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Charter schools have been one of the most important dimensions of recent school reform measures in the
United States. Though there have been numerous studies on the effects of charter schools, these have mostly
been confined to analyzing their effects on student achievement, student demographic composition, parental
satisfaction, and the competitive effects on traditional public schools. This study departs from the existing
literature by investigating the effect of charter schools on enrollment in private schools. To investigate this
issue empirically, we focus on the state of Michigan where there was a significant spread of charter schools
in the nineties. Using data on private school enrollment from biennial NCES private school surveys, and using
a fixed effects as well as an instrumental variables strategy that exploits exogenous variation from Michigan
charter law, we investigate the effect of charter school penetration on private school enrollment. We do not
find any causal evidence that charter schools led to a decline in enrollment in the private schools. Further,
we do not find evidence that enrollments in Catholic or other religious schools were affected differently from
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those in non-religious private schools. Our results are robust to a variety of sensitivity checks.
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1. Introduction

Since the publication of A Nation at Risk in 1983, efforts to im-
prove public school quality have been at the forefront of national and
state policy debates. Concerned over the academic achievement of
U.S. students, particularly in comparison to students in other devel-
oped as well as developing countries, policy makers have proposed
and implemented several reform measures. One of the most impor-
tant dimensions of these school reform measures has been school
choice, and charter schools in particular. Since the first charter school
opened in 1991-92 in Minnesota, there has been a rapid spread of
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charter schools throughout the U.S. and most states now have char-
ter schools. As of 2013, there were more than 6000 charter schools
enrolling over two million students spread across the 40 U.S. states,
the District of Columbia, and Puerto Rico (National Alliance for Public
Charter Schools).

This study investigates the effect of charter schools on private
school enrollment in the context of Michigan. While there is a rich
literature that studies the effect of charter schools, these have mostly
been confined to analyzing their effects on student achievement, stu-
dent demographic composition, parental satisfaction, and the com-
petitive effects on traditional public schools. Surprisingly, the impacts
of charter schools on private school enrollment have been largely
overlooked. While there is a general impression that charter schools
have negatively impacted private school enrollment, there is no con-
vincing evidence either to this effect or to its contrary. However, un-
derstanding the effect of charter schools on private school enrollment
is of paramount importance from various perspectives. First, private
schools are an integral part of our K-12 education system, and hence
it is important to understand whether and how charter schools af-
fect private school enrollment. Moreover, any policy that affects en-
rollment in these schools has the potential to have significant con-
sequences on school quality and educational outcomes of students
(both public and private). Second, an important factor is the potential
impact on per pupil spending in public schools. If it is indeed the case
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that a significant number of private school students are now trans-
ferring to charter schools (which are publicly financed) then this may
reduce the amount of per pupil spending in public schools unless to-
tal school spending increases at a corresponding rate. On the other
hand, if there are more children in the public sector, this increases
the number of people with stakes in the quality and performance of
public schools. This in turn may lead to demands for more resources
in the public sector. Thus, while the exact direction of the net effect
on funding is not clear, charter school impacts on private school en-
rollment can surely have ramifications on per pupil funding in public
schools.!

Also of importance is whether charter schools affect enrollment in
different types of private schools differently. As President Bush said
in his 2008 State of the Union address, faith-based schools are dis-
appearing at an “alarming” rate in many of America’s inner cities,
and there is a general perception (Cech, 2008) that charter schools
are one of the major drivers of the decline in Catholic school enroll-
ment. In spite of these perceptions, there is virtually no literature that
studies the impact of charter schools on private school enrollment,
either overall or separately for religious schools (including Catholic
schools) and non-religious schools. This paper begins to fill this gap
and takes an important step forward in this direction. In our study, in
addition to investigating the impact of charter school entry on over-
all private school enrollment, we disaggregate the universe of private
schools into Catholic schools, non-Catholic religious schools, and sec-
ular schools, analyzing whether the effects varied by the religious na-
ture of the schools.

This paper can also speak to one of the most hotly debated ques-
tions relating to charter schools, the question of relative efficacy of
charter and public schools. The existing literature typically addresses
this question by comparing the achievement of public and charter
school students, after controlling for their observable and unobserv-
able characteristics. However, the effect of charter schools on private
enrollment, as analyzed in this paper, can also inform this question,
from the point of view of parents’ perceptions (or parental valuation)
of these two types of schools.

This study is the first to point out that private school enrollment
patterns in the presence of charter schools contain important infor-
mation relating to the relative quality of charter and public schools.
The intuition is that any movement from private schools to charter
schools will depend not only on the relative qualities of these two
types of schools, but will also depend in an important way on the
quality of the neighboring traditional public school. This is because
if the new charter school is regarded as an improved alternative in
comparison to the traditional public school, then some private school
households (the ones marginal or close to marginal between public
and private schools) will now take advantage of this and switch from
private to charter schools. Note that a transfer of students from pri-
vate schools to charter schools does not necessarily imply that these
parents value charter schools more than private schools (as private
schools are costly). On the other hand, such a transfer implies that
parents prefer charter schools to the traditional public schools, since
both are free. Thus the effect of charter schools on private school en-
rollment gives us valuable information relating to relative attractive-
ness of charter and public schools, as perceived by private school par-
ents.

Note that moves of public school students to charter schools also
imply that their parents value charters more than the public schools.
However, there might be differences in the responsiveness of pub-
lic and private families to school quality in their school choice de-
cision. For example, Hanushek et al. (2007) found that in Texas, the

1 Preston (1984) argues that one of the main reasons that poverty rates among the
elderly fell significantly from 1950 to 1980 despite the increase in their numbers is the
fact that the increase in the number and percentage of elderly people led to a redistri-
bution of resources towards them.

parental decision to exit a charter school is significantly related to
charter school quality and that the magnitude of this relationship is
substantially larger than the relationship between the probability of
exit and quality in the traditional public school sector. Since parents
of children currently in private schools have already exercised the
choice option once, they may be more sensitive to school quality, and
arguably more motivated.

It should however be noted that such moves (moves of private
school students to charter schools or moves of public school students
to charters for that matter) do not necessarily imply that charter
schools are better than public schools in terms of academic achieve-
ment. It merely implies that parents ‘value’ charter schools more than
the traditional public schools, and these may be for reasons other
than academic achievement. For example, some parents may have a
preference for a particular curriculum (e.g., fine arts theme or Afro-
centric theme), or the fact that charter schools might be targeted to
particular groups like special education students or at-risk students,
or the fact that they may be somewhat different in nature from the
traditional public or private schools (like being technical schools), etc.
Of course, it is also possible that being new schools, charters initially
attract some families who are shopping around for better school qual-
ity.

The empirical part of this paper investigates the effect of char-
ter penetration on private school enrollment. We focus on the state
of Michigan where there was a significant spread of charter schools
in the 1990s. Data used include biennial data from private school
surveys conducted by the U.S. Department of Education and char-
ter school data obtained from the Michigan Department of Educa-
tion. We use a fixed effects as well as an instrumental variables strat-
egy that exploits exogenous variation from the Michigan charter law,
following Bettinger (2005). We find no causal evidence that charter
schools in Michigan impacted private school enrollment. Further, we
do not find evidence that enrollments in Catholic or other religious
schools were affected differently from those in non-religious private
schools. Our results are robust to a series of sensitivity and falsifica-
tion tests.

Our study is related to the burgeoning literature on various effects
of charter schools. However, most of this literature focuses on either
the effect on students enrolled in such schools (Abdulkadiroglu et al.,
2009; 2011; Angrist et al., 2011; 2010; 2012; 2013; Bettinger, 2005; Bi-
fulco and Ladd, 2006; Booker et al., 2007; Hoxby and Murarka, 2007;
Hoxby and Rockoff, 2004; Imberman, 2011a; Sass, 2006), or the com-
petition effect on surrounding traditional public schools (Bettinger,
2005; Booker et al., 2008; Hoxby, 2003a; 2003b; Imberman, 2011;
Sass, 2006), or the effects on sorting of students across public and
charter schools, particularly based on racial composition (Dee and Fu,
2004). In contrast, our study analyzes the enrollment effects of char-
ter schools on private schools.

This study is most closely related to Toma et al. (2006)—the only
other paper that looks at enrollment consequences of charter schools.
It also focuses on Michigan, and finds that charter schools are attract-
ing a significant number of students from the private sector. Consid-
ering enrollments at the county level, they find that private schools
lose 0.31 student for every student gained by charter schools.

This study differs from Toma et al. (2006) in several fundamen-
tal ways. First, Toma et al. (2006) does not account for the fact that
the location of charter schools might be endogenous to (unobserved
components of) private and public school quality in the neighbor-
hood, so that simple OLS or even fixed effect regressions can yield
biased estimates. This paper, on the other hand, pursues an instru-
mental variables strategy by exploiting exogenous variation in Michi-
gan’s charter school law. Second, unlike this paper, Toma et al. (2006)
does not control for pre-program differences in enrollment trends
across individual private schools, nor does it allow the impact on pri-
vate school enrollment to trend over time. Third, Toma et al. looks at
the effect of county-level charter enrollment on county-level private
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