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Abstract

A simple model of decentralized graduation standards is presented. It is shown
that a school whose students are disadvantaged on the labor market applies less
demanding standards because such students have lower ability or less incentives to
graduate. The model’s predictions are tested using Dutch school-level data. Since
students in the Netherlands have to participate in both a central and a school specific
examination, we can identify the grading policy of individual schools. We find that
schools which harbor greater shares of disadvantaged students tend to set lower
standards. This association is most pronounced in the track of secondary schooling
preparing for university.
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1 Introduction

Education policy is widely seen as a means to promote social policy goals. Good schooling
is supposed to help the children of disfavored members of society to earn higher incomes
than their parents and to gain social status. In most countries, however, students do not
reap the benefits of formal education just by attending. Instead, they need to obtain the
appropriate degree, preferably with good grades. Therefore, any social impact of education
policy is filtered through the grading and examination system. Whether good schools will
contribute much to social mobility depends on the way standards are chosen, and whether
this choice depends on the social origin of students. In this paper, we therefore examine,
both theoretically and empirically, the interaction of the social status of a school’s students
and the standards applied at examination.

In the first part of the paper we introduce status into a model of the choice of exam-
ination standard provided by Costrell (1994, 1997). In this model, each school sets its
graduation standard so as to maximize the sum of the wages earned by its students. This
decision is governed by the trade-off between the number of graduates, which decreases if
the standard is more demanding, and the wage earned by each graduate, which increases
in the standard. We extend Costrell’s formulation by assuming that, in addition to the
standard, also the social origin affects the wage earned by graduates. For a given standard,
students from disadvantaged backgrounds obtain a lower wage than students from other
social classes. We show that in this setup, schools with a disadvantaged student body set
lower standards than other schools. Standards are inflated in this way because the wage
discount experienced by graduates from unfavorable backgrounds depresses the return to
learning effort for these students. They are thus less willing to satisfy any given standard
than students from average social origins. To make up for the resulting loss in the number

of graduates schools with disadvantaged students choose less demanding standards. A



similar result obtains if the disfavored students have, on average, lower ability than those
of other origins. Based on the above argument, however, our analysis shows that such an
ability differential is not needed to explain lower standards in schools with a disfavored
student population.

If the standard applied by a single school is not observable by employers, the graduates
from several schools are pooled together in a common labor market, earning the same
wage. We show that in such a scenario the equilibrium standard is decreasing in the
size of the relevant labor market, that is, the number of schools whose graduates are
pooled together. Our model thus confirms the well-known grading externality induced by
locally determined but unobservable standards: Schools have an incentive to free-ride on
high wages brought about by the other schools’ tough grading. This mechanism has an
implication for social policy, which is our focus here. It is plausible that the students from
different social backgrounds are not equally mobile when applying for jobs. Specifically, it
may be that disadvantaged students on average stay closer to their original residence. We
show that, if this is true, the externality will be smaller in the case of disadvantaged schools,
counteracting the tendency to set lower standards induced by unequal job prospects.

In the second part of the paper, we test the theoretical model using data from the
Netherlands. This choice of subject is motivated by several features of the Dutch educa-
tion system. Most importantly, students must pass central exams as well as school specific
exams in order to receive a diploma. Thus, we are able to use the grades earned in the
central examination as a benchmark against which to measure standards employed by
individual schools in the school specific examination. In addition, secondary education in
the Netherlands is organized in several tracks directed towards different further careers,
from pre-university education to practical vocational training. This allows us to differen-
tiate our analysis of grading standards according to different labor markets targeted by

the different tracks.



The empirical analysis aims at explaining differences in standards chosen by different
schools. In order to do so, we use the difference between the average grade of the school
specific and the central examination as the dependent variable. The key explanatory
variables are two proxies for the social status of a school’s students, the percentage of
cultural minority students and the percentage of students eligible for financial aid. It
turns out that in most specifications these variables indeed show a significantly positive
association with the grade difference. Thus, the empirical analysis is in line with the main
prediction of the theoretical model: Schools with a higher percentage of disadvantaged
students use a more lenient grading scheme than other schools. Leniency is largest for the
school track which leads to university, smaller but still significant for the second highest
academic level, and insignificant in the case of the more practically oriented tracks. Since
it is plausible that graduates of higher academic tracks are more mobile, we take these
results as an, albeit weak, evidence of the importance a school’s market size has for the
grading standard applied.

The paper contributes to the broad literature in education economics which analyzes
the effects of the social and ethnic composition of schools (Epple and Romano, 1998;
Nechyba, 1999; Epple, Newlon, and Romano, 2002; Hanushek, 2002; Entorf and Minoiu,
2005). More specifically, our work is related to several studies analyzing examination
standards. Most of this research is concerned with the impact of different institutional
arrangements for testing and examining students on student achievement. It has been well
established by this strand of research that central standard setting in education paired with
centrally devised and graded examinations leads to higher achievement in standardized
tests. Theoretical foundations for this claim can be found in Costrell (1997) and Jiirges,
Richter, and Schneider (2005). Empirically, the performance enhancing effect of central

standards has been established, among others, by Bishop et al. (2001), Betts (1998b), and



Jacob (2005) for the United States[l| and by Bishop (1997, 1999), Womann (2003), and
Jirges, Schneider, and Biichel (2005) for other countries.

Much rarer are studies which aim at explaining how and why standards are set. The
basic theoretical approach followed in the present paper has been advanced by Betts
(1998a) and Costrell (1994, 1997). More recently, Chan, Li, and Suen (2007) endogenize
pooling across several types of schools in a signalling model of grading standards. None
of these papers, however, addresses the issue of students’ social origin.

This topic is treated by Burgess and Greaves (2009). Using data from British examina-
tion records, these authors compare student grades in central examinations with teacher
assessments of student abilities. They find that students belonging to some ethnic minori-
ties (such as black Caribbean) are more likely to be downgraded by the teacher relative
to their performance in the central exam than students from the (white) majority. In
a similar spirit, Prenzel at al. (2005), Kiss (2010), and Liidemann and Schwerdt (2010)
conclude that immigrant or lower class children in Germany receive lower grades, and are
less likely to attend the branch of secondary schooling preparing for university than na-
tives from higher classes, even after accounting for individual ability. Since theses studies
analyze different countries and a different kind of data, it is difficult to discern the origin
of these apparently diverging findings. Nevertheless, in the concluding section, we provide
and discuss some possible explanations.

Wikstrom and Wikstrém (2005) analyze the determinants of grading standards in Swe-
den. Their approach is similar to ours since it also uses a central test as a benchmark
against which local grading is measured. The Dutch central examination differs from this
test, and is possibly more attractive as a benchmark, since it is compulsory, avoiding
self-selection issues, and since its grades are measured on the same scale as the score of

the local examination. Moreover, we directly address differences in the characteristics of

1See also the survey by Betts and Costrell (2001).



the schools’ student populations, whereas Wikstrom and Wikstrom focus on competition
among schools — a variable which differs across municipalities. They find that competition
among public schools is associated with slight grade inflation. The paper also provides
evidence that private schools competing with public schools engage in serious grade infla-
tion.

The remainder of the paper is organized as follows. The following Section |2 contains
the theoretical analysis. In Section |3| we give a brief overview of the institutional setup
of the Dutch education system, describe the data, and present the estimation approach.
Section [4] then contains the results of the empirical analysis. The concluding Section
discusses how our results compare to those found in Germany, and outlines possible future

lines of research.

2 A Model of Standards and Social Status

In our model, schools set graduation standards which determine wages, and students
choose how much learning effort to expend. Students have identical preferences over the
wage w > 0 they will receive after leaving school and the learning effort e > 0 they expend
at school. The effort is meant to reflect both time spent and the intensity of learning. The
utility function is given by u(w, e) = w — €", where €" describes the cost of learning effort,
with a constant elasticity n > 1. Students differ in their ability to transform effort into
examination results, as expressed by a student’s learning productivity . The performance
of a student at the examination is ve, and the standard set by the school is denoted by
s > 0. A student with learning productivity v who expends effort e graduates if and only
if ye > s.

Employers only observe whether a student graduates or not, whereas the actual exami-

nation performance e, the learning productivity =, and the effort e are private information



of the student. By consequence, wages for graduates and non-graduates may differ, but
wages cannot be conditioned on 7, e, or ye. In such a situation there is no reward to a
student for exceeding the standard required for graduation. By consequence, a student
with learning productivity + will either expend just enough effort to satisfy the standard,
e = s/, or she will dispense no effort at all, e = 0, and fail at the examination.

The wage received by non-graduates is normalized to zero. Denoting by w the wage
which a graduate from a given school may expect in the labor market, for a student of
this school graduation is worthwhile if @ — (s/7)" > 0. For any standard s and expected
wage W, solving this condition for v yields the graduation threshold ~y(s,w) = sw~'/".
All students whose learning productivity is at least as high as the graduation threshold,
v > (s, w), will graduate, and all those with v < (s, w) will not.

Each school has an equal number of students, normalized to unity. There are two
sets of schools C' = L, H, where we denote also the numbers of the schools in both sets
by L and H. The set L (H) contains schools with a student body originating from a
disadvantaged (favored) social background. As a convenient, if over-simplifying, label we
call the former the “lower-class schools” and the latter the “higher-class schools”. For
example, such social segregation in schools may be the result of Tiebout sorting in the
local property market combined with substantial costs of commuting to schools located
far away from the student’s residence. The sets L and H are interpreted as containing
all schools with a given social background which supply graduates to the same regional
labor market. As an interesting and plausible case, we specifically consider the possibility
that lower class workers are less mobile than higher class workers. Then the relevant labor
market is smaller for lower class schools than for higher class schools, i.e., L < H.

At all schools i € C,C = L, H, the ability parameter « is distributed according to
a uniform distribution over the interval [0,%.]. Using this notation and the graduation

threshold, one finds the number of graduates from school ¢+ € C' when it sets a standard



s; and when its graduates expect a wage w;. Thus, for 0 < y(s;, w;) < 7, the graduation
rate from school i € C' is given by 1 — (s, W;)/7. In this formulation, the upper bound
Yo provides an aggregate measure of the ability of the students attending a school in
social class C' = L, H. We allow these measures to differ between both sets of schools.
Specifically, 77; < 7y describes the case where students of disadvantaged backgrounds
enter school with lower ability than students from favored origins.

Conditional on the standard s; required by a school i € C,C' = L, H, employers’ will-
ingness to pay for a graduate from school i is Ags;. This formulation expresses the idea
that the examination performance s; determines productivity at work, which for simplicity
is measured in the same units. Moreover, social origin affects the wages according to the
parameters Ao, where we assume 0 < A\;, < Ay = 1. The parameter A\;, < 1 may reflect
properties of disadvantaged students which are relevant for their productivity at the work-
place but not tested in the examination, for example good manners, rhetorical abilities,
stable families, belonging to social networks, or all sorts of “soft skills”. As an alternative
interpretation, Ay might be identified with outright discrimination against disadvantaged
workers in the sense that they are being paid less than workers from favorable origins in
spite of identical productivity.ﬂ

Employers do not observe the standard s; required by an individual school but they
observe the social origin of the school’s students. Such an informational scenario will
occur, for example, if the residences of disadvantaged students are clustered in space so
that the location of a school contains information about the social background of the
school’s students. At the same time, it may be too costly for firms to monitor the grading

standards of individual schools. Consequently, wages may differ between higher-class

?Discrimination is difficult to rationalize when firms maximize profits. Since we do not explicitly describe
firms’ hiring choices, our model does not rule it out, however. Kee (1995) and Zorlu (2002) present empir-
ical evidence that wage discrimination against ethnic minorities is present in the Netherlands. Similarly,
van Ours and Veenman (2002) find that second generation immigrants in the Netherlands are less likely
to be employed, conditional on education.



and lower-class schools but not according to the graduation standards of the individual
schools. Following this argument, we assume that the wage paid to graduates from any

school 1 € C,C = L, H, is given by

we=Y Aosige 1 EJ—(S;’(?)@/?J?)C/W R (1)
ieC =e i Wi)l Ve
That is, the wage is the weighted average of the wages which would, under full information,
be paid to the graduates from the schools in the relevant labor market, where the weights
are given by the shares of the individual schools in the total number of graduates.
In an equilibrium the wage is correctly anticipated by students when they choose their
effort levels. Thus, for any vector of standards (s;),.., an equilibrium wage is a fixed point

of satisfying we = w; for all i € C E| It is determined implicitly by the condition

3 (wc - >\051»> ll - M] ~0, 2)
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which is derived by inserting we = w; for all i € C' in (1). In the following, we focus
on symmetric equilibria where all schools 4,7 € C' of one class choose identical standards
s; = s; = Sc, implying an identical graduation threshold v¢ = 7y(s¢,we). Then the
equilibrium wage is uniquely determined and equal to we = Agse for all schools in C.
Moreover, starting from symmetric standards, a marginal change in standard by school @
affects the equilibrium wage in class C' = L, H according to dw¢e/ds; = A¢/C E| Intuitively,
since there are C' schools pooled in the labor market, an individual school’s weight in

determining the wage is only 1/C.

3Since for all expected wages (Wi);cc, the right hand side of is just a weighted average of the
values A¢s; for all schools, for all vectors of standards such a fixed point exists in the interval

Ac min;ecq{si}, A\ maxiec{si}] .

4To derive this, differentiate implicitly and use the implications of symmetry mentioned above.



We assume that each school maximizes the sum of the wages earned by its students.
Schools thus care for their students, without however taking effort costs into account E| This
objective function can be motivated by observing that good career prospects of students
contribute to a school’s reputation, and thus may be useful for attracting students or
grants. When deciding about the standards they require for graduation, schools anticipate
the optimal choices by students and the equilibrium wage. If school ¢ € C' sets standard
si, it thus expects that the wage for graduates from class C' will be w¢e according to (2),
taking the standards (s;);jec j2 chosen by all other schools in the market as given. Since

non-graduates earn a wage of zero, school i’'s maximization problem can thus be stated as

max  Wi(s;) = {1 — M] we .
520 Te

The necessary condition for an interior solution is

0. (3)

am _ _wC |:87(8i7w0) + aV(SiawC) dwc:| + |:1 . ’7<Si,'lUC):| dwc _

ds; % 0s oW ds; Yo ds;

Equation shows the trade-off faced by a school. On the one hand, as expressed by
the first term in square brackets in (3]), a more demanding standard decreases welfare by
reducing the number of graduates. On the other hand, a higher standard raises the wage
for graduates. This enhances welfare both directly, as measured by the last term in ,
and indirectly by increasing the number of graduates. This effect, which is formalized by
the second term in the first square brackets in , counteracts the decline in the graduation
rate triggered by the higher standard.

In a symmetric equilibrium where s; = s¢,7; = Yo, we = A¢se and dwe/ds; = Ao /C

5This omission reflects current debates in education policy which do not seem to be very concerned about
students enjoying insufficient leisure.



for all 7 € C', condition can be solved explicitlyﬂ for the graduation threshold and the
standard:

70 1/( 1) 70 77/(77_1)
= d PR A _ 4
To C+1-1/n o Sc= e (C’—i—l—l/n) )

In , the limiting case C' = 1 represents a market consisting of only one school, which
is equivalent to a scenario where the employers have full information about the standards
applied by each individual school. Inspecting the second equation in (4, it is obvious
from n > 1 that dsj,/dA\¢ > 0 and dsf/d¥ > 0 for both C' = L, H. Specifically, for the

grading policy of lower class schools this implies:

Proposition 1 The larger the wage discount for graduates from disadvantaged social back-
grounds, and the lower the learning productivity of such students, the lower is the standard

chosen by a school with students from lower social classes.

This result shows that a school which cares about the incomes of their students will grade
more leniently if its students are socially disadvantaged. As one may expect, such behavior
may simply be the consequence of lower abilities on the part of students from lower social
classes. Proposition [T, however, shows that more lenient grading may just as well be the
rational reaction of a school to the unfavorable job prospects of its graduates.

As a second result, we see from that dsf./dC < 0. Hence:
Proposition 2 A smaller market size C' raises the standard sg.

This proposition illustrates the well-known grading externality among schools sharing a
common labor market. If a lower class school ¢ € L marginally lowers its standard the
willingness to pay for a graduate from this school decreases by Ar. Since school 7 has only

weight 1/L in the group of lower class schools this translates only into a wage decrease of

6Details, and a proof of the second order condition, are available from the authors upon request.
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Ar/L. Schools therefore have an incentive to free ride on the high wages brought about
by the tough standards of other schools, by grading leniently themselves. The result is a

general devaluation of standards which is more pronounced the larger the market is.

3 Data and Estimation Approach

We now turn to the empirical analysis of the interaction of standards and the social
composition of schools as summarized in Propositions [I] and [2] As an introduction, we

give a brief account of the education system in the Netherlands.

3.1 The Dutch education system

Dutch compulsory education encompasses twelve school years. Primary education starts
at age five and lasts eight years. In secondary education, parents may choose among three

tracks (opleidingen):

(i) Pre-vocational secondary education lasts four school years, and comes in two fla-
vors: voorbereidend beroepsonderwijs, VBO and middelbaar algemeen voortgezet on-
derwijs, MAVO. Because the latter is more theoretical than the former, we will label
VBO lower secondary and MAVO middle secondary education. Most students move
on to vocational training after graduation, but especially for MAVO graduates it is

also not uncommon to proceed to higher secondary education/]

(ii) Higher secondary education (Hoger Algemeen Voortgezet Onderwijs, HAVO) amounts

to five years of schooling and is aimed at preparing students for entry into higher

"Tn 1999 the MAVO track was renamed to VMBO-GT and VBO was renamed to VMBO-BK. The 2003
cohort thus includes the first graduates from these rebranded tracks, which are equally referred to as
middle (resp. lower) secondary education.
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professional education, which typically leads to a bachelor’s degree. Graduates may

also enroll in the fifth year of pre-university education or opt for vocational training.

(iii) Pre-university education (Voorbereidend Wetenschappelijk Onderwijs, VWO) is the
highest form of secondary education in the Netherlands and encompasses six years

of schooling. Graduates typically take up a university education.

Many Dutch schools offer more than one of these tracks, and often one school will
provide access to all three. Typically, the different tracks will not be offered in the same
geographical location — in that sense a dutch ’school’ often consists of multiple ’sub-
schools’ (vestigingen). From now on, whenever we speak of a school, what we have in
mind is a ’sub-school’. When we refer to the broader school definition, we will use the
term ’institution’.

In all of the tracks students end their scholastic careers with central examinations,
and so at first glance Dutch secondary education appears to be characterized by central
standards. However, central exams (centraal examen) account for only half the final grade.
The other half is determined via decentralized testing (schoolexamen), leaving grading and
standard setting to a large extent at the individual school’s discretionﬁ

The central exams are arranged and graded by the testing agency CITO (Central
Institute for Test Development)ﬂ All students of the same track are faced with identical
questions and grading is done by the agency. Decentralized testing takes place in all
subjects, whereas a few subjects are exempt from centralized testing (physical education

and the arts). The analysis in this paper is limited to subjects where both types of testing

8An early study by Dronkers (1999) is also concerned with the school and central exams and discusses
possible causes for discrepancies between the two grades. The author discards the possibility that higher
decentral grades are due to an easier curriculum for these exams. The differences in grading are believed
to be rooted in regional, subject-specific as well as teacher-specific grading traditions. Other explanations
given include relative grading, and an idiosyncratic “grading culture” of the individual schools.

9For further information, go to: http://www.cito.nl/com_ assess_ex/nat_final_ex/eind_fr.html
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are employed and school exam grades can thus be compared to central exam grades. An
official body appointed by the Ministry of Education establishes the norms for the central
exams. The school exams on the other hand are conducted and —more importantly— devised
and graded by the local schools. There are, however, guidelines set by the department
of education concerning the subject matter covered in school exams, to which schools
must abide. To this end, the local schools set up “exam rules” (examenreglement), which
establish the curriculum and required reading for the local exams. These rules need to be
accredited by the central authorities and are accessible to the respective school’s students.
Nonetheless, it is obvious that in essence it is the individual school which sets the standard,

at least within a certain range.

3.2 Estimation approach

Our empirical approach uses the co-existence of central and school-specific grades in order
to detect differences in local standards. Let G¢ denote the average central exam grade
and G the average school exam grade in school 7. Under coinciding central and school
specific standards, we would expect G = G¢. An upward deviation of G from Gf then
constitutes a local standard that falls short of the central standard and vice versa. Our
operationalization for the standard s; applied by school i is therefore the difference AG; =
G — Gf between the average grades obtained at this school in the school specific and in
the central examination.

In order to explain the grade difference AG;, we use the estimation equation:

AGi=a+y; - B+Xi p+e, (5)

where ¢ denotes the individual school, y; contains variables describing the student body

social composition, x; is a vector of control variables, and ¢; is the error term. We will

13



focus on two variables which capture the school-level social composition yj:
(i) The percentage of cultural minority students.

(ii) The percentage of students receiving study cost allowance (Tegemoetkoming studiekosten),

eligibility for which implies that parents have a low disposable income.

In accordance with Proposition (1 we expect to find decreasing local standards with in-
creasing school-level percentages of (i) and (ii). That is, if double standards are employed,
we expect [ to be positive.

According to Proposition [2, an increase in market size leads schools to set lower ed-
ucational standards if firms cannot distinguish the standards set by individual schools in
a market. Since firms might derive standards from school level information on average
grades, which is available in the Netherlands, we cannot provide a direct test of this hy-
pothesis. However, it is not obvious that firms actually retrieve and use such information,
which may be costly to do. Therefore, studying the different tracks of secondary education
might still shed some light on the idea. This is because it is reasonable to think of job
market size to be increasing in the level of education. That is, the relevant labor market is
smallest in geographical terms for students who have earned a diploma in lower and middle
secondary education and largest for those who hold a pre-university diploma. Hence, we
estimate separately for all school tracks and suspect that the cutting of standards as
measured by (8 to be largest in pre-university education and smallest in lower secondary
education.

On a formal level, the continuous variable AG; departs from the binary pass-fail stan-
dard s; which is featured in the theoretical model. Since it is likely that a school which
grades leniently also awards degrees more easily, it is, however, plausible that the factors
determining graduation standards affect average grades in a similar way. Moreover, it

is plausible that many employers and universities require a certain minimum grade from
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applicants whom they are willing to consider seriously. In such a case, this is the standard
a student must meet, and the grading scale effectively determines a binary standard.
The difference AG; cannot in itself be interpreted normatively. It does not say whether
the school specific or the central standard is correct in the sense of measuring the “true”
skill level of students. A positive AG; might be a correction for an overambitious central
standard rather than grade inflation by school ZEGI In this paper we will not, however,
question the appropriateness of the central grading scheme and therefore accept it as the
benchmark against which double standards are to be detected. This is justified by the
main focus of our investigation. We are not primarily interested in grade inflation itself. It
may well be that on a local level teachers tend to award higher or lower grades in general,
say because school exams tend to be standardized in a different manner than central
exams. We would then expect AG; to be different from zero but constant across schools.
Our focus, instead, is on an association of standards with social status. If standards are
socially differentiated, AG; will be systematically related to the social composition of the
schools’ student body, irrespective of the average deviation between school specific and

central grades.

3.3 Data sources

We use data from four different sources. School-level data on student performance and
social affiliation as well as school characteristics are taken from the Quality Cards for
Secondary Education (Kwaliteitskaart Voortgezet Onderwijs). This dataset is available
from the Netherlands Inspectorate of Education; it covers all Dutch institutions in sec-
ondary education and provides information on number of students, administrative form of

the institution (private, denominational, public), the school tracks that can be attended,

10Tt can be ruled out, however, that school grading is conditional on central grades, as the centraal examen
is the last exam of the entire school career.
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average class sizes, subject-level average grades attained in school and central exams, the
recommended type of secondary school based on student performance in primary educa-
tion, the percentage of ethnic minority students, and the percentage of students with a
study cost allowance.

The dependent variable AG; is constructed from the performance data of the 2003
and 2004 Quality Cards. As the original file contains interdisciplinary average grades only
as a mean of school and central grades, we calculated the average school specific (Gf)
and central (G¢) grades covering all subjects by weighting the average school and central
grades in each subject with the number of students that had actually taken part in the
exams in that particular subject.

The percentage of cultural minority students is defined as the share of students in a
given school branch who have a certain non-Dutch backgroundﬂ Along with the per-
centage of students receiving study cost allowance we use this variable as a proxy for low
social status, as neither the Inspectorate nor the individual schools collect detailed data
on parents’ socioeconomic status. At the end of primary school each student is given a
non-binding advice by her teachers as to which school branch is deemed appropriate in sec-
ondary education. This advice can be interpreted as a proxy for incoming student ability.
“Above advice” (“below advice”) denotes a student attending a more (less) demanding
branch than the one recommended. In pre-university education there are no “below ad-
vice” students as this is the highest possible track. In lower secondary education a student
who is “above advice” has received a special education track recommendation. We also

include controls for the percentage of students in ability-tracked classes in the second year

1Tn order to be officially considered part of a cultural minority in the Netherlands, students have to satisfy
one of the following criteria: Both parents were born in (or have the nationality of) one of the republics
of former Yugoslavia, Greece, Italy, Cape Verde, Morocco, Portugal, Spain, Tunisia or Turkey, Moluccan
background, Surinamese, Antillean or Aruban background, Roma background, caravan dwellers, other
non-European background and not having completed full primary education in the Netherlands, Eastern
European background and not having completed two years of Dutch schooling.
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of secondary education and the average class size.B

In addition to school level data, we use postcode ’status scores’ as a proxy for the
students’ social background. The status scores are supplied by The Social and Cultural
Planning Office of the Netherlands (SCP), a Dutch government agency. This index takes
into account local characteristics such as mean education, mean income and average rents,
among others. Postcode areas that have a low social status are denoted with values greater
than zero, areas of higher status receive negative values. We match these scores with the
schools’ 4-digit postcodes taken from the Quality Cards. More postcode level controls come
from the Kerncijfers postcodegebieden 2003 as well as the Kerncijfers wigken en Buurten
2001-2005, published by the Dutch Office of Statistics (CBS). The postcode percentage
of school-aged children is calculated from the dataset Bewolking per j-cijferige postcode
2004, published by the CBS.

Since school-level financial endowment as well as characteristics of the teaching staff
might influence social composition and standard setting, data from the series Onderwijs
in Cijfers (OIC, literally translated: ‘Education Figures’) is used in the estimation, too.
Onderwijs in Cijfers is published annually by the Dutch Ministry of Education and is
intended to provide school managers with information on the above mentioned matters
for all Dutch secondary schools.

Table [1| displays descriptive statistics for all right hand side variables.

12 Ability-tracked in this context means that in the first two years of secondary education students attend
classes with students from their chosen branch only, whereas non-tracked students attend classes together
with students from other branches. After the second year of secondary education there are no mixed
classes.
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Table 1: DESCRIPTIVE STATISTICS.

pre- higher middle lower

university secondary secondary secondary

(N=635) (N=597) (N=802) (N=454)
Variable Mean SD Mean SD Mean SD Mean SD
Above advice % 22.03 16.86 12.17 11.88  6.27 12.30  12.95 15.98
Below advice % - - 4.98 5.09 14.14 10.89  15.96 14.07
Minority students % 3.74 6.91 5.72 9.61 7.09 11.69 13.43 16.53
Study cost% 26.77 9.95 36.87 13.47  39.81 18.74  65.38 22.01
Tracked % 65 35.80 61.39 36.00 61.71 36.14 59.81 36.10
Class size 25.81 2.34 25.67 2.41 23.90 3.52 20.61 3.36
public school 31 46 .29 45 .29 .45 31 .46
No. Students (in 1000s) 1.17 44 1.21 42 .95 .54 .89 57
Short term debt (balance share) .30 .10 .30 .10 .30 .10 .30 A1
Long term debt (balance share) .04 .07 .03 .06 .03 .06 .03 .06
Staft growth .03 .05 .03 .05 .03 .05 .03 .05
No. students growth .02 .04 .02 .04 .01 .04 .01 .05
Part time staff % .38 .09 .36 .08 .34 .07 .33 .06
Status postcode .01 1.07 .02 1.04 .13 .96 .32 .89
Avg. income postcode (in 1000s) 13.97 2.83 13.81 2.64 13.25 2.18 12.72 1.51
School aged postcode % 16.96 3.48 17.27 3.29 17.54 3.15 17.47 3.22
Population postcode (in 1000s) 8.43 4.23 8.63 4.58 8.46 4.38 8.49 4.36

4 Empirical Results

4.1 Determinants of standards in Dutch schools

Descriptive statistics for central exam grades, school exam grades, and the difference

between the two, AG;, are shown in Table[2]for the pooled classes of 2002 and 2003. Grades

run from 10 to 100, and on the central exams students in all branches score grades ranging

from the lower 50s to the mid 70s on average[”] Grades awarded in school exams are on

average higher than those awarded in central exams in all branches but lower secondary.

Thus, the local school standards in these branches seem to be lower than the centrally

devised standard. The difference is highest for pre-university education and smallest in

lower secondary schools. The minimum values drop only slightly below the central exam

in pre-university education at most, whereas in lower secondary education the grades

awarded in school exams are in some cases much lower than the central exam grades — the

13Dutch grades usually range from 1 to 10, however in the data supplied by the Dutch Inspectorate of

Education the grades are multiplied by 10, and we stick with this scale.
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middle tracks lie in between. Altogether, it seems that the schools in the higher tracks
of secondary education reduce the standards more than the lower track schools. This is
consistent with the idea of geographically larger job markets being associated with lenient

grading, presented in Proposition [2]

Table 2: SUMMARY STATISTICS: GRADES 2002/2003.

Variable N Mean Std. Dev. Min Max
central exam grade

pre-university (vwo) 635 64.20 2.75 53.01 71.98
higher secondary (havo) 597 62.78 2.15 54.24 69.06
middle secondary (mavo) 802 64.11 2.35 53.61 73.06
lower secondary (vbo) 454 64.76 3.68 55.59 78
school exam grade

pre-university (vwo) 635 68.82 1.49 61.42 73.30
higher secondary (havo) 597 65.29 1.10 61.60 68.89
middle secondary (mavo) 802 65.53 1.76 59.79 73.26
lower secondary (vbo) 454 64.61 2.26 55.56 78
grade difference AG;

pre-university (vwo) 635 4.62 2.50 —2.09 16.44
higher secondary (havo) 597 2.51 2.24 —4.98 12.01
middle secondary (mavo) 802 1.41 2.48 —5.00 11.38
lower secondary (vbo) 454 —.15 3.32 -9.01 14.5

Average central and school exam grades in the four tracks of Dutch secondary education (at school-level). Dutch grading is
from 1 to 10, yet in the Quality Cards data grades are multiplied by a factor 10, so that grades in our data can range from
10 to 100. AG; is school exam grade minus central exam grade.

As the divergence between central and school grades is largest in pre-university educa-
tion, in Table [3| we first investigate the correlates of local standards in the highest track of
secondary education. The dependent variable in these OLS regressions is the track-specific
difference AG;, and specification (1) includes typical school-level variables only, (2) adds
Onderwijs in Cijfers variables and (3) includes postcode-level data. In accordance with
the theoretical predictions, specifications (1) to (3) show that a higher percentage of cul-
tural minority students is associated with lower standards in local exams. The share of
students eligible for study cost allowance does not seem to be linked to lenient grading.
One reason is that a large percentage of minority students also qualify for study cost al-
lowance, resulting in quite some overlap in the two variables. This becomes obvious when

we interchangeably employ only one of these two proxies for social status. Omitting the
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percentage of minority students from the estimation in specification (4) results in a con-
siderably larger and significant coefficient on the share of study cost recipients. Dropping
the share of study cost allowance recipients in specification (5) yields a similar effect on
the minority share coefficient. This supports the idea that these variables overlap, yet in
sum there seems to be a link between social status and grading standards that is not due

to pure economic status as measured by the number of study cost allowance recipients.

Table 4: BASELINE ESTIMATES. HIGHER, MIDDLE, LOWER SECONDARY BRANCHES.

higher middle lower
secondary secondary secondary

Above advice % 0.045***  (0.010) 0.045**  (0.010) 0.010  (0.011)
Below advice % —0.003  (0.170)  —0.034*** (0.008)  —0.020*  (0.011)
Minority students % 0.058"*  (0.018) 0.043"*  (0.007) 0.012  (0.009)
Study cost % 0.007  (0.010) 0.002  (0.005) 0.008  (0.007)
Tracked ~0.004  (0.003)  —0.005"  (0.002)  —0.004  (0.004)
Avg. class size 0.032 (0.040)  —0.119* (0.028)  —0.075  (0.053)
Public school 0374  (0.243)  —0.132  (0.202)  —0.435  (0.291)
No. of students 0.286  (0.235) 0.030  (0.176) 0.234  (0.318)
Short term debt 0.484  (0.900) 0262  (0.751)  —2.503**  (1.178)
Long term debt 1303 (1.451)  —2.133  (1.506)  —2.805  (2.521)
Staff growth 1729 (1.632) 1366 (1.366)  —1.796  (2.633)
No. students growth —0.776 (2.138) —0.047 (1.883) —3.654 (2.984)
Part time staff % 0.635 (1.412)  —0.887  (1.101) 2.38  (2.423)
Status postcode 0.573***  (0.196) 0.292*  (0.167) 0.057  (0.309)
Avg. income postcode 0.276"*  (0.076) 0.236**  (0.070) 0251 (0.202)
Share school aged postcode 0.078*  (0.035) 0.010 (0.036) 0.022 (0.074)
Population postcode —0.023 (0.021) 0.010 (0.020) 0.050 (0.032)
Year 2003 0.130  (0.116)  —1.010* (0.122) 3.527°*  (0.229)
constant —5.004 (2.053) 1.740 (1.576) —4.505 (4.197)
N 597 802 454

adj. R? 0.239 0.296 0.342

Estimates are for the lower three secondary school tracks. Columns show estimates for the school branch sample indicated
in the header. The dependent variable is the difference between the school grade and the central exam grade. Standard
errors in parentheses allow for clustering at the school level. * p < 0.10, ** p < 0.05, *** p < 0.01.

Table[dextends the analysis to the other three school tracks, where column (1) describes
grading in higher secondary education, column (2) shows results for middle secondary
education, and column (3) for lower secondary education. The main result holds for
higher secondary as well as middle secondary education: a lower status student body, as
measured by the share of cultural minority students, is linked to depreciating standards.

The coefficient for study cost allowance recipients is again not statistically significant. It
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becomes so upon omission of the cultural minority variable for lower and middle secondary
education (not reported). Interestingly, the coefficients on the share of cultural minority
students in higher and middle secondary education are only about half as large as in pre-
university education. Moreover, the grade gap in lower secondary education does not at
all seem to be related to social composition of the student body. Together, we take these
results as tentative evidence in favor of the hypothesis that schools supplying graduates
to smaller job markets tend to inflate disadvantaged students’ grades by less.

Taken as a whole, the empirical results for the pre-university, higher and middle sec-
ondary tracks clearly reject the hypothesis that social composition is not related to the
magnitude of standard cutting. The direction of the relationship does nothing to suggest
that students in low status schools might be discriminated when it comes to local grading
policies. If anything, the opposite appears to be true. Moreover, the size of the coefficients
for the different tracks is consistent with the hypothesis that standard cutting increases

in the relevant labor market size.

4.2 Disadvantaged students — Social status or ability?

The systematic differences in standards may be the consequence of diverging grading
schemes or of a different choice of examination topics. In the first case, schools may have
school examinations of equal difficulty, but those with disadvantaged students then grant
higher marks for any given answer. Alternatively, AG; may be higher in schools with
disadvantaged students because teachers ask questions which are tailored to the students’
knowledge or abilities. In this case, too, we consider the label “double standards” to be
appropriate since it does not really matter whether grades are higher because expectations
are lower, or because difficult topics are avoided.

It is, however, important to realize that whenever we speak of disadvantaged students,

with the data at hand we may not be able to fully distinguish between being disadvantaged
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in terms of pure social status and being disadvantaged in terms of having lower ability. This
is due to the fact that we cannot be certain that in the specifications presented thus far,
our minority share variable measures social status net of ability. As the recommendation
after primary school is a rather crude control for ability, the minority share coefficient may
still be confounded with ability.

First, the advice may be a quite noisy measure of ability and therefore not fully capture
all aspects of the skill distribution. Second, one could be concerned that minority and
non-minority students who have received the same advice may differ systematically in
their abilities due to teacher discrimination. There has been a considerable amount of
research on whether recommendations after primary school may be biased towards or
against students of low social status: the consensus is that while in the late 1980s and
early 1990s Dutch teachers awarded higher recommendations to minority students than
native students, conditional on test scores, this practice has not been observed in the time
period we study (Stevens et al. 2011 provide a survey of the literature). Even though this
speaks against the advice being systematically skewed towards one group of students we
can still assess what effects the two possible forms of discrimination would have on the
minority share coefficient: if primary school teachers correctly assess the abilities of native
students and at the same time tend to underassess the true qualities of minority students
and the minority students thus end up with lower secondary school recommendations, then
the minority students at a given school track should be of higher ability than the native
students, given a certain secondary school recommendation. In such a setting, the model
predicts counteracting effects of the minority share variable: On the one hand, higher
ability 7; of the minority students should actually be linked to higher standards while
the wage discount for low status A\;, should be associated with lower standards. In sum,
the minority share coefficient would thus not capture the full magnitude of the relation

between low status and low standards, i.e. it would underestimate the pure social status
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coefficient.

More consistent with our line of argument, primary school teachers may also issue
favorable recommendations to minority students when compared to native students, given
some level of ability. In that case, the minority share variable also captures the fact that
minority students with the same recommendation as a native student may be of lower
ability. Going back to the model terminology, this would mean that a high minority share
measures a low 7y; — which should be associated with lower standards, too. The implication
is that the coefficient on minority share most likely overestimates the pure social status
coefficient, as it contains elements of ability.

To sum up, inasmuch as the recommendation after primary school is biased, we cannot
fully distinguish empirically between 7, which constitutes ability, and Az, which denotes
the wage discount for low social status. In addition to the lack of empirical evidence for
such biased recommendations, we should also keep in mind that the model predicts both
lower ability and lower status to be associated with lower standards and so our results are
consistent with the theory in either case.

A situation where students who attend minority schools receive higher recommenda-
tions is closely related to the idea of relative grading. While higher advice to minority
students may be the outcome of relative recommending in primary school, a practice of
relative grading in secondary education may also affect the minority share coefficient. If
schools with higher minority shares have a lower average ability 7;, then a positive mi-
nority share coefficient may actually be the result of relative grading within school. That
is, if a student is graded in relation to the ability of his peers, then students in a weaker
environment in terms of ability will be awarded higher school grades, all else equal. While
this explanation certainly makes sense, it is important to realize that such grading behav-
ior constitutes nothing short of lenient grading towards students who attend ability-wise

disadvantaged schools.
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4.3 Robustness and reverse causality

In this section we address the possibility that the share of minority students itself may
be a function of the grade difference AG;, or that both variables are driven by another
unobserved variable. In order to deal, first, with unobserved heterogeneity, Table |5| in-
troduces some further specifications. In the top panel we add fixed effects for the 25
Dutch education regions defined by the Dutch Office of Statistics. Such an ’education
market’ is determined by student flows and characterized by offering access to all forms
of higher secondary education. The education market fixed effects will thus net out any
common characteristics of these markets such as local grading culture, or a clustering in
space of unusually able students. Including these indicators only changes the middle track
coefficient to a notable extent, while the coefficients for the other tracks remain stable.

The middle panel of Table |5| also includes the lagged grade difference AG; for the
respective tracks. It captures inertia in grading or historical factors that may have es-
tablished a certain grading culture which may in turn be linked to minority shares. As
expected, the lagged grade difference is highly significant in all cases, and it also substan-
tially reduces the minority share coefficients in all four tracks. Importantly, however, the
minority share coefficient is still statistically significant for the highest three tracks — for
the lowest track there was no significant coefficient to begin with.

Finally, the bottom panel of Table [5|shows results when both fixed effects for education
regions and the lagged grade difference are included in the estimations. This specification
renders the minority share coefficient insignificant for the middle track, while the coef-
ficients for the pre-university track and the higher track remain almost unchanged and
statistically significant. In sum, these findings are in line with our argument that the
depreciation of standards is more pronounced the higher the secondary track. Standard
cutting related to disadvantaged students is still twice as large in pre-university education

in terms of magnitude when compared to higher secondary education. When it comes
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to the lowest two tracks, it now appears that they do not differ in their standard setting
behavior, which is perhaps not so surprising since the size of the relevant labor market for
students in these tracks may not differ much — students from both tracks mostly move on

to a similar next step, i.e., vocational training.

Table 5: ROBUSTNESS: ADDITIONAL CONTROLS, ALL SECONDARY TRACKS.

pre- higher middle lower

university secondary secondary secondary
add Education Region FE
Minority students % .109***  (0.029) .053***  (0.018) .026***  (0.008) .013 (0.010)
all controls yes yes yes yes
Education region FE yes yes yes yes
N 635 597 802 454
adj. R? .30 .24 .32 .36
add lagged dependent variable
Minority students % .052***(0.014) .030**  (0.013) 017*** (0.006) .005 (0.007)
lagged AG; 537 (0.034) .523***  (0.112) .623*** (0.031) 424** (0.040)
all controls yes yes yes yes
Education region FE no no no no
N 634 592 779 445
adj. R? .50 .48 .54 .46
add Education Reg. FE & lagged dep
Minority students % .056*** (0.016) 027 (0.013) .007 (0.006) .005 (0.008)
lagged AG; .509***  (0.035) .514*** (0.108) .596***  (0.033) 374 (0.043)
all controls yes yes yes yes
Education region FE yes yes yes yes
N 634 592 779 445
adj. R? .51 .49 .55 .46

Columns show estimates for the school track sample indicated in the column header. Specifications add Education Regions
fixed effects and a lagged dependent variable. Education Regions are 25 ’education markets’, as defined by the Dutch
Office of Statistics. All controls’ are those included in Tabl and column (3) of Table respectively. The dependent
variable is the difference between the school grade and the central exam grade. Standard

clustering at the school level. * p < 0.10, ** p < 0.05, *** p < 0.01.

errors in parentheses allow for

A second possible source of concern might be reverse causality. Such a problem would
arise if minority students were to choose schools with more lenient grading while non-
minority students do not behave in this manner. Given the absence of catchment areas in

the Netherlands, this problem could even be aggravated since students and their parents
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do not have to move to the vicinity of the desired school.

Intuitively, we have little reason to believe that parents of lower social status care more
about their children’s grades than their well-off counterparts. Quite the contrary, one
would probably expect parents of higher social status to be rather more career-oriented.
On top of that, it should be noted that even in the absence of catchment areas, sending
an offspring to farther away schools which award better grades entails travel costs and is
thus more easily feasible for well-off families.

Although this suggests that, on theoretical grounds, reverse causality is not likely to
occur in our setting, we propose two ways of dealing with the issue econometrically. The
first is an instrumental variables strategy that takes advantage of the fact that many
institutions offer multiple school tracks, whereas the second one makes use of the fact that
if students and parents choose schools according to local grading, they will condition their
choice on grading policy during the previous year.

Whenever one institution offers more than one track, we expect minority shares to be
highly correlated across tracks, because mostly the various tracks will be offered in the same
municipality. We thus employ as instruments the minority share in all school branches
but the one under consideration, leaving three instruments per school branch (e.g. the
minority share in pre-university schools is instrumented with the minority shares in higher
secondary, middle secondary, and lower secondary education). The shares of minority
students in other school branches are obviously only available if a certain institution offers
more than one track. This is not always the case, especially when the instrument is not
from a school branch adjacent to the instrumented one, as can be seen from the varying
number of observations in Table [6l

While the minority share in e.g. the pre-university track should not be directly driven
by the grade difference in the lowest track — we do not expect pre-university track stu-

dents to let the lowest track grade difference guide their choice of school — the instrument
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validity hinges on another assumption: clearly, the minority share in one school track is
exogenous to the grade difference in another branch only if the institution does not apply
an institution-wide common grading policy towards minorities, regardless of track. Since
local grading policies usually emerge from the interaction among teachers and between
teachers and students, they are likely to be school branch specific. Though we have no
way of proving this claim, we would also expect to find lenient grading in the lower and
middle secondary tracks if there were a common policy to, say, grade minority students
more leniently. The results so far present tentative evidence that such grading policies
don’t seem to be present in the lower two tracks and in that sense, the minority shares in
the lowest two tracks probably present the more convincing instruments.

As a measure of social status we now restrict attention to the minority share as the
strongest predictor of grade differences. For the sake of brevity, we do not report full
results of the IV regressions. Rather, Table [6] shows the second stage coefficients of the
instrumented explanatory variable “minority share” as well as the first stage coefficients
of the instruments.E In this table, we also restrict attention to the pre-university (top
panel) and higher secondary education (bottom panel) tracks for which we have so far

found a statistically significant relation between minority share and grading standard.

For the pre-university track we find that the coefficients are very similar to the baseline
results when the higher or middle track minority share is used as an instrument. Using
the lower track minority share as an instrument produces a larger coefficient. However,
the difference in coefficients when compared to the OLS specification is not statistically
significant. Things are similar for higher secondary education: For the first two instru-
ments (pre-university and middle secondary education) we find a statistically significant

coefficient that is very close to the OLS results. While imprecisely estimated when the

MFull results are available from the authors upon request.
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Table 6: IV ESTIMATES, INSTRUMENTS INDICATED IN COLUMN HEADERS

OLS IV: minority IV: minority IV: minority IV: minority

% pre-univ. % higher % middle % lower
pre-university education
minority students % 0.056*** 0.065*** 0.051*** 0.099*
(.016) (0.013) (0.015) (0.058)
N 634 577 476 207
instrument coeff. 728%** H12%* 227
first stage (0.055) (0.081) (0.054)
higher secondary education
minority students % 0.027** 0.027** 0.026* 0.025
(0.013) (0.012) (0.015) (0.025)
N 592 579 487 216
instrument coeff. 0.935%** 0.675%** 0.314%**
first stage (0.092) (0.060) (0.055)

Controls are as in the bottom panel of Table [5| and include education market fixed effects and lagged grade differences.
The table shows 2nd stage coefficients of the respective minority share variables, as well as the 1st stage coefficients of the
instruments. Instruments are minority shares in adjacent school tracks, and are indicated in the column headers. For
comparison, OLS estimates are shown in the first column. The dependent variable is the difference between the school
grade and the central exam grade. Standard errors in parentheses allow for clustering at the school level. * p < 0.10, **

p < 0.05, *** p < 0.01.

lowest track minority share is used as an instrument, the coefficient is again virtually the
same as before.

The second way of dealing with reverse causality is to consider the fact that if parents
and students were to pick their secondary school according to observed grade differences
they would have to rely on grade differences from the past school year, i.e., the lagged
dependent variable. This variable is already included in our estimations and it is worth
stressing that even if one were to doubt the instrumental variable validity, the OLS estima-
tions which include the lagged grade difference also account for reverse causality issues —
the fact that minority share remains significant in these specifications makes a strong case
against reverse causality driving the results. In the sense that these specifications do not
rely on an untestable assumption about the instrument, they are possibly more convincing
than the IV. Taken together, the results we found in this section therefore do not suggest

that either unobserved heterogeneity or reverse causality drive the earlier results.
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5 Conclusion

In this paper, we analyze the impact of social class and ability on the choice of grading
standards by schools. We show in a theoretical model that schools with a student body
that is disadvantaged in terms of either pure status or ability tend to apply less demanding
standards. The predictions of the model are then tested on data from the Netherlands
since the Dutch educational setup provides the rare opportunity of measuring decentralized
grades awarded by the individual schools against the benchmark of central test results. In
accordance with the theory, the empirical results show that schools with many students
from cultural minorities, or with many students receiving financial aid, award higher school
grades.

It is worthwhile to compare this result with empirical findings for Germany. Based
on the PISA study, Prenzel et al. (2005) claim that students from lower classes are dis-
criminated against in the grading and examination system. Similarly, more recent re-
search shows that in primary education, pupils with an immigrant or otherwise disadvan-
taged background obtain lower grades (Kiss, 2010) and lower track recommendationsE]
(Lidemann and Schwerdt, 2010) than others, even after controlling for ability as mea-
sured by the PIRLS test. In contrast our results suggest that such students are held to
less demanding standards than students from average backgrounds.

There are several possible explanations for this apparent difference. Obviously, the
disparity in grading standards applied may simply reflect different attitudes towards im-
migrants and lower classes in the two countries studied. More subtly, school financing may
play a role. Schools in the Netherlands obtain a higher per capita funding for disadvan-
taged students, so that they have a larger incentive than German schools to treat such

students favorably.

15 According to Jiirges and Schneider (2011), also boys and younger students obtain lower track recommen-
dations.
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A second kind of explanation may be provided by the different nature of the data used.
We examine school aggregates, whereas Kiss (2010) and Liidemann and Schwerdt (2010)
compare immigrants and natives inside a class. Thus, it might be possible that in both
countries, classes with a high share of immigrant or socially disadvantaged students are
held to lower standards, but that inside the class, the native and socially favored students
benefit more from these lower standards. From a theoretical point of view, however,
school specific standards appear more convincing than discrimination inside classes. As
our model shows, lenient grading by a disadvantaged school increases the wages earned
by this school’s students, which in turn may benefit the school, for example by raising
its reputation among parents and so attracting future students. Contrary to that, it is
unclear what motivation might drive teachers to discriminate against individual students.

A third explanation refers to the fact that the benchmarks against which the grades
are measured serve different purposes. The PIRLS and PISA tests used in the German
studies measure general mathematical or language abilities, which certainly are highly
correlated with exam results, but are not tailored specifically to the material covered at
school. In contrast, the central examination in the Netherlands is designed specifically to
test knowledge of the schools’ curriculum, just as the local examinations. Thus, in the
German case, a divergence of grades from test results may to a larger extent than in the
Netherlands be driven by the divergence in aim and nature of the benchmark used from
the aim and nature of school examinations.

Finally, our results pertain to secondary education while the results on Germany cited
above relate to primary education. This may be important since in primary education,
grading is likely to be influenced in a much stronger way by a teacher’s personal impression
of the individual student than in secondary education. Consequently, a personal bias which
the teacher may harbor against immigrants and other disadvantaged groups may more

easily influence the grades in primary than in secondary schools. Evidence supporting the
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view that the level of schooling matters for the grading policy is provided by Kiss (2010).
Unlike in primary education, Kiss does not find a grade disadvantage for immigrants in
secondary schools, and in some specifications he even, quite in line with our results, finds
that these students obtain better grades.

Taken together, it is however difficult to decide which of these explanations drives the
results. Thus, we refrain from drawing any more general conclusions from our findings at
this stage. Nevertheless it seems safe to point out that, in order to explain the treatment of
lower class students by the schooling system, more than a simple appeal to discrimination
is needed.

This observation suggests that much more research is required in order to enhance the
understanding of how standards are set. For example, it will be fruitful to integrate other
motives for the choice of standards. As some of our empirical results suggest, competition
for students may be an important driver of grade inflation. It is worthwhile to analyze

this, both theoretically and empirically, in more detail in future work.
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