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ABSTRACT

This paper examines and evaluates one of the entry barriers in the Swedish upper secondary school market,

the governmental imposed restriction which states that the establishment of an independent school can not

result in substantial negative effects for municipal schools. Identification of what variables are considered

when ruling the establishment of an independent school inappropriate due to the risk of causing substantial

negative effects is carried out through quantitative analysis by gathering data from a stratified sample of

applications sent in to the Swedish School Inspectorate 2011 and 2012 to start or expand independent

schools. The probability of getting an application to start or expand independent school is regressed on the

predicted number of remaining students at municipal schools, on the predicted student population change

and on the municipality recommendation. The models developed show that the predicted number of

students left in municipal schools has a big impact on the probability of getting an application approved

with distinct kinks in the explanatory power. The result also show that the predicted student populations

change is taken into account but that the municipal recommendation is not.

Keywords: independent schools; entry barriers; substantial negative effects; application process; Swedish
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1 Introduction

The Swedish upper secondary school market has been open for competition between private and

municipal actors since 1994.1 The motivation behind the independent school market reform that

abolished the local monopolies of providing schooling services held by the municipalities in 1994

were many; a less regulated school market were to induce greater competition for the students and

create a more heterogeneous school market in terms of pedagogical techniques, programs, special-

izations and local preferences. A higher level of competition and schools more fit to meet the needs

of different students were to lead to better education and better results. It was also argued, that to

have the opportunity to choose yourself, on whether to get education from a private or municipal

actor was a fundamental right in a free society and that no government restrictions should preclude

that right.

However, the independent school market reform of 1994 did not set the market completely free, it

was rather opened up for competition from private actors, as long as they did not cause substantial

negative effects on the municipal school sector.2 Hence, the aim was to let private actors in to

fill the void of programs, specializations, pedagogical techniques and so on, not supplied by the

municipalities. The sub market, made up by schools operated by private actors, were to be set free

in terms of competition, but with the same type of school regulations and funding as municipal

schools. The market was not set perfectly free due to the importance of municipal actors in the

school market, for example, in a situation where an independent school closes and their students

need somewhere to be enrolled.

In order to make sure that the municipal schools do not get outrivaled by independent schools all

private principals that intend to start an independent school need to apply to do so.3 The applica-

tion procedure is primarily there to make sure that the principal meets requirements such as having

sufficient financial resources, acceptable facilities and knowledge about the school act, but also to

dismiss applications if the establishment will be detrimental to a municipal school. In 2007, The

Swedish School Inspectorate, SSI (Skolinspektionen) became the responsible authority for evalu-

ating applications to start independent schools, taking over for the Swedish National Agency of

Education (Skolverket). One of the most common reasons to why an application to start or expand

1See ”Regeringens proposition 1992/93:230”.
2Substantial negative effects(p̊atagliga negativa följder) is the official term of the SSI when specifying such a

dismissal. It is also the term used in proposition ”Regeringens proposition 1992/93:230” leading to the independent

school market reform.
3Principal and actor will be used as synonyms throughout this thesis(huvudman in Swedish).
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an independent school is dismissed is that the SSI prognosticates that the establishment of the

independent school program will cause substantial negative effects on the municipal schools.

The procedure to start independent school programs in Sweden and what variables are considered

when the SSI deems an establishment inappropriate due to the risk of substantial negative effects is

investigated in this thesis. By going through a stratified sample of applications sent in during 2011

and 2012 to start or expand independent schools, identification of what variables are given most

emphasis in the process is carried out through quantitative and qualitative analysis. The variables

that are considered by the SSI when evaluating the possibility of substantial negative effects have

been collected from the stratum of applications, a total of 336 program applications.

Studying how the competition among upper secondary schools is designed in the Swedish school

market is important. Mainly because it is not stated in detail how it should work in the school

act nor is it specified how the SSI makes their decision on when they think a new establishment of

an independent school will cause substantial negative effects to the municipal schools.4 In detail,

the school act says that ”Approval should be granted if the principal has the qualifications to follow

regulations in regard to the education and does not cause long term substantial negative effects for

the students nor the municipal schools in the municipality where the school is applying to start in.5

The subject has not been studied before and the data for the quantitative analysis is self-gathered.

This study will identify what sort of over-establishment of schools is possible following from the

system today, what parameters are considered when judging the probability of negative effects and

what shortcomings the system have. This study will also help us understand why high fractions

of independent schools are more common in some municipalities. To know what the limitations

that face principals applying to start independent schools are will facilitate further research in the

subject. Also, Sweden is the only country with a school system in a quasi-market setting with no

restrictions on who or what sort of organization that is eligible to manage a school. Hence, it is

important to know what the Swedish model/system is and how it is implemented.6

This paper will show that the variable which is given most emphasis when the SSI decides on if

4Skollagen, second chapter, fifth paragraph.
5Citation from school act in Swedish: Godkännande ska lämnas om den enskilde har förutsättningar att följa

de föreskrifter som gäller för utbildningen och utbildningen inte innebär p̊atagliga negativa följder p̊a l̊ang sikt för

eleverna eller för den del av skolväsendet som anordnas av det allmänna i den kommun där utbildningen ska bedrivas.
6The one country that has a strong resemblance to the Swedish system is Chile. However, independent schools in

Chile are allowed to request term fees from the students.
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an independent school program is likely cause substantial negative effects, is the predicted number

of students left in the municipal school program if the independent school program is started. If

the number of students left at the municipal school program is large, the application has higher

probability of approval compared to if that number is small. It is shown that a variable denot-

ing the number of students left in municipal schools has distinct kinks in the explanatory power

on application approval, approximately at 40 and 60. The probability of getting an application

approved does barely change when that number is bigger than 60 or when it is smaller than 40

but increases a lot, step by step, in the interval 40 to 60. It is also shown that the evolution of

eligible students in the municipality influences the probability. If the number of eligible students is

predicted to increase in the upcoming five years, the probability of the application getting approved

will increase, ceteris paribus. It is also shown that the municipality recommendation on whether

an application should be approved or not, is not taken into consideration.

The paper is organized as follows. The next section provides a brief overview of the Swedish school

market, the independent school reform of 1994, the evolution of independent schools since and

previous research on the effects of the reform. The previous research presented is not specifically

on the application process but rather on various effects of the reform. Since the application process

procedure and how potential substantial negative effects are judged affect the market directly and is

a part of the school system after the reform it is important to present a general overview of literature

so far to set this study in context. Also, the next section describes the quasi market theoretical

setting. Section 3 summarizes the application process to start an independent school with focus on

how the SSI estimates the probabilities substantial negative effects. Section 4 describes the data

and methodology for identification alongside descriptive statistics from the gathered data. Section

5 presents the results which are later analyzed in Section 6. Section 7 concludes and discusses.
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2 The Swedish school market

2.1 Policy changes and reform motivation

The Swedish upper secondary school market has over the last few decades gone through a number

of substantial policy changes. The two arguably most substantial policy changes were the reform

when the public school market went from being a state to a municipal institution in 1991 and the

independent school market reform that was implemented in 1994. In addition, national program

curriculums were changed during 1995 and 2011 for compulsory school and the structure of courses

was changed for upper secondary school between 1992 and 1996 when programs and specialization

were initialized and subjects were divided into different courses.7 The independent school market

reform was arguably the biggest structural change during that time, mainly because it opened up

the school market to competition among municipal and private principals to a degree much greater

than before the reform and because of the new system of school funding that followed with it.

Before 1994, students in upper secondary school only had the option to attend one of the public

schools in the local catchment area or to attend a private school. The private schools though, were

extremely few and attracted a very specific clientele, for example individuals belonging to a cer-

tain religious group or students of vastly wealthy parents attending boarding schools. The private

schools were not publicly funded and accounted for less than one percent of the student popula-

tion.8 The independent school market reform in 1994 made private principals eligible to municipal

funding i.e. the monopoly of municipal school funding was lifted and non-municipal principals

that were deemed eligible to run schools could do so with municipal funding.9 The regulations of

independent school funding has after the reform gone through minor changes to make the terms

equal between independent and municipal schools. Most of the schools that were private schools

before the reform started to receive public funding and became ”independent schools”.10

The funding of municipal and independent schools was made to be in the form of voucher per

student after the reform i.e. every school gets a certain amount of money for each student enrolled

in the school, regardless if it is a municipal or independent school. The voucher is paid by the mu-

nicipality in which the student is residing and can vary, albeit a little, across municipalities. Since

7For compulsory school, curriculums were changed from Lgr 80 to Lpo 94 in 1995 and replaced again by Lgr 11

in 2011. Proposition 1992/93:250 specifies the changes for upper secondary level.
8See Vlachos 2011.
9Private principals can be foundations, non-profit organizations, parents cooperatives, regular civilians and joint

stock companies.
10Independent schools are defined as schools not owned by the municipality but recipients of municipal funding.
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a direct link was created between the number of students enrolled in the school and the revenues

attained, the incentives became larger to have many students enrolled in the school, resulting in a

higher level of competition among schools.

The independent school market reform was motivated by several arguments from politicians.11

The expectations were that a more open school market would bring on schools more adapted to

local conditions and a broader pedagogical diversity among schools. Private principals would fill the

void of pedagogical techniques, programs and specializations not provided by the municipality. The

number of options were to increase for students and the choice would be free to a larger extent than

before on where to be enrolled. It was pointed on to the importance of student and parents’ ability

to choose school themselves with a broad number of options in a free society. Since the competition

for the students would increase, public schools would have to accommodate the interest of students

and parents to a greater extent. Competition between municipal and independent schools would

increase the incentives for public schools to utilize resources more efficiently in order to have a

higher level of education and attract more students. The Swedish school market design became

unique after the reform in terms of eligible principals and establishment rules.

2.2 The evolution of independent schools and reform effects

Establishment of new independent schools did not develop on a large scale during the first few

years after the reform. The schools that did arise were the private schools prior to the reform who

converted to voucher funded independent schools i.e. schools for special religious groups, special

pedagogy and so on. In the late 1990s and early 2000s the market started to develop as shown in

Figure 1. Independent schools started to open up and became a popular alternative to the munici-

pal schools. The principals of most of the schools that established in that time, and still today, are

joint stock companies. In 2009, counting both compulsory and upper secondary school, 64 percent

of all independent schools was owned by joint stock companies and 33 percent by foundations and

non-profit associations. For upper secondary school specifically, around 85 percent of all indepen-

dent schools were owned by joint stock companies in 2010.

The independent schools owned by foundations and non-profit organizations have many different

orientations. Some have a general orientation offering the same sort of education and programs

as the municipal school sector provides but most of them have some sort of specialization such

as pedagogical technique (Waldorf, Montessori), a different specialization of a certain program or

programs not supplied by the municipality. The schools owned by principals in the form of joint

11Proposition 1991/92:95.
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stock companies has in most cases a more general orientation, offering programs already supplied

by the municipality. Another common trend is that independent schools have a general orientation

but specializes in specific subjects such as economy, social sciences or nature oriented subjects.12

Figure 1: Share Independent School

The foundation on which the Swedish school market rests on, i.e. a voucher system and con-

trolled competition has been studied both on the Swedish school market and in other countries.

The basic idea is that having a heterogeneous school market in terms of pedagogical techniques

and specializations is desirable since students have different optimal ways of attaining knowledge.

Since students have different needs, increased diversity makes the matching mechanism between

student/teacher/school better compared to a situation when all students are enrolled in the same

sort of school (Grönquist, Vlachos 2008).

It is, however hard to make sure that private principals make the market more differentiated since

it might be a conflict of interests between the principal of an independent school and the society

as a whole. For example, principals in the form of joint stock companies might have high profits as

their highest priority. Of course, no profits will be made if the schools do not attract enough stu-

dents, but some schools do not necessarily aim to attract students based on high level of education

offered by the school. Independent schools can have incentives to attract students from families

12See Vlachos 2011.
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which have low demand of the quality of education. In that case, the interests of the principal

and the society are conflicted (Mcmillan, 2004). Such a situation increases the competition for the

students with the possible benefits that follow with that but do not increase the diversity. It has

been shown that the students differ in terms of grades and socio economic background between

different sort of principals.13 Schools that are owned by non-profit organizations and foundations

tend to attract students whose parents have higher level of education compared to the students of

municipal schools. Schools owned by joint stock companies have over time come to attract students

similar to the ones attending municipal schools. This might be the case since schools owned by joint

stock companies more and more tend to have non specialized programs and educational systems.

Economies of scale might be the reason to why joint stock companies focus on the biggest market

i.e. the most common programs and specializations which in turn lead to similar type of students

in municipal schools and independent schools owned by joint stock companies.

There are different opinions and different results in studies evaluating the impact that independent

schools have on student performance. Since the main expected effect of the reform was increased

student performance, it is naturally a well-studied area. The first relevant question is whether stu-

dents in independent schools perform better than students in municipal schools. Studies show that

when studying differences in average grades between students in independent schools and municipal

schools at upper secondary level, the differences are small but that students enrolled in indepen-

dent schools have higher grades on average. The differences were substantial but declining up until

2006 when the differences were all but gone.14 This does not necessarily mean that the quality of

education is the same since schools sometimes differ when it comes to the criterion for different

grades and also since the skill levels of students across schools sometimes differ when starting the

school.15 Vlachos (2010) shows that independent schools on average were more generous in grade

setting in the late 1990s and early 2000s. He also shows that most of those differences are none or

redundant today.

The other big question which is even more related to this study is if independent schools have a

positive impact on the schooling market as a whole. Answering that question comes with some

methodological challenges. The papers that have been presented has been studying the effect on

the municipal level attempting to create variables that show the level of competition from inde-

pendent schools in the municipality in order to identify the fraction of independent schools effect

13See Vlachos 2008.
14See Vlachos 2011.
15Skolverket, 2007, 2009 bristande likvärdighet.

8



on scholastic performance. Sandström and Bergström (2005) found a positive relationship between

share of independent schools in a municipality and school results indicating that increased com-

petition and choice possibilities have a positive impact on student performance. Similar results

are found by Ahlin (2003) when looking at national test scores in grade nine when controlling for

cognitive abilities. Similar results are also found by Böhlmark and Lindahl (2012) who show that

the number of independent schools at compulsory level in a municipality is positively correlated

to the performance of the students in municipal schools. The methodological problem with the

studies evaluating the impact of high fractions of independent schools at upper secondary level is

that grades are used to evaluate student performance. In the presence of possible grade inflation,

that might be different across municipalities and principals, it becomes hard to draw definitive

conclusions on the effects. Another problem with such studies is the bias in regard to what sort

of municipalities the independent schools are allowed and want to establish in. As shown in this

study, private principals have a far greater opportunity to establish new schools and expand exist-

ing schools with popular programs in big municipalities compared to unpopular programs in small

municipalities.

Teacher characteristics differ among different types of principals. Independent schools tend to put

more emphasis on qualifications in the subjects and not so much on formal qualification. This is

shown by Hensvik (2010) studying the Swedish school market. Hoxby (2002) finds a similar result

when looking at the American school market and also that school competition makes employers

put more emphasis on qualification in the subjects and cognitive abilities but no more on formal

qualification. Whether subject qualification or formal qualification has the largest effect on student

results is hard to say. What has been shown McKee et al. (2010) and Fredriksson and Öckert

(2008) is that high teacher density is positively correlated with student performance but what is

most important is the quality of the teacher. On the whole one can argue that the reform has

been beneficial for the teacher work force since real wages has gone up (Hensvik, 2010) and teacher

satisfaction has gone up.16

2.3 Quasi markets and barriers of entry

Many Swedish and other countries’ publicly funded welfare sectors have since the early 1990’s been

in the form of quasi markets. For example, the British and Swedish upper secondary school market

and many European countries’ healthcare markets.17 The markets are ”quasi” since they differ

16See Novus Opinion.
17For examples of healthcare quasi markets, see Breejen et al.
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from regular free markets in a number of ways. First of all, in a quasi market all purchases are

state funded, in the form of vouchers or similar, but the provider of the service is selected by the

consumer, the individual. The provider can be a private, municipal or a state actor competing for

the customers in a free market fashion. Hence, the idea behind quasi markets is to replace the

bureaucracy of the monopoly provider with free consumer choice. As argued by LeGrand (1991),

a quasi-market structure gives the providers incentives to supply good services since the buyer has

the choice of selecting another provider of the service compared to the situation of monopoly when

the buyer can at most file a complaint which might not have the same effects as leaving. Also,

since the number of actors in the market increases so does the diversity in the service supplied

which perhaps leads to better matching between the consumer and the provider. Secondly, poten-

tial providers in the market are faced with entry barriers. Entry barriers have different definitions

in the economics literature but will henceforth be defined as a government regulation which in-

hibits some private actors from establishment i.e. a structural government imposed entry barrier.18

Other entry barriers in the school market apart from the government imposed one are (1)capital

and (2)customer loyalty to mention two.(1) Since the fixed cost can be high, for example facilities

and books, (2) since student and parents choose together to which school the student will apply

for, where older siblings school enrolment might have effect. Government-imposed entry barriers

within quasi markets exist in order to guarantee that the services provided by private actors have

the statutory mandated quality. In the Swedish school market, the entry barrier is there first of all

to guarantee the quality of education, but also to protect the municipal schools so they do not get

outrivaled.

Entry barriers, of any sort and in any given market induce social costs and sometimes benefits. In

general, barriers of entry are an advantage for incumbent firms/actors in the market who are faced

with less competition from other firms compared to the free market situation. If any sort of entry

barrier inhibits an actor from establishing in a market, it is indicative that economical profits can

be made but instead goes forgone or to incumbent firms. Also, oligopoly markets have in some

cases shown to be detrimental due to lack of incentives for research and new inventions.19 However,

since firms only establish in regular markets if it is socially preferable, any government imposed

barrier of entry show that the barriers are believed to be socially beneficial i.e. that the natural free

market mechanism is not optimal. It is worth noting however, that if the optimal market structure

is with entry barriers it is still important that actors within the market work under competition

neutrality.

18See Preston McAfee et al.
19See Han et al.
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The Swedish primary health care quasi market resembles the upper secondary level school market

in many ways. Both markets consist of public and private sellers, the funding schemes are similar

and both have government imposed entry barriers in order to guarantee the quality supplied. As

for the school market, the quasi market setting was put in place in order to raise quality with a

higher level of competition among suppliers and increase the choice possibilities for the consumers.

It is shown in report by The Swedish Competition Authority that consumer satisfaction is higher

in counties (Landsting) where the level of competition is higher. However it is also shown that the

market struggles with competition neutrality across counties and that the barriers of entry differs.

A market that is not competition neutral is problematic since the benefits of free competition is lost.

As shown in this paper, the entry barriers to start independent schools differ across municipalities

as well.

3 Application process

3.1 General description and time line

Evaluation Period Appeal period Establishment controls

Jan Feb Oct Dec Jan Aug Oct

Application Application Decision School

sent in by is sent to delivered starts

principal municipality by the SSI

for evaluation

Year 1 Year 2

The independent school program application process, handled by the SSI has a number of purposes,

most importantly to make sure that the principal has the capacity to run a school. The application

is in the form of a standardized template that the principal fills out and sends to the SSI along

with some complementary documents. Each application is delegated to an administrative official

at the SSI who evaluates the application and stands in contact with the principal for additional

questions. The form consists of questions regarding the principal’s knowledge about regulations

and the school act alongside questions which ask the principal to describe parts of the teaching
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model and education strategy. The principal also describes the legal capacities, economic conditions

and plans on how to make the school long term sustainable. A summary of the application form

is presented in the appendix, Table 11. The SSI evaluates each principals capacity to follow the

criteria which are formulated in the school act (Skollagen), school constitution, (Skolförordningen)

and upper secondary school constitution (Gymnasieförordningen). All applications are on program

and specialization basis i.e. a principal can not apply to ”start” or ”expand” a school, it has to be

defined exactly what program and specialization with how many student spots that the principal

wants to start. For example, social science program with specialization behavioral sciences, nature

oriented program with no specialization, economy program with juridical specialization.

The application forms are sent in to the SSI by the principal no later than the 31st of January

the year before the program is set to start. When all applications are compiled, the SSI inquires

advisory comments from the municipality and neighboring municipalities in which the indepen-

dent school is applying to start. The municipalities are supposed to base their recommendation

on what sort of economical, organisatory, and pedagogical consequence the establishment of the

independent school will induce on the municipality. If the principals fulfill the requirements to run

a school the administrative official starts to evaluate the possibility of substantial negative effects.20

The SSI makes its decision on the 31st of October the year before the program is set to start and

the applicants have some time afterwards to file an appeal. Establishment control on approved

programs are later conducted during spring and summer the same year the program is set to start.

Here, the SSI has the opportunity to revoke the permit if the conditions are not fulfilled. Another

control is also conducted some months into the school start with the same purpose as the estab-

lishment control. Table 10 in the appendix summarizes reasons for dismissals 2009-2012.

3.2 Substantial negative effects

It is not specified in the school act exactly what substantial negative effects are. However, the

SSI considers closures of programs and closures of specialization as substantial negative effects.

It is also consider to be substantial negative effects when the establishment of an independent

school program is organisatory and economically problematic for municipal schools. For example,

it can be organisatory problematic if the municipal school loses a lot of students and have to lay

off teachers, management and move to smaller facilities because of it. It is also considered as a

20Substantial negative effects are sometime investigated before application gets approved on all other criteria.

However, the line of action does not matter in this study.
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substantial negative effect if the pedagogical diversity will decrease. This can happen if a municipal

school has to shut down and the available program options in the municipality decreases because of

it. When the SSI investigates the possibility of substantial negative effects they consider how the

establishment of a independent school program will affect the same program and other programs

supplied by the municipal schools. The substantial negative effects evaluation is only in regard to

the municipal school i.e. substantial negative effects to another independent school are not consid-

ered. Since all schools are funded by vouchers, it is pivotal in order to have a specific program to

have enough enrolled students at that program in order to cover expenses such as, teacher salaries

and facilities. Hence, municipal schools can incur substantial negative effects if they lose students

to independent schools and hence lead to that the municipality can not supply certain programs.

Since each municipality has the responsibility to supply education for upper secondary students

at reasonable distances, closures of municipal schools can be problematic. Principals running in-

dependent schools have no responsibility towards the students nor the political establishment in a

municipality on the duration of which the school will remain open i.e. an independent school can

shut down from one year to the next and the municipality has to supply schooling services one way

or another to the affected students. The uncertainty accompanied with having a large fraction of

independent to municipal schools can therefore be costly and organizationally problematic. Since

the situation without municipal schools is not desirable they are protected by the SSI by them

deeming an establishment likely to induce substantial negative effects for the municipality and its

students.

RSMS is the variable that is given most emphasis/influence, according to the SSI, when deciding

if the establishment of an independent school program will be declined due to the risk of causing

substantial negative effects. RSMS is the difference between the predicted number of students at

the same program in municipal school(s) and the number of student spots supplied by the inde-

pendent school program i.e. the predicted amount of remaining students in the municipal school

program if the independent school program gets to start.21 Since the application process is handled

the year before the school is set to start it is impossible to look at eligible students at the same

program in municipal schools the same year, hence, the number of eligible students the year before

becomes the best estimate.

Two examples of the process:

• If a private principal applies to start the social science program with 30 students per year

and there are 40 students applying to start the same program in the municipal school(s) the

21RSMS=(Number eligible students at same program in municipal schools) - (planned number of student spots)
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year before (RSMS = 10), the SSI will probably decline that application since it will cause

students that would have attended the municipal school to attend the independent school

instead. If the municipal school were to lose, say, 15 students to the independent school that

might result in that the municipal social science program would have to shut down i.e. cause

substantial negative effects.

• If a principal applies to start a program with 30 spots in a municipality with 200 eligible

students applying to start the same municipal program the year before (RSMS = 170). That

application will most likely be approved since the probability is small that the establishment

will cause substantial negative effects to the municipal school since a loss of 30 students of

200 is not that substantial.

The predicted number of remaining students at the same municipal school program, RSMS, is

obviously important since all revenues comes from vouchers. What is worth noting is that RSMS

is an estimate of the worst case scenario for the municipal school i.e. it is possible that the inde-

pendent school programs do not manage to fill all the planned student spots. Since the number

of student spots in the independent school program is directly linked to the amount of students

left in the municipal school program it is an important variable. If the principal applies to start a

program with 15 spots it is going to be more likely to get approved than an application with 40

spots, ceteris paribus. What is worth noting, however, is that the number of spots planned to be

supplied by the independent school is not fixed. The principal has the right to enroll more students

than what was applied for. If, however a principal applies to start a program with say, one spot

it is not going to be approved based on the long term economic foundations of the principal. In

essence RSMS becomes the predicted number of students left in the municipal school program if

the independent school program enroll as many students as planned.22 It is obviously possible that

two or more private principals applies to start the same program, hence, the number of RSMS will

be different if calculated with both applications compared to when considering each application

one by one. Such situations are taken into consideration by the SSI but will not be controlled for

in the models developed in this paper since it is very uncommon.

When the SSI requests comments from the municipality and neighboring municipalities it is to get

more familiar with the local conditions and market situation. Since the administrative officials

who evaluate the applications at the SSI operate from the head office it is important to get more

information on the local conditions, best known by the municipality officials themselves. In essence,

22If a program has one enrolled student, the revenues will just be the amount of the voucher. Since fixed cost could

not be covered by that the application will be declined based on the economic conditions.
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the mission for the municipalities is the same as for the SSI; to predict if the establishment of the

independent school program will induce substantial negative effects on municipal school programs.

In the written guidelines for the municipalities, it is stated that the motivation behind the recom-

mendation should be how the establishment of the program will affect municipal school programs

in the long run and what the economical, pedagogical and organisatory consequences will be.23

The municipal recommendations, received by the SSI, vary in quality. Some are vague and not

well worked out and some are concrete and direct. There are also big differences in the level of

effort put in by the municipality to motivate their recommendation. Why some municipalities put

in more effort is hard to say but it may have to do with resources, motivation by civil servants and

political majority. The municipal recommendation is taken into account when the SSI makes their

decision, more so by well worked out and motivated recommendations.

The amount of eligible students for upper secondary school in the future (1-5 years) is also taken

into account. If the amount of 16 year olds (first year of upper secondary school) will increase in

the upcoming five years that will increase the probability to get an application approved. The data

on cohort evolution is supplied by the municipalities.

If a principal applies to start a program or specialization that does not exist in the municipality

or in the catchment area, it has a high probability of getting approved. However, a program that

is not supplied by the municipality might still attract students that would have studied something

else in the municipal school. In this situation, the SSI has to use its best judgment to anticipate if

the establishment will cause substantial negative effects or not.

4 Methodology

4.1 Data

The data used in this study comes from applications sent in to start or expand independent schools

at upper secondary level in 2011 and 2012. The data has been gathered from the SSI data files

and archives. Ideally, data further back would have been used but since data were gathered by

going through all applications, time and administrative issues made limitations necessary. However,

since the process has changed over time and it is the system today which is most interesting and

important, the limitation should not create any problems since the number of observations is still

fairly high.

23See ”Att yttra sig till Skolinspektionen om frist̊aende gymnasieskolor och gymnasiesärskolor”.
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In 2011 and 2012, 419 and 149 applications were received by the SSI to start or expand independent

schools, respectively. Each application consist of one or more applications for specific program i.e.

a principal applying to start or expand an independent school can do so by applying to start one

or more programs. A stratified sample of the 568 program applications sent in 2011 and 2012 has

been used consisting of 138 applications. These are the applications that were investigated for

substantial negative effects i.e. the applications that got approved based on all other criteria. The

138 applications consist of a total of 366 specific program applications, an average of 2.7 programs

per application. Table 1 summarizes the data gathered from the applications.

Table 1: Summary of data gathered from program applications and their function in upcoming

analysis

Variable Function Type

Decision Outcome Binary

RSMS Predictor Numeric

∆ Cohort Predictor Fraction

Municipal recommendation Predictor Binary

Specialization defined Control Binary

Program availability Control Binary

Outstanding permit Control Binary

Program Not used Name

Municipality Not used Name

New establishment or expansion Not used Binary

Principal Not used Name

The outcome variable, decision, is a binary variable denoted 1 for approved application and 0 for

dismissed application. RSMS is calculated by subtracting the number of student spots that the

private principal plans to supply from the number of students in the same program in municipal

schools the year before. RSMS can be negative, either when the program did not exist in munici-

pal schools or when the number of planned spots is greater than the students enrolled in the same

program in municipal schools. Since no applications will get approved if the predicted number of

students left in the municipal program is negative but might be if the program did not exist in

municipal schools, all negative values are set to zero. However, due to the ”program availability”

control variable which is denoted 1 if the program existed in the municipality in a municipal school,

RSMS being zero and the application still getting approved will be controlled for. ∆Cohort is
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the predicted change in number of 16 year olds five years ahead estimated by the municipality in

which the independent schools applies to start. Since the size of the municipality is captured by

RSMS, ∆Cohort is not in absolute terms. ∆Cohort is instead used in fractional form calculated

as the predicted number of 16 year olds in municipality five years ahead divided by the number of

16 year olds in municipality today. Hence, if the prediction says that the number of 16 year olds

will increase ∆Cohort will be bigger than one.

”Municipality recommendation” is denoted 1 of municipality is positive towards the establishment

and 0 if negative. As mentioned in the previous section, the quality and effort put in by the munic-

ipality officials when uttering their opinion regarding whether the independent school should get to

start or expand differ. Very rigorous evaluations of costs and benefits are in some cases conducted

by the municipal education committee or similar, followed by a voting procedure in the municipal

local council rendering in a final ”yes” or ”no” recommendation to the SSI. The evaluation, ar-

gumentation, analysis and the working procedure is sent in to the SSI as decision basis. In some

cases municipality officials formulate themselves as ”municipality X is in general positive to the

establishment of independent schools but there is a chance that independent school Y will incur

substantial negative effects to municipality X”. In cases where the municipal recommendation is

not formulated in plain text ”yes” or ”no” the best judgment of the author is used to rule if the

municipality is for or against the establishment or expansion with the approach that the munici-

pality is positive if nothing else is expressed. The unclear municipality recommendations were few

but no data were gathered on exactly how many. Since the approach was to code recommendations

as positive if nothing else was expressed it is possible that even more recommendations would be

negative if another approach would have been used. No other approach, apart from to code recom-

mendations as positive if nothing else was expressed was used.

The ”specialization defined” control variable is necessary since specializations might be protected

differently from programs. For aesthetic programs, the SSI decides on granting or rejecting appli-

cations based on number of eligible students at the program and specialization. Specializations are

in those cases protected since they are a big part of the program. For other programs, just the pro-

grams are protected but for aesthetic programs, both the program and specialization is protected.

In these cases, RSMS is the remaining students in municipal schools at the same program and

specialization. The ”outstanding permit” control variable is essential. For some applications, other

principals has gotten approval to start the same program in previous years but has been granted

permission to start the program some years later. Since the outstanding permit has a direct effect

on RSMS it is considered in the application procedure and hence, controlled for.
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The decision procedure of the SSI is not mechanical in the sense that there are specific criteria

that has to be met for each and every variable listed in Table 1. There are of course guidelines and

criteria that has to be met but the decision is based on the overall impression, hence, quantitative

analysis on such a process will come with omitted variables causing bias to the coefficient estimates.

For example, the fact that students might be lost from other municipal programs than the one that

the private principal applies to start is not taken into consideration in the models developed in this

paper, but is considered by the SSI. This issue is discussed further in Section 6.

Apart from the variables used in the regression analysis some other variables have been collected

to the data set, namely: What program the application is regarding, in which municipality the

independent school will start, if the applications is regarding a new establishment or expansion of

an existing school and who the principal is.

4.2 Descriptive statistics

Table 2: Descriptive statistics from stratum of applications. Sum in column one. Mean, median

and standard deviation in column two.

Variable SUM Variable Mean Median St. dev.

Number of applications 138 Student spots applied for 21 23.5 7.04

Programme applications 366 Programs per application 2.7 2 1.98

Approved programme applications 191 Students in program at 174 65 297

Expansions 232 municipal school(s)

New establishments 134 Student population 0.95 0.95 0.07

Municipality positive 108 change in percent

Municipality negative 258 RSMS 156 44 296

New program in municipality 16

New specialization in municipality 57

Table 2 displays descriptive statistics from the application judged on substantial negative effects.

The data set consist of 138 applications with a total of 336 specific program applications, an average

of 2.7. The program application within the application is considered one by one i.e. it is possible

that an application consisting of 6 program applications just get one program application approved

and the rest rejected. In that situation, the principal might not want to start or expand with just
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one program, hence, choose not to exploit the permit. Most applications consider expansions i.e.

schools that are in place, but want to expand the school with more programs and students. The

municipality recommendations are in 70 percent of the time negative towards the new establishment

or expansion. Why so many municipality recommendations are negative is hard to say. It might

have to do with political majority or the possibility that municipalities want to protect their own

schools to a great extent. This will be discussed further in Section 7. In most cases, the applica-

tion is regarding program and/or specialization already supplied by the municipality. Since many

applications consider independent schools in big municipalities with popular programs, this is not

surprising. The number of students in the same municipal program has a high standard deviation

and hence, also RSMS. The standard deviation is high since the figure varies greatly between big

municipalities such as Stockholm, Göteborg and Malmö, and other municipalities.

Figure 2: Fraction of approved applications for different intervals of RSMS

Figure 2 shows how different levels of RSMS renders approved applications. The pattern is clear,

when RSMS is higher, the probability of getting the application approved is higher. It is not,

however a perfect linear relationship between RSMS and the probability of getting an application

approved and there are explanations to why that is the case.

First of all, a little bit under 20 percent with RSMS < 21 got approved. That is mainly be-

cause some applications are regarding programs that are not supplied by the municipality, hence,

RSMS = 0. In a situation as such, the applications most often gets approved. In the span

20 < RSMS < 42, 9 percent of the applications got approved. Having in mind that the ap-
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Table 3: Correlation coefficients between independent variables and outcome variable and among

independent variables

Decision RSMS ∆Cohort Municipality recommendation

Decision 1 0.433 0.143 0.153

RSMS 1 0.188 0.298

∆ Cohort 1 0.149

Municipality recommendation 1

Note: Pearson correlation coefficients.

plications that got approved in the lowest span were so since RSMS was zero, the probability

of getting an application approved is higher in this span. From the interval 40 < RSMS < 61

to 60 < RSMS < 81 there is a steady increase in the probability of getting an application ap-

proved. Most but not all application in the span RSMS > 100 got approved. Looking at the trend

in Figure 2, one could expect that all applications would get approved in that interval. However,

the reason to why not all got approved is because of outstanding permits (described in Section 4.1).

In order to get an overview of the outcome variable and the predictors a correlation matrix is

depicted in Table 3. The highest correlation is between RSMS and ”Decision” with 0.433. The

other correlations are fairly low, both between the outcome variable and the covariates and among

the covariates.

Since the municipalities are supposed to base their recommendation on very similar criteria as the

SSI base their decision on, it is also important to study in how many instances their recommen-

dations are followed. Table 4 shows how many times positive recommendation renders approved

applications and how many times negative recommendations render declined applications. The mu-

nicipality recommendation is followed by the SSI in approximately 55 percent of the applications

in total, whilst positive recommendations are however followed to a higher degree, 65 percent.

Table 4: Number of positive and negative municipal recommendations and how often they are

followed by the SSI

Decision by the SSI

YES NO

Municipality YES 70 38

Recommendation NO 126 132
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4.3 Variable construction and identification strategy

In order to identify the impact each variable has on the probability of getting an application ap-

proved by the SSI, binary probit and logit models has been estimated. The analysis can be divided

into three steps;

First, in order to identify the significance of the variables, logit estimations of equation (1) is

estimated (models (1)-(4) in the Section 5).24

APPROV EDi = α+ β1RSMSi + β2MUNIRECi + β3∆COHORTi + λX’ + εi (1)

written in original form as:

(
pi

1 − pi
) = e(α+β1RSMSi+β2MUNIRECi+β3∆COHORTi+λX’)

where pi is the probability of getting an application approved. RSMS is ”remaining students in

municipal schools”. MUNIREC is a dummy variable showing the municipality recommendation

with value one if the municipality supports the program establishment. ∆COHORT is the change

in student population five years ahead in fraction form. λX’ is a vector of control variables which

are ”Specialization defined”, ”Program availability” and ”Outstanding permit” described in Sec-

tion 4.1.

Secondly, in order to identify any non-linearity in the explanatory power of RSMS, a step by step

regression analysis will be conducted, depicted in equation (2). By having the original format of

RSMS in the same regression as dummy variables of RSMS, D(RSMS), such as 1 if RSMS > 50

and 0 otherwise, it will show if there are certain kinks in the explanatory power.

APPROV EDi = α+ β1RSMSi +D(RSMS)i + λX’ + εi (2)

Also, to capture the breakpoints within the explanatory power of RSMS a piecewise OLS regression

is estimated in the following way:

APPROV EDi = α+ β1RSMSi + β2((RSMSi − a)I1 − (RSMS − b)I2) + λX’ + εi (3)

where the indicator variables, I1 and I2 are defined as:

I1 =

{
1 if a < RSMS

0 otherwise

24For the first step, probit models are also estimated with the same variables.
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I2 =

{
1 if b < RSMS

0 otherwise

where a is the lower breakpoint and b is the upper breakpoint. The assumption behind the double

breakpoint piecewise OLS regression is that there is a linear relationship that looks the same outside

the a, b interval between RSMS and probability of approval i.e. that the probability of approval

increases by the same amount, per unit increase of RSMS outside the interval a < RSMS < b. It

is also assumed that the relationship is linear, but different, in the interval a < RSMS < b. The

change in slope will be captured by β2 in equation (3) which will be positive and significant if there

is a steeper slope in the interval a < RSMS < b compared to outside the interval. OLS regression

is probably not the best model in terms of predictability and accuracy of coefficient estimates since

the dependent variable is binary, hence, the model will predict probabilities larger than 100 percent.

However, the piecewise regression analysis is rather conducted in order to confirm breakpoints in

the explanatory power of RSMS. Finally, models with adjusted RSMS will be estimated (equation

4).

APPROV EDi = α+ β1RSMSCAPi + β2MUNIRECi + β3∆COHORTi + λX’ + εi (4)

where RSMSCAP is RSMS that only varies in certain intervals. The selection of intervals is based

on the result of the step by step logit regression (equation 2) and the piecewise OLS regression

(equation 3).

5 Results

Table 5 displays the estimated baseline logit and probit models (1)-(4). RSMS is the only signifi-

cant variable on the probability of an application getting approved. The cohort evolution variables

in model (1) and (2) have the expected sign i.e. that a predicted increase in the student population

will increase the probability of getting an application approved. However, that variable is not signif-

icant in models (1) and (2). The municipal recommendation variable estimates are non-significant

and does not have the expected sign, namely that a recommendation saying that the program

should get to start would increase the probability of getting the application approved. Model (3)

and (4) only uses RSMS as an explanatory variable and it is also significant in these models. The

accuracy of all models is calculated by comparing the actual decisions for each application with the

estimated probability of getting an application approved by the models. A prediction is correct if

the estimated probability of approval is bigger than 0.5 and the applications were approved or if
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the probability was less than 0.5 and the application was denied. The share of correct predictions

of model (3) and (4) are 91 percent, with RSMS and control variables as predictors. The high

accuracy of models (3) and (4) gives support to the fact that RSMS is a very influential variable

in the decision making process.

Table 5: Binary logistic regression on probability of getting application approved with non-modified

RSMS as regressor

Model Logit (1) Probit (2) Logit (3) Probit (4)

RSMS 0.097 0.053 0.094 0.052

(0,000) (0,000) (0,000) (0,000)

Municipality recommendation -0.634 -0.291 - -

(0.223) 0.298 - -

∆Cohort 1.771 1.771 - -

(0.259) (0.259) - -

Controls

Program existence YES YES YES YES

Specialization specified YES YES YES YES

Outstanding permit YES YES YES YES

Accuracy 0.57 0.64 0.91 0.91

Note: Coefficient estimates are in log odds, p-values in parenthesis. Baseline Logit and Probit consist of all

variables. Logit and Probit Changes consist of significant variables.

Since the results in Table 5 show that RSMS is an important variable it is interesting to study

the relationship further by investigating possible non-linearity. Table 6 displays the step by step

logistic regression analysis with RSMS and RSMS dummies in order to identify whether there are

kinks in the explanatory power of RSMS. The same control variables as in models (1)-(4) are used

and significant estimates of RSMS dummies are bold faced in Table 6. It is evident that dummies

at certain levels are more influential than others. No dummy variable over 60 (RSMS > 70 and

RSMS > 80) is significant but all RSMS > 40 and RSMS > 50 dummies are. This result suggests

that it do matter if RSMS is over 40 or 50 specifically, but not if it is over 70 or 80. RSMS > 30

and RSMS > 60 are significant in some specifications, hence, it is reasonable to conclude that

they have an effect but not as substantial as RSMS > 40 and RSMS > 50. Based on Table 6 the

explanatory power within RSMS increases in, or around the span 30 < RSMS < 60. This means

that it does not affect the probability of approval as much when RSMS is larger than 60 or smaller

than 30, step by step, compared to inside the interval.
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In order to give validity to the results presented in Table 6, a piecewise OLS regression analysis is

performed and presented in Table 7. Model (5) tests the breakpoints, a = 30 and b = 50 (described

in Section 4.3.), i.e. tests if the relationship is different within the interval 30 < RSMS < 50

compared to outside the interval. The change in the slope is captured by β2 in equation (3). The

estimates suggest that the slope gets steeper within the interval 30 < RSMS < 50 i.e. the proba-

bility of getting an application approved increases more, step by step within that span. The RSMS

coefficient estimate in Model (5) is 0.0005 and the RSMS(30 − 50) coefficient estimate is 0.018

showing that the marginal increase in probability of application approval is approximately 36 times

higher within the interval 30 < RSMS < 50.25 Similar results but with a smaller slope increase is

found when using the 40 < RSMS < 60 interval in Model (6).

Since most of the explanatory power of RSMS lies within or around the interval 30 < RSMS < 60,

a new variable is designed, RSMS(30 − 60) and RSMS(35 − 55) which sets an upper and lower

bound on the RSMS values. For RSMS(30−60) the minimum value is 30 and the maximum value

is 60. For example if RSMS is 20 or 80 they will be treated as if they were 30 and 60, respectively.

Model (7) uses all explanatory variables and models (8)-(9) use only significant variables. The

municipal recommendation dummy is insignificant and not with the expected sign, as in previous

models. The cohort change variable is significant on the five percent level in all models displayed

in Table 8. Both RSMS(30 − 60) and RSMS(35 − 55) are significant in all models. In terms of

predictive accuracy, models (7) - (9) are more or less the same with a slight edge to model (9) which

has 94 percent accuracy when predicting the decision of the SSI. When upper and lower bounds are

put on RSMS, the accuracy of the models increases. Based on the results of the piecewise regression

output, this makes sense since the relationship between RSMS and probability of approval is better

captured by models (7)-(9) which gives more important intervals extended influence.26

25Marginal increase in probability of application approval is calculated as 0.018
0.005

= 36.
26The higher accuracy compared to previous models can also be random.
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Table 6: Binary logistic regression on probability on getting application approved with RSMS and

RSMS as regressors

Outcomes Coefficient SE Coefficient Z P-value

RSMS 0.093 0.017 5.250 0.000

RSMS > 30 dummy 0.006 0.755 0.010 0.993

RSMS 0.059 0.016 3.770 0.000

RSMS > 40 dummy 2.320 0.859 2.700 0.007

RSMS 0.059 0.015 3.940 0.000

RSMS > 50 dummy 2.676 0.908 2.950 0.003

RSMS 0.082 0.014 5.840 0.000

RSMS > 60 dummy 1.663 1.173 1.420 0.156

RSMS 0.085 0.013 6.440 0.000

RSMS > 70 dummy 15.261 864.703 0.02 0.986

RSMS 0.090 0.013 7.040 0.000

RSMS > 80 dummy 14.036 903.385 0.020 0.988

RSMS 0.041 0.020 1.99 0.047

RSMS > 30 dummy 0.948 0.826 1.15 0.251

RSMS > 50 dummy 3.027 0.979 3.09 0.002

RSMS 0.055 0.016 3.480 0.001

RSMS > 50 dummy 2.467 0.879 2.810 0.005

RSMS > 70 dummy 15.048 961.538 0.020 0.988

RSMS 0.035 0.019 1.800 0.071

RSMS > 40 dummy 2.735 0.913 3.000 0.003

RSMS > 60 dummy 2.374 1.274 1.860 0.062

RSMS > 30 dummy 2.222 0.569 3.900 0.000

RSMS > 50 dummy 3.285 0.769 4.270 0.000

RSMS > 70 dummy 19.389 1973.290 0.01 0.992

RSMS > 40 dummy 3.154 0.735 4.290 0.000

RSMS > 50 dummy 2.159 0.949 2.280 0.023

RSMS > 60 dummy 3.392 1.271 2.670 0.008

Note: All estimated regressions include the same control variables as in model (1)-(4).
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Table 7: Piecewise OLS regression (Segmented regression) with RSMS and control variables as

independent variables

Model RSMS RSMS (30-50) RSMS (40-60) Controls R-Sq

OLS (5) 0.00046664 0.018379 - YES 0.544

(0,000) (0,000) - -

OLS (6) 0,00049829 - 0,014273 YES 0.462

(0,000) - (0,000) -

Table 8: Binary logistic regression on probability of getting application approved with reconstructed

RSMS

Model Logit (7) Logit (8) Logit (9)

RSMS (30-60) 0.2851 0.154 -

(0.000) (0.000) -

RSMS (35-55) - - 0.410

- - (0.000)

∆Cohort 7.365 7.103 8.142

(0.034) (0.043) (0.024)

Municipality -0.389 - -

(0.499) - -

Controls

Program existence YES YES YES

Outstanding permit YES YES YES

Specialization specified YES YES YES

Accuracy 0.93 0.93 0.94

Note: Probit models have been estimated but are not displayed here since the results are the same as for

logit models.
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6 Analysis

Figure 3: Probability of getting application approved on vertical axis, RSMS on horizontal axis.

Predictions are made from model (8).

Figure 4: Probability of getting application approved on vertical axis, student population evolution

fraction on horizontal axis. Predictions are made from model (8).
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All estimated models show that the most significant variable when calculating the probability of ap-

proval is RSMS. This is specifically shown in model (3) and (4) where regression, only with RSMS

as independent variable predicts whether an application will be approved or denied with 91 percent

accuracy. It is also shown in Table 6 and 7 that RSMS have distinct kinks in the explanatory

power on probability of approval, with a sudden increase around 30 and sudden decrease around 60.

Figure 3 depicts how the probability of approval changes when RSMS changes. This is done by

keeping all other variables in the model constant at median values and changing RSMS(30 − 60)

from 30 to 60. The steepest incline is between 40 and 50 indicating it is the most important span

when predicting if an application will be approved or not. Figure 4 depicts how the probabilities

change when changing future cohort prediction, when keeping all other variables constant at me-

dian values. Since RSMS is kept constant at 44, which is a value corresponding to a probability

of approval of little less than 50 percent, the cohort variable has a big impact. If RSMS were kept

constant at a value outside the most critical interval, the effects of future cohort prediction would

be smaller.

Model (9) has the highest accuracy when predicting approvals, 94 percent, which is high in com-

parison to models (1) and (2). Models (1) and (2) were specified without caps on RSMS and may

have lower accuracy because of that. Also, models (1) and (2) included insignificant municipality

recommendation variables that also had a negative sign, which was unexpected. With a negative

sign on the municipality recommendation variable the models suggest that if a municipality is pos-

itive towards an opening of a program by a private principal it lowers the probability of getting

that application approved. The municipality advisory recommendation is taken into consideration

according to the administrative officials at the SSI but that fact is not confirmed based on this

analysis. However, the reasons to why the municipality recommendation is not significant in the

models in this paper can be several. It might be the case that some municipalities base their

recommendation on ideology rather than what should be considered according to the guidelines

to municipalities specified by SSI. Parties on the left wing side has since the independent market

reform, although in different degrees, been skeptical of private actors in the welfare sector whilst

the right wing parties are positive towards the quasi market setting. In situations when the recom-

mendation is motivated by ideology the municipality tends to treat all program applications as one

instead of treating them separately. For example, if a municipality are to leave recommendations

regarding three different programs from the same principal with one program with high RSMS

and two with very low, the municipality might just recommend that ”opening of new programs

would induce substantial negative effects” not considering that one of the programs would not.
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Table 9: Logit regression with control variables and municipality recommendation as predictors

Model (10) Coefficient P-value Accuracy

Municipality recommendation 0.769270 0.004 0.50

Some municipalities also tend to argue for their standpoint by including factors that the SSI can

not consider. It is sometimes the case that the municipality reaches their conclusion on whether

the establishment will incur substantial negative effects or not by looking at the complete upper

secondary school market i.e. municipal and independent schools. Since the SSI interpretation of the

school act is that other independent schools, than the one that the application is regarding, can not

be considered when predicting if a new program will cause substantial negative effects, arguments

pointing to the fact that a higher fraction of independent school program might be problematic is

not considered. Table 9 presents a logit regression with municipality recommendation and control

variables as regressors on the probability of approval. In this setting, the municipality recommen-

dation is significant and with the expected sign i.e. that a positive municipal recommendation

increases the probability of getting the application approved. The accuracy of the model (10)

is however very low, 50 percent, which is not surprising based on Table 4 which shows that the

municipal recommendation only is followed around 55 percent of the times. It is possible that

some municipalities base their recommendation on RSMS which in turn makes the municipality

recommendation a bad proxy for RSMS i.e. the municipality recommendation becomes significant

in model (10) but not in models (1) and (2) because RSMS is included as an explanatory variable

in those models. The correlation between the municipality recommendation and RSMS is 0.298,

hence, this explanation is plausible.

Even though the accuracy of model (9) is high, there are still application decisions which are pre-

dicted in error, a total of 23 program applications. The attribute that all but two of these program

applications share is that they are regarding relatively uncommon programs such as craftsmanship

programs, aesthetic programs and construction programs. The main reason to why such programs

are overrepresented when it comes to erroneous predictions is most likely due to the fact that small

new programs, in general tends to attract students that would have gone to other small programs.

When the SSI makes their decision on when an independent school program will get to start they

consider how the opening will affect the municipal school programs. Even though the variable de-

fined in this paper as RSMS captures a lot regarding how the municipal programs will be affected,

it does not capture the fact that students might be lost from different municipal programs than the
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one that the private principal applies to start. For example, if a private principal applies to start

the craftsmanship program and the municipality only has the aesthetic program, it is possible and

reasonable to suspect that some students that would have gone to the municipal aesthetic program

will choose to attend the independent school craftsmanship program instead.27 Since that factor is

not captured in RSMS or in any other predictor or control variable the predictability suffers. The

ideal scenario would be to control for this relationship in order to make the predictive power of the

models stronger. Since there are variables that are considered by the SSI but not by the models

in this paper, the estimated coefficient will be biased due to omitted variables. For example, if a

private principal applies to start a program and RSMS becomes 60, the models in this paper will

suggest that the application probably will get approved. However, if there is another program in

the municipality with 40 students and the SSI predicts that 5 of those students will choose to attend

the independent school program instead and the application gets declined, the models in this paper

will make the wrong prediction. In such a situation, the RSMS estimate will be downward biased.

7 Conclusion and Discussion

This paper has described and shown what variables are considered and how big their influence

are when the SSI declines applications to start programs in independent schools due to the risk

of causing substantial negative effects to municipal schools. The empirical strategy was to gather

data from all applications sent in during 2011 and 2012 that were judged on the possibility of

causing substantial negative effects. It is shown that the variable influencing the decision of the SSI

the most is RSMS which is the predicted number of remaining students in the municipal school

program if the independent school program gets to start. It is shown that a regression model with

RSMS as the only covariate has the predictive accuracy of 91 percent on the decisions of the SSI

regarding substantial negative effects. It is also shown that most important span of RSMS is

40 to 50 where the probability of getting an application approved differs by 60 to 80 percentage

points, ceteris paribus. It is further shown that the predicted number of students five years ahead is

taken into consideration when deciding on approving or dismissing an application, especially in the

span 60 > RSMS > 40. Finally, it is shown that the municipality recommendations on whether

a program should get to start or not has no explanatory power in the models estimated in this paper.

The Swedish upper secondary school market system has after the independent school market re-

form been discussed and studied in many aspects, such as; Does the regulated quasi market setting

27Some small programs have more inflow from other small programs than others. Aesthetic and craftsmanship

program were chosen arbitrary for the sake of the argument.
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raise scholastic performance? Is the current market system beneficial for some sort of students

but detrimental for others? Is it economically efficient? Also, the complete independent school

application process has been studied and criticized by the Swedish National Audit Office (Riksre-

visionen).28 They point to the fact that the regulations regarding substantial negative effects are

unclear and discuss whether existing independent schools should be considered as well, not just the

municipal schools, when the SSI evaluates possibilities of substantial negative effects. They also

argued that the application process as a whole can be improved since the standardized template

that the principal fills in is more like a test on what the law dictates, not a test on actual ability

for the principals to follow that law.

The system today allows private principals to start or expand independent schools with new pro-

grams as long as there will be around 50 students left in the same program in municipal schools.29

This means that applications to start popular programs, such as nature oriented program and so-

cial science program will always get approved in big municipalities since RSMS will be far away

from the critical values (60 > RSMS). For example, in 2011 there were 1500 eligible students

applying to start the natural science in Stockholm municipality in municipal schools, even if one

or more principals were to apply to start the same program with a total of 500 spots equaling

RSMS = 1500 − 500 = 1000, the applications would get approved. On the other hand, princi-

pals applying to start programs in small municipalities sometimes have very small or non-existing

chances of getting approved. For example, Varberg municipality, which is the 37th biggest munic-

ipality in Sweden with approximately 58,000 inhabitants, had 40 eligible applicants for the social

science program in 2010. Plusgymnasiet AB, which is one of the biggest actors in the upper sec-

ondary school market, applied to start the social science program in 2011 with 24 student spots.

Since RSMS became 16, the application was denied and based on the models developed in this

paper had probabilities of approval that were all but negligible.

The different independent school densities across municipalities can probably partly be explained

by how the SSI views the connection between RSMS and the possibility of causing substantial

negative effects. Today, the fraction of students enrolled in independent schools is higher in big

municipalities compared to small. During 2012, the correlation between number of upper secondary

students in a municipality and the fraction of students enrolled in independent school in the same

municipality was 0.68. The correlation between number of upper secondary students in a munic-

ipality and the fraction of students enrolled in independent school in any municipality was 0.22.

28RiR 2012:17
29For more specific measure, see Figure 3, Table 6 and Table 7.
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30 It is reasonable to assume, that one explanation to why the market situations differs greatly

among municipalities is the fact that it is impossible for private principals to start programs in

many small municipalities and the fact that applications for popular programs in big municipalities

always gets approved. Since the market situations differ across municipalities, students that live in

some municipalities will never have the choice of attending an independent school, while students

in some municipalities might find it hard to pick a principal that is not private. Since, basically

the over capacity of popular programs can grow without limitations in many big municipalities and

the fraction of municipal schools in such municipalities can go extremely low, the upper secondary

school market may come to look even more different across municipalities over time.

The main objective for the independent school market reform was to increase scholastic performance

through diversity in educational techniques and competition and to stop withholding students and

parents their right to make the decision themselves regarding the education of the child. Since the

market situations are very different across municipalities i.e. in some municipalities students have

a lot of options between programs and schools and in other municipalities the choice opportunities

are scarce, the obvious question arises: is the market situation resulting from how substantial neg-

ative effects are judged today optimal in terms of social welfare? If making the assumption that

we have no information asymmetry between principals and students/parents and that parents and

children have the ability to choose the best-suited school for the child in terms education quality,

it is an advantage for the child living in a big municipality since the supply of different schools and

programs will be big, hence, the probability will be high of finding a good fit. A high level of over

establishment should not be a problem in this scenario, since all schools are funded by vouchers;

independent schools will not stay in the market if they do not turn a profit and municipal schools

will not stay in the market if it is not economically viable. Putting the problem with having no

or few municipal schools in a municipality aside, and keeping the assumption that parents and

students can make ”good” choices, the school market have the possibility to work efficiently in big

municipalities through the market mechanisms.

The situation is different in small municipalities however, since the market mechanism can not

work its course as in big municipalities. It is reasonable to assume that the marginal utility from

the first independent school in a municipality is larger than the second, hence, it would be socially

beneficial to have more independent schools in small municipalities and less independent schools in

big municipalities than it is today. As in any market, companies want to establish in areas were the

30Pearsons correlation coefficient. Data for calculations were gathered from Swedish National Agency of Education

data base, Jämförelsetal.

32



demand for the service is large and is obviously one explanation to why there are more independent

schools in big municipalities. It is however safe to say, based on the result presented in this paper,

that there would be more independent schools in small and medium sized municipalities if municipal

schools were less protected. In order to make the market more homogeneous across municipalities

in terms of opportunity to attend different schools a change in the procedure regarding substantial

negative effects would have to be made. However, whether it is beneficial to protect municipal

schools less and let more independent schools establish or to continue with today’s implementation

of the system in terms of social welfare is a question that would entail more research in order to

answer. One the one hand, if independent schools were to establish more in small and medium sized

municipalities, the students left in the municipal school might not be enough in order to make the

school economically viable, hence, force the school to shut down. In such a case, the municipality

will be left with no municipal school, hence create a problematic situation if the independent school

were to close and the municipality has to supply educational services to the students. On the other

hand, having no independent schools in small municipalities makes the choice possibilities smaller

for the students rendering high inequality across municipalities in terms of choice possibilities. This

leads to the fact that the opportunity to find a good fit between education technique and student

preference will be smaller in small municipalities.

Out of the 336 program applications investigated for substantial negative effects, 109 applications

regarded schools in one of the three biggest municipalities, Stockholm, Göteborg and Malmö. One

out of the 336 applications regarded schools in small municipalities, defined as the bottom half in

terms of population size 2012.31 The remaining 226 applications regarded schools in medium sized

municipalities, defined here as municipalities with 15,296 to 307,000 inhabitants. Depending on how

big and medium size are defined, approval rates are higher for the big municipalities but not by

much. One would expect that there should be a clear relationship between size of municipality and

approval rates but since applications regarding uncommon programs were much overrepresented in

the three biggest municipalities compared to other municipalities during 2011 and 2012 this is not

surprising. Why only one application regarded a school in a ”small” municipality is hard to say. It

might be because private principals do not want to establish in small municipalities since it is hard

to en enroll enough students to become economically viable or to turn a profit, or simply that they

know that it is hard to get applications approved.

It is clear, that the process to start independent schools today need policy changes. First of all

31Municipalities with a population less than 15,295 accounts for approximately 1,400,000 people. Source: Statistics

Sweden.
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when it comes to the shortcomings of the overall process described by the Swedish National Audit

Office but also when it comes to the evaluation of substantial negative effects. Since the situation

differs a lot across municipalities in terms of where independent schools can establish and where

they can not, municipalities face very different potential scenarios if the trend of independent school

establishment continues. The extreme case that could follow from today’s system is that almost

all students at certain programs in the big municipalities are enrolled in independent schools. In

a situation, where some independent schools shut down abruptly, in the extreme scenario, the re-

sponsibility of enrolling those students in a different school is the municipalities’. Such a task can

be hard when there is just one municipal school left supplying the same program.

Even if the decision criteria basis regarding substantial negative effects today is optimal, the fact

that the number of planned student spots in program applications is not fixed is problematic. Since

the SSI considers RSMS to a great extent in the decision making process, the figures should in

fact be correct. Since the value of RSMS is in fact not always correct it makes the whole process

skewed. Principals applying to start independent schools can systematically apply to enroll less stu-

dents than what they want and hence have a higher probability of getting the application approved.

The municipal recommendations received by the SSI for each application can also be improved.

Since the recommendation is uttered by the political majority in a municipality it is symptomatic

that the recommendation is based on ideology rather than the criteria for the recommendation.32

A solution to this problem would be to request the advisory comment from non-political school

administration officers in each municipality, hence, receive recommendation based on the criteria

rather than political ideology.

Policy changes regarding the application procedure have, as mentioned, been suggested by the

Swedish National Audit Office, but also by the political establishment. A committee, represented

by six out of the eight parties in the Swedish national parliament did in May of 2013 submit a

joint proposal regarding, among other things, changes to the independent school application pro-

cess in order to raise the quality of education and make independent schools less prone to abrupt

closures.33 One of the proposal points state that the SSI should get to take previous resume into

account, foremost to rule if the principal applying to start an independent school is appropriate

in terms of long term commitment. It was suggested that the SSI should have the opportunity to

32This result is not proven in this paper, the conclusion is based on observations by the author.
33The Independent school committee (Friskolekommitten) was made up by Moderaterna, Folkpartiet, Centerpartiet,

Kristdemokraterna, Miljöpartiet and Socialdemokraterna. See Friskolekommitten, 2013.
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reject applications if they have reasons to believe that the principal do not have motives to have the

school open for a long time. It was not stated in detail how the suitability of the principle will be

ensured but it is reasonable to say, that a school market with less abrupt closures of independent

schools is desirable in terms of student welfare. If the long term commitment and the quality of

education of independent schools can be guaranteed to a higher degree, it might be preferable to

protect municipal schools less, and let the market mechanism run its course to a larger extent, espe-

cially in small and medium sized municipalities. Whether the joint proposal will render in changes

in the school law is not definite, but likely since the committee was made up by representatives

from six out of eight parties.

This paper has provided a result that is important in order to understand why the upper secondary

school market looks the way it does. There is however much more research in the area that needs

to be done. The question that naturally follows from the results presented in this study is whether

the probability of negative effects to municipal schools do in fact increase as much as what the

SSI think i.e. is the probability actually 70 percentage points higher that an independent school

program will cause substantial negative effects if the students left in the municipal school program

go from 50 to 40? This leads to the question on whether the planned number of students spots

applied for by the private principal is actually followed, or if it systematically under reported in

order to raise the probability of approval. Also, how does the number of student spots develop

over time? Is it possible that independent schools first start of with one class in order to expand to

two classes the year after? The number of student spots is related to RSMS and its measurement

errors. As of today, there are no studies identifying to what degree independent school program

take students from the same municipal school program and how it develops over time. Since RSMS

is an influential variable in the decision making process it is important to know how accurate the

variable actually is. Another important issue is what most affects the municipal schools in terms of

being subject to substantial negative effects? Is it that they do not lose a lot of student at once or

is it simply not to lose the approximately 50 last students at the program? In order to investigate

this issue, different approaches could be used. The most straight forward approach would be to talk

to municipal school principals, management and municipal officials with the obvious possibility of

moral hazard. Another strategy could be to look at situations where substantial negative effects

have occurred and try to see how they arose.
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8 Appendix

Table 10: All reasons for dismissal by the SSI, years 2009-2012. Definition for dismissal ha changed

over the time period, hence, some cells are blank.

Year 2009 2010 2011 2012

Number of applications 309 383 419 149

Dismissal 186 293 338 85

Substantial negative effects 137 102 74 37

Education type 52 - - -

Economical conditions 24 99 15 19

Student prognosis 41 197 142 24

Legal capacity and purpose description 8 5 - -

Principle and teachers 17 8 17 4

Facilities and equipment 35 28 86 21

Activity description - 44 - -

Follow up work - 12 - -

Openness - 9 4 2

Fees - 1 3 0

Job market training - - 171 35

Supervision and reporting - - 7 0

Denominational - - 3 0

Routines - - 44 6

Legal capacity - - 7 2

School library - - 190 9

Special help and follow-up - - 20 4

Curriculum - - 23 0

Student influence and basic values - - 92 11

Student health - - - 10

Other 16 9 16 18

Source: The Swedish School Inspectorate
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Table 11: In summary, the form sent in to the SSI by the principal consists of information about

the following.

Item Description

School unit and the applicant Principals juridical ability to act, applicant information

and contact person.

Planned establishment Number of students per program when fully developed, students

per cohort and if new establishment or expansion.

Student prognoses Survey evaluating the demand for program/specialization in the

municipality usually conducted by independent survey institute.

School management and principal routines Systematic quality enhancement routines, routines for handling

complaints, student comfort and aid.

Courses and job qualifications Programs and specializations, job market qualifications post

graduation if program is vocational education.

Education Education technique and work models, basic values,

student influence.

Job market training possibilities

Reception and student selection

Management organisation, staff, teachers

Student health

Study and vocational guidance

Education in mother tongue Availability for students not born in Sweden.

Facilities and equipment

Economy
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