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Abstract 

The economics of education literature considers competition as one of the tools 
to influence student outcomes. Since Hoxby (1994), increasing competition is 
considered as a means to improve student achievement. However, evidence 
remains mixed. This study argues that conflicting findings in the literature 
result from mismeasurement of competition. An innovative indicator is 
introduced. Results are obtained by exploiting shocks in central government 

evaluations of schools. In addition, ‘competition’ is disentangled into within- 
and between district mechanisms. Our results indicate that the proposed 
indicator of competition is more robust than common methods of measurement 
(e.g HI, C). Also, we find that competition at the board level dominates inter-
school competition. 

1 Introduction 

In his seminal work, Capitalism and Freedom, Friedman (1962) argues that introducing 

competition into the (public) education market will strengthen effectiveness of education 

systems. Hoxby (1994) confirms this statement by stating that increased competition from 

private schools improves achievement in public schools. Since the availability of private schooling 

is highly endogenous with the quality of public schooling, estimating this relationship is 

methodologically precarious. Some studies tried to overcome this issue by using an instrument 

to account for endogeneity. Frequently used instruments are the share of (past) Catholics in an 

area. Even after dealing with the identification problem, evidence remains mixed at best (Thapa, 

2013).  

Other studies measure competition using concentration indices such as the Herfindahl index (HI) 

(e.g. Grosskopf, Hayes, Taylor, & Weber, 2001). Studies using this index find little evidence of 

a clear relationship between competition and student achievement. In sum, based on the chosen 
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method of measurement, and possible related endogeneity issues, the evidence varies among 

empirical articles. The fundamental problem underlying the available and conflicting results from 

the theoretical foundations of the measurement of competition in the education economics 

literature. Endogenizing competition is not useful if competition is measured wrongly. First, 

consider three schools in an area. When two schools decide to consolidate in order to improve 

their efficiency and effectiveness, the third school faces more competition by the new consolidated 

school. Studies trying to link competition and achievement will report a negative or absent 

relationship: concentration increases while the private enrolment share is unaffected. Second, an 

increase in transparency better informs parents about their choice set and increases competition 

among schools. However, none of the available indicators changes when more information 

becomes available. We will exploit this idea of increased transparency to construct a new 

indicator of competition, which is more robust than those in the literature. The indicator is 

calculated for schools in Flanders. The case for Flanders is especially interesting since schools 

are evaluated by a central government commission at least once every 5 years. The moment of 

inspection is considered random within this 5-year period and the school visits are conducted 

following a standardized routine of reporting. 

2 Methodology 

Building on the theoretical framework of Boone (2008), we introduce an innovative way to 

measure competition, consistent with intuition and theory on competition. The idea of Boone is 

as follows: “In a more competitive industry, firms are punished more harshly for being inefficient”. 

Boone (2008) hence proposes a competition measure that is “both theoretically robust and does 

not pose more stringent data requirements than [common competition indicators]”. 

We translate this approach to the education market by looking at student enrolment; increased 

competition will most likely affect all schools in an area but the ‘best’ school will be affected 

least, in relative terms. We focus on metropolitan schools in Flanders to allow the possibility of 

parents to “vote with their feet”. This results in a sample of 842 schools, covered over a period 

of 6 years (2009-2014).  

We collected data from central government inspection reports and linked these to administrative 

data containing all schools in our sample. By looking at changes in the evaluation of the school, 

we obtain an measure of competition. In short, competition is low if bad schools are not affected 

by a negative advice commissioned by the central school inspection.  

In our data, an increase in transparency is observed to affect parents’ school choice in the 

following years. Those schools that are least affected by changes in its evaluations can be said 

to face the least competition. This new measure of competition in education is robust to all sorts 

of competition increases: consolidation of schools resulting in improved performance, (public or 

private) school openings or closings, etc. Hence, this indicator is monotonic in competition 

(Boone, 2008). 

Next, we disentangle competition into within- and between district competition. Urquiola (2005) 

argued that inter-district competition is more important than inter-school competition (within 

district). Competition then occurs mainly between providers of education (school boards in 
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charge of a district). By tracking changes in student enrolment we are able to single out these 

different mechanisms: do parents choose to send their children towards schools governed by the 

same board or do they pick a different school and school board altogether? 

3 Discussion & Conclusion 

This paper indicates two major shortcoming in the economics of education literature. First, 

common parametrizations like the Herfindahl index (or other concentration indices) and the 

share of private schools fail to measure competition adequately. By making use of exogenous 

shocks in transparency, we find that generally applied indicators can either increase or decrease 

in response to more severe competition. The inconsistency of these indicators reveals serious 

methodological fallacies in the literature which can be linked to the conflicting evidence 

available. Second, the focus in the competition debate should be shifted towards inter-district, 

instead of between school (and within district) competition. Although some rivalry exists 

between schools belonging to the same district, the main competition mechanism can be 

identified at the board level, between providers of education. 
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