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Abstract
This paper examines whether or not charter schools impact the economies of local communities
across the nation. This question is answered by analyzing the relationship between charter
schools and annual public charity expenses, which serve as a measure for economic development
within a community. Charter schools, like traditional public schools, receive tax-dollars from the
district and state according to the number of students attending. Data from 465 counties over a
ten year period were analyzed using various fixed effects regression models. Empirical analysis
suggests that, under certain conditions, the existence of charter schools influences annual public
charity expenses in the local community. Therefore, one may conclude that in certain
communities charter schools are viewed as assets and encourage local investment. This paper
outlines the various relationships tested and reveals under which conditions charter schools are
likely to impact the economies of local communities. The results of the analysis indicate that in
counties with a mean Hispanic population, an increase in the number of charter schools leads to
an increase in annual public charity expenses.
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1. Introduction
All citizens have some direct or indirect interest in having diverse and high-quality
educational opportunities available in their communities.
“[Education] is the best investment we can make – one that pays off in countless
dividends, for us, for our children, and for our society . . . If we hope to maintain
or improve the quality of life in our communities, attract new industries, and
continue to prosper as a nation, top-notch schools are essential.” (American
Association of School Administrators (1999)
For years now, the state of primary education in the United States has been under intense
scrutiny by educators, parents and public policy makers alike. Bennett (1999) revealed the
following disheartening statistics: One in five teachers feels well-prepared to teach to high
academic standards; since 1983 over six million Americans dropped out of high school
altogether; and during that same time period over 10 million Americans have reached the 12th
grade without having learned to read at a basic level. These statistics reveal unacceptable public
school performance standards and “For the better part of the last quarter century, vigorous efforts
have been under way to reform American Public Education” (Murphy (2002)). With the
education reform movement in full-swing many alternatives to traditional public schools, such as
charter schools, are being considered.
In 1991 Minnesota passed the first state charter school legislation (Closing the
Achievement Gap (2004)). It was this legislation that helped charter schools become established
and ultimately one of the most sought out solutions to the demise of public primary education in
the United States. “When charter schools first arrived on the American educational landscape,
few people suspected that within two decades, thousands of these schools would be established
across the United States, serving almost a million and a half children” (Lubienski and Weitzel
(2010)). As of November 2010, charter school legislation has been passed in 40 states and the
District of Columbia (Fast Facts).
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Over the last decade, charter school research has focused largely on student achievement
and charter school laws (Smith, Wohohlstetter, Farrell, Nayfack (2011)). While some
qualitative and quantitative research has looked at charter school outcomes at the systems level –
looking at charter schools as innovation centers, competition within district schools or other
charter schools, charter school market share and segregation and achievement gaps in charter
schools (Smith, Wohlstetter, Farrell, Nayfack (2011)) – the impact that charter schools have had
on the economies of local communities has been left largely unexplored. For this reason, the aim
of this paper is to focus on the impact that charter schools have outside of the classroom. More
specifically, I look to answer the following question: what economic impact, if any, do charter
schools have on local communities?
I have chosen to use annual public charity expenses as a measure of the economic impact
of charter schools on local communities. This is an appropriate way of analyzing the derivative
impact of charter schools on local communities, because it has become increasingly common for
community-based organizations (CBO) to start charter schools or, at the very least, partner with
charter schools “as a way to increase the impact of their programs and provide one-stop
shopping” (Halsband (2003)). CBOs aim to improve local communities in various ways through
diverse programs. Typically, CBOs can be classified by the sector they primarily serve. For
example, CBOs may be grouped as follows: “community-service and action, health, (education),
personal growth and improvement, social welfare and self-help for the disadvantaged”
(Community Organization (2012)). In other words, the more active CBOs are in a community
the better off that community is. For this paper, I chose to measure the level of CBO involvement
in a community each year and analyze the relationship between the level of CBO involvement
and the number of charter schools in that same community. In my analysis I use the annual
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public charity expenses in a county as a measure of CBO involvement. Public charity expenses
are an appropriate measure for two reasons. First, charter schools are funded by the state and
district, therefore public charity expenses are not the primary source of charter school funding.
Second, public charity expenses indicate the amount of money an organization is “investing” in
the community.
This thesis will start by giving a brief history and background of charter schools. The
remainder is organized as follows. Section 2 describes the methodology used to describe the
impact that charter schools have on local communities. Section 3 presents a summary of the data
collected and analyzed. Section 4 reveals the results of my regression analysis. Section 5 gives
insight into some limitations and possible areas for further research, and finally section 6
concludes my analysis.
1.1 Charter Schools: A Definition
In order to identify the economic impact that charter schools have on local communities it
is important to first define what a charter school is. At the most basic level, charter schools are
public schools free from direct government control (Finn (2000)). Unlike traditional public
schools, charter schools operate separately from the district board of education and are subject to
terms and conditions outlined in their charter. States play a role in determining the possibilities
of charter schools through charter school legislation, which determines limitations and criteria of
charters. Given that charter schools are subject to state and local legislation, they vary across
states and even within states (Murphy (2002)). Generally, charter schools are publically funded
educational institutions (details about charter school funding can be found in section 1.2) and are
held accountable, through their charters, for meeting specified levels of student achievement.
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Although charter schools vary dramatically across the nation, most charter schools differ from
the traditional public school in the five following ways (Finn (2000)).






They can be created by nearly anyone.
They are essentially self-governing as they are free from abiding by most state and local
regulations.
Families choose to send their children to the school.
There is more freedom in hiring teachers; only one third of states require all charter
school teachers to be certified.
Charter schools are held accountable for their results; if they do not attain the goals
outlined in their charter they will be closed.

Charter schools represent freedom of choice in the primary education system. Since they are run
by a “group of parents, a team of teachers, an existing community organization…even (in several
states) a private firm” (Finn (2000)) charter schools are inevitably rooted in the community.
1.2 Charter Schools: Funding
It is important to understand how charter schools are funded, because I am using a
financial variable, annual public charity expenses, as the dependent variable in my analysis.
Since many charter schools are founded by CBOs, it would pose significant problems if charter
schools were primarily funded by their founding organizations. It would be undesirable if annual
public charity expenses only represented the cost of funding and operating charter schools. I
wanted to be sure that public charity expenses captured investments made in a broad range of
sectors in the community, not just in education.
Charter schools, like public schools, receive funding through state and district tax payer
dollars on a per-student basis. This per-student amount is used to finance charter school day-today expenses (Murphy (2002)). The details of charter school funding are negotiated in the
school’s charter and therefore, guidelines differ across states. However, it is widely debated
whether or not charter schools receive per-student amounts equal to public schools in their
districts. (Closing the Achievement Gap (2004)). Murphy (2002) helped clarify this controversy:
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“Charter schools have different relationships [than public schools] with revenue
sources and different capacities for garnering resources. At the same time, the
costs charters face are similar to school districts in some instances; in other cases,
the costs are experienced in different degrees; and finally, some costs are unique
to charters – particularly newly created entities. Some argue that the relatively
higher financial burden charter schools face is somewhat offset by some
exemptions from costly regulations such as hiring unionized staff, providing
transportation, or adhering to public school building codes.” (Murphy (2002))
Although studies suggest that charter schools are underfunded compared to traditional public
schools (Annual Survey of America’s Charter Schools (2010)) educational public charity
expenses are not the real source of charter school funding. Charter schools rely on funding from
the state and district. My regression results, in section 4, show that neither public charity
expenses related to education nor public charity expenses unrelated to education are significantly
correlated with the percentage of all public schools that are charter schools in a county.
Therefore, I argue that the majority of annual public charity expenses will not only represent
expenses directly related to charter schools. For more details in support of this argument refer to
section 4 of this paper.
1.3 Motivation
Education advocates have often asserted that high quality public schools have a positive
impact on a community’s economic development. Weis (2004) reviewed literature that
examines the relationship between public schools and economic development. Weis came to the
following conclusion: “Research shows that, holding all else constant, homes in highperforming school districts sell for higher prices than homes in low-performing school districts”
(Weiss (2004)). This can be interpreted in the following way: High-performing schools benefit
local economies and add to a community’s value. CREDO (2009) found that over 60 percent of
charter schools have shown to have performed at least as well as or better than local public
schools. Given that charter schools are public schools and assuming that charter schools are
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generally high-performing schools (based on the results of the CREDO (2009) study) I believe
that the economic impact charter schools have on various communities should be examined. My
analysis measures the economic impact charter schools have on various communities in a
broader sense than the Weis’ research.
Horowitz, Keil, and Spector (2008) analyze the affect that charter schools have on
residential property values in the neighborhoods they are located in. Horowitz, Keil, and Spector
based their study using literature that examined the relationship between traditional public school
quality and property values. The literature previous to their study suggests that “(1) highly rated
schools may cause property values to increase or (2) high property values may result in higher
quality public schools” (Horowitz, Keil, Spector (2008)). However, Horowitz, Keil, and Spector
(2008) found that, except in special cases, there was little evidence that the existence of a charter
school affects property values. Because of these inconclusive results I have chosen to consider a
different measure.
Instead of focusing on measuring the effect that charter schools have on property values
in communities across the nation I have chosen to look at other ways that charter schools may
impact local economies. As previously stated, charter schools are often started by CBOs and
therefore, charter schools are one option CBOs have when choosing how to invest their money in
community development. I will focus on how charter schools impact public charity spending
and investment in the community.
The 2006 Civic Builders Policy Brief, Number 8 outlines various ways that charter
schools have contributed to a community’s well-being. The document examines how charter
schools have helped improve both the social and physical capital of surrounding neighborhoods.
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I will draw upon many of their conclusions and observations in this paper. Most notably, I will
focus on, what the brief defines as, the “multiplier” effect.
The multiplier effect refers to the contributions to economic revitalization that occur as a
consequence of launching a new school. When a charter school is launched often times the
buildings require renovation or construction. This building process results in a burst of
economic activity by purchasing local materials and hiring local workers (Civic Builders
(2006)). This economic activity contributes funds into the local economy. New schools will
inevitably need to hire teachers, administrators, custodians and other staff that are required in
order to run a school. In the long run the school helps to create employment opportunities. As
the school operates it contributes to the local economy by consuming local goods and services
and the cycle then repeats itself. These multiplier effects are different from the externalities from
the presence of charter schools, because charter schools often intentionally hire and source
materials locally, because they are founded by CBOs. CBOs are rooted in the community and
their goal is to improve the local community by investing in the local community. The diagram
below from the Civic Builders Policy Brief, Number 8 depicts the cycle:
Multiplier Effect of New Charter School Creation
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business revenue
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income and
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Charter school advocates argue that charter schools contribute to urban economic
development. This impact has been seen through the following ways: An increasing number of
CBOs are starting charter schools; fewer families are “fleeing cities in search of quality
education” (Halsband (2003)); charter schools are contributing to neighborhood revitalization
through the purchasing or leasing of vacant properties.
The remainder of this paper focuses on my attempt to quantitatively measure and analyze
the effects of charter schools on annual public charity expenses using a fixed effects model.
2. Methodology
For this study I obtained county level data for 34 of the 40 states and District of
Columbia that have charter school legislation for the years 1998 through 2008. In total 465
counties were observed and on average about 7.5 counties were observed in each state. Many
similar studies that I have come across tend to focus on specific regions, states or cities.
However, I wanted to consider a much larger geographic area in hopes of being able to make a
broader generalization about the impact of charter schools on local economies. Using data from
different states introduces the issue of state/county-wide unobserved heterogeneity (or
unobserved differences). Fortunately, I was able to collect panel data, which is described below,
so I was able to account for time-invariant unobserved heterogeneity in my analysis.
Panel data are data that are collected for the same individuals, groups or firms over a
period of time. “A panel is a cross-section or group of people who are surveyed periodically
over a given time span” (Yaffee (2003)). Panel data analysis has become an increasingly popular
analytical tool in the social and behavioral sciences. Since the effects that charter schools have
on local communities may not be immediately apparent and there will inevitably be unobserved
state/county-wide specific effects, it is favorable to use data that span a period of time, for
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example data that are collected over five or ten years. Panel data have the benefit of providing
regression analysis with both a spatial and time specific element.
I analyzed my panel data set using a linear fixed effects model. The general model that I
used can be expressed as follows:
(

(2.1)
where

)

,

represents the economic indicator under investigation, public charity expenses (per

charity), for county i at time t, csit represents the number of charter schools per capita for county
i at time t, hit represents the proportion of the population of county i that is Hispanic at time t,
csit*hit represents the interaction between charter schools and the Hispanic population for county
i at time t, Ai represents county specific information, such as rules and regulations, for county i
(not dependent on time), and

is the error term. I included the variable hit, because minority

populations are often targeted by CBOs and therefore I needed to account for the possibility that
demographics would influence my results. Only the Hispanic population is considered in model
(2.1), because accounting for other races, such as African Americans and Asians, and genders
proved to be statistically insignificant in the models. More information concerning the
demographic variables can be found in section 3.
Considering model (2.1) I can see that, after analyzing my data, the value I estimate for
is the effect that

has on

(

). In other words,

measures the effect that charter

schools have on the logarithm of annual public charity expenses.

is not the only effect that

charter schools have on public charity expenses, but this will be discussed in detail later in this
paper.
I chose to use a log transformation of my economic indicator variable for two reasons.
The first reason that I used the log transformation is that the resulting behavior of the data is

9

linear. The second reason that I used the logarithm of my dependent variable was for
interpretation of my estimated coefficients. By setting the right hand side of my regression
equation equal to

(

) I am able to interpret the estimated effect of cs on annual public

charity expenses as follows: A one unit increase in the fraction of public schools that are charter
schools would lead to an approximate ( ̂

(̂

̅ ))

charity expenses. ̂ and ̂ represent the values of
analysis and ̅ represents the mean of

percent increase in annual public
estimated by my regression

.

A fixed effects model has “constant slopes, but intercepts that differ according to the
county (Yaffee (2003)). In other words, the intercept is specific to the counties. The fixed
effects model differs from the simple linear regression model in that it accounts for unobserved
time-invariant variables and analyzes data over a ten year period of time. A fixed effects model
is more appropriate than using simple linear regression for my analysis due to the fact that
charter schools vary dramatically across states. Charter school legislation is state mandated;
therefore charter schools laws, regulations and accountability standards will vary across counties
in this study. These unobserved state/county specific variables are assumed to be time-invariant.
The fixed effects model treats county-specific effects as parameters and there are no restrictions
imposed on these parameters in the model.
Any unobserved county specific effects are allowed to be correlated with the charter
school variable, which is the fraction of all public schools that are charter schools in each county.
An example of the fixed effects model is the following simplified two-year example:
Say we want to estimate 1 in the following equation:
(2.2)

.
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However, we are worried that there are county specific effects (independent of time) that will
influence our estimate that are not represented in the model. We let the variable

represent

county specific information, such as state laws and regulations. The fixed effects model then
works in the following way:
At time t=1:
(2.3)

.

At time t=2:
(2.4)

.

By subtracting equation (2.3) from (2.4) we obtain:
)
(
) (
(2.5) (
).
Therefore, we can now see the impact that the variable cs has on the variable y, because the fixed
effects model accounts for the county specific information. This is very convenient for my
study, because there are many county specific variables that need to be accounted for when
estimating the effect that charter schools have on annual public charity expenses.
While the fixed effects model accounts for county specific information it is still necessary
to consider possible variables I would need to account for. As demonstrated in equation (2.1) my
model controls for demographics, and more specifically for the Hispanic population. I chose to
control for demographics, because many CBOs and charter schools target minority populations.
Both CBOs and charter schools have not only a mission, but a vision. In order to carry out this
vision many of these institutions focus on a specific group of people in a community. Therefore,
if an area has a larger minority population this may influence the estimation of the impact charter
schools have on public charity expenses. For this reason I included demographic control
variables in my model.
The next section gives a detailed summary of all of the variables I included in my model
and is followed by a summary of the results of my analysis.
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3. Summary Statistics and Data Description
Community economic benefits i.e. the economic prosperity of the community, is defined,
for the purposes of this paper, by local annual public charity expenses for each county. In other
words, the higher the annual public charity expenses are the better off the local community is.
Local expenses take into account all public charities located in a specific county.
Thirty-four of the 40 states and District of Columbia that currently have passed charter
legislation were observed in this study. The number of counties observed varied depending on
the state. On average approximately 7.5 counties were observed for each state. The maximum
number of counties observed in any one state was 55 counties in North Carolina. Figure 4
depicts the number of counties that were observed in each state included in my analysis.
North Carolina
Texas
Michigan
Ohio
Minnesota
Pennsylvania
New York
New Jersey
Indiana
California
Utah
Louisiana
Arizona
Massachusetts
Idaho
Arkansas
Georgia
New Hampshire
Connecticut
Oregon
New Mexico
Wisconsin
Rhode Island
Illinois
Delaware
Oklahoma
Missouri
Vermont
South Carolina
Nevada
Maine
Florida
District of Columbia
Colorado

Number of Counties Observed

0

10

20

30

40

50

60

Figure 2. Number of Counties Observed by State

In this section I present and define all of the variables used in the fixed effects regression
model. Summary statistics for the variables considered in my analysis can be found in Table 1.
Table 1 shows the summary statistics for the year 2004, but is representative of all years.
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Table 1. Data obtained for the year 2004

Variable

-

Standard
Deviation
-

465

2,536,516

2,121,126

27,192

1.70e+07

465

2,148,261

1,848,346

20,891.5

1.69e+07

453

398,571.1

776,759.9

463.64

1.08e+07

299

.063

.060

0

.5

445

.098

.123

.0006

.670

445

.021

.032

.0008

.320

445

.101

.154

.005

.944

Mean

Min

Max

-

-

300
200
0

100

Frequency

400

500

Counties
Public Charity
Expenses
(in dollars per charity)
Non-Education Public
Charity Expenses
(in dollars per charity)
Education Public
Charity Expenses
(in dollars per charity)
Charter School
Number (as a fraction
of all public schools)
Fraction of population
that is Black
Fraction of population
that is Asian
Fraction of the
population that is
Hispanic

Number of
Observations
465

10

12
14
16
logarithm of total public charity expenses

18

Figure 3. Histogram of logarithm of total public charity expenses (vertical axis – frequency)
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All data for this paper were obtained at the county level. Given that this analysis is done
for the entire nation it was most desirable to have each observation be the smallest possible
geographic location. Each county is a single observation. For example, take Suffolk County,
New York. Table 2 represents Suffolk County, identified by FIPS code 03016, observed in three
different years. A FIPS code is a five-digit number where the first two digits identify the state
and the last three specify the county. The first two digits 03 represent New York State and the
last three, 016, identify Suffolk County. In Table 2, 03016 is one observation in each of the three
years. In each year data regarding the education system and economy were collected and
recorded.
Table 2. Example data set for FIPS code 03016

FIPS

Year

Public Charity
Expenses
(Dollars per
charity)

Enrollment
in public
charter
schools

Number
Hispanic Population
of
(as a percentage of
charter
the total population)
schools

036103

2003

2,621,430.68

351

3

11.84

036103

2004

2,651,641.19

333

2

12.16

036103

2005

2,456,329.99

299

2

12.46

3.1 Economic Indicator: Annual Public Charity Expenses
This paper analyzes the economic impact that public charter schools have on counties across
the United States. Annual public charity expenses were determined to be the most appropriate
economic indicator for the purposes of this paper.
Public charity expense data were obtained from the National Center for Charitable Statistics
(NCCS), a program of the Center on Nonprofits and Philanthropy at the Urban Institute. The
NCCS retrieves its data files primarily from “information that tax-exempt nonprofit
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organizations file with the Internal Revenue Service” (IRS) (NCCS Data Guide (2006)). NCCS
created their databases based on data from three types of exempt organization database files
released regularly by the IRS (NCCS Data Guide (2006)).
Public charity expense data were retrieved from the NCCS Core files, which is a database
derived from the IRS annual Return Transaction Files (RTF). The Core files contain data on all
501(c)(3) organizations that were required by the IRS to file a Form 990 or a Form 990-EZ. A
501(c)(3) organization is a tax-exempt nonprofit, corporation or association. Form 990 is “an
annual reporting return that certain federally tax-exempt organizations must file with the IRS”
(GuideStar (2012)). Form 990 provides information on general information about the
organization as well as the organization’s finances (GuideStar (2012)). It is important to
consider that not all public charities are captured in this database. Two categories are exempt
from registering with the IRS and are therefore excluded from the IRS, and subsequently the
NCCS, databases:



“Public charities or other exempt organizations with less than $5,000 in gross receipts.”
(NCCS Data Guide (2006))
“Churches, their integrated auxiliaries, and conventions or associations of churches.”
(NCCS Data Guide (2006))

The IRS recognizes two categories of 501(c)(3) organizations: public charities and private
foundations. For the purposes of this paper, I considered only public charities in my analysis.
Public charities account for approximately 90 percent of all 501(c)(3) organizations and are the
main focus of the NCCS databases (NCCS Data Guide (2006)). The NCCS obtained total
expenses information on 501(c)(3) organizations from line 17 of the Form 990 (NCCS Data
Guide (2006)). Total expenses are equal to the sum of “program, fundraising, management, and
general expenses, as well as payments to affiliates” (NCCS Data Guide (2006)). A detailed
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summary of the information that is found on line 17 of the Form 990 can be found in the
Appendix.
All data were obtained from the NCCS Public Charities Table Wizard. I was able to use
this wizard to find total public charity expenses as well as the expenses related purely to public
charity education organizations. In my analysis I tested two different models, one which looked
at the influence charter schools had on public charity expenses, excluding the expenses of
education related organizations. I calculated the non-education public charity expenses variable
by subtracting the education expense data from the total public charity expense data.
3.2 Public Charter School Variables
Data on individual charter schools are gathered annually in the Common Core of Data
(CCD) survey by the Department of Education. The CCD is the core database on public
elementary and secondary education in the United States (National Center for Education
Statistics). It is designed to provide basic information, descriptive statistics and an official listing
of public elementary and secondary schools and school districts in the nation. Each year,
statistical information from approximately 18,000 public school districts and 100,000 public
elementary and secondary schools is collected and recorded in the CCD (National Center for
Education Statistics). According to the National Center for Education Statistics (NCES) website,
the CCD “contains data that are designed to be comparable across all states” (National Center for
Education Statistics).
In their 1998-99 school year data collection the CCD expanded their survey to include
questions on charter schools. Therefore, even though the first charter school in the U.S. was
opened in St. Paul Minnesota in 1992 this paper analyzes data from 1998 through 2008.
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Data from the CCD annual surveys were gathered via the NCES website. The NCES is
located within the U.S. Department of Education and the Institute of Education Sciences and is
responsible for collecting and analyzing national and international data related to education
(National Center for Education Statistics). Through the NCES website, data from the CCD can
be viewed and obtained. Data from 465 counties across the nation were obtained from the NCES
CCD database.
The CCD gathers information on public charter schools. The NCES defines a public
charter school as follows:
A public charter school is a school that provides free public elementary and/or
secondary education to eligible students under a specific charter granted by the
state legislature or other appropriate authority. Charter schools can be
administered by regular school districts, state education agencies (SEAs), or
chartering organizations. (Fast Facts)
In less than a ten year period enrollment in charter schools more than tripled (Fast Facts). In the
1999-2000 school year 340,000 students were enrolled in public charter schools compared to the
1.4 million students enrolled in public charter schools in the 2008-09 school year (Fast Facts).
During that time period, the percentage of all public schools that were charter schools increased
from 2 to 5 percent. While enrollment rates rose during this ten-year period the percentage of
charter schools that were high-poverty schools increased from 13 percent in 1999-2000 to 30
percent in 2008-2009. Only 19 percent of traditional public schools were considered high
poverty in 2008-09 (Fast Facts). Note that the number of charter schools reported by the NCES
for each county is below the actual value, because the NCES only has information on schools
that complete the CCD annual surveys. This bound will affect our analysis, but not enough to
invalidate our results.
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3.3 Race and Demographic Variables
Race and demographic variables were included in the regression, because these variables
have been shown to have a large influence on the growth of housing in the longer run (Miller
(1988)). Demographics and race have also been shown to influence school choice. Therefore, it
was important to include them as independent variables in the fixed effects model.
Race and demographic data were obtained from the Census Bureau. Each year the
Census Bureau produces estimates of the resident population by age, sex, race, and Hispanic
origin for each county in the United States and District of Columbia. The Census Bureau
develops annual estimates by updating the Census 2000 data. The resident population includes
all residents, civilian and Armed forces (U.S. Census Bureau). The Census Bureau calculates
population changes using the following equation:
P1 = P0 + B – D + NDM + NIM,
where,
P1 = population at the end of the year
P0 = population at the beginning of the year
B = births during the year
D = deaths during the year
NDM = net domestic migration during the year
NIM = net international migration during the year.
Births and deaths are recorded relatively accurately and the data are readily available (U.S.
Census Bureau).
The data set includes population estimates on the following race groups: White Alone
Population, Black or African American Alone Population and Asian Alone Population. The
ethnic group, Hispanic Alone Population, was also considered. The Census Bureau provides this
information for each gender separately. For this paper male and female populations were
combined to generate groups that reflected only race and didn’t differentiate by gender. It is
important to note that in looking at our race data the sum of all race groups will not equal the
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total population. The reason is that the Census provides information on individuals who identify
as a combination of races. This information is less important for the purposes of this study so
only data of the four demographic groups listed above were collected. We note that the Census
Bureau does not consider Hispanic to be a race (U.S. Census Bureau), so a Hispanic person may
be of any race.
It is important to include information on demographics for the counties observed in this
analysis, because charter schools largely serve minority populations. According to the results of
the Center for Education Reform’s 2009 annual survey “charters educate students who are
largely underserved in the public school environment” (Annual Survey of America’s Charter
Schools (2010)). They found that 52% of charter students are minority students, 50% are at-risk
students and 54% are from low-income families (Annual Survey of America’s Charter Schools
(2010)). These numbers are not very surprising given that a large number of charter schools are
located in urban areas and are started by organizations that target minority populations. Figure 6
shows that more than 40% of charter schools that responded to the CER annual survey enroll
student populations that are more than 60% minority, at-risk or low-income (Annual Survey of
America’s Charter Schools (2010)).
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Percentage of Schools that Responded
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Figure 4. The percentage of minority students in charter schools
Source: Center for Education Reform, Annual Survey of America’s Charter Schools, 2010

4. Results
In this section I present the results of the fixed effects model, which uses public charity
expenses, charter school and demographic data from 465 different counties across the nation.
Once again, I am using the fixed effects model to analyze my panel data instead of a simple
linear regression model, in order to account for any county specific data that may influence the
results. The fixed effects model allows the unobserved county specific effects to be correlated
with the charter school variable, the fraction of all public schools that are charter schools.
Table 3 summarizes the results of the first model I tested. In equation (4.2) e represents
public charity expenses, cs represents the proportion of all public schools that are charter schools
and

represents any county specific information that will be captured in the fixed effects model.
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This model looks to see what effect, if any, cs has on the logarithm of annual public charity
expenses, log(eit), without controlling for any other variables.
(4.2)

(

)

.

Table 3. The fixed effects regression results for model (4.2)

cs

Coefficient
0.055

Standard Error
0.103

P-value
0.589

[95% Confidence Interval]
-.146 .256

Clearly, we can see that in model (4.2) the variable cs is statistically insignificant. In this
paper a P-value larger than .05 indicates that the variable is statistically insignificant in our
model. This simplified model, where I do not control for any other variables and only observe
the effect of charter schools on public charity expenses, is insufficient to capture the impact that
the fraction of all public schools that are charter schools has on the logarithm of annual public
charity expenses.
In my second model I chose to control for demographics. As stated in the previous
section many different CBOs and charter schools target specific populations. I tested for the
significance of Black, Asian and Hispanic minority groups. After running various regressions
my results showed that out of all these minority groups only the Hispanic population seemed to
be significant. This may be true for a few reasons.
Demographics have been found to play a role in developing state charter legislation and
student population. Stoddard and Corcoran (2007) stated that, “Controlling for student
performance, states with greater Hispanic populations tended to pass laws supporting charter
schools earlier and were likely to pass more permissive legislation” (Stoddard and Corcoran
(2007)). Interestingly, the fraction of a state population that is black was statistically
insignificant with “the passage, timing or strength of charter laws” (Stoddard and Corcoran
(2007)). However, the fraction of the state population that is black played a significant role in
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student participation in charter schools. Given that my analysis focuses on the fraction of public
schools that are charter schools and not student enrollment rates it makes sense that the Hispanic
population would need to be controlled for, whereas the black population would turn out to be
statistically insignificant. Therefore, I have controlled for the ratio of the county population that
is Hispanic in my model and the results of that model are show in Table 4.
(4.3)

(

)

.

Table 4. The fixed effects regression results for model (4.3)

log(e)

Coefficient

cs

.473

Standard
Error
.197

h

5.674

cs*h

-1.826

P-value
(

)

P-value

[95% Confidence Interval]

0.017

.085

.860

.694

0

4.314

7.035

.636

0.005

-3.050 -.555

.018

Model (4.3) suggests that charter schools have a net positive impact on public charity expenses.
Before discussing a deeper analysis of model (4.3), including under what conditions cs is
statistically significant, I want to comment on two variations of model (4.3).
After running the above regression I was concerned that the statistical significance of
may be due to the fact that public charity expenses are a source of charter school
funding. I addressed this concern by considering models (4.4) and (4.5) below. I was able to
extract all expenses that were associated with education related CBOs and run the regression
separately for non-education expenses and education expenses. Equation (4.4) represents my
model that looks at only expenses that are unrelated to education and equation (4.5) looks at
expenses that are only related to education. Tables 5 and 6 present the results of the regression
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for models (4.4) and (4.5) respectively. The corresponding coefficients become statistically
insignificant in these models.
(4.4)

log(non-edu)

.

Table 5. The fixed effects regression results for model (4.4)

Coefficient

Standard
Error

P-value

cs

.342

.222

.123

-.093

.777

h

5.447

.781

0

3.915

6.978

cs*h

-1.483

.715

.038

log(non-edu*)

P-value
(

)

[95% Confidence Interval]

-2.885 -.080

.105

*non-edu refers to public charity expenses unrelated to education
(4.5)

log(edu)

Table 6. The fixed effects regression results for model (4.5)

Coefficient

Standard
Error

P-value

cs

-.384

.231

.096

h

8.474

.812

0

6.881

10.067

.871

.744

.242

-.589

2.331

log(edu*)

cs*h
P-value
(

)

[95% Confidence Interval]
-.837

.068

.221

*edu refers to public charity expenses related to education
We can see that in both models the variable cs by itself is once again insignificant. One would
expect this from equation (4.4), because this model excludes the expenses directly associated
with education. The variable non-edu excludes expenses of public charities in the education
sector, but captures annual public charity expenses in the sectors including, but not limited to:
Environment, Healthcare, Science and Technology and Human Services. Any expenses related
to renovations of school buildings, jobs for teachers and administrators, etc. may not be included.

23

Public charities in the education sector are more likely to invest in schools, including charter
schools. Therefore, I argue that many of the expenses directly related to the operation of a
charter school may not be captured in the variable non-edu. It is important to note that we can
also see that the interaction term, cs*h, is statistically significant in model (4.4). This indicates
that the effect of cs on log(non-edu) is different at different values of h. In model (4.4) as the
ratio of Hispanics in a county increases the effect of cs on log(non-edu) decreases.
Table 6 shows that both the variable cs and the interaction variable cs*h are statistically
insignificant in this model. Initially, it appears that the only impact that charter schools have on
public charity expenses is the direct impact that charter schools have related to education. It is to
be expected that when a new charter school is founded by a CBO, public charity expenses will
automatically increase in that county, because new charter schools require start-up and
operational funding. Initially, equation (4.4) suggests that charter schools may not have an
influence outside of the education sector. However, after seeing the results of model (4.5) we
can see that this is, in fact, not the case.
Equation (4.5) looks at the impact that charter schools have on the logarithm of public
charity expenses purely related to education. Once again, the variable cs is statistically
insignificant. Therefore, it appears that charter school impact is not only directly associated with
the education sector. Given that model (4.4) yielded that cs was statistically insignificant it was
expected that its impact would be significant in the public charity education sector. However,
we can conclude from the regression results that charter school impact extends beyond the role it
plays in education. This is because, charter schools were found to be statistically significant in
the first model where education and non-education expenses were combined. Clearly, charter
schools have an impact on annual public charity expenses, but the impact is not restricted to the
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education sector or non-education sector. The results of equations (4.3), (4.4) and (4.5) suggest
that it is the combination of non-education and education annual public charity expenses shows
that the relationship between charter schools and annual public charity expenses is significant.
Equations (4.4) and (4.5) did not contain enough information individually to show the
significance of cs. Fortunately, equation (4.3) captured some of this missing information and
showed us that we can conclude that cs has a significant impact on the logarithm of annual
public charity expenses.
I will now return back to regression results from equation (4.3). The results of this
regression, shown in Table 4, reveal that the fraction of all public schools that are charter schools
does influence the logarithm of annual public charity expenses (per charity). It follows from
these results that the fraction of all public schools that are charter schools has a net positive
impact on annual public charity expenses. We can immediately see that our regression yields a
positive coefficient ̂ , and a negative coefficient ̂

Using these estimates I calculated the

partial effect of cs on log(e) because, ̂ alone does not represent the effect of cs on log(e). This
is due to the fact that there is an interaction term, cs*h in model (4.3).
I calculated the partial effect of cs on log(e) in the following way:
Let
partial effect of on
( )
(4.6)
( ).
Using our estimates for and we can estimate
̂
̂
̂ ̅.
(4.7)
̂
( )

using the following equation:

We can then interpret the results of model (4.3) in the following way: increasing cs by one unit
leads to an approximate increase of e by [( ̂

(̂

))

percent, or 45.4 percent. In

other words, as the number of charter schools increases in a community with a mean Hispanic
population annual public charity expenses increase, but as the Hispanic population ratio
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increases the effect of charter schools on annual public charity expenses decreases. Note that
this is only true when holding all else constant and considering counties with a mean Hispanic
population. The effect of cs on log(e) changes slightly depending on the Hispanic demographic
to be ( ̂ ) is

of the county you are observing. We can see that the value we estimated

negative in model (4.3). This means that if we increase hit by one unit the effect of the
percentage of all public schools that are charter schools, cs, has on the logarithm of total annual
public charity expenses decreases by a factor of 1.8. ̂ indicates how different the slopes of the
regression lines are between the logarithm of total annual public charity expenses and the
percentage of all schools that are charter schools.
Table 7 shows how the partial effect of the fraction of all public schools that are charter
schools on log(e) changes when you look at counties with different Hispanic populations. The
estimates ̂

̂ from model (4.3) found in Table 4 were used to calculate the value of ̂ at

the different percentiles in Table 7.
Table 7. The partial effect of the fraction of all public schools that are charter schools on log(e) for different Hispanic
populations

Percentile
25
50
75

̂
0.018
0.041
0.112

̂

̂

0.440
0.399
0.270

If we are considering counties that have Hispanic populations within the 25 to 75 percentile
range increasing the ratio of public schools that are charter schools by one unit is equivalent to
an increase in log(e) by 0.44 to 0.27 respectively.
My results show that charter schools do have an impact on the economies of local
communities with a mean Hispanic population. Their impact extends beyond just the education
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sector, but the extent to which they impact the community depends on the demographic make-up
of the county.
5. Limitations
Having presented the results of my fixed effects model it is important to note that there
are limitations to my analysis. Limitations and suggestions for possible areas of further study
will be discussed briefly in this section.
It is most important to recognize that the data obtained on the number of charter schools
in a county is not necessarily a complete data set. There are a few notes about the charter school
data that should be considered when interpreting my analysis. First, not every state with charter
schools was observed in this study. This was primarily due to data availability. However, 34 of
the 40 states and District of Columbia were observed, which indicates I obtained data for a
majority of states with charter school legislation. A second point to consider is that a different
number of counties were observed in each state. The maximum number of counties observed
was 55 in North Carolina and there were seven states where only one county was observed over
the ten year time period. Specific values for each state can be found in Figure 4. Differences in
the number of counties observed in each state were also due to data availability, as well as the
fact that since charter legislation is state mandated not all states have had charter schools for the
same period of time. For example, Minnesota was the first state to pass charter school legislation
in 1991 (Closing the Achievement Gap (2004)). North Carolina did not pass charter school
legislation until 1996 (Legislation). Therefore, there is a five year time period where there is no
data for counties in North Carolina, because charter schools were not legally allowed to exist.
Given that charter schools are relatively new and gaining momentum within the last
twenty years, there are limited data available. The number of charter schools in each county
annually was obtained from the National Center for Educational Statistics (NCES) Common
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Core of Data (CCD) database. As stated in section 3, the CCD is made up of statistical
information that is collected annually from a set of five surveys sent to state education
departments. Therefore, it is implied that not all schools will be accounted for in this database.
It would have been more desirable to obtain this information from the Center for Education
Reform (CER), because they have an extensive database devoted solely to charter schools.
Unfortunately, the CER has a policy that prevents them from giving anyone their “national
charter database in any format” (A. Grabowski, personal communication, September 8, 2011).
Therefore, while the CCD may not be a complete database it has sufficient information to show
trends in charter school growth over the years.
Also, using public charity expenses is not the only variable that could have been used to
see the impact that charter schools have on local communities. It would be interesting to
consider the impact of charter schools on other economic indicators, such as real-estate and
property values on the national level as well as income and unemployment. Looking at these
variables as well as conducting this analysis for different geographic sizes may yield interesting
results. Considering data at the zip-code, state or regional level may be an interesting area for
further research.
As stated in the introduction of this paper, I conducted my analysis under the assumption
that charter schools are of the same quality as public schools. However, this does not account for
the fact that quality might influence the results of this analysis. How would accounting for
charter school quality affect my conclusions? It would be an interesting area for further research
to consider a control variable that would capture charter school quality and include that variable
in the model.
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Much of what has been measured in this paper is the short-run direct economic impact of
charter schools on local communities. While it would be interesting to analyze the long-run
impact that charter schools have on the economic development of communities, this is left for
further research.
My estimate of the impact that charter schools have on local communities should also be
viewed as a minimum lower bound. The total influence could be much larger. Social impact is
very difficult to measure and CBO activity is only one measure of community quality. Charter
schools may influence the economic development of a community in other ways that are not
captured by my economic indicator.
6. Conclusion
Charter schools first appeared as an alternative to traditional public schools in the United
States in 1991 and over the past 20 years this newly established institution has been both praised
and criticized for its unconventional approach to traditional public education. Research has
shown that high-performing public schools are attractive to community members and have an
impact on the community’s local well-being. Given that charter schools are public schools this
paper aimed to analyze the impact that charter schools have on local economies by analyzing the
relationship between charter schools and annual public charity spending and investment in the
community. The impact that charter schools have on a local economies may be important to
consider when choosing which education reform methods are and are not successful and/or
desirable.
The methodology of this research consisted of first aggregating a set of panel data
spanning the years 1998 to 2008, cleaning up and preparing the data set, developing the models I
would use to analyze the data, and then finally analyzing and interpreting the results of my
regression. Data from 465 counties across 34 states was collected and analyzed using a linear
29

fixed effects model. Variations of model (4.3) were considered in my analysis and my results
and interpretations were based off of comparisons of the different models.
The results of model 4.3 indicate that in counties with a mean Hispanic population, a one
unit increase in cs leads to an approximate increase of annual public charity expenses by 45.4
percent. In other words, as the number of charter schools increases in a community the more
public charities invest in that community. The impact that charter schools have on local
communities extends beyond the education sector, although the magnitude of their impact
depends on the demographic make-up of the county.
These results do not imply that charter schools are indicative of economic development,
but the results suggest that charter schools influence local economies. This paper has largely
focused on the short-run direct economic impact of charter schools on local communities. More
research on the long-run economic impact, analysis using alternative economic indicators and
controlling for other variables appears to be necessary.
As public policy makers and educators make decisions about the education system in the
United States it is important that they consider how academic institutions impact all areas of our
society. When choosing the best way to educate our nation’s youth it is not enough to look at
which institutions produce the highest test scores. As Weis (2004) recalled, education is an
extremely important sector of society that ultimately influences the quality of life in our
communities. Therefore, it is just as important to analyze the role of the educational institutions
in the community.
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Appendix

Variables included in the value obtained from line 17 of IRS Form 990
Grants paid from donor advised funds
Equipment Rental and Maintenance
Other grants and allocations

Printing and publications

Specific assistance to individuals

Travel

Benefits paid to or for members

Conferences, conventions, and meetings

Compensation of current officers,
directors, key employees, etc.
Compensation of former officers,
directors, key employees, etc.

Interest
Depreciation, depletion, etc.

Other compensation

Payments to affiliates

Payroll taxes

Telephone

Professional fundraising fees

Postage and shipping

Accounting fees
Legal fees

Occupancy
Supplies
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