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Introduction.
Everyone shall have the right to receive, free of charge and on a competitive basis, higher education in a state or municipal educational institution or enterprise
(Constitution of the Russian Federation, Article 43.3).
Tuition fees have become the norm of life . . . Free education . . . corrupts students and instructors
(Address of the President to the Federal Assembly of the Russian Federation, April 3, 2001).
The President shall be the guarantor of the Constitution of the Russian Federation
(Constitution of the Russian Federation, Article 80.2).
	
	In the annual Address to the Federal Assembly The Federal Assembly is the Parliament of the Russian Federation. on April 3, 2001, Vladimir Putin, the President of the Russian Federation, called for the radical change in approach to education. He emphasized that education is the investment in future of the country and, therefore, everyone must contribute to this investment. Thus, the guarantor of the Constitution proclaimed that people have to pay for their constitutional right to free education. Indeed, as Cass Sunstein keenly noticed, “the rights do not fall from the sky”, but the fact is that all citizens already contribute to the realization of this right by paying taxes. What we have in hand is the state default on the constitutional right to free education. 
The purpose of this paper is to discuss one of the most controversial elements of the educational reform proposed by the government – the Gosudarstvennoe Imennoe Finansovoe Obiazatel’stvo-GIFO (the state personified financial certificate) or, in other words, the higher education merit-based voucher. The voucher issue has the potential to result in substantial changes in Russian higher education. This will have serious consequences, the implications of which scholars of higher education and policy-makers have to carefully examine. 
The introduction of the voucher system is scheduled for the 2003-2004 academic year. However, the design of the new system is still in embryonic state. One may argue, exploiting the “devil-is-in-the-details” argument, that my further discussion is moot in this case. However, I will follow Dewey’s (1997) recommendation that “voucher plans must be evaluated . . . as they are written and proposed” (on-line) since my objective here is not to predict whether higher education vouchers will work well, rather I will discuss whether they are able to positively address their stated objectives – promotion of equality of opportunity and effective utilization of public funds – at all. 
In the first part, I will present the voucher concept and overview the international experience with postsecondary voucher and quasi-voucher programs. In the second part, I will introduce the voucher proposal in Russia. In the following two parts, I will outline the proposed voucher scheme with the respect to its two main goals – equality of opportunity and efficiency. In the final part, I will speculate on the perspectives of political acceptability of the voucher system of higher education financing.
Part I. Vouchers: The concept and experience.
I.1. The concept.
Fundamentally, a voucher is “a contract providing an individual . . . with purchasing power, without an actual monetary transfer” (West, Sparkes, Balabanov, & Elson-Rogers, 2000, section 1.3.). There are a “host of different definitions of vouchers” (Patrinos & Ariasingam, 1997, p.5). Appendix 1 presents a selection of definitions. A student aid program can be considered as a higher education voucher if it is allocated directly to students and “may only be used for tuition and other expenses related to college attendance . . ., benefits are portable to a broad range of institutions, and the amount of benefit is largely determined through a statutory formula in which institutions have little or no discretion in determining the amount students receive” (Hauptman, 2000, p. 336). The essential feature of a voucher is that it is a contract among three parties – individuals, the government, and institutions. “If a person collects a voucher to attend a specific programme, the government is obliged to pay a pre-determined amount of money to the institute that offers the programme” (Oosterbeek, 1998, p. 233).
West, Sparkes, Balabanov, and Elson-Rogers (2000) differentiate between vouchers for education with a government guarantee to fully funded education and vouchers for education with government part funding. The goals of the fully funded scheme are (i) consumer choice; (ii) personal advancement; (iii) promotion of competition; and (iv) access to private education. The objectives of partially-funded plan are quite different and include (i) stimulating the demand for education; (ii) increasing investment in education; (iii) overcoming market failures; and (iv) making market fairer.
The concept of government financing of education through consumers is not so new as it might appear. The idea of the voucher system is rooted in Adam Smith’s concept of “consumer sovereignty”. Smith believed that if consumers were provided with a choice and money they would seek the best education. Later, in the 18th century, Thomas Paine developed a plan by which tax rebates would be given to low-income families for use on their children’s education. The first and most influential modern educational voucher system was proposed by the Nobel prize-winner economist Milton Friedman in the late 1950s (see Milton, 1955). 
Beckerman (1993) viewed vouchers for higher education as an integral part of a broad liberal policy proposal, which holds that the political and economic action should stress the importance of the individual and the family liberties above the needs of the state. Beckerman drew on the works of Mill (1985) and Friedman (1955) and concluded that the voucher encapsulates the following three basic liberal principles: (i) the subsidization (provision) of education is a totally separate activity from the direct production of education by government; (ii) a subsidy should be provided directly to the individuals for whose benefit the subsidy was intended; and (iii) market place is able to adequately provide the educational supply. Similarly, Hanus (1996) asserted that a educational vouchers system contributes to the liberal cause “by confirming individual self-determination in the development of one’s moral character and intellectual talents, and it does so without direct injury to anyone else” (p. 92).  
The literature (e.g., Harman, 1999; Landis, 1975; Shafe, 1975; West, 1996) points out at several perceived advantages of the voucher concept as an alternative to the current system of tertiary education finance. The voucher proponents argue that vouchers would enable higher education consumers to exercise a greater degree of freedom in selecting appropriate institution. The opportunity to choose and to decide would stimulate participation and dedication. Vouchers would bring about increased competition among the schools, and as a result, increased efficiency, responsiveness, program diversification and greater accountability in performance on the part of higher education institutions. A voucher system would assist the state to eliminate the unnecessary duplication of higher education programs and facilities. The implementation of a voucher scheme would minimize tuition differentials between the public and private sector. Finally, a voucher system would limit the direct governmental interference in institutional affairs, thus protecting academic freedoms from bureaucratic control. 
Conversely, there is a number of potential disadvantages. First, it is argued that consumers (i.e., students and their parents) are not knowledgeable enough to make intelligent choices among alternative suppliers. Second, it is feared that the voucher system would destroy state higher education institutions by causing a mass flow of students to private schools. Third, opponents believe that the voucher system would cause proliferation in courses of high demand and termination of low demand programs that may still be important culturally and scientifically. Fourth, the state would have much weaker mechanisms for adjusting enrolment patterns to national needs. Fifth, funneling public money in the form of vouchers to the colleges and universities founded by religious entities would be unconstitutional. Sixth, a voucher system would add to the public cost of education by providing public funds to pay tuition fees in non-state institutions. Seventh, the influx of public monies in the form of vouchers into independent colleges and universities would result in greater public scrutiny and would make private schools less private. Finally, vouchers, especially in the form of tax credits, might result in fraudulent practices (e.g., Harman, 1999; Landis, 1975; Shafe, 1975; West, 1996, etc.).
	Unfortunately, it is not possible to substantially support or refute the abovementioned advantages and disadvantages of the voucher system since the most of existing discussion is limited to elementary or secondary levels and is based largely on ideological presuppositions, with minimal reliance on factual evidence. In the next section, I will overview the limited international experience with postsecondary voucher and quasi-voucher programs.

I.2. The experience.
In the last thirty years a number of countries considered the use of vouchers for financing education. In 1970, in the USA, the Center for the Study of Public Policy developed seven voucher models that were aimed at the elementary and secondary levels, but have become the basis for the subsequent developments of hypothetical postsecondary voucher schemes (Landis, 1975). In the mid-1990s, the Ministry of Education of Finland initiated a project investigating possible applications of vouchers in higher education (Ahonen, 1998). In 1995, the Conservative Party in Creat Britain proposed the introduction of vouchers in British higher education (Tysone, 1995). In 1996-1998, an Australian Government Committee of Enquiry into Higher Education Policy developed a tertiary education voucher or ‘student centered funding’ scheme, but it was later rejected by both the government and opposition (Harman, 1999).  While, the author is not aware of an explicit post-secondary voucher system presently in full operation, many of the student-following state grant and loan programs worldwide are based on the same fundamental premises as the voucher concept.
For instance, in the United States, there is a number of direct student financing programs administered by the federal and state governments. At the federal level, there are four main types of quasi-voucher programs. The first such program, the GI Bill of Rights, was established in 1944 to help military veterans pay college expenses. Federal Student Loans, established in 1965 as Guaranteed Student Loans, provide low-cost loans to students from all but the most affluent families. The federal government subsidizes the interest on all loans and pays the interest while the student is in school. Pell Grants, enacted as Basic Grants in 1972, don't have to be repaid but go only to students from low-income families. Since 1997, the federal government has also provided two kinds of tuition tax credits for higher education: HOPE credits for the first two years of higher education and Lifetime Learning credits for older adults taking undergraduate or graduate courses (Urban Institute/Brookings Institution, 1999, p. 8; Hauptman, 2000). 
Having reviewed recent developments in the U.S. higher education at the state level, Alexander (1998) identified two current trends in student financing programs. First, there has been a gradual shift by states toward funding direct student aid programs. A recent example is the recommendations of Texas Special Commission on 21st Century Colleges and Universities (2001). The Commission proposed a new higher education funding system that would have “as its top priority the provision of a basic grant to every eligible student to attend the Texas public higher education institution of his or her choice . . . in contrast to the current system which emphasizes direct funding to institutions” (p. 7-8). The second trend shows a consistent increase in merit-based direct student financing. Indeed, “spending on the merit-based aid programs in place in 35 states reached $1.12 billion … in 1998-99 – 29 percent of aid funding in those states” (Zumeta, 2001, p. 82). The prime example of a voucher program at the state level is Georgia’s Hope Scholarship. It pays for all tuition and fees at any state college or university for Georgia residents with at least a B average grade. 
The use of vouchers for funding education and training is not confined to the United States. For example, New Zealand has been experimenting with a demand driven postsecondary education funding system since the late 1990s (Cassie, 1998). In 1994, the European Commission stated that “it is important to set up . . . systems of ‘training credits’ (‘training vouchers’) which all young people would receive and could spend relatively freely throughout their working lives in order to obtain new knowledge and to update their skills” (p. 138). Currently, different training vouchers programs are in place in England, Wales, Austria, France, and Belgium  (West, Sparkes, Balabanov, & Elson-Rogers, 2000). Also, a voucher-like higher education funding system has been recently implemented in Kazakhstan (Nevezhina, 2001).
The impact of vouchers remains unclear. In general, the experience with vouchers and quasi-vouchers suggests a mixed record of success and failure. This can be explained by the fact that most voucher programs are limited in scope and are relatively new; therefore they cannot yield a reliable data to provide for objective evaluation.

Part II. The overview of the current state of Russian higher education and the proposed reform.
II.1. Russian higher education today.
The last decade was characterised by the unprecedented pace of change in the Russian higher education. The number of state higher education institutions increased from 553 in 1994 to 580 in 2000. The number of accredited non-state universities grew from zero to 349 during the same period. The total number of students in all higher education institutions increased dramatically from 2,414,000 in 1994 to approximately 4,741,000 in 2000 and expected to reach 5 million in 2001. Currently, approximately 73% of Russian secondary school graduates enrol in higher education institutions compared to 65% of high school graduates in the U.S.A. and 60 % in Japan (Kliachko, 2001; Vuzovskie Vesti, 2001, no. 5, 6).
Paradoxically, this growth has been taking place simultaneously with cuts in the state subsidies to higher education. According to the Law on Higher and Professional Education (1996, Art 2, par 3, p.1), the minimum amount of the federal budget Most of Russian higher education institutions are in the federal jurisdiction and, therefore, they are financed primarily from the federal budget.expenditures on higher education is 3%. The table below reflects the actual levels of the state funding of higher education in Russia.
Table 1.
Budget expenditures on higher education in %.
Year	1991	1992	1993	1994	1997	1998     1999     2000
Percentage	2. 7	2. 7	 2. 0	2. 08	1. 99	2. 0        2. 26    2. 4
Source: Sarkisov (1997) and Vuzovskie vesti (1999, no. 15; 2001, no. 6)
Given the shrinkage of the budget itself, inflation, and regular sequestering, this has resulted in the significant state under funding of the public higher education system. The paradox of the growth of the system under the condition of budget cuts might be explained by the hypothesis that the institutions and individual faculty members managed to maximize internal resources and to attract non-budget resources. Indeed, in 2000, only 44% of revenues of an average higher education institution were received from the state budget, whereas in 1995, state subsidies accounted for 79% of institutional revenues (Kliachko, 2001). The two main non-budget sources of revenue at the institutional level are tuition fees and leasing university facilities to private educational institutions and various commercial structures. The main source of supplementary income at the individual level is private tutoring the prospective students. 
It is estimated that in 1998, 50% of the non-budget revenues were received from tuition fees (Kuz'minov, Beliakov, Kliachko, & Iakobson, 2000.) During the last five years, the number of tuition fee It should be noted that the fees usually reflect the full costs of training. paying first-year students in state institutions increased in more than five times (from 93,000 in 1995 to almost 500,000 in 2000), whereas the number of freshmen “budget students” changed very little (from 530,000 in 1995 to almost 600,000 in 2000). In 2000, 49% of all freshmen (44% in state institutions) paid tuition fees. In general, in 2000 40% of all students (34% in the state institutions) paid tuition fees, compared with only 9% in 1995. The positive tendency, however, is that the tuition fees dropped from USD 1000 to 500. Nevertheless, one commercial student subsidizes approximately three budget students (Kliachko, 2001; Kuz’minov in Savitskaia, 2000; Leskov, 2000b; Rubleva, 2001).

II.2. Higher education reform’ 2000.
In the spring 2000, the influential think-tank Center for Strategic Developments (http://www.csr.ru) in the cooperation with the Center for Educational Policy of the Higher School of Economics (http://www.hse.ru) developed the program entitled Strategiia dlia Rossii: Obrazovanie – the Strategy for Russia: Education (Strategiia dlia Rossii, 2000), which had been commissioned by President Putin. The Strategy (or the so-called Gref’s Program German Gref is a head of the Center. Currently he also holds the position of Minister of Economic Development and Commerce.) proclaimed the importance of education for modernization of Russian society, assessed the current situation in educational market, argued for the necessity of comprehensive reform of educational system, and outlined the major elements of the reform.  The analysts of the Gref’s Center asserted that the current situation in Russian educational market is characterized by the following new tendencies: (i) the population has begun to realize the importance of education and is increasingly showing the readiness to pay for quality education; (ii) education in Russia is de facto not free; (iii) educational institutions are increasingly influenced by the demands of labor markets; and (iv) the market of educational services is increasingly characterized by differentiation and diversification. 
At the same time, the Russian educational system faces a number of negative issues and deficiencies. The Gref’s program pointed at the following main problems: (i) the existing system of budget financing does not provide the educational system with the adequate level of funding; (ii) the operation of educational institutions is characterized by inefficiency and ineffectiveness since a) the Russian educational system is overwhelmingly influenced by the shadow market of educational services It is estimated that approximately 32 billion roubles or USD 1 billion turn in the shadow market of higher education services, whereas the federal budget allocations to higher education in 2000 were only about 20 billion roubles (Rubleva, 2001). and b) the universities are slow to respond to consumers’ demands; and (iii) the current system causes growing inequality of opportunity to receive quality education. The combination of the tendencies and the problems determined the two major purposes of the proposed reform. The first purpose is equalizing educational opportunity for different socio-economic and territorial groups. The second purpose is ensuring efficient and effective use of public funds. 
Personification of budget financing in the form of the introduction of Gosudarstvennoe Imennoe Finansovoe Obiazatel’stvo (GIFO – a state personified financial certificate or voucher), was named as a primary mechanism to achieve the stated purposes. The cornerstones of GIFO are principles of merit and cost-sharing. The voucher system is expected to work as follows. The university entrance exams will be abolished. Instead, secondary school graduates would have to take the standardised National Examination. The examination will include tests on two or three mandatory core subjects and three or four elective courses. The examination scores would determine the level of GIFO – A, B, C, D, E (with the highest level being A+). The graduates with certificates A to D would be able to apply to higher education institutions. Those with certificates A, B, and C would receive vouchers to cover tuition fees. Holders of A+ certificate would have their tuition fees covered in full, whereas the holders of B and C certificates would have to cover the difference between the tuition set by the institution and the value of the voucher. The monetary values of vouchers will be set annually by the Federal Law on the Federal Budget.
 Appendix 2 demonstrates the projected distribution of vouchers of different value and the distribution of voucher holders across the different types of institutions.  It is estimated that 9% of the secondary school graduates will receive A+ voucher and their tuition will be covered in full. 73% of graduates (those with A, B, and C vouchers) will, probably, have to share the costs of their education with the state and institution. And 18% of graduates (those with D voucher) will have to cover their tuition in full.  It should be noted, however, that according to the proposal, one third of the places in each institution will be free for students, i.e., these places will be financed solely by GIFOs and institutional financial aid. If institutions are able to fulfill this provision, the proportion of students with “free tuition” will significantly increase  (Strategia dlia Rossii, 2000; Ivaniushchekova & Fukolova, 2000a,b). 
On July 26, 2000, the government adopted the Plan of Actions of the Government of the Russian Federation in the Areas of Social Policy and Economic Modernization for 2000-2001, No 1072-r. The Education part of the Plan was based on the Gref’s program (Plan deistvii … , 2000). Having outlined the main points of the voucher plan, I will, now, stand back and attempt to address a fundamental question - - What is the conceptual basis for the introduction of the voucher in Russian higher education?
II.3. Conceptual basis for the voucher in Russian higher education: a Public Choice theory perspective.
The public choice/rational choice literature (e.g., Alchian & Demsetz, 1972; Buchanan & Tullock, 1962; Cook & Levi, 1990; Hamlin, 1994; Hoenack, 1983; Miller, 1990; Mueller, 1997) offers a useful perspective at the current developments in Russian higher education. My application of the public choice theory to higher education policy rests on the following four main assumptions: (i) the relationships between the state and higher education institutions is of ‘principal-agency’ type, i.e. the principal, the state, is not a benign public servant sponsoring institutions of higher learning, rather it is an active actor that attempts to get the agents, the universities and colleges, to carry out its specific wishes and those of the student-consumers whose interests its claims to underwrite; (ii) both, government and institutions are rational actors, i.e., they act in ways that maximize their utility or, in other words, they are motivated by self interest Pursuing self-interest does not mean that the actor is selfish. Altruism might well be the self-interest too.; (iii) there exists information asymmetry between the government and institutions, i.e., the government does not possess the expertise to tell if the institutions’ demands for the input or institutions’ actions are likely to lead to favorable outcomes for the government. Therefore, the government and institutions are in a position to contract only on the outcome, which is jointly determined by the agents’ professional actions and random external variables (e.g., demographic shifts); and (iv) the state subsidies to higher education institutions are essentially ‘common property’ resources since they are rival and non-excludable. That is, these subsidies are rival because allocation of subsidies to one institution diminishes the availability of resources to other institutions To contrast, protection of one person by national defence system does not necessarily preclude another person from equal protection.. Also, the state subsidies are currently non-excludable since the Law on Education (1996) and the Law on Higher Education (1996) entitles all state institutions to public subsidies. These conditions lead to the phenomenon known as ‘the tragedy of the commons’ (Hardin, 1968). The essence of this phenomenon is that there is no incentive for rational actors to use public funds or common resources efficiently. This results in over-exploitation and depletion of the resources The tragedy of commons phenomenon might be one of possible explanations of Bowen’s (19??) law that higher education institutions would spend all the available resources in the dubious “quest for excellence”..  
	Given these four assumptions, current higher education funding in the form of unrestricted block grants is problematic indeed. The rational agent, university, is able to shirk on its responsibilities and blame low performance and inefficiencies on factors other than its own performance while demanding more resources. Since the principal does not possess the expertise, it is problematic for the state to know whether low performance and inefficiency are in fact due to external variables or to the agents’ shirking and maximizing their utility. 
This problem can be solved in four ways. The first way is to establish trust between the state and institutions. Although this paper believes that this is the optimal solution in theory, it is not feasible in practice. The other way is coercion. The state can use administrative fiat by establishing and enforcing various educational standards and subjecting institutions to regular scrutiny by governmental agencies. Systematic mandatory accreditations of higher education institutions by the Ministry are examples of this approach. This approach is problematic, however. It infringes the concepts of academic freedom and university autonomy and might be difficult to justify and implement in democratic society This approach did work relatively well under the Soviet authoritarian system and might work well under the emerging Putin’s system of “the strong state”..  
The third way to induce universities to be responsive to the states objectives is to contract over the performance outcome, i.e. to tie funding to specific performance indicators. Although this approach also uses the administrative fiat, it is camouflaged by economic incentives. Various performance funding models are built on this principle. Performance funding has a fundamental flaw, however. The contracts over performance outcomes necessarily induce an element of risk into the institution’s payoff structure. For example, the quality of college education is not only a function of the institution’s efforts, but also a function of students’ cooperation and quality of their high school experience. To induce the normally risk-averse institutions to accept the risks and possible variations in funding, it is necessary to hold the current base-funding constant (or even increase it) and compliment it with incentives. As a result, the institutions are made worse-off by the burden of risks they have to bear under performance funding scheme, and the state is made worse-off by the necessity to increase expenditures on higher education if performance funding program to be stable. Although this is a sub optimal solution, it does solve the information asymmetry problem. However, the ‘tragedy of commons’ problem is not solved.
This problem can be solved by converting public funds going into institutions from ‘common property’ resources to ‘private property’ resources, i.e. rival and excludable resources The neo-liberal economists would argue that the optimal solution would be to get rid of public funding of higher education altogether. “However desirable it may be to eliminate taxpayer subsidization of higher education, that does not currently seem politically feasible. Accordingly, we shall supplement our discussion of an alternative to government finance with a less radical reform – a voucher plan for higher education” (Friedman & Friedman, 1990, p. 183). There are two possible ways to do this. One way to transform input resources into private property resources is to assign property rights to input common property resources through a bidding scheme. Exactly this mechanism will be used by Russian government during the transition period (2001-2003/4) to the voucher system. A fundamental flaw of the bidding, however, is that this allocation mechanism reinforces institutional inequality. Institutions bid for the resources by putting together proposals to address the state objectives. These proposals are costly, but the greater the stated costs of the proposal, the greater the chance for receiving more funding. Where agents can invest resources in costly activities aimed at influencing the distribution of the subsidy, there will be private incentives to make these investments even though they may needly expend valuable human and other resources of the institution.  These speculations lead to the assertion that the institution with the most extensive resources would prepare the most costly proposals and, consequently, would receive the largest amount of funding, whereas the institution with the most limited resources would propose the least costly proposals and therefore would receive the least amount of state funding.
The other way to exclude institutions from direct entitlements to public funds is to assign the property rights to public funds to individuals by allocating funds directly to these individuals via some scheme and allowing them to use the allocated resources in the educational institutions of their choice. The allocation scheme should be rival and excluding. Thus, the common property resources become private property resources. This brings us back to the discussion of the Russian higher education reform and merit-based vouchers and to the question why the reform is being introduced. In fact, Pinskii (2000), one of the authors of the reform, pointed out that the Russian Constitution guarantees educational rights to the individual rather than to the institution. Therefore, he argued, the direct student subsidization, instead of institutional funding, conforms the system to the provisions of the Constitution. 
Fundamentally, the voucher system purports to solve the problem of ‘the tragedy of commons’. The theoretical justification for the exclusion of institutions and “stupid” secondary school graduates from the common resources and assigning the property rights to these resources to “smart” graduates is attractive indeed. The practical implementation of this exclusion, however, depends on the combination of its social desirability, economic viability, and political acceptability. In the two next parts I will explore whether vouchers are socially desirable and whether they will result in efficiency gains. In other words, I will attempt to determine whether the voucher system is able to achieve the aims it purports to achieve – promotion of equality of opportunity and more effective utilization of public funds by Russian higher education system Note that I deliberately limit my discussion of broad phenomena of social desirability and economic viability to the discussion of mainly equality of opportunity and effectiveness of public funds utilization.. In the final part, I will speculate on the perspectives of political acceptability of the voucher system of higher education financing
Part III. Do vouchers increase equality of opportunity?

The philosophical foundation of the educational reform’2000 is labelled as “the state liberalism” and understood as the state efforts to ensure that every individual can realize his or her freedoms in education (Kuz’minov in Savitskaia, 2000). In this section I will discuss whether the two fundamental principles of the proposed reform – (i) merit and its by product, cost-sharing, and (ii) choice – reflect the philosophical foundation of liberalism and whether these principles promote the first aim of the reform – the equality of opportunity. As a theoretical lens for the discussion, I will employ the prominent Rawlesian interpretation of the liberal concept of social justice. Rawls (1972) held that the policy is socially just if all goods are distributed equally unless an unequal distribution is to the advantage of the least well-off individuals. The question, therefore, whether the voucher policy distributes benefits equally, and if not, whether the unequal distribution benefits the least well-off students.
III. 1. Choice component of the voucher.
“ The issue of choice is a significant component of the … equal opportunity discussion: Can all students, or only some students, utilize the enabling mechanisms [vouchers in our case – A.M.] that allow them to exercise choice?” (IHEP, 1999, p. 7). With the respect to choice, four critical issues arise: (i) the ability of students and their parents to make prudent choices; (ii) the knowledge necessary to make these choices; (iii) the means to exercise these choices (Leslie, 1973, p. 6); and (iv) the phenomenon of “cream skimming” (Levin, 1996). First, the question is whether higher education primary consumers, i.e. students, are capable to conduct the long-term economic and educational cost/benefit analysis of a choice to enroll in a particular institution, thus optimizing their educational investments. An extremely negative experience of privatization through vouchers in early-mid 1990s demonstrated that the overwhelming majority of the Russian population is not yet capable to conduct such complex economic analysis. I am not arguing here for the state paternalism, I simply suggest that there might be other ways to teach public how to navigate in the market economy currents, rather than just throwing people in them with life jackets but without instructions how to inflate them.
Second, educational market is characterized by asymmetrical information, i.e. consumers (students and parents) rely on suppliers (universities) for expert information about the quality of their services. Although, there are attempts to provide independent comparative information on quality of Russian higher education institutions (e.g., by Kar’era magazine), these attempts are very limited in scope and raise a number of methodological questions. Moreover, the fact that information has public good aspect can lead to its underproduction, i.e. objective information may not be produced when it is needed (Harrison, 1997). 
Third, “if the voucher does not cover the total cost of education, then students from low income families will be forced to seek additional funding. The need for additional funds may prove to be as effective a barrier to the enrollment of some students” (Landis, 1975, p. 53). If now, approximately 65% of students are “budget students” and the other 35% pay tuition, it is estimated that the reform would reverse the current situation, that is the “budget” students (those whose tuition will be covered by GIFOs and institutional aid) would constitute 30%, whereas the rest 70% of students would have to share costs. However, it is estimated that only 20-30% of families can afford to cover the costs of higher education partially and only 5% in full (Matveeva, 2000).
Finally, the combination of the three problems outlined above may lead to two types of “cream skimming” (Levin, 1996). First, students with higher socioeconomic status are more likely to take advantage of voucher choice than those who are worse off because of better access to information and greater experience with choice in general. Second, universities and colleges have the tendency to choose students with higher academic performance, who are typically from better off families, because they cost less to educate. Skimming, then, “may well lead to selection effects with a class bias” (Moe, 1995). Consequently, the voucher might reinforce inequality of opportunity, rather than mitigate it..
Even if we assume that students can act as wise, informed and financially secure consumers, it appears that they do so within the limits of geography. Leslie (1973) analyzed the market driven U.S. higher education system and convincingly argued that “geography is the major predictor of whether a student will go to college and which institution he will select”. Therefore, the argument that the vouchers will help provincial students to get access to elite universities located in the capital cities of Moscow and St. Petersburg thus mitigating territorial inequality In fact, the proportion of students in Moscow and St. Petersburg institutions who are not permanent residents of these cities is 24% and 29% compared with 75% to 62% respectively in the early 1990s (Kokoshin in Pavlova, 2000, December 6).  is moot. 
Another argument that vouchers do not distribute benefits equally is that vouchers both prescribe and proscribe. “On one hand, the subsidized consumer must have some choice of providers of services. On the other hand, a voucher restricts the types of services that can be purchased” (Steuerle, 2000, p.5). The proposed reform limits voucher funding to the state and non-state accredited institutions. Taking into consideration the fact that accreditation is granted by a federal government agency, students who wish attend institutions whose curriculums do not follow the State Educational Standards are excluded from the voucher benefits. 
To summarize, cream skimming, geographical constraints, and voucher restrictions would result in unequal distribution of voucher benefits. Thus, the first principle of the liberal concept of social justice – equal distribution of goods – is likely to be violated by the voucher system of higher education financing. Moreover, the phenomenon of cream skimming demonstrates that this unequal distribution does not benefit the least well off students. Hence, the second principle of the liberal concept of social justice is violated too.
III. 2. Merit component of the voucher.
The merit-based nature of the proposed voucher scheme presupposes unequal distribution of the benefits per se. The simplistic argument in favor of merit-based vouchers is that they reward prior and continued achievement, and thereby stimulate achievement (Pozdena, 1997). However, if we accept the reformers’ proposition that higher education is essentially an investment (Strategiia dlia Rossii, 2000), i.e. a large proportion of the benefits of education are private (justification for cost-sharing), achievement will be adequately stimulated by private motives. Furthermore, it has been found that those with high achievement records are relatively insensitive to the price of higher education, thus assistance is not really necessary to assure their attendance (Pozdena, 1997).
A more critical problem is that the value of the vouchers will be determined by the results of the National Exam The design and content of the National Examinations raise a myriad of conceptual and technical issues by themselves because Russia does not have tradition, experience and know-how of educational testing., i.e. by students’ secondary school academic performance. Academic performance is strongly correlated with students’ socio-economic background (e.g., Harrison, 1997), since the students from richer and/or urban families are able to go to better schools and can afford tutors and developmentally  enriching extracurricular activities. Indeed, Cornwell (in Firestone, 2001) assessed the impact of Georgia’s Hope Scholarship, a merit based higher education voucher program, and found that “a merit scholarship . . . would tend to be given to students who would have gone to college anyway, particularly because higher educational achievements correlates to higher family income” (p. 10; also see Zumeta, 2001). The justification for adopting merit-based programs is problematic from the liberal standpoint indeed, since publicly funded merit-based programs to supply middle- and upper class families with tuition subsidies do not comport with the concept of social justice. Thus, merit-based  (i.e., unequal) distribution of state funding is essentially unjust since it does not benefit the least well off, thereby violating the second principle of the liberal concept of social justice (Rawls, 1972; Barr, 1998).
The mechanism of merit-based resource allocation is similar to performance funding. National Examination for secondary school graduates is a form of competitive bidding for the limited resources allocated to higher education by the federal budget. The graduates will bid for the resources by the scores received at the exam. The preparation for the exam is costly, but the greater the investments in the preparation, the greater the chance for receiving the higher scores and, consequently, more funding. Thus, given natural intellectual abilities equal, the students with the most extensive resources would be able to prepare for the Exam best and, consequently, would receive the largest amount of funding, whereas the students with the most limited resources would be worst prepared and, therefore, would receive the least amount of state funding.
To summarize, the voucher benefits, which are argued by the reformers to be the same for all students, appear to be actually of the different value to different recipients. Furthermore, the voucher system, instead of creating equality of opportunity, has a potential of creating “adverse selection” – a situation when some beneficiaries – those who are better informed, have richer parents, have better education, conform to the state approved curriculum, or live in large cities – can band together to exclude less fortunate from the full value of the voucher benefits. With the respect to choice, it appears that the reformers overestimate the potential of vouchers to increase students’ options in any concrete way. Moreover, it is alarming that other demand-side financing alternatives to vouchers -- income-contingent loans, need-based vouchers, and tax cuts -- are absent in the discussion of the Russian education higher education reform, although they also have potential to influence student choice. In general, it is apparent that the implementation of the voucher scheme would result in widening the gaps between the haves and have-nots, between urban and rural populations, rather than in equalizing the educational opportunity.

Part IV. Do vouchers increase effectiveness and efficiency of public funds use?
IV. 1. Shadow market of higher education services.
The reformers estimate that the introduction of the voucher will increase the effectiveness of public funds utilisation on 10-15% (Matveeva, 2000). The current Russian higher education system is, indeed, inefficient in operation and, consequently, ineffective in the utilization of public funds, i.e. the resources that the state and individuals invest in the system.  It is estimated that approximately 32 billion roubles or USD 1 billion turn in the shadow market of higher education services, whereas the federal budget allocations to higher education in 2000 were only about 20 billion roubles (Rubleva, 2001). The main type of shadow activities is tutoring prospective students by university instructors. Tutors can be divided to “individual” and “organized” or those who work at the preparatory courses attached to universities. A one-hour tutorial with a professor from an elite Moscow institution could cost USD 50-100 (Leskov, 2000a), which equals to or exceeds a monthly salary of an instructor in the state university. The average price of preparatory courses is USD 800-1500 per year (Kuz’minov in Savitskaia, 2000). It is estimated that in 2000, no less than two-thirds of the “budget” freshman had to hire tutors or give bribes to university officials or members of admission commissions in order to be enrolled in the institution (Strana.ru, February 27, 2001). This proliferation of tutoring and bribing creates two major problems for the state – first, the government cannot collect the taxes from the transactions at the shadow market; and second, it generates a public outcry and public perception that tutoring and bribing are natural consequences of the market relations, thus creating hindrances for the further marketisation of higher education and other areas of Russian society.
 The higher education market in Russia is also characterized by the proliferation of the so-called bokoviki or  “siders” – the ephemeral private institutions attached to state universities. The siders use the deficiency of the Law on Higher Education. The provisions of this law stipulate that a state university could enrol no more than 25% of fee-paying students into the most popular fields of study (management, law, foreign languages.)  The private institutions, however, are not subjected to this regulation. So, the sider enrols students in the high-demand fields and collects the fees. Then it enters into a contract with the parent state institution under the conditions that the students of the sider will be able to use the facilities of the parent school and will be taught by the professors employed by the state school. The compensations paid by the sider to the parent school are usually much lower than the market price for the rented facilities and faculty labor Faculty and administrators, however, welcome such opportunities to earn additional income to their meagre salaries. . This results in serious inefficiencies for the state as the founder and owner of parent schools. 
IV.2. Higher education market.
The case for the vouchers is based on the major assumption that the market forces would exercise a discipline on the suppliers of goods and services. In general, the voucher proponents argue that “the initiation of a voucher system would redirect the efforts of educators to providing a variety of educational opportunities for students rather than providing students for educational institutions” (Landis, 1975, p. 61) thus stimulating competition among the institutions. The increased competition is assumed to lead to efficient and effective use of various inputs. 
The fundamental question, however, is whether higher education can be a marketplace. It has been persuasively argued that market mechanisms have limited applicability in educational settings. For instance, The World Conference on Higher Education (UNESCO, 1998) asserted that “the laws of the market and the logic of competition cannot be applied to . . . higher education” (pp. 3-4.)  
 Indeed, a producer (a higher education institution in our case) in a general market system must be characterized by (i) a single decision maker; (ii) a profit motive; (iii) a technology by which a particular output is produced; (iv) the freedom to sell outputs [and inputs, i.e., enrolments Leslie and Johnson (1974) argued that, on higher education market, universities sell enrolments or inputs, rather than their products, which are extremely uncertain, difficult to measure and price –A.M.] in order to earn revenues; and (v) the freedom to use revenues to buy productive factors (Leslie, 1973, p. 7; Haveman, 1970). First, the final decision making in higher education operates under the principle of shared governance. In Russia, the top decision maker in universities is an uchenyi sovet or an academic council, the body comprised of the representatives of university’s main constituencies. Second, Russian universities are non-profit entities. Although they generate profit, they cannot distribute those profits to the outside stakeholders, they can only use them for the purpose of the institution according to the mission. Gordon Winston (1992) labeled higher education market a trust market, since it is characterized by asymmetric information. He pointed out that this type of market works best when the actors temper the desires for the profit maximization with a measure of a self-denial that justifies the other side’s trust. In contrast, the market economy derives from the expectation that the actors try to achieve maximum profit.
Third, Glennerster and Low (1991) pointed out that education is ambiguous, not only in means of operation or coordination, but even the ends and goals of it are very ambivalent and unclear. Drysdale (1998) asserted that higher education is essentially an intangible good, characterized by simultaneous production and consumption and a very low level of standardization and uniformity. This seriously impedes the market process, since very often it is very difficult to define, evaluate, cost, and price the output (higher education) itself. The fourth and fifth characteristics of a producer could be fully afforded only under a proprietary system (Leslie, 1973.) The voucher does stimulate market forces in higher education since  “it privatizes the decision about quality and ancillary services by requiring suppliers to meet the demands of consumers, instead of politicians and bureaucrats, if they want to earn profit . . . [however, it is a partial privatization since] the government still subsidizes the demand. . .and  monitors the supply” (Gunning, 1998, on-line). Although Russian higher education institutions have significantly higher economic autonomy than the public universities in the U.S.A. or Western Europe, they are still subjects to governmental property and tax regulations. Moreover, the proposed reform seriously infringes the institutional freedom to sell enrolments by mandating institutions to sell 30% of student places exclusively for vouchers This mandate raises two questions by itself. First question is whether colleges and universities will have financial capacity to provide institutional scholarships that would offset the difference between vouchers and prices for those 30 percent of students. Another question how these 30 percent of students will be determined. The most probable strategy would be a variation of cream skimming. Institutions would decide to give scholarships to the applicants with the best secondary school performance, i.e. to the applicants who already hold the highest-value vouchers. Since academic performance is correlated with socioeconomic status, the students from low-income or rural families would be at disadvantage not only at the federal level (since the value of the voucher would depend on the merit), but also at the institutional level. Another institutional strategy might be that the institutions admit these 30% to less costly specializations, thus putting the students who apply to more costly programs at the disadvantage.. 
Higher education market has a number of other limitations. Competition in higher education is of non-price variety, since it occurs in terms of perceived differences in the enrolment space and inputs (i.e., students and faculty.) Moreover, there is no uniform market price, rather, the prices are individually determined by the institutions and/or state. Hence, the price mechanism is distorted (Leslie & Johnson, 1974.) Peston (1989) and Gorard (1997) described educational market as the market characterized by oligopoly and monopolistic (imperfect) competition. Peston (1989) also indicated increasing returns to scale at educational markets. The result of the phenomenon of increasing returns to scale is a sub-optimal output or a failure of the market (Barr, 1998).
Specific characteristics of higher education market outlined above demonstrate the limited applicability of free market assumptions to the discussion of higher education. However, given the current global trends of economic liberalization and fiscal austerity, market-like operation of higher education systems aimed at accountability, diversification of funding and cost sharing appears to be both unavoidable and indispensable in many countries worldwide, including the Russian Federation. The other question that arises in this case is whether the introduction of vouchers result in efficiency gains on the peculiar higher education market as it is assumed by free-market economists.

IV.3. Vouchers and efficiency.
IV.3.1. Vouchers and competition.
 “When it comes to a voucher’s purported efficiency gains, one of the first issues raised is whether or not it provides greater competition among suppliers” (Steuerle, 2000, p. 17). There are two main factors that might negatively affect the competition between higher education institutions. First, the vouchers can be used only at the accredited institutions. That is, the accreditation requirements would limit the entry to the market, and, consequently, constrain the competition by excluding about 300 unaccredited schools. The second problem is that competition among suppliers partly depends on access by consumers. As I mentioned earlier, many individuals may be able to afford enrolling only in the nearest college, regardless of the potential for supply competition (Leslie, 1973). Thus institutions from other geographic locations might be excluded from the market. 
However, I believe that, despite these limitations, the competition will initially increase. The reason to think so is demographic predictions. It is projected that by 2009, the number of secondary school graduates will significantly decrease. The schools will be forced to engage in fierce competition for potential students and their vouchers in order to survive. The competition induced by vouchers coupled with the decrease in demand would lead, however, to the emergence of the predatory institution. Large and/or centrally located universities would capitalize on economies of scale and scope while smaller and/or provincial schools would suffer falling enrolments and possible closure (Williams, 1997). Moreover, voucher would entice many students, who currently attend unaccredited institutions, to the accredited schools, thus creating the phenomenon of deadweight. This situation would occur if individuals use the purchasing power of the voucher to undertake an educational program at accredited institution that they may have taken anyway at the unaccredited school. The most likely victims are small non-state schools, especially the non-accredited ones and the bokoviki or siders. For instance, the Russian Association of the Non-State Higher Education Institutions estimates that only 20-30% of non-state schools will continue operation (Shirokova, 2000). Thus, in the final analysis, the introduction of the voucher system would result in the decreased competition. This is consistent with Lee’s (1986) assertion that “as strange it will sound to advocates of educational vouchers, if the voucher approach to education ever becomes a serious political possibility, it will be as means of reducing competition in education, not increasing it” (also see North, 1976).

IV.3.2. Vouchers and costs.
Market conditions are not the only determinants of the voucher’s efficiency. Applications of  voucher models in other policy sectors indicate significant side effects that are detrimental to the efficiency of the system. For instance, even Milton Friedman (1995), the father of educational voucher, acknowledged concern about additional bureaucracy to administer the system (also, see Vernon, 1997). Indeed, in contrast to the existing system that distributes funds to 580 institutions, the new system will have to distribute vouchers to five million students, track these vouchers to institutions, collect the vouchers from the institutions, and then distribute funds.  Increased complexity would result in increased transaction costs thus reducing the efficiency of vouchers. There are two levels of costs in assessing the voucher scheme (Levin, 1996). There is the cost at the institutional level, and “there is the public (and overall) cost of the administrative and service infrastructure necessary to support voucher marketplace relative to the present system which is considerably more centralized” (Levin, 1996, online). 
A voucher system would require an expansion of the existing system of assessment, record keeping and monitoring. Since vouchers are merit based, a comprehensive system of testing of secondary school graduates and assignment of the monetary value to the voucher on the basis of this testing must be developed and validated. The costs of such a system can be tremendous because neither research nor structural nor cultural foundations for this system currently exist in the Russian Federation. Since the system is likely to be developed by trial and error, the costs of adjudication can be considerably high, especially in the early stages of the voucher program implementation. 
The costs of ensuring that institutions follow the State Educational Standards are also likely to increase. Being driven by fluctuations of market demands, the institutions will be tempted to deviate from the Standards, therefore the government will have to scrutinize the institutions much closer and more often.  If 400 currently accredited private institutions decide (or are forced by the market) to accept vouchers, they will be subjected to the same accreditation procedure as the state institutions Currently, the accreditation for non-state institutions is more relaxed compared to the rigorous accreditation procedures for the state colleges and universities. and to the state requirements of reporting. This will undoubtedly increase costs both for the government and institutions. Public costs will be increased even more if the myriad of currently unaccredited schools decides (or are forced by economic exigencies) to take part in the voucher scheme. The bottom line is that the transaction costs of dealing with five million different contracts (GIFOs) will be significantly higher than contracts with 580 state institutions. 
Additionally, the cost of information might be quite high. Institutions would have to establish or develop public relations, institutional research and marketing offices that currently do not exist or are at embryonic stage of development. The government will have to spend a considerable sum of money to develop a comprehensive information system similar to the National System of Educational Statistics or Integrated Postsecondary Education Data System in the USA or Eurydice and Ortelius databases in Europe in order to provide objective information on the conditions of higher education market.
A serious problem posed by a voucher system to effectiveness is that a voucher system would create “an environment which mitigates against effective long term strategic planning” (University of Western Sydney, 1997, on-line). Higher education institutions “require a degree of stability to ensure the kinds of large, strategic infra-structural investments which are needed for their effective performance” (University of Adelaide, 1997, on-line). Volatility of student demands and demographic shifts could produce instability that would be detrimental for the ability of institutions to reach their long-term educational goals and address the needs of a broader society. It is advisable to keep in mind that students are not the only clients of higher education institutions. If the directions of universities are almost exclusively shaped by students, and this is the intention of the voucher model, the result could be detrimental to other higher education stakeholders. The competition would require to limit the range of course offerings since no institution would be able to provide the best courses in all areas. Universities would be tempted to adopt an instrumentalist and standardized approach to education, i.e. to promote courses for which there is a defined market in the form of the stable student demand at the expense of more rounded and individualized curriculum.
To summarize, the application of the argument borrowed from neo-liberal economics that vouchers increase efficiency and effectiveness by inducing market forces appears to be severely limited for the following reasons (i) higher education market is characterized by a number of features that do not fit in the classical free market model; (ii) there are serious market entry restrictions, (iii) it is likely that demand will be inadequately low, (iv) the phenomenon of the predatory institution is likely to emerge and distort higher education market through economies of scale and scope; (v) the administrative and transaction costs of voucher programs are expected to be high; and (vi) instability induced by voucher would limit institutional  ability to plan . The only positive result of the introduction of vouchers would be the elimination of the siders, however, they, the products of current excessive demand, will vanish themselves because of the projected decline in the number of secondary school graduates. So far, we asserted that the voucher scheme of higher education funding in Russia is neither socially desirable nor economically viable. The next question is whether the voucher is politically acceptable.

Part V. Politics of vouchers: Public choice and bargaining.
V. 1. Main political actors at the higher education arena. The political costs of the voucher.
 “The practical politics of vouchers closely tracks the needs, goals, fears, and economics of the intended beneficiaries – and, more important, the interest groups that work on behalf of the beneficiaries, provide them services, or hope to profit from the use of vouchers . .. [T]he life or death of a voucher  . . . rests . . . on how interest groups calculate their own benefits or losses” (Urban Institute/Brookings Institution, 1999). There are three main political actors in the Russian higher education arena besides the Ministry of Education – the Duma’s The State Duma is the lower house of Russian Parliament. Committee on Education, the Union of Educators and Scientists of the Russian Federation, and the Union of Rectors. If we hold the Public Choice assumptions that political groups are rational actors and that they represent themselves or narrow interest groups rather than wide and undifferentiated public, then, the political acceptability of the voucher will be, first, determined by the balance of private costs and benefits for the four main political actors. Second, the political acceptability will also be determined by the bargaining power of the actors, which is, in turn, determined mainly by the actors’ time preferences and inside options (Elster, 19??). In the following sections, I will very briefly Since the voucher scheme has been proposed relatively recently, there is no enough information to engage in a more substantive analysis of costs, benefits, and options yet. discuss the positions of the main political groups towards the voucher issue by outlining, first, costs, and, then, benefits and available inside options.
In general, the Ministry is influenced by President Putin who, in turn, is influenced by international lending organizations (the World Bank, IMF, etc.) who demand further economic liberalization on the one hand, and by his own past as an officer in the state security agencies on the other hand. The result of this apparent cognitive dissonance is evident in the current higher education reform proposal. On one hand, the reform radically liberalizes higher education economy by assigning property rights to individuals via vouchers; on the other hand, the reform emphasizes the importance of the State Educational Standards and attempts to extend them to the private sector. The challenge for the Ministry is, in Neave’s (1995) words, to wear “two hats, of state and of market” (p. 62). Whether the Ministry has necessary resources and knowledge to simultaneously promote social justice and market efficiency in higher education is a problem, “for the conflict between equality and economic efficiency is inescapable” (Okun, 1975).
Ivan Mel’nikov (2000), the chairman of the Duma’s Committee on Education, claimed that the reform is aimed at the commercialization of education, rather than at the access and equality of opportunity, and threatened to call for the national referendum if the government continues to push the reforms that violate the Constitutional guarantee of free higher education  (also see Rekommendatsii Parlamentskikh Slushanii, 2000; Mel’nikova, 2000; Vuzovskie Vesti, 2000, no. 22). Less radical Oleg Smolin (in Nevezhina, 2001, and Vremia Novostei, 2000), the deputy chairman of the Committee, stated that the deputies are generally not against the expansion of fee-based educational services. This expansion, however, should not lead to the reduction in the number of the state subsidized students and services and that the monetary value of the voucher should not be tied to the National Exam. The real threat for the deputies, however, is not the introduction of the vouchers per se and their social and economic costs.  The deputies’ concern is that political parties and individual deputies will lose backing of such strong organized groups as universities. Under the voucher system of direct student financing, the universities will be more interested in spending their resources and efforts for marketing themselves to prospective students, rather than for lobbying legislators.
	Early in 2001, the Union of Educators and Scientists of the Russian Federation launched a major campaign aimed at stalling the reform of education. The main contra arguments of the Union go as following: (i) the state off-loads its responsibility to finance education to students and their families, thus violating the Constitutional provision of free higher education (Constitution, Art. 43, par. 3); (ii) the reform stipulates funnelling public funds to private institutions; and (iii) since the operation of institutions would directly depend on the number of students and GIFO categories, the majority of instructors would be hired only for one academic year in contrast to current more stable five-year contracts. This, the Union argue, would cause instability and negatively influence faculty morale and productivity (Iakovlev 2001). In February 2001, the Union of Educators started to collect faculty signatures for the address to President Putin condemning the proposed reform. The address states that the Union will resist the implementation of the reforms “by all means” (Mezentsev, 2001). 
The Union of Rectors initially was considered to be the main opponent to the government’s plans, since the Union was the major force that stopped the similar reform (the so-called Tikhonov’s reform Alexander Tikhonov held a post of Minister of Education in the neo-liberal government of Sergei Kirienko.) in 1997-1998. Indeed, on September 22, 2000, the Council of the Union of Rectors criticised the proposed reform in the Address to President Putin (Obrashenie . . ., 2000). Currently, institutions have the right for commercial activities, but at the same time they have guaranteed state subsidies, which could be used as a cover-up in the case of the failures in their business activities. The reform would deprive the universities from a substantial part of state support and would subject the institutions to competition. Hence, the introduction of the voucher scheme could endanger the rector’s entrepreneurial security, and, therefore, caused the protest against the reform.
However, the rectors changed their stance towards the reform in less than three months at the VI Congress of the Union of Rectors (December 6-7, 2000). Victor Sadovnichii, Rector of Moscow State University and the leader of the Union, declared that the Union agreed with the main proposals of the government (Berezin, 2000). The question here is why the rectors accepted the reform that poses a number of serious economic problems to their institutions and them personally and might lead to their loss of the control over the political agenda on educational policy. The answer might be the combination of a successful PR campaign launched by the government in support of the reforms on the one hand, and camouflaged threats in the form of President Putin’s public speculations about dinosaurs who vanished because they did not want to adapt to changing environment at the meeting with rectors and professors in Siberia (Leskov, 2000b) on the other hand. The other answer is that the perceived benefits outweigh perceived costs.

V.2. Perspectives of higher education vouchers in Russia. The political benefits of the voucher.
 I believe that although the voucher reform is neither socially desirable, nor economically viable, eventually, all the main actors will support the introduction of the voucher scheme in Russian higher education. The reason to think so is that apparently the private benefits for the main four political groups might outweigh their private costs and/or that the political groups will find alternative ways to promote their interests under the voucher system. The final voucher scheme, however, is likely to differ from the current form
The internal motive for the Ministry to support the introduction of vouchers is that, as I argued in Part VI, the implementation of vouchers will result in increased bureaucracy and increased costs. This will bring more public resources, and, consequently, more power to the bureaucrats in the Ministry of Education, thus enabling them to monitor institutions, enforce the State Educational Standards, and engage in the rent-seeking. 
On the surface, the voucher is a very attractive political slogan for legislators since it gives the appearance of consumer freedom, social justice, and efficiency. Although, the actual implementation of the voucher is likely to be detrimental for higher education, the voucher slogan can be effectively used by both, the right and the left, at the Parliament election 2003, i.e. at the year when the voucher system will be just introduced and its negative results will not be obvious yet. The other voucher feature that might make vouchers politically appealing for the deputies is  its cost-containment ability. Last year, the Duma adopted the ambitious Federal Program of the Development of Education-the Law (Federal’naia Programma, 2000) that made a number of financial promises to higher education institutions that are clearly unrealisable under current economic conditions. “Vouchers may also represent one way the legislators simply dodge the cost of what they have mandated. . . Lacking funds to pay for these mandates, the same legislators may try to put some overall cap on total per capita expenditures” (Steuerle, 2000, p. 10). 
The Union of Educators is likely to yield to the government pressures and support the reform when they realize that they can use the institutional Labor Agreements to safeguard current five-year contracts by, for example, including a clause prohibiting the firing of a faculty member due to the institutional financial exigencies. Also, the reform changes nothing for the tutors who are the main driving force behind the recent Union’s criticism of the reform. Instead of preparing prospective students for the entrance exams, tutors will prepare secondary school graduates for the National Exam and will keep collecting fees. Moreover, tutoring business might actually expand, since all secondary school graduates will be required to take the exam. Besides, the value of tutoring will be more tangible since the exam results will directly determine monetary values of vouchers. Furthermore, since the results of the National Exam are not likely to be the sole criteria for admission, the bribe system will remain in existence. 
The main advantage the Union of Rectors in might see in vouchers comes from the ability of vouchers to decrease the competition with proliferating private sector by enticing students back into publicly financed education. Moreover, as long as education is funded publicly, decisions on educational policy will be made politically. The vouchers will inevitably come with restrictions that would reflect the interests of the politically strongly organized rectors. 
Gunning (1998) and Sontheimer (1994) suggested that a proposal to adopt the higher education voucher system could not receive enough support unless it includes an additional transition plan that would potentially make the higher education employees better off after the reform. Similarly, the Australian higher education voucher plan argued for the importance of phasing-in arrangements in implementation of a voucher system (Harman, 1999). This transition plan will undoubtedly change the current voucher scheme since the political process is essentially a process of bargaining in search of satisficing, usually individually sub optimal, solutions. 
For example, more than 100 rectors are currently involved in eleven groups formed by the Ministry for the development of concrete steps for the reform implementation. Although these groups are financed by the World Bank and the rectors are under enormous pressure, they will definitely bargain with the government. The first deal actually took place at the VI Congress of the Union of Rectors (December 6-7, 2000). The Union publicly supported the main initiatives of the proposed higher education reform. The government, in turn, increased budget allocations for higher education in 1,35 times and agreed to study the Union’s recommendation to grant higher education faculty and administrators a status of civil servants (gosudarstvennyi sluzhashchii). The bargaining will result in a number of compromises. For example,  I predict that if the voucher system is implemented in Russian higher education, students will be able to use vouchers only in the state higher education institutions. This will reduce anxiety of the rectors because this will limit the competition and the need to be efficient. Also, this will decrease concerns of the deputies over the use of public funds in the private sector.
In conclusion, if the voucher system is implemented in Russia, this will happen not because vouchers promote economic efficiency or equality of opportunity, but because the voucher system reflects the ideology of and/or promotes interests of organized political groups.  The current developments present a fine illustration to West’s (1996) assertion that the political process that defines higher education policy “does not, in practice, respect the preferences of a wide and undifferentiated electorate” (p. 166) but tends to favor organized interest groups

Conclusion.

Almost thirty years ago, Larry Leslie (1973) concluded his study on higher education vouchers by asserting that
“total or near total funding of higher education through student vouchers may represent good economics but it represents poor ‘higher education’ . . . [since] higher education has a terribly important function as social critic, a responsibility which can only be insured if institutions and faculty members are somewhat buffered from the pressures for immediate response to every public pressure . . . [and from the market exigencies] to exclude any activity not related to producing the goods or services being purchased” (p.15-16). 
In this paper, I argued that the voucher system also represents poor economics and unfair social philosophy, while exemplifying the ill-named Public Choice theory, ill-named because the only choices it recognizes are private. The Russian higher education voucher is essentially a bad case of market socialism, since it attempts and fails to address fundamental goals of both the market and the socialism – efficiency and equality. This failure occurs because the publicly funded voucher is a fundamentally flawed concept since it uses a socialist mechanism (redistribution of public money) to induce market relations in higher education on one hand, and it uses market mechanism (assigning property rights via secondary school graduates’ bidding by the National Exam scores) to promote social justice on the other hand. And this does not work. 
I purport to demonstrate that the Russian higher education voucher program would fail to achieve its stated objectives - - promotion of equality of opportunity and increase in effectiveness of public funds utilization. The implementation of the merit-based higher education voucher will result in the cream skimming and further social segregation, since the voucher benefits are likely to accrue disproportionately to the students from better off families and urban areas. Vouchers do appear to solve ‘the tragedy of commons’ problem by transforming the common property resources, channeled in the higher education system, into the private property resources via assigning property rights to them in the form of a voucher. However, it will be difficult to achieve additional efficiency gains from this transformation since the competition between higher education providers is very likely to decrease due to the economies of scope and scale. I also argued that if the voucher system is implemented in Russia, it would happen because, and only because, the main political groups in the Russian higher education arena will be able to gain private benefits that will outweigh private and social costs of the voucher implementation.
This paper intended simply to activate discussion among higher education scholars and policy-makers employing “the devil’s advocate” line of argument, i.e., by drawing attention to the potential negative consequences of implementation of merit-based higher education vouchers in Russia. Although, I do believe that the concept of educational voucher is fundamentally flawed, I acknowledge that there is a number of benefits associated with direct student financing through vouchers. Much depends on the specific design of a voucher system and on the specific social, political, and economic conditions of the environment where this system operates. I admit that, given a different design (e.g., a need-based voucher instead of merit-based) and more mature higher education market, the introduction of an educational voucher program might result in the outcomes that are both socially desirable and economically efficient, although most likely the outcome will be either socially desirable or economically efficient. Therefore, it is necessary to study alternative voucher designs and its applicability to given environmental conditions.
In this paper, I limited the discussion of social desirability and economic viability of the proposed reform mainly to the discussion of equality of opportunity and effectiveness of utilization of public funds by institutions. However, social desirability and economic viability are much broader issues and might have different meanings for different people, therefore, more research is warranted to study different social and economic consequences of the higher education voucher scheme across diverse higher education constituencies.  The further research is also needed to examine the costs and benefits of using vouchers versus alternative approaches to public higher education funding, such as performance funding, income contingent loans, formula funding, etc., since “choice mechanisms [such as vouchers-A.M.] should be considered pragmatically as one tool among many [emphasis mine–A.M.] to bring about workable education reforms suited to the educational level and local resources and needs” (Patrinos & Ariasingam, 1997).
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Appendix 1.
A document which can be exchanged for goods or services as a token of payment made or promised by one holder or another (Thompson, Della, ed., The Concise Oxford Dictionary of Current English), Ninth Edition, Oxford: Clarendon Press, 1995).
A certificate useable in place of money, but only for a specific purpose. It has been proposed, for example, that parents or guardians should be issued with education vouchers to cover the cost of educating their children. It is claimed that such a system could combine the advantages of universal state funding of education with competition in its provision. The point of using vouchers rather than simply paying out money is to avoid the money being diverted to other purposes. (Black, John, Oxford Dictionary of Economics, Oxford: Oxford University Press, 1997.
Vouchers are a means of in-kind redistribution. They transfer purchasing power while restricting the individual’s spending decision, for example, education vouchers must be spent on education. A great variety of such schemes have been proposed. They differ as to whether the value of the voucher is related to the recipient’s income or in the extent to which the recipient’s income may be added to the voucher and so on. It is suggested that they are a way of increasing consumer sovereignty in areas like education and health care. (Pearce, David W., General Editor, Macmillan Dictionary of Modern Economics,
London: Macmillan, 1992).
Education voucher: A coupon of prescribed purchasing power that can be ‘cashed’ at any school whatever and that can be topped up like a book token or luncheon voucher (Blaug, 1984, p. 160)
A voucher is a cash payment given by (in most cases) a public entity directly to students. (Patrinos, H. A. & Ariasingam, D. L., Decentralisation of education: Demand-side financing, Washington: The World Bank, 1997, p. 19)
Source: West, Sparkes, Balabanov, & Elson-Rogers, 2000

Appendix 2.
Level of the voucher
Monetary provision (in RUB thousands, $1=32Rub)
Proportion of the secondary schools graduates receiving the voucher
Proportion of the students enrolled in the elite institutions
Proportion of the students enrolled in the “average” institutions
Proportion of the students enrolled in the “other” institutions
A+
25.0
9%
40%
10%
2.2%
A
17.5
22%
30%
25%
17.6%
B
12.5
27%
15%
25%
31.5%
C
5.0
24%
10%
23%
26.9%
D
0.0
18%
5%
17%
21.8%
E
0.0
0%
0%
0%
0%
Total

100
100
100
100
Source: Ivaniushchekova & Fukolova, 2000a.











