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Instructional Investment or Administrative Bloat: The
Effects of Charter System Conversion on Resource
Allocations and Staffing Patterns
Dennis A. Kramer II, Megan Lane, and Melvin Tanner

School of Human Development & Organizational Studies in Education, College of Education, University
of Florida, Gainesville, Florida, USA

ABSTRACT
Despite the growing call for local autonomy and flexibility, few
scholars have examined the role of school district–level flex-
ibility on resource allocation and staffing patterns. Leveraging
the charter system law within the State of Georgia, we utilize a
generalized difference-in-differences approach to estimate the
impact of flexibility of system-level expenditures and staffing
changes. We find evidence of increases in central office spend-
ing and staffing post-conversion to a charter system. In addi-
tion, we find evidence that local support is replaced by the
state-funded supplemental funding.

KEYWORDS
charter systems; K12 finance;
public choice theory

In an era of increasing accountability and shirking state funding, local school
districts are seeking innovative ways to balance the need to foster new
revenue streams with supporting practices gains at increasing student
achievement. State educational agencies are also trying to balance federal
regulations and oversight with their implementation of the state-based
accountability systems targeting priority areas within their states. This has
led to a tension between educational actors where local educational agencies
(LEAs) and individual school leaders are seeking opportunities to increase
their autonomy in return for increased accountability measures and required
student achievement gains (Bogotch, 2014; Marsh & Wohlstetter, 2013).

Although the individual charter school movement continues to grow, a
small number of states provide flexible management options at the school
district level. Specifically, Georgia has provided school districts with the
option to convert to a charter system since 2007. Little is known about the
effect of school district–level flexibility; thus, this study not only adds to the
charter literature but also expands the knowledge base on the role of district-
level (rather than school-level) flexibility. This study investigates these
dynamics by addressing the following research questions:
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(1) Does the conversion to a charter system impact school district revenue
sources?

(2) Do charter system–converting districts utilize their increased fiscal
autonomy to support instruction-related activities?

(3) Are staffing patterns altered in response to a charter system
conversion?

Drawing on the theories of public choice agency and role of information
and incentives, we examined district-level responses to the increased flex-
ibility on crucial resource allocation and hiring practices. Using the policy
shocks of charter school conversions in the State of Georgia, we employed a
generalized difference-in-differences (DiD) approach to estimate a treatment
effect. Specifically, we found that post-conversion school districts’ local
revenues are decreased significantly and that there exists a significant con-
solidation of resources and staffing at the central office (district) level.
Although our study does not directly address the effect of school district
flexibility on student achievement, the results on staffing and fiscal allocation
provide a foundation for future research to examine the impact of district
flexibility on student achievement gains and instructional focus.

Literature review

In response to historical regulation, educational agencies at all levels are
experiencing a global trend toward decentralization and deregulation of
decision making—a distinct move away from the “one-size-fits-all” model.
(Whitty, 2000). Countries such as the United Kingdom, Chile, and Sweden
have already deregulated their educational systems (Bunar, 2010; Hsieh &
Urquiola, 2006; Whitty, 2000). Typically, the decentralization process
involves devolution of decision-making authority from a central entity
(typically state educational agency) to a local unit (LEAs, community-
based boards, and individual schools). Deregulation in education involves
removing some of the traditional education procedures and policies to
allow greater flexibility for schools to make decisions.

Deregulatory advocates argue that the primary goals of this devolution of
authority is to create efficiencies within public educational systems (Bettinger,
2005; Booker, Gilpatric, Gronberg, & Jansen, 2008; Grosskopf, Hayes, & Taylor,
2009; Holmes, DeSimone, & Rupp, 2003), engender competition and increase
quality (Arsen & Ni, 2012b; Hoxby, 2003; Kirst, 2007; Lubienski, 2003), empha-
size parental choice (Goldring & Phillips, 2008; Hastings, Kane, & Staiger, 2005;
Hastings, Van Weelden, & Weinstein, 2007; Kleitz, Weiher, Tedin, & Matland,
2000), and facilitate the development of quasi-markets within educational ser-
vices (Forman, 2007; Lacireno-Paquet, Holyoke, Moser, & Henig, 2002; Whitty,
2000; Whitty & Power, 2000). These proponents argue that achieving these goals
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will lead to improvements in student learning, increase opportunities for instruc-
tional reforms, encourage innovative learning models, establish new forms of
accountability, make the school the unit of improvement, and relieve the school
of paperwork and regulatory procedures (Whitty & Power, 2000).

In the United States, although the origins of original deregulation came
at the federal level under the Reagan administration, recent efforts by
states have arisen to waive regulations to improve educational outcomes
(Mintrom & Vergari, 1997; Wrabel, Saultz, Polikoff, McEachin, & Duque,
2016). The recent pressure to improve educational outcomes was spurred
by increased accountability for elementary and secondary schools, as
outlined in the reauthorization of the Elementary and Secondary
Education Act of 2001, No Child Left Behind. One of the most popular
methods for decentralizing and deregulating education in the United
States has been through the authorization of independently operated
charter schools (Bulkley & Fisler, 2003; Ruble & Harris, 2014; Shober,
Manna, & Witte, 2006).

Under the vast majority of charter school laws, charter schools are
exempt from many state and local statutory and regulatory requirements
in order to enhance parent and student choices among public schools and
to provide more students the opportunity to learn and master academic
standards (Lubienski, 2003; Preston, Goldring, Berends, & Cannata, 2012).
In return for increased regulatory flexibility, these schools are afforded
increased autonomy with additional accountability and performance reg-
ulations. In theory, charter schools often have greater control of their
budgets, greater discretion over hiring and staffing decisions, and greater
opportunity to create innovative curricular programs than do their tradi-
tional public school (TPS) counterparts (Bulkley & Fisler, 2003;
Wohlstetter, Wenning, & Briggs, 1995). The first charter schools were
authorized in 1991 in Minnesota. Since then, charter schools have
expanded to 43 states and Washington, DC, and currently enroll more
than 2.6 million students in more than 6,000 schools (National Center for
Education Statistics, 2015).

Much of the empirical literature on school choice and charter schools has
focused on student achievement and success. Many studies have attempted to
compare achievement in charter schools to achievement in TPSs. Findings
from these studies vary greatly depending on the region, methodology used
to compare, and the quality of data available (e.g., Abdulkadiroglu et al.,
2009; Betts & Tang, 2014; CREDO, 2013; Clark, Gleason, Tuttle, &
Silverberg, 2015; Gleason, Clark, Tuttle, & Dwoyer, 2010). Few studies have
examined the role of district-level flexibility on student performance. Kramer
and Lane (2016) have examined the role of the Georgia charter system on
performance on state-administered assessments. They have found no
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statistical difference between the performance of students in TPSs and those
of converted charter system schools using a school-level matching approach.

Although the effect of deregulation on student achievement is highlighted
by a number of prominent scholars, fewer studies have examined fiscal
responses to such autonomy. However, scholars are becoming increasingly
interested in the variations in revenues and expenditures between charter and
TPSs. Specifically, Arsen and Ni (2012a) found that “most states’ charter
schools receive considerably less per-pupil revenue than traditional public
schools” (p. 4). In addition, they found that TPS districts allocated 61% of
their expenditures toward instruction, 10% to administration overall, and the
remainder to other functions. In contrast, charter schools allocated only 47%
of their spending to instruction, 23% to administration, and the remainder to
other functions. This higher spending for charter schools occurs in every
administrative function, but it is concentrated in general administration (e.g.,
central office administrative functions). The expenditure difference was par-
ticularly pronounced between charter schools and TPSs when considering
special educational support expenditures (Arsen & Ni, 2012a). Furthermore,
Miron and Urschel (2010) found that different types of charter schools had
different spending patterns. Charter schools operated by for-profit manage-
ment organizations spent more on administration and less on instruction
than either charter schools operated by nonprofit management organizations
or freestanding charter schools did.

Scholars theorize that because charter schools are typically smaller than
TPSs are (Nelson, Muir, & Drown, 2003), as are the fixed costs associated
with operating a school (Epple & Romano, 1998), charter schools inherently
have greater per-pupil administrative overhead costs. For example, charter
schools employed two to four times as many administrators per 100 students
than did host school districts (this comparison combines both school and
district administrators). Per-pupil expenditures for administration exceeded
comparable host school district figures in every state with available data on
administrative spending, ranging from $200 to $800 per pupil more in
charter schools than in school districts (Nelson et al., 2003).

The literature provides compelling evidence that charter schools and TPSs
differ on both revenue and expenditures, and there is a growing literature
base that details differences in fiscal decisions between types of charter
schools. Using data from 2006–2007, Miron and Urschel (2010) found that
different types of charter schools had different spending patterns, with
charter schools operated by for-profit management organizations spending
more on administration and less on instruction than do charter schools
operated by nonprofit management organizations and freestanding charter
schools.

Although scholars are increasing their focus on the role of charter schools
and the potential impact of the local flexibility on revenue and expenditure
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patterns, few to no studies exist on the role of school district flexibility. This
study uses the unique school district flexibility option within the State of
Georgia (charter systems) to analyze the revenue and expenditures before
and after conversion. Specifically, this study is interested in the following: (1)
How does adopting a charter system affect system-level revenues? (2) Does
the flexibility associated with charter system contracts change expenditure
decisions at the school district level?

Georgia context and the state’s charter movement

Although a number of larger states—most notably California, Florida, and
New York—have seen tremendous engagement within the charter move-
ment, smaller states such as Georgia, Arkansas, and Indiana have also seen
their TPS offerings supplemented by charter schools (Bulkley, 2005; Mills,
2013; Stein, 2015). For example, within Georgia for the 2015–2016 school
year, 325,806 (or 18% of) Georgia public school students were enrolled in a
charter school, an 18.5% increase from the previous year and a 1,500%
increase from 2004–2005—the inauguration year for charter schools in
Georgia (Georgia Department of Education, 2015). What is unique about
Georgia is that beyond providing an environment for individual charter
schools, the state has also created school system-level flexibility through its
charter system program. This conversion reallocates authority and regulation
from the State Board of Education to the LEAs (Green, Baker, & Oluwole,
2014; Spillane, 1996). A vast majority of these statutory reprieves center on
fiscal expenditure and staffing requirements (Finnigan, 2007).

Georgia provides a unique case to evaluate the potential impact of the
school district level flexibility on fiscal allocations and staffing patterns.
Georgia is currently the only state that provides systematic governance flex-
ibility options to entire school systems. Beginning in 1993, Georgia became the
third state to adopt a law authorizing individual charter schools (Opfer, 2001).
Unlike most states, at that time, this law did not provide the authority for the
development of new start-up charter schools but allowed existing TPSs to
convert to a charter school contract and operate independently. Within the
first 4 years, 11 Georgia-based TPSs were operating under a conversion charter
contract.

In 1998, Senate Bill 70 amended the initial charter legislation to authorize
the development and implementation of start-up charter schools that were
locally approved and authorized by LEAs and formally adopted by the State
Board of Education. Between 1998 and 2007, Georgia’s charter law experi-
enced three additional modifications: (1) A 2000 amendment to allow the
State Board of Education to approve a charter school contract when the local
board of education denies the submission; (2) a 2002 clarification between
locally approved and “state special” charter schools; and (3) a 2002
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stipulation that there be no differences in the Quality Basic Education (QBE)
formula earnings, applicable QBE grants, applicable non-QBE grants, and
applicable federal grants for charter and noncharter schools.

School system flexibility

The final modifications Georgia’s charter law began in May 2007 with the
passage of the Georgia Charter System Act. This legislation established charter
systems, which were defined as a local system that is operating under the term
of a “charter” between the local board of education and the State Board of
Education. The original intent of the charter system legislation was to increase
school district flexibility to ensure that districts could deliver personalized
educational programs that met the needs of the community. Under a charter
system contract, school systems operate under the control and management of
school-level governance in charge of “personnel decisions, financial decisions,
curriculum and instruction, resource allocation, establishing and monitoring
the achievement of school improvement goals, and school operations”
(Georgia Charter Systems Act, 2007, p. 2). Immediately following the adoption
of the charter system legislation, four systems—Decatur City, Gainesville City,
Marietta City, and Warren County—converted.

Although the charter system legislation was desired by a number of Georgia
school systems, three systems lobbied for an additional system-level flexibility
option. In 2008, the Georgia General Assembly adopted the Increased
Flexibility for Local School Systems act to provide an additional system-level
flexible option—Investing in Educational Excellence (IE2). This legislation
required every Georgia school system to choose to become a charter system,
IE2, or status quo by June 2015. Selecting either charter systems or IE2 would
provide school systems with increased flexibility from needing to abide by
certain state laws, rules, and regulations in exchange for increased account-
ability, whereas remaining status quo forces school systems to continue to
operate under all current laws, rules, regulations, policies, and procedures with
standard state accountability measures (Increased Flexibility For Local School
Systems Act, O.C.G.A. § 20-2-82, 2008). Table 1 provides an overview of the
differences among status quo, charter system, and IE2 district options.

Before proceeding, it is important to differentiate between charter systems
and individual charter schools. Unlike individual charter schools, where
authority and accountability are placed at campus level, a conversion to a
charter system (and IE2) provides local school districts, not individual
schools, with flexibility on a number of state regulations. Although charter
system conversion increases the ability for local school districts to allocate
resources freely, it does not provide provisions for districts to modify indi-
vidual school boundary maps (attendance zones) or to make changes to state
and federal regulations on parental choice. Unlike individual charter schools,
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a charter system conversion is a mechanism to increase state financial and
accountability provisions at the district level.

In addition to being different from an individual charter school, charter
systems differ on a number of factors with other school district level options.

Table 1. Overview of school system type differences.
Status Quo
(Traditional
System) Charter System

Investing in Educational
Excellence (IE2)

Fiscal impact Regular formula
funding

Possible savings through flexibility;
regular QBE funding with more
local expenditure controls; possible
$100 per student in charter
systems

Possible savings through
flexibility; regular QBE funding
with more local expenditure
controls

Flexibility State board
cannot authorize
waivers or
variances for:
● Expenditure

controls
● Certification
● Salary schedule
● Class size

School system must state whether
and how broad flexibility permitted
by the Charter Schools Act will be
utilized

School system seeks waivers—
must include at least one of the
following:
● Class size
● Expenditure control
● Certification
● Salary schedule

Governance Local board of
education
maintains
governance

School system must provide each
school with school-level
governance and decision making
over budgets, programs, personnel,
and/or innovation

School system may maximize
school-level governance by
granting local schools authority
to determine how to reach goals

Waiver
limitations

Can only apply for
state waivers due
to dire emergency

Cannot waive:
● Federal rules/regulations
● State and local rules/regulations

such as insurance; physical
health; school safety; assess-
ment; QBE funding

● Court orders
● Civil rights statutes
● Conflicts of interest
● Unlawful conduct

Cannot waive:
● Federal rules/regulations
● State and local rules/regula-

tions such as insurance; physi-
cal health; school safety;
assessment; QBE funding

● Court orders
● Civil rights statutes
● Conflicts of interest
● Unlawful conduct

Unique
features

Can only apply for
state waivers due
to dire emergency

Significant emphasis on parent/
community involvement, including
maximum school level governance;
flexibility proportionate to
negotiated accountability for
student performance

Flexibility proportionate to
negotiated accountability for
student performance; school
system strategic plan is a
prerequisite to negotiations

Georgia
statute/
legal
reference

O.C.G.A. §20–2-80
through §20–2-
84.3

O.C.G.A. §20–2-2080 through §20–
2-2095.1

O.C.G.A. §20–2-80

Note. Sources: Georgia Department of Education’s Website and Division of Charter School resources. IE2
school systems are excluded from our analysis; the conversion to IE2 or charter system does not impact
parental school choice.

QBE = Quality Basic Education.
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The primary difference between the IE2 and charter systems is that IE2
systems and the State Board of Education engage in negotiations on the
terms of the contract, which establishes accountability measures, flexibility
provided to the school system, and the consequences in case of noncompli-
ance with the accountability requirements established in the charter
(Increased Flexibility for Local School Systems Act, O.C.G.A. § 20-2-82,
2008). Although the contracts for IE2 systems provide increased flexibility
in certain areas depending on the negotiated terms (Increased Flexibility for
Local School Systems Act, O.C.G.A. § 20-2-82, 2008), charter systems are
granted broad flexibility, which is also available to each school in the charter
system as approved by the local board of education (Georgia Charter Systems
Act, 2007). The Georgia Department of Education’s school system flexibility
report showed 16 active charter systems and three IE2 systems by July 2013
(Georgia Department of Education, 2014). Table 2 provides a list of con-
verted charter systems.

Theoretical framework

To conceptualize the interplay between the increased flexibility associated
with charter systems and the allocation of financial resources, our conceptual
framework draws from new public management (NPM; e.g., Bartlett, 1993;
Meek, 2010; Walsh, 1995). The rationale for NPM is based on public choice
agency theory, which argues that public bureaucrats (agents) are motivated
by self-interest (e.g., salary, job security, course release) rather than public
services valued by government policy makers (principals) (McMaster, 1998).
NPM approaches to public services enable government to “steer rather than
row” (Milward, 2000, p. 363) by creating mechanisms aimed at aligning the
behaviors of agents with the goals of the principal. NPM approaches are
predicated on governments retaining public providers but then creating
incentives for public providers to act in the interests of the principal
(Bartlett, 1993).

Supporters of public choice theory use the politics-as-market analogy to
model how competitive behavior impacts the performance of governmental
agencies. To model actions, theorists typically discuss government actors and
institutions with analogous roles to those found in the economic market-
place. Generally, citizens are viewed as the consumers of government poli-
cies, whereas government actors serve as the firm. To this end, governmental
actors have been provided the trust of the public to allocate resources,
develop policy, and make decisions that maximize the utility of the whole
rather than that of the individual.

However, within an educational system, there exists a power asymmetry
between the school district administrators and the public they serve
(Anderson, 1998; Marsh, Strunk, Bush-Mecenas, & Huguet, 2014; Ryan &
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Rottmann, 2009). The complexities of how local schools districts are run,
school attendance zones, and ways in which local school tax rates redistri-
butes power the district administrators all assume the quality of schools
remain unchanged. The inner workings of a local school district are opaque
to the general public.

Given that the conversion to the charter system does not fundamentally
change school boundaries nor does it directly affect school assignment, it is
plausible that parents and local citizens would not know whether their
assigned school district is operating under a charter system contract. This
lack of overt changes to direct touchpoints of the “consumers” creates a
mechanism in which the local citizenry experiences no changes to their
incentives to monitor local school district flexibility effectively. Unlike the
private market, where incentives to seek more information are significant
when choosing among multiple products—parents and local citizens are not
afforded multiple school options in a post–charter system conversion, as
student remains assigned to a single school. This create incentives where
constituents are “uninformed” about district-level operations. The potential
monopolistic behaviors serve as the foundation for our hypotheses.

Data and empirical strategy

To examine the impact of the charter system conversion on resource allocation
and staffing patterns, this project generated a unique panel (cross-sectional and
time-series) data set on the 173 school districts within Georgia. Our analytical
period includes data between 2003 and 2014 and includes annual system-level
data on a variety of financial and staffing outcomes. Our outcomes focus
primarily on system sources of revenue, expenditures by financial category,

Table 2. Georgia charter system adoption.
No. of schools Charter system initially approved

Barrow County Schools 15 April 2011
Calhoun City Schools 4 June 2011
Cartersville City Schools 4 June 2010
City Schools of Decatur 8 June 2008
Dawson County Schools 7 June 2011
Dublin City Schools 6 June 2011
Floyd County Schools 19 May 2010
Fulton County Schools 88 May 2012
Gainesville City Schools 8 June 2008
Gordon County Schools 11 April 2011
Madison County Schools 7 May 2012
Marietta City Schools 10 June 2008
Morgan County Schools 3 June 2011
Putnam County Schools 4 May 2010
Warren County Schools 3 June 2008
White County Schools 6 June 2010
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and number of positions by location (i.e., district office– or school-based). Our
treatment variable (independent variable) is a dichotomous indicator that is
equal to 1 in the years in which a Georgia school district is operating under a
charter system contract and a 0 otherwise. It is important to note that we
operatize our treatment as the actual operation rather than the adoption of a
charter system. Given that a vast majority of converting school systems were
offered all flexibilities beginning immediately in the immediate school year
following their adoption, this operationalization does not confound our esti-
mates. A complete list of the Georgia charter system can be found in Table 1.

In addition to our treatment and outcome variables, we also included
a number of the controlling variables to account for potential time-
variant factors that could potentially influence both resource allocation
and staffing patterns. Specifically, we included the following covariates:
racial/ethnic composition of the county student body, percentage of
students participating in free/reduced lunch program, percentage of
students being served under a 504 plan, percentage of students receiving
services through the Limited English Proficiency program, total number
of students enrolled, total number of schools within the district, county-
level median household income, county-level unemployment rate, and
the school district millage rate. Financial measures were adjusted for
inflation using the Consumer Price Index to reflect 2014 dollars, and all
covariates are logged to ease interpretation and provide a more normal
distribution to the data.

Data to produce the panel came from multiple sources, including the
Georgia Department of Education and the National Center for Education
Statistics’ Elementary/Secondary Information System. Data on the treatment
variable—charter system status conversion—were extracted from individual
executed charter agreements housed on the Georgia Department of
Education’s Division of Charter Schools website.

Because Georgia school districts were not allowed to convert to a charter
system until 2008, our data include information both from before and after
charter system conversion (treatment). The pre- and post-treatment creates a
suitable DiD methodological approach. The DiD approach is a quasiexperi-
mental fixed-effects technique that uses time-based variations to control for
potential unobserved and observed differences that could potentially exist
between adopting charter systems and non-adopting charter systems
(Gelman & Hill, 2006).

Within our study, we have a number of outcomes: revenue sources,
expenditure funds, and personnel decisions. For our revenue-based out-
comes, we operationalized our outcomes as the following.
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Federal revenue

Federal revenue included all revenues generated directly through federal
government appropriations, funds from the child nutrition program, and
any emergency aid provided from federal sources.

State revenue

State revenue included all revenues generated through the state’s QBE for-
mula, total state categorical grants, lottery-funded grants, capital outlays, and
payments pertinent to employee benefits.

Local revenue

Local revenue included all revenues generated through local ad valorem and
local optional sale taxes, direct appropriations on county or city, and any
generated revenues through tuition payment or other local school system fee-
bearing programs.

For our expenditure-based outcomes, we used the following.

Instructional expenditures

Instruction includes activities dealing directly with the interaction between
teachers and students. Included here are the activities of aides or classroom
assistants of any type (clerks, graders, teaching machines, etc.) that assist in
the instructional process.

Pupil services expenditures

These are activities designed to assess and improve the well-being of students
and to supplement the teaching process. Activities include guidance, counsel-
ing, testing, attendance, social work, health services, and so on. Also included
are supplemental payments for additional duties such as coaching or super-
vising extracurricular activities.

Staff services expenditures

Staff services expenditures include activities that are designed primarily for
assisting instructional staff in planning, developing, and evaluating the pro-
cess of providing challenging learning experiences for students. These activ-
ities include curriculum development, instructional techniques, child
development and understanding, staff training, and professional develop-
ment. Also included are activities concerned with directing, managing, and
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operating educational media centers. Included here are school libraries,
audiovisual services, and educational television.

General administration expenditures

These are activities concerned with establishing and administering policy for
operating the local unit of administration. These include the Board of
Education’s members’ activities. Local activities in interpretation of the
laws and statutes and general liability situations are charged here, as are
the activities of external auditors. Also recorded here are activities performed
by the superintendent, administrative support personnel, and deputy, associ-
ate, or assistant superintendent with overall administrative responsibility.

School administration expenditures

School administration expenditures include activities concerned with overall
administrative responsibility for school operations. Included are activities of prin-
cipals, assistant principals, full-time department chairpersons, and clerical staff.

Transportation expenditures

These are activities concerned with the conveyance of students to and from
school and trips to school activities. These activities include supervision of
student transportation, vehicle operation, servicing and maintenance, bus
monitoring, and traffic direction. Transportation insurance expenditures
are charged to this function.

Maintenance and operations expenditures

Maintenance and operations expenditures include activities concerned with
keeping the physical plant open, comfortable, and safe for use and keeping
the grounds, buildings, and equipment in effective working condition. This
includes the activities of maintaining safety in buildings, on the grounds, and
in the vicinity of schools. Property insurance expenditures are recorded in
this function.

Empirical strategy
To moderate challenges associated with selection bias and omitted variable
bias (Riegg, 2008), this project used a quasiexperimental research design to
test the impact of the treatment. Specifically, we used a DiD approach to test
the pre- and post-effects of charter school system adoption. Traditional DiD
model rests on a common treatment period for all treated units. If all

12 D. A. KRAMER II ET AL.



converting charter systems would have converted in 2008 when the law was
enacted, we could specify the DiD model as:

Yst ¼ δ1CSs þ δ2Postt þ δ3 CSs
�Posttð Þ þ λXst þ εst (1)

Where CSs is an indicator that is equaled to 1 for all years for converting
charter system and 0 for all years for non-converting systems. Postt is a
dichotomous indicator that equals 1 for all school systems for the year 2008
and after and 0 for any year prior. δ3 CSs � Posttð Þ is our DiD estimator that
equals 1 for converting systems after the implementation of the charter
system law and 0 others. λXst is a vector of covariates that affect our specified
outcomes, andεst is a system-clustered robust standard error. Yst is defined as
our primary outcomes of interest (i.e., revenue sources, expenditure lines,
and staff numbers) defined earlier in this manuscript.

Although the provisions to convert to a charter system were provided to
all school systems in Georgia starting in 2008, only a few systems converted
immediately. A number of other systems converted in subsequent years. This
lack of a single exogenous policy “shock” requires additional modeling. To
account for the variation in the actual conversion year after the 2008 legisla-
tion, we followed the work of Belasco, Rosinger, and Hearn (2015) and
implemented a generalized difference-in-differences (GDiD) approach by
estimating a two-way fixed model1—year and institutional fixed effects
(Bertrand, Duflo, & Mullainathan, 2004; Dynarksi, 2004).

To this end, we respecify equation (1)

Yst ¼ δ1CSst þ λXst þ αSs þ βTt þ εst (2)

Where δ1CSst is the coefficient of interest that is equal to “1” in years t in
which a system has operated under a charter system contract. λXst is a vector
of controls that includes both county and school district demographic pre-
dictors. αSs is the school system–level fixed effects, and βTt is the year fixed
effects. Finally, εst is the system-clustered robust standard error term. We
used robust-clustered standard errors after conducting a series of Durbin-
Watson tests to assess the presence of serial correlation within our panels
(White, 1980). This is particularly important given that our sample is sig-
nificantly large and consists of 173 groups (Bertrand et al., 2004).

After making our initial estimation, we also tested to ensure that our
GDiD model met the parallel trends assumptions. To this end, we wanted
to ensure that converted and non-converted systems would have yielded
parallel trends in the absence of the decision to convert to a charter system
(Angrist & Pischke, 2008). There currently lacks a formal test for pre-treat-
ment parallel trends; however, we employed a number of techniques to
account for its core assumptions. First, we estimated our non-converting
control group with various restrictions, which is discussed later. Second, we
included a linear and quadratic measure of time estimate institution-specific
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slopes. This allows our treated and control groups to have sufficient range of
common support (overall assumption) and our models to generate causal
counterfactual estimates.

Robustness checks
A primary difficulty in any quasiexperimental design is in the identification
of the counterfactual in the absence of a policy change. Under this counter-
factual design, we developed multiple comparison groups to test for robust-
ness. First, we estimated the treatment effect by using all non-converting
school systems within the State of Georgia as our control group.

Second, we developed a comparison group based on geographic proximity.
The use of boarding or near non-adopters is a strategy that education
scholars commonly use within the DiD design (Dynarski, 2000; Flores,
2010; Zhang & Ness, 2010). Within this model, we used non-converting
school systems located within the same regional educational service agency
(RESA) of converting school systems. There are 16 RESAs strategically
located in service districts throughout Georgia. RESAs were established to
share services designed to improve the effectiveness of the educational
programs of member school systems. In addition, the RESAs assist the
State Department of Education in promoting its initiatives. The RESAs
inform systems of innovation and gather research on programs as needed.

To generate our final comparison group, we employed an inverse propensity
weighting on untreated school systems within the State of Georgia to create
systems that share similar characteristics in 2007—the year before the charter
system legislation was enacted. To do so, we estimated the probability of the
treatment in 2007 by calculating a propensity score for each school system
using system- and county-level predictors. We used a logit model to predict
the probability of converting to a charter system and specified as such:

logit charter system ¼ 1ð Þ ¼ β0 þ β1 xið Þ þ β2 xsð Þ (3)

Where xi represents a vector of values of predictors for the school system–
level covariates and xs represents a vector of individual values of predictors
for county-level covariates on the likelihood of receiving treatment charter
system conversion. Shadish, Clark, and Steiner (2008) stated that using
multilevel covariates in a matching approach more closely approximates
estimates from a randomized control trial and that is not necessary to
conduct a multilevel match to achieve balance.

After calculating the propensity scores, we generated weights to calculate
the average treatment on treated (ATT) effect. We chose the ATT—rather
than the average treatment effect—as our study is primarily interested in
estimating the effect of charter system conversion. In our weighting of ATT,
treated units (converting charter systems) were given a weight of 1, and
control units were given a weight equal to p/(1-p). Control units with low
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weights will count less in the statistical analysis, as these units are not similar
to the converting systems. Table 3 provides the descriptive statistics between
converting and non-converting charter systems.

Limitations

Despite our addressing several biases, this study is still limited in two ways.
First, the two-way fixed-effect approach we used controls for time-invariant
omitted variables but does not control for time-varying covariates not
included within the models. This omission may ultimately confound our
point estimates and interpretation of results. As illustrated later within this
paper, our models demonstrate robustness across various control groups, and
a significant amount of variance is explained, providing us confidence that
any time-varying omitted variable may have only a slight effect on our
outcomes.

The use of a DiD design allows this study to approximate the effect of non-
adoption in adopting programs by using non-adopting programs and non-
adopting institutions as controls. This produces estimates of what could have
occurred within the outcomes if the charter system conversion had not
occurred. The assumption of this counterfactual approach is that treatment
and control units following similar (or parallel) patterns pre-policy and the
resulting variations in the outcome can be attributed to policy adoption.
Although this assumption is difficult to test, this study accounts for the
parallel trends assumptions through the estimation of a system-specific
time trend (Angrist & Pischke, 2008; Belasco et al., 2015).

Results

Table 3 provides the descriptive statistics for both our independent and
dependent variables for both converting and non-converting charter systems.
Descriptions calculated for both 2007—the last year prior to the implementa-
tion of the charter system regulations—and 2014, the final year of our
analytical sample.

Tables 4, 5, and 6 display our regression estimates for our outcomes pre-
and post-conversion to a charter system. All regression models included
within this study control for the school district– and county-level time-
varying factors along with school system and year fixed effects. To demon-
strate robustness, we included three non-adopting control groups: (1) state-
wide school systems; (2) systems sharing a regional support system as an
adopting system; and (3) systems that share similar characteristics as adopt-
ing systems.

In Table 4, we display the estimates on system revenues post-adoption.
We find across each of our model specifications that post-conversion to a
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charter system contract, school systems experienced a significant increase
in state-based revenue between 5.1% and 7.2%. We also find that post-
conversion systems also experienced a significant decrease in local-based
revenues of between 4.5% and 7.4 %. We do not find evidence of changes
in total revenues or revenues associated with federal grant and contracts.
Our estimates suggest that converting to a charter system induces a
replacement of local investments with state revenues rather than taking

Table 3. System characteristics: Charter systems vs. non-charter systems.
Non-charter systems Charter systems

Student enrollment
No. of students 8,554.19 9,393.15
African American/Black 36.82% 29.15%
Hispanic/Latino 5.39% 10.19%
White 56.08% 57.86%
Other 1.71% 2.80%

Student support programs
Free/Reduced Lunch 59.56% 52.21%
SWD 12.23% 12.46%
Limited English proficiency 2.25% 5.39%

System characteristics
No. of schools 12.48 13.02
Student to teacher ratio 15.08 14.60
Total expenditure per FTE $9,029.42 $9,587.69
Median county per capita income $43,412.51 $50,608.17

Note. SWD = students with disabilities; FTE = full-time equivalent.

Table 4. Impact of charter system adoption on system-level revenues.
Statewide RESA members Similar systems

Total revenue (inflation adjusted and logged) 0.003 0.003 −0.007
(0.013) (0.014) (0.014)

Federal revenue (inflation adjusted and logged) −0.024 −0.038 −0.018
(0.038) (0.043) (0.036)

State revenue (inflation adjusted and logged) 0.059** 0.051* 0.072**
(0.020) (0.025) (0.025)

Local revenue (inflation adjusted and logged) −0.074** −0.045+ −0.069**
(0.024) (0.028) (0.025)

No. of observations 1,562 718 1,548
No. of groups (systems) 173 78 169
Covariates included Yes Yes Yes
System fixed effects Yes Yes Yes
Year fixed effects Yes Yes Yes

Model R2

Total revenue 0.9889 0.9871 0.9796
Federal revenue 0.9371 0.9386 0.9003
State revenue 0.9700 0.9684 0.9618
Local revenue 0.7419 0.7470 0.5882

Note. Robust clustered standard errors in parentheses. +p < .10, *p < .05, **p < .01.
RESA = regional educational service agency.
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advantage of the increased state revenue as a mechanism to increase
overall revenues.

The lack of statistical evidence on changes in total system-level revenues
provides a foundation for this study to examine changes in expenditures as a
substitution rather than an allocation of the new revenues. Table 5 provides
the estimation of changes in expenditures as a result of charter system
adoption. Across each of our three control groups, we only find statistically
significant changes in general administration and school administration
expenditures. Specifically, we find that post-conversion to a charter system,
schools significantly decreased their school administration expenditures
between 4.4% and 5.6% while significantly increasing their general adminis-
tration (system administrative expenditures) between 4.9% and 8.6%. Within
our most robust specification—comparing converters to similar non-adopter
systems—we find statistical evidence of a one-to-one substitution between

Table 5. Impact of charter system adoption on system-level expenditures.
Statewide RESA members Similar systems

Total expenditures (inflation adjusted and logged) −0.010 −0.008 −0.017
(0.014) (0.014) (0.013)

Instructional (inflation adjusted and logged) −0.007 −0.009 −0.024
(0.015) (0.015) (0.015)

Pupil services (inflation adjusted and logged) −0.022 −0.009 0.013
(0.088) (0.088) (0.078)

Staff services (inflation adjusted and logged) 0.028 0.062 0.064
(0.054) (0.055) (0.051)

General administration (inflation adjusted and logged) 0.086* 0.072+ 0.049*
(0.039) (0.040) (0.022)

School administration (inflation adjusted and logged) −0.056* −0.044+ −0.049**
(0.022) (0.023) (0.019)

Transportation (inflation adjusted and logged) 0.007 −0.000 −0.012
(0.024) (0.028) (0.019)

Maintenance and operations (inflation adjusted and logged) −0.056* −0.040 −0.020
(0.028) (0.029) (0.024)

No. of observations 1,562 718 1,548
No. of groups (systems) 173 78 169
Covariates included Yes Yes Yes
System fixed effects Yes Yes Yes
Year fixed effects Yes Yes Yes

Model R2

Total 0.9883 0.9872 0.9700
Instructional 0.9904 0.8743 0.9729
Pupil 0.9128 0.8977 0.8596
Staff services 0.7686 0.2376 0.6766
General admin 0.8588 0.7860 0.8172
School admin 0.9709 0.9763 0.9516
Transportation 0.7701 0.7407 0.7485
Maintenance and operations 0.9623 0.9557 0.9104

Note. Robust clustered standard errors in parentheses. +p < .10, *p < .05, **p < .01.
RESA = regional educational service agency.
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general administration and school administration: a 4.9% increase compared
to a 4.9% decrease, respectively.

Our results illustrate a significant shift in revenue sources as well as
significant increases in district-level expenditures and significant
decrease in school-based administrative expenditures. Table 6 provides
our estimated effects of charter school conversion on staffing position.
Specifically, we focus on the total number of positions at both the
district and school levels along with teachers specifically. Similar to
district-level expenditures, we find evidence that converting systems
significantly increase their district-based positions between 10.1% and
14.2%. We do not find evidence of any statistical changes in school-
based positions post-conversion.

Post-conversion we also find evidence that converting systems modify
their teacher employment practices. Specifically, we find that converting
systems significantly decreased their total teachers by between 2.6% and
3.6% post-conversion. Of interest, these decreases in teaching positions
are concentrated almost entirely within secondary teaching positions.
We do not find any statistical evidence of elementary school teacher
reduction but find that converting systems significantly decreased their
secondary teachers (middle and high school teachers) between 3.5% and

Table 6. Impact of charter system adoption on staffing patterns.
Statewide RESA members Similar systems

Position types
District-based positions (logged) 0.101* 0.118* 0.142***

(0.045) (0.048) (0.024)
School-based positions (logged) −0.032 −0.035 −0.010

(0.026) (0.027) (0.024)
Teaching positions
Total teachers (logged) −0.034* −0.036* −0.026*

(0.014) (0.018) (0.013)
Elementary teachers (logged) 0.003 0.020 −0.010

(0.018) (0.019) (0.018)
Secondary teachers (logged) −0.071** −0.077* −0.035*

(0.027) (0.031) (0.015)
No. of observations 1,562 718 1,548
No. of groups (systems) 173 78 169
Covariates included Yes Yes Yes
System fixed effects Yes Yes Yes
Year fixed effects Yes Yes Yes

Model R2

District-based 0.9035 0.8947 0.4833
School-based 0.9800 0.9757 0.9664
Total teachers 0.9953 0.9952 0.9944
Elementary teachers 0.9838 0.9902 0.9849
Secondary teachers 0.9843 0.9859 0.9801

Note. Robust clustered standard errors in parentheses. *p < .05, **p < .01, ***p < .001.
RESA = regional educational service agency.
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7.7% after conversion. Appendix A provides points estimates for both
charter system conversion and our included covariates.

Discussion and conclusion

The State of Georgia’s decision to introduce system-level flexibility within the
management of their traditional K–12 educational system is unique. States
are continually examining ways in which to increase student achievement
and to facilitate more efficient management. What comes as a surprise to
many is that states are routinely engaging in these innovations without the
benefit of empirical evidence to support their positive benefits (Fryer, 2012).

This study attempts not only to describe a unique system-level flexibility
option within the State of Georgia but also to contribute to the scholarly
literature base as the implementation of a charter system provides a unique
insight into the way in which market-based forces can influence system-level
allocation of the resources and staffing practices. Using NPM as a framework
to discuss the internal and external forces associated with system-level flex-
ibility, this study attempts to quantify the changes in resource allocation after
school systems are afforded autonomy.

Flexibility within most state educational agencies have rested with board of
education requests and approvals (Polikoff, McEachin, Wrabel, & Duque, 2014).
The State of Georgia is unique in that it has legislatively provided opportunities
for school systems to increase their ability to respond to individual community
needs and to allocate resources accordingly through a charter system of IE2
contract. Prior research (Reback, 2008) has connected this flexibility with
increases in student achievement and persistence; however, no studies—based
on our review—have attempted to quantify changes in district resource alloca-
tion post-implementation. Our evidence suggests that post-implementation of a
charter system, decision makers increase their central district administration
funding while decreasing their school-based administrative funding. Although
it is beyond the scope of this study to examine why allocation patterns change
and the specific line item allocations, we speculate, using NPM, that the flex-
ibility afforded to charter systems creates incentives for district decision makers
to further decentralize administrative initiatives.

Contrary to our hypothesis that converting charter systems would take
advantage of the increased funding from the state as a mechanism to increase
total funding, we found empirical evidence that charter systems use state
charter supplemental funding as a replacement for local funding rather than
realizing a net gain in total revenue. Consistent with NPM and public choice
theory, it appears that rather than accessing additional revenues, local school
board members and district leaders lower the local investment in education
as a potential way to increase their own political capital and increase their
popularity. Previous research on the politics of local government has found
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that constituents have less dissatisfaction with their elected officials and
administrators when their out-of-pocket expenses—any form of local taxa-
tion—are lower (Alsbury, 2003; Lutz & Iannaccone, 1978). By using the extra
state supplemental funds that are associated with charter system conversion,
school board members and local district administrators are increasing their
electability and job security by lowering the potential political pressures
associated with elevated local taxes (Besley & Case, 1995).

In addition to lowering local taxation and increasing political popularity,
converting charter school system administrators also appear to be engaged in
self-interest behavior as it pertains to fiscal expenditures. Specifically, we found
evidence that post–charter system conversion, district leaders use their expendi-
ture flexibility to allocate more funds to the central office and less to individual
school administration.Our study appears to indicate that, similar to the decisions
to replace local revenues with state-directed funds, district administrators appear
use the complexities and lack of knowledge of the fundingmodel by school-level
officials or local residents to either increase their salaries of district adminis-
trators or hire additional district-level staff members.

Finally, the conversion to a charter system appears to be linked to an
increase in class size. The class-size limit regulation is one of the many
flexibilities afforded to charter systems (Bulkley & Fisler, 2003; May, 2006),
and it appears that charter systems increase their secondary—middle and
high school—class size by reducing their secondary teachers while not
decreasing their overall enrollment. This shift in instructional personnel
does not appear to be occur within the elementary grades. Although this is
beyond the purview of this study, we speculate that the increases in second-
ary class sizes occur for political reasons. Scholars have documented that
increases in secondary classroom sizes have less political fallout than do
increases in elementary classroom (Graue & Rauscher, 2009; Hanushek,
2003) and that the effect on student achievement outcomes are less pro-
nounced (Finn & Achilles, 1990; Krueger, 1999).

Given that there is limited research on the effect of school district–
level flexibility on resource allocation patterns, our study set out to fill
an important gap related to the effects of market-based reforms within
secondary education. Our findings demonstrate compelling evidence of
potential self-serving forces in play for district administrators when they
are afforded fiscal flexibility. Now that Georgia has mandated that the
school system select either a flexible or status quo option, an increasing
number of school systems will operate under the charter system’s provi-
sions. Some readers will view Georgia’s move toward local autonomy
and flexibility as a positive development for K–12 educational delivery
and management; however, this study raises several cautionary elements
regarding potential unintended consequences and fiscal tradeoffs that
could emerge for converting school systems. As states look for

20 D. A. KRAMER II ET AL.



innovations in K–12 management, a movement toward local system
flexibility might be attractive. However, these states should closely exam-
ine the State of Georgia for the potential effects on both student
achievement and fiscal allocation.

Note

1. Results from our Hausman specification test indicated that a fixed-effects model was
preferred to a random-effects model.
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Appendix A

Table A1. Impact of charter system adoption on system-level revenue (inflation adjusted and logged).
Total

revenue
Federal
revenue

State
revenue

Local
revenue

Charter system conversion −0.007 −0.018 0.073** −0.069**
(0.014) (0.036) (0.025) (0.025)

Students: Black/African American (logged) 0.017 −0.050 −0.012 0.046*
(0.018) (0.042) (0.033) (0.023)

Students: Hispanic (logged) −0.010 −0.000 0.008 −0.010
(0.010) (0.034) (0.026) (0.019)

Students: White (logged) 0.064* −0.007 −0.141* 0.208***
(0.027) (0.111) (0.059) (0.043)

Students: Limited English proficiency
(logged)

0.002 0.009 −0.021 0.015
(0.007) (0.021) (0.018) (0.015)

Students: Economically disadvantaged
(logged)

−0.015 0.763*** 0.117 −0.172*
(0.044) (0.083) (0.131) (0.081)

Students: Students with disabilities (logged) 0.060* −0.005 0.082 0.051
(0.026) (0.062) (0.054) (0.039)

Students: Total enrollment (logged) 0.534*** −0.139 1.086*** 0.091
(0.049) (0.255) (0.129) (0.094)

Schools: Total number of schools (logged) 0.014 0.088 0.076 −0.033
(0.032) (0.126) (0.067) (0.047)

County per capita income (logged) −0.078 0.216 −0.234* −0.007
(0.049) (0.140) (0.114) (0.113)

County unemployment rate (%) −0.007* 0.007 −0.001 −0.005
(0.003) (0.015) (0.010) (0.006)

School millage (#) 0.007* 0.007 −0.019* 0.023***
(0.003) (0.011) (0.009) (0.005)

No. of observations 1,548 1,548 1,548 1,548
No. of groups (systems) 169 169 169 169
Model R2 0.902 0.805 0.744 0.804

System fixed effects Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes

Note. Models specified using “similar systems” peer group. Robust clustered standard errors in parentheses.
*p < .05, **p < .01, ***p < .001.
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Table A3. Impact of charter system adoption on staffing patterns (logged).
Position types Teaching positions

District-
based

School-
based Total Elementary Secondary

Charter system conversion 0.142*** −0.010 −0.026* −0.010 −0.035*
(0.042) (0.024) (0.013) (0.018) (0.015)

Students: Black/African American (logged) −0.029 0.012 −0.001 −0.027 0.035
(0.038) (0.013) (0.014) (0.016) (0.023)

Students: Hispanic (logged) −0.028 0.040* 0.012 −0.040 0.044
(0.034) (0.020) (0.012) (0.021) (0.029)

Students: White (logged) −0.284** −0.128* 0.026 0.045 −0.022
(0.105) (0.050) (0.043) (0.075) (0.080)

Students: Limited English proficiency
(logged)

0.004 0.005 −0.006 −0.003 0.004
(0.025) (0.009) (0.008) (0.014) (0.012)

Students: Economically disadvantaged
(logged)

−0.187 0.041 0.064 0.072 0.045
(0.112) (0.044) (0.051) (0.052) (0.092)

Students: Students with disabilities
(logged)

−0.025 0.103 0.071 0.092 0.046
(0.081) (0.067) (0.036) (0.052) (0.041)

Students: Total enrollment (logged) 0.840*** 0.838*** 0.677*** 0.782*** 0.695**
(0.184) (0.129) (0.105) (0.139) (0.226)

Schools: Total number of schools (logged) −0.220** 0.147** 0.074** 0.088 0.013
(0.075) (0.056) (0.027) (0.068) (0.104)

County per capita income (logged) 0.025 0.173* 0.138 0.045 0.205
(0.284) (0.082) (0.088) (0.116) (0.107)

County unemployment rate (%) 0.005 0.002 0.003 0.003 0.006
(0.017) (0.006) (0.004) (0.007) (0.006)

School millage (#) 0.002 0.010 −0.002 −0.005 −0.003
(0.010) (0.006) (0.002) (0.004) (0.003)

No. of observations 1,548 1,548 1,548 1,548 1,548
No. of groups (systems) 169 169 169 169 169
Model R2 0.348 0.609 0.819 0.865 0.545

System fixed effects Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes

Note. Models specified using “similar systems” peer group. Robust clustered standard errors in parentheses.
*p < .05, **p < .01, ***p < .001.
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