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Abstract

The globalization debate has largely been foughwéen those who prophesize a “race
to the bottom” in government expenditure and theke foresee continued divergence,
with some states better shielded from global ecoamlatility. However, over the past

few decades there has, in fact, been “upward cgewee” in the percentage of national
income governments devote to public education, italamidst considerable cross-
national variance. This phenomenon has an enorrdstisbutional impact, yet it has

been largely neglected by political scientists. Wdsgplains this tremendous shift? This
paper argues that two forces in particular shapeatigregate pattern of human capital
expenditure: the level of democracy and the lefebmenness of any given state. By
developing a model of the political economy of eatian investment, and testing its
implications over a dataset of 115 countries fr@@60L.to 2002, this paper provides a first

cut at explaining this critical issue.
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Introduction

The globalization debate has largely been fougtwéen those who prophesize a
“race to the bottom” in government expenditure d@hdse who foresee a continued
divergence among those states who can shield tiagssieom global economic forces
and those who cannbfThis dialog has, however, largely ignored a sigaiit display of
“racing to the top”, apparent in government investirin education or “human capital”.
Since 1960 there has been a momentous increade iproportion of national income
that governments devote to educating their citizértgs is a phenomenon with an
enormous distributional impact. Numerous economettdies have shown a robust and
substantively significant relationship between phevision of education and economic
growth? Politicians have, perhaps unsurprisingly, beemewere hyperbolic: the British
Chancellor of the Exchequer and the governor of Bamk England declared that
“education is the best anti-poverty and social @aednomic development stratedy”.

Figure One demonstrates the magnitude of the aseilagrease in educational

! On downward convergence see Rodrik 1997 and Kurg@®2, on continued divergence see Kitschelt, et
al. 1999, Swank 2002, and Hall and Soskice 200@gd&wn 2001 provides an excellent summary of the
debate over globalization’s impact on the welfdetes

2 The major exception is the literature on how glidagion leads to the expansion of compensatory
welfare states, e.g. Katzenstein 1985, Garrett 18898 Rodrik 1998. However, this literature largely
focuses on globalization as increasing macroeconosiiance and thus as a potential negative shock
rather than as a positive opportunity. Moreovershad these works focus solely on the OECD cousitrie

% Well-known analyses of education’s positive impastgrowth include Mankiw et al 1992, Barro 1997,
Hall and Jones 1999, and Bils and Klenow 2000.

* Gordon Brown and Eddie George in 2002, as cita/aif 2004.
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expenditure: whereas in 1960 the international ayerexpenditure on education as a
percentage of GDP was 2.5%, by the mid 1990s tusaimost doubled to around 4.7%.

Figure One —Growth in Public Investment in Education 1960 to 1995
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However, despite this overall upward trend in etiooa there remains
considerable cross-national variance. The crossemat standard deviation of
expenditure on education as a percentage of GDRdtaally doubled since 1960. This
implies that whereas in 1960, 95% of states spetwden 0.5% and 4.5% of their
national income on education (e.g., ranging fronpaleo the United States in 1960), by
1995 this range had increased to between 0.5% &84, §e.g., ranging from Equatorial

Guinea to Denmark in 2000). Figure Two, which pnésekernel density estimates of
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public education spending across a sample of lafesstdemonstrates this significant

increase in variation.

Figure Two Kernel Density Function of Public Educaton Spending 1960 to 1995
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What then explains both this tremendous upwardt snfl the contemporary
cross-sectional variation? This paper argues tat forces in particular shape the
aggregate pattern of human capital expenditurelethe of democracyand the level of
opennessof a given state. Human capital investment greatffects the future
distribution of resources in society by using ediocato reshape the distribution of

income. Thus we should expect that institutions llemocracy that effectively represent
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the interests of the poorer members of society redpond to demands for sufthure
redistribution through the provision of public education. Howevegime type alone
cannot explain all of the observed variation. iclased economy the increased supply of
education will, all else equal, reduce the rateetdirn to educated workers. This creates
strong incentives to restrain education spendimgisT autarkic states, even democracies,
may still fail to fully expand education provisiom an open economy, however, factor
returns are determined by global, rather than, dtimenarket forces. An increased
supply of education is thus no longer met by aosisrdecline in the returns to education.
We should, hence, expect states that become meretopghe international economy to
increase their provision of education. Thus, theagsion of a country’s political sphere,
through democratization, and their economic sphém@ugh globalization, should be
met by a consequent increase in the sphere of ednca

By and large, political economists have focusedhenimpact of democracy and
globalization on forms ofimmediate redistribution, like unemployment benefit.
However, the study of their impact dature redistributionthrough education is a less
trodden path. This paper attempts to remedy thergémeglect of the cross-national
determinants of education investment by develogingpbherent formal framework and
testing it using a global dataset spanning ovellyfgears. The assertion that education
policy and democracy are linked is not unique watthe literature. A small literature on
the relationship between education and democrasydeaeloped recently, including

important works by Lake and Baum (2001), Brown &hahter (2004), Lindert (2004),

® Burgoon 2001. Rodrik 1998. Moreover there is gdditerature on the effects of political instituris on

immediateredistribution, e.g. Persson and Tabellini 2008r$en and Soskice 2001, Stephens, et al 2003.
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and Stasavage (2004). However, there has not beehaent attempt to both formally

model the connection between democracy and investmeeducation and test these
findings over a global dataset. Lake and Baum, deample, examine the political

determinants of secondary enrollments rather thtutational spending, and although
Brown and Hunter, Lindert, and Stasavage examiadatter variable they do so within

limited regions. Moreover, with the exception ohdert, none of these studies have fully
addressed the problem of reverse causation thaviiedhe link between democracy and
education. Finally, and most critically, this pamdso contributes an analysis derived
from the same formal framework, of how opennesthéointernational economy affects

education expenditure. The structure of this arguins developed as follows:

* In Section Two, the paper develops a model dematirsgr how states with elite
control will systematically under-provide human itapas compared to the
preferences of a “true” democratic median voter.

» Section Three tests this proposition using the “kmetlwn Polity IV dataset on
democracy with a sample of 115 states from 196®Q@62. This statistical
analysis is followed by a brief case comparisontted relationship between
regime change and educational expenditure in tkdal peninsula and in the
Philippines.

» Section Four extends the formal model to incorgoogten economy analysis and
follows this formalization with further empiricaihalysis. Various measures of
openness, including imports and exports, dutied, @eviations from predicted
levels of trade, are used to operationalize thenopss mechanism and

incorporated into the statistical analysis. A biase comparison follows of
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education expenditure in two highly closed SouthiaAsstates—India and
Bangladesh—and two highly open nearby states -dmhiand Malaysia.
» Section Five concludes by summarizing the relahgm¥etween open polities,

open economies, and education expenditure.

Section I: A Simple Model of Human Capital Investmat

Public investment in human capital is, at its caegyolitical decision over the
distribution of future endowments among the popoiat Hence, it is imperative to
examine precisely the manner in which economicepegfces over human capital are
aggregated through political institutions. The daling model demonstrates that the
greatest beneficiaries of human capital investnagst those individuals who (or, by
extension, whose children) are most likely to mfyeen being unskilled to skilled. Thus,
the presently unskilled are assumed to prefer éartituman capital investment. This
preference can hold even if some of the unskilleed anlikely to be the direct
beneficiaries of educational investment becauseeased skill provision should (at least
in a closed economy) increase unskilled relativgega On the other hand, the already
skilled lose out from human capital investmentwo ways: firstly, because their income
is above the mean they are always negatively a&ffeloy redistributive policy; secondly,
because the value of their skills (and of theiddren’s) is reduced as skill provision
expands. This implies that the key political dimensof human capital investment will
be the present skill level and income of the medmater. Thus, the model implies that in

states where the skilled elite controls decisiorkimg investment in human capital will,
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all else equal, be lower than in democracies, whwzesoter with median income is the
central political decision-maker.

The model proceeds in three stages. Firstly, | ldpve&a model of income
distribution, both on an individual basis, and begw skilled and unskilled workers.
Secondly, | examine the provision of human capaatd how this affects taxation.
Finally, 1 examine preferences over human capitdicp and how different “median
voters” will lead to different national human capipolicies.

The Distribution of Income

The following model assumes that individuals candbeded into skilled and
unskilled groups, with respective wagesandw,. It also assumes that individuals can
also be differentiated along an individual incomstrébution: gi. Total income for any
given individual is the sum of these two componegwts g + w;, whered = {S, U}.
Thus, any individual’'s income is comprised of augralefined element (skilled versus
unskilled) and an individualized element. The amdgtriction on the relation between the
group and individual components of income is tloatdll individuals who receivess, g
is greater than for those individuals receiving this ensures thats is always higher
thanyy. The population of the country in the model ismalized to one and it is divided
into a proportiorSwho possess the group skill, receiving and a proportiofl-S)who
do not possess the group skill, receiving Individuals fall into the skilled group
provided thatl—q,) =s < S. That is, those individuals whose individualizadome
is higher than the threshotgl (subtracted from one to create an individual 15kildex

S, which measures an individual’'s position on thell silistribution, where zero

represents the most skilled) are denoted as skilledse group wagesi andw,, are
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dependent on the aggregate supply of sEll&s the supply of skill$ gets larger, the
rate of return to skillsvs decreases and the rate of return to unskilledrlabgets larger.
This can be seen in the following labor market ¢iqua:
w, =0,-bS w, =g, +aS

Wages are a function efj (the basic rates of return @t= 0 and the skill supply
response parametessandb, which determine the slopes of the wage functitmsrder
to move an individual from being unskilled to s&dlthere is a cost of skillingg We can
parameterize in a number of manners—as a uniform cost, astimes, or as convex in
s—without fundamentally altering the subsequent tesuHowever, | choose to use
linear costs, both to aid simplicity of presentatend because in practice skilling costs
appear roughly to follow a linear pattérthus, we can observe in the modek ks,
wherek is a constant. From an aggregate perspectivdyitbmtomes viable to upskill an
individual if the difference in present and futuvages is greater than or equal to the cost
of upskilling. Thus, we can show that at the marmgin—- w, = ¢,* = ks* = kS*. Since
up-skilling the entire population becomes increglgirexpensive due to linear costs, an

equilibrium policy will tend to leave some of thepgulation unskilled. This basic model

is demonstrated simply in Figure Three.

® The linear model of cost is consistent with typisults on skilling: for example training a skillevel
1’ worker to skill ‘Level 2’ in the UK costs £180@hereas training a ‘Level 0’ worker to ‘Level 2sts

£3600. (HM Treasury 2004).
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Figure Three — The Basic Factor Supply Model

This basic version of the factor supply model, destates the effects of total

skill supply -SO[0]1]- on wage rates and the cost of skilling. As thepprtion of

individuals who are skilled rises, three effecte aoticeable: firstly, skilled wages
decline (at ratd); secondly, unskilled wages increase (at edfeand thirdly, the cost of
skilling the marginal unskilled person increasesteNthat the cost of skilling &* is
equal to the gap between skilled and unskilled wageen though the size of this skill
premium declines aS > S* the increased cost of skilling means that thelibgum at
S* still holds.
Taxation and Human Capital Investment

When the government invests in human capital ittrpay the cost of upskilling
citizens through taxation. As noted above, costsliaear in individualized income, and

are cheapest for the wealthiest citizens: ks = k- g, . The model of human

capital investment is constructed over two peri(@so and one) and assumes group
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skills can cannot be carried over from period toiqee® Thus all individuals in the
skilled group in round zero will become memberdhsf unskilled group in round one
unless public investment is made in human capité. can think of this assumption as
mirroring a two-generational set-up where pareraiag skilled wages still rely on
public education to skill their children. The inglualized income parametey;
represents a parent’s ability to leave an educatibequest to their offspring, which
advantages their acquisition of the group skillclsbequests could be private out-of-
school tuition, purchase of educational materieis! Hence, it is cheaper to educate the
children of those with higly;. The overall cost of public investment in humapit for
round one must be met by taxation of round zeronre which is derived from a flat
rate taxt. The total tax revenue will be the tax rate miikigh by average round zero

income ot(Y,) .

.
ta + WS + WL~ S) = t(%) = [ksds

The budget constraint above shows that the taxftake average income in round zero
must equal the summation of the costs of skilliog éach individual from the most
skilled (s = 0) to the marginal individualsf). After integrating, we get the following

results:

® This assumption is often made in the literaturehaman capital investment, e.g. Persson and Tabelli
2000. However, the model also holds if we allowls#liworkers to maintain their skills in both pet&
" This assumption could also be made if we assuommaex cost function for the production of educatio

that is, because of diminishing returns to inpikts feaching, or because of a fixed, scarce input.

10
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2 1

ty, = g(s*)z —t= k(Sj) S =5 = {Z—tﬂ

Thus, we can derive an equation demonstratingethe bf education provided in
round oneS;, as a function of the rate of taxatigpmound zero average incoifyg), and
the marginal cost of skilling. The next section demonstrates how individualgyesfces
over investment emerge and how the structure ottigadl institutions affects policy
outcomes.
Individual Preferences and Political Equilibria

With the budget constraint spelled out we can noxanene individual

preferences over public provision of human capitadividuals have a utility function

comprised of their net round zero incofhet)(q +w,,), their child's income
(assuming perfect intergenerational altruiélqn)k WJl), and any further externalities

produced by human capital investmeg(S) the latter two elements adjusted by a

discount factob:

U; = (1_ t)(qi + W.]O) + 5[(qi + WJl) + g(sl)]
The marginal impact of taxation and human capitaéstment on an individual’s utility

depends on their position in the income/skill dlgttion:

ot 0S, ot oS, ot
The effects of taxation on individuals are theisdoof round zero earnings through
taxation and the round one effects on their childrevages and on externalities. Both of

these latter discounted effects contain a termesapiting the marginal effect of taxation

on round one skill provision, which can be deriven the budget constraint equation:
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Since we assume thgt(S)is positive (that is, greater provision of skikads to greater
externalities), the only remaining element to balyred is the effect of skill provision
on round one skilled versus unskilled wages. THecedepends on two factors: firstly,
the supply elasticitiesh and a, of skilled and unskilled wages with respect tall sk
supply; secondly, the probability of becoming sdll which depends on an individual’s

position on the skill distributiof.This is defined ap(s) = pi, wherep’(s) < 0 and

P (S) > 0:

OWM_ %[
as, | oS

-t =)

The effects of human capital provision on round wages thus come in three
types. Firstly, there is an increased probabilityexeiving skilled rather than unskilled
wages in round one, which depends on the parenégepon the individual skill
distribution. Secondly, if the child does becomesipled for round one, there is a
negative effect of increased skill supply on thilestk wages they receive in that period —
a higher supply of skilled workers lowers skilledges. Conversely, if the child does not
become skilled in round one, there is a positiiectffrom increased skill provision,

which increases the relative value of unskilled @sagdPutting these equations together

produces this result:

8 This implies that for any given expansion of ediorg an individual has a lower probability of redeg
it if they are further along the skill distributipthat is, if they have a lowey. However, the larger the

expansion of education is, the higher is the prdiyabf receiving the skill endowment.

12
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W, __ 0 T 1~ J-bp + afte p) s 298]
ot [Qi + W.]O] + J{Ztk} {081 [W31 Wu1] bp + a(l pi) + 35S, }

We can now establish an equilibrium tax-rate anlli gtovision level for each individual

by taking the first order condition of this equatiand re-arranging it:

s=Yo| O[O0y, RN
= Bl (e -l -+l )+ 29

sz Yo O[Oy, o _ )4 00(8)
S, —ym[k(asl[wﬁ W] = bp +all- )+ = ﬂ

This produces the following comparative statics:

1) An individual’'s optimal tax rate and level of humaapital investment are
increasing in round zero average income, the diataate, the round one skill
premium, the increase in their probability of besiglled, the supply elasticity of

round one unskilled wages, and the marginal prodactf externalities.

2) An individual's optimal tax rate and level of humaapital investment are
decreasing in the marginal cost of education, thieund zero income (both for

the individual and the group), and the supply etdist of round one skilled
wages.

What can be seen from above, in particular, is pnesently skilled workers are always
likely to prefer lower levels of investment in humeapital than the unskilled. Why is
this the case? Presently skilled workers have highgividualized wages and higher
round zero group wages, a proportion of which tlose through taxation. They are also
most likely to have their children educated in rdume so they have a high probability
of seeing their children’s wages reduced in round through the skill supply effect.

Unskilled workers, conversely, lose less of theunnd zero income through taxation and

their children stand to benefit from increased grawages in round one, either because
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they move from being unskilled to skilled, or besauhey receive higher unskilled
wages as unskilled workers become scarcer. To aimfile analysis let us examine how
different “median voters” affect the equilibriumteaof human capital provision. If we
rephrase the optimal skill provision equation witdference to the median voter, we

obtain:

* — yo é apmed _ _ _ ag(s.l.)
S1med - omed |:k( GSl [W81 WUl] bpmed + a(l pmed) + GSl J}

This formulation makes it simple to see how the imedoter’s preferences over
education vary according to their relative incormeparticular, the difference between
the mean income and the median voter’'s income askdéy determinant of education
policy. As the median voter's income drops below thean income, the level of skill
provision gets ever high&in an autocracy, we should expect the “medianr/otehave
an income significantly higher than the mean citigancome because of the restriction
of the franchise to the elite (or even the leatlentselves). Thus, autocracies will have a
relatively low level of public education provisiom a full democracy, conversely, the
median voter should have the median level of incontee state, provided we assume a
uni-dimensional policy space. Since income is gahethought to be distributed in a
log-normal fashion, this means that the mediannmeas lower than the mean income,

implying that the multiplier at the front of the ke equation is greater than urify.

° As long as the skilled wage elasticity effect does outweigh the combined effects of the increased
probability of receiving higher wages, the unskillwage elasticity and the production of exterrediti
This assumption is highly likely to hold.

1% This logic is very similar to that famously ou#ih in Meltzer and Richard (1981). However, whereas

individuals with an income higher than the meaictyr disfavored taxation in Meltzer and Richard’'s

14
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Democracies are thus expected to have a highet t@veducation provision than

autocracies, all else equal, an assertion testddpth in the following section.

Section Ill: Examining the Relationship between Deracratization and Education

The model developed in Section Three, predictetlstedes whose median voter
was skewed away from the individual with median elsv of income would
systematically under-provide human capital. Thistisa tests this proposition using a
115 country dataset from 1960 to 2002. To be spediexamine the effects of changes
in a country’s level of democracy—using the welblam Polity IV dataset—on the
proportion of national income devoted to public exgiture on education. The
hypothesis developed in the previous section caspb#ed out explicitly as:

H1: Increased levels of democracy, as measured Istate’s Polity score, will be
associated with increased public expenditure orcatian as a percentage of GDP.

Before examining the statistical results obtaineds important to describe and
justify the choice of variables used. The formaldeloof human capital investment laid
out above focuses on moving individuals from ankilesi group to a skilled group.
Obviously, because this is a simplification of firecess of human capital development,
it is impossible to find a precise analog. There aearly a number of mechanisms
through which such human capital can be acquireldica&ion, on-the-job training,
private study, etc. However, in terms of aggregeational figures the only variable that

proves a tractable measure of state investmentb$icpexpenditure on education as a

formulation, because the model in this paper presiexternalities and because education must bedund
publicly, even the skilled prefer a strictly pogdtirate of taxation. Nonetheless, the relationshimean to

median income is the key determinant of preferences
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percentage of GDP. This variable comes from the World Bank’s WorldvBlmpment
Indicators and is available for 115 states fromQL86 2002, with an average of 15.4
observations for each state. The variable coversstate expenditure on primary,
secondary, and tertiary education and within thalysms is referred to agublic
education expenditurécross the sample this variable has a mean oadd?a standard
deviation of 1.9.

The variable has a number of advantages. Firdtlyas been widely used in the
economic literature examining the causes of cras®mal variation in growtfy
Secondly, because it is a ratio it is comparablessc states of different sizes and
incomes in a way that absolute expenditure figuaes not. Finally, it allows easy
comparison with the percentage of income devotedverall government expenditure,
which demonstrates threlative significance of human capital expenditure vis-sather
options open to governments. However, this meaisunardly flawless, since it fails to
indicate the intensity of educational expendituUs¢éates with high population growth
have extremely young populations; thus, a givercrgrgage of national income devoted

to education will lead to a smaller amount per etitdn a country with a high proportion

A number of other studies, e.g. Barro 1997, Laké Baum 2001, use secondary enrollment figures as
their proxy for education. Expenditure figures, lewer, allow us to better link investment in edumatio
the model developed in Section Two, since they omeaisputs rather than outputs.

12Barro and Lee 1994, and Hall and Jones 2000.

16
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of young educated people. Thus, the analysis csntoo the proportion opopulation
below fifteen years of adé

The model developed in the last section implied tha position of the median
voter in the income distribution would impact tlevel of educational expenditure. To
capture this mechanism | use the Marshall/JaggelisyRV variable Polity2.'* This
well-known variable ranges from -10 (the most atdtic state) to +10 (the most
democratic state) by one-point incremerslity2 has a mean of 0.29 and a standard
deviation of 7.6. While the Polity score is compdsof a variety of scores on
competitiveness and restrictions on executive gpgtion and recruitment (which add a
layer of complexity not fully represented by the dabof the previous section) the
overall -10 to 10 range corresponds effectivelythe concept of the position of the
median voter used in the modz2l.

A number of control variables are also includedhe data analysis in order to
capture key factors that may impact educationakssure. | control for the overall
level of government expenditurevhich is set as a percentage of national income
(excluding that devoted to education) in orderdatool for the size of the public sector.

This is critical since many authors assert thatamacy is related to the overall size of

13 This age is chosen because it had the best daitatility (it derives also from the World Developnt
Indicators). Althougtpublic education expendituiiacludes some students between 15 and 21, onédshou
expect a high degree of correlation between thpgrtmn under 15 and the proportion under 21.

4 Marshall and Jaggers 2002.

> A further justification for using the Polity scoig its use in the existing literature on the effeof

political institutions on social spending, e.g. eaind Baum 2001 and Brown and Hunter 2004.
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the public sectot® | also control for a state’gross domestic produdéh 1995 $US in
order to account for possible “Wagner’s Law” efgcnd forpopulation to control for
scale economies in the provision of public goodssd logs of these variables as standard
in the literature. The analysis also includes adgaiic term,squared log gross domestic
product to take account of the potential concavity of itlmme effect on education, that
is, the diminishing marginal returns to spendingra@xncome on education. Finally, a
time trend is also used to capture the seculae@s® in educational expenditure and thus
prevent confusing the fact that both democratiraiod educational expenditure have
trended upwards over the past five decades witlatcheal causal effect between the two
factors. All of these variables were obtained frtma World Development Indicators
database.

The data analysis tests a variety of cross-sedtiona-series models in order to
test the robustness of the suggested relationskipvelen democracy and education
spending. The first test uses the Beck-Katz pawetected standard error (PCSE)
technique’’ The PCSE technique essentially adapts standarthaoydleast squares
(OLS) regression to take account of the potentalporal autocorrelation and cross-
national contemporary correlation that bedevilsgbalata. By adapting the error term of
the OLS regression to incorporate a first-ordeomagressive process (AR1), and then
adjusting standard errors for contemporaneous latior, the PCSE method permits

standard OLS regression to be utlized. Thus, thasicb model is:

16 Boix 2001, and Boix and Adsera 2002. Others, iiclg Rodrik 1998, also assert a relationship betwee
openness and public spending, thus controllinggimvernment expenditure will also prove critical in
Section Five, which examines the effects of opesio@seducation expenditure.

" Beck and Katz 1995.

18
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Yo, =6, + BY, .+ BX + ), +e,, whereY is the dependent variabl¥) is a

one-period lag of the dependent varialeis the key independent variable of interest
(Polity2), Z is a vector of control variables, agdis an AR1 error term with composition

e =pe_, +& . The PCSE method then adjusts the resulting stdndeors for

contemporaneous correlation. The major advantaghi®fmethod is that it enables the
analyst to account for the whole range of temparal cross-national variation in the
dataset, while reducing the types of serial cofi@laproblems endemic in panel data.
The PCSE method is used in Model A in Table One.

The second test uses the classic fixed effects |pda@ method—another
standard approach for cross-country analyses & tyyoe. Unlike standard PCSE
regression, fixed effects models permit each stateave a different time-invariant error
term (or, put differently, a different constantie regression). This method thus controls
for the fact that all time periods for one statarghthe same valuable on one measure—
they belong to a specific state with possibly igiogatic educational expenditure. The

model used is thusY,, =B, + BY, ., + B, X, + Z,, +Uu; +e ., where the key

difference from before is that the regression dqunabow includes a country-specific
error term. The downside of fixed effects regressics that because of the country-
specific intercepts, they essentially measure dievis from group means, rather than the
differences between group means, that is, thewren-groups estimators rather than
between-groups estimators. This means that whitalfeffects regression is an effective
way to examine how changes in democracy affect athmal expenditure in a given

state, differences are brushed over between dtséesre always highly democratic and
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high spenders on education and those that are alewatypcratic and low spenders. The
fixed effects method is used in Model B in TableeOn

The third model used is a dynamic variant of thedi effects model known as
Arellano-Bond estimation (henceforth ABON). This method first differences the
fixed effects model (after removing the lagged daejemt variable) to produce the
following equation:

Yo =Y = BX = X)) +* UZy = Z) + (6 - &)
This differs from fixed effects regression by examg solely the period changes in the
relevant dependent and independent variables amsl directly analyses how period
shocks to democracy affect the short run firstedldhce in educational expenditure. The
ABOND method is used in model C in Table One.

The final two models deal with a potential bugbi@ahe analysis: the possibility
of reverse causation. It is quite possible that catdan itself could lead to
democratization, a theme touched upon in many wofksodernization theory’ If this
effect is real, then the resulting endogeneity wif Bolity2 variable will seriously bias
our coefficients because it will correlate with teor term. There are strong reasons to
believe that, in fact, this reverse causation iskaly to be driving the results obtained
earlier. For one thing, the dynamic Arellano-Bonddal estimates that there is a strong
period change effect of democracy on education. é¥@w it is difficult to imagine how
the reverse situation could hold, that is, thahe period change in education would lead

to a sudden shift in regime type. Moreover, Aceraagil al. have recently demonstrated

18 Greene 2003. 308.

9 Lipset 1959.
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that the purported causal effect from educatiomldmocracy is an artifact of between
country correlation and is not apparent in fixef@ets models’

Nevertheless, it is imperative to adjust the emoplrivork to take account of this
potential criticism. To do so, | develop two instrents for democracy, used in Models D
and E. It should be noted that developing instruséor usage in fixed effects models
can be challenging since it requires finding measuhat covary with the potentially
endogenous variablacross timerather than space. Thus, we cannot use common
instruments for democracy like colonial origins refigion, since these are not time-
varying across any tractable sample period. Tis ifistrument | employ is tHeve year
lag of Polity2 used in Model D. This has the advantage of a bmielation with the
Polity2 measure (0.86). However, there are a number auseproblems with using lags
as instruments, the chief being that any serialetation in the error term will retain the
bias. In the case of the five year lag this is waby if serial correlation extends back five
years but it is nonetheless a major concern. Maedkere is rarely ever asybstantive
justification for using lags as instruments. Ingte®lodel E uses thaverage Polity2
score in a country’s regioras the instrument (correlation of 0.74). This hame
substantive import and is not prone to the lag @rtelation problem. Moreover, it is
substantively exogenous—we have no reason to exipacthe level of democracy in a
region is caused by one particular state’s educgiadicy. Both Models D and E perform
two-stage least squares regression using thesenmstts and incorporate country-fixed

effects.

20 Acemoglu et al. 2004.
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Table One: Democracy and Public Expenditure on Eduation

MODEL A MODEL B MODELC MODEL D MODEL E
PCSE FIXED ABOND IV v
EFFECTS FIXED LAG 5 DV REGION
828 615 546 625 620
LAGGED DV (013)+ (017)+ (.032)*+* (021)++ (.020)++
007 014 023 023 021
POLITY (.003)* (.005)*** (.008)** (.008)*+* (010
-.000 -013 -.049 005 -.002
POP <15 (.004) (011) (027)* (012) (013)
-116 2.095 10.179 2.008 2.238
LOG (GDP) (.205) (822)* (2.407)+* ((954)% (.885)*
LOG (GDP) 003 -038 -215 -038 -.041
sQ (.004) (017)%* (.051)+ (.019)** (.019)**
-.093 -.049 -1.470 052 -.090
LOG (POP) (.026)** (225) (579)** (.249) (.246)
013 004 -.002 002 006
GOVT EXP (.004)*++ (.006) (.007) (007) (.007)
VEAR -013 -016 023 -016 -015
(.003)** (.006)** (.014) (007)* (007)*
29.738 7.342 4.439 3.988
CONSTANT (5.476)%* (14.324) - (16.106) (15.280)
N / STATES 1526 /115 1526 / 115 1150 /113 1468/11 1526 /115
ADJ. R SQ 826 894 . ; -
Short run FD +0.14% +0.28%+ +0.46%+ +0.46%+ +0.42%
Long run FD +0.81% +0.73% +1.06%+ +1.23% + 111

Standard errors in parentheses *=p < 0.1, *<@O05, ***=p<0.01

Table One reports results using the methods odtla®ve to analyze the effects
of democratization opublic education expenditurécross all of the models, including
the instrumental variables models, the coefficiegiating thePolity2 score topublic
education expenditurés statistically significant at thp < 0.05 level. The purported

magnitude of the coefficient varies between 0.00d @.023. In order to interpret this
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coefficient, it is most useful to examine short rmd long run first differences. If we
imagine a state converting from a full autocracyattull democracy in a given period,
this implies a change of twenty points in felity2 variable?* The short run impact of
this democratization would be to increase the am@pent on public education by
0.14% to 0.46% of national income. This would amtdonan increase of between four
and twelve percent in the educational expenditlitbeaverage state in the dataset.
The long run effects are much more dramatic. Toutate these effects | use the

following formula:B/(1 - y), where g is the coefficient onPolity2 and y is the

coefficient on the lagged dependent variable. Tidex is then multiplied by twenty in
order to show the long run effects of moving betwee total autocracy and a full
democracy. As Table One shows, the estimated longpffect of full democratization is
an increase in educational expenditure of betwe@t®@ and 1.23% of GDP. This would
amount to between a twenty and thirty percent emxein the education budget of the
average state in the data set. For states likeaCkihich in 1998 spent just two percent
of its budget on education, full democratizatian@hina’s case from a score of -7 to 10)
is predicted to lead to a between thirty and fd#ty-percent increase in the educational
budget—a shift of serious proportions.

The other control variables vary considerably iaithmagnitudes and statistical
significance across the models, largely as a cauesexg of the differences in cross-
sectional analysis between fixed effects models @h& type models. GDP growth is

positively related to educational expenditure, illath decreasing returns (a negative

2L This is a range similar in magnitude to the Parasg democratization discussed below, which moved

from a -9 score to a +10 score in the 1970s.
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coefficient on thesquared log GDRvariable) in the fixed effects models but insigraht
in the PCSE model. This implies that economic ghovgt a major explanatory effect
behind educational expenditure within states, bifterént levels of development
between states explain surprisingly little. The atxaverse results are obtained with
regards to population, which is insignificant irethxed effects models but statistically
significant and negative in direction in the PCSBdel. This in turn implies that
population growth has little effect on educatioeapenditures once the proportion of
under-fifteens is controlled for. However, largates appear to spend less proportionally
on education than small states in a cross-natianalysis—this seems likely to be a
result of returns to scale in the provision of pulgoods. It should be noted that the
ABOND method, which examines dynamic change throfiigh differences, does find
statistically significant results fdog GDP, squared log GDRandlog population in the
expected directions. This gives some credence dcstiygestion that all the purported
effects addressed above may well be present at @wedhe other hand, government
expenditure outside of education is generally im$igant, although positive in
magnitude when it does obtain statistical signifa
The Effects of Democracy on Education: Portugagi®and the Philippines

The model above demonstrated a clear, significdfecte of democracy on
educational expenditure across 115 nations fronD 1862002. However, the precise
mechanism at work becomes much clearer when we iegamore closely states that
underwent regime changes during the sample pehiothis section | briefly examine
three cases that amply demonstrate this procestugaf Spain, and the Philippines.

These cases have been selected because they shewecable variation on the Polity
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variable: ranges of, respectively, 19, 17 and ldudational expenditure has also gone
through significant changes in these states: ran§ds6%, 4.6% and 4% of GDP. The
Portuguese and Spanish examples of Iberian denmatrah show the expected increase
in education following the fall of the Salazar aRhnco regimes. The example of the
Philippines is, perhaps, even more intriguing sihaedergoes a relapse into autocracy
in the early 1970s before re-democratizing follogvthe fall of Marcos in 1986. What is
particularly interesting is that educational expame neatly tracks this change in
political representation.
Portugal

In the 1960s Portugal had arguably the most baakvealucational system in
Western Europe. Indeed, it was not until the mi@a9that the country made public
education available to all children between thesagfesix and twelve. Even then, under
the Salazar regime implementation of educationcpesi sorely lagged any legislative
expansion of education, leading to endemic illtgraHowever, the death of Salazar in
1970 and the bloodless coup of 1974 that removedsticcessor Caetano led to the
imposition of free elections and full democracy1®80 in Portugal. In the decade before
Salazar’'s death, public expenditure on educatiah dngeraged around 1.5% of GDP.
However, following the coup educational expendithmvered between 3.5% and 4%
from the mid 1970s through to the 1990s when mbkd to around 5.5%, the OECD
norm at the time. This second climb is partly doethe extension of compulsory

education from six to nine years in the mid-198@kjch led to an increase in the
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average years of education within the labor fofcen full year between 1982 and 1992
(from five to six years§?

Examining the transition to democracy and its retato economic policy in
detail, an intriguing tale emerges. While Salazad kargely conceived of education as
“teaching one’s place in life,” Caetano’s educatromister Veiga Simao (a Cambridge
educated physicist) proposed the “democratizatmPortuguese education in 1972.
Veiga Simao deliberately modeled his proposed nefoon the standard OECD pattern,
conceiving of education as human capital developmeather than Salazarian
indoctrination. Veiga Simao’s reforms included atteasion of compulsory education
and the reform of higher education. Ironically, @cling to Stoer and Dale, these very
reforms helped to sew the seeds of the regime’ssderStoer and Dale note that these
proposed reforms, intended to slow the drive to @macy and preserve the old regime
by creating “organization without mobilization,”stead “further stretched the credibility
of the largely discredited principle of corporatisrivhile the Caetano regime did not
survive 1974, Veiga Simao’s unimplemented refornesenadopted by the new socialist
left following the coup. The new socialist parteasd groups did not stop with the Veiga
Simao reforms: further steps were made to creatgenueducation, unify the secondary
school system, ban child labor, and to provide wiihnts. The reforms of the 1980s
(expanding the age of compulsory education to &murtand increasing funding during

the 1990s) were thus legacies not only of the itiansto democracy itself but of the

# Hartog and Vieira 1995. This second climb may &scthe result of entering the European Union (see
Section Four on the impact of economic integratiorskills).

2 stoer and Dale 1987.
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failed attempts of a fading autocracy to retainyap support. Figure Four shows the
relationship between democracy and education spgrichm 1960 to 2000 in Portugal.

Figure Four — The Effects of Democracy on Educatiospending in Portugal
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Like Portugal, Spain had its transition to demogracthe mid-1970s with the
death of Francisco Franco in 1975. Spain’s exparalion education prior to this
political change had been hardly higher than tHaPartugal, somewhat under 2% of
GDP. However, as in the Portuguese case, followmmocratization this figure rose to
over 3% by the mid 1980s and to over 4.5% by thd-D990s: a near-trebling of
expenditure. As in the Portuguese case, the flaumgid=ranco regime attempted to

reform education in the early 1970s but was untblenplement reforms successfully or
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to override the chief enemy of widespread publiaocadion: the church. Education in
Spain until 1970 had largely been the preservenefGatholic Church, which ran fee-
paying schools with a very limited membership. Sglareducation was extraordinarily
stratified: in 1965, only 3% of working-age Spadmhad attended secondary schools,
mostly the children of the upper middle class. TB®&F0 Education Act committed the
state to public financing of education for all stats, but this largely meant subsidization
of the Catholic private school system as a resfilthe necessary political bargain
between the government and the church, and lixpeesion was actually achiev&d.

The state school system developed slowly alongarage track but funding was
halting until the 1978 post-Franco constitution,iehhenshrined the right to secondary
education, and then the two Socialist educatiols,ttihe Ley Organica del Derecho a la
Educaciéon (LODE) in 1985 and the Ley Organica ddiacion General del Sistema
Educativo (LOGSE) in 1990—the latter of which exted compulsory education to
sixteen> The quantitative effects of the passage of theses lwere enormous in
magnitude: there was a doubling of real expendipar student contemporaneous with a
major increase in enrollment (from fifty to sevemgrcent of 14-18 year olds attending
school)®® Again, as in the Portuguese case, while the aitdinian regime of the early
1970s gave a nod to human capital developmentellarfpr technocratic economic
reasons), it was not until the democratic regimergied, and in particular the arrival of

the Socialist Party, that the state began fundioglip education at a level even

2 O’Malley (1995) 27.
% Boyd-Barret 1995.

% Boix, Carles 1998.118.
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approximating the Western European norm. Figuree Fshows the pattern of
democratization and education spending in Spam f£t865 to 2000.

Figure Five - The Effects of Democracy on Education Spending indgain
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The Philippines

Whereas the Spanish and Portuguese experienced aonlypward trend in
democratization during the sample period, the ppities experienced both autocratic
restrictions and democratization during this tirdering the 1960s, the Philippines had
been a moderately democratic state, scoring 5 erPtlity index. By 1972, however,
Ferdinand Marcos had seized power and this inded pummeted to -9.

Contemporaneously, educational expenditure, whaxh een rising from 2.2% to 2.8%



[30]  Weatherbead Center for International Affairs

of GDP before Marcos came to power, dropped shagpbhelow 2% for most of Marcos’

rule. Although in the 1960s, the then democratycalected Marcos had expanded
educational expenditure; this investment dropped@i after his declaration of martial

law in 1972. The steepest decline came in the €880s when the Filipino economy
nosedived into a prolonged recession forcing meybacks in all areas of government
investment. This budgetary collapse was largely rbsult of endemic corruption—

money that had been channeled into the public sechs largely appropriated by the
elites and consequently the percent of the pomulatn poverty grew from 43.8% in

1971 to 58.9% in 1985,

It was not until the late 1980s, after Marcos wascdd to resign power, that
educational expenditure recovered to its pre-19é%el] under the post-Marcos
democracy of Corrazin Aquino and her successorsd ¥, educational expenditure had
in fact tripled its late-Marcos level and climbea dver 4% of GDP, although it has
dropped back subsequently to its late 1990s aveochgaround 3.5% of GDP. This
dramatic post-Marcos increase was largely a coresempuof a key stipulation in the new
Filipino constitution of 1987 that education shobklthe largest proportion of the state’s
budget. Indeed, the constitution stipulates thateediture on education should be at
least 6% of GDP, which has not proved to be a nmealalg target given the actual
achievement of 3.5%, but it clearly demonstrates tetermination of the new

democratic government to specifically target edocaas a key policy devic&.Figure

2" Congressional Budget Office (1997).
% |t is also a useful confirmation that public edima expenditure as a percentage of GDP is an
appropriate dependent variable for the empiricallysis in this section, given that this variableswa

formally incorporated into the Filipino constitutio
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Six demonstrates the relationship between educatmmhdemocracy in the Philippines
from 1960 to 2000.

Figure Six - The Effects of Democracy on Education Spending irhe Philippines
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Section IV: Opening the Economy and the Effects diconomic Integration on
Education

Our analysis so far has been limited to a closed@uny state, in which the elite’s
relative control of the political system vis-a-Wige poor has been the key determinant of
the level of human capital investment. Fortunafelythe mass of society, the elite in

most states cannot remain entirely divorced frora tutside world. In particular,
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economic integration means that a state’s pricelshemce factor returns are no longer
entirely determined by domestic supply and demartus result, as developed by

Samuelson, is called the Factor Price Equalizagtieorem. Essentially, wages and other
factor returns are derived from internationally farm prices and are unrelated to the
relative factor endowments of states. While shiftdomestic factor supply might change

industrial structure, they no longer affect rateseturn once prices are set globafy.

A key implication of the model laid out in Sectidiree was that individuals at
the top of the skill distribution—the elite—woule lunlikely to support an expansion of
human capital provision because this would lowalesk wages through the supply
effect. However, if skilled wages are set on glotmarkets the impact of a change in
domestic supply and factor returns is minimizedoldal markets permit specialization,
thus allowing states to have far higher human a&pitovision than they could maintain
in an autarky. Moreover, although elites throughttvet developing world may well not
favor trade liberalization (because of the cla&taper-Samuelson effect on their wages,
as formulated by Rogowski), once they are in amaogeonomy they are, nevertheless,
more likely to favor human capital expansion thaeytwould be in a closed econony.
Put differently, education ikess disadvantageous the elite in an open economy. In
sum, greater integration with the internationalremay should lead to higher levels of

human capital investment, all else equal. This gsdpn can be demonstrated formally.

% The Factor Price Equalization comes from Samuels#¥8. The effects of factor supply changes on
industrial structure is most commonly derived friiva Rybczynski theorem (Feenstra 2004).

32 Samuelson and Stolper 1941, Rogowski 1988.
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Recall that the median voter’'s optimal human cépitdicy in a closed economy can be

defined as:

* — yo é apmed _ _ _ ag(Sl)
Slmed - o |:k( 681 [W81 WUl] bpmed + a(l pmed) + 681 ]j|

The effects of skill supply on skilled and unskillgroup wages are, respectively,
b anda. If a citizen acquires the group skill in periodeg this citizen faces the negative
effect of increased skill supply. Expanding skilipply to other individuals lowers the
returns to skilled citizens in round one by a cieeght b. Conversely, unskilled workers
in round one actually benefit from human capitadvision because it makes unskilled
labor scarcer, an effect derived through coefficeerHowever, opening the economy to
global markets means, at the limit, domestic supmdy longer affects skilled and

unskilled wage returns. In the model, this candendy reducing anda to zero:

* % — yo 5 apmed _ ag(Sl)
S1med - . {I( aSl [W31 Wu1]+ asl H

Provided that the median voter has a relativelyntegance of benefiting from
human capital investment (which seems likely gitlesir median position on the skill
distribution) and provided that the unskilled sypplasticity is not far larger than the
skilled supply elasticity, this should lead to arease in overall skill suppf{. This

change is also demonstrated in Figure Seven beddiveamove frons* to S**.

% The latter assumption would also hold if skilledrikers can perform unskilled tasks but not vicesaer

This would, absent bargaining power, lead to astlaand open economy value of zerodor
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Figure Seven — The Effects of Opening to Trade
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The extension of public education is thus unequallganore preferable to the skilled in
the open rather than the closed economy. If wenasgihat the median voter is either
already skilled in round zero or likely to bendfibom upskilling in round one, we can
develop the following hypothesis:

H2: Increased economic openness should be positiassociated with increased
expenditure on public education as a proportiomational income

In order to check for robustness and because ofnibki-faceted nature of
opening the economy, | test this hypothesis udimget different measures of economic
integration. Firstly, |1 use the standard measure dpenness used in the political
economy literature on the effects of globalizationthe size of government, exports plus
imports over GDP, taken from the World Developmiediicators datasét. While this is
the classic measure used in the field, it has abeurof potential flaws in relation to this

study. Firstly, the effect of opening the economydomestic factor returns is unlikely to

3L This measure is used by, among others, Rodrik 1888era and Boix 2001, and Garrett 1998.

34



Ben Ansell  [35]

be linear: that is, moving from autarky to expgetas imports equaling ten percent of
GDP (e.g. from Maoist China to 1960s Argentina)ikely to have a much stronger
effect on factor returns than moving from 100 t® Jkrcent of GDP (e.g. from Holland
to Belgium). Thus, in order to mitigate this efféaise the log of exports plus imports
over GDP:log opennessSecondly, this variable is highly affected by #ize of a state.
The US has low levels of exports plus imports rextause it is near-autarkic but because
it is a continental-sized state that is largely-sefficient. Equally, Angola has very high
levels of exports and imports but is hardly a papadof globalization. To partially
mitigate this problem, I control for population a@®P and, moreover, use country fixed
effects, which absorb the idiosyncratic natureamfrdries like the USA.

Since trade openness is not an ideal measurep uaks two other variables. The
first is a measure of the percentage of tax revénaiestates derive from customs duties
on imports. This provides a direct measure of @mmfof protectionism, since increasing
prices at the border protects otherwise over-priators from global competition. |
collected this measure from the World Developmedidators index and took its log to
produce the variableg duties There are, however, a number of potential pgfallth
this variable. Firstly, many poor states lack theelucratic capacity to manage an
effective income tax system and hence are forcerklio on duties for tax revenues.
Controlling for national income helps reduce thislgpem somewhat but it would be
ideal to accompany this measure with a controtdarcapacity. Secondly, duties are not
the only way in which states can control trade:aatwariety of Non-Tariff Barriers
(NTBs) exist, from quotas to voluntary export rasits to stringent product and labor

regulations. Clearly, duties alone will not proviggwith the whole picture.
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To remedy this problem with NTBs and to avoid thebtems that beset the
classic exports/imports openness measure, | as$dhe impact of a variable created by
Hiscox and Kastner that measures the distancestafta from its gravity-model predicted
optimal level of trad& This distance is then measured against an “idgalidard of the
Netherlands in 1964. As the authors put it, thesasures “represent the percentage
reduction in imports in each country year thatus tb the deviation of trade policy from
the ‘free-trade’ benchmark policies of the Nethedis in 1964.” Critically, this measure
examines theutcomeof trade policies without having to measure eachvidual policy
and find a method of weighting or aggregation. Higcox-Kastnermeasure comes in
two forms, a basic country-year fixed effects mo(BCFE) and an amended model
(ACFE), where the amended form, used in this stuales into account each state’s
relative factor abundance plus a measure for wéalth

As in Model B in Table One, the statistical modséd is a fixed effects model
with the following regression equation:

Yo =B+ B+ B X+ +u e
Using the fixed effects method seems most apprepinethat the formal model outlined
above analyzes the effect in one state of moviognfa closed to an open economy. The
only difference from the democracy regressionsaati®n Four is that X is now a

measure of openness rather than the Polity scheePolity score is included as a control

% Hiscox and Kastner 2002.

33 All regressions were also conducted using thechfasin with near identical results. Log versionsreve
also used with similar results.

3 PCSE and ABOND regressions were also conductegbanticed substantively and statistically similar

results to those obtained using a fixed effectsassion.
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variable in Models B, D, and F. Six models are ené=sd in Table Two: the first two
examine the effects of export/import opennesssdumond two examine the effects of the
duty composition of taxation, and the final two tise Hiscox-Kastner measure.

Models A and B in Table Two show that export/impopenness is predicted to
have a substantial impact on public educationakéedfture. The models predict that the
effect of openness is substantial: moving fromftfie to the ninety-fifth percentile on
the index is associated with a short-run increaseducational spending of between
0.46% and 0.54% of GDP. The long-run impact cacdleulated as between 1.18% and
1.37% of GDP—this amounts to an increase in educakiexpenditure of nearly a third
in the average country in the sample. The Polityabde, when included, is statistically
significant and hardly affects the impact of opemerhis implies that the effects of
openness and democracy are additive rather thamaative: hence the presence of
somewhat autocratic states with high openness ahtational expenditure like
Singapore and Malaysia and, conversely, the exasten relatively closed democracies

with high educational spending like modern SoutHoaf>

% | also tested a model incorporating an interaciiaiable multiplying each measure of opennesshiy t
Polity score. The coefficient on this variable wasver statistically different from zero and did not

significantly impact the coefficients or standartbes of the separate openness and Polity terms.
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Table Two: Openness and Public Expenditure on Edudesn

MODEL A

603
(.018)***

271
(.087)**

-.015
(.011)

2.245
(.821)*+

-.044
(.017)%

.007
(.224)

.002
(.006)

-.012
(.006)**

1528 /114

.894

+0.46%

+1.18***

MODEL B

608
(.018)**

232
(.08Q)*+

012
(.005)**

-.015
(.011)

2.180
(.833)*+

-.041
(017)*

-.012
(.225)

.003
(.006)

-.016
(.00B)*+*

1501/113

.896

+ 0.54%

+1.37%%

MODEL C

581
(.023)*+

-.061
(.037)*

-.016
(.013)

2.845
(1.133)**

-.059
(.023)*

335
(.341)

.006
(.009)

-.005
(.008)

1091/98

.906

-0.37*

-0.87*

MODEL D

573
(.023)**

-.074
(.037)*

021
(.006)***

018
(.014)

2.684
(1.151)*

-.053
(.024)*

288
(.340)

010
(.009)

-014
(.008)

1066 /9

.908

- 0.44%

- 1.04%

MODEL E

552
(.027)*+

-.036
(.007)**

042
(0L7)**

1.898
(1.419)

-.034
(.029)

-.262
(.344)

022
(.011)*

.006
(.010)

771162

.905

- 1.26%**

2.81%**

MODEL F

552
(.027)**

-.034
(.008)***

012
(.007)*

042
(.018)**

2.024
(1.421)

-.036
(.029)

-.293
(.344)

027
(.012)**

.002
(.010)

756 / 61

.908

- 1.19%**

- 2.66%**

All models use state fixed effects. Standard eroparentheses * = p < 0.1,** = p < 0.05, *** =0.01
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Models C and D incorporate theg dutiesvariable. This time, as expected, the
coefficient is strongly negative because greatetgationism should be associated with
reduced education spending. In Model C tbg dutiesvariable is only statistically
significant at the ten percent level, but once Rodity measure has been included the
estimated magnitude and statistical significancehef coefficient increase somewhat.
Model D implies a short run decrease in educatierpenditure of 0.44% of GDP and a
long run decrease of 1.04% of GDP following a méwen the fifth to the ninety-fifth
percentile on théog dutiesscale, very similar in magnitude to the same ghifthelog
opennesdex.

Models E and F demonstrate the effect of incorfrogathe Hiscox-Kastner
amended trade-orientation variable, which is dieéily significant at the one percent
level, although the dataset is reduced to sixty-twointries and the time range to
between 1960 and 1992. The predicted effect of ngpfriom the fifth to the ninety-fifth
percentile on the Hiscox-Kastner index is a drogeducational spending of 1.26% of
GDP in the short run and 2.81% of GDP in the lomg, implying a substantively vast
impact of restrictions on trade. This implies tive¢re China to become as “trade-
friendly” as West Germany, this would be associatét a long run increase of 140% in
its educational expenditure. The coefficientRwlity2 is identical to that obtained in the
log opennessinalysis, albeit with a lower level of significanbecause of the reduced
dataset.

How Openness Effects Education: An lllustratioisouth Asia
The results obtained above point to a powerful ichpaf globalization on

educational expenditure. However, without concoetges to match them to, this analysis
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remains abstract. | now present a brief analysiba? this pattern played out in four
South Asian states: Bangladesh, India, MalaysiaTarailand®® These four states vary a
great deal in their level of openness to the iraBomal economy. While all four have
become increasingly open since 1960, they have dongom very different starting
points. Over the period of the sample there isearctistinction between the relatively
closed economies of Bangladesh and India and the mpen economies of Malaysia
and Thailand. For example, their mean levels ofoetspplus imports over GDP across
the sample period differ by an order of magnituglangladesh’s average is 22.2% and
India scores 15.2%, whereas Thailand has an opehenvs of 59.3% and Malaysia the
extreme of 121% of GDP. This variation shows upssithe other measures as well. In
terms of the percentage of taxes collected in duBangladesh scores 30%, India, 28%,
Malaysia 15%, and Thailand 11% in 1999. Finallye tHiscox-Kastner dataset also
displays this significant variation (although itobxdes Bangladesh): India receives a
mean BCFE score of 49.4 (where zero representdN#teerlands in 1964), whereas
Thailand scores 34.0 and Malaysia scores 30.9.

Thus across the range of measures of opennessirusieel data analysis above
these states differ substantially. Yet this randevariation is perhaps somewhat
surprising. The countries are all neighbors aldrgyEastern coast of the Indian Ocean.

Three out of four were British colonies in the gaphrt of the twentieth century. None

% These states are also incorporated in Peter Lisdmmalysis on the effects of elite bias on edocai
composition, which suggests that the Indian biagatd tertiary education and their low overall lesvef
educational expenditure are a result of the antiabratic nature of the caste system and one palgy r
My analysis suggests a different explanation ofltitéan paradox: its lack of openness to the irggomal

economy, which has enabled the elite to gathecigaents from their education. Lindert 2004. 48-5
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was particularly wealthy in 1960—all had a GDP papita below $1000 dollars (in
1995 3US), less than half the average Latin AmariGDP per capita at the time.
Although India obviously had a population and atearfing the other states, this hardly
explains the enigma of Bangladeshi under-educatisia-vis Malaysia and Thailand. In
fact, except for a couple of years at the end efi80s, India and Bangladesh have not
had rates of public education higher than Thailand Malaysia across the entire sample
period.

Focusing on the Malaysian/Indian comparison, itusthobe noted how the
Malaysians have made mass education a critical ezlerof their overall economic
strategy. The two-decade New Economic Program (18671890) in Malaysia and the
New Development Program established in 1991 bothdsaa key aim the development
of “a strong human resource orientation in ordepeédnternationally competitive during
the process of industrialization”” Indian development, conversely, was focused on
developing domestic import-substituting industriesgely controlled by the political
elites. The success of such industries dependéerratore on easy access to import
licenses and official corruption than on internaéilty competitive human capital. Even
today, in a more open India, with its software eegrs fully integrated into the
international economy, mass education remains feag@d and piecemeal: in the 1990s
nearly half of all Indian adults remained illitezdt Figure Eight below demonstrates the
varied paths of Bangladesh, India, Malaysia andilahd with regard to educational

expenditure since 1960. The bottom left point fache state represents their level of

3" Mukherjee and Singh 1995. 183.

38 |indert 2004. 47.
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openness and public education in 1960 and the qubst years are connected. It is

apparent from the figure that the relationship leetvopenness and education has been

extremely close over this period, both within thetes and between them.

Figure Eight — Openness and Public Educational Expeliture in South East Asia
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Section V: Conclusion

Public provision of education is not merely theypsmn of a merit good; it has
the capacity to fundamentally alter the distribatiaf income in society in the future.
This paper has sought to show that these verydistalbutional implications are greatly
affected by a country’s political institutions artdeir position in the international
economy. Political institutions determiméhosevote counts more, as such, when they
systematically favor the most skilled it is likeilyat provision of further skills through
public education will be relatively low. The skillehave a strong incentive to maintain
their dominant position: a position that is liketybe significantly weakened through the
expansion of skills because of the decreased $gafcskilled workers. As the franchise
expands to include unskilled individuals, whose ifeas stand to directly benefit from
upskilling, the likelihood of increased public irstment in human capital becomes ever
higher. Following this logic, statistical analyef115 states across the past four decades
demonstrates a clear association between thedédelmocracy of a state and its level of
human capital investment—moving from democracy utoberacy leads to a predicted
twenty to thirty percent expansion in average etioigal investment in the long run.
This magnitude appears even greater when one @asidpecific cases of
democratization. The histories of Portugal, Spaid tne Philippines amply demonstrate
the potential of democratization to lead to reviolus in educational expenditure.

A state’s position within the international econodstermines the returns to skill
and thus alters the framework of incentives facaiiggens. Skilled individuals in a
globalizing state are less affected by increasdtl mlovision than they would be in an

autarky. Their wages are no longer set purely byekiic demand and supply, hence
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shifts in domestic supply have a much reduced impacskilled wages. Because open
states can specialize within the global economy possibility of a high-skill
equilibrium state becomes realizable. Statistioalysis of this proposition showed some
dramatic results. Moving from an autarky to the trtoghly open economy can lead to a
long run increase of thirty to seventy in the ageraducational expenditure. The case
comparison of Bangladesh and India to Thailand Mathysia provides a sharp contrast
of closed to open economies in South Asia. It sstggthat the famed failure of Indian
education to expand beyond elite provision may Ipesalt of India’s relative seclusion
from the global economy. Conversely, the great esg®f the South East Asian tigers
demonstrates the comity between open markets ghddirels of educational spending.
An analysis of these broad measures of politicsiititions and globalization is
only a first start in developing a political econprof human capital. Democracy and
openness are perhaps unwieldy instruments withtwtianalyze effects on education.
Perhaps disaggregating these variables into méireedecategories would provide extra
traction on the questions at hand. Do presidestiatems lead to higher human capital
provision than parliamentary ones? What is the obleederalism on such expenditure?
Would other measures of openness like foreign tirestment help fill out the puzzle
of why globalization appears associated with ingeelainvestment in education? These
guestions are critical future steps in the reseafcfiuture redistribution”. Nonetheless,
this paper demonstrates that, at the broadest lepeh polities and open economies lead

to the opening up of education to the masses.
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