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Abstract 

 
 
In Sweden, there has been an increased discrepancy between increasing merit ratings and 
decreasing results in international surveys such as PISA. At the same time, since the 1990s, 
Sweden has had several reforms that resulted in increased competition, decentralization and 
trust-based evaluations. Several studies have shown that grade leniency depends on school 
provider as well as level of competition between schools. This study focuses on how grade 
inflation in municipality schools for 9th graders is affected when an independent school is 
established nearby, using a fixed-effects model at the municipality level but with control 
variables at the individual level. I study all Swedish 9th graders between 2003-2017. An 
alternative specification with school fixed effects is also presented. I find that grades are set 
more leniently in competitive municipalities and that grade deviance is highly correlated with 
socio-economic factors. It is also concluded that the effect size is small in comparison to the 
average provider difference and individual level characteristics. The study extends the 
literature by focusing on grade inflation amongst municipality schools, and by focusing on 
the change in grade inflation rather than the average effect over time in terms of provider 
differences. 
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Introduction 

 
My focus will be on grade leniency in the Swedish school system, with a focus on compulsory 

schools (“grundskolan”) and specifically on the 9th grade, the last year before applying for 

upper secondary school.  In this study, I want to investigate the potential incentives of grade 

inflation in municipality schools. According to previous research, independent schools are 

more lenient on average than municipality schools. Thus, the purpose of this paper is to 

estimate the impact on grade leniency in municipality schools when an independent school is 

established. Leniency is defined as relaxed grading standards; how high a final grade is set 

compared to the standardized national tests2. Previous research has either looked at the overall 

effects of competition between schools on the municipality level, or average differences 

between municipality schools and independent schools. I use a fixed effects model with 

individual level control variables for all Swedish 9th graders between 2003-2017. My addition 

is to look at the provider level and more closely analyze the mechanisms of competition. I 

focus especially on how municipality schools react in terms of grade inflation. I find a small 

positive effect of competition on grade leniency in municipality schools, i.e. the system level 

effect, a somewhat larger competition effect for independent schools, but that the dominant 

effect still is difference in grade leniency between providers regardless of competition. 

 

Compared to the previous literature, I also look at more modern data, spanning over two grade 

systems, and I also control for variables at the individual level, using register data. This also 

allows me to look at heterogenous effects. I argue that these additional years are especially 

interesting to study, as the market for education has become more competitive and mature: A 

good period to analyze system incentives. I explore my research question by looking at grades 

in Mathematics and English, controlling for national test scores to see if the deviance changes 

over time as a  result of competition. As an alternative measure, similar to specifications made 

by Vlachos (2010) and the National Agency for Education, I also use national test scores in Math 

as a control (anchor) for changes in subjects with high teacher discretion but with no national 

tests. These are subjects arguable more prone for leniency as a result of more information 

asymmetry. I look specifically at Home Economics and Arts – subjects that have high teacher 

 
2 I use grade leniency and grade inflation interchangeably. However, leniency is not necessarily the same thing as grade 
inflation, but a potential contributor to inflation. Grade deviation is one way to measure grade leniency, but all variation 
in this measure is not necessarily inflation or leniency. 
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discretion where student performance should not differ between providers. I find it interesting 

to study how municipality schools react to increased competition from independent schools, 

as independent schools tend to attract high performing students from a relatively higher socio-

economic background. If high performing students are important to keep in order to sustain 

reputation and the average grade level, we may expect a reaction from municipality schools in 

terms of increased grades and potentially inflation. I propose to divide the incentives for grade 

inflation into two: 1) System level incentives, i.e. effects on grade leniency from increased 

competition, and 2) Provider incentives, i.e. average difference in grade leniency between 

providers regardless of competition. Previous literature has shown relatively small overall 

effects on “system level incentives” mechanism, but somewhat larger effects when it comes to 

“provider incentives.” In terms of provider incentives, Independent schools, and especially the 

three largest school corporations in Sweden3, are more prone to give lenient grades (Vlachos 

2018). Some argue that this is due to the fact that these providers, and most independent 

schools in general, are for-profit oriented and thus have incentives to maximize the 

attractiveness of the school (ibid). Municipality schools do not have the same profit incentives 

nor the same flexibility. They are, however, funded by the same school voucher principles: If 

a student switches school, the funding is also transferred. In terms of survival, a school would 

need a sufficient and stable stream of incoming students, which leads to the system level 

incentives.  

 

My study will shed light on these two potential mechanisms: If municipality schools do react 

to competition by increasing grade inflation, it should be a result of the system level incentives 

from the school voucher and competition for students. However, if there is no such effect, it 

would indicate that leniency is driven by the provider incentives hypothesis. In terms of 

identification, the rationale is that while the decision of the independent school to establish 

into a specific municipality may be endogenous, the timing is unpredictable, leading increased 

competition at a certain year to be exogenous for the already established municipality schools. 

Interviews held by Böhlmark & Lindahl (2015) also show that the performance of a 

municipality school is seldom a determinant of where an independent school is established. 

However, the decision to locate a school is inherently endogenous – leading this paper to rely 

on the timing as a source of exogenous variation. The process to start a school is relatively 

short after a school has received permission from the Swedish School Inspectorate, resulting 

 
3 Academedia, Internationella Engelska Skolan and Kunskapsskolan 
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in a short reaction time for the already established schools (Vlachos 2018). I look at the final 

grades controlled for national test scores, which have fewer reasons to differ between years 

than grades. Through municipality fixed effects and individual level data on the socioeconomic 

background of the student, I can control for the variables associate with an increased share of 

independent schools. 

 

My research question is thus: 

 

How is grade leniency in municipality schools affected by increased competition from an independent school? Are 

system level or provider level incentives dominant? 

 

Grade inflation and its potential causes is a hotly debated topic within educational research 

and policy discussions. Grades are, according to Cliffordson (2008), superior instruments for 

predicting academic achievements and life outcomes compared to the SWEsat. In the Swedish 

system, grade point averages have big consequences as selection into upper secondary schools 

and tertiary level education. Several studies have shown that Sweden has seen rapidly increased 

grades (Holmlund et al 2014, OECD 2015). This cannot be explained by increased motivation 

and increased knowledge, which the decline confirmed by a decline in PISA4 up until 2019 

confirmed (ibid). Since the 1990s, Sweden has introduced numerous school related reforms: 

The introduction of the voucher system, the municipalization and a goal-based grading system 

(ibid). All reforms are believed to have led to a more decentralized, trust-based evaluation 

system where teacher have more discretion (Vlachos 2018). At the same time, competition 

between schools has increased and the introduction of the voucher system has led for-profit, 

incorporated school companies to become increasingly dominant in terms of market share 

(ibid). Some research, discussed below, show that grade leniency varies between school 

providers. Independent schools have on average more lenient grading standards (Vlachos 

2018, Vlachos & Tyrefors Hinnerich 2017, Wikström & Wikström 2005). A potential argument 

is also that there are incentives for both schools and families to allow teachers to set grades 

higher than knowledge level, leading them to be imperfect measures of school quality. This 

information asymmetry, that grades do not only reflect knowledge, is a potential mechanism 

that allows for grade leniency (Vlachos 2018). In figure 1, we see the increased development 

of the share of 9th graders that are in independent schools, here between 2003-2017. 

 
4 Programme for International Student Assessment, an external OECD ability test designed to measure progress over time.  
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Figure 1: Share of compulsory independent school students in Sweden, 2003-2017 

Literature review 

 
A few studies on grade inflation have been conducted in the Swedish context. One early study 

by Wikström & Wikström (2005) looked at grade inflation in upper secondary schools in the 

late 1990s, using data from 1994 to 1997. During this time, a grading reform was introduced 

in Sweden, from a relative to a goal-based grading system. The authors could control for 

normative grades at the compulsory level and goal-based grades for the same students at the 

upper secondary level. Their main approach however was to compare the grades at the upper 

secondary level with the score on the SWEsat (Högskoleprovet), a standardized test used for 

college/university admissions. They find a modest effect of competition on inflation when 

looking at municipality level competition, but a relatively large difference in grade leniency 

between municipality schools and independent schools, especially for boys - equivalent of 0.43 

standard deviations. A main caveat with this approach is that the SWEsat and GPAs do not 

measure the same abilities, since the GPA also accounts for non-cognitive abilities. Other 

potential problems are the positive selection into writing the SWEsat, and the fact that a good 

score can have a negative impact on future grades. Furthermore, grade inflation may impact 

the probability of writing the SWEsat. 
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Several studies have been conducted by Vlachos in the Swedish context. In terms of overall 

effects of competition on inflation, Vlachos (2010) studied the effects of an increased share of 

independent schools on the average grade inflation within a municipality in a study ordered by 

the Swedish Competition Agency. At the high school level, he finds an economically small but 

statistically significant positive effect of competition on grade inflation in Swedish 

municipalities. Vlachos and Tyrefors Hinnerich (2017) use at a value-added approach, i.e. how 

much a school improves educational achievements, at the upper secondary level, and control 

for the difference between internal corrections of national tests with external corrections, by 

teachers with no incentives to set lenient grades. The authors find that the internal corrections 

of national exams account for the positive value added of independent schools as compared 

to municipality schools. When controlling for externally corrected exams, independent schools 

instead on average do worse in terms of value added. The leniency of internal examinations 

compared to external examinations accounts to 0.133 standard deviations. The authors claim 

that this likely underestimates the actual magnitude of inflation, as final grades are more up to 

the discretion of the teacher compared to national tests. Vlachos (2018) compares the three 

biggest for-profit school corporations with other independent schools and municipality 

schools at the compulsory level. In this approach, reliable national tests (i.e. low teacher 

discretion) are used as an anchor to see how much the final grades differ from the national 

tests. Vlachos finds that grades at independent schools are particularly lenient when controlling 

for reliable tests, and also especially lenient in subjects with high teacher discretion (such as 

Home Economics, Arts and Crafts and Social Sciences). The caveats with this approach are 

that exams are still corrected internally, so the lenient grading may still exist. Furthermore, 

schools where students are relatively well performing in a practical subject compared to 

Mathematics will appear to set lenient grades as the Math national test is used as a proxy for 

student knowledge. Thus, this approach is only applicable to schools with general profiles 

where students are believed to be balanced in terms of subject achievements, which is more 

common on the compulsory level. A potential problem is also that schools with low grades 

will appear to set more lenient grades, as students with the lowest grades only can be bumped 

up and vice versa for student with the highest grades.  

 

Böhlmark and Lindahl (2015) studies the effects of competition on educational attainment of 

9th grade Swedish pupils and use the variation of establishment of independent schools in 

municipalities as a source of variation in competition. They find that competition had a positive 
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effect on average grades and find a similar trend when looking at externally corrected tests, 

such as TIMMS5. However, as data on national tests is not available for all Swedish students 

before the year of 2003, they cannot to the same extent account for grade inflation. A study 

by Hennerdal, Malmberg and Andersson (2020) replicates Böhlmark and Lindahl (ibid) but 

uses a different method. Instead of a difference-in-difference model at the municipality level, 

they use a multilevel model at the municipality, neighbourhood and individual level. They 

conclude that competition did not increase school performance, but that the results in previous 

studies were driven by school and neighbourhood peer effects and parental characteristics, 

which reduced the effect of the competition variable to a non-significant level. According to 

Böhlmark (2020)6, the variables at the school level, however, may be endogenous, and the risk 

of controlling for variables at this level is that the effects of competition on performance 

through the school composition is removed. Hennerdal, Malmberg and Andersson (ibid) also 

do not use the variation in competition between regions over time using a counterfactual time 

trend but use the level of competition for each year explain the individual level variables. 

Though they do shed light on the interactions between neighbourhood sorting and school 

results, they do not have a clear-cut identification of the causal effect of competition.  

Sandström and Bergström (2005) explore a similar question but look specifically on how grades 

in municipality schools change with increased competition. They use contracting of 

municipality services as an instrument for the establishment of independent schools to account 

for selection bias into municipalities and find improved school results as a result of 

competition.  Though it is indicative, their validation of the instrument is somewhat lacking, 

leading the causal inference to be slightly problematic.  

 

In terms of grading on the individual and group level, several studies have been conducted. A 

report from NAE (Skolverket 2019) has access to test points on the Swedish national test 

between 2013-2015 and discusses the problems of discrete test grades even though test points 

and knowledge are continuous. The study finds that there is a positive relationship between 

socioeconomic background of the student and being closer to the next grade level, which could 

justify giving higher final grades to certain group for a given discrete level of the national test 

if the teacher looks at the student’s performance holistically. Persson and Diamond (2016) 

looks at the national test in Maths to analyse the long-term effects of being “bumped up” a 

 
5 Trends in International Mathematics and Science Study, an international standardized test similar to PISA. 

6 Mail correspondence  
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grade level for test day specific reasons, using a bunching analysis. They find that there are 

long term positive effects of getting a higher test grade for the same knowledge level, which 

they reason could be because of dynamic complementarities: A higher grade signals within the 

education system the ambition and knowledge of the student and it also reinforces the 

ambition of the student. They do not find a difference between gender and background in 

likelihood of getting a discretionary higher test grade but do find that independent schools and 

schools within specific regions are more prone to do so. This mechanism, they argue, is a micro 

contributor to grade inflation and could also be a problem in terms of equality of opportunity 

given its uneven distribution. 

 

This paper combines several approaches of earlier research. Similar to most of the literature 

(e.g. Vlachos 2010, Vlachos & Tyrefors Hinnerich 2017 and Skolverket 2019), I use national 

tests as anchors for the knowledge level of a student when comparing grades.  Similar to 

Wikström and Wikström (2005) and Vlachos (2010), I will look at the effect of competition 

on grade leniency. However, I disaggregate the effect to the provider type level and 

differentiate between how municipality schools and independent schools react. This as the 

literature on differences between providers has shown that provider type is a determinant of 

grade leniency (e.g. Vlachos 2018) but has previously only looked at average differences. This 

warrants further investigation on whether the change in leniency as a result of competition also 

is dependent on provider type. I argue that looking at municipality schools is important as they 

do not have the same incentives structure as independent schools, such as being profit 

oriented. By studying municipality schools, I will be able to disentangle whether the effect of 

competition is driven by all actors that are part of the system, i.e. if there is a system level 

effect, or if the competition effect also is driven by provider incentives. I argue that the 

extended time period, using data up until 2017, is especially relevant given that previous 

research from this time period have shown prevalent differences between municipality schools 

and independent schools (Vlachos 2018). In my study, I will see if this effect can be attributed 

to competition. Building on Skolverket (2019), I also control for group level characteristics at 

the individual level, such as socioeconomic background and gender of a specific student, to 

account for the finding that some characteristics such as parental education are correlated with 

being closer to the next discrete grade on the national test, thus potentially deserving a higher 

grade. This is not accounted for in studies at the aggregated level.  
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Institutional context and Theory 
Given the importance of institutional context, this section will mainly focus on the theory 

applicable in the Swedish context. Many important reforms were implemented in the early 

1990s, a combination of a shift to a center-right government and the aftermath of the 

Swedish banking rescue. Before the new government in 1989, the Swedish school system was 

decentralized to the municipality level (Holmlund et al 2014). In 1992, Sweden introduced a 

voucher system in the school system, an idea made famous by Milton Friedman in the 1950s 

(Friedman 1955). It was argued that the voucher system would improve school performance, 

cost efficiency and that increased competition and variation between schools would lead to a 

better match between schools and students (Vlachos 2018). 

 

Since the 1990s, Sweden has seen three grade system at the compulsory level (1-9th grade) 

(Wikström & Wikström 2005; Holmlund et al 2014). Before the grade reform in 1994, 

Sweden had a normative grading system with a scale from 1 to 5. The merit rating was as a 

result mostly constant over time, although it increased slightly before the new grade system 

was introduced (ibid). The new goal-based grade reform, implemented in 1994, introduced a 

four step grade system, from IG (failed) to MVG (pass with particular distinction). The 

current grade reform, implemented at the same time as the new curriculum in 2011, 

introduced a grades system from F to A (where F is failed and E-A is pass) (ibid). Letter 

grades are transformed to a point system between 0 (failed) to 20 (MVG or A) in order to 

calculate the merit rating. The 16 subjects are then combined into a score between 0 and 320. 

From 2014 and onward, a 17th subject was introduced leading the maximum point to total to 

340. To be able to compare the results, I use merit ratings for 16 subjects in all time periods. 

This point system is also used to compare grades between the two systems, that are designed 

to be comparable. 

𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀 𝑅𝑅𝑅𝑅𝑀𝑀𝑀𝑀𝑅𝑅𝑅𝑅 =  � 𝐺𝐺𝑀𝑀𝑅𝑅𝐺𝐺𝑀𝑀 𝑃𝑃𝑃𝑃𝑀𝑀𝑅𝑅𝑀𝑀𝑠𝑠
𝑛𝑛=16 𝑜𝑜𝑜𝑜 17

 𝑖𝑖= 1
 

 

Grade Point Old Grading System New Grading System 

0 U F 

10 G E 

12.5 - D 

15 VG C 

17.5 - B 

20 MVG A 
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As argued by Holmlund et al (2014), grades have increased ever since the introduction of the 

goal-based grading systems, which the authors cannot ground in increased motivation or 

cognitive level.  Below in Figure 2, we see the increase in average merit ratings in the data 

used in this paper. From 2003 until 2017, grades have on average increased by 16 points out 

of 320. We also see a clear pattern of independent schools having a higher level of grades, 

but a similar time trend. The pattern can partly be explained by independent schools having 

on average a higher socioeconomic background, but also as earlier mentioned more lenient 

grading standards (Vlachos 2018). 

 

Figure 2: Average Merit Rating in the Swedish compulsory school system over time. From 2014 and onward, only 
16 out of 17 grades  

 

One definition of a quasi-market is “markets where the provision of a service is undertaken by 

competitive providers as in pure markets, but where the purchasers of the service are financed 

from resources provided by the state instead of from their own private resources” (Le Grand 

2011, Le Grande & Bartlett 1993). From this, it is mostly the case that providers are audited 

before being able to entry. In the Swedish context, this means that most actors that fulfill a 

number of criterions mostly related to financing and property but are allowed to start a school 

and compete for students (Holmlund et al 2014). The voucher system is based on the idea that 



11 (39) 

 
 

the municipality funding is dependent on the students (and their choice), as opposed to 

funding the schools directly. The voucher for each student is a fixed income for the school per 

school year, which should cover everything from teachers and school property to lunch (ibid). 

As the vouchers are funded on the municipality level, the systems differ somewhat in terms of 

compensation, where some municipalities compensate for socio-economic background to a 

higher degree than others. Same in all municipalities, however, is the fixed income (as opposed 

to a marginal income type scheme) (ibid). 

 

There is a vast literature on performance-based evaluations in public schools (known as 

accountability systems in the US). This is often combined with high stakes tests. One influential 

paper by Jacob (2005) analyze the effects of one such system, “No Child Left Behind”, that 

required states to test students between the grades 3-8 in order to evaluate the school system 

in Illinois. He finds that tests in Math and Reading comprehension were improved by the 

policy.  Jacob, however, concludes that the improved performances were largely driven by test-

specific skills and effort, and that teachers reacted strategically to improve the visible and 

“accountable” tests. He argues that the outcome should be judged based on the importance of 

the test-specific skills. Citing Holmström & Milgrom (1991), he argues that incentive schemes 

may lead the agent to focus on the most visible and easily measured outcomes, leading less 

visible targets to be neglected. Jacob (ibid) for example finds that young students in Illinois did 

not improve their results on a low stakes test that was not part of the accountability system. In 

light of this literature, there are reasons to believe that public schools also may be influence by 

system level incentives. If the Swedish market-based school system rewards visible 

performances, there may be incentives for grade inflation and teaching to the test.  

 

In another study, Lubienski (2005) argues that while competition might spur innovation, it 

might not necessarily be related to direct teaching and learning practices. Evidence cited from 

American independent (charter) schools instead show innovation and increased spending to 

be practices mainly in marketing and promotional activities. Lubienski argues that new entrants 

to a market are likely to adopt a traditional approach to the curriculum and teaching as 

innovation is risky and uncertain. In comparison, the risks of marketing are smaller. If 

marketing and educational innovation are two key features of attracting students, schools may 

focus on marketing. There are few formal models of grade inflation. However, given a few sets 

of assumptions, researchers have argued that the incentives in the Swedish context can lead to 
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grade inflation (Holmlund et al 2014, Vlachos 2018, Vlachos & Tyrefors Hinnerich 2017). 

Studies have shown that students and parents, especially from strong socioeconomic 

backgrounds, choose schools based on average grade level and socioeconomic background of 

the student body (ibid, Jacob et al 2018). From these sets of assumptions, average grade levels 

are important for the competitiveness of a school. If there also is information asymmetry, as 

in imperfect information on whether a school is well performing and whether grades and/or 

value-added methods are accurate instruments for the quality of a school, there may be 

incentives for the school to inflate grades (ibid). If it is cheaper to inflate grades than to add 

value through innovation or resources, it would make sense to inflate grades from a simple 

profit/income maximization function, given that costs do not exceed the benefits. If inflation 

is hard to discover and measure, the potential cost to reputation should be lower. 

 

According to e.g. Vlachos (2018) Holmlund et al (2014), Sweden has a unique combination of 

trust-based evaluation of teachers and grading practices, while having market-based school 

provision, including for-profit corporations. If high grades are important to attract new 

students, and the inflow of students is an important income for the school, the incentives for 

the school may differ from those of society as a whole. From a societal perspective, we may 

on the other hand aim for a system that maximizes knowledge and where grades are valid 

indicators of the students’ knowledge. While municipality schools may not have profit 

incentives, their income is still based on the voucher system. It is, therefore, interesting to see 

whether municipality schools react by inflating grades if they must compete with for-profit 

schools that sets high grades (for both valid and dubious reasons). An alternative hypothesis 

would be that schools signal their performance through other means than grade inflation, for 

example through increased overall performance, which has been indicated by for example 

Böhlmark and Lindahl (2015) and Sandström and Bergström (2005). Most likely, these effects 

may be complementary. A school can both increase overall performances and “top up” with 

more lenient grading standards. Thus, to analyze the grade inflation effect, I need to control 

for the performance level of the student.  
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Descriptive Analysis 
 In this section, I look at how the average merit ratings have increased over time. The 

advantage of a simpler analysis of the merit ratings is that the upper bound of grade inflation 

is easier to estimate.  The merit rating picks up the change in all subjects and thus potential 

cases of grade inflation, including grades with and without a corresponding national test. 

However, the actual inflation size depends on the knowledge level which cannot be tested in 

all 16/17 subjects that constitute the merit rating. As shown in figure 4 below, grades are on 

average significantly higher in municipalities with higher levels of competition, here defined 

into quartiles of students in the year of 2017 in figure 4.7 

 

 

 

Figure 4 & 5 Average Merit Rating, quartiles of students divided by the level of competition in the municipality; Average merit 
rating over time divided into two groups: Low 50% of municipalities with least competition and top 25% of municipalities8 

 

An alternative way of looking at competition and average merit ratings is to divide the 

students into two groups based on level of competition for each year between 2003 and 2017 

and look at how the average merit rating in these groups evolve over time.  In figure 5 we see 

that the average merit rating between the groups both differ in terms of level and 

development over time: Competitive municipalities have a sharper increase and level. While 

it may not tell us about the mechanisms and selection, it is indicative that there are 

 
7 I choose to analyse 2017 in this figure as it’s the sample year with the most variation in competition, allowing for a density analysis  

8 As the distribution of competition is less even in the early years of the sample, I choose groupings that are constant over time – here I group 
municipalities, equally weighted, into two categories: The 50% of municipalities with least share of independent school students and the 25% of 
municipalities with the highest share of independent school students 
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differences between municipalities correlated with competition that are worth exploring. 

However, the problem with this method of comparing change over time is the change in 

composition. Competitive regions, measured as % share of student in independent schools, 

also need to change composition as fewer students mechanically will go to the already 

established municipality schools if the % share in independent schools increase. 

Furthermore, the student population in Sweden has changed during the years measured in 

this study, due in part to the migration crisis that culminated in 2015-2016. Thus, a 

difference-in-differences style approach that assumes the same student composition to be 

problematic. 

 

Another descriptive indication is the average grade distribution over time divided after 

provider type, which in the graphs below show municipality schools and independent 

schools between 2013 and 20179. We see a clear pattern of increased average grades – 

especially in the higher percentiles of grades. The share of students in the top percentiles has 

for example almost doubled in between the years as indicated in figure 6 & 7. The change in 

distribution is even clearer when looking only at students in competitive regions such as 

Stockholm, as shown in the appendix. 

 

 

Figure 6 & 7: Distribution of average merit rating per provider type and year 

 
9 To ease the interpretation, I only look at the grade distribution after the school reform of 2013. 
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Another interesting dimension, as seen in figures 8 to 10, is that there is a remarkable parallel 

trend between municipality schools and independent schools in several school subjects, both 

practical subjects and subjects with national tests, even though municipality schools on average 

has lowered the average socioeconomic background of their student body in recent years. We 

also see that when the national test score goes down, the grade level does not appear to follow. 

This may indicate a downward stickiness in nominal grades, or that public schools value other 

grade criterias during years with especially difficult national tests. It could also be that there is 

a de facto normation in grade setting, which has been argued by the NAE (Skolverket 2019). 

In figure 8, it is also interesting to note that Home Economics stand out in terms of grade 

level for independent schools compared to other practical subjects, an indication of grade 

leniency.  This will be evaluated further in the statistical analysis. 

 

 
Figure 8: Grades in practical subjects and test in Mathematics  Figure 9: Grades and tests in Mathematics 
 

 
Figure 10: Grades and tests in English   Figure 11: Share unemployed 
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Empirical method 

 

Causal inference in the research on grade inflation is hard, especially in the Swedish context, 

as major school reforms were implemented nationally at the same time, and often 

simultaneously. To measure grade inflation perfectly, we would need panel data on both actual 

ability and final grades which we cannot observe. It is even harder to establish the underlying 

mechanisms. Most studies can only account for a small portion of the total grade inflation. 

The proxies used, such as national tests, are imperfect measures as anchors for grade levels. 

National tests are not corrected externally, and the exact weight of the national tests onto the 

final grade is not centrally mandated. However, national tests are developed to assist teachers 

in setting fair grades and give students equal opportunities (Skolverket 2020).  Furthermore, 

the method is an established method by researchers and expert agencies. The National Agency 

for Education uses grade deviation in its quantitative analyses of grade inflation and the Ministry 

of Education and Research has expressed the importance of the national tests as anchor for 

the final grade, including recently reinforcing the role of the national test in the Education Act 

(Skolverket 2018; 2020) 

 

While grade deviations do not tell us about the full potential inflation effect, it shows a 

potential systematic difference between how grades are set compared to national tests– which 

I describe as lenience (if relaxed). The best option to evaluate effects on the system level, given 

how schools are established and given data availability, is a fixed effects model, as in Vlachos 

(2010). As I use the change in % share of independent school students in the municipality as 

the treatment, I need to control for municipality fixed effects to account for initial grading 

practices. Municipalities also have different school systems and student populations. I also 

need to assume that this unobserved variation would not have changed over time, had it not 

been for the establishment of an independent school in the municipality, when controlling for 

socio-economic background variables and cohort fixed effects. I thus rely on a common time 

trend in my counter factual municipalities. The municipalities that did not get an increased 

share of independent school students at a certain year should have the same trend in grade 

inflation as the treated municipalities would have gotten had it not been for the increase in 

competition that year. However, similar to Vlachos (2018), I allow for different time trends 

depending on subject. I use school fixed effects in one specification model but not in the 
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baseline model. School fixed effects may be good as it increases precision and also accounts 

for school specific factors such as local grading culture. It is also a proxy for neighborhood 

factors as most students, especially in municipality schools, attend the nearest school. 

However, variables at the school level are also believed to be endogenous as the composition 

of teachers and students change over time, also as a result of a change in competition from 

independent schools. A risk is that interactions at the school level with competition are 

removed, as argued by Böhlmark as mentioned in the literature section.  Furthermore, the 

panel data at the school level is unbalanced as also municipality schools enter and exit in the 

time period. There are also examples of schools changing serial number in the register, for 

example during mergers and school splits.   

 

I also do not want a correlation between the change in share of students in independent school 

at a certain year and variation in the error term. I find this method to be quite credible, as 

independent schools likely do not choose to expand to a certain region a certain year because 

of the grading deviations in a municipality school. However, there may potentially be a 

selection based on average grades or socioeconomic background, which I control for with 

municipality fixed effects and my rich set of individual covariates, described in more details 

below. For example, the refugee crisis of 2015 and increased immigration trends the years 

before may have affected some subgroups especially.  

 

As also shown in the result section, there is a correlation between socioeconomic background 

and grade deviation. Female students and students with highly educated parents have higher 

grade deviations than male students and those with parents that have a low education or low 

salary. To correctly pick up the systematic grade leniency, rather than the variation in grade 

deviation related to compositional changes in student characteristics, I rely on my set of 

covariates.  I also cannot control for teachers changing schools in my model, which is a 

potential mechanism for leniency. 

 

I want to see how the final grade in subject s is affected when controlling for municipality fixed 

effects, socioeconomic background characteristics10, control for a national test (either in a 

reliable national test for the subject or the math national test, depending on subject). Then I 

 
10 Parental education, region of birth of student and parents, parental wage and position on the labour market, age of student 
when graduating and gender 
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have my competition treatment; the share of students in an independent school in a specific 

year in a specific municipality, where the variation used is the change in between years in the 

same municipality. I use this measure as it is a flexible measure of competition directly related 

to the municipality schools; a larger fraction in independent schools means that municipality 

schools must lose students. By looking at the share of students instead of schools, I argue it is 

easier to pick up the size of the competitors which is important in terms of funding as the 

voucher system is based on the number of students and not schools. 

 
(1)  𝑌𝑌𝑖𝑖𝑖𝑖𝑠𝑠𝑖𝑖11 = α𝑖𝑖+ β1 x Competition𝑖𝑖𝑖𝑖+ 𝜇𝜇𝑖𝑖 + 𝑇𝑇𝑀𝑀𝑇𝑇𝑀𝑀𝑖𝑖𝑖𝑖𝑠𝑠𝑖𝑖+ ∂𝑖𝑖𝑖𝑖𝑖𝑖 + 𝜀𝜀 𝑖𝑖𝑖𝑖𝑠𝑠𝑖𝑖  

 

Y is the final grade of a student in subject s, α is the municipality fixed effect, Competition is 

the % of independent school students in year 𝑀𝑀 in municipality 𝑚𝑚, 𝜇𝜇 is cohort fixed effects, test 

is a flexible function of either corresponding national test to the final grade, or for Home 

Economics and Arts with no national test, the test in math is used), 𝜕𝜕 is a vector of control 

variables, and finally 𝜀𝜀 is the error term.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
11  i – individual, s  - subject, m – municipality, t – cohort/graduation year 
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Data 
 

I use register individual data from Statistics Sweden, a combination of several registers such as 

the Longitudinal integrated database for health insurance and labour market studies, Population Register and 

National Grade Register, provided to me by the Ministry of Education and Research. This allows 

me to study all Swedish pupils from 2003 to 2017, with data on grades and national tests, 

various background characteristics on student performance and socioeconomic background. 

In general, register data from Statistics Sweden is believable. Reporting school results is 

mandatory and I do not have any reason to suspect that these data are incorrect. However, as 

the data I use is Raw register data, compared to the data published officially by the NAE, I 

need to clean the data. I exclude students that have a reported merit rating of 0, as this data 

point thus includes student without grade in any subject. I also exclude students with no data 

on national tests scores. As these students are outliers, they are not representative of how the 

competition effect would affect grade inflation. 

 

National tests have three subtests, A, B and C. However, I use only use the combined score, 

since the results on the subtests is reported until much later. Secondly, according to Vlachos 

(2018), the most reliable national test in English is English B, which I cannot differentiate from 

the combined test in my specification. This increases the risk that I underestimate the grade 

inflation in English, as the teachers have more discretion in the English A and C tests. 

However, as it contains the English B test, it is still more reliable than tests in subjects that I 

won’t analyze, such as Science. I code grades and national tests to the numerical values, 

between 0 and 20. Parental education is coded with upper secondary education (gymnasiet) as 

a baseline. Parental salary and employment status are coded with “established” as the baseline, 

defined by Statistics Sweden as employed with a salary of at least 183,600 SEK/Year.  

 

I choose to not standardize the results to make my results more comparable to previous 

research. I also find that the grades have relatively similar standard deviations and that its, thus, 

more informative to present the results as grade point deviations. 
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Table 1 – Summary Statistics Municipality School Students 

 
    

    
    
Variable Count Mean Standard Deviation 
Math Grade 1417915 11.98 4.87 
National test - Maths 1264208 10,86 5,50 
Home Economics Grade 1417197 13,65 4,57 
English Grade 1419267 13,32 4,96 
National test - English 1150892 13,61 4,75 
Arts Grade 1418312 13,54 4,39 
Merit Rating 1421709 208,41 62,65 
% share of  independent students in 
municipality 

1421709 

10% 11% 
Foreign Born 1421709 9% 29% 
Foreign Born Parents 1421709 17% 38% 
Born in EU 1421709 3% 18% 
Born Outside of  EU 1421709 6% 24% 
Female 1421709 48% 50% 
% Share Graduating Early 1421709 2% 14% 
% Share Graduating late 1421709 5% 21% 
Mother with University Degree 1421709 32% 47% 
Mother with Compulsory school Degree 1421709 

11% 31% 
Mother with University Degree 1421709 20% 40% 
Mother with Compulsory school Degree 1421709 

15% 35% 
Mother earns between 155 000-184000 1421709 

7% 25% 
Mother earns less than 155 000 1421709 6% 24% 
Mother not employed 1421709 10% 30% 
Mother Studying: University 1421709 0% 6% 
Mother Studying: Other 1421709 1% 10% 
Father earns between 155 000-184000 1421709 

7% 26% 
Father earns less than 155 000 1421709 5% 22% 
Father not employed 1421709 10% 30% 
Father Studying: University 1421709 0% 2% 
Father Studying: Other 1421709 0% 4% 
% of  School Cohort with upper secondary 
school competence 

1421709 

88% 9% 
N 1421709   
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Results 
Table 1 – Final Grade in Mathematics in Municipality Schools 

 (1) (2) (3) (4) (5) (6) 
 Correlation Municipality 

FE 
Municipality + 

Cohort FE 
Adding 

Covariates 
Adding Labor 

Market 
Participation 

Adding 
School FE 

Math Test 0.637*** 0.639*** 0.642*** 0.616*** 0.618*** 0.619*** 
 (999.52) (126.38) (128.16) (137.79) (132.92) (138.37) 
       
% share of  
independent 
students 

0.00993*** 0.0139*** 0.00560** 0.00527** 0.00660*** 0.00719*** 

 (44.23) (8.58) (2.91) (3.05) (3.53) (3.70) 
       
Foreign Born    -0.472 -0.446 -0.431 
    (-0.95) (-0.91) (-0.90) 
       
Foreign Born 
Parents 

   -0.0531*** -0.0602*** -0.0484*** 

    (-3.37) (-4.28) (-4.60) 
       
Female    0.344*** 0.346*** 0.344*** 
    (46.70) (48.11) (46.78) 
       
Graduating Early    0.345*** 0.343*** 0.335*** 
    (14.84) (14.54) (16.02) 
       
Graduating Late  
 

   -0.587*** -0.568*** -0.558*** 

    (-29.05) (-30.41) (-29.80) 
       
Mother With 
University Degree 

   0.344*** 0.337*** 0.330*** 

    (44.26) (52.36) (48.94) 
       
Mother With 
Compulsory 
Degree 

   -0.270*** -0.239*** -0.220*** 

    (-22.66) (-19.40) (-21.77) 
       
Father With 
University Degree 

   0.437*** 0.451*** 0.441*** 

    (34.68) (43.48) (37.98) 
       
Father With 
Compulsory 
Degree 

   -0.194*** -0.180*** -0.171*** 

    (-23.82) (-22.24) (-22.39) 
       
Parental Wage and 
employment 

No No No No Yes Yes 

       
Municipality FE No Yes Yes Yes Yes Yes 

       
Cohort FE No No Yes Yes Yes Yes 
       
School FE No No No No No Yes 
       
       
N 1264058 1264058 1264058 1264058 1264058 1264058 
R2 0.625 0.629 0.631 0.641 0.639 0.645 

t statistics in parentheses * p < 0.05, ** p < 0.01, *** p < 0.001 
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In this section, I will present the results and then briefly discuss their implication. I will 

develop a model and look at Mathematics in Table 1, and then at heterogenous effects in 

table 2. Finally, I will supplement these results with a look at subjects with more teacher 

discretion and thus without national test in Table 3 and then compare the results to the 

provider incentives effect in figures 16 and 17. 

 

In table 1, I look at the grade leniency in 9th grade Math. This is the most reliable model, as 

the national tests in mathematics have low teacher discretion (Vlachos 2018), mitigating the 

risk that national tests are corrected differently as well between schools and provider types (as 

seen in e.g. Vlachos and Tyrefors Hinnerich 2017). However, the same reasons that make it a 

reliable test also make the subject less prone for grade leniency and should be seen as a lower 

bound (see the change in Math grades over time in the descriptive analysis). In column 1, I do 

a simple OLS regression between the level of  competition and the deviance between the final 

grade and the test score, showing an economically small but very precise estimation. A one 

percentage point change in competition is associated with an increased deviance from the 

national test by 0.01 grade points (out of  20). When adding municipality fixed effects in 

specification 2, we see a somewhat stronger effect, indicating a variation between municipalities 

in grading practises that is correlated with level of  competition. When also adding cohort fixed 

effects in specification 3, I control for general time trends that is fixed between municipalities. 

This is important when isolating the causal effect of  competition, as both grades and 

competition have increased over time. This also controls for the fact that the difficulty in 

national tests vary between years. This reduces the estimate to 0.0056 increased grade point 

deviation per percentage point increase in competition. When introducing covariates in 

specification 4, controlling for parental education, immigration background, the estimate 

remains very stable at 0.0053 grade points.  Further, in specification 5, I also control for 

parental wage and labor market participation, which results in a small increase in the effects of  

competition. This indicates that the competition variables do not appear to be significantly be 

explained by the student composition, but the small selection effect does if  anything appear 

to underestimate the effect of  competition. As also seen in figure 12: The grade deviation is 

significantly higher if  the student is female, has one/two parents with a university level 

education and parent with a stable job. It should be noted that grade deviance can be both 

legitimate and problematic: Some individual level characteristics that are correlated with a 

higher grade deviance, such as the students being female, could for example be related to effort 
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not picked up by the national test (as for example indicated by Cliffordson (2008) & Graetz 

and Karimi (2019)). However, it could potentially also be a form of  discrimination. 

Nevertheless, given that municipalities with increased levels of  competition do not have a 

higher motivation that is not picked up by the covariates nor national test level, the systematic 

grade deviation, here defined as grade leniency, may be problematic. This is also confirmed 

when using school fixed effects in specification 6: The same schools appear to deviate more 

from the national test when competition in the municipality is higher, although still at moderate 

levels in terms of  overall impact on the final grade. In terms of  equality of  opportunity 

however, the economic significance of  individual level characteristics is noteworthy.  

 

 
Figure 12:Marginal effects, covariates on grade deviation 

 

In terms of  economic significance, I conclude that the effects of  competition are small at 

average levels. An increase in competition with 10 % points amounts to 0.066 grade points – 

which is roughly 1/7th  of  the effect of  having a father with university education. Being a 

student graduating in 2017 instead of  2003 is associated with an increased grade deviation of  

0.93 grade points. The average change in merit ratings for municipality schools in the time 

period is 11 grade points, or 18 grade points when controlling for student characteristics and 

national test in mathematics (using the baseline regression). 
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Heterogenous Effects and Robustness Check 

Table 2: Heterogenous Effects & Robustness 
 (1)            (2) (2)     (3) (4) 
 Dropping 

Low 
Performing 

              Only Low 
Performing 

Only 
Math 
Grade 

    Only 
Math 
Test 

Interactions 
With 

Competition 

     

Math Test 0.896***                      0.621***      
 (503.48)                      (133.16)      
                             
% Share of Independent Students 0.00404**               0.0180* 0.0171***     0.000956 0.00734***      
 (2.92)               (2.51) (6.78)     (0.26) (3.74)      
                             
Foreign Born 0.0806               -1.610 -1.798*     -2.301*** -0.444      
 (0.27)               (-1.47) (-2.43)     (-3.46) (-0.92)      
                             
Foreign Born Parents 0.0282**               -0.147*** -0.508***     -0.729*** -0.0602***      
 (2.72)               (-3.35) (-12.71)     (-13.16) (-4.23)      
                             
                             
Female 0.303***               0.376*** 0.361***     0.0269 0.370***      
 (55.53)               (17.10) (20.04)     (1.23) (44.46)      
                             
Graduating Early 0.145***               0.672*** 1.375***     1.661*** 0.367***      
 (7.65)               (6.01) (27.84)     (26.47) (15.37)      
                             
Graduating Late -0.314***               -1.162*** -2.208***     -2.633*** -0.565***      
 (-22.66)               (-25.71) (-61.52)     (-58.41) (-30.74)      
                             
% independent Students x  
Parents with University Education 

                      0.00334***      

                       (5.24)      
                             
% independent Students x  
Parents with Compulsory Education 

                      -0.00513***      

                       (-6.37)      
                             
% Independent Students x  
Foreign Born Parents 

                      -0.000202      

                       (-0.17)      
% Independent Students x 
Female 

                      -0.00244***      

                       (-4.35)      
                             
Parents with University Education                       0.433***      
                       (39.93)      
                             
Parents with Compulsory Education                       -0.223***      
                       (-16.68)      
                             
Other Parental Education Controls Yes               Yes Yes     Yes No      
                             
                             
Parental Wage and employment Yes               Yes Yes     Yes Yes      
                             
Municipality FE Yes               Yes Yes     Yes Yes      
                             
Cohort FE Yes               Yes Yes     Yes Yes      
                             
School FE No               No No     No No      
N 1077686               186372 1264058     1264208 1264058      
R2 0.734               0.136 0.134     0.143 0.639      

t statistics in parentheses 
* p < 0.05, ** p < 0.01, *** p < 0.001 
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In figure 12, I show that competition on grade leniency is small in relation to individual level 

characteristics and the unexplained change in grades over time. In this section, I investigate 

potential heterogenous effects and how robust the results are. In table 2 column 1, I exclude 

students that failed the national test, to see how the estimate of  competition is affected when 

excluding low performing students. If  the results are driven by students going from a 0 (as in 

failed the national test) to 10 or more (10 is the lowest number for a passing grade). This is 

important to analyze as the grade deviation, by construction, will be higher for low performing 

students that get a higher grade than their corresponding national test.  As shown, the estimate 

remains significant and precise but drops somewhat in terms of  the point estimate to 0.004 in 

increased grade deviation per % point increase in share of  independent school students. In 

terms of  economic significance, the estimate, however, is still small and relatively similar to the 

baseline. In column 2, I instead look only at students with a failed national test to see how 

these students specifically are affected. Here, we see that students that failed the national test 

appear to get a higher final grade in competitive municipalities, and the effect is somewhat 

stronger than the average baseline, at 0,01 grade points per increase in % of  independent 

school students. Given that the point system in the grade system rewards a jump from failed 

to pass more in terms of  deviance, it is however not unexpected mathematically. From a 

strategic point of  view, it however interesting to note as the jump from 0 to 10 also is rewarded 

more in terms of  increase average grade level at a school. 12 

 

In column 3 and 4, I let the competition variable explain the Math grade and Math test 

separately. Competition appears to increase the math grade but not the result on the national 

test. It seems, thus, that increased competition does not improve measurable math knowledge, 

but nonetheless leads to a higher grade, which clearly indicates more lenient grading practices.  

In column 4, I look at interaction effects, i.e. if  some groups are more or less affected than 

others in a competitive environment. We see that female students get somewhat smaller effect 

of  competition on grade leniency compared to the male students, although female students on 

average have higher grade deviations. Students with at least one parent who only has a 

compulsory school degree get a lower effect of  grade leniency from competition while student 

 
12 It is, however, difficult to disentangle the two competing effects of the mathematical jump being higher and the strategic 
elements of focusing on low performing students. 
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with at least one parent with university education gets a stronger effect from competition. The 

difference is noteworthy: Having a parent with low education removes most of  the increased 

grade leniency from competition to 0.002 (0.00734-0.00513), equal to 30 % of  the baseline 

effect. Conversely, having highly educated parents significantly increases the baseline estimate 

with roughly 45 %. However, as discussed in column 1 and 2, the results are especially driven 

by low performing students. This section thus implies that low performing students with 

Swedish born parents from a high socioeconomic background appear especially prone to get 

lenient grades. 

 

In another robustness test in table A5, I exclude Stockholm, as it is a large municipality where 

independent schools are highly established and also have expanded to a lot during the study 

period. In many senses, the Stockholm region is an outlier to the rest of  Sweden. In the 

appendix, I show that the results are robust when excluding Stockholm. Another potential 

issue could be the clustering, which in my baseline model is on the municipality level.  If  

schools are the level where the change in grade leniency occurs, even if  the treatment variable 

is determined on the municipality level, clustering on the school level could improve the 

precision of  the estimates. When changing the clustering to the school level, the results remain 

intact although the precision is increased somewhat.13 When splitting the data up into two time 

periods, before and after the grade reform implemented in 2013, I find that grade leniency 

appear to be driven by the period 2003-2012 when looking at municipality schools grading in 

Maths. Potentially, this could be because the new grading system introduced more steps, which 

also reduced the average distance between grades. Grading also tends to be stricter early in 

new grading systems, as also indicated in figure 7 in the descriptive analysis. 

 

 In table A5 in the appendix, I do a placebo test to check the validity of  the treatment: The 

change in the % share of  independent school students. I test the effect of  competition in 

period t with the share of  students in the municipality that have upper secondary school 

competence in time period T-1 in column 1 to see if  the change in competition, the treatment, 

is correlated to levels in the previous periods14. In column 2, I again use the treatment but test 

the effect of  the educational level of  the parents in period T-1. In both specifications I find 

no significant effect. This indicates that the change in competition in a specific year is not 

 
13 Fixed effects and clustering on the regional level also give similar results. 

14 I use this variable as it is a broad variable picking up both school performance and socioeconomic factors, and that I do not control for it in 
my baseline model. 
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correlated to a change in the socioeconomic composition in the municipality in the time period 

before. However, I still need to control for the change in composition for the treatment year, 

as an increased share in independent schools’ students mechanically will lead to selection out 

of  municipality schools. 

 

Table 3: English, Home Economics and Arts  
 (1) (2) (3)  
 Home Economics 

Municipality 
Arts 

Municipality 
English 

Municipality 
 

Math Test 0.287*** 0.231***   
 (123.24) (99.38)   
     
% share of  independent students 0.00488 0.0118** 0.0105***  
 (1.25) (2.94) (4.64)  
     
Foreign Born -0.312 0.659 -0.536*  
 (-0.67) (1.31) (-2.04)  
     
Foreign Born Parents -0.210*** 0.0337 0.0986***  
 (-9.24) (0.93) (8.69)  
     
     
Female 2.635*** 2.872*** 0.438***  
 (161.30) (149.69) (45.49)  
     
Graduating Early 0.0151 -0.0961** 0.355***  
 (0.59) (-3.01) (16.90)  
     
Graduating Late  
 

-0.582*** -0.157*** -0.459***  

 (-18.11) (-5.89) (-23.53)  
     
Mother with University Degree 0.329*** 0.347*** 0.272***  
 (35.12) (33.58) (42.51)  
     
Mother with Compulsory Degree -0.292*** -0.237*** -0.206***  
 (-16.72) (-13.61) (-20.16)  
     
Father with University Degree 0.313*** 0.350*** 0.344***  
 (24.08) (24.68) (45.98)  
     
Father with Compulsory Degree -0.144*** -0.259*** -0.154***  
 (-10.49) (-19.69) (-18.67)  
     
English Test   0.800***  
     
   (189.11)  
Parental Wage and employment Yes Yes Yes  
     
Municipality FE Yes Yes Yes  
     
Cohort FE Yes Yes Yes  
     
School FE No No No  
     
N 1262855 1263252 1149510  
R2 0.314 0.282 0.743  

t statistics in parentheses 
* p < 0.05, ** p < 0.01, *** p < 0.001 
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In this table, I use the baseline model from table 1 to look at grade deviations in other subjects. 

In specification 1, I measure the effect of  competition on grade deviations in Home 

Economics for municipality schools using the baseline regression in table 1, controlling for the 

national test written by the same student in maths. This result is an imprecise and relatively 

small estimate of the competition variable, the % share in independent schools. When instead 

looking at Arts, we see a stronger and more precise estimate that is significant at the 1% level. 

A one percentage points increase in competition is associated with an increased grade deviation 

of  0.0118 in Arts. A more typical change in competition in the time period amounts to roughly 

10% (the average is 12), leading the average change in deviation to be in the range of  0.12-0.15 

grade points out of  20. However, this explains only fraction of  the increased grade deviation 

in arts (10%15). Finally, in table 3, I look at the effects of  competition on grade deviation in 

English, where I control for the national test in the same subject. The effect of  a one 

percentage point increase in competition is associated with an increase grade deviation of  

0.0105, or 0.105 with a 10% increase. 

 

 

 

 

 

    

 

 

 

 

 

 

 

 

 
15 Average grade in arts 2017 in the sample was 14,5, in 2003 it was 13.1 grade points 
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Disentangling the incentives 

 

 

 

 

Discussion and conclusion 

 

 

 

 

 

 

 
Figure 16 & 17: System level- and provider incentives, Swedish students between 2003-2017. Coefficients show grade deviation, that range 

between 0 and 20. Full regressions in the appendix. 

 

In this section, I compare the results from the previous tables with how independent schools 

react to competition and also look at the provider difference, i.e.. the average difference in 

grade leniency between providers (independent schools and municipality schools), using the 

same control variables as the baseline regression in table 1.  As pictured in figure 16, 

independent schools do not appear to set more lenient grades in Maths in a competitive setting, 

as opposed to municipality schools, but however appears to be more leniently set, also 

compared to municipality schools, as a result of  competition in Home Economics, Arts and 

English. The results are in general in favour of  a system level incentives effect, as the 

distribution of  grade leniency is divided between both municipality schools and independent 

schools: All market actors appears to react to competition. However, independent schools 

appear to react more extensively to competition in practical subjects with higher teacher 

discretion. The dominant effect that is measurable is still, however, the provider incentives 

hypothesis. In Figure 17, we see that independent schools, similar to previous literature, on 

average set more lenient grades in all subjects analysed, with and without control variables16. 

The effect size of  leniency in independent schools compared to municipality schools, that 

ranges between 0,08 grade points in maths to 0,61 in Home Economics, leads the system level 

 
16 Regressions without control variables in table A1 in the appendix 
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effect of  competition in municipality schools to amount of  about 12% of  the provider 

difference in maths to 2-5% of  the provider difference in arts. However, the competition 

effects for independent schools’ amount to a larger share. It can, thus, be concluded that from 

what this study can measure, the pure system incentives effect, measured by how municipality 

schools react to competition, is modest in comparison to the provider difference, here 

measured as the average difference in grade lenience between providers, but also that 

independent schools appear to react more extensively to competition. 

 

Discussion and conclusion 
 

To summarize, it appears that the effects of  competition on grade leniency in municipality 

schools, the system level incentives effect, are economically small but statistically precise at 

average levels in the subjects analysed. Amongst the subjects tested, leniency is especially prone 

to appear when grading Arts and English. The results are heterogenous: Students from 

socioeconomic strong households with a Swedish background are more prone to get lenient 

grades as a result of  competition. The results are stronger for students with a low performance 

on the national test and also appear to be driven by the time period before the new grading 

reform in 2013. The average level of  grade deviation is also highly associated with 

socioeconomic background and gender: Females, students with a Swedish background and 

with parents with stable jobs and high education have a higher grade deviation in all subjects. 

However, I am unable to make causal claims regarding this level of  variation. In comparison 

to how municipality schools react to competition, independent schools do not appear to 

increase grade leniency in Math as a result of  competition but do so to a higher degree in 

Home economics, Arts and English compared to municipality schools. While these estimates 

are larger, the average difference between independent schools and municipality schools can 

still explain significantly more of  grade leniency when comparing the competing mechanisms. 

My results are in line previous research, such as Vlachos (2010 & 2018), but further indicates 

the role of  provider incentives even when reacting to competition. 

 

  From a policy perspective, it does not appear that the competition for students on the 

municipality level, the system level incentives, in itself  should be the main focus in the debate 

on grade inflation and leniency. Rather, it should be taken into account that independent 

schools react more to competition and also on average set more lenient grades. However, this 
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study cannot study the causal effect of  the national trend of  increased competition on the 

average increase in grade leniency, only between municipalities and individuals. Potentially, the 

system effects are more severe and dominant at the national level. One could imagine a 

situation where both students and teachers have become increasingly aware of  the competition 

level and grade level in Sweden overall which could impact the grade leniency even in non-

competitive municipalities. This study also only aims to isolate the immediate effects of  

competition, and not the long-term equilibrium. Potentially, the effects competition takes a 

longer time to establish.  This is, however, beyond the scope of  this study and it is most likely 

an effect that cannot be measured in a causal framework. In future research, it would also be 

interesting to further disentangle the potential effects on the individual level such as parental 

pressure, effort, intelligence and bias/discrimination. 
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Appendix 

Table A1-1: Provider differences 

 (1) (2) (3) (4) (5) (6) 
 Home 

Economics 
Home 

Economics 
Arts Arts English 

Grade 
English 
Grade 

Math Test 0.314*** 0.284*** 0.253*** 0.232***   
 (140.72) (144.55) (85.49) (93.36)   
       
Independent School 0.758*** 0.607*** 0.506*** 0.362*** 0.315*** 0.242*** 
 (10.58) (8.36) (9.27) (6.70) (10.61) (8.67) 
       
Foreign Born  -0.305  0.811  -0.536* 
  (-0.77)  (1.70)  (-2.11) 
       
Foreign Born Parents  -0.188***  0.0440  0.104*** 
  (-8.14)  (1.20)  (7.84) 
       
Female  2.601***  2.856***  0.441*** 
  (127.24)  (149.97)  (44.83) 
       
Graduating Early  -0.0524  -

0.0701** 
 0.368*** 

  (-1.06)  (-2.74)  (20.62) 
       
Graduating Late  -0.650***  -0.202***  -0.504*** 
  (-20.82)  (-8.40)  (-20.51) 
       
Mother With University 
Degree 

 0.309***  0.335***  0.277*** 

  (31.46)  (35.65)  (42.35) 
       
Mother With Compulsory 
Degree 

 -0.300***  -0.245***  -0.224*** 

  (-19.33)  (-14.42)  (-21.72) 
       
Father With University 
Degree 

 0.300***  0.351***  0.348*** 

  (27.87)  (27.62)  (54.47) 
       
Father With Compulsory 
Degree 

 -0.147***  -0.261***  -0.166*** 

  (-11.34)  (-21.98)  (-19.23) 
       
       
English Test     0.814*** 0.787*** 
       
     (194.33) (158.25) 
Parental Wage and 
employment 

Yes Yes No Yes No Yes 

       
Municipality FE Yes Yes Yes Yes Yes Yes 
       
Cohort FE Yes Yes Yes Yes Yes Yes 
       
School FE No No No No No No 
       
N 1430332 1430332 1430723 1430723 1431429 1314642 
R2 0.203 0.315 0.157 0.287 0.296 0.737 

t statistics in parentheses 
* p < 0.05, ** p < 0.01, *** p < 0.001 
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Table A1-2: Provider differences 

 (1) (2) 
 Math Grade 

Independent 
Math Grade Independent 

Math Test 0.644*** 0.620*** 
 (128.03) (132.81) 
   
Independent School 0.176*** 0.0957** 
 (5.03) (3.31) 
   
Foreign Born  -0.241 
  (-0.53) 
   
Foreign Born Parents  -0.051 
  (-3.94) 
   
Female  0.336*** 
  (45.38) 
   
Graduating Early  0.336*** 
  (16.20) 
   
Graduating Late  -0.585*** 
  (-32.42) 
   
Mother With University Degree  0.327*** 
  (53.73) 
   
Mother With Compulsory Degree  -0.241*** 
  (-21.19) 
   
Father With University Degree  0.442*** 
  (45.41) 
   
Father With Compulsory Degree  -0.175*** 
  (-22.49) 
   
Parental Wage and employment No Yes 
   
Municipality FE Yes Yes 
   
Cohort FE Yes Yes 
   
School FE No No 
N 1431663 1431663 
R2 0.637 0.645 
t statistics in parentheses 
* p < 0.05, ** p < 0.01, *** p < 0.001 
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Table A2: Competition Full Municipality 

 (1) (2) (3) (4) 
 Math Grade Home Economics Arts English Grade 
Math Test 0.620*** 0.285*** 0.232***  
 (132.94) (143.91) (91.23)  
     
% share of  independent students 0.00734*** 0.0114** 0.0147*** 0.0132*** 
 (4.27) (2.98) (4.45) (6.55) 
     
Foreign Born -0.237 -0.294 0.820 -0.524* 
 (-0.53) (-0.77) (1.70) (-2.05) 
     
Foreign Born Parents -0.0498*** -0.178*** 0.0492 0.107*** 
 (-3.81) (-8.35) (1.40) (8.73) 
     
     
Female 0.337*** 2.607*** 2.859*** 0.444*** 
 (45.83) (133.17) (153.04) (46.02) 
     
Graduating Early 0.344*** -0.00773 -0.0420 0.387*** 
 (16.53) (-0.17) (-1.69) (20.20) 
     
Graduating Late -0.584*** -0.643*** -0.197*** -0.498*** 
 (-32.56) (-20.92) (-8.21) (-20.59) 
     
Mother With University 
Degree 

0.329*** 0.322*** 0.343*** 0.282*** 

 (54.68) (32.68) (37.37) (44.23) 
     
Mother With Compulsory 
Degree 

-0.243*** -0.312*** -0.252*** -0.228*** 

 (-21.39) (-19.77) (-14.91) (-21.84) 
     
Father With University 
Degree 

0.444*** 0.313*** 0.359*** 0.353*** 

 (43.93) (27.79) (28.95) (53.85) 
     
Father With Compulsory 
 

-0.177*** -0.153*** -0.265*** -0.169*** 

 (-22.79) (-11.79) (-22.30) (-19.57) 
     
     
English Test    0.788*** 
    (160.07) 
     
N 1431663 1430332 1430723 1314642 
R2 0.645 0.313 0.286 0.737 

t statistics in parentheses 
* p < 0.05, ** p < 0.01, *** p < 0.001 
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Table A3: Independent Schools and Competition 

  (4) (5) (6) (6)  
      Home Economics 

Independent 
Arts 

Independent 
English 

Independent 
Math Grade 
Independent 

 

 Math Test 0.256*** 0.233***  0.637***  
  (42.64) (44.74)  (98.12)  
       
 % share of  independent students 0.0203* 0.0208** 0.00961** 0.00114  
  (2.43) (2.74) (2.77) (0.29)  
       
 Foreign Born -0.319 1.367 -0.210 0.781  
  (-0.29) (1.68) (-0.38) (0.96)  
       
 Foreign Born Parents -0.0883 0.0639 0.119*** -0.0105  
  (-1.52) (1.39) (4.19) (-0.62)  
       
       
 Female 2.328*** 2.747*** 0.449*** 0.263***  
  (40.01) (48.02) (22.05) (17.88)  
       
 Graduating Early -0.325 0.0166 0.465*** 0.285***  
  (-1.89) (0.30) (10.34) (7.89)  
       
 Graduating Late -1.056*** -0.554*** -0.848*** -0.665***  
  (-16.32) (-7.89) (-11.35) (-13.97)  
       
 Mother With University 

Degree 
0.191*** 0.259*** 0.327*** 0.256***  

  (7.36) (13.99) (23.88) (18.55)  
       
 Mother With Compulsory 

Degree 
-0.287*** -0.281*** -0.345*** -0.238***  

  (-6.71) (-6.82) (-11.61) (-7.10)  
       
 Father With University 

Degree 
0.273*** 0.359*** 0.403*** 0.384***  

  (12.44) (21.30) (26.91) (20.93)  
       
 Father With Compulsory 

Degre 
 

-0.154*** -0.287*** -0.279*** -0.128***  

  (-5.12) (-8.92) (-10.17) (-5.47)  
       
    0.681***   
 English Test      
    (65.90)   
       
 N 167477 167471 165132 167605  
 R2 0.273 0.286 0.653 0.674  
       

t statistics in parentheses * p < 0.05, ** p < 0.01, *** p < 0.001 
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Table A5: Robustness check II 

 (1) (2) (3) (4) 
 Excluding 

Stockholm 
Only 2003-

2012 
Only 2013-

2017 
Clustering on School 

Level 
Math Test 0.615*** 0.601*** 0.661*** 0.618*** 
 (148.62) (129.20) (123.34) (248.08) 
     
% share of  independent 
students 

0.00672*** 0.00835** 0.00202 0.00660*** 

 (3.54) (3.09) (0.66) (3.99) 
     
Foreign Born -0.323 -0.644 -0.369 -0.446 
 (-0.65) (-0.72) (-0.83) (-0.98) 
     
Foreign Born Parents -0.0527*** -0.0599*** -0.0451* -0.0602*** 
 (-3.93) (-3.76) (-2.13) (-6.41) 
     
     
Female 0.348*** 0.344*** 0.346*** 0.346*** 
 (47.29) (44.36) (29.05) (58.16) 
     
Graduation Early 0.353*** 0.361*** 0.312*** 0.343*** 
 (15.09) (13.66) (9.75) (19.43) 
     
Graduating Late -0.571*** -0.586*** -0.510*** -0.568*** 
 (-28.31) (-25.95) (-17.92) (-30.04) 
     
Mother With University Degree 0.338*** 0.354*** 0.292*** 0.337*** 
 (49.88) (47.71) (24.13) (54.75) 
     
Mother With Compulsory 
Degree 

-0.237*** -0.242*** -0.229*** -0.239*** 

 (-18.09) (-15.92) (-12.02) (-20.91) 
     
Father With University Degree 0.457*** 0.470*** 0.395*** 0.451*** 
 (47.29) (40.03) (31.69) (60.23) 
     
Father With Compuslory 
Degree 

-0.179*** -0.177*** -0.199*** -0.180*** 

 (-21.22) (-18.32) (-12.75) (-21.67) 
N 1188813 897940 366118 1264058 
R2 0.635 0.614 0.704 0.639 

t statistics in parentheses * p < 0.05, ** p < 0.01, *** p < 0.001 
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Table A6: Placebo Test – Background variables 

 (1) (2) 
 Lagged: Upper 

Secondary 
Competence 

Lagged Parents 
with University 

Education 
% Change in 
competition 

-0.000202 -0.000263 

 (-1.12) (-1.21) 
   
Cohort FE Yes Yes 
   
Municipality 
FE 

Yes Yes 

N 1262855 1262855 
R2 0.130 0.308 
t statistics in parentheses 
* p < 0.05, ** p < 0.01, *** p < 0.001 
 

 

 

Figure A7: Grade Distribution in Stockholm, Independent Schools Figure A8: Grade Distribution in Stockholm, Municipality Schools 

 


