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College Is a Good Investment
College grads earn more, live healthier 
lives, and are more likely to vote
Maintaining a highly skilled workforce is 
key to economic growth
Other nations are quickly catching up with 
and even exceeding the U.S. in the 
proportion of young people earning a 
college degree
Evidence shows that subsidizing college 
can increase college entry and completion



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 our research
Pattern in the research literature: some aid 
programs are extremely effective while others 
have little to no impact
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)



Our research and policy focus is 
on closing gaps in college entry

Aim is to simplify aid process for those 
teetering on the threshold of college

Relevant choices
UMass Boston or work?
Bunker Hill or the Army?

Federal aid is the bulk of aid for these 
students



Consider the FAFSA



More FAFSA



Yet More FAFSA





Complexity of financial aid
rivals that of taxes





Information about aid eligibility arrives 
too late to affect schooling decisions

January
First chance to fill out FAFSA for September enrollment

February/March
Dept of Ed processes FAFSA, sends info to colleges
Government does not tell student about aid eligibility

March/April
Colleges send “aid award letters” to admitted students
First definitive information about federal aid













The Student Aid Report
“Based on the information you have submitted 
we have used the standard formula to calculate 
your EFC, which is $XXXX. Your school will use 
this number to determine what types of aid and 
how much you are eligible for based on your 
educational costs. The amount of aid you receive 
from your school(s) will depend on the cost of 
attendance at your school(s), your enrollment 
status (full-time, three-quarter time, half-time, or 
less than half-time), Congressional 
appropriations, and other factors.”



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



Compliance costs of 
federal aid 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



Complexity can reduce 
a program’s progressivity

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 thereby reduces progressivity of EITC

Worst case: compliance costs drive out target 
population

Students don’t apply for aid or go to college



Can complexity explain low effect of 
need-based aid? 

Rational economic model:
If compliance costs of aid exceed benefits of 
college, aid will not get people into college

Benefit: enhanced quality of life

Cost: time cost of learning rules, 
gathering records, filling out form

“time cost” = wages that could be earned 
during the time spent filling out forms, etc



Can complexity explain low effect of 
need-based aid? 

Rational model does not predict low 
impact of aid

Time costs for high school seniors are very low
Their wages are low!

Only those with very low benefits from college 
would be deterred by complexity

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



Insights into effect of complexity 
from behavioral economics

Time inconsistency
When pain is now and payoff is later, people don’t follow 
through on plans
Exercise, saving, studying, applying for aid

I’ll do it tomorrow….

Default behavior
People take the path of least resistance

Even when the costs of changing paths are tiny and the benefits 
large

Defaults in programs can have a huge impact on behavior
401(k) savings (Choi, Laibson, Madrian)

Employees of financial services company
Default was non-participation in 401(k) 
Change default to participation: participation rises 50%!



Relevant Insights of Behavioral 
Economics for Student Aid

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

––



Are there benefits of complexity in 
federal aid?

Behavioral economics 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?





Discard assets: use income and family 
size to determine Pell eligibility



Why so many questions matter so little
Many of the questions 

apply to very few families
apply mainly to those already above or below the 
threshold for aid 

Few families have any non-excluded assets above 
the threshold

15% of all dependent filers had any qualifying assets 
above the threshold

7% of dependent filers from <$50K families

Nationally representative data show that for 
families <$50K 

median assets are $1000
95th percentile $40,000 (SCF 2004)



Our Proposal

Combine Pell, and education tax 
credits into a single program

Families apply by checking off a box 
on their tax form

IRS forwards income data to 
Department of Education, which 
delivers grants to schools



Eligibility could fit on a postcard



Modest increase in spending, so 
that no one is harmed in the transition





Benefits of Our Proposal
Eliminates mountains of paperwork

Annually savings: 100 million hours for families, 
$millions for colleges & government

Delivers information about aid early
Gov’t mails out tailored aid info years before 
college
Information is available when preparation for 
college is should start

Lends a hand to those struggling to pay for 
college

Does not penalize saving or student work



Summary on complexity in federal aid
Federal student aid may be an effective poverty 
relief program, but is not an effective 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



Impact of 
federal simplification on schools

Students informed of their federal aid eligibility 
before they apply to colleges

Schools no longer determine Pell and Stafford 

FAFSA audit burden on schools reduced
Data comes to ED straight from IRS, so no need to ask 
student for supplementary data

Less information from federal government
Need to rely on PROFILE or other forms for data not on 
simplified FAFSA



Schools can simplify their aid 
process for low-income students

If federal aid is simplified
Use only FAFSA data for to determine institutional aid for 
those with income below an income cutoff
Could fund fully with grants below a certain threshold

Research has shown this to be effective at Princeton & Harvard

If federal aid is not simplified 
If student qualifies for auto-zero or SNT, do not require any 
further data (no PROFILE, etc.)

In either case: learn what complexity gets you
Do empirical exercise we did
Examine how distribution of institutional aid changes when 
questions are dropped from formula
Weigh value of added precision against costs of complexity


