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Are Charters the Best Alternative? A Cost Frontier Analysis

Previous research suggests that
charter schools produce educa-
tional outcomes at lower cost than
traditional public schools. Howev-
er, that analysis focused exclusively
on schools which serve a general
student population. In many states,
charter schools have been designed
specifically to serve students who are
at risk of dropping out of school.
These “alternative education cam-
puses” may have very different cost
and efficiency profiles than schools
designed to serve students in regu-
lar education programs.

Texas has been part of the char-
ter school movement since 1995,
when the 74th Texas Legislature
authorized the State Board of Edu-
cation to establish open enrollment
(OE) charter schools in the state.
OE schools are completely indepen-
dent local education agencies. Al-
though legally referred to as public
schools, they function as school dis-
tricts. Like traditional public school
districts, OE charter districts are
monitored and accredited under

the statewide testing and account-
ability system. However, OE charters
are less heavily regulated, may op-
erate in more than one metropoli-
tan area, may serve only a subset of
grades, and may limit the number of
children allowed to enroll.

“Despite the growing
role of these alternative
schools in the U.S. edu-
cational system, they are
seldom studied. ”

According to the Texas Educa-
tion Agency, in 2010-11 there were
199 OE charter districts operating
482 campuses in Texas, serving
133,697 students—nearly 3% of
public school students in the state.
Despite the growing role of these
alternative schools in the U.S. ed-
ucational system, they are seldom
studied. In PERCs Working Paper
1606, Professor of Economics and
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Department Head Timothy J. Gron-
berg, Jordan Professor of Econom-
ics Dennis W. Jansen, and Associate
Professor at the Bush School of Gov-
ernment and Public Service Lori L.
Taylor, provide the first careful em-
pirical study of the costs of alterna-
tive education.

OE charter districts operate
127 alternative education campus-
es (AEGs), while traditional public
school districts run 216 AECs. AECs
are campuses that offer nontradi-
tional programs and accelerated
instructional services to students
designated as at risk of dropping
out of school. Students are desig-
nated atrisk based on several cri-
teria, including poor performance
on standardized tests, a history of
being held back in schools, limited
English proficiency, pregnancy, and
homelessness.

In this paper, the authors es-
timate a translog stochastic cost
frontier model using panel data for
alternative public high school cam-
puses in Texas over the five year
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period 2007-2011. For the analysis,
they limit the data to metropolitan
high schools, drawing comparisons
between the per pupil school ex-
penditures of charter alternative
education campuses (C-AECs), and
alternative education campuses op-
erated by traditional public school
districts (T-AECs). The analysis takes
into consideration expenditures on
facilities and supplies, and teacher
salaries and benefits. The number
of students enrolled, the annual
dropout rate of students, and Texas
Assessment of Knowledge and Skills
(TAKS) test scores are used to mea-
sure quantity and quality.

“The authors’ mod-
el suggests a significant
positive relationship be-

tween cost and increases
in the student retention
rate. ”

Over the five-year period from
2007 to 2011, the authors find that
C-AECs are systematically more effi-
cient than T-AECs.

The results show that school and
district size have an important rela-
tionship with cost for AECs: holding
all other characteristics constant,

cost falls with campus size. The pre-
dicted cost of operating an average
quality campus is $9,142 per stu-
dent when there are 140 enrolled
(the T-AEC average), but falls by 13
percent to $7,950 per student when
there are 229 enrolled (the C-AEC
average).

The predicted cost of an average
quality education has a U-shaped re-
lationship with school district size,
with cost minimized at a district
enrollment of 570 students. The au-
thors find that C-AECs operate clos-
er to optimal size and closer to the
cost frontier than T-AECs, suggest-
ing that charter schools may be the
most cost-effective provider of edu-
cational services to students atrisk
of dropping out. The model also
suggests a significant positive rela-
tionship between cost and increases
in the student retention rate, mak-
ing this the first peerreviewed pa-
per to point out this relationship.

Gronberg, Jansen, and Taylor
also find a generally insignificant
relationship between the TAKS test
score performance and cost, and a
positive significant relationship be-
tween increases in retention and
cost. This finding, that costs are a
function of retention rates, but not
of academic gains, is consistent with
the overarching dropout-preven-
tion mission of AECs. Additionally,

state funding ties school district rev-
enues to average daily attendance,
and Texas holds AECs accountable
for their dropout rates but not for
test score gains. Thus, it would be
natural for school administrators to
focus their resources on boosting re-
tention rates.

Overall, results show OE char-
ters are on average more efficient
at providing alterative education
than traditional schools at the high
school level. The authors hypoth-
esize that T-AECs may be relatively
less cost efficient as a result of hir-
ing teachers with more certifications
and higher salary requirements, and
potentially operating in older and
costlier facilities. However, some
differences may arise from differ-
ences in student and family inputs,
or some schools could be producing
other outputs that are costly and
uncorrelated to the basic academic
outcomes measured in this study.

The authors’ findings in are in
contrast to their 2012 findings that
charter schools at the elementary
level are less efficient than tradi-
tional public schools in operating
“standard accountability campuses.”
They reconcile the results by noting
that technology of charter operators
and TPS operators was different at
standard accountability campuses,
at least for elementary schools.

Illegal Immigration, State Law, and Deterrence

an state and federal policies

deter undocumented workers
from entering the U.S.? In PERC’s
Working Paper 1604, PERC’s Rex Grey
Professor of Economics Mark Hoek-
stra, and Mississippi State Universi-
ty’s Assistant Professor of Economics
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Sandra Orozco-Aleman, address this
timely and critical immigration poli-
cy question. Focusing on Arizona SB
1070, arguably the most restrictive
and controversial immigration bill
ever passed by a state, the authors
examine whether the law deterred
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unauthorized entry into Arizona.
With respect to reducing illegal
immigration, there are two general
types of policies. The first is improv-
ing border security directly through
increased use of fencing, border pa-
trol, and other measures. The sec-
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ond uses policy to lower the expect-
ed benefits from being in the U.S.
illegally, thereby deterring entry.
Some of these policies target labor
demand by imposing penalties on
employers of undocumented work-
ers, while others target labor supply
by imposing penalties on undocu-
mented workers themselves.

Arizona SB 1070, which was
passed in April of 2010 and was
scheduled to take effect on July 29
of that year, targeted labor supply
by making applying for or holding
ajob in Arizona without legal autho-
rization a crime. It also required po-
lice officers to check the immigra-
tion status of anyone they believed
may be in the country illegally, and
allowed them to stop and arrest
anyone they had reason to believe
lacked proper immigration papers,
or may have committed a crime.
The law substantially increased the
expected costs of being an unautho-
rized immigrant in Arizona.

One day before the law was
scheduled to go into effect, a federal
judge issued a temporary injunction
blocking much of the law pending
the outcome of a legal challenge by
the federal government. Two years
later, the U.S. Supreme Court struck
down several components of the
law. As a result, the primary way to
evaluate the impact of the law is to
study the announcement effect of
the law from April through July.

Hoekstra and Orozco-Aleman
examine a unique data set from a
survey conducted by Mexican au-
thorities of undocumented workers
passing through Mexican border
towns on their way to the U.S. The
survey is conducted with the objec-
tive of measuring a representative
sample of the migrant flow across
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the U.S.-Mexico border. It is con-
ducted on a monthly basis in 8 bor-
der cities and 5 Mexican airports.
Individuals are surveyed at bus and
train stations, international bridges,
and customs inspection points.

“...undocumented
workers from Mexico

are responsive to chang-
es in state immigration

policy.”

The authors focus on data from
two questionnaires used by the sur-
vey. Responses came from a total of
16,122 adults born in Mexico who
reported an intention to cross the
border in the next 30 days to work in
the U.S., but do not have documen-
tation to work there legally. A total
of 4,005 migrants were surveyed re-
turning to Mexico from working in
the United States without legal au-
thorization.

To identify effects of SB 1070
on immigration flows into Arizona
from Mexico, Hoekstra and Oroz-
co-Aleman looked at whether un-
documented immigrants headed
for the U.S. were less likely to go to
Arizona once the law was passed.
They also examine whether the law
induced undocumented immigrants
to return to Mexico from Arizona.

Their research shows a steep de-
cline in the number of undocument-
ed immigrants headed for Arizona
beginning in the month the bill
was passed, continuing to when the
federal injunction was issued. While
the proportion of undocumented
immigrants going to Arizona had
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previously fluctuated between 15
and 20 percent, it steadily declined
from April through July, reaching a
low of just below 5 percent. After the
federal injunction was issued at the
end of July, the proportion of immi-
grants headed to Arizona increased
to around 12 percent.

The study indicates the passage
and announcement of Arizona SB
1070 significantly reduced the flow
of undocumented workers into Ar-
izona (relative to other states) from
Mexico by 30 to 70 percent, sug-
gesting that undocumented work-
ers from Mexico are responsive to
changes in state immigration policy.

Unsurprisingly, this deterrent
effect was diminished when a fed-
eral judge blocked much of the bill,
which likely reflects reduced certain-
ty that the law would end up going
into effect. On the other hand, the
authors find no evidence that the
passage of the law induced undocu-
mented immigrants already residing
in Arizona to return to Mexico.

While the large deterrent effect
documented here does not mean
that laws like Arizona SB 1070 are
socially desirable—much less con-
stitutional—it does suggest that laws
like this will continue to appeal to
states attempting to reduce the in-
flow of unauthorized immigrants. A
national policy could be expected to
be even more effective at reducing
overall migration into the U.S. due
to reduced displacement effects.
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