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nancial aid. After decades of financial aid policy, there are
still significant gaps in college access by income, even after
accounting for differences in academic preparation and
achievement by income. Low-income high school graduates
in the top academic quartile attended college at only the
same rate as high-income high school graduates in the bot-
tom quartile of achievement. Such gaps, which are also evi-
dent in terms of race and ethnicity, suggest that the aid sys-
tem has not equalized access to higher education. A 2006
review of the aid system by the federal Commission on the
Future of Higher Education concluded what many observers
have voiced for years: The financial aid system is not ad-
dressing the problems facing students. Although financial aid
can dramatically reduce the overall cost of college, many stu-
dents still have significant unmet need. Moreover, the receipt
of financial aid is predicated on navigating a lengthy, com-
plicated process. As noted by the commission, some students
“don’t enter college because of inadequate information and
rising costs, combined with a confusing financial aid system.”

B R I D G E T  T E R RY  LO N G

Making College 
Affordable by Improving 
Aid Policy
Financial aid programs to expand college access could be improved 
by simplifying processes and favoring grants over loans and need-based 
rather than merit-based criteria.

igher education plays an important
role in U.S. society. In addition to
providing numerous public benefits,
such as an increased tax base and
greater civic engagement, it helps in-
dividuals attain economic and social
success. Experiences and skills ac-

quired from postsecondary education reverberate through-
out life in terms of higher earnings, a lower likelihood of
unemployment, and better decisions about health. Yet re-
search demonstrates that one of the primary barriers to col-
lege enrollment, especially for low-income students, is the fi-
nancial outlay required to attend. For this reason, the federal
and state governments spent more than $2.5 trillion in 2008-
09 on student grants, such as Pell Grants, with the hope of
encouraging enrollment.

Although there is a belief that financial aid could greatly
improve educational outcomes, there also are many reasons
to question the efficacy of the nation’s current system of fi-
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Although the financial aid system is imperfect, years of re-
search support the notion that financial aid can influence
students’ postsecondary decisions. Research has identified
effective financial aid policies that improve college enroll-
ment and choice, and the lessons learned from these stud-
ies could help inform current debates about how to improve
the financial aid system.

Three main lessons are clear from the numerous studies
on financial aid. The first lesson is that information and the
design of a policy are crucial factors in determining whether
a policy is effective in improving access. Therefore, policies
should balance the need to target limited resources at spe-
cific groups with the fact that making aid application and
award processes too complicated is likely to deter students.
Second, while recent years have witnessed the growth of
merit-based aid, these programs often favor more affluent
students who are likely to attend college regardless of whether
they are given financial aid. Therefore, if the goal of the na-
tion’s limited financial aid resources is to influence deci-
sions, then there is a strong case to focus on need-based
awards. Obviously, grants have larger direct costs than loans,
and so loans may be considered a less expensive way to help
students. However, the third lesson from the research liter-
ature is that loans have their own indirect, long-term costs,
which are hard to fully predict or put in monetary terms.
Debt can affect educational decisions as well as decisions
long after leaving college in ways that are suboptimal to both
the individual and society.

The affordability problem
Although there are many barriers to college access and suc-
cess, a major impediment is cost. As the Commission on
the Future of Higher Education concluded, “There is no is-
sue that worries the American public more about higher
education than the soaring cost of attending college.” Dur-
ing the 2009-10 school year, the College Board found that the
average total tuition and fees at public four-year colleges
and universities was $7,020, with average total charges
amounting to $15,213. Without any financial aid, the total

cost amounts to 30% of the annual median family income.
Concerns about affordability are even greater at private four-
year colleges and universities, which charged an average tu-
ition of $26,273, or $35,636 including room and board. This
constitutes more than half the annual income of a median
family. The average low-income student attends and faces the
costs of a local community college, and the average full-
time tuition at these institutions was $2,544 in 2009-10.

The current situation is the result of skyrocketing prices
during the past several decades. From 1979-80 to 2009-10,
the average cost of a public, four-year institution increased
from $738 to $7,020, a multiple of three times after account-
ing for inflation. Meanwhile, the median family income has
not nearly kept pace with growing tuition costs. Given the
high cost of college relative to family incomes, at least some
amount of financial aid is necessary for most families.

Of course, financial aid has been a staple of higher edu-
cation for several decades. To understand the degree to
which the current system meets the financial needs of stu-
dents, one must calculate the price students pay for college
after financial aid. After taking into account the multiple
sources of financial assistance, the price paid by students is
much lower than the list prices in college catalogues. Ac-
cording to the College Board, in 2009-10, the average net
price at a public, four-year college was $9,810 and $21,240
at a private, four-year college. Although net tuition prices
are significantly lower on average than list price, it is im-
portant to keep in mind that these are only mean values
with a great deal of variation across and within institutions.
Differences in net price at the same school may be based
on differences in financial resources, family makeup, and
student characteristics, such as academic ability. In a study
of the practices of very selective private colleges and uni-
versities, which tend to focus on need-based financial aid, re-
searchers found that the net price students face could vary
from $7,495 for students from the lowest quintile of family
income to $16,249 for students from families in the upper-
middle quintile and $23,399 for students in the highest in-
come quintile.
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in latex. In these juxtapositions, the former adorns the latter
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Although the costs faced by students are much less when
grant aid is considered, the remaining costs that families
must meet are often substantial. A study I did with Erin Ri-
ley in 2007 documented the significant amount of unmet
financial need faced by many students, particularly students
from low-income backgrounds and students of color. After
accounting for the family’s expected contribution and the
receipt of all grants, dependent students in 2003-04 faced
an average unmet need of $7,195. Increasingly, students are
turning to loans to make up this remaining difference. How-
ever, even after taking into account government and insti-
tutional loans, there is still significant unmet need. Re-
searchers have found, for example, that dependent students
faced $5,911 in unmet need ($4,503 for older, independent
students) after grants and loans.

Although the nation spends billions of dollars each year
on financial aid, the estimates on unmet need suggest the
current amount of funding may not be enough. Therefore,
many calls for reform have focused on increasing the level
of financial aid awards. Recent legislation has targeted this
problem. With the federal Health Care and Education Rec-
onciliation Act, signed March 30, 2010, the budget for Pell
Grants increased more than $40 billion. Still, this is not
enough to significantly reduce unmet need for most stu-
dents, especially with the continually rising costs of higher
education. Therefore, reviews of the research literature should
keep in mind how inadequate funding levels may limit the
effectiveness of current forms of aid. But rather than just
asking for more, it is necessary to consider the best ways to
alter the aid system guided by what is known about the types
of aid and particular policy designs that are most effective.

Does lowering costs increase enrollment?
Grants, or aid that does not need to be repaid, tend to be
the focus of most research on financial aid. Although some
programs have not demonstrated a large enrollment effect,
others have spurred much greater responses. The nature of
grants has also changed in recent years. Although the orig-
inal intent of most grant programs was to increase college ac-

cess for students who would not have otherwise been able to
attend, governments during the 1990s began to introduce
grant programs with a very different focus and design. It is
useful, then, to identify the distinguishing characteristics
of the most effective polices and consider how the change in
the focus of grant programs has affected affordability for
different income groups.

Because grants are not given randomly to students, but
rather often involve favoring students with need or merit
or both, a straightforward comparison of students eligible for
grants with those who are not eligible gives only a partial
view of the role of financial aid. Such comparisons do not iso-
late the effects of aid from other differences between stu-
dents, such as background or academic preparation. In re-
cent years, the best studies have used experimental or “nat-
ural experiments” to discern the impact of financial aid. The
introduction of a new program that affects some students but
not others can provide a useful research opportunity with the
aid-eligible students being the “treatment group” and inel-
igible students being the “control group.” In several cases,
researchers have compared the enrollment rates of the two
groups before and after the creation of a new policy. This
type of work has found that subsidies that reduce college
prices increase attendance rates, attainment, and choice.

The Pell Grant, which was introduced in 1972 as the Ba-
sic Education Opportunity Grant, is the nation’s largest need-
based grant program. Research on its effectiveness, how-
ever, has left more puzzles than answers. In one line of study,
researchers have compared the enrollment rates of low-in-
come students before and after 1972, with ineligible stu-
dents serving as a control group. In a 1996 study, Thomas
Kane found that contrary to program expectations, enroll-
ment grew 2.6 percentage points more slowly for the lowest
income quartile, the expected beneficiaries of the Pell Grant.
Other research also found no disproportionate growth in
college enrollment or completion of a bachelor’s degree by
low-income students after the introduction of the Pell Grant.
Only public two-year college enrollment seemed to grow
more quickly for low-income youth. Interestingly, in other

Given the critical role higher education plays in both
individual economic success and the public good, increasing
college access should be a major goal of the government.
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research, the impact of the Pell Grant was found to be large
and positive for older students, suggesting that the effects
of aid can vary by age.

There are several theories as to why the introduction of
the Pell Grant did not result in an increase in the enroll-
ment of traditional-age, low-income students. Some ob-
servers suggest that Pell might have had an impact only on
college choice, rather than on attendance, as there may have
been relative shifts in enrollment among different types of
colleges. Others have instead suggested that Pell may have
worked well enough to maintain the distribution of students
during the 1970s and 1980s; without it, enrollment rates
would have fallen much more. However, the most convinc-
ing explanations for the lack of a response among low-in-
come students to the Pell Grant focus on problems with the
program itself. Researchers suggest that low program visi-
bility, the complexity of the application process, and intim-
idating audit procedures contributed to limiting the aid pro-
gram’s impact. It is important to note that the current Pell
Grant program is somewhat different than it was in the early
1970s. Therefore, it is unclear whether these studies reflect
on the present nature and effectiveness of the policy.

A wave of more recent research has done a much better
job discerning the effectiveness (or lack thereof) of a vari-
ety of federal and state financial aid policies. Using a num-
ber of different research approaches, several studies have
convincingly established causal estimates of financial aid
programs and given much clearer answers about the poten-
tial effectiveness of grants.

Susan Dynarski, for example, examined the impact of
eliminating the Social Security Student Benefit (SSSB) pro-
gram, which gave monthly support to children (age 18 to
22) of dead, disabled, or retired Social Security beneficiaries
while they were enrolled full-time in college. At its peak, the
program provided grants totaling $3.3 billion annually to
one out of 10 students. In 1982, Congress decided to discon-
tinue the program. According to one study, this step reduced
college access and attainment by a difference of over 25%
between the treatment and control groups. This translates
into $1,000 (in 1997 dollars) of grant aid increasing educa-
tion attainment by 0.20 years and the probability of attend-
ing college by 5 percentage points. In contrast to the Pell
Grant, awareness among potential beneficiaries of the SSSB
program was high due to notification from the government
and the extremely simple application process. This gives early
clues to the importance of policy and program design.

The Georgia HOPE Scholarship is another grant pro-
gram that has been evaluated. Introduced in 1993, the pro-
gram pays for the in-state public tuition of Georgia resi-

dents with at least a B average in high school; residents
choosing to attend in-state private colleges received $3,000
during the early years of the program. Similar to the SSSB,
the HOPE Scholarship is simple in design and much effort
was made to publicize the program and to train high school
guidance counselors on how to help their students access
the program. Dynarski compared enrollment rates in Geor-
gia with rates in other southern states before and after the
program, and the results showed that Georgia’s program has
had a surprisingly large impact on the college-attendance
rate of middle- and high-income youth. The results suggest
that each $1,000 in aid (in 1998 dollars) increased the col-
lege attendance rate in Georgia by 3.7 to 4.2 percentage
points. Also, there was a much larger impact on college
choice. Chris Cornwell and David Mustard also examined
Georgia HOPE using a different data set, and they estimated
that the scholarship increased the overall freshmen enroll-
ment rate by 6.9 percentage points, with the gains concen-
trated in four-year schools.

The Cal Grant is another large state grant program. Its
eligibility criteria mix both need and merit as students must
meet thresholds in income, assets, and high school GPA.
The results of a study by Kane have suggested that there are
large effects (3 to 4 percentage points) of grant eligibility on
college enrollment among financial aid applicants, with
larger effects on the choice of private four-year colleges in
California. Unlike with the SSSB and Georgia HOPE Schol-
arship, the large response to the Cal Grant seems to be in
spite of its design. Some suspect that the impact of the pro-
gram could have been larger, because reports indicate many
eligible students, as many as 19,000, failed to apply.

Implications for aid policy
In summary, the research suggests aid programs can be suc-
cessful as price and financial aid have been found to influ-
ence students’ decisions about college. The programs that
have been the most effective are those that are relatively easy
to understand and apply for and that include efforts to en-
sure that potential beneficiaries are aware of them. This ob-
servation begs the question: What do students and their
families know about financial aid? In order to have an im-
pact on behavior, students and their families must be aware
of the policies designed to help them. Unfortunately, aware-
ness appears to be a major barrier to college access, as many
students lack accurate information about higher education
costs and financial aid. Researchers have continually found
a significant lack of information among prospective college
students. Most studies have suggested that students and their
parents greatly overestimate the costs of college. There also
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is a lot of misinformation about financial aid among par-
ents and students. A Harris Poll commissioned by the Sal-
lie Mae Fund found that two-thirds of all parents and all
young adults planning to go to college did not name grants
as a possible source of funds when asked about types of fi-
nancial aid. Awareness about aid and college costs appears
to be especially limited among low-income students.

The low levels of awareness about aid and the misinforma-
tion of many families has serious implications for the effec-
tiveness of any policy or program. In a world with many mis-
informed or unaware families, unless a program is highly
publicized and simple to access, it is unlikely to have a ma-
jor impact on college enrollment. Implicit in policy design are
tradeoffs between making a program simple to understand
and the need to limit eligibility to only a subset of students
due to finite resources. On the one hand, in order to have
an impact on behavior, students and their families must be
aware of the policies designed to help them and understand
how to access them. On the other hand, given the focus on
helping a particular type of student (e.g., financially needy stu-
dents), some type of means testing must be in place to ensure
that only students with actual need (or some other criteria)
are eligible to receive the aid. For these reasons of efficiency,
many arguments have been made for elaborate application
procedures for such need-based programs as the Pell Grant.
However, introducing complexity into how aid is awarded
can also be a source of informational barriers.

Critiques of the Free Application for Federal Student Aid
(FAFSA) and the general aid application process highlight
the tradeoffs between simplicity and means testing that must
be balanced in policy design. At its most basic level, the
FAFSA attempts to discern how financially needy students
are in order to determine how to distribute limited govern-
ment financial aid. It collects a wealth of information about
a family’s situation in the hope of equitably treating families
with similar situations. However, many critics surmise that
the lack of information about financial aid is linked to this
process. A major critique is that the FAFSA is long and cum-
bersome. Until recently, to determine eligibility, students
and their families had to fill out an eight-page, detailed form
containing over 100 questions. To answer three of these,
students had to complete three additional worksheets with
nearly 40 additional questions. Even the lowest income stu-
dents, who had already established their eligibility for other
federal means-tested programs and were known to be eligi-
ble for federal student aid, had to go through this arduous
process. Not surprisingly, research suggests that students
and their families are often confused and even deterred by
the form. In a 2004 study, Jacqueline King found that half of
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the 8 million undergraduates enrolled in 1999-2000 at insti-
tutions that participate in the federal student aid program did
not complete the FAFSA. Yet 850,000 of them—more than
20%—would have been eligible for a Pell Grant. Further-
more, of those who did file, more than half missed the ap-
plication deadline to be eligible for additional state and in-
stitutional aid programs.

Given this and other critiques of the FAFSA, many peo-
ple suggest that perhaps the application process leans too
far toward complexity without balancing the need to make
the process clear and reasonable for students. Recently, calls
to simplify the financial aid process have spurred the De-
partment of Education to implement several changes. The
FAFSA now uses “skip logic” in its online version to elimi-
nate questions that do not apply to some students and to
give students instant estimates of the Pell Grant and student
loan eligibility. The department also is piloting ways to trans-
fer information directly from the IRS to the online FAFSA.
These efforts still require families to be aware of the FAFSA
and to be able to complete it online, preferably with high-
speed internet, but they are still steps in the right direction.
Moreover, the Department of Education currently is revis-
ing the FAFSA4caster tool to more easily give families early
estimates of their financial aid eligibility.

Current research projects are also exploring interven-
tions that might deal with concerns about the financial aid
application process. For example, working with Eric Bet-
tinger, Philip Oreopoulos, and Lisa Sanbonmatsu, I devel-
oped a project in which tax preparers help low-income fam-
ilies complete their FAFSAs. The intervention streamlined
the aid application process and students’ access to accurate
and personalized higher educational information. Using a
random assignment research design, H&R Block tax pro-
fessionals helped a group of eligible low- to middle-income
families complete the FAFSA. Then, families were imme-
diately given an estimate of their eligibility for federal and
state financial aid as well as information about local postsec-
ondary options. Early project results confirm suspicions
that a lack of information and the complexity of the aid
process are hindering low- and moderate-income students’
ability to apply for aid and enroll in college. We found that
individuals who received assistance with the FAFSA and in-
formation about aid were substantially more likely to sub-
mit the aid application. More importantly, the program also
increased college enrollment for the dependent students
and for young adults with no prior college experience. Al-
though it will take time to determine the full benefits and
costs of simplification, these results suggest that streamlin-
ing the application process and providing better informa-

tion could be effective ways to improve college access. The
results also lend additional support to the idea that the most
effective aid policies are those in which there are high lev-
els of awareness and the application is relative simple. 

Need-based versus merit-based aid
While research demonstrates that grants are effective in en-
couraging college access, it is also worth considering which
types of grants have the largest impact on enrollment rates.
To answer this question, it is necessary to ask, who needs
support in order to attend college? In other words, what
kinds of students might be encouraged to attend college
with price subsidies? Although affordability, or the comfort
level of paying for the expense, is a concern of all students,
most middle- and upper-income students will attend col-
lege regardless of whether they receive financial aid. In con-
trast, the problem of college access, defined as whether to at-
tend college at all, is substantial for low-income students,
as illustrated by the gaps in college attendance by income
and substantial levels of unmet need for this group. There-
fore, if the goal is to maximize the impact of a dollar on col-
lege enrollment rates, funds should be directed toward this
group. Not surprisingly, price and financial aid have often
been found to have larger effects on the enrollment deci-
sions of lower- rather than higher-income students.

Based on the above reasoning, it is important to note that
the research literature documents that different types of
grants vary in who and how they affect college decisions.
For instance, the merit-based Georgia HOPE Scholarship
had large effects on college access overall, but the benefits of
the program were not evenly distributed. Researchers found
that the program widened the gap in college attendance be-
tween those from low- and high-income families and be-
tween black and white students. In sum, the program dispro-
portionally helped upper-income students. Moreover, the
major impact of the policy was on college choice rather than
enrollment; that is, Georgia HOPE influenced the enroll-
ment choices of students who would have otherwise at-
tended a different college or university. Although choice is
an issue worth considering, whether a student attends col-
lege at all is a more important concern.

Georgia HOPE marked the beginning of a larger trend
toward shifting state aid from a need-based to merit-based
focus, as many other state merit-based aid programs have fol-
lowed. Although more money is allocated by states to need-
based programs, according to NASSGAP, after accounting
for inflation, spending on non-need based grant aid grew
203% during the past decade, compared with only 60%
growth in need-based grant aid. These other state policies
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have differed in how they define merit, in funding sources,
and in the impact they have had on student outcomes. Dy-
narski found that the degree to which more affluent stu-
dents are favored in these state aid programs appears to be
related to how stringent the merit aid criteria are. In other
words, the degree to which merit is used in aid criteria has
profound effects on whether the policy influences college
access among low-income students rather than choice or
affordability for upper-income students. Given that the op-
portunity to perform well on some of the merit-based cri-
teria is related to income either directly or indirectly through
school quality, even high-achieving, low-income students
can be at a disadvantage for qualifying for merit-based
awards. Some researchers have concluded that even among
students of equal academic merit, increased emphasis on
merit in financial aid may exacerbate the trend toward
greater income inequality.

Recent federal aid policies also have moved away from
focusing on increasing the basic access of low-income stu-
dents. In 1992, federal financial need calculations began to
exclude home equity, thereby allowing many more middle-
class families to qualify for federal need-based support. That
year, the Stafford Unsubsidized Loan Program was also cre-
ated, which made student loans available to all families re-
gardless of income. Then, in 1997, the federal government
introduced the higher education tax credits, which were
available to families with incomes up to $100,000, far above
the national family income average. Most recently, the cre-
ation in 2006 of the Academic Competitiveness Grants in-
troduced merit criteria into federal aid for undergraduates.
The program gives Pell Grant recipients additional funds
for completing certain courses and maintaining a 3.0 GPA
in college.

The shifting of aid priorities from need to other criteria
becomes clear when juxtaposing the aforementioned trends
to what has happened with need-based aid. Whereas other
forms of aid have grown, need-based grants have not kept
pace. Since its inception, the Pell Grant has declined sub-
stantially in value, compared with tuition prices. Accord-

ing to the College Board, in 2008 dollars, the maximum Pell
Grant in 1976-77 was $5,393; it was only $5,800 by 2008-
09, even though tuition rates grew exponentially during the
same period. Despite the recent action to increase the Pell
Grant maximum, with so much lost ground, many low-in-
come students still have significant unmet needs.

There is no question that addressing issues of afford -
ability and rewarding performance with merit-based aid
are justified goals. However, as demonstrated by research,
shifting aid priorities to other goals has negative repercus-
sions for the important goal of increasing access. Careful
attention must be paid to the exact criteria used when
awarding aid for fear of duplicating the sometimes unfa-
vorable effects that have been found with other types of
grants, such as merit-based aid. Again, the question worth
asking is: What is the best use of limited funds in order to
increase participation?

The role of loans
As documented by unmet need calculations, students face
additional costs beyond their means even after accessing all
of the grants available to them. Loans have become the most
prominent form of student funding for postsecondary edu-
cation during the past 15 years. This is especially true for
full-time, full-year students. In my study with Riley, from
1989-90 to 2003-04, the proportion of full-time, full-year
students with loans rose from 36 to 50%. Moreover, average
annual loan amounts during this period grew 38% in constant
2003 dollars, from $4,486 to $6,200. While 79% of loan vol-
ume is awarded by federal programs (Stafford, Perkins, and
PLUS), private loan volume has risen substantially. From
1998-99 to 2007-08, the amount given in private loans grew
by a multiple of six, after adjusting for inflation.

Naturally, cumulative debt, or the amount students bor-
row during the course of their educations, has also grown
substantially over time. In one study, my colleague and I
found that between 1992-93 and 2003-04, cumulative debt
accrued by second-year undergraduates at public two-year
institutions increased an average of 169%, from $3,087 to

Grants have been shown to be effective in
influencing student decisions if designed properly,
whereas research suggests that loans are less
effective in increasing enrollment.
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$8,296, after accounting for inflation. Fourth-year under-
graduates at public colleges faced cumulative debt amounts
76% higher during this period, accumulating an average of
$17,507 in loans during four years by 2003-04. Fourth-year
undergraduates in 2003-04 at private colleges borrowed an
average cumulative amount of $21,946, a 57% increase dur-
ing the 10 years. Recent trends in student financing and
loan policy suggest cumulative debt amounts will continue
to grow at a rapid rate.

Has access to loans affected college decisions? Certainly
the increasing use of loans by students suggests that they
have grown in importance. However, growing reliance on
loans as a policy option has important implications for col-
lege access and persistence. Research on the role of loans in
college decisions is scant relative to that about grants, but
there are clues to how this form of aid might affect higher ed-
ucation outcomes.

One issue centers on identifying the effect of loans on
enrollment decisions. This question is empirically challeng-
ing, because eligibility for federal loans is correlated with
observed and unobserved determinants of schooling, thereby
biasing any straightforward, simple comparison of students
with and without loan eligibility. The effects of loans are
also unclear, as the studies that have been completed give
mixed results. Dynarski focused on variation in loan eligi-
bility after the Higher Education Amendments of 1992,
which removed home equity from the set of assets that are
included in the federal financial aid formula. The study con-
cluded that loan eligibility had a positive effect on college
attendance. Loans also appeared to influence choice by shift-
ing students toward four-year private colleges. On the other
hand, another study examined whether the shift in the com-
position of aid away from grants toward loans adversely af-
fected college enrollments in the 1970s and 1980s. The re-
sults suggested that the probability of attending college falls
when loans replace grants, dollar-for-dollar, in the finan-
cial aid package.

Although there is little research that examines the effec-
tiveness of loans, there are reasons to believe that they do

not have as large an impact on college attendance as do
grants. Several studies suggest that some students are reluc-
tant to take out loans because of the complexity they intro-
duce and fear of the repayment conditions. Financial aid
administrators report anecdotally that students from tradi-
tionally disadvantaged backgrounds often are unwilling to
incur substantial debt to attend college. Some research on
cultural barriers to debt suggests that this may be related to
socioeconomic differences. Other studies also have found
that the prospect of substantial borrowing discourages en-
rollment among some students, especially those from low-
income and underrepresented groups. Although socioeco-
nomic differences may play a role in student borrowing,
more research is needed to understand how students and
their families consider whether to take on debt. It is unclear
how many students are kept out of college because of debt
aversion, and given the shift in aid policy toward loans, such
differences have important implications for college access
and success.

Although loans appear to be less effective than grants in
increasing college attendance, they may be less expensive
for the government to provide than grants, because loans
must be repaid by the student. However, any cost-benefit
comparison should include more than just the direct costs
and initial impact on enrollment. When considering the
cost side of loans, it is first necessary to take into account
the subsidy incurred by the government in the form of in-
terest paid while in college (for subsidized loans) and the
fact that the interest rate charged is below the market rate (for
all Stafford loans). Additionally, the government shoulders
the costs of guaranteeing the loans and giving incentives to
private banks to provide them.

The potential costs of loans do not end there, however. Be-
cause they must be repaid, loans are a much more compli-
cated form of aid, and unlike grants, they may have many
long-term effects.

Debt burden, defined as the percentage of monthly in-
come a student must dedicate to loan payments, is a partic-
ular concern with student loans. In 2004, the American Coun-

Need-based aid is more effective in increasing access
for low-income students than other forms of aid.
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cil on Education concluded that the median debt burden of
7% was manageable and stable for students graduating with
bachelor degrees in the 1990s. But Sandy Baum found that
one-third of borrowers face debt burdens above 8%, a level
considered unmanageable. Another study found evidence
that half of the college graduates surveyed reported feeling
burdened by their debt payments. Although debt levels may
have largely been manageable for most students a decade
ago, the situation has probably changed for current students.
Higher cumulative debts, combined with recent changes in
federal loan programs, including increasing loan limits, sug-
gest today’s college students face even higher debt burdens,
which will continue to grow for future cohorts.

Debt burden is especially troublesome for students who
do not complete a college degree. In a 2005 study, Lawrence
Gladieux and Laura Perna found that for students who be-
gan college in 1995 and borrowed money but later dropped
out, the median debt was $7,000. Students who dropped out
of four-year programs accumulated a median debt of
$10,000, while dropouts from two-year programs accumu-
lated a median of $6,000 of debt. These amounts of debt are
particularly difficult because the dropouts are unable to reap
the full economic benefits of a degree. In one study, 22% of
borrowers who dropped out of their degree programs de-
faulted on at least one loan within six years of originally en-
rolling in college, compared with 2% of college graduates.
Such a stark difference in default rates underscores the im-
portance of degree completion and suggests that persist-
ence is important in determining if a student is able to man-
age his or her debt.

Another set of concerns about student loans is that they
could have unintended negative consequences on student
decisions. It has been suggested that debt affects students’
choice of major, deterring students from public service fields,
such as teaching and social work. According to the State
Public Interest Research Groups’ Higher Education Project,
23% of graduates from public institutions would face un-
manageable debt burdens if they entered teaching, based
on average starting salaries. For graduates from private col-
leges and universities, 38% would encounter unmanageable
debt as starting teachers. Loans could also impact life deci-
sions after college, such as buying a house, getting married,
or having children. Evidence is mixed, but research by Nel-
lie Mae during the past 15 years suggests that attitudes to-
ward education debt are becoming more negative. Another
survey by Baum and O’Malley, conducted in 2002, found
that home ownership rates declined by 0.2 percentage points
for every additional $1,000 in student loans.

The picture, then, is that loans and the resulting debt bur-

den could influence students’ decisions long after college
enrollment, perhaps in negative ways. Unfortunately, little is
known about the totality of these longer-term effects or how
to monetize them. Therefore, although grants mainly have
only upfront costs, the full costs of loans are potentially
much larger than they appear on the surface.

Making financial aid policy more effective
Given the critical role higher education plays in both indi-
vidual economic success and the public good, increasing
college access should be a major government goal. How-
ever, despite substantial increases in access to higher educa-
tion during the past several decades, postsecondary atten-
dance nationwide continues to be stratified by family in-
come, and students, particularly those with lower incomes,
have significant unmet need. In consideration of this prob-
lem, it is important to review the evidence on which aid
programs have been more effective and why. Aid can work
to increase college enrollment, but some programs and for-
mats have been more successful meeting this goal than oth-
ers. Three lessons can be taken from the extensive research
literature on financial aid.

First, when designing an aid program, information and
simplicity are important. What is clear from the literature is
that the mere existence of an aid program is not enough to
encourage enrollment, because the visibility and design of
the program also clearly matter. In several cases, researchers
have not observed large, general responses to the introduc-
tion of financial aid programs (e.g., the Pell Grant). On the
other hand, research on examples of highly publicized fi-
nancial aid programs characterized as being simpler in de-
sign and application has found large enrollment responses
(e.g., the Social Security Student Benefit Program and the
Georgia HOPE Scholarship). In summary, the research sug-
gests aid programs are most successful when they are well
publicized and relatively easy to understand and apply for.
This conclusion has strong implications for the FAFSA,
which needs to be substantially simplified. Moreover, there
are calls to enhance the visibility of aid programs, as my re-
search with Bettinger, Oreopoulos, and Sanbonmatsu has
shown that such efforts can have dramatic effects on col-
lege enrollment rates.

Second, need-based aid is more effective in increasing
access for low-income students than other forms of aid. One
of the original and most prominent goals of financial aid
policy was to enable the college attendance of students who
would not otherwise be able to attend. Given gaps in en-
rollment by income, much of policy has focused on low-in-
come students. However, with the movement from need-
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based to merit-based and other forms of aid, this aim is be-
ing lost. Merit-based aid programs favor more affluent stu-
dents, and similar results have been found in terms of the fed-
eral Higher Education Tax Credits and college savings pro-
grams. Given these facts, along with the recognition that
the government has limited resources, more attention should
be paid to targeting students whose decisions might actually
be altered by financial aid, as opposed to helping students
who would attend regardless. For low-income students, this
means focusing on need-based grants.

Third, all aid is not equal. Grants have been shown to be
effective in influencing student decisions if designed prop-
erly, whereas loans are less effective in increasing enroll-
ment. Moreover, the increased complexity of loans and their
potential negative impact on longer-term outcomes should
also be taken into account. Debt burden can have negative
effects on a range of outcomes, and it is unclear if recent ef-
forts to reduce the interest rate on government loans and
to extend the federal loan forgiveness program will do much
to mitigate these indirect effects. Therefore, the government
should be cautious in its recent trend toward using loans as
the primary form of student financial aid.
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