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There are large gaps in 
college entry

24-25-year-olds with any college

White, non-Hispanic 63%

Black, non-Hispanic 50%

Hispanic 30%

Source: 1998-2000 October CPS



There are even larger gaps in 
college completion

24-25-year-olds with BA

White, non-Hispanic 32%

Black, non-Hispanic 13%

Hispanic 8%

Source: 1998-2000 October CPS



Gaps Exist Even Among 
Academically Proficient

Completed Schooling in 2000 of High School Class of 1992, by High 
School SES and Math Score. College Board.



Origins of the Paper
Puzzle: Why are some aid programs 
effective while others are not?
Large effects

GI Bills (Angrist, Bound and Turner, Stanley)
Merit Aid (Cornwell and Mustard, Dynarski, 
Kane)
Social Security Student Benefits (Dynarski)

Zero to small effects
Pell Grants (Bettinger, Hansen, Kane, Seftor 
and Turner)
Tax Credits (Long)



Consider the FAFSA



More FAFSA



Yet More FAFSA





Complexity of financial aid
rivals that of taxes

Table 1. Complexity of the FAFSA Versus IRS 1040

1040 1040A 1040EZ FAFSA
Measure 2005 2005 2005 2006-2007

Number of pages (excluding instructions) 2 2 1 5

Total number of questions 118 83 37 127
Non-financial items 27 27 21 65
Financial items 91 56 16 62

Number of items required for
computation of tax/refund or aid amt.* 71 43 8 72

Length of signing statement 49 words 64 words 59 words 232 words

Official estimate of time to prepare** 16 hours 13 hours 8 hours 1 hour 



Figure 1. The Student Aid Application Process

Student Applies
to Colleges

Student assembles and 
submits college 

applications, including test 
scores, transcripts, 

recommendations and 
essays. 

Fall - Spring 
of Senior Year

January-March of Senior Year

Student Submits FAFSA to 
Government

Student and family provide 
detailed demographic and 

financial data, and list up to 
six schools to receive FAFSA 

data.

Government Processes FAFSA 
Processing service calculates the 

family's expected contribution (EFC) 
and sends a Student Aid Report (SAR) 

to the student and schools.

Student Receives SAR
The SAR provides the student's EFC 
and states whether he is eligible for a 

Pell Grant, but provides no dollar 
amount.

Schools Receive SAR and Assemble 
Aid Package

Financial aid offices use the EFC, the 
school's cost of attendance, and other 
information to design a package of 
federal, state, and institutional aid, 

which is then sent to accepted 
students.

Colleges 
Receive Applications 

and 
Admit Students

Student Learns Aid Eligibility
Student learns about amount of 
federal aid (Pell Grant, Stafford 
Loans, work-study) and school-

specific aid (scholarships and loans).

March-April of Senior Year

4-6 Weeks After Submitting 
FAFSA (2-3 weeks for on-line 

submissions)













Complexity: Optimal Tax Theory
Kaplow (1990, 1996) provides a rational 
framework for thinking about the costs and 
benefits of complexity
Complexity arises from

Poor rule writing
Efforts to encourage certain behaviors

Saving
Homeownership

Efforts to more accurately measure ability to pay
Number of dependents
Work expenses



Complexity produces costs
Administrative costs to government

Data gathering
Audits

Efficiency loss to economy
Gaming/behavioral responses

Compliance costs to taxpayers
Reading and understanding rules
Record keeping
Filling out forms



Complexity can alter a program’s 
distributional characteristics

Example: Earned Income Tax Credit (EITC)
Refundable tax credit for poor, working families
Very complicated rules
75% of EITC recipients have a tax preparer do their 
taxes
Effective transfer to EITC recipients is net of these 
preparer fees

Complexity blunts the distributional impact of a 
program when it imposes costs on its target 
population

Worst case is when compliance costs drive the target out 
of the program



Compliance costs 
for low-income students

50% have no parent who attended college 
(NELS)

Parent has no experience with aid system

2/3 have no access to internet at home (CPS)
Difficult to do research about aid
Filling out web FAFSA requires bringing sensitive 
financial documents (and parent) to school or library

13% do not speak English at home (NELS)
FAFSA is translated into multiple languages
Web sites and books with clarifying information are not



Can complexity explain low effect of 
need-based aid? 

Rational model
Yes, if compliance costs > benefits of college
Costs: time cost of learning rules, gathering 
records, filling out forms

Opportunity cost of time for low-income 
high school seniors is very low

Only those with very low return to college 
could be deterred by compliance costs



Can complexity explain low effect of 
need-based aid?

Behavioral economics
People deviate from rational model in 
predictable ways (Kahneman and Tversky)

Default behavior
Time inconsistency
Loss aversion

Predictions borne out in field experiments
401(k) savings (Choi, Laibson, Madrian)

Financial services company
Default choice was non-participation in 401(k) 
Change default: participation rises 50%



Student Aid: Relevant Insights 
of Behavioral Economics

Default behavior
Few students actively decide against college (Avery and Kane)
Schools, parents create default path for high-income students; 
deviation requires initiative
Low-income students fall off the path at discrete points that 
require individual initiative

Time inconsistency
Application to college requires upfront, certain costs in hopes 
of deferred, uncertain benefits

Loss aversion
Possibility of negative college outcome carries extra weight in 
decision process

Identity salience
FAFSA rich with negative cues about poverty and criminal 
activity



Are there benefits of complexity in aid?
Theory predicts costs are large.  

What benefits does complexity provide, in 
terms of improved targeting?

Empirical question
Analyze FAFSA and aid data to find the 

answer



Empirical Analysis
Examine how each question asked on 
FAFSA affects distribution of aid

Measure marginal contribution of each 
question to distribution of aid

Drop data items from aid formula
Recalculate aid eligibility
Compare new distribution of aid to baseline



Data
National Postsecondary Student Aid 
Survey (NPSAS) 2003-04
Nationally representative sample of 
college students

Includes aid recipients and non-recipients

Data on 
Student aid receipt
Student and family finances



Table 2. Simulations of Aid Simplification

Sim A Sim B Sim C

Variables included in simulation:
Assets Y
Student's AGI Y Y
Parental AGI Y Y Y
Parental marital status Y Y Y
Family size Y Y Y
Number of family members in coll. Y Y Y

Number of items used in simulation** 14 8 6

Sequentially discard data items 
from calculation of aid eligibility



What happens to the Pell if we throw 
out 80% of the FAFSA?
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Figure 2.1



Table 2. Simulations of Aid Simplification

Sim (A)
Parents' AGI,

Student's AGI, S
Assets, Family Info.

Share of variance explained: sim3b
Pell 0.90
Subsidized loan eligibility* 0.79
EFC 0.93

Share of students for whom
simulated Pell is:

…within $100 of baseline 0.77
…within $500 of baseline 0.88

Share of students for whom
(Pell + Subs. loan eligibility) is:

…within $100 of baseline 0.58
…within $500 of baseline 0.71

Variables included in simulation:
Assets Y
Student's AGI Y
Parental AGI Y
Parental marital status Y
Family size Y
Number of family members in coll. Y

Number of FAFSA items required for simulation* 14



Discard assets: use income and family 
size to determine Pell eligibility
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Sim (A) Sim (B)
Parents' AGI, Parents' AGI,

Student's AGI, Student's AGI,
Assets, Family Info. Family Info.

Share of variance explained: sim3b sim2b
Pell 0.90 0.86
Subsidized loan eligibility* 0.79 0.76
EFC 0.93 0.84

Share of students for whom
simulated Pell is:

…within $100 of baseline 0.77 0.76
…within $500 of baseline 0.88 0.86

Share of students for whom
(Pell + Subs. loan eligibility) is:

…within $100 of baseline 0.58 0.56
…within $500 of baseline 0.71 0.70

Variables included in simulation:
Assets Y
Student's AGI Y Y
Parental AGI Y Y
Parental marital status Y Y
Family size Y Y
Number of family members in coll. Y Y

Number of FAFSA items required for simulation* 14 8



Discard 90% of FAFSA:
determine aid using six questions. 
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Sim (A) Sim (B) Sim (C) 
Parents' AGI, Parents' AGI,

Student's AGI, Student's AGI, Parents' AGI
Assets, Family Info. Family Info. and Family Info.

Share of variance explained: sim3b sim2b sim1b
Pell 0.90 0.86 0.77
Subsidized loan eligibility* 0.79 0.76 0.76
EFC 0.93 0.84 0.83

Share of students for whom
simulated Pell is:

…within $100 of baseline 0.77 0.76 0.71
…within $500 of baseline 0.88 0.86 0.80

Share of students for whom
(Pell + Subs. loan eligibility) is:

…within $100 of baseline 0.58 0.56 0.54
…within $500 of baseline 0.71 0.70 0.66

Variables included in simulation:
Assets Y
Student's AGI Y Y
Parental AGI Y Y Y
Parental marital status Y Y Y
Family size Y Y Y
Number of family members in coll. Y Y Y

Number of FAFSA items required for simulation* 14 8 6



Key advantage of the last approach
It can be run through the tax code

All information required (AGI & household structure) is 
already gathered by IRS

No separate application required
Could check off a box on 1040 to indicate family 
member will be going to college 
Grant would be delivered to colleges at time of 
enrollment

Aid can be forecast and communicated to families 
early, based on AGI alone

As with social security retirement benefit estimates



Combine tax credits and Pell 



Aid eligibility on a postcard: 
combine Pell & tax credits

Exhibit 1. Federal Student Aid, on a Postcard

How much federal aid can I get to help pay for college?

If your parents' then your and your total
adjusted gross income is… Pell Grant is… Pell Grant + subsidized loan is

$0-$14,999 $4,000 $9,000
$15,000-$19,999 $3,650 $8,650
$20,000-$24,999 $3,150 $8,150
$25,000-$29,999 $2,450 $7,450
$30,000-$34,999 $1,750 $6,750
$35,000-$39,999 $1,150 $6,150
$40,000-$44,999 $550 $5,550
$45,000-$49,999 $250 $5,250
$50,000 -$74,999 $0 $5,000
$75,000 or higher $0 $0

Unsubsidized loans are available for all students up to the cost of attendance
 (including tuition, fees, and living expenses) at your institution.

95% of public 4-year institutions have tuition and fees below $9,000
Average tuition and fees are $5,500 at public 4-year institutions



“Kudos to Susan Dynarski and 
the folks at the Kennedy School 
for getting people to think 
outside the box on student 
assistance.”

“If we are prepared to eschew all the micro-equity that has 
been engineered into the system and accept a little bit of 
"rough justice," we could introduce Pell-on-a-postcard – a 
program so simple everyone could understand it …
Unfortunately, this excellent point is inevitably going to be 
obscured by the fuss about the authors' second main point: 
which is that student aid would be even more simple if tax 
credits and Pell grants were combined and then delivered 
through the tax system.”

“This, to put it mildly, is a big leap – and a clear example of why 
even the most brilliant academic economists shouldn’t be allowed 
anywhere near the process of program implementation.”





Conclusion
Federal student aid may be an effective poverty 
relief program, but is not an efficient college 
incentive program

Applying economic theory to student aid design 
highlights potential costs of complexity

Empirical analysis suggests little benefit to this 
complexity

By reducing complexity we can deliver 
information about aid early, when it can make a 
difference


