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When you spend more money buying something, you generally expect to re-
ceive higher quality in return. This could mean better food in a restaurant, bet-
ter service in a hotel or nicer fabric when it comes to clothes. As there is no 
reason to believe that politicians think any different, governments increasing 
the budget on, for instance, education might likewise expect class sizes to de-
crease, the teaching environment to improve or more (and better) teachers to be 
hired. Ultimately, the government would expect children to receive a better edu-
cation – and we would most likely share that expectation since it is our taxes 
funding the increase in the education budget. This, however, leads to an obvious 
question: Are resource-driven public policies effective in improving educational 
outcomes? 

This turns out to be a very difficult question, and well over five decades of aca-
demic research have only led to ambiguous results. Evidently, there may be 
many potential reasons why empirical studies addressing this question have 
produced widely varying results across time and space. One such reason is the 
fact that two things might happen when a school receives more government 
funding. On the one hand, the school could use these additional resources to 
expand and/or enhance the teaching environment with the ultimate aim of im-
proving students’ education. Even though the outcome in terms of improved 
student performance – most often measured via test scores – necessarily re-
mains uncertain at the time the investments are made, this may be seen as the 
ideal scenario. 

On the other hand, the pressure on schools receiving more resources to show 
value for money might induce them to game the system and generate better 
achievements by inflating their grades. That is, rather than invest in lower class 
sizes and/or better teachers, schools simply award their students higher grades 
for an unchanged performance level. In such a scenario, all uncertainty regard-
ing improved student performance is eliminated through schools’ – rather than 
students’ – cheating on the exams.

A policy intervention in the Netherlands offers a unique opportunity to analyze 
the effects of increased spending. The central government designated 40 dis-
tricts in 18 large and medium-sized Dutch cities as power districts (krachtwijken 
in Dutch) and received substantial additional block grants totaling 250 million 
euro per year (ranging from €1.2 million to €29.3 million across districts, or 
€333 to €3.995 per inhabitant in the districts). These additional funds were ear-
marked to finance public investments in social policies such as education as of 
the summer of 2007, and the responsible minister explicitly made the improve-
ment of educational outcomes one of the core aims of the program. Interest-
ingly, although the selection of long-listed districts was driven by a set of 18 
indicators of socio-economic development, public disorder, and public safety 
within the area, the final decision to include or exclude districts was taken by 
the responsible minister. As a result, many districts in the Netherlands with 
often quite similar characteristics to those finally selected did not receive ad-
ditional funding under the program.

The Netherlands is fairly unique in combining elements of a decentralized sys-
tem, in which construction and evaluation of the exam is done by the school 
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teacher, and a centralized system, which clearly limits the opportunity for teach-
ers and/or schools to affect the grading scheme and inflate grades when re-
sources are increased and policy-makers expect students’ achievements to im-
prove accordingly. In primary and secondary education, pupils’ school-leaving 
test results in the Dutch education system are determined by both standardized 
national exit exams and school exams. 

Specifically, at the secondary level (the focus on the analysis below), all students 
have to take two exams for each course (with few exceptions). The first exam is 
a national assessment constructed by the Central Institute for Test Development 
(Cito). This exam’s content is externally screened by professors and a prior test 
on a sample of students is taken to measure and monitor its difficulty, which is 
thereby guaranteed to remain at the same level over time. Correction of this 
central exam is based on a uniform correction model and there is a teacher 
from a different school acting as a second corrector. The second exam – the 
“school exam” – has fewer quality controls in its construction and evaluation as 
it is set up and corrected only by the school teacher. Part of the grade on the 
school exam is also earned during the year in the form of intermediate tests and 
assignments provided by the same teacher. The student’s final grade at the end 
of secondary education consists of the arithmetic average of both exams. 

This Dutch setting creates an environment that enables us to test whether in-
creased resources improve student performance (which should be reflected in 
improving central exam results) or stimulate cheating by schools (which should 
be reflected in a growing gap between both exams). In other words, since schools 
only have discretion over the difficulty and grading standard of the school exam, 
the results of the central exam can be employed as a benchmark uniformly ap-
plied to all pupils in all schools, against which to set the school exam results. 
Hence, one can evaluate the intertemporal evolution of schools’ grading stan-
dards relative to those of the central exam (which are fixed), thereby allowing a 
clear test of what happens when school resources increase.

Combining the unique characteristics of the Dutch education system discussed 
above with the quasi-experimental setting created by the policy intervention, 
one obtains an ideal scenario to address the question we started out with: Are 
resource-driven public policies effective in improving educational outcomes? 
Particularly, one can exploit this setting to compare educational outcomes (i.e. 
students’ results on the central and school exams) in Dutch schools inside the 40 
districts covered by the new legislation (the “treated” group) with those not cov-
ered by the new legislation (the “control” group) before/after the policy inter-
vention in 2007. In technical terms, this approach is called a difference-in-dif-
ferences approach because one effectively estimates whether the treatment 
(here, the policy intervention) causes a significant difference in the difference 
(if any existed) between the treated and untreated groups before and after a 
treatment. The careful reader will notice at this point that the selection of the 
control group – i.e., the set of schools with which those in the “treated” districts 
are compared – is critically important for this procedure to generate valid in-
ferences. We therefore implemented various selection procedures to establish 
our control group – but our results remained similar to those reported below in 
all cases.

Our findings show that on average there is a stronger decline in central exam 
results in schools in “treated” districts (compared to schools in the control 
group). While initially surprising, this finding may be linked to the fact that be-
ing singled out as a “disadvantageous neighborhood” by the government of ones 
country may have some stigmatizing and de-moralizing effect on students and 
teachers. Interestingly, however, these same schools on average show a limited 
improvement in school exams (once again compared to schools in the control 
group). Schools in “treated” districts thus seem to have maintained their school 
grade average despite their students performing worse on the centrally admin-
istered exam, which strongly suggests that they engaged in a substantial infla-
tion of their school exam grades after the policy intervention. This confirms 
that higher resources obtained from the policy program result in a pressure to 
show better performance. If this cannot be obtained sufficiently quickly, schools 
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resort to adjusting their grading structure to suggest an unrealized improve-
ment.

When the size of the additional resources (ranging, as mentioned, from €1.2 mil-
lion to €29.3 million, or €333 to €3.995 per resident) is accounted for, the results 
are somewhat more nuanced. The surprising negative effect on central exam 
results discussed above indeed changes into a positive effect when the invest-
ment surpasses approximately €17 million (or circa €2.000 per resident). In 
other words, resources appear beneficial in terms of improving central exam 
results when the additional funds are sufficiently elevated, but tend to induce 
grade inflation when the resources were limited. From a more general policy 
perspective, this suggests that policy programs aimed at improving education 
outcomes may easily fail to reach pre-set targets when the apportioned re-
sources are overly limited. True, rather than feigned, success requires suffi-
ciently elevated funds.
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