Raising
College

Enrollment

Why federal aid programs
don’t do the job, and what
we can do about it

By Susan Dynarski

A college education is well worth the investment:
over a lifetime, Americans with bachelor’s degrees
can expect to earn hundreds of thousands of dol-
lars more than their counterparts with just high
school diplomas. And what works for individuals
works for society as well. Among other good
things, college graduates are more likely to vote,
pay taxes and stay out of jail.

The United States long led the world in college
attendance and completion. But not anymore. In
1991, Canada and Finland edged us out for the top
spot. And by the turn of the century, Japan and
Korea were outstripping us by large margins. More

troubling perhaps, yawning racial and ethnic
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gaps in educational attainment persist in the
United States. Among twenty-somethings,
blacks are less than half as likely as non-His-
panic whites to have four-year college degrees
(13 vs. 32 percent), while Hispanics earn de-
grees at one-quarter the rate of non-Hispanic
whites (8 vs. 32 percent).

Raising college enrollment thus neatly fits
the policy agendas of the left and the right,
both increasing the potential for social mo-
bility and sustaining the productivity of the
economy. The big question is how to get from
here to there. For as readers will discover, the
design of programs for paying college bills
matters as much as the amount of money
committed to stimulating attendance.

IS STUDENT AID THE SOLUTION?

Racial and socioeconomic gaps in higher edu-
cation are rooted in many causes, including
weak academic preparation. But even among
well-prepared students the gaps are substan-
tial, implying that the cost of college is a sig-
nificant barrier to attendance. That’s only
common sense: people generally buy more of
a product (college) when its price (tuition) is
lower. Accordingly, state and federal govern-
ments spend tens of billions annually on an
array of college-tuition subsidy programs.
Two programs provide the bulk of federal
aid. During the 2004-05 academic year, $13.6
billion was spent on Pell grants providing
cash for five million students. And in the
same year, $55 billion in subsidized loans was
delivered through the Stafford loan program,
under which students can borrow $3,500 for
the first year of college, $4,500 for the second
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and $5,500 for each of the next three.

While Econ 101 predicts that this aid
should increase college-going — demand
curves almost always slope downward — it is
an empirical question how much an extra dol-
lar of aid increases schooling. Answering this
question has proved challenging for research-
ers because aid is linked to socioeconomic
characteristics — income, academic perfor-
mance — that independently affect the chances
high school grads will go to college. Ninety
percent of the Pell grants, for example, go to
students from families with incomes below
$40,000, who are relatively likely to graduate
from low-quality high schools.

Or consider National Merit Scholarships,
which many colleges use to attract high
achievers. Eligible students are very likely to
go to college anyway, given their strong aca-
demic skills. Thus, the simple correlation be-
tween National Merit grants and college at-
tendance overstates the impact of the aid.

Of course, researchers typically use more-
sophisticated statistical methods. But the un-
derlying problem — the reality that those who
are eligible for aid tend to be quite different in
socioeconomic terms from those who are not
— makes the relationship between aid and at-
tendance inherently difficult to tease out.

One solution would be controlled trials, in
which aid was randomly assigned to a pool of
potential college students. The randomized
trial is the gold standard of research methods
in applied sciences (the method that drug-
makers, for example, are required to use to
demonstrate safety and efficacy) and is in-
creasingly used in the social sciences as well.
So far, though, randomized trials have not
been used to assay the impact of financial aid
on schooling decisions.

The next best approach is “quasi-experi-
mental,” in which researchers look for reasons
that aid varies as if it were randomly assigned.
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How can some aid programs produce such a large,

robust impact, while others have little detectable

effect? One clue is in their design.

In many aid programs, for example, there are
sharp breaks in eligibility at discrete levels of
income or specific grade-point averages. Stu-
dents directly above and below these sharp
breaks are likely to be similar, but the aid they
are offered is quite different. We can therefore
compare schooling decisions above and below
these breaks and attribute the differences to
the aid. Thomas Kane of Harvard has used
this approach to show that California’s merit
aid program had strong effects on college
attendance.

Another quasi-experimental approach ex-
ploits similar discontinuities in aid eligibility
over time — say, when an aid program is intro-
duced or eliminated. I used such a disconti-
nuity to examine the effect of the now-de-
funct Social Security student benefit program.
From 1965 to 1982, millions of 18- to 22-year-
old children of deceased, disabled or retired

Social Security beneficiaries were eligible for
monthly checks if they attended college. (Oth-
erwise, the checks were cut off at age 18.) At
the program’s peak, 12 percent of full-time
18- to 21-year-old college students were re-
ceiving these benefits.

But in 1981, Congress eliminated the pro-
gram, leaving millions in this age group with
far less money for college than they could
otherwise have expected. And 1 discovered
that college attendance rates among those left
high and dry fell by more than a third.

The technique works for new programs as
well. In 1993, Georgia pioneered the HOPE
Scholarship, which offers full-tuition waivers
at Georgia’s public colleges to state residents
who maintain at least a B average in high
school and college. (Those attending private
colleges are eligible for grants that roughly
equal tuition at the public universities.) I
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The Free Application for Federal
Student Aid (FAFSA), with a daunting
127 questions to answer, is longer

and more complicated than the typical

federal tax retuzrn.

compared college attendance in Georgia to
that in other states before and after the pro-
gram was introduced. The results suggest that
HOPE substantially increased attendance. Re-
search on similar programs in the District of
Columbia and Arkansas has also shown them
to be effective, increasing the share of young
people completing college. The effects are
strongest among women — especially black
and Hispanic women.

Clearly, young people are sensitive to col-
lege costs. In fact, they appear to be too sensi-
tive in light of the low cost of college and the
large impact of a degree on future income. At
the typical public college, tuition and fees av-
erage $6,000, while at community colleges
the figure is closer to $2,000 — peanuts com-
pared to the increase in earnings associated
with a degree. Those costs, then, must loom
very large in the minds of the young.

WHICH AID PROGRAMS WORK?

The programs just discussed are not part of
the federal aid system, and there is no persua-
sive evidence that the federal aid programs
are similarly effective. How can some aid pro-
grams produce such a large, robust impact,
while others have little detectable effect? One
clue is in their design.

The Georgia HOPE application asks for
only a half-page of biographical information.
High schools proactively send transcript data
to the state in order to identify scholarship
eligibility. Meanwhile, a combination of out-
reach and word of mouth has spread the gos-
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pel: more than 70 percent of high-school
freshmen in Georgia can identify the pro-
gram, and 59 percent know that a B average is
needed to qualify. This level of knowledge
about a government program would be re-
markable among adults; it is even more strik-
ing among teenagers with more immediate
concerns, like the onset of puberty.

Application requirements were even sim-
pler in the now-defunct Social Security stu-
dent benefit program. The Social Security
Administration sent a letter to each benefi-
ciary shortly before his or her 18th birthday,
asking about college plans. Those who af-
firmed they were planning on college contin-
ued to receive their checks. Renewal required
only confirmation of enrollment from the
college registrar.

By contrast, the current federal aid system
is a tangle of tax, grant, loan and subsidized-
savings programs, with complicated rules
and regulations. The Free Application for
Federal Student Aid (FAFSA) is the gateway
to this aid. But with a daunting 127 questions
to answer, it is longer and more complicated
than the typical federal tax return.

What’s more, the aid programs that re-
quire FAFSA are so arcane that few families
can accurately forecast their eligibility. A
Government Accounting Office analysis
found that nearly 90 percent of high school
sophomores in 1980 did not even know about
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the huge Pell Grant program.

Compounding the problem, students are
not notified of their eligibility until after they
have been admitted to college. Notifying re-
cipients about a subsidy after they have made
the purchase is no way to increase demand.
Imagine an auto dealer who told customers
about a rebate only after they had agreed to
purchase cars. Customers scared off by the
sticker price would never even learn about
the discount. By the same token, uncertainty
about college aid eligibility surely screens out
some students who are teetering on the mar-
gin of college entry.

THE APPLICATION MAZE

Establishing eligibility for federal aid is called
“need determination.” The relevant data are
collected in the infamous FAFSA. The De-
partment of Education then computes a fam-
ily’s expected contribution toward college
costs, calculating need as the difference be-
tween the total cost of attendance and the es-
timated contribution the family can afford,
based on income, assets and other factors.
The basics of need determination have
changed little since they were proposed a half
century ago. In 1953, John Monro, dean of
admissions at Harvard, laid out the criteria

he used to assign financial aid
to other college administra-
tors who were eager to estab-
lish a common formula so that
they could quash competitive
bidding for the best students.
Within a year, a common aid ap-
plication was widely in use at elite
colleges.

These schools typically enrolled
students from relatively affluent
families, and thus sought detailed
measures of wealth and income so

that they could measure need among

families with complicated financial
situations. Today’s FAFSA reflects its origins,
demanding detailed information about stu-
dents’ and parents’ income, assets and various
other benefits and expenditures. With 127
questions to answer, it asks more than the
IRS’s Form 1040 — the income tax form for
families that itemize deductions, report busi-
ness income and the like. The contrast be-
tween Form 1040EZ — the one used by the
vast majority of Americans with incomes
below $50,000 — and the FAFSA is especially
striking. With just a third of the FAFSA’s
questions, the IRS captures the information
needed to determine tax liability for the very
population likely to be eligible for need-based
college aid.

RUNNING THE MAZE

The ironies multiply. When taxpayers have
completed Form 1040, they know how much
they owe. The form requires simple calcula-
tions (or use of simple tax tables) to arrive at
this bottom-line liability. Completing the
FAFSA, by contrast, yields no information
about aid eligibility. In fact, such information
does not arrive until months after the FAFSA
is submitted — typically in the spring before
college enrollment.
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Once students file the FAFSA, the Depart-
ment of Education computes the expected fi-
nancial contribution. This figure (but not an
estimate of aid eligibility) is mailed to the ap-
plicant, as well as to the colleges. Uncle Sam
never notifies students of their aid eligibility,
leaving this task to the colleges to which stu-
dents are admitted. Colleges use the expected
family contribution to personalize a package
of grants and loans for each student, which
they then mail with award letters — typically in
March and April.

SIMPLICITY VERSUS TARGETING

The current student aid system shows that law-
makers want a portion of federal aid to higher
education to be need-based — otherwise, we
could just give everyone going to college the
same amount. In this sense, then, complexity
in aid is well intentioned; it’s the price for iden-
tifying the needy. The more detailed the ques-
tions, the more accurately the program can de-
fine need — for example, ferreting out families
with low incomes but high assets, or high in-
comes but several tuitions to pay.

So, for the sake of argument, why stop at
127 questions? Why not lengthen the form to
include queries about, say, grandparents’
wealth, or the chances of renting a room near
campus cheaply from an amenable cousin?
Because eventually, the costs of added com-
plexity outweigh the benefits of added preci-
sion. It is reasonable to ask applicants to put
up with some complexity in order to identify
the truly needy. But at some point, the addi-
tional questions do more to increase costs
(and to discourage the needy from applying)
than they do to improve targeting.

It turns out that the marginal contribution
of each question to this targeting goal can be
quantified. Together with colleagues, I exam-
ined thousands of aid applications and aid
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packages, and then used the data to estimate
how the distribution of federal aid would
change if specific questions were eliminated.
Our conclusion: 9 of every 10 questions had
no material impact on aid calculations.
Hences, a dozen questions would do fine.

THE ECONOMICS OF COMPLEXITY

Both traditional economics and the new field
of behavioral economics offer insights into
the effect of aid complexity in schooling deci-
sions. The classical model focuses on the
“transaction costs” of applying, which reduce
the net value of aid. For students on the mar-
gin of choosing to go to college, these costs
may tip the decision. Behavioral economics,
for its part, suggests that complexity could
discourage a student from attending college
even if a rational calculation still made higher
education the far better choice.

The transaction costs of applying for aid
include the time needed to read and under-
stand the rules, collect the required docu-
ments and fill out the form. The Department
of Education estimates that this entire pro-
cess takes a mere hour. But the FAFSA is com-
parable in length and scope to a 1040 tax
form, which the IRS estimates takes 16 hours
to complete. The shorter 1040A and 1040EZ
are supposed to require 13 and 8 hours, re-
spectively. Two economists, Marsha Blumen-
thal (University of St. Thomas, in Minnesota)
and Joel Slemrod (University of Michigan)
used their own survey to discover that tax
compliance averages 27 hours per filing
household — and even more for low-income
households. Hence, assuming 10 hours per
family for the FAFSA would be a very conser-
vative guesstimate.

But at the current average hourly wage of
about $17.50, 10 hours “costs” a family just
$175. And even at double this time estimate,
Pell Grants are worth the trouble: in 2003-4,



the average grant was $1,100. Further, the re-
turns to college dwarf any reasonable esti-
mate of the costs of applying for aid. A college
degree is worth about $300,000, net of direct
college costs and lost earnings while in the
classroom. So no matter how you slice it, a ra-
tional high school graduate would have every
reason to apply for aid.

But a growing body of research has shown
that individual decisions depart systemati-

path of least resistance. This tendency can
cause small details to have a disproportionate
impact upon behavior. The best evidence on
this comes from the studies of the “defaults”
presented to employees in making choices
about retirement savings. At one large finan-
cial-services firm, the default choice was non-
participation in the 401(k) plan. New employ-
ees could check a box on a form to initiate
automatic payroll withdrawals; not checking

When gains are probable but an initial loss is a

sure thing, many people will avoid even good bets.

cally from rationality — particularly in set-
tings in which present sacrifice is required to
secure future gains. Survey data show that an
overwhelming majority of low-income high
school students believe that college is worth
the effort, and that they intend to go. None-
theless, relatively few manage to get there.

We now have a pretty good idea why.
Nobel Prize winner Daniel Kahneman of
Princeton, working with the late Amos Tver-
sky, found that people are typically loss averse:
they avoid worthwhile bets because “losses
weigh more heavily than gains.” Thus, when
gains are probable but an initial loss (includ-
ing a loss in time) is a sure thing, many peo-
ple will avoid even good bets.

Certain costs and probable gains charac-
terize college. Students must apply for aid,
give up earnings, pay tuition, and study today
in hopes of an uncertain payoff in the labor
market down the road. Hence, while college is
on average a good bet, there is enormous
variance in returns. For some, college will not
pay off, and this possibility may weigh heavily
in schooling decisions, due to loss aversion.

Behavioral economists have also concluded
that choices are strongly influenced by the

the box (that is, the default) led to non-partic-
ipation. The company then altered the default,
requiring the employee to check a box on a
form to opt out. And this seemingly minor
change increased plan participation by 50 per-
centage points! No rational calculation would
predict this sort of effect.

While there is scant empirical research re-
lating behavioral phenomena to choices about
college, it is pretty safe to conclude that teen-
agers are no more rational than adults. For
upper-income teenagers, pressure from their
parents typically establishes college entry as
the default path — a default reinforced by
guidance counselors and peers. By contrast,
the default option for low-income students is
to not go to college.

High schools with more low-income stu-
dents receive fewer visits from college repre-
sentatives and less time from own schools’
counselors. Parents and siblings are less likely
to have gone to college, and so do not com-
pensate for this lack of institutional support.
Professors Kane and Christopher Avery of
Harvard found that few low-income youth
deliberately choose to skip college. But many
of them miss a key application deadline, or
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incorrectly fill out an aid form, or fail to take
a required class — and thereby leave the path
to college. That is, seemingly minor obstacles
push these youth off the track.

THE COSTS AND BENEFITS
OF COMPLEXITY REVISITED

The balance tips further against complexity
when we consider the administrative costs.
Washington spends relatively little — about
$220 million — administering aid-eligibility.
But the figure is low only because these costs
have largely been shifted to colleges, which
are responsible for answering students’ ques-
tions, packaging and disbursing federal stu-
dent aid, and “verifying” aid applications. In-
deed, schools are statutorily required to audit
30 percent of aid applications. By comparison,
the IRS audit rate is 1.5 percent.

We calculate that colleges collectively
spend about $2.1 billion on salaries for full-
time financial aid professionals (not counting
overhead). But to offset the colleges’ adminis-
trative costs, the Department of Education
doled out a trivial $83 million in 2005 — one-
fifth of the cost of the required audits alone.

The true administrative cost of complexity
may be somewhat higher or lower than our
combined estimate of $2.3 billion for schools
and the federal government. On the one hand,
reducing complexity is not likely to eliminate
the need for financial aid professionals. Even
with a much simpler application, some em-
ployees would be needed to answer questions
and disburse aid. On the other hand, this es-
timate does not include the cost of financial-
aid-related computer software, distributing
financial-aid-related materials, and salaries
for non-professional staff members. All told,
then, students, government and colleges
spend a minimum of $4 billion annually in
the name of targeting aid accurately.
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WHAT TO DO

The key facts that establish aid eligibility — in-
come and family composition — are currently
collected in federal income tax returns. The
aid application could thus be eliminated alto-
gether and eligibility determined using data
already collected by the IRS. Families could
apply for a grant by checking a box on the in-
come tax form, instructing the IRS to forward
applicants’ families’ adjusted gross income,
dependency status and number of depen-
dents to the Department of Education. This
would eliminate the time costs (some $2 bil-
lion annually) of applying for aid.

Further, if income information came di-
rectly to the Department of Education from
the IRS rather than from self-reports on the
FAFSA, schools would no longer need to
audit three million applications a year. Every
application would effectively be in an audit
loop already, since the data generating eligi-
bility would come directly from the IRS.

Making the application process easier this
way could also improve targeting. Because the
IRS can provide transcripts of up to three
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I-F income information came directly to the Depart-

ment of Education from the IRS rather than from

self-reports on the FAFSA, schools would no longer

need to audit three million applications a year.

years of prior taxes (and does so for thousands
of no-paperwork mortgage applications each
year), aid eligibility could be based on an aver-
age of several prior years’ income. This would
reduce the incentive for applicant families to
shift income between years, as well as provid-
ing an objectively better measure of need.
Note, too, that this approach would enable
families to discover whether they are eligible
for aid well before their children apply to col-
lege. With eligibility determined by just a cou-
ple of numbers like taxable income and family
size, aid amounts could be found in a table
simple enough to hand out to high school ju-
niors. The federal government could also pro-
actively mail financial aid estimates to taxpay-
ers,muchasthe Social Security Administration
now mails out projected benefit estimates.

GETTING FROM HERE TO THERE
Washington spends huge sums to induce high
school graduates to go to college — and for
good reason. College pays both the individu-
als who attend and the society that needs re-
sponsible citizens and productive workers.
But much of this investment is wasted in the
sense that it has little impact on decisions to
attend college.

The good news, of course, is that research
and common sense suggest an easy, n0-cost
fix. The more sobering reality is that the aid
system, like most aspects of big government,
is subject to powerful forces of inertia. Get-
ting from here to there will take energy and
dedication on the part of policymakers, ad-
ministrators and lobbyists for the higher edu-
cation establishment. m

Third Quarter 2008





