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1. Introduction

In recent decades, developing countries have made considerable progress in increasing the school enrollment and
achievements of children and youth. School subsidy programs, in the form of conditional cash transfers, educational vouch-
ers or subsidies for other educational costs, are widely recognized as effective in increasing enrollment and reducing dropout
rates. A large number of studies have evaluated the effectiveness of these school subsidy programs, mostly assessing the ef-
fects on outcomes measured in the short run (see Behrman, 2010; Glewwe and Kremer, 2006 and Orazem and King, 2008 for

* Corresponding author.
E-mail address: liqgiuzh@gmail.com (L. Zhao).
1 We would like to thank the helpful comments from two anonymous referees, participants in the 8th International Symposium on Human Capital and
Labor Markets and seminar participants at Renmin University of China. Ligiu Zhao acknowledges financial support from the Natural Science Foundation of
China (grant no. 71403286) and the Center for Labor Economics and Public Policy at Zhejiang University. The remaining errors are all ours.

http://dx.doi.org/10.1016/j.jce.2017.07.003
0147-5967/© 2017 Association for Comparative Economic Studies. Published by Elsevier Inc. All rights reserved.

Please cite this article as: Y. Xiao et al., Education on the cheap: The long-run effects of a free compulsory education
reform in rural china, Journal of Comparative Economics (2017), http://dx.doi.org/10.1016/j.jce.2017.07.003



http://dx.doi.org/10.1016/j.jce.2017.07.003
http://www.ScienceDirect.com
http://www.elsevier.com/locate/jce
mailto:liqiuzh@gmail.com
http://dx.doi.org/10.13039/501100001809
http://dx.doi.org/10.1016/j.jce.2017.07.003
http://dx.doi.org/10.1016/j.jce.2017.07.003

JID: YJCEC

[m3Gsc;July 18, 2017;13:33]

2 Y. Xiao et al./Journal of Comparative Economics 000 (2017) 1-19
1001 -
o 801 POt
m L d
- R
c
o L d
E 601
5 o
c »
(6] T XL o
@ 40 _emmmmmT
9 -
204 e o
0— T T T T T
1995 2000 2005 2010 2015
Age
Primary Junior high
===== Senior high m Gollege

Data source: China Statistical Abstract 2015.
Fig. 1. Gross enrollment rate in China.

extensive reviews of this literature). Evidence on long-term program effects, whose importance is emphasized in Behrman
et al. (2011), remains rather limited.?

China, the largest developing country in the world with approximately half of the population living in less developed
rural areas, launched a free compulsory education reform in rural areas in 2006. The aim of the reform is to reduce the costs
of compulsory education and increase enrollment. Under the reform, all rural students that are enrolled in primary or junior
high schools are exempted from paying tuition and miscellaneous fees. The free compulsory education reform is essentially
a school subsidy program, where eligible students are provided with a subsidy that covers tuition and miscellaneous fees.
Like other school subsidy programs, the reform has been found to raise short-run school enrollment rates, especially at
the junior high school level (Chyi and Zhou, 2014; Shi, 2016). However, the magnitude of the effect is small, which may be
attributable to the already high enrollment rates of compulsory education in rural China prior to the reform (see Fig. 1) (Shi,
2016). Some of the most important impacts of the reform, including the long-run impacts on completed years of schooling
and labor market outcomes, have yet to be investigated.

This paper investigates the long-run impacts of the free compulsory education reform on various forms of individuals’
human capital, including education, cognitive achievement and health measured in early adulthood. The schooling impacts
of this reform and other similar school subsidy programs have already been addressed in previous studies. In addition to
the effects on schooling outcomes, the cash transfers from the reform increase households’ disposable income, which may
induce other forms of human capital investment (Shi, 2012), and hence improve children’s long-term cognitive achievement
and health.? Even in the most extreme case - where the reform only increases investment in education-the reform could
have second-order effects on cognitive achievement and health, through the causal relation running from more education to
better cognitive achievement (Carlsson et al., 2015) and health (Silles, 2009). Education, cognitive achievement and health
are important determinants of lifetime well-being and earnings (Card, 1999; Case et al., 2002; Heckman et al., 2006). There-
fore, the investigation of different types of human capital provides us with a better understanding of the impacts of the free
compulsory education reform.

The reform was first launched in rural areas in 13 provinces and 3 direct-controlled municipalities (municipalities here-
after), and then gradually expanded to the rural areas across China. We exploit the cross-province variation in the phase-in
of the reform and apply a difference-in-differences framework where the treatment varies by province of residence and
birth date. Our treatment variable, namely the duration of reform exposure, is the number of semesters that an individual
is supposed to be eligible for free compulsory education during ages 6-15.

Using a sample of rural individuals born between 1988 and 1993 from the China Family Panel Studies (CFPS), we find
that longer reform exposure during ages 6-15 leads to better educational attainment and cognitive achievement in early

2 Molina-Millan et al. (2016) review the evaluations of the long-term effects of conditional cash transfer programs in Latin American.

3 A number of studies in developed countries have examined how a policy-induced increase in family income affects children’s cognitive achievement
(Duncan et al., 2011; Milligan and Stabile, 2011; Dahl and Lochner, 2012). For example, Dahl and Lochner (2012) find that in the United States a $1000
increase in income raises cognitive test scores by 0.06 standard deviations in the short run. Similar evidence in a developing country context is limited.
Using a sample of 9 to 12 year-old rural students in Gansu province in China, Shi (2013) finds no significant short-term effects of household educa-
tional expenditures on the test scores of children. Ponce and Bedi (2010) show that Ecuador’s cash transfer program does not improve students’ cognitive
achievement.
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