April, 2003Jor credit: vouchers won't give families more choice about
wheretheirkids goto school.Legal Affairs Tax credits Will. Retrieved on May 24, 2006
from: http://www.legalaffairs.ag/printerfriendly.ngpAdd=357

Scholz,J.K. (1994).Theearnedncome tax credit: Participation, coptiance, and
antipovertyeffectivenessNational Tax Journal, 47:59-81.

SchoolReformNews.(1997a).Victory for schoolchoicein Minnesota.School Reform
News. Retrieved June 12, 2006, from Heartland I nstitute Website:
http://www.heartland.org/archis/education/sep97/victory.htm

SchoolReformNews.(1997b).OChoicescres major triumph in Arizona.OSchool Reform
News. Chicago, IL. Retrieved June 12, 20@®m Heartland Institute Website:
http://www.heartland.org/archés/education/sep97/victory.htm

SchoolReformNews.(1997c).Minnesoans support education tax cre@ithool Reform
News. Chicago, IL. Retrieved June 12, 20@@®m Heartland Institute Website:
http://www.heartland.org/archés/education/sep97/victory.htm

Simmons-Harris v. Zelan, 72F.Supp.2d 834 (N.D. Ohio 1999)°d, 234F.3d945(6Cir.
2000),reversed, 536 U.S. 639 (2002).

Smith, D. (1997, September 11). Choice plan puts Carlson in national spotlight. Star Tribune,
1A.

U.S. Department of Treasury (2005,0ctober).IRS earnedncome tax credit (EITC) initiative:
final reportto CongressDepartnent of the Treasury, Internal Revenue Service,
Washington, DC. Retrieved on May 30, 2006, from
www.gpoacess.gov/usbudget/fy04/pdf/budget/treasury.pdf

U.S. General Accounting Office. (2001). Earnecbime tax credit eligibility and participation
(GAO-02-290R).

Viteritti, J. P. (2002). Vouchers on triakducation Next, Sumner 2002, 24D35.

Walch, T. (1984). Tuition Tax CreditktistoricalandHopeful PerspectiveMomentum, 15(1),
20-23(Feb1984).

46



Welner,K. G. (2000).Taxingheestablishrentclause: The revolutionagecision of the Arizona
Supreme Court in Kotterman v. Killian. Education Policy Analysis Archives, 8(36).
Retrieved on April 4, 2006 froninttp://epaa.asu.edu/epaa/v8n36/

West, E. G. (1985). The reabstsof tuition tax credits.Public Choice, 46(1), 1-14.

Wilson, G. Y., (2002).The Equity Impactof ArizonaOs Tax Credit ProgratnReview of the
First ThreeYears(1998-2000) Education&Policy Studies Bboratory, College of
Education Arizona StateUniversity, Retrievedon May 6, 2006at
http://www.asu.edu/educ/epsl/EPRU/daenisEPRU 20@-110/epru-0203-110.htm

Wilson, G. Y. (2000).Effectson fundingequity of the ArizonaTax CreditLaw. Education
Policy Analysis Archives, 8(38).RetrievedJunel2,2006,from
http://epaa.asu.edu/epaa/v8n38Ihtm
Witte, J. (2000). The market approach to education. Princeton, NJ: Princeton University Press.
Witters v. Washington Department of Services for the Blind474 U.S. 481 (1986)
Wolf, P.,W. Howell, & P. Peterson. (2000). School Choice in Washington D.C.: An Evaluation
After Year One. Canbridge, MA: Progranon Education Policy and Governance, Harvard
University.

Ziebarth,T. (2003).Voucherstax credits,and tax deductions. Retrieved June 6, 2006, from
http://www.ecs.org/clearinghouse/14/44//1444.htm

47



