
A MESSAGE FROM THE FRIEDMAN FOUNDATION:

OUR CHALLENGE TO YOU
Our research adheres to the highest standards of scienti�c rigor. We 

know that one reason the school choice movement has achieved such 

great success is because the empirical evidence really does show that 

school choice works. More and more people are dropping their oppo-

sition to school choice as they become familiar with the large body 

of high-quality scienti�c studies that supports it. Having racked up a 

steady record of success through good science, why would we sabotage 

our credibility with junk science?

 

This is our answer to those who say we can�t produce credible research 

because we aren�t neutral about school choice. Some people think that 

good science can only be produced by researchers who have no opin-

ions about the things they study. Like robots, these neutral researchers 

are supposed to carry out their analyses without actually thinking or 

caring about the subjects they study.

 

But what�s the point of doing science in the �rst place if we�re never al-

lowed to come to any conclusions? Why would we want to stay neutral 

when some policies are solidly proven to work, and others are proven 

to fail?

 

That�s why it�s foolish to dismiss all the studies showing that school 

choice works on grounds that they were conducted by researchers who 

think that school choice works. If we take that approach, we would 

have to dismiss all the studies showing that smoking causes cancer, 

because all of them were conducted by researchers who think that 

smoking causes cancer. We would end up rejecting all science across 

the board.

The sensible approach is to accept studies that follow sound scienti�c 

methods, and reject those that don�t. Science produces reliable empiri-

cal information, not because scientists are devoid of opinions and mo-

tives, but because the rigorous procedural rules of science prevent the 

researchers� opinions and motives from determining their results. If 

research adheres to scienti�c standards, its results can be relied upon 

no matter who conducted it. If not, then the biases of the researcher 

do become relevant, because lack of scienti�c rigor opens the door for 

those biases to affect the results.

 

So if you�re skeptical about our research on school choice, this is our 

challenge to you: prove us wrong. Judge our work by scienti�c stan-

dards and see how it measures up. If you can �nd anything in our work 

that doesn�t follow sound empirical methods, by all means say so. We 

welcome any and all scienti�c critique of our work. But if you can�t �nd 

anything scienti�cally wrong with it, don�t complain that our �ndings 

can�t be true just because we�re not neutral. That may make a good 

sound bite, but what lurks behind it is a �at rejection of science.
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Executive Summary

This study seeks to inform the debate over a proposal in Georgia to give tax credits for contributions to organizations 
that provide scholarships to K-12 private schools. Such a program would extend to K-12 education the philosophy of 
choice that is inherent in the state�s existing Hope Scholarships program for college students. This study constructs a 
model to determine the �scal impact of tax-credit scholarships on the state and on local school districts.

In addition to allowing Georgia to expand educational opportunity and improve the equity of its education system, 
a tax-credit scholarship program would generate large �scal bene�ts for local school districts, increasing the available 
resources for students who remain in public schools. Because much of their revenue does not vary with enrollment, 
school districts would retain much of the funding associated with students who use scholarships to migrate from public 
to private schools. The overall impact on public schools would be to increase the �nancial resources available per 
student. Depending on how the program is designed, it could also result in a �scal savings to the state budget. Even if 
it does not produce a savings at the state level, costs to the state would be signi�cantly reduced because public school 
spending would go down as students leave with scholarships.

Key �ndings include:

When students leave Georgia public schools, their local school districts experience reductions in expenses that 
are greater on average than the reduction in their state aid. In addition, school district revenues from local 
sources do not decline when enrollments decline. Because expenses decline more than revenues when students 
leave public schools, private school scholarships produce a net gain of resources available to students who 
remain in public schools. The gain is equal to about $6,600 per public school student using scholarships.

The total �scal impact of a tax-credit scholarship program depends on the number of public school students 
who are induced to participate. This in turn depends on a number of program design factors, such as income 
eligibility levels, the size of the scholarships and the total amount of available scholarship funding. The study 
uses data from the Census and other sources to estimate how public school families might respond to a tax-
credit scholarship program with various design features.

A scholarship program for current public school students that provided $50 million in scholarship funding; 
established income eligibility at 200 percent of the free and reduced-price lunch level; and awarded scholarships 
of $3,500 each would produce a total �scal bene�t of $94 million for local school districts.

The impact of the program on the state budget depends on program design features as well. For example, 
a program with the design features in the example above would produce a savings of almost $6 million for 
the state.

Raising the income eligibility for scholarships always increases the �scal bene�t of the program, because 
more public school students would be eligible for scholarships and eligibility is increased most among income 
groups that have the highest propensity to migrate from public to private schools.

A tax-credit scholarship program is a more ef�cient way to direct dollars to education than increasing state 
aid. Georgia data show that every dollar of increased state aid to schools only produces an additional 53 
cents of additional school spending, because local governments respond to the state spending increase by 
reducing local spending on education. By contrast, every dollar spent on a tax-credit scholarship program is 
a full dollar that goes to education.

For a complete listing of the foundation�s research please visit our website at www.friedmanfoundation.org.
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Introduction

Proposals to increase educational opportunities and choices for students of different backgrounds, abilities, needs and 
economic circumstances are increasing throughout the country. In part, this re�ects increasing support among the public 
for the concept of school choice; a majority of U.S. citizens now support it.1

In Georgia, substantial majorities favor school choice. A 2007 opinion poll found that 58 percent of likely voters in Georgia 
supported school vouchers, while only 22 percent opposed them. Four times as many said they would be more likely to vote for 
a state representative or senator who supported vouchers as said they would be less likely (54 percent versus 13 percent).2 

The philosophy of school choice is already inherent in Georgia�s Hope Scholarship program for college students. Rather 
than reserving state support for students who attend colleges assigned to them by the state, Georgia provides support for 
students to attend the public or private colleges of their choice. The Hope Scholarship program is not limited by income, 
re�ecting a decision on the part of the state that school choice is not just good for poor students, but for students of all 
demographic backgrounds. 

In K-12 education, families in Georgia already exercise school choice in several ways:

According to U.S. Census Bureau data, about 128,000 school-age children in Georgia attend private schools.3 

About 36,000 Georgia students are home-schooled.

About 26,000 Georgia students attend charter schools.

From 1997 to 2006, home schooling nearly doubled (a 93 percent increase) in Georgia, while private school enrollment 
increased 25 percent and public school enrollment increased 16 percent. Since 2004, charter school enrollment in Georgia has 
increased from 14,828 to 26,299 (a 77 percent increase). 

But by far the major form of choice in Georgia and in the United States occurs when a family chooses its place of 
residence. Because higher-quality schools often are found in communities with higher housing prices, this type of school choice 
is available at a high cost, and is unaffordable to many families. Throughout the United States, af�uent families exercise a lot 
of choice. Georgia families sort themselves among schools and school districts on the basis of parents� income and education. 
But if education funding were made available to parents, in order to help families have more choices among schools, we 
would see less segregation on the basis of parental income and education. The positive response by families in Georgia over 
the past several years to a wider variety of educational options and choices suggests that Georgia should consider the merits 
of providing even more educational options for school children.

This study uses empirical methods and the tools of economic analysis to examine school choice in Georgia. Empirical 
analyses allow us to �nd analytical answers to important policy questions outside the hardened positions of support or opposition 
that come from viewing school choice simply as a matter of political leanings or ideological principle. Perhaps believing 
it inappropriate to discuss education in terms of market incentives and pressures, many well-meaning individuals who are 
deeply concerned about K-12 education ignore, on principle, the educational impacts of market forces and how they in�uence 
the behaviors of families and schools. But school choice occurs even in the absence of of�cial or legislatively enacted school 
choice policies. Unfortunately, the market for K-12 education without universal school choice contains signi�cant imperfections 
that prevent many families from being able to send their children to the schools that meet their needs.

Our analysis begins with a brief discussion of how Georgia funds elementary and secondary education. We examine 
the demographics of public and private schools in Georgia and estimate the impact on public and private school enrollments 
of a program that provides tax credits for donations to support private school scholarships. We develop a model that shows 
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how the expenditures of Georgia school districts vary with changes in student enrollment, and show the �scal impacts of a 
school choice program on Georgia�s state budgets and those of local school districts.

How Georgia Funds Public Schools

The expense of educating children in Georgia, as in most states, is a responsibility shared between the state and local 
governments, with the state providing about half the funds used to educate children in local public schools. In 1985, Georgia 
enacted the Quality Basic Education Act (QBE). Prior to the QBE, the state provided education funds to local districts simply 
on the basis of the number of students enrolled, without any adjustment for the �scal resources of each district. Perceived 
inequalities of education funding among school districts were the driving force behind adoption of the QBE. The QBE �nance 
program is a foundation aid formula designed to equalize the �nancial resources that each school district has, at a speci�c 
tax rate, to meet the cost of providing a basic level of educational services to all public school students in a district.

Funds for capital outlays (school construction) and debt service also are provided by the state, though not through 
the QBE. Including these funds would require a more complex analysis than can be provided in this study, so they have 
been excluded. 

There are three components of the QBE that distribute state funds to school districts, they are: 

QBE �earnings�

Categorical grants

Equalization

How QBE Works

1) QBE Earnings

The amount of funding each district receives for QBE earnings is determined by the following formula:

QBE earnings = (�Direct� Instructional Costs + �Indirect� Instructional Costs) � Local Share

Direct instructional costs are the costs of putting a teacher in every classroom. The cost for each student is �weighted� based 
upon the grade level of the student (K, 1-3, 4-5, 6-8, or 9-12), any special program in which the student is enrolled (Early 
Intervention Program, special education, gifted, remedial, alternative, middle school, English as a Second Language, or 
vocational lab), and the established teacher-student funding ratio. These weights re�ect the expected costs associated with 
educating students at different grade levels and with different needs and abilities. The benchmark weight of 1.00 is assigned to 
a student in grades 9-12 who attends regular classes and receives no special services�the least expensive student to educate. 
All other students receive a higher weight. The resulting weight for each student is known as the Full Time Equivalent 
(FTE) count. The FTE count used in the QBE formula is always higher than the actual number of students.4 

Indirect instructional costs include funding for district administration, school administration, staff and professional 
development, facilities maintenance and operations, media centers and 20 additional days of instruction. These costs are 
calculated based on system size, school size or student population. 

Local share refers to the portion of direct and indirect instructional costs that Georgia expects school districts to pay 
with locally raised funds. Each district is required to raise school funding through local taxes, with the minimum amount 
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equal to what would be raised by a property tax of at least 5 mils, where one mil represents a $1 tax on each $1,000 of real 
property valuation. By law, local funds should provide no more than 20 percent of the total amount required to provide a 
�basic education� to all Georgia public school students, but for a number of reasons the percentage has in fact exceeded 
that amount.5 In addition to the required local share of 5 mils, school districts may levy up to another 15 mils without asking 
for voter approval. 

2) Categorical Grants

Local districts receive state education funds for certain non-instructional purposes such as student transportation, 
sparsity, principal support and certain low-incidence special education needs. The amount of categorical grants is small: 
about $171 million in 2007-08.

3) Equalization

QBE earnings provide funds for a basic, adequate education. Equalization is an attempt to address the issue of equity. 
Because of differences in assessed property wealth, local school districts differ in their ability to raise revenue at similar 
tax rates. Georgia attempts to overcome some of this inequality by making it easier for some local school districts to fund 
schools at lower property tax rates. Equalization funds are allocated to districts with per-student taxable property wealth 
that ranks below the 75th percentile of all districts. Equalization provides an incentive for districts to raise local property 
taxes by tying the amount of equalization funding to the property tax level. Districts at or below the 75th percentile level 
can receive equalization funding in proportion to the amount of mils they levy beyond 5 mils. In 2007-08, the total amount of 
equalization funding was about $458 million.

 
Each school district�s basic program entitlement under QBE is determined by multiplying the weighted FTE pupil 

count by the �guaranteed �nancial support base,� which is set by the state legislature. In 2007-08 the guaranteed �nancial 
base was $2,642 per weighted FTE. The base amount represents the costs associated with educating a grade 9-12 student who 
is in no special programs. The base amount is apportioned as follows: 79.5 percent for direct instruction (salary, bene�ts, 
textbooks, supplies, personnel travel, replacement equipment, etc.); 17 percent for indirect costs (maintenance and operations, 
support personnel, school and central of�ce personnel, etc.); 0.8 percent for staff development; and 2.8 percent for media 
costs (personnel, materials and equipment). After subtracting the amount raised by the required local share, the remaining 
cost of providing a basic education is provided to districts as QBE earnings.

STATE SOURCES

Funding Based on Enrollment

Categorical Aid and Equalization 

TOTAL STATE SOURCES

LOCAL SOURCES

FEDERAL SOURCES

TOTAL* 

PercentPer Student (FTE)

$6,468,897,783

 $659,902,299

$7,128,800,082

$5,767,032,930

$1,003,997,700

$13,899,830,712 

Amount

Georgia Public School Revenue 2006-07
(Excludes capital projects, debt service and some other categories)

Table 1

$3,931

$421

$4,352

$3,603 

$627 

$8,582 

90.3%

9.7%

50.7%

42.0%

7.3%

100%

Source: “Earnings Sheet for 2007,” Georgia Department of Education District Revenue and Expenditure Reports, and author calculations.6

* The “Earnings Sheet for 2007” does not provide data on all school spending categories. The Capital Projects Fund, the Debt Service Fund and a number of other categories are excluded.
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How School Funding Varies with Enrollment 

The relationship between enrollment levels and school funding is a question of particular importance for determining 
the �scal impact of school choice programs. Funding from different sources responds to changes in enrollment in different 
ways. While most school funding that comes from the state varies with enrollment, local school funding does not.

In 2007-08, 90 percent of state �operating� support for public schools (which excludes such categories as construction 
funds and debt service funds) is calculated on the basis of enrollment. It thus varies as a district adds or loses students, and 
also according to the weights assigned to each student. Categorical aid and equalization aid (a combined $630 million) and 
funds for school nurses ($30 million) do not vary directly with enrollment.7 Because a high percentage of state education 
funding in Georgia is distributed without the restrictions that accompany categorical or narrow-purpose grants, Georgia�s 
funding formula provides a good deal of spending �exibility for local districts. Although more than 72 percent of QBE earnings 
funds allocated to each district are allocated for direct instructional purposes (the costs of putting teachers in classrooms) 
and are required to be used for that purpose, this requirement is not very restrictive because classroom instruction is the 
primary function of the school system. The remainder of state QBE earnings funding is allocated for indirect costs, including 
administrative, support and maintenance expenses. The fungibility of money makes it easy for school districts to satisfy 
these requirements.8 

Taxes on real property are the primary source of local revenue for school districts. These revenues are determined 
by local property values and tax rates. In the short term, enrollment does not affect local revenue. Over time, it is possible 
that enrollment changes may prompt adjustments to local revenues, but more often local revenues do not decline even 
as enrollments do.

Some revenues from federal sources vary with enrollment, such as funds for the reimbursement of free and reduced-
price lunch, breakfast and milk programs. Since federal funding for schools is dispersed across a large number of funding 
streams, it is dif�cult to determine the exact percentage of federal funding that varies with enrollment.

Table 1 uses 2006-07 funding levels as reported by the Georgia Department of Education. The table shows that, for 
each student, the state provides an average of about $4,352 in education aid (excluding capital funds, debt service funds, 
etc.). Of the $4,352, about 90 percent, or $3,931, is directly responsive to changes in enrollment levels. Thus when a new 
student enters a school district, the district receives $3,931 in additional state funding on average. Conversely, when a 
student leaves a district, state per-student funding is reduced by $3,931 on average, with the district retaining $421 in state 

STATE SOURCES

Funding Based on Enrollment

Categorical Aid and Equalization 

TOTAL STATE SOURCES

LOCAL SOURCES

FEDERAL SOURCES

TOTAL 

$5,896,500,000 

$659,902,299 

$6,556,402,299 

$5,767,032,930 

$1,003,997,700 

$13,327,432,929

Amount

Change in Georgia School District Revenues Resulting from a Decline in Enrollment
(Enrollment Decline From 1,567,486 to 1,500,000)

Table 2

Per Student  
(FTE)

$3,931

$440

$4,371

$3,845 

$669 

$8,885 

Change Per 
Student

$0 

+$19 

+$19 

+$242 

+$42 

+$303 

Revenue Source

-$572,397,783

$0

-$572,397,783

$0

$0

-$572,397,783

 

Change from Actual 
2006-07 Revenue
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funds, the entire $3,603 from local sources and much of the $627 from federal sources. In the long run, all revenue is at 
least potentially variable with enrollment, with the exact extent dependent upon the decisions of local school boards and 
these who approve their budgets. However, these �gures give an accurate picture of how revenue changes with enrollment 
in the shorter term.

Table 2 further illustrates how school revenues are affected by enrollment declines. The table shows how Georgia�s 
aggregate and per-student school district revenues would have been affected if enrollment in the 2006-07 school year had 
been exactly 1.5 million rather than the actual �gure of 1,567,486 (a decline of 67,486). 

The table shows that, compared to actual revenues for the 2006-07 school year, the decline of 67,486 students would 
lower total district revenues by $572.4 million, but per-student revenues would actually increase by $303 per student. Even 
in an unrealistic scenario where all federal and state categorical revenues varied directly with enrollment, per-student 
revenues would still increase by $242 because local funding does not vary with enrollment. 

The implications of this analysis are:

Under the current system of Georgia public school funding, on average a decline in local district student 
enrollments, while resulting in a decline in total revenues, actually produces an increase in the resources available 
for educating each student who remains in the district.

Because local school funding does not vary with enrollment, a loss of students cannot result in lower per-student 
revenues being available to school districts.

Smaller public school enrollments can result in large savings for the state without reducing the per-student 
revenues available to local school districts.

Georgia could, as an alternative to realizing savings from enrollment declines, choose to use some or all of the 
savings in education aid to fund other educational programs or education reform initiatives. 

As long as the revenue loss associated with each student who leaves a school district is lower than the amount by 
which total school district expenditures are reduced when a student leaves, a local school district cannot be made worse 
off �nancially by the loss of a student. In Georgia, the loss of $3,931 on average in state funds, along with perhaps a small 
amount of federal funds, is lower than the expenditures attributable to each child. In the next section we will consider the 
extent to which these expenditures vary with enrollment.

How School Expenditures Vary with Enrollment

Evaluating the �scal impact of enrollment changes on Georgia school districts requires not only an understanding of 
how state education aid to communities is affected, but also some estimate of how expenditures of school districts change 
in response to enrollment changes. 

When students leave a school district, the district loses state aid associated with those children, but expenses associated 
with educating those children also decline. One criticism of school choice is that the loss of students is not accompanied by 
a concomitant decrease in expenses. While that may be true in the very short term (less than one school year) or with very 
small enrollment changes, the conclusion that expenditures can never decline when enrollments drop produces logically 
and empirically implausible conclusions. Increasingly, studies have demonstrated that local school district expenditures 
are sensitive to declines in enrollment.9 
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Using detailed school district data from the Georgia Department of Education, we employed an econometric approach to 
estimate the variable expenditures of educating each student in Georgia. We used detailed school district �nancial data from 
all districts for the 1999-2000 and 2006-07 school years to determine to what extent operating expenditures (all expenditures 
less capital expenditures and debt service) are variable (that is, responsive to the addition or loss of students in a district) 
and to what extent they are �xed. For this study we considered variable expenditures to be expenses that are variable over 
a period of at least a year. This analysis will test the expectation that school districts can and do adjust their expenditures 
to re�ect enrollment levels from one year to the next.

We developed simple linear regression models to estimate the expenditure structure of public schools in Georgia. After 
testing many models, we identi�ed the model with the strongest ability to describe and predict the expenditures of public 
schools according to changes in enrollment. It is expressed by the following equation:

 Where:

This model estimates that the variable expenditures associated with educating each additional public school student 
in Georgia in 2006-07 school year were $6,299 ($5,039 in real, in�ation-adjusted 1999 dollars) or 73 percent of the $8,642 
mean expenditure per student across all districts.10 The model explains 98 percent of the nominal change in school district 
expenditures between the 1999-00 and 2006-07 school years. The data for this analysis are at the school district level, and, as 
a result, enrollment changes over the years examined are much larger than those that occurred in individual schools within 
districts. These results are not meant to imply that an increase or decline in a small number of students in a school would 
necessarily lead to increases or decreases in school expenditures of $6,299 per student. But in larger numbers and across 
districts, over time expenditures are highly responsive to enrollment changes. 

a Dependent Variable: ChngExpenditures

0.988

R Standard Error  
of the Estimate

8347825

Variable Expenditure Model Summary

Table 3

Adjusted R Square

0.9750.975

R Square

1

Model

Variable Expenditure Model Summary

0.988

R Standard Error  
of the Estimate

8347825

Adjusted R Square

0.9750.975

R Square

1

Model

(Constant)
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Because the change in expenditures associated with each student who enters or leaves Georgia�s public schools is 
greater than the state education aid per student, the loss of students from a school district would have a net positive impact 
on local school district �nances. In the 2006-07 school year, the loss of a student from a district would mean the loss of about 
38 percent of revenues associated with that student (about $3,931 in state education aid), leaving another $4,651 in per-
student revenues in the district. At the same time, the district would (on average) see a decrease in expenditures of $6,299. 
Thus, at least in the short run, school districts are �nancially better off. Even if enrollment declines resulted in the loss of 
all categorical state aid (an unrealistic scenario) and all federal aid (similarly unrealistic), each district still would retain 
$3,603 per student in local revenues. 

Each year thousands of school children migrate between school districts; individual districts lose and gain students; 
and local districts regularly adjust their expenditures to accommodate these changes. Our analysis of U.S. Census Bureau 
data suggests that about 12 percent of Georgia school age children in 2007 live in a different home or apartment than they did 
in 2006.11 This implies that about 170,000 public school students change residences each year, and it is likely that a signi�cant 
percentage of those who move do so in a way that requires changing school districts. The number is likely to far exceed the 
number who would participate in a tax-credit scholarship program. Our analysis shows that concerns over the potential 
�scal impacts of school choice on local school districts not only are overstated, but they fail to understand the fundamental 
local district �scal effect of expanding school choice in Georgia: an increase in the resources available for each student 
who remains in the school district.

How State Education Aid Affects Local Education Expenditures

Developing a time-series database of state and local education �nance variables in Georgia allows us to examine and 
understand the impacts of enrollment changes and other important issues in education �nance. There are at least three 
important and related education �nance questions that may in�uence an evaluation of any program to expand the education 
options available to Georgia families: 

How does state education aid affect the aggregate level of local expenditures?

How does state education aid affect different expenditure categories?

How does state education aid affect the equitable provision of education services across local districts and among 
children across and within districts? 

None of these questions is the central focus of this study, but thoughtful consideration of a tax-credit scholarship 
program cannot escape these critical questions. Consideration of equity across local districts and among individual children 
is a topic for another study.

Each Dollar of Additional State Aid Increases School Expenditures by Only 53 Cents

Increases in state education aid do not necessarily result in a concomitant increase in educational expenditures by 
school districts. Local school districts can respond to an increase in state aid by reducing the local tax burden for education, 
or by shifting local expenditures from education to non-educational categories without either reducing tax collections or 
increasing education expenditures.12 

Based on our analysis of Georgia spending data, we estimate that between 1999 and 2007 each additional dollar of state 
education aid resulted in only 53 cents of additional education spending in public schools. This �gure is very close to estimates 
nationally and is actually well above the 40 cents found in a recent study of New Hampshire education �nance.13 Nevertheless, 
it does offer a cautionary note to those who seek to increase education expenditures by increasing state aid to schools.
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The legal requirement that state education aid be used for education spending is easy to meet without actually increasing 
local education budgets. Local governments can simply move the same number of local tax dollars out of the school budget 
as the number of state dollars that come into the school budget. A local government that reduces education expenditures by 
$1 million when it accepts an additional $1 million in state education aid has complied with the legal requirement to spend 
state education aid on education. The local government could spend the $1 million in new state funding on education while 
spending $1 million in local tax revenue�which it would have raised for education in the absence of the state aid � for other 
local services, in which case education spending would not increase and taxes would not be lowered, but spending on other 
local services would increase. Or it could simply reduce local taxes by $1 million, in which case taxes would be lowered 
while spending on both education and other local services would not increase. As our results and those of other researchers 
indicate, the most likely outcome of additional state education aid is a combination of increases in education spending, 
increases in non-education spending increases, and tax relief.

The results of this research also indicate that the amount of additional state education aid used for increased education 
expenditures (53 cents) is divided approximately according to state regulations, with about 72 percent (or 38 cents) going 
for instructional purposes and about 28 percent (15 cents) going to increase non-instructional expenditures. 

These �ndings and those in prior sections of this study support at least three important conclusions that are relevant 
to an evaluation of a tax-credit scholarship program:

Because each dollar of additional state education aid, on average, translates into about 53 cents of additional 
local spending on education services, the current system of education �nance is a relatively inef�cient method of 
increasing educational services and educational opportunities for Georgia students.

By contrast, education funding that provides scholarships for students to attend schools would result in $1 of 
educational expenditures for each $1 of funding (if administrative expenses for the program are counted as educational 
expenditures, as are administrative expenses in the public school system). For those most concerned with creating 
equitable educational opportunities across schools and districts, tax-credit scholarships are thus a more ef�cient 
mechanism for directing expenditures to education and for providing increased educational opportunities than is 
increased state education aid.

Because the reduction in school district revenue associated with declines in enrollment is less than variable cost of 
educating students, school districts cannot be made �nancially worse off (over periods of more than one year) by 
the loss of students to a scholarship program. This point will be discussed in greater detail later in this study.

Demographics of Georgia�s School-Age Children

Forty percent of students in Georgia�s public schools qualify for the federal free and reduced-price lunch program. 
That means they reside in households with income levels at or below 185 percent of federal poverty guidelines, which are 
based on family size. A family of four can earn up to $39,220 in 2008 and have its children qualify for free and reduced-price 
lunches (see Table 4). 

The percentage of students eligible for free and reduced-price lunch reported here is lower than that reported by the 
Georgia Department of Education. It reports that about 841,000 public school children quali�ed for free and reduced-price 
lunches in 2007.14 Because our analysis examined both public and private school students and looked at some detailed 
demographic factors for which the Georgia Department of Education does not make data available, we used U.S. Census 
Bureau 2006 data for our estimates of the characteristics of Georgia school children. In addition, we limited the age range 
of students for our analysis to ages 5-17. Our results indicate that 639,115 students ages 5-17 in K-12 public schools qualify for 
free or reduced price lunches and another 22,000 students qualify in private schools (see Figure 1). 
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Characteristics of Public and Private School Children in Georgia

According to the Georgia Department of Education, about 8 percent of Georgia school-age children either attend private 
schools or are home schooled. Local districts are required to report the number of private school students in their districts. 
However, the Department of Education does not verify the numbers, and school districts� ability to produce accurate counts, 
and their incentives for doing so, are uncertain. Our analysis of Census Bureau American Community Survey data, 2000 
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Decennial Census data, and Census Bureau Current Population Survey data suggests that about 10 percent of K-12 students, 
or nearly 165,000 students, are enrolled in private schools or home schooled. 

In the absence of a universal school choice program, parents will largely exercise school choice by choosing to live in 
communities that best match their preferences for educational services or by paying to have their children attend private 
schools. One result of the absence of a universal choice program is that families and school children segregate themselves 
along lines of income, parental educational attainment and race and ethnicity. 

This segregation is apparent in Georgia. An examination of the characteristics of Georgia school children provides 
some indications of the tendency to segregate in the absence of school choice. 

The percentage of children in private schools in Georgia is relatively low, but among white students the rate is higher 
than the U.S. average. Compared to the U.S., a smaller percentage of Hispanic and African-American children in 
Georgia attend private schools (see Figure 2).

A quarter of students in Georgia public schools come from families with an annual income below $25,000, compared 
to just 8 percent of students in private schools. Figure 3 shows the income distribution of both public and private 
school students in Georgia.

Children in Georgia are more segregated by income than children in most states. Compared to the U.S. average, lower- 
and middle-income families in Georgia have lower private school enrollments while, among families with higher incomes, 
private school enrollments are as high or higher in Georgia than in the U.S. Nevertheless, the demand for private schooling in 
Georgia increases signi� cantly as family income increases, suggesting an income elasticity of demand for private schooling 
of approximately 0.5 at lower income levels and 1.6 at the highest income levels. Income elasticity refers to the change in 
demand for private schooling that occurs with each percentage-point change in family income. An elasticity of 0.5 indicates 

25%

20%

15%

10%

5%

0%

Georgia�s Minority Children Have Fewer Educational Choices  

Figure 2

13.4%

14.8%

6.7%

3.9%

5.6%

White African-American Hispanic

Georgia

U.S.

African-American

13.4%

WhiteWhite African-AmericanAfrican-American

Author analysis of U.S. Census American Community Survey 2006 data for Georgia

4.1%



The Fiscal Impact of Tax-Credit Scholarships in Georgia

19February 2008

that, if family income doubled (an increase of 100 percent), there would be a corresponding increase in private school 
attendance of 50 percent. Figure 4 shows that lower and lower-middle income families in Georgia are underrepresented in 
private schools compared to the U.S. average.

Together, these data suggest that:

There are substantial economic and racial differences in the composition of public versus private schools in Georgia, 
indicating a difference in the ability of parents to choose private schools for their children.

The rates of private school enrollment among Georgia families of middle through higher incomes compared to 
enrollment among lower-income families suggest that a large percentage of Georgians view the public schools as 
a less attractive option for educating their children and families and that family income strongly in� uences the 
ability of families to exercise their preference for educational services. 

Without increased efforts to introduce more school choice programs, the signi� cant segregation along income and 
other lines that is apparent in Georgia schools will likely continue. 

Proposals to Increase Educational Options and Opportunities

Along with economic, demographic and other factors, the perceived quality of public schools in� uences the demand 
for private schooling in a state and a community. Our review of the demographics of Georgia�s public and private schools 
suggests that there is more separation of students along income and racial lines in Georgia than in most states. At the 
same time the demand for private schooling by lower-income and minority students likely is not satis� ed, largely because 
of the income constraints these families are more likely to face. 
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Georgia could achieve a number of important � scal and educational objectives by increasing the options parents have 
for educating their children. Tax-credit scholarships are one method of increasing the options parents have for educating 
their children. Proposals for such scholarships have arisen, in part, in response to concerns about the quality of public 
schooling and the rising demand for private schooling created by those concerns. 

Georgia is considering proposals to allow a tax credit to individuals and business for contributions made to organizations 
that provide tuition scholarships to families who want to attend private school. Under one proposal, tax credits are capped 
at $500 for a single taxpayer or $1,000 for a married couple � ling a joint tax return. Businesses could claim a credit against 
their corporate taxes up to 75 percent of their corporate tax liability. Total tax credits available to corporate and individual 
contributors to student scholarship granting organizations and educational improvement organizations would be capped at 
$50 million in the � rst year. 
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The impact of tax-credit scholarships would be determined by the amount of contributions to scholarship funds. The 
higher the contributions to scholarship organizations, the more tax credits would be claimed, but higher contributions would also 
make more scholarships available. Our analysis of tax-credit scholarships begins by considering the volume of contributions to 
scholarship organizations that can be expected. We will also consider the degree to which the program induces children currently 
in (or planning to attend) Georgia�s public schools to migrate to private schools. During the 2006-07 school year, the state paid, 
on average, about $4,352 for every student enrolled in a public school. For the scholarships to be � scally neutral or better for the 
state budget, they must induce enough students to migrate from public to private schools so that savings in state per-student 
education aid equal or exceed the income tax revenue foregone because of the tax credits. 
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 Forecasting the impact of Georgia�s proposed tax-credit scholarship program requires that we predict how parents would 
respond to the availability of scholarships. To estimate the number of students who would receive scholarships and attend private 
schools, we examined the size of the school-age population in public and private schools; the characteristics and differences of 
the population of school children in public and private schools; and how those differences likely would affect the demand for 
scholarships. We analyzed the interactive effects between the volume of scholarship funds available; the average dollar value of 
individual scholarship awards; the total number of scholarship awards; and the impact the migration of public school students 
to private schools would have on public school enrollments and �nances in Georgia.

Estimating Program Participation Levels

The �scal impact of the Georgia tax-credit scholarship proposal �rst would depend on the volume of contributions and 
the value of the tax credits claimed by individuals and corporations that fund scholarships. The proposed program calls for a 
maximum of $50 million in tax credits available for businesses and individual taxpayers. To begin our analysis, we consider the 
volume of contributions we can expect to be claimed.

With the proposed tax credit, businesses and individuals can choose to pay taxes to be used for general state services or 
they can contribute to a scholarship granting organization to provide scholarships for students enrolling in private schools or out-
of-district public schools. When businesses or individuals make a contribution to the tax credit program they directly target the 
use of their tax dollars to support education. Given this choice, many businesses and individuals can be expected to contribute to 
the program. With the proposed tax credit, Georgia increases educational expenditures in a way that does not occur when state 
education aid is increased. As we noted earlier, each additional dollar of state education aid increases school expenditures by only 
53 cents. With a tax-credit scholarship program, funding facilitated by tax credits would result in $1 of educational expenditures 
for each $1 spent. For many business and individuals, the ability to target their funding to educational expenditures would be an 
attractive option. 

Several states offer some type of tuition tax credit or deduction to assist families who want to send their children to independent 
schools. Minnesota, Iowa and Illinois offer a direct tax credit or deduction to parents sending their children to private schools. 
Arizona, Florida, Pennsylvania, Iowa and Rhode Island offer credits to individuals or corporations that contribute to organizations 
that provide private school scholarships. The experience of these states is directly relevant to the Georgia proposal.

By donating to scholarship organizations and receiving a tax credit in return, individuals and businesses contribute to 
Georgia�s public good in an amount equal to what they would have paid had they not contributed to the scholarship organization. 
Thus, total payment to the public good of Georgia by individuals and businesses is not lowered by the tax credit program; rather, 
contributors to scholarship organizations ensure that their payments go directly to support the education of Georgia students. As 
noted earlier in the study, funding contributed to scholarship organizations produces a larger overall increase in the educational 
services purchased per dollar compared to money spent on state education aid. 

In states such as Florida and Pennsylvania, the opportunity to direct tax payments to scholarship programs proved to be 
a powerful incentive for businesses to contribute, and in each state the initial caps placed on the total amount of business tax 
credits were reached in the �rst year of the program. Each state subsequently increased the total allowable tax credits.

Business Contributions to Scholarship Organizations

The experience of other states clearly indicates that we can reasonably expect businesses to contribute up to the maximum 
amount allowed by the cap, $50 million, in the �rst year. There are many reasons Georgia may want to provide a tax credit for 
businesses that contribute directly to educating Georgia�s children. Doing so would:
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Establish a convenient and consistent mechanism and incentive for businesses to contribute directly to educating 
Georgia�s children. 

Target educational expenditures directly to families and children rather than institutions that may reduce the amount 
of resources that go directly to students.

Direct resources to students most in need of educational options and least likely to bene�t from general increases in 
school district budgets.

Give businesses a meaningful and convenient way to address their concerns about the quality of public education and 
its impact on businesses and the Georgia economy.

Beyond the experience of other states, there are clear reasons why businesses can be expected to make contributions up to 
the maximum tax credit allowance:

In nationwide surveys, nearly half (48 percent) of all businesses indicated that education was their top priority for their 
philanthropic and civic activities.15 

In general, businesses are rewarded by owners, shareholders, equity analysts and �nancial institutions for minimizing 
the percentage of income going to taxes, because a lower tax burden is associated with sound �nancial management 
(even though contributions to Georgia tax-credit scholarships would be equivalent to the amount that would have been 
paid in taxes).

Unlike tax payments, contributions to a program such as the Georgia tax-credit scholarship program are assumed to 
generate concomitant civic and public relations opportunities and bene�ts. 

According to the Georgia Department of Revenue, 233,567 corporate income tax returns were �led in Georgia in 2006, 
with total taxable income of about $12 billion. Corporations paid about $812 million in corporate taxes to Georgia in 2006.16 These 
numbers suggest that a tuition tax credit program that capped credits at $50 million would, at most, allow Georgia corporations 
to offset about 6 percent of their corporate tax liability. However, because credits also are available to individuals as a credit 
against personal income taxes, competition for available credits is likely. 

Scholarship Contributions from Individuals

According to data from the Georgia Department of Revenue, if all $50 million in available credits were claimed by individuals 
rather than corporations, the more than $8 billion in income tax liability for Georgia residents would be reduced by about 0.6 
percent.17 

To estimate the volume of contributions and tax credits that would be claimed by individuals we developed a model that 
uses data on the charitable contributions of Georgia residents derived from the Internal Revenue Service�s Statistics of Income; 
historical survey research data on the percentage of charitable contributions that are directed to educational organizations; and 
analyses of the experience of other states with tuition tax credits. 

Among individuals, historically, about 20 percent of taxpayers have indicated that they contribute to educational organizations 
and about 30 percent of their total contributions go to education organizations.18 Charitable contributions as a percentage of 
Adjusted Gross Income (AGI) in Georgia have increased in recent years; in 2005, the most recent year for which contribution 
data are available, Georgia residents claimed charitable tax deductions equal to just more than 3 percent of their total AGI, or 
about $6.5 billion.19 
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Arizona has more than eight years� experience with an individual tax-credit scholarship program (more recently 
Arizona has enacted a corporate tax-credit scholarship program). In Arizona, individual contributions to scholarship 
organizations equal just over 1 percent of the total volume of charitable contributions in the state, and equal to about 0.03 
percent of the total AGI of Arizona residents.20 We applied Georgia�s historical rate of charitable giving to projections of 
the AGI of state residents to estimate the overall level of charitable contributions from individuals in the state for each 
year to 2015. We then applied ratios derived from the Arizona�s experience to produce two estimates (based on scholarship 
contributions as a percentage of all charitable contributions in Georgia and scholarship contributions as a percentage 
of total AGI) of total contributions to student scholarship organizations. Our �nal estimate was an average of the two 
projections. Table 5 presents our estimate of contributions from individual taxpayers by AGI in Georgia from 2008 to 
2015.21 The table indicates that individual taxpayers can be expected to claim tax credits for contributions in amounts 
nearly equal to the capped amount, again suggesting that there would be signi�cant competition for credits between 
corporations and individuals.

The �gures in Table 5 represent the amount of contributions that can be expected in the absence of a cap on 
available tax credits. Because contributions from corporations can be expected to be much greater than those from 
individuals, the actual amount of contributions claimed by individuals would depend upon how credits are allocated 
between corporations and individuals.

Tuition Prices Strongly In�uence Demand for Private Schools 

The impact that a tax-credit scholarship program would have on public and private school demographics in 
Georgia, as well as on state and local �nances, depends on the dollar amount of contributions, the decisions of 
scholarship organizations and the response of families of children in public and private schools to the availability of 
scholarships. These are dif�cult to forecast. Program design elements and eligibility criteria would combine to in�uence 
the participation of Georgia families. 

To estimate the response of Georgia families to the availability of tax-credit scholarships, we developed a model 
of the demand for private schooling that allows the manipulation of key policy variables and program design elements. 
Some of the variables included are:
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The income-eligibility requirements for program participation;

The average dollar value of tuition scholarships; and

The expected price elasticity of demand for private schooling according to income level.

Tax-credit scholarships lower the price of private schools for students who receive them. A number of studies have 
estimated the increase in demand for private schooling as a result of changes in the price of the schools. The most widely cited 
studies of the impact of changes in the price of private schools on demand (the price elasticity of demand) indicate that the 
demand for private schools increases as the price to families declines (and the demand decreases as the price rises), a so-called 
negative price elasticity. The range of estimates between these studies is large, however. Chiswick and Koutroumanes (1996) 
estimate a price elasticity of about -0.5, suggesting that a 10 percent decline in the price of private schools would lead to a 5 percent 
increase in demand, while Gwarntey and Stroup (1997) estimate a price elasticity of -1.1, suggesting that a 10 percent decline in 
the price of private schools would lead to an increase in demand of 11 percent.22 In Georgia, a 1994 study estimated the elasticity 
of demand for private schooling in the state to be -1.07.23

Both the participation rate and �scal impact of a scholarship program would be strongly in�uenced by the dollar value 
of the scholarships. To demonstrate the effect of changing the dollar value of scholarships, we consider a range of scholarship 
values from $1,500 to $4,500. 

The number of scenarios and program design combinations is nearly in�nite. Our purpose is to create an understanding of 
how design elements would affect program participation, and ultimately the �scal impact. For Georgia families, a scholarship 
with a value of $1,500 would represent a 25 percent reduction in the estimated average 2008 private school tuition of $5,940.24 To 
estimate program participation, we calculated the reduction in price that scholarships of various dollar values would have on our 
forecast of the average price of tuition and applied different price elasticities and means tests to the distribution of school-age 
children in public and private schools in Georgia. 

Figure 5 presents our estimate of participation in a scholarship program in Georgia at different scholarship values if all 
students were eligible regardless of income and if scholarships were of the same value regardless of family income. The chart 
shows that as many as 94,000 public school students, or about 6 percent, would seek to participate in a scholarship program with 
these design features, while obviously all of the current private school students (not including those home schooled or in private 
schools outside the state) would seek to take advantage of the program.

Figure 5 assumes that eligibility for scholarships is available to all children, regardless of family income. However, if a 
scholarship program were enacted in Georgia it might restrict eligibility�especially for students currently enrolled in private 
schools�by means testing or in some other manner. For �scal reasons that will be highlighted later in this study, it is bene�cial for 
the state to make as many public school children eligible for scholarships as possible to encourage maximum migration from the 
public to private schools. Depending on the dollar value of scholarships, means testing or a reduction in the value of scholarships 
as income rises can have a negative effect on the �scal impact of a tax-credit scholarship program. 

Figure 6 shows the impact on estimated demand for scholarships among public school students if eligibility is means 
tested. The means tests are based on eligibility for the federal free and reduced-price lunch program as highlighted in Table 4. 
Eligibility ranges from the standard set for the free and reduced-price lunch program (185 percent of federal poverty guidelines) 
to three times the family income that would make a student eligible for free and reduced-price lunches (about 555 percent of 
federal poverty guidelines). 

The �gure shows that means testing can dramatically reduce program participation because fewer public school families 
are eligible. As important, the elasticity of demand for private schooling is much lower among lower-income families, meaning 
they are less likely to participate in a scholarship program than higher-income families regardless of the value of the scholarship. 
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