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Education Landscape (1)
The education landscape has changed fundamentally in the last 20 years

38% of primary-school going children in South Asia and 14% in Sub-Saharan Africa now attend private 
schools

◦ In Indian states like Telangana, it is > 60%

Private education spending has been increasing—and more so in low-income countries (Das & 
Dobbin, 2026)



Education Landscape (2)
The very large market share of private schools in primary education understates its importance

Even when children do not attend a private school, a private school in the area that children go to 
school will completely change the underlying structure and dynamics of schooling

◦ For example, any improvement/deterioration in the public schools will be met with a response from the 
private school. Not taking this response into account provides an incomplete accounting of policy impacts

An alternative measure that provides a better sense of the importance of private schools is
◦ How many children attend schools in “markets” where there are other schools as well
◦ How many schools are located in “markets” where there are other schools as well

LEAPS sample, Pakistan: 72% of all schools and 71.5% of all enrolled students lived in villages with six 
or more schools.

Telangana, India: 8.4% of schools are located in markets with one school, 53% are in markets with six 
or more. From the consumer side, 4.2% of enrolled children attend schools in single-facility markets, 
while 75% are in markets offering six or more options.

Das and Dobbin (2026) label this environment “Human Capital Markets”



This presentation
Characterize Human Capital Markets in Education

Discuss evaluations of two interventions with private schools
◦ Evaluation 1: Provision of Grants

◦ Evaluation 2: Provision of Loans and Educational Products and Services (EPS)

These are private solutions for private schools—they do not involve any public funding

Argument: Private schools choose their market positions in response to public and private 
competitors and their own constraints. Without careful design, policies can reduce competition
and worsen outcomes. Competition-increasing policies can significantly improve outcomes and
provide sustainable outlays for private investors.



Model
We have to think of private schools choosing market positions in terms of strategy. 

◦ Where should they locate? What quality should they provide? How much should they charge?

In Hotelling’s model of ice-cream sellers, consumers are located along a street and there are 2 
ice-cream sellers. 

Equilibrium is that they will both set up in the middle and split the market, earning zero profits. 

Fundamental Insight 1: This is because they can’t change the price. Allowing them to set price 
sets off a trade-off: should I locate closer to the center and get more consumers but also engage 
in more intense price competition or should I differentiate myself and soften price competition, 
but potentially lose consumers. Product differentiation softens price competition.

Fundamental Insight 2: Consequently, a low-quality, low-price school may be a strategic choice
that actually gives higher profits to the firm than choosing to compete at high quality with other 
schools in the same bracket



Characterizing the environment
The picture shows a single village

Private schools in Pakistan went up from 3700 in 
the early 1980s to >45,000 by 2011

Private schools on average are 
◦ Cheap (less than a dime a day)

◦ Use locally educated female teachers, who have 
finished their schooling but are currently unmarried

◦ Make profits because wages for teachers are very low

◦ Face little ex-post regulation and no subsidies for 
most of our study period

Globally, at least 28% of children in primary 
education are in private schools

Private schools have created massive choice: 
60% of Punjab, Pakistan’s rural children live 
in villages with multiple (7-8) schools to 
choose from



Implication of human capital markets
Heterogeneity in school value added and the private 
premium (American Economic Review, 2025)

Many policymakers are interested in the question of 
whether private schools are “better”

In human capital markets, this is not a well-defined 
question

If quality varies within village and sector, this creates 
treatment heterogeneity: ‘Private school effect’ 
depends on quality of sending & receiving school, 
ranging from min. of 2 to max. of 8 in figure

Impact of policy like vouchers will depend critically on 
identity of schools that are in the program and the 
reallocations that this induces

A single village with public and private schools 
and (dummy) school quality numbers

https://www.aeaweb.org/articles?id=10.1257/aer.20221422
https://www.aeaweb.org/articles?id=10.1257/aer.20221422


Results on Variation in Human Capital 
Markets
Compute School Value-Added: The annual gain in test scores a randomly selected child would experience 
in the school

45% of variation in SVA is 
across village

Average gap of 0.43sd 
between best and worst 
school in a village compared 
to average yearly test score 
gains of 0.39sd in sample.



Results: Variation in SVA by village and 
sector

Pink: public schools; Black: private schools. All villages and all schools shown, sorted by average 
quality of public schools in the village

45-46% of 
SVA variation 
for public 
and private 
sector 
respectively 
is within 
village

Lowest performing schools are all 
public, but most villages with low 
performing public schools also 
have better performing public 
schools

Best performing schools are both public & private



Variation across 
public and 
private schools



SVA among 
public versus 
private schools



Strategic 
positioning and 
market 
responses



Investing in education markets: Grants
If schools choose their market positions, how can policy help?

Suppose schools choose their market positions subject to constraints. Lifting those constraints 
can improve outcomes—under careful design

Experiment 1

Upping the ante: The equilibrium effects of unconditional grants to private schools (American 
Economic Review, 2020)

Starting point: Schools do not have access to finance. 

◦ 95% of school owners say that funds for improvement come from `their own pocket’ or 
school fees & 50% say that the biggest issue is that their schools need investment

https://www.aeaweb.org/articles?id=10.1257/aer.20180924


Investing in education markets: Grants
Financing a single school in a village will increase enrolment, but not quality. 

Why? Because it can steal enrolment from other schools, who cannot react because 
they lacks access to finance. 
◦ Intervention increases market power, decreases competition, even though it can yield high 

financial returns.

Financing all schools in the village reduces the benefits of the market-stealing strategy 
since other school can react. 
◦ Option is to grow the market by increasing quality and charging higher fees. 

Fundamental difference: market-stealing allows greater fees only for new children; 
market-growth allows greater fees among all children



Investing in education markets: Grants
Provide (unconditional) cash grants of Rs.50,000 ($500) to rural private schools in Pakistan (15% 
of median annual revenue).

  Very little monitoring, regulation, standards and no additional help in training or educational 
investments

Village-level treatment with varied financial saturation: Vary grant coverage level from LOW 
SATURATION (only one private school in village) to HIGH SATURATION (all private schools in 
village), noting that there are 3.3 private schools in the average village



Investing in 
human capital 
markets

Treatment 
Arm

Enrollm
ent

School 
Closure

Posted 
Fees

Posted
Monthly 
Revenues

Collected 
Monthly 
Revenues

Fees based on 
collection

Test 
Scores

Low-
treated

+22** -.09*** +0 +9327** +6992** -8 to -19 -0

High +9 -0 +19** +5005* +4642* +18 to +29 +0.17*
*

Low-
untreated

-0 -0 -0 -0 +0 -0 +0

Baseline/C
ontrol 
(School 
Level)

164 12.5 238 38654 38654 224 -0.21



Investing in education markets: Grants
Based on revenues and expenditures, internal rate of return (IRR) is between 37% and 58%, 
compared to  prevailing market interest rates of 15-20%.

Implication: The returns to providing cash grants with minimal monitoring and no strings 
attached to randomly chosen schools with zero selection yields very high returns, considerable 
above market interest rates

Welfare: Compare giving money to one school in 3 villages versus all 3 schools in one village.

Policy 1: Better for school owners with higher profits. Policy reduces competition.

Policy 2: Better test score gains of 115sd compared to 60-70sd under L.

Thus, a trade-off between social and private returns. Key point is that design of the product can 
itself provide the incentives to improve quality—once the market structure is understood.



Investing in education markets: Loans
Thus far, we have demonstrated that schools make strategic location choices subject to 
constraints

Lifting these constraints can improve outcomes, and design can be used to provide incentives 
without extensive monitoring

Questions

1. We have shown that grants can improve outcomes. What about loans?

2. These are shorter-term results. What about results over the medium-term, 4-5 years?



Investing in education markets: Loans
Helping Schools Survive: Experimental Evidence on the Impact of Financial and Educational 
Support to Private Schools (NBER, 2025)

Experiment 

Screen schools for demand for loans. 

Among schools who say “yes, they want a loan,” randomize into giving a loan versus control
◦ Additional arm discussed in paper

Add a cross-cutting arm—educational trade-fairs where education service providers set up 
booths, schools come and choose products and buy at market price

◦ Setting up and vendor choice done by our team—most popular product was OUP textbooks

◦ We call this the Education Products and Services or EPS arm



Investing in education markets: Loans
Take-up of products: 36% for loan, 27% EPS

Returns on loans: Portfolio return of 27.18% and Annual Rate or Return (ARR) of 12.8%. For 
loans with fully completed terms, the return and ARR increase to 30.6% and 14.3% respectively. 
Compares to lending rate of 8.2–10.2% and deposit rates of 4.5–6%.

◦ 96% of total principal and interest due had been repaid (97% if we restrict to completed tenure loans)

Note: Again, these are schools selected only on the basis of them saying that they wanted a loan 
and minimal further due diligence. Most use a personal guarantee as a collateral. With random 
selection, these returns should give us a lower bound on what more diligent selection should 
achieve.



Investing in 
education 
markets: Loans
In control schools, 32% 
of schools had closed 
down

With such high rates of 
closure, the most 
important outcome to 
consider is school 
closure itself



Investing in education markets: Loans
Both treatments had very large impacts on reducing closures—arguably the single-most important 
outcome in this environment

But the patterns of heterogeneity are very different—finance keeps open larger and lower quality 
schools (at baseline); EPS has does not alter the link to quality

The experiment surfaces two issues

Issue 1: Maybe schools are not credit constrained, they are insurance constrained. Loans act as a line 
of credit rather than actual financing. Patterns in data consistent with the fungible aspects of loans—
owners can take the loan and use it in other businesses

Issue 2: EPS can be monetized only be increasing demand because it is not fungible. It staves of 
closures by providing a buffer of increased demand.

If this is true it has the implication that (a) EPS may be equally, if not more desirable than finance and 
(b) there is an incentives-insurance trade-off whereby providing incentives for test scores may lower 
insurance



Conclusion
Research agenda takes education markets seriously and views schools as choosing market 
positions given their competitors and their constraints

Theory helps us understand how the specific design of programs that alleviate constraints can 
affect outcomes

Empirical work on the basis of interventions supported by SIEF highlight two key features of 
these markets

◦ Design matters in practice—without careful theory of change and some testing, may well worsen, rather 
than increase competition

◦ In general, returns are very good in this market, even without selection and with minimal monitoring

Empirical work also highlights that financing is not the only policy tool that we should be 
considering
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