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Foreword

We all know the mantra: because education is not included as a federal responsibility in the U.S.
Constitution, the primary responsibility for assuring educational opportunity is reserved to the states.
Yet, at least with respect to one aspect of higher education — student financial assistance — most states
have not historically fully realized or accepted this responsibility. Only about 12 states have invested
substantially in need-based financial aid, another few have become infatuated with merit-based aid, but
most of these efforts appear better designed for the twentieth century than for the twenty-first.

If states truly want to provide a just and economically vibrant society, they must begin driving financial
aid policy, just as much as they drive institutional appropriations and tuition policy. This paper presents a
way of doing so, but within the context of the “new normal” financial circumstances of the twenty-first
century. States simply can’t afford to pursue the policies that bought us half a loaf of student success

in past times; we have to achieve much higher levels of student success in the new era, which will
require thinking differently about the way students, their families, institutions, states, and the federal
government work in sync to achieve both the public good and private benefit. This paper builds on the
forward thinking of Minnesota, Oregon, and Idaho in developing a shared responsibility concept that
expects all partners to contribute what they reasonably can, and by doing so create a financing system
that is cost effective, affordable to all partners, and designed explicitly for enhancing student success.
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Executive Summary

With increasingly widespread calls to raise educational attainment levels without substantially growing
public investment in higher education, policymakers and others have devoted growing attention to

the role of financial aid programs in providing access to, promoting affordability for, and incentivizing
success in college. Given relative levels of investment, most of that focus has been on federal financial

aid programs. But for students enrolled in higher education, the vast majority of whom attend public
institutions, the impact of federal aid policies is filtered through finance policies enacted at the state level.
The wide differences in financing strategies among states mean that states ultimately determine to a
great extent how college opportunities are distributed, costs are affordable, and students are successful.

This concept paper takes a closer look at state financial aid programs and how they are uniquely well-
positioned to address many of the financial challenges in college access, success, and affordability that
stand in the way of achieving educational attainment goals. It advances a framework for the distribution
of aid that is efficient with scarce public funds, encourages students to make progress and succeed,
promotes institutional behaviors that are aligned with public needs and expectations, and integrates state
policies with federal and institutional policies and practices. Informed by a set of guiding principles, the
paper makes the following policy proposals:

1. States can adopt a Shared Responsibility Model (SRM) as the framework for determining the
eligibility for a state grant, as well as the amount of the grant.

The SRM is an approach to determining aid eligibility and award amounts that divides up a student’s
cost of attendance among key partners including: the student, his or her family, the federal
government, the state government, and the institution. In so doing, it helps states make their policies
on institutional appropriations, tuition-setting, and financial aid work together to ensure access

and affordability for state residents. It also offers a framework for rationing scarce public funds in a
manner consistent with state goals around educational attainment. Finally, it gives students and their
families essential information about how to make a college education affordable.

2. States can encourage well-designed, state-supported programs to assist students in meeting
their student contribution.

In adapting an SRM-based approach to distributing state aid, states are expecting a significant
financial commitment from students. They can help students fulfill their commitment most
effectively if they also consider how work-based learning programs — like co-operative education,
paid internships, and work/study programs — might help students earn money while enhancing their
academic experiences at the same time.

3. States can embed demand-side incentives that promote student success.

Incentives that encourage students who receive state grants to proceed as rapidly as possible through
college are among the tools states can employ in their grant aid design. For instance, renewal of a
state grant may be conditioned upon forward-looking merit criteria, such as basing award levels on
the number of credits attempted and passed during the preceding academic term or year. States with
established merit programs may be able to creatively integrate those programs in ways that preserve
the incentives for students while simultaneously using the SRM approach to provide grant funding
where it reaches students whose decisions are most influenced by that funding.

4. States can embed supply-side incentives that ensure that institutions share in both the risk and
rewards of student success.

Adopting a set of supply-side incentives explicitly ties together the state’s investment in needy
students and its interest in the successful completion of target student populations. Such incentives
should take the form of shared risks and rewards, through which institutions can expect to share in
the rewards when the aid recipients in their care are successful, but stand to suffer a loss when they
are unsuccessful.

5. States can leverage grant aid programs to encourage institutional aid expenditures that are
aligned with state goals for student success, affordability, transparency, and predictability.
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In 2012-13, institutions collectively provided $44.4 billion in grants to students, an amount more
than four times greater than the total grant aid provided by states.” To help ensure that those dollars
are spent in ways that best advance the public’s interest in educational attainment, states can require
institutions to contribute towards meeting state-grant-supported students’ costs of attendance as a
condition for participating in the state grant program. Such a provision would need to account for
institutions’ differing capacity to make their own awards.

6. The federal government can recommit to its historic partnership with states in promoting well-
designed grant programs through a contemporary LEAP program.

One of the casualties of the recent economic recession was a federal policy known as the Leveraging
Educational Assistance Partnership (LEAP) program, which incentivized states to operate their own
need-based grant programs. Given LEAP’s historic role in encouraging states to create need-based aid
programs, even if its effectiveness had declined in recent years, a more contemporary federal-state
partnership program can prompt a new wave of state financial aid redesign efforts. Under such a
policy, the federal government might provide funds to states not for simply maintaining a relatively
modest need-based aid program as the old LEAP did, but would distribute support to states based on
how well students are able to afford their costs of attendance. By generating a competition among
states with affordability as the target, the policy could potentially serve to help keep rising tuition
prices in check, an idea that merits further examination.

7. States can ensure that their grant programs include an expectation that standards of academic
quality are maintained.

Such a commitment is foundational to the integrity of higher education, but it becomes important
to monitor and evaluate this since these policy proposals include incentives aimed at institutions that
benefit directly from the success of their aided students.

8. States can require that their financial aid programs are systematically evaluated.

As with any substantial subsidy program, states should think about how to evaluate the success or
failure of the program as they are designing it, and states should require institutions that participate
in their grant aid program to submit unit-level records on all their students, not just on those who
receive state grants.

Getting the alignment of subsidies right is essential to our ability to achieve national and state
educational attainment goals. Since much of the systematic variation in how higher education is
financed results from state policy, states are in the driver’s seat to foster better alignment. State grant aid
programs are particularly well suited to achieve alignment between appropriations, tuition, and financial
aid policies and to consider the relative contributions that key stakeholders must make in funding a
student’s college education. Those key partners are the students themselves, their families, the federal
government, the state, and the institutions. A grant program that establishes the expectations for each
stakeholder offers a state a clear conceptual framework for making policy choices about funding higher
education. An especially well-designed model will include incentives aimed at students to be prepared
for college and to accelerate their progress toward their educational goals. It also will create conditions
for institutions to double-down on the state’s investment in grant-aided students to better attend to

and promote student success and to more effectively target their own discretionary resources to enhance
affordability for those for whom it matters most. Finally, the federal government can create incentives for
states to invest in grant aid programs aligned with national educational attainment goals in a way that
respects the autonomy of and the wide disparities among states, and doing so in a way that leverages
the federal investment to dampen the rise in college prices.

Notes

" National Association of State Student Grant and Aid Programs (NASSGAP), 43rd Annual Survey
Report on State-Sponsored Student Financial Aid, 2013 <http://www.nassgap.org/viewrepository.
aspx?categorylD=3#collapse _351>; Sandy Baum and Kathleen Payea, Trends in Student Aid (New York, NY: The

College Board, 2013).
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States in the Driver’s Seat:
Leveraging State Aid to Align Policies and Promote Access, Success, and Affordability

by Brian T. Prescott and David A. Longanecker

The higher education community sits at a critical juncture in its history. As never before, it is facing
pressure emanating from increased demands to raise completion rates, keep costs in check and prices
within affordable reach, and turn out graduates with skills aligned for a globalized knowledge economy,
all while accommodating changing demographics and under fiscal duress in the wake of the 2008
recession. Driven by the need to spur higher levels of education attainment across the nation and the fact
that college expenses are a significant barrier to that goal, there has been increased attention on the role
of financial aid programs in providing access to, promoting affordability for, and incentivizing success in
college. Given relative levels of investment, most of that focus has been on federal financial aid programs
and how they can be made more efficient, propel more student success, achieve greater alignment

with available resources and society’s needs, and help contain costs. But for students enrolled in higher
education, the vast majority of whom attend public institutions, the impact of federal aid policies is
filtered through finance policies enacted at the state level. The wide differences in financing strategies
among states mean that states ultimately determine to a great extent how college opportunities are
distributed, costs are affordable, and students are successful.

Direct appropriations to institutions and published tuition levels established at state colleges and
universities are perhaps the most contested state-level higher education policies. Meanwhile, state-
funded aid programs seldom receive the same level of attention, except perhaps where programs
disproportionately benefit members of an especially vocal — and relatively advantaged — segment of the
electorate, like the HOPE Scholarship in Georgia. With so much hinging on states’ abilities to ramp up
educational attainment, especially among underserved populations, this is an opportune time for states
to review their own aid programs. Are the programs effective and efficient? Are they appropriately
motivating student populations, like low-income, first-generation, and adult learners, to enroll and

to succeed in college? Are they aligned with state and national aspirations to produce well-educated
citizens and productive workers? Questions such as these may lead policymakers to consider changes to
existing policies, or undertake a more wholesale study of the interaction of state higher education finance
strategies.

This concept paper is directed to policymakers who are considering a redesign of state aid programs

so that the state’s finance policies are aligned and aimed at improving educational attainment. It will
argue that state financial aid programs are well-positioned to address many of the financial challenges in
college access, success, and affordability that stand in the way of achieving educational attainment goals.
After providing an overview of the landscape of state aid programs and a brief review of the evidence
concerning the role that financial aid plays in promoting access and success, the paper will offer a set

of “core principles” to guide redesign efforts. Next, it will provide a set of specific policy proposals that
advance a framework for the distribution of aid that are consistent with those core principles. To a great
extent, the proposals are tied to an approach known as the Shared Responsibility Model (SRM), in which
a student’s costs of attendance are met through the contributions of five key partners: the student,

the student’s family, the federal government, the state, and the institution. The SRM also provides a
framework to help a state intentionally manage the interaction of direct appropriations and tuition
charges with financial aid, while offering integration points with federal, state, and institutional policies.
Particularly important, and an underutilized aspect of state aid, are components that explicitly define or
incentivize commitments of institutional aid dollars in ways that are more evident to policymakers and
students and are in keeping with state attainment goals.

An Overview of the Landscape of State Financial Aid Programs

A well-recognized truism in America’s federated system of government is that states are often considered
the “laboratories of democracy.” Without the same kind of policy calcification that is often evident
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in federal policy or the universal impact of federal policies, states enjoy greater flexibility to conduct
“experiments” that seek to solve public policy problems common across the nation. This flexibility is
apparent in how states have evolved diverse approaches to financing their higher education investments,
and perhaps nowhere is the variation more evident than in the wide array of state-funded financial aid
programs.

Yet as states and higher education institutions are called on to spearhead substantial improvements in the
educational attainment of their populations, state financial aid programs have been largely unexamined
in comparison to the attention showered on other higher education finance policies, especially state
appropriations, tuition levels, the Pell Grant, and student loans. This is largely because the total funding
that comes from states through student aid is relatively small when compared to state appropriations and
federal financial aid programs. In 2011-12, for instance, states collectively supplied $13 billion in financial
aid programs, mostly grants, much less than the $179 billion the federal government made available in
grants, loans, and tax credits.?

A second reason for state financial aid programs’ relative anonymity is that only a handful of states
account for the vast majority of state aid. Just eight — California, Illinois, New Jersey, New York, North
Carolina, Pennsylvania, Texas, and Washington — together accounted for 70 percent of total state aid
distributed based on financial need.? Other states like Georgia, Florida, and South Carolina have made
substantial commitments to merit-based aid programs. The aid policy in these states is certainly a high
priority, and their signature programs command most of the attention the nation gives to state financial
aid programs. Witness the coverage given to Georgia's HOPE Scholarship whenever it runs short of
money and struggles to ration its limited resources, without eroding the bold commitment that it makes
to students based on their performance in high school. For most of the remaining states, however, and
even for many of the need-based programs that rely on less rigid eligibility criteria, the conversations
about state aid programs seldom extend beyond provincial concerns that receive little attention outside
—and sometimes even inside — the state. Indeed, a few states’ experience with running their own grant
program is relatively recent, such as in South Dakota. Such relatively small-scale programs sometimes
amount to little more than budget dust hemmed in by fiscal constraints and competing priorities.

At any rate, the variation in program design and funding levels stand in the way of a coherent and
comprehensive national conversation about state financial aid programs.

A third reason that state financial aid fails to command much attention is due to the variety of program
designs that exist, both across states and within them. Two of the largest programs exemplify opposite
ends of this variability: Georgia is widely known for its HOPE Scholarship, which awards grants based
entirely on merit criteria, while Massachusetts’s principal program (MassGrant) provides funds to students
based on financial need and — unusual among state grant programs — allows its recipients to use their
grants at institutions in neighboring states. But that is just the beginning. For example, MassGrant is
just one of 38 separate aid programs displayed on the Massachusetts Department of Higher Education’s
website.* Among the others are grants that award funds based on merit criteria, other grants and
tuition waivers based on need, a student loan program, a work/study program, a scholarship targeting
students who enroll in a specific program of study, a performance-based scholarship pilot program, and
workforce-contingent aid programs aimed at encouraging students to commit to working in a high-
demand area following graduation. Massachusetts may stand out with the diversity of its financial aid
program “menu,” but most states have multiple programs. This variety is often the result of accretion
over time. A state sees a narrow need it decides to address with an aid program supported with a
modest amount of money. Not infrequently, a program gets named to honor its principal champion or
some other worthy individual, a development that may help give the program a life of its own regardless
of how much funding is behind it. This variety makes it difficult to talk coherently about state financial
aid as a whole.

This relative lack of attention is unfortunate because, at least among the public institutions that educate
about 75 percent of all undergraduates across the nation,” states vary considerably in the approaches
they take to higher education finance.® At one level or another, even if they have delegated the authority,
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states control the amount of money they appropriate directly to institutions, tuition levels established

at those institutions, and the amount and distribution of state financial aid dollars. These three tools

— Appropriations, Tuition, and Financial Aid, collectively referred to as ATFA — are “rarely considered by
states as an integrated whole” and, of the three, “financial aid is generally the afterthought, if it is a
thought at all.”” Instead, states routinely focus their attention first on direct appropriations and second,
spurred along by media attention on the rising price of college, on tuition.® A better approach would be
to align finance policies toward the pursuit of state goals, namely, increased educational attainment.

The time has come for a more robust and comprehensive look at the role that state financial aid currently
plays. There appears to be no way in which old commitments to low-tuition, exemplified by the California
Master Plan, can be regenerated. That is part of a funding paradigm whose day has passed no matter
how fondly we remember it, in an era in which the appetite for substantial government programs is
shrinking even as demographic change and other factors fuel competing fiscal pressures like Medicaid
and pensions on limited state budgets. Combined with an explosion of demand not fully matched by
corresponding increases in institutional appropriations, the result has been that the cost burden for
funding higher education has shifted dramatically to tuition payers. Changes in demography and in

the sources of enrollment demand also augur for significant policy modifications. Students seeking
higher education in the coming years will increasingly come from underrepresented racial and ethnic
populations that generally have less money of their own.® And, especially in the wake of the economic
recession, more students are adult learners. Yet most financial aid programs are built for dependent
students attending a single campus.

In these conditions, state financial aid is especially well-suited to help unravel the challenges of access
and success that individual students, institutions, and the policy environment collectively face. Even
though the federal Pell Grant program is well-targeted on those that most need funding to attend
college, its uniform application across states (and including private institutions) means that federal
student aid policies — including loans and tax credits and deductions — largely ignore variation that results
from the peculiarities of state history, priorities, goals, and funding approaches. That leaves the massive
federal investment in student financial support mostly incapable of addressing those differences.'®
Meanwhile, aid provided by institutions has its own problems. Institutional aid is generally opaque to
prospective students. It is dependent first on an institution’s admissions policies and practices and then
on which students eventually enroll. Finally, some institutions have much greater capacity to provide aid
from their own wealth than others, and generally those institutions with the greatest wealth enroll a
lower proportion of needy students. While no panacea, a state grant program is uniquely positioned to
mediate the difficulties of aligning access to financial support for those who most need it with the reality
of wide variation in the costs of attendance that students face.

The Effects of Price and Aid on Student Access and Success

We better understand how tuition and financial aid affects students’ participation decisions than how
those factors influence their ability to persist and eventually attain a degree or certificate. There is a broad
consensus and substantial evidence, for instance, that students from low-income backgrounds are much
more likely to be sensitive to changes in price or aid than are their wealthier peers."! It is also apparent
that an increase in published tuition price has more negative effect on student participation than an
identical increase in grant aid spurs participation, since published price may be a more easily understood
indicator of cost, even if a majority of students do not pay the full amount.'> Most of the focus of the
price sensitivity research has been on federal aid programs; the impact of specific state aid programs has
been less systematically studied, though the examples that do exist generally produce similar findings.'?

More recently as college completion has come to the fore, researchers have begun looking into whether
financial aid affects the success of aided students. This research is complicated by the fact that few grant
aid programs include an expectation of student progress or completion as a significant element in their
design and because the effects of a financial aid program’s impact on students’ success is somewhat
harder to distinguish from other characteristics related to persistence. In other words, most federal and
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state grant aid programs are aimed at trying to reduce financial barriers for needy students to attend
college, or to reward students who perform well academically in high school. But state aid programs
frequently are silent about whether a student must complete a degree or certificate, beyond specifying a
limit for which a student may remain eligible for the program or requiring adherence to a vague standard
of “satisfactory academic progress.” While such a limit may be an inducement for students to complete
their studies more quickly, it is at best a weak incentive for a student to persist. More common are merit-
based programs that expect students to maintain a minimum grade point average to renew their award,
but these provisions seem to be aimed less at encouraging student progress toward a degree than about
ensuring that recipients are held to a performance standard akin to the one for which they became
eligible for the award in the first place. In any case, improvements in student success are the result of
many intentional efforts and increased focus on the part of institutions and policymakers. But like the
evidence on participation, grants appear to have a positive effect on persistence, and they are far more
likely to make a difference in success to low-income students than their wealthier peers.'*

Other recent research addresses the extent to which students are diverted from college enrollment
by a lack of awareness or understanding of financial aid programs or by the complexity of acquiring
the aid. There is ample evidence to suggest that a greatly simplified application form and more
transparent eligibility process would help spur more students to attend college, and that complexity
disproportionately affects those from low-income backgrounds.’

Guiding Principles

The following policy proposals emerge from and are broadly consistent with a set of core principles that
guide the way we think about financial aid. While these principles have applicability in redesigning state
financial aid programs, they are not intended to be rigid; but to offer guidance in thinking through the
various tradeoffs and choices intentionally and with the broader public purpose in mind. No single policy
will adequately meet the varying needs and contexts of different states, and so these principles are not
intended to be confining or prescriptive.

Integrated role assignments. An effective state financial aid policy must be sensitive to how other
finance policies combine to exert influence over student and institutional decisions. The first principle
therefore specifically addresses the interaction of state grant aid programs with other sources of student
support and with other finance mechanisms.

The federal government provides virtually all of its subsidies to higher education operations through

a combination of grants, loans, and tax credits.’® Among these, Pell Grants might be considered a
foundation in terms of being the first source of funding aimed at promoting financial access to higher
education. As a voucher, the Pell Grant also facilitates students’ choice among institutions, clearly an
important part of its original intent even though its purchasing power has been much reduced over time.
Loans and tax credits are also key elements in facilitating students’ ability to choose. Most important for
our purposes is that the main federal financial supports available to students are uniform across all states.
They do not intentionally take into account the unique contexts and finance structures among states that
result in substantial variation in typical prices paid by students attending public institutions. Additionally,
the Pell Grant and other federal aid policies were designed principally for dependent students and their
families. But as more and more adults are enrolled in college, these policies may need adjustments to
better meet the different needs of older populations.'’

On the other end of the continuum are institutions that selectively offer admitted and enrolled students
financial aid to reduce their costs. In aggregate, institutional aid is substantial and not well understood.
Basic gaps in our knowledge relate to how students gain access to institutional aid funds, recipients’
characteristics compared to non-recipients, and how institutions differ in their approach to awarding
aid. Much institutional aid is restricted by the original donor to be distributed to students meeting
specific criteria, but institutions also provide considerable student support from unrestricted funds,
which flow from tuition revenue and state appropriations (for public institutions), as well as interest
from institutional endowments. In addition, aid levels vary widely among institutions, as do the reasons
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for which institutions provide aid. Community colleges and many other publicly supported broad-
access institutions may have very modest institutional aid budgets, if any. But private institutions and,
increasingly, selective public institutions are finding that institutional aid is the principal tool in strategic
enrollment management.'® That is, institutions selectively offer institutional support to improve their
prospects for enrolling the students they most want to attract. The wealthiest institutions use aid both
to attract students who otherwise would not be able to attend and to compete over students who are
considered the most desirable, especially those with high levels of academic preparation and test scores
that could help lift an institution’s position in the rankings. Increasingly as the pool of traditional-age
students contracts, institutions that are dependent on tuition payments as a substantial portion of total
revenue use their aid budget to attract students who represent essential revenue (even when it is sharply
discounted) to cover the bottom line. Further, a student’s eligibility for an institutional award and the
amount of the award are the result of an opaque process controlled almost entirely by the institution.'
Finally, the award notification timing can be problematic: students typically learn what institutional grants
they will receive only after receiving word that they have been admitted to an institution. That is too late
for those grants to have much impact on students’ decisions to apply to a college. For these reasons,
institutional aid serves institutional goals first and foremost, and institutional goals — driven as they are
by prestige-seeking behaviors — do not always correspond perfectly to the public’s interest in spurring
growth in educational attainment.?®

The states sit between the federal government and institutions as sources of grant aid. Unlike either of
the other two, states are uniquely positioned to align funding support for higher education so that it fits
their own contexts and is aimed at meeting state goals. Yet it can be a challenge for states to shape the
three principal fiscal mechanisms at their disposal — direct appropriations, tuition, and financial aid — into
a coherent and integrated package.?' Of these three tools, direct appropriations and tuition-setting are
rather blunt in their effect on students, in that all the resident students attending an institution share
equally in the subsidy provided through that institution’s direct appropriations and, notwithstanding
pricing that differs based on a student’s program of study or academic status, confront the same
published tuition price. The ways in which a state handles financial aid — whether by managing its own
program or by requiring institutions to fund need-based grants out of their own tuition revenue as
Arizona does — offers considerably more flexibility in pursuing state goals of affordability, access, and
educational attainment by allowing the state to target dollars on students who are more likely to help it
meet those goals. Thus, state financial aid policy can serve as the key to aligning the state’s fiscal policies
with its education goals. To do so effectively, however, the policy must be designed in such a way as

to compel those responsible for setting appropriations and tuition levels to consider how the funding
streams impact affordability for students from varying financial backgrounds.

Therefore, a redesign of state financial aid programs should adhere to the principle that fiscal policies
should be integrated and aligned with state goals, namely that the redesign compels a state to consider
appropriations, tuition-setting, and financial aid distribution as a coherent whole, not as independent
policies. It also means that the redesign should factor in the contributions made by the federal
government to student support, as well as what is available for student aid from institutions, and do so
in a way that ensures that the fiscal policies are working collectively to meet state objectives.

Demand-side principles. There is a set of emerging principles that address how state financial aid
programs can be most efficient in the distribution of resources to ensure students can access and succeed
in higher education. These address how students become eligible for state aid and come to understand
their obligations to receive it. Best represented in the recommendations offered in a recent report from
the Brookings Institution concerning effective state aid programs:

“1. Focus resources on students whose chances of enrolling and succeeding in college will
be most improved by the receipt of state support.

2. Consolidate and simplify programs in order to make them easily understood by
prospective college students and their families.

W'CHE / \/\/\\ | States in the Driver’s Seat: Leveraging State Aid to Align Policies and Promote Access, Success, and Affordability | 10




3. Design programs so that they not only help students gain access to college but also
encourage success after they arrive.”??

The principles that flow from these recommendations are that, first, effective grant programs are good
stewards of taxpayer funds by being economically efficient. They should target students whose behavior
will be influenced by some extra money, rather than spending scarce funds on those whose decisions
would be unaffected by the subsidy. Further, based on the ample research showing that financial aid
works most effectively for low-income student populations, economically efficient state grant programs
must incorporate a needs-based component in distributing aid.

Second, because “...increasingly varied and complex financial aid programs at the federal, state, and
institutional levels are further complicating both actual and estimated college-choice processes,”?* state
financial aid design should be as simple and transparent as possible to meet the state goals. Numerous
financial aid programs with different eligibility rules and award determination criteria can be a serious
barrier to understanding college affordability. Additionally, states can help by streamlining and simplifying
application procedures to reduce the burden on and confusion for students. Thus, another principle:
states should enact programs that are as simple to understand and to implement as possible and to
consolidate multiple programs with overlapping goals and target audiences wherever possible.

Third, as state and national goals have evolved to focus more on college completion, it is reasonable for
states to expect students who receive state financial aid to demonstrate adequate academic performance
and for recent high school graduates to be as prepared as possible for further education. After all, the
state’s goals are not simply to enable students to attend college or to reduce their costs of doing so

but also for students ultimately to be successful and earn a degree or credential. This principle rests on
the notion that we have grown accustomed to speaking about a false dichotomy of merit- versus need-
based aid, in spite of numerous examples of programs that blend the two criteria.?* Just as any financial
planner attempts to make smart investments rather than randomly distribute money, states can make
informed choices about how to invest their financial aid dollars. They can do this in two ways: one is by
relying on research to identify those needy students who have done as much as possible to be prepared
for their chosen postsecondary education program before they enroll, but that is still a backward-looking
definition of merit based on secondary school records. The second way is to define merit in a more
future-oriented way, by providing incentives for students to take and pass more credits during each term
of their postsecondary experience so that they make faster progress toward a degree or credential.

These three principles together address ways in which financial aid dollars can be leveraged to do more
than simply reduce the costs of college for students who are savvy enough to navigate the application
process. They are essential in ensuring that scarce resources are effectively targeted where they will have
the greatest impact on student behaviors, including whether to enroll, to understand how to become
eligible and apply for available funds, and ultimately to succeed in a reduced amount of time.

Accounting for the supply-side. The design of financial aid programs has traditionally been viewed as
a demand-side intervention aimed at influencing student enrollment and persistence decisions. Whatever
incentives that policymakers have tried to incorporate into financial aid programs to encourage better,
faster, or more successful progress through college have been aimed at students through the criteria
they need to meet to receive or renew grant awards. From this perspective, any impact on the supply
side — the institutions themselves — through financial aid will be indirect, mediated by a marketplace in
which poorly performing institutions are theoretically punished as students take their tuition and financial
aid dollars elsewhere. The only real direct supply-side effect relates to the link between federal Title IV
funding and accreditation, which is a relatively low, albeit an all-or-nothing, bar. Generally, institutions
face no penalties when students with state financial aid funds do not succeed so long as they can recruit
another student who brings along an equal amount of revenue.

Yet the dollars that flow through grant and loan programs are part of the net tuition revenue that is
the lifeblood of many private institutions and, increasingly, public institutions. While students bear the
ultimate responsibility for their success or failure, institutions have a significant role to play in delivering
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a curriculum and in providing adequate academic and non-academic support that can make a crucial
difference in optimizing students’ chances for success. Ironically, in other realms of higher education
finance, policymakers have tried to create appropriate supply-side incentives; the current round of
outcomes-based performance funding policies provides a contemporary example of such approaches.

This narrow view of financial aid as only a demand-side intervention is understandable but may be
short-sighted in two ways. First, aid recipients who are not well supported by their institution will not
make progress toward their academic goals. Second, aid recipients themselves represent a significant
investment by the state, one that will not pay off if they are unable to complete a credential of

value. Given the crucial role that institutions play in making that happen, a principle we believe to be
increasingly important is that state financial aid programs should incorporate elements that are intended
to ensure that eligible institutions commit their own resources to share in the risks and rewards of the
very same students in whom the state is investing in directly through grant aid.

Administrative principles. The effectiveness of many financial aid policies is diminished because
policymaker attention can be fleeting. Once the difficult work of getting a new or redesigned program
enacted is completed, attention quickly shifts elsewhere. Beyond identifying where responsibility for
administering the program lies, much less attention is given to policy implementation. Yet the success
or failure of the policy depends in large part on how well it is implemented in keeping with state goals
or, put another way, the policymakers’ intentions in crafting it in the first place. Thus, there are some
principles related to the administration of a redesigned financial aid program that guide our policy
proposals.

First, modeling a policy’s fiscal impact is an essential exercise but one that is fraught with ambiguity,
particularly because a policy is typically adopted in order to drive change in the status quo, even though
the modeling is necessarily based on data that reflect the status quo. Partly as a result (but also due to
the scarcity of public funds generally), financial aid programs need an effective way to ration available
resources, especially if a redesign effort works as intended to create greater demand. States and the
federal government commonly ration based on an approach that one might favorably label triage or,
more cynically, expediency. That is, they set arbitrary application deadlines that tend to disadvantage
the students most in need of support, they adjust eligibility criteria or award amounts to line up with
the funds projected to be available but without an equal regard to how those rationing choices impact
the achievement of state goals, or they strike a politically expedient deal with other entities (such as
institutions) competing over the same pool of funds that supports the financial aid program. Recognizing
that difficult political tradeoffs will be inevitable, states would still benefit by folding their aid programs
under the umbrella of a framework that keeps state goals paramount and the impact on students

of various policy alternatives clear. A framework that does this well equips states with tools to make
rationing decisions that help preserve the intent of the program.

A second important consideration is designing a grant policy that is relatively easy to operate, while
sufficient time and resources are allocated to do the initial implementation right. These elements will
help ensure that the responsible state agency is discouraged from taking shortcuts that sacrifice the
policy’s goals to expediency. State agencies need to have the support necessary to develop operational
approaches that allow them to quickly adapt the policy implementation in ways that do not undermine
Its Intent.

A compelling philosophical rationale with a wide appeal. For the general public, many public
policies, and especially the rules and regulations related to implementing them, are arcane. This may

be especially so in the case of financial aid policies, which are both highly technical and consisting of
programs with quite different cost implications for students and families. Even after learning of grants
(and sometimes including loans) they will receive from the federal, state, and institutional sources,
students often still face a wide gap in what they need out-of-pocket, beyond what they are told is what
they can afford. That mismatch helps drive a confused debate about affordability, a term that means
different things to different people with nothing remotely approaching a consensus. Yet if a financial
aid policy helps to establish a level for what constitutes an affordable college education, it can reduce
uncertainty over college costs. Defining that level also offers a guidepost for public policymakers to aim
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at in funding higher education, even if they cannot fully fund a financial aid program. Thus a principle
to guide policy proposals is that they should help to offer a clear vision for how students will be able to
afford their costs of attendance.

Establishing a rationale for what constitutes affordability also has the potential for generating
considerable support across the political spectrum. A policy that has wide appeal will be one that is
simultaneously generous to those who most need it, yet expects individuals — even those who receive
grants — to take responsibility for a substantial stake in financing their own education. The expectation
that students should come up with a portion of their own expenses is both pragmatic and evidence-
based. It is pragmatic because it fits in a world in which resources for financing a college education are
limited and the needs are great among a wide swath of prospective students. It also reflects the reality
that students attending college are routinely making ends meet by working, saving, scrimping, and
borrowing, but often doing so without such efforts being fully acknowledged in financial aid packaging
and without a guiding framework that addresses how much students should be expected to contribute
from their own resources. It is also a philosophically acceptable approach for those who believe that
financing college is at its core an individual responsibility or that public support should only flow to those
who have made a substantial commitment of their own. Institutions commonly impose an expectation of
self-help on students in awarding financial aid packaging. Furthermore, research indicates that students
that have a stake in their own educational costs have improved chances for academic success than those
who do not.? Finally, the policy should take full advantage of other available funding sources, including
parents and the federal government, before committing scarce state dollars.

Policy Proposals

Building off of the core principles, this paper advances a collection of policy proposals for states
considering a redesign of their financial aid programs. Also included is a proposal for the federal
government to stimulate development of state programs that are integrated with federal investments,
while promoting cost containment. These proposals are not intended to be a one-size-fits-all solution,
as we know that states will need to craft solutions that work for them within the confines of their own
contexts. Rather, they lend themselves readily to adaptation. Additionally, while many of the proposals
are presented in the language of the Shared Responsibility Model, if states find it infeasible to adopt
these proposals as an integrated whole as we advocate, individual proposals adopted separately can also
lead to a more effective state grant program. Appendix A addresses broad cost estimates for adopting
SRM, considers how it fits a few select states, and offers additional detail for the rest of the proposals.
Finally, as with any policy, there will be unintended consequences, some of which may be foreseeable;
these are outlined in Appendix B.

1. States can adopt a Shared Responsibility Model as the framework for determining the eligibility
for a state grant, as well as the amount of the grant.

The Shared Responsibility Model (SRM) is a philosophy for awarding grant aid that accounts for how a
student'’s total costs of attendance are to be met through the contributions of several partners, each of
which has a compelling interest in that student’s ability to access and to succeed in college. Two states
currently use a version of the model in the way they distribute their grant aid. Minnesota pioneered

the model by applying it to the distribution of awards through the Minnesota State Grant program
beginning in 1983. Oregon adopted the model for its Opportunity Grant in 2007, and at the same time
leveraged the change to nearly double its appropriation to that program in one year.

Beginning with the Cost of Attendance. The model first departs from conventional practice in financial
aid by starting with the cost of attendance a student will face, based on the sector he or she is planning
to attend, rather than with what the student and his or her family have available in financial resources
to pay for college. This initial difference reflects the fact that, if the student is to attend college, he or
she will somehow have to cobble together the actual money that will be necessary. The model does

not ignore the limited means many students have available to meet their costs. In fact, it uses that
information as a key element in the determination of eligibility and expected award amount. By contrast,
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the traditional approach of beginning with an estimation of family contribution, even in combination
with a Pell Grant and federal tax credits, falls well short of the total costs of attendance for most students
of limited means.

The difference is subtle but important. Currently, the federal needs analysis methodology tells a student
and his or her family how much money they have on hand to use to pay for college costs. With that
information, they can shop around to find out if there are colleges they can afford to attend, but how
they might be able to come up with their remaining “unmet need,” and what that amount may be, is
not likely to be clear to them. Under the SRM, students identify their likely college destinations first and
are provided a basic idea of the total costs they will face. Then the SRM, at least conceptually, helps
them understand how the principal partners in funding their education are supposed to come together
to meet those costs. Naturally, practice differs from reality, sometimes by quite a lot, but the SRM offers
states, institutions, and students clues about what they may do about it. There will be more on that later.

The difference also has the potential to shift the institutional perspective subtly but importantly. In the
current system, when families’ available financial resources are established first, the focus of the program
is on providing choice among institutions, rather than ensuring that deliberate attention is paid to the
actual costs of attendance facing students and families. In some respects, this is a characteristically
American, and market-oriented, approach. It conveys the following: here is what you can reasonably
afford on your own, now go and see which of the options available to you at that price level best meets
your needs, and don’t forget there exists a wide (and confusing) variety of sources of financial support to
help broaden those options. Accordingly, to understand how far short we fall in helping students achieve
their aims, we analytically rely on the concept of unmet need, which is the difference between students’
total costs of attendance and the amount they have available through their own estimated resources and
any gift aid and government loans that they are able to obtain. Unmet need is a peculiar concept: it only
exists for students who ultimately decide to enroll. But it fails to capture any information on the extent to
which a lack of finances discourages students from enrolling in college in the first place.?®

Obviously, institutions work to avoid pricing themselves at a level that large swaths of their target market
cannot meet, even with assistance. But with a postsecondary education perceived as essential to future
prospects in life, enrollment levels have seen generally consistent growth, and it is difficult to pinpoint

a threshold by which institutional pricing drives overall enrollment declines. As institutions’ pricing has
outstripped their own institutional aid resources, they increasingly have come to rely on the practice of
“gapping,” in which the packages they offer their admitted students fall short of meeting full cost of
attendance. Some institutions do so in part as an intentional admissions strategy aimed at discouraging a
less-desirable student from enrolling. But the fact that the practice has grown so much more widespread
is evidence that the pricing model in higher education that is grounded first on a calculation of what
students can pay may be broken in that it fails to force institutions to pin down their own prices. A shift
to a model that from the outset establishes costs of attendance encourages institutions to engage in a
more deliberate analysis of their pricing structure. If those costs of attendance are “recognized” as part
of a publicly-supported financial aid program, such a program encourages institutions to engage in
dialogue with policymakers and the public about how those amounts are established and what level of
aid is appropriate for the purposes of the program.

In its implementation of SRM, each state establishes the cost of attendance that it will “recognize”

in the determination of grant eligibility and amount. The SRM approach appropriately needs to take
into account the differences in those costs across sectors within higher education. So states likely need
to establish a recognized cost of attendance that is substantially lower for two-year institutions than
for four-year institutions, to reflect the fact that tuition charges are lower in the two-year sector. The
recognized cost of attendance also should probably not be institution-specific, but rather be a sector-
wide average, to provide a modest brake on upward price pressure that might come from institutions’
independent tuition decisions. Additionally, a sector average also creates space for the state to explicitly
define an institutional role in helping students meet their financial obligations.
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In establishing the recognized amounts, the state will have to decide how to treat the tuition and non-
tuition components of attendance costs. The former is relatively straightforward and should include
mandatory fees. How to set the amount for non-tuition expenses is less clear, however, due to variation
in students’ living situations (on-campus, off-campus, or at home with family), additional costs related
to curriculum requirements, employment situations, and other student preferences such as for housing
and food. Past experience suggests that student living situations are hard to accurately pin down, in

part because they are often very fluid during the course of an academic year, especially for low-income
individuals. For that reason, and because the institution itself has considerable control over the on-
campus housing and room and board rates, it may be simplest and most equitable to consider the
on-campus amounts in establishing the corresponding portions of the non-tuition expenses. That does
not mean that the state needs to simply take an average within sectors of non-tuition expenses, especially
given the extent to which residential colleges and universities have created relatively lavish housing
arrangements for some of their students. It may be that those housing options exist for good reasons —
we intend no criticism of institutional planning here — but the state grant program need not be expected
to cover anything beyond what a reasonable person would understand to be a frugal budget.

In states where students attending private institutions are eligible to receive state awards, states will face
a decision about how to treat those institutions in the methodology. Two options appear most obvious:
the state might simply apply the same cost of attendance it recognizes in the public four-year sector

to the private sector institutions, or it may recognize a cost of attendance no higher than the amount
applicable to public four-year institutions plus an amount equivalent to the average per-student subsidy
the public four-year institutions receive through direct appropriations. The latter approach would result in
grants substantially larger in the private sector while accounting for the contribution private institutions
make to the public good by producing college graduates for the state and relieving enrollment pressure

on the public sector.?’

The Partners. Once the recognized cost of attendance is established, the SRM methodology shows how
it will be met by the combined contributions of five partners.?® These partners are, in order of priority: the
student, the student’s family, the federal government, the state government, and the institution

(Figure 1).

As the principal beneficiary

of the education, the student
would be expected to
contribute significantly to her

or his education. In determining
eligibility for the state grant

and its amount, this expected
amount would not be sensitive to
income level; all students would
be required to meet the same
contribution level based on the
sector where they plan to enroll.
(Income sensitivity is part of the
methodology and comes in later,
plus institutional or other need-
based grants or scholarships can
help defray or eliminate out-of-
pocket expenses.) The student
contribution would be expected
to come in two ways. First, the
student has a responsibility to
prepare well for college and for

Figure 1. Five Partners Share Responsibility for Meeting the Cost
of Attendance (COA)
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government’s contribution (i.e., Pell
grants, tuition tax credits).
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the federal methodology.
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beneficiary, is expected to contribute
toward his/her own education costs.
Sources include: earnings, savings,
borrowing, or scholarships.
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achieving at the highest level possible in college. Both academic and finance policies should reinforce this
expectation. Second, the student has a responsibility to pay a significant, though manageable, amount
toward her or his education.

Expecting students to provide explicitly such a substantial portion of their costs of attendance is a radical
departure from most current policy. Yet it makes both philosophical and practical sense. Philosophically, it
better fits a concept of “she/he who benefits should pay.” Practically, it reflects what, in truth, is current
practice. Today, we simply do not fund our philosophy, so students and their families are left picking

up the expenses that current public resources are unable to cover, and in fact many, if not most, do so
through borrowing and work, too often incurring levels of debt that will prove exceptionally onerous, or
working at intensity levels that jeopardize academic success.

To adopt such a significant role for students requires two critical components: the student contribution
amount must be easily understood by students and their parents or guardians and it must be perceived
by students and their parents as truly achievable and reliably available. The Oregon approach to SRM
achieves this in the following way. First, consistent with the differences in cost of attendance for
postsecondary sectors, the student’s share should differ depending upon the type of institution the
student attends. Doing so reflects that there should be a cost of choice, albeit an affordable one. The
required student contribution can be quite simple and understandable: a student attending a community
college should be able to meet her or his financial obligation through reasonable levels of either work or
borrowing, whereas a student attending a public university should be able to meet her or his financial
obligation through a combination of work and borrowing (Figure 2). To determine just what would be
reasonable work and borrowing expectations, Oregon establishes the work requirement based on 90
percent of what a student can earn at minimum wage, working 15 hours per week. The state selected
this because research has demonstrated that students working at a reasonable intensity during their term
of enrollment, in general, do not suffer academically and may actually benefit.?? Oregon established its
borrowing expectation based on what a student could reasonably manage in debt repayment if they
chose to receive their degree in a high social value but moderately paid field, specifically education and

social work.
It should be noted that, in setting Figure 2. Recognizing the Difference in Costs
the amounts required for the Between Sectors Four-Year Sector

student contribution, the SRM
philosophy does not suggest that
students should necessarily be
expected to work or borrow. In

fact, they may obtain their portion
of their own educational costs in

a variety of ways, including work,
borrowing, savings (their own

or 529 plans), gifts from family
members, scholarships, or some
combination. The specification

of the student contribution

through work and borrowing is
only relevant for setting the total
student contribution amount in a
reasonable and evidence-based way.
The student contribution amount helps to establish an indicator of affordability in that, at least for the
student, there is an upper boundary for what the state believes to be an appropriate financial burden
that is tied to a reasonable work commitment during school and reasonable debt levels for repayment
afterward.
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The second partner is the Figure 3. The State Grant Award Differs Based on
student’s family. Before expecting ~ Students’ Financial Need
the public purse to pay for a Student A Student B

student’s education, it remains : Institution | | Institution .

legitimate to expect that the R . .
student’s parents will provide
what they reasonably can to the
education of their children.3°

The consideration of the family’s
capability to fund a student’s
educational costs is where the
SRM becomes income sensitive, as
shown in Figure 3. Even though
all students are expected to pay
an equivalent amount under SRM,
the methodology’s reliance on the
family’s financial resources means
that eligibility for the state grant
will taper off for students who
come from families of means.
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Student Student
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The third partner is the federal COA - student contribution)

government. The federal

contribution will include the

amount provided via the Pell Grant program and the estimated tuition tax credit amount for which the
student and his or her family will be eligible. Including at least these two sources of federal funds as a
separate component, plus the way in which borrowing is factored into the student contribution level,
ensures that the state grant program and the most significant federal subsidies are integrated. The SRM
methodology then calculates eligibility for and the amount of the state grant based on the difference
between the recognized cost of attendance for the sector in which the student is enrolled and the sum of
these other three partners’ contributions. This calculation is represented in Figure 4.3

Even though the state grant amount has been
established at this point, states should ensure that the
institution a student attends serves as a fifth partner. Sector Average Cost of Attendance
Together institutional aid represented approximately - Student Contribution

$44.4 billion in 2012-13, an amount that was nearly
five times greater than the total grant aid provided by
states.3? With those kinds of resources, and even after
recognizing that much of that money is concentrated
among the wealthiest institutions in the nation,
institutions have a role to play in ensuring affordability through the appropriate distribution of their aid
to those individuals who would not be able to afford to attend without assistance. There are a few ways
to think about how institutions can be included as a partner within the SRM methodology. The approach
we outline stems from the principle that the state has very limited capacity to direct institutions how to
spend funds in their care, much of which is restricted by donor intent and virtually all of which may be
subject to institutional discretion within the confines of state directives. There is one obvious way that
institutional aid can be incorporated into the SRM approach. In recognizing a sector-based average cost
of attendance, there will be some institutions that charge an above-average cost of attendance, which
the SRM approach will not fully meet even under conditions of full funding for the grant program. In
such cases, the state can, as a condition for institutional eligibility for the state grant program, require

Figure 4. SRM Award Calculation (in concept)

- Family Contribution
- Federal Pell & Tax Credits
State Grant Award Amount
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higher-cost institutions to commit to eliminating the difference between the state’s recognized cost of
attendance and the actual amount they charge for recipients of a state grant award.

Additionally, institutional aid funds also overlap with the concept that students should be capable of
meeting all or a portion of their own required contribution through scholarships they earned. In this
respect, institutional aid dollars are little different from scholarships a student obtains from private
philanthropy. Both should be encouraged to assist students in financing college, and in the process
should have some assurance that their support helps the student rather than substituting for state grant
aid. (This is illustrated by the respective ellipses within the Student Contribution component of Figure

1.) Such a design can stimulate philanthropic scholarship support not only by making private dollars
complement — not substitute for — state dollars, but also by conveying how philanthropic dollars will

be leveraged to facilitate student access and success. Likewise, students who have earned institutional
scholarships for demonstrated merit may use those funds to offset their own required student
contribution. Still, institutions may be incentivized to participate in the state grant program at higher
levels through a policy that requires an institutional aid match for students who are eligible for the grant
program, as described later.

Independent Students. The description of the SRM framework outlined above addresses how it

treats dependent students. However, the framework also can be adapted for independent students —
particularly important given the substantial portion of postsecondary enrollments and Pell expenditures
they represent. For independent students, the same principles apply; that is, the approach requires
students to come up with a contribution that is equivalent, whatever their income background, and the
same number of partners are expected to contribute toward meeting that student’s costs of attendance.
The one significant difference relates to the family contribution. Whereas for dependent students, the
family contribution consists of the parent contribution as determined by the federal methodology,
establishing the amount required for independent students is not so straightforward.

States will have a number of options for how to treat independent students under SRM. Many will not
have Estimated Family Contributions greater than the student contribution amount established by the
state based on a reasonable work commitment. For them, their family contribution may be $0. But
states may elect to include EFCs in excess of that amount as available for the family contribution, even
for students attending the four-year sector. States may also factor in considerations about independent
students’ marital status and whether or not they have dependents of their own. Also, because the Pell
Grant amount is reduced substantially as income rises, which could have a disproportionate impact on
unmarried independent students since their EFC is calculated off of their earnings alone, states might
consider whether to adjust the state grant amount in proportion to reductions in Pell.

This is not a straightforward issue, however, because states will not want to create incentives for savvy
students who would otherwise be dependent to declare their independence early in order to gain
access to a larger state grant award. Spouses who also are enrolled in postsecondary studies would

be treated separately for the purposes of state grant awards. But income from spouses who are not
enrolled would be considered as part of the family contribution in the SRM framework. In either case,
those with dependents of their own would see a reduction in their federally-determined Expected Family
Contribution to account for their needs.

The SRM could be more fully integrated with federal policies by accounting for payments from other
federal programs in the funds provided by the federal government. Such payments would come through
the Temporary Assistance for Needy Families (TANF), Supplemental Nutrition Assistance Program (SNAP,
better known as Food Stamps), and other social safety net programs. Doing so would reduce state
grants for needy independent students, but because each of those programs is aimed at defraying the
same expenses that are accounted for in the non-tuition portion of the cost of attendance, there is an
argument to be made that not accounting for these payments effectively amounts to paying a select
group of students, albeit very needy ones, twice for the same purpose.

W'CHE / \/\/\\ | States in the Driver’s Seat: Leveraging State Aid to Align Policies and Promote Access, Success, and Affordability | 18




Rationing. The reality is that the funds available to fully support any financial aid program are unlikely
to be readily available, so rationing is likely to become as inevitable under SRM as it is for any other
approach. Once rationing occurs, it reduces some of the power of the SRM approach to communicate a
clear roadmap about how potential recipients will be able to meet their full costs of attendance. But as
a framework for guiding difficult policy choices, the SRM lends itself to a discussion about how to ration
in ways that preserve the intent of student financial aid programs more effectively than traditional policy
designs. Not only does the approach encourage a more intentional weighing of the tradeoffs of one or
another approach to rationing but it also supports a debate about whether and to what extent the level
of rationing is weakening the state’s ability to use the program to achieve goals. That is, keeping overall
focus on cost of attendance provides a framework for evaluating the impact of rationing choices on
students more than the triage approach that states typically take. Such approaches either tend to shift
funds away from those who are likely to be most in need (such as application deadlines and elevated
merit eligibility criteria), or adopt eligibility or award limits that are basically arbitrary, and unpredictable
from year to year, except for matching available funds with projected liabilities.

Many of the rationing tools widely used in traditional state financial aid policy are options under SRM,
although they would be subordinate to the SRM calculation. That is, the rationing tools would only be
applied after the full liabilities of the program are calculated if all students received the full award for
which they would be eligible. For instance, a state could choose to impose a hard cap on eligibility based
on income, as many currently do. But eligibility for an award based on the SRM is a function of the
state’s decisions about student contribution and recognized cost of attendance, as well as federal policy
concerning the Pell Grant and tax credits. Thus, an income cap would only come into play after the SRM
calculation was made. Likewise, the state could establish a minimum award amount, but it too would be
imposed only after the award is established. Other more standard rationing tools that could be employed
by a state under SRM include setting a maximum award amount or reducing all awards by a specific
dollar amount. States could also ration SRM based on demand-side incentives such as expecting students
to complete degrees in a more timely way (more on that later).?3

Additionally, the SRM calculation gives states a couple of other useful rationing tools. First, the state
could opt to make adjustments in the calculation itself. Any such adjustments that raise the amounts
expected to come from partners other than the state would obviously lower the resulting state grant
amount. Among those options are to adjust the recognized cost of attendance. Doing so might erode
the extent to which the program reflects the true costs that students face in paying for college, but

it may also create pressure to keep tuition prices or the treatment of non-tuition expenses in check at
institutions.?* A second possibility is to make adjustments in the amount students would be expected

to contribute themselves. Because in concept this is the key component in defining what the state
believes is affordable, states making the choice to adjust it should keep that in mind.> A third way to
ration through the calculation is to add a percentage increase to the family contribution component. For
instance, a 10 percent imbursement on the family contribution would reduce the resulting state grant
by an equivalent amount. This approach would not impact the neediest students (because their family
contribution is $0) but have a progressively greater impact on students from relatively better off financial
backgrounds. Fourth, the state could ration limited resources by expecting relatively more funding to
come from institutional sources, either through a matching program (described later), or by adjusting the
recognized cost of attendance. Finally, if states opt to account for payments from TANF, SNAP, and other
federal social safety net programs in determining award amounts for the neediest independent students,
states may be wise to hold those students harmless from any subsequent rationing efforts.

2. States can encourage well-designed, state-supported programs to assist students in meeting
their student contribution.

States that adopt the SRM framework have a compelling reason to ensure that recipients of a state
grant have a legitimate chance to obtain work in order to meet their required student contributions.
Additionally, the right kind of work experiences correlates with improved student outcomes, and evidence
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suggests that students benefit from such experiences so long as they do not overly interfere with
academic pursuits.

But states can aim higher than simply helping a student obtain employment so that they can meet

their required student contribution under SRM. They can look for ways to encourage more intentionally
integrated workforce experiences for students in their grant programs through co-operative education
and internships. Such options can be particularly helpful to students finding or refining a career path and
obtaining experiences that will be invaluable in their job search following completion of their studies.
They also help students integrate the learning they obtain in class with the world of work, enriching their
academic experiences in the process.3®

Employers likewise benefit from sponsoring students through co-operative and internship programs. They
can reduce the costs of their recruitment efforts in the process if a student is successful in their experience
(or avoid potentially making a bad hire if not), and it appears that employees recruited through such
programs have a lower turnover rate.?’ States benefit by creating pathways for industry and academia

to partner collaboratively and learn from one another, particularly if their representatives jointly serve on
program advisory boards. Students recruited out of co-ops and internships also may be more likely to
remain in-state following graduation.

States can facilitate such programs in a few ways. First, states can work with industries to create advisory
boards for such programs. They can also create a tax credit (or some other incentive) to encourage
employers to engage in developing and utilizing co-op and internship experiences, such as Ohio has
done. In the states that have their own work/study programs, there is an existing funding source that
appears to be custom-designed to promote such activities. States without a work/study program can
consider how to develop one in a way that assures participants of a work experience meaningfully tied to
their academic goals.

3. States can embed demand-side incentives that promote student success.

States have a legitimate expectation that the students will have prepared themselves sufficiently for
college-level work and, once enrolled, will make progress toward their academic goals at an appropriate
pace. Therefore, borrowing from examples like the Twenty-First Century Scholarship program in Indiana,
recent high school graduates who have taken and passed a college-preparatory curriculum should have
priority in gaining access to the state grant program. Unfortunately, the same eligibility criterion cannot
be placed on adult learners who would otherwise be eligible, since many years might have elapsed since
they were high school students.

Once in receipt of a state grant, students may be required to show timely progress toward a degree or
certificate. Renewal of the state grant award may be conditioned on forward-looking merit criteria, such
as by creating levels for renewal of their award based on the number of credits attempted and passed
during the preceding academic term or year. For example, the state may establish that a student seeking
a fully funded renewal of their grant should complete 30 semester hours during the academic year (fall,
spring, trailing summer), and each credit below 30 results in a dollar amount reduction of their grant.
Students beginning part-time could have their grant awards reduced in the same manner. States can also
establish a minimum level of enrollment intensity required to be eligible for any award from the state
grant program.

The state also could establish a requirement that a portion of a student’s grant be disbursed later on
during the semester, a practice that is being pilot-tested at some institutions.3® While the program

does not envision a performance-based scholarship in which students receive bonuses for passing more
courses, such programs may be useful as an additional incentive. But the effect even absent bonus
payments may be similar in that the student only receives funds above the amount required to pay tuition
once they are reaching meaningful milestones within the academic term, such as remaining in good
standing through the add/drop period and the deadline for course withdrawals.
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These demand-side incentives, especially the requirement for students to take rigorous, college-
preparatory courses in high school, require an effective program of early outreach. States using the
SRM methodology will find that explaining how the model is designed to make sure students are able
to afford college costs has considerable potential for reducing financial barriers. Both Oregon and
Minnesota have developed websites to help students and their families to estimate their state grant
award and to see how it, together with contributions of their own and from the federal government,
adequately meets the cost of attendance facing them. Such a website calculator should be as
straightforward and simple as possible.

States with established merit aid programs may find it difficult to repurpose the funds in those programs
for a new program built off of SRM, but they may be able to creatively manage the integration of their
programs under the SRM umbrella. An obvious way would be to continue to provide those programs

as a way for students to fulfill their required student contribution amount. Another approach might be
to elevate the required student contribution amount in the expectation that students should meet the
criteria embedded in the merit program. The principal drawback or dilemma facing such states is the
opportunity cost of the merit aid funding, which generally reaches students from income backgrounds
well beyond the neediest. Thus, adapting a merit-aid program in this way may in fact disadvantage some
low-income students who are capable of doing college work but cannot claim the grades or test scores
necessary for a merit award under most applicable states’ eligibility rules, leaving them faced with a
student contribution level that exceeds the affordability thresholds related to work and borrowing. Yet

if significant changes to a pre-existing merit aid program are unlikely, using SRM as a framework within
which that program can be fitted still situates merit aid more effectively as one tool within an overall
state strategy that seeks to provide grant funding where it best influences student access and success.

4. States can embed supply-side incentives that ensure that institutions share in both the risk and
rewards of student success.

To enhance the chances that state grant aid recipients are given every opportunity to succeed — and for
the state’s investment to pay off — states can create a supply-side incentive as a component to their grant
program. This strategy explicitly ties together the state’s investment in needy students and its interest in
the successful completion of target student populations.?® A set of supply-side incentives should take the
form of shared risks and rewards, through which institutions can expect to share in the rewards when the
aid recipients in their care are successful, but stand to suffer a loss when they are unsuccessful.

The dilemma is how to avoid a system that potentially punishes institutions when the students who are
the most challenging to serve turn out to be unsuccessful without inadvertently giving institutions a
reason to avoid serving those students. Fortunately, the SRM methodology offers a way to provide the
balanced set of incentives in the way it treats the tax credits available to students in determining eligibility
for the state grant award. Failing to include tax credits in the SRM methodology would leave a substantial
amount of federal dollars on the table, but students are unable to access those funds until long after
they need to pay their tuition bills. The state could leverage this feature to introduce an appropriate

level of risk faced by an institution. Institutions that are willing to defer the tax credit portion of the SRM
methodology for a year — in effect, offering aided students a no-interest loan — would become eligible for
a supplemental allocation from the state if the student reaches established milestones. For aided students
who persist into a subsequent academic year, their institution would receive a prorated allocation from
the state based on how close a recipient came to reaching a target milestone (subject to a minimum
threshold of success). For instance, an institution would receive 100 percent of their allocation payment
if a first-year student remained on track for on-time graduation (by successfully completing 30 semester
hours). Students who achieved 27 hours would earn their institutions 90 percent of the full supplemental
allocation. Students in subsequent years would be expected to pay their full costs, including the amount
they would expect to receive from tax credits. Conversely, if a student failed to persist into a subsequent
year, the institution would not be eligible for the supplemental allocation. It would also be unable to
collect on the tax credit amount it spotted the student at the beginning of the term. Whether or not
institutions are required to participate in such a system of shared risks and rewards, it would be crucial
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that the supplemental allocation be sufficient to entice institutions to see it as being in their own best
interests to do so.

A second supply-side intervention, however, should not be voluntary. As a condition of their eligibility,
institutions participating in the state grant program would be required to make a public commitment
that aided students would have access to the necessary courses and that the institutions would develop
interventions and supports to ensure that these students take and are able to pass gatekeeper courses in
a timely manner.? This component would send an important message, but without funding behind it, it
would not be as strong an incentive as the shared risks and rewards option above.

5. States can leverage grant aid programs to encourage institutional aid expenditures that are
aligned with state goals for student success, affordability, transparency, and predictability.

In addition to the expectation that institutions cover any gap
that results when their actual costs of attendance are higher
than the sector-based average cost of attendance recognized
under SRM, a state may decide that institutions should play a
more direct role in helping students pay for college. One way
to do that would be to expect institutions to provide matching
funds for each aided student. Such a requirement is illustrated
by Figure 5, which depicts the required match. Institutions
would be required to cover any additional costs of attendance
that exceed the amount that is recognized under policy by the
state for the purposes of distributing the state grant dollars.
Presuming institutions would still have institutional aid budgets
left over after meeting their match requirement, that remainder

Discretionary
. . R Institutional Grants
would be available for use on aided students at the institution’s

discretion. Student

States would need to consider the extent to which institutional
aid budgets vary substantially across sectors. It may be possible
to establish a reasonable schedule for appropriate matches, with
public research universities e>.<pe;ted. to_maintaih a higher match * This component reflects the

rate than public comprehensive institutions, which generally requirement that an institution cover
have lower institutional aid budgets and a less elite-oriented any difference between the state’s
mission. I\./Iealnw.hile, it may Qot be reasonable to gxpect public recc(gA""ZfZ(: sctgé Z’::n'ttsr:c‘;‘;?ei‘tj;fal
two-year institutions to provide any match at all given that they

generally have negligible aid budgets and a thoroughly open-

access mission. A separate schedule may be necessary for private institutions, which could be similarly
tiered based on measures of institutional wealth and market reach. In Figure 5, these differences in the
relative required match rates would be illustrated by shifting the line between the “Institutional Match”
and the “State Grant” one way or the other.

Figure 5. Financing SRM Including a
Required Institutional Match

Institution
Match

Federal Government

Private Scholarship

———— 92UepuUdNY 4O 150D paziubodey ——

There is ample evidence that institutions — even public institutions, increasingly — do not target their aid
budgets on students with the most financial need.*! It is not the intent of this recommendation to dictate
to institutions how all of their aid budgets should be spent. But requiring institutions to cover a portion
of a needy student’s costs of attendance in the SRM framework in order to gain access to the state grant
program could redirect some of the $44.4 million that institutions spent on aid in 2012-13 away from
students without demonstrated need towards those whose attendance and success are most influenced
by the availability of financial aid.

6. The federal government can recommit to its historic partnership with states in promoting well-
designed grant programs through a contemporary LEAP program.

Not long ago, the federal government ran a program that incentivized states to operate their own
need-based grant programs. Known as the Leveraging Educational Assistance Partnership (LEAP), the
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federal government let it lapse in the midst of the economic meltdown. It may be that the program had
grown stale and ineffective, and a federal assessment recommended its termination.? But when it was
created in 1972 (and known as SSIG, the State Student Incentive Grant), it helped spur the creation

of state need-based grant programs in the majority of states where none existed. Even so, the Obama
Administration’s decision to discontinue the LEAP program was perhaps surprising when viewed against
its eagerness to put federal funding on the table — with conditions — as a way to encourage states to
reorient policies and practices in alignment with the administration’s goals, seen in Race to the Top and
the Affordable Care Act.

If history provides any lessons, states will embrace an opportunity to redesign their financial aid programs
with varying degrees of enthusiasm. Given LEAP’s historic role in encouraging states to create need-based
aid programs, we believe a more contemporary program has the potential to offer states incentives to
redesign existing programs to conform to the principles outlined in this paper, as well as to create a
better integration with federal programs.

A more contemporary LEAP program would be designed so that the federal government provides funds
to states based on how well students are able to afford their costs of attendance. The rate at which the
federal government could match state aid expenditures would be based on a schedule of ratios of the
funds available to aided students (perhaps subject to an income threshold such as students also eligible
for Pell Grants), as assessed under the SRM, to the enrollment-weighted average costs of attendance

in a state. The result would show which states are doing better at protecting student affordability,

and distribute greater rewards to those that are making a stronger effort in that regard. The federal
government would need to calculate its own student contribution levels, using the minimum wage

rate effective in each state. This would be necessary to prevent states gaming the match program by
closing gaps in the two numbers simply by manipulating the student contribution amount they use for
their own residents. With this measure of affordability as the target, the match program sets states in
competition with one another for federal funding based on how well states are able to constrain growth
in attendance costs, without federally mandated price controls. This competition among states would
serve as a cost containment mechanism because states that are able to reduce the gap between funds
available to students and the costs of institutions would be able to claim larger amounts of the federal
funding through this program.

More work needs to be done to determine the amount of funding that would be sufficient to ensure that
such a remodeled LEAP program would have the desired effects. Certainly, the federal government does
not have much room to start expensive new programs; especially any that resemble ones that it recently
discontinued. As a start, however, we believe that such a program may be a more effective use of the
campus-based aid funds, like the $695.6 million that was spent on Federal Supplemental Education
Opportunity Grants in 2013-14. Additionally, the nature of the program, especially its virtues in aligning
state finance policy and federal policy toward access, affordability, and success and in setting in place
some incentives for cost containment, may justify redirecting a modest portion of Pell Grant expenditures
in this manner, if no other funding source is feasible. We estimate that an annual pool of $4 billion to $5
billion would be sufficient to spur the kind of state attention necessary.

7. States can ensure that their grant programs include an expectation that standards of academic
quality are maintained.

Such a commitment is foundational to the integrity of higher education, but it becomes important to
monitor and evaluate this since these policy proposals include incentives aimed at institutions that benefit
directly from the success of their aided students. It is essential that those students receive a high-quality
education.

8. States can require that their financial aid programs are systematically evaluated.

As with any substantial subsidy program, states should think about how to evaluate the success or failure
of the program as they are designing it, in particular to ensure that they will have the data necessary for
the evaluation. It is clear that unit-record data captured by the state will be optimal for administering the
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program, but access to such records will be necessary for an effective evaluation. States should require
institutions that participate in the state grant program to submit such records on all their students, not
just on those who receive state grants. They also will need to track student mobility through the National
Student Clearinghouse or other data exchange resource that can resolve identities.

Conclusion

Meeting educational attainment goals has become an essential priority if our national and state
prosperity is to be assured. Getting there will require the strategic and efficient investment of scarce
public resources in ways that promote access, success, and affordability for students while also
incentivizing institutions to improve productivity, spur completion rates, and keep prices in check. Getting
the alignment of subsidies right is essential for this objective and, since much of the systematic variation
in how higher education is financed results from state policy, states are in the driver’s seat to foster
better alignment. State grant aid programs are particularly well suited to achieve alignment between
appropriations, tuition, and financial aid policies and to consider the relative contributions that key
stakeholders must make in funding a student’s college education. Those key partners are the students
themselves, their families, the federal government, the state, and the institutions. A grant program that
establishes the expectations for each stakeholder offers a state a clear conceptual framework for making
policy choices about funding higher education. An especially well-designed model will include incentives
aimed at students to be prepared for college and to accelerate their progress toward their educational
goals. It also will create conditions for institutions to double-down on the state’s investment in grant-
aided students to better attend to and promote student success and to more effectively target their
own discretionary resources to enhance affordability for those for whom it matters most. Finally, the
federal government can create incentives for states to invest in grant aid programs aligned with national
educational attainment goals in a way that respects the autonomy of and the wide disparities among
states, and doing so in a way that leverages the federal investment to dampen the rise in college prices.
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44, no. 1 (2010), 23-33; Philip Siegel and John Rigsby, “The Relationship of Accounting Internships and Subsequent
Professional Performance,” Issues in Accounting Education (Fall 1988), 423-32; Robert Perloff and Edward Sussna,
“Toward an Evaluation of Cooperative Education: A Managerial Perspective,” Journal of Cooperative Education 14
(1978), 54-73.

37 National Association of Colleges and Employers, Internship and Co-op Survey Executive Summary, 2013 <http://
naceweb.org/Research/Intern_Co-op/Internship_and Cooperative Education Survey.aspx> (15 Aug. 2013); Richard
Foster, Melvin Franz and Fran Waller, “Cooperative Education Students and Job Satisfaction,” Journal of Cooperative
Education 23, no. 1(1986).

38 Michelle Ware, Evan Weissman, and Drew McDermott, Aid Like a Paycheck: Incremental Aid to Promote Student
Success (New York, NY: MDRC, 2013). It may not be necessary or desirable to require as many disbursements as
outlined in this report, however. It may be simpler and equally effective to make only two or three disbursements
throughout each term. An initial one would be necessary to provide the recipient with sufficient funds to buy books
and supplies, plus living expenses for the period leading up to subsequent disbursements. The timing of additional
disbursements would need to be determined, but obvious points to consider are: after the add/drop period, after the
deadline for course withdrawals, and at the successful completion of a course.

39 This component builds off of ideas for a form of “Title | funding for higher education,” as described in Reed and
Alexander (2011) and in Rethinking Student Aid Study Group (2008), Fulfilling the Commitment.: Recommendations
for Reforming Federal Student Aid.

40 Such a commitment would not extend to specific courses (in effect compelling institutions to prioritize the
registration for those courses for aid recipients over other students) but would consist of a menu of courses that
meet curriculum requirements.

41 Quirk, “The Best Class Money Can Buy;” Baum & Payea, Trends in Student Aid.

42 ExpectMore.gov, <http://www.whitehouse.gov/sites/default/files/omby/assets/OMB/expectmore/
summary/10002106.2004.html>.

W'CHE / \/\/\\ | States in the Driver’s Seat: Leveraging State Aid to Align Policies and Promote Access, Success, and Affordability |27




References

Arizona Board of Regents. Financial Aid Regulations. 2013. <http://azregents.asu.edu/rrc/Policy%20
Manual/4-321%20Financial%20Aid%20Regulations.pdf> (28 Jan. 2014).

Arizona Board of Regents. University System Quick Facts. <http://www.azregents.edu/universitysystemquickfacts/
default.aspx> (28 Jan. 2014).

Baum, Sandy, Michael McPherson, and Patricia Steele, eds. The Effectiveness of Student Aid: What the Research Tells
Us. New York, NY: College Board, 2008.

Baum, Sandy, and Kathleen Payea. Trends in Student Aid. New York, NY: The College Board, 2013.

Baum, Sandy, Thomas Bailey, Eric Bettinger, Susan Dynarski, Arthur Hauptman, Harry Holzer, James Jacobs, Kathleen
Little, Bridget Terry Long, Michael McPherson, James Rosenbaum, Donald Saleh, Judith Scott-Clayton, and Sarah
Turner. Rethinking Pell Grants. New York, NY: College Board, 2013.

Bettinger, Eric P. “Need-Based Aid and Student Outcomes: The Effects of the Ohio College Opportunity Grant.” 2010.
<http://www.sesp.northwestern.edu/docs/need-based-aid-why.pdf>.

Bettinger, Eric P, Bridget Terry Long, and Phillip Oreopoulos. “Increasing College Enrollment Among Low- and
Moderate-Income Families: An Intervention to Improve Information and Access to Financial Aid.” The H&R Block
FAFSA Project Interim Report, 2008.

Brookings Institution State Grant Aid Study Group. Beyond Need and Merit: Strengthening State Grant Programs.
Washington, DC: The Brookings Institution, 2012.

Choy, Susan P. Access and Persistence: Findings from 10 Years of Longitudinal Research on Students. Washington,
D.C.: American Council on Education, 2012.

Complete College America. How Full-Time are “Full-Time” Students?. October 2013. <http://www.completecollege.
org/pdfs/2013-10-14-how-full-time.pdf>.

Dynarski, Susan M., and Judith Scott-Clayton. “The Cost of Complexity in Federal Student Aid: Lessons from Optimal
Tax Theory and Behavioral Economics.” NBER Working Paper #12227. Cambridge, MA: National Bureau of Economic
Research, 2006.

Ehrenberg, Ronald, and Daniel Sherman. “Employment While in College, Academic Achievement, and Postcollege
Outcomes.” Journal of Human Resources 22, no. 1 (1987): 1-24.

Fenske, R.H. “State Financial Aid to Students: A Trend Analysis of Access and Choice of Public or Private Colleges.”
College and University 54 no.2 (1979): 139-155.

Foster, Richard, Melvin Franz, and Fran Waller. “Cooperative Education Students and Job Satisfaction.” Journal of
Cooperative Education 23 no. 1 (1986).

Goldrick-Rab, Sara, Douglas N. Harris, Robert Kelchen, and James Benson. Need-Based Financial Aid and College
Persistence: Experimental Evidence from Wisconsin. 2012. <http://www.finaidstudy.org/documents/Goldrick-
Rab%20Harrris%20Benson%20Kelchen.pdf>.

Grinder, Scott A., and Janice E. Kelly-Reid. Enrollment in Postsecondary Institutions, Fall 2012, Financial Statistics,
Fiscal Year 2012, Graduation Rates, Selected Cohorts, 2004-09, and Employees in Postsecondary Institutions, Fall
2012. NCES #2013-183. Washington, D.C.: National Center for Education Statistics, 2013.

Heller, Donald E. “Student Price Response in Higher Education: An Update to Leslie and Brinkman.” Journal of Higher
Education, 68 no. 6 (1997): 624-659.

Hood, Albert B., Andrew Craig, and Bruce Ferguson. “The Impact of Athletics, Part-Time Employment, and Other
Academic Activities on Academic Achievement.” Journal of College Student Development 33 (September 1992):
447-53.

Jones, Dennis. “Financing in Sync: Aligning Fiscal Policy with State Objectives.” Policies in Sync: Appropriations,
Tuition, and Financial Aid for Higher Education. Boulder, CO: Western Interstate Commission for Higher Education,
2003.

Kane, Thomas J. “Rising Public Tuition and College Entry: How Well Do Public Subsidies Promote Access to College?”
NBER Working Paper #5164. Cambridge, MA: National Bureau of Economic Research, 1995.

Kane, Thomas J. The Price of Admission: Rethinking How Americans Pay for College. Washington, D.C.: The
Brookings Institution Press, 1999.

Kane, Thomas J. “A Quasi-Experimental Estimate of the Impact of Financial Aid on College-Going.” NBER Working
Paper #9703. Cambridge, MA: National Bureau of Economic Research, 2003.

Kinzie, Jillian, Megan Palmer, John Hayek, Don Hossler, Stacey A. Jacob, and Heather Cummings. Fifty Years of
College Choice: Social, Political, and Institutional Influences on the Decision-Making Process. Indianapolis, IN: Lumina
Foundation, 2004.

Leslie, L.L., and PT. Brinkman. The Economic Value of Higher Education. New York: ACE/Macmillan, 1987.

Manski, C.F, and D. Wise. College Choice in America. Cambridge, MA: Harvard University Press, 1983.

W'CHE / \/\/\\ | States in the Driver’s Seat: Leveraging State Aid to Align Policies and Promote Access, Success, and Affordability |28




McPherson, Michael S., and Morton Owen Schapiro. Keeping College Affordable: Government and Educational
Opportunity. Washington, DC: The Brookings Institution, 1991.

McPherson, Michael S., and Morton Owen Schapiro. The Student Aid Game: Meeting Need and Rewarding Talent in
American Higher Education. Princeton, NJ: Princeton University Press, 1998.

Mullen, J.K. “Implications of Tuition Grants in Higher Education: The Case of a Prior Need-Based Aid Program.”
Economics of Education Review 2 no. 1 (1982): 49-65.

National Association of Colleges and Employers. Internship and Co-op Survey Executive Summary < https://www.
naceweb.org/uploadedFiles/Content/static-assets/downloads/executive-summary/2013-internship-co-op-survey-
executive-summary.pdf> (15 Aug. 2013).

National Association of State Student Grant and Aid Programs. 43rd Annual Survey Report on State-Sponsored
Student Financial Aid. 2013. <http://www.nassgap.org/viewrepository.aspx?categorylD=3#collapse_351>.

Noyes, Caroline R., Jonathan Gordon, and Joe Ludlum. The Academic Effects of Cooperative Education Experiences:
Does Co-Op Make a Difference in Engineering Coursework. Vancouver, BC: American Society for Engineering
Education, 2011.

Paulsen, M., and E. St. John. “Social class and college costs: Examining the financial nexus between college choice
and persistence.” The Journal of Higher Education, 73 no. 2 (2002): 189-236.

Perloff, Robert, and Edward Sussna. “Toward an Evaluation of Cooperative Education: A Managerial Perspective.”
Journal of Cooperative Education, 14 (1978): 54-73.

Prescott, Brian T. Demography as Destiny: Policy Considerations in Enrollment Management. Boulder, CO: Western
Interstate Commission for Higher Education, 2013.

Quirk, Matthew. “The Best Class Money Can Buy,” The Atlantic. November 1, 2005. <http://www.theatlantic.com/
magazine/archive/2005/11/the-best-class-money-can-buy/304307/> (29 Aug. 2012).

Reed, Charles B., and F. King Alexander. “We Need a New Kind of Institutional Aid.” Inside Higher Ed. March 30,
2009. <http://www.insidehighered.com/views/2009/03/30/reed> (12 Oct. 2013).

Rethinking Student Aid Study Group. Fulfilling the Commitment: Recommendations for Reforming Federal Student
Aid. New York, NY: College Board, 2008.

Siegel, Philip, and John Rigsby. “The Relationship of Accounting Internships and Subsequent Professional
Performance.” Issues in Accounting Education (1988): 423-32.

St. John, Edward P. “Price Response in Enrollment Decisions: An Analysis of the High School and Beyond Sophomore
Cohort.” Research in Higher Education 31 no. 2 (1990): 161-176.

State Higher Education Executive Officers. State Higher Education Finance, FY 2012. Boulder, CO: State Higher
Education Executive Officers, 2013.

Ware, Michelle, Evan Weissman, and Drew McDermott. Aid Like a Paycheck: Incremental Aid to Promote Student
Success. New York, NY: MDRC, 2013.

Western Interstate Commission for Higher Education. Knocking at the College Door: Projections of High School
Graduates (8th ed.). Boulder, CO: Western Interstate Commission for Higher Education, 2012.

Worley, Deborah. “The Benefits of Preparation: Examining the Relationship Between Integrated Work Experiences and
Post-Graduation Pursuits for Baccalaureate Completers.” Journal of Cooperative Education 44 no. 1 (2010): 23-33.

W'CHE / \/\/\\ | States in the Driver’s Seat: Leveraging State Aid to Align Policies and Promote Access, Success, and Affordability |29




Appendix A
Cost Estimation Strategies for the Shared Responsibility Model (SRM)

This appendix provides information concerning the estimated impact of the policy proposals offered

in the accompanying paper. It includes rough estimates for states considering a Shared Responsibility
Model-type approach to state financial aid redesign using the best commonly and publicly available
data for all states, namely the National Postsecondary Student Aid Study (NPSAS) and the Integrated
Postsecondary Education Data System (IPEDS). NPSAS provides nationally representative data on how
students finance their postsecondary education, most recently for the 2011-12 academic year, and
IPEDS provides data to account for some variation in important variables among states. The appendix
also addresses the likely cost implications of other proposals and, where appropriate, a discussion of key
implementation features.

Cost Estimates for the SRM

To develop the most accurate estimates of cost for SRM would require carefully assembled state-level
data in order to prepare separate models for each state to fully capture variation in the characteristics

of higher education structures and population. Lacking these data, we built our model primarily from
available federal data sources. Our estimation strategy attempted to account for important sources

of variation among states, yet as with any such exercise, numerous assumptions are inevitable, which
undoubtedly mean that our estimates vary somewhat from what would actually occur on a state-by-state
basis.

Our best estimates suggest that, implausible though it is, if all states adopted the SRM to distribute state
grants, then the total national cost would be approximately $13.1 billion and provide grants to about
7.1 million students. These expenses are higher than the national total of state-funded financial aid of
$11.1 billion in 2011-12,% although that amount includes both grants and other forms of state-funded
financial assistance. This estimate also reflects full implementation in which all students receive grants
that meet their full costs of attendance, but it is unlikely that all eligible recipients would take up the
grant. Finally, it is an estimate based on student enroliment and financial conditions in 2011-12. In other
words, this estimate does not account for students who might be attracted to higher education by this
policy, or who might not have otherwise completed the paperwork to become eligible for financial aid
but were enrolled anyway. Additional eligible students would serve to drive up total costs. Our estimates
suggest that awards to dependent students with family income up to $30,000 attending public four-year
institutions would average $3,400.

Given the large variation in students’ awards under the SRM in concept, our estimation strategy sought
to calculate awards for a group of students with similar characteristics, count the number of individuals
who would be eligible to receive that level of award, and, finally, to sum the results. Our options

for differentiating students appropriately are limited largely to data available through NPSAS data,
which allowed us to group students according to their dependency status, income level, and sector of
attendance.

We calculated awards
for students in each of Table A1. Student Grouping Variables
the categories created by

the combination of these Income Level | Dependency Status | Sector of Attendance

variables. For simplicity, we $30,000 or less Dependent Public Four-Year

estimated the costs of the $30,001 to $48,000 Independent Public Two-Year
$48,001 to $75,000 Private Non-profit

SRM assuming that only
students attending in-state
public and private non-profit
institutions would be eligible

$75,001 to $110,000
More than $110,000
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to receive state grants. Although this rule is commonly the  Figure A1. SRM Award Calculation

case across the country, it is not universal. Many states, (in concept)

such as California, allow students attending proprietary

institutions to be eligible for state grant funding. Sector Average Cost of Attendance
Other states like Rhode Island permit state residents to — Student Contribution

receive grants even if they are attending an out-of-state — Family Contribution

institution. Funds flowing in these two directions account
for less than 6 percent of state financial aid expenditures.**
Recall that SRM establishes the award amount based on
the formula depicted in Figure A1. The source data for
each of these components is detailed below.

— Federal Pell & Tax Credits
State Grant Award Amount

Sector average cost of attendance. We calculated enrollment-weighted averages based on

data available through the Integrated Postsecondary Education Data System (IPEDS) Institutional
Characteristics and Enrollment Surveys. For the tuition portion of the cost of attendance measure, we
used in-district and in-state tuition and mandatory fees. For the non-tuition expenses amount, we used
data for on-campus living. Even though we recognize that students are not always living on campus,
we reasoned that students will face these costs of living even if they are not enrolled in college, but it is
also difficult to build a model that accurately accounts for students’ living situation given how fluid they
often are. We also placed a “band” around the non-tuition expenses component of attendance costs to
ensure that especially low amounts were not inadvertently penalizing students (a real possibility among
institutions that are commuter campuses and do not report on-campus costs to IPEDS) and to restrict
non-tuition expenses to a frugal, but not unrealistic, budget. This allowed sector average non-tuition
expenses to range between $8,500 and $11,000.

Student contribution. This component of the SRM is addressed at length in the body of the paper

and does not require much expansion here. We relied on the minimum wage amount multiplied by a
reasonable work commitment (15 hours per week over 48 weeks during the year) and reduced by a small
amount (10 percent) to arrive at a rounded-off figure representing the amount expected out of students’
work efforts. This resulted in contributions from work component equaling $4,700. For students
attending four-year institutions, we added a reasonable borrowing expectation of $3,500 annually.

Family contribution. This component differed based on students’ dependency status. For both
dependent and independent students, we began by obtaining the Estimated Family Contribution (EFC)
from NPSAS for students in each of the income bands shown in Figure A1. To account for variation
within each band, we gathered those data at the 10th, 25th, 50th, 75th, and 90th percentiles. For
dependent students, we estimated the parent contribution portion of the EFC by applying the ratio
between those two figures from data supplied by special request by Minnesota’s Office of Higher
Education. We used Minnesota’s calculations for this purpose because the necessary data are not
available from NPSAS and, since Minnesota relies on a similar SRM-based methodology for distributing
awards, it keeps excellent data on the relationship of the parent contribution of the EFC (for dependent
students) to the total EFC.

Independent students were treated somewhat differently. They were assigned a family contribution

that was calculated as their EFC minus the working component of the student contribution amount.
Thus, independent students only face a family contribution if their EFC exceeded the expectation for
contributions from work, or about $4,700 in our model. This rule is applied consistently across all sectors,
even for independent students attending four-year campuses whose student contribution requirements
are higher by virtue of including a borrowing component.

Federal Pell and tax credits. We estimated Pell grant award levels based on the EFCs we had gathered

in each of the percentile groups described above. To account for tax credits, we applied the formula for
the American Opportunity Tax Credit based on the average published tuition prices students would face
in each sector. We assumed that all students, by virtue of being expected to contribute such a substantial
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amount toward their own education from their own resources, would be eligible to claim a tax credit
limited only by their institution’s published tuition price. This assumption overestimates the funds
available through tax credits to students who do not have tax liability, but available data to estimate this
effect within our broader strategy are extremely limited.

State Grant award amount. We used the foregoing information to calculate the state grant that
students attending full-time would receive at each of the above-mentioned percentiles.

Estimated recipients. We estimated the number of recipients in each combination of dependency, sector,
and income band and for each percentile group based on NPSAS estimates of the number of students
falling into each category. We adjusted these estimates for each state using IPEDS data on enrollment
and making the assumption that the nationwide distribution of students into each of these categories is
consistent across states.

Estimated expenses. We estimated a cost to the SRM program for each percentile group with eligible
recipients within the combinations of dependency, sector, and income. Reductions in the total were made
to account for students being enrolled less than full-time or for being non-residents, as follows.

Recognizing that not all students attend college full-time, we needed a way to estimate full- time and
part-time participation. More than that, because SRM calculates awards based on the number of credits
attempted (and, at states’ discretion, credits earned), we used NPSAS data together with research from
Complete College America to disaggregate our estimates for so-called “full-time” students who take

15 credit hours or more versus 12 credit hours in a term.*> We also assumed that, among part-time
students, those labeled “Exclusively Part-Time” and “Mixed Full- and Part-Time" in NPSAS would be taking
6-10 credits per term, respectively. SRM grants were proportionately reduced for students taking fewer
than 15 credits.

Notwithstanding notable exceptions like Rhode Island and the District of Columbia, states typically do not
provide state grant awards to nonresident students or to resident students who attend colleges outside
their borders. We attempted to estimate the effect of that by combining data from IPEDS and NPSAS. To
account for differences in residency beyond a student’s initial fall term, and in the propensity of students
to attend in-state based on dependency status, we relied on NPSAS data adjusted by an index score
created out of the IPEDS data. The Residence and Migration component in the IPEDS Fall Enroliment
survey has data on the state of origin for all first-time students, which we used to establish, by means

of an index, how much variation exists among states in their share of resident students. Finally, because
state populations are not equally wealthy, we adjusted the total expenses figure using statewide median
household income figures for 2012, indexed to the national figure.

State Examples

To help understand how the SRM model may be applicable, we estimated total costs for select states,
including those with varying levels of commitments to state aid and programs that award grants
principally based on merit criteria. The states we selected to address are Arizona, California, and
Kentucky.

Arizona. Arizona offers a useful example because, although it provides extremely modest state funding
for financial aid — about $15.9 million in 2011-12 — it requires its public four-year institutions to devote
one-half of all undergraduate institutional aid for meeting need and 30 percent to reward merit. It also
instructs institutions to set aside a portion of any new tuition revenue to need-based financial aid.*®
Those institutions collectively awarded $429.5 million in institutional aid in 2011-12.#” Community
colleges in Arizona are locally controlled; there is no formal statewide coordination.

Our estimation model suggests that adopting SRM in Arizona could require state expenditures of
approximately $253 million. This amount is considerably more than the state currently provides. Shifting
Arizona’s aid policy to SRM would not be easy given the large gap between current and estimated
expenditures, but the state could build on the commitment to aiding needy students reflected in the set-
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aside policy. Ideally, that represents a source of financial support that may be more effectively distributed
centrally, or at least through a more thoroughly documented set of regulations. As it stands, the policy
is also buried in board regulation, where any marketing power it may have to encourage low-income
students to attend is greatly diminished. Furthermore, the set-aside policy only applies to students
attending the institutions governed by the Board of Regents, and students attending Arizona’s two-year
institutions need financial support as well. Any discussion about adopting SRM could create conflict
between institutional sectors within the state.

California. California is a good example of a state that makes a significant commitment to support for
financially needy students through grants. In 2011-12, California provided $1.49 billion in state financial
assistance, mostly through its CalGrant program.*® There are three basic CalGrant programs that are

all principally need-based grants but also require recipients to also meet various merit qualifications.
CalGrants are largely distributed to students below certain income thresholds and provide awards that
vary based on where students attend college. For all practical purposes, however, the vast bulk of those
dollars go to students attending the four-year institutions, while low-income community college students
are more likely to receive tuition waivers. Those waivers, though helpful, do not cover non-tuition living
expenses.

The SRM framework would reinforce the historic commitment California has made to financial aid by
more explicitly linking the grant aid programs to state policies related to institutional appropriations and
tuition-setting, and provide a more effective distribution of grant aid funds to low-income students no
matter what segment they are attending. Given California’s attempts to ensure that its grant programs
are serving students who are deserving of the awards based on merit criteria, the SRM approach lends
itself to incorporating demand-side incentives to ensure students are both prepared for college as well
as successful in reaching their goals by better aligning the merit components with forward-looking
measures of progress. Both the promise that SRM has for helping states align finance policies and the
supply-side incentives laid out in this paper are particularly relevant for a state that has had to turn
students away from courses that they need to fulfill degree requirements, especially during the most
recent recession.

Thus, at its core, this concept paper contains proposals that are very much in keeping with California’s
aspirations for its student financial aid investments. Major political barriers to adoption exist, however,
due to the way SRM would account for the non-tuition component of students’ attendance costs and
because California remains largely in thrall to its Master Plan. Apart from establishing role and mission
differentiation for the three public higher education segments, the Master Plan still leaves a largely
uncoordinated system of higher education. In such a system, changes in the way SRM would likely direct
aid dollars to the community college segment, the wealthiest institutions that would have the least to
gain are also the most politically powerful.

Kentucky. Kentucky's policymakers have attempted to have it both ways by splitting the bulk of its
investments in student financial aid into three substantial grant programs, two that distribute aid based
on a student’s financial need and one based on merit criteria. In 2011-12, Kentucky provided nearly $195
million in grant aid principally through these three programs, with about $105 million being distributed
through its Kentucky Educational Excellence Scholarship (KEES) — the merit program. The two grants that
distribute funds based on financial need accounted for the rest: $59 million was provided through its
primary need-based program and $31 million through a second program for needy students attending
independent institutions.*°

In recent years, Kentucky has considered adopting the SRM approach for awarding financial need. One
important reason why it has not is that the state needs to find a way to incorporate the funding that
KEES enjoys in order to make it work financially. Politically, however, eliminating a popular merit program
has been a serious barrier. This paper presents ideas about how the SRM approach still offers a state like
Kentucky a practical solution that folds its merit-aid investments into how the state wants to finance

its higher education enterprise most efficiently. States like Kentucky have a legitimate interest in their
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students being successful in college, as well as encouraging them to strive for success while still in high
school. Such incentives can be provided by considering how KEES can fit within the SRM. One idea would
be to allow a KEES award — or a portion of it — to be used toward the student contribution required
under SRM. Under such a scenario, Kentucky's two other need-based grant programs would form the
foundation for the SRM approach. Ensuring that the non-profit institutions that are the beneficiaries of
their targeted program are a part of the SRM would be essential for success. Such a policy could also
encourage a dialogue about whether the state has its relative investments in the various grant programs
sized appropriately to meet its goals.

Supply-Side Incentives

The paper envisions a number of ways in which the state grant program could incorporate supply-side
incentives to ensure that institutions serve aid recipients effectively. One way was for the state to provide
institutions with a payment whenever aid recipients successfully reach milestones along the path to a
credential, as well as achieving the credential itself. These payments would be in addition to the estimates
already provided for the SRM, but more analysis is needed to determine what amount is sufficient to
compel changes in institutional behavior. In keeping with the theme of linking finance policies, however,
it makes sense that such payments should be determined as a percentage of the statewide per-student
appropriation to public institutions. Such a payment could be risk-adjusted for key student characteristics,
such as first-generation status, placement in remedial education, or similar markers of underserved status,
in order to provide greater rewards for institutional successes with the hardest-to-serve populations.

Federal-State Partnership

In order to generate the kind of competition among states that we envisioned in proposing a new
federal-state partnership program (a reinvigorated LEAP program), we estimate that the pool of money
available to states should be about $4 billion to $5 billion annually. This amount is dramatically larger
than the $63.9 million the old LEAP program received in FY2010, the last year it received appropriations,
and enough to get states’ attention.

More research and analysis is needed to determine the optimal way in which the match rates would be
calculated. But it makes sense to specify that states would be placed into tiers that would determine
their share of the federal dollars in the pool. Tiers could be based on levels of “affordability,” which
would encourage all states to achieve those levels. As an example, a state that is able to ensure that
students with financial need (or Pell-eligible students) could provide grant funds — in combination with
student and family contributions, Pell Grants, and tax credits — that came within 15 percent of the
statewide average cost of attendance would be able to claim the equivalent of two states’ shares of the
federal pool of matching funds. A state reaching between 15-30 percent of statewide average costs of
attendance would only claim their own share. And states falling below 30 percent would not be able
to claim any money from the federal matching program. The number of tiers and the thresholds for
affordability would need further research and discussion.

Summary

As these few examples make evident, the attractiveness of the policy proposals contained within the
paper will vary substantially from state to state. It will be more attractive and easier to adapt when

the proposals are more in alignment with the state’s policy posture toward aid programs, especially if
they have had a historic commitment to need-based financial aid. It will likely be a heavier lift politically
in states that award funds on merit-based aid, or if they have sought to fund access mainly through
institutional appropriations (to keep tuition low) or by allowing the institutions themselves to distribute
need-based aid. Nevertheless, as we argue in the paper, the demands on all states for boosting
educational attainment requires a framework that offers states an effective and economically efficient
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way to do so. The proposals can be flexible enough to be molded to meet states’ more specific needs and
contexts.

Notes

4 National Association of State Student Grant & Aid Programs (NASSGAP), 43rd Annual Survey

Report on State-Sponsored Student Financial Aid, 2013 <http://www.nassgap.org/viewrespoitory.
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4 NASSGAP, Table 9.

45 Complete College America, How Full-Time are “Full-Time"” Students?, October 2013 <http://www.completecollege.
org/pdfs/2013-10-14-how-full-time.pdf>.

46 Arizona Board of Regents, Financial Aid Regulations, 2013 <http://azregents.asu.edu/rrc/Policy%20
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Appendix B

Anticipating Unintended Consequences

Any new policy will result in unintended consequences; some are more easily foreseen than others.
Dealing as they will with the extraordinarily complicated world of higher education finance, policymakers
and others need to be vigilant to ensure that any policies emerging from the proposals outlined in this
paper preserve the ambitious goals for access, success, and affordability. Lessons from the two states —
Minnesota and Oregon — that have adopted the Shared Responsibility Model (SRM) as a framework for
distributing grants may be especially useful.

Lessons from Minnesota and Oregon

Perhaps the biggest lesson that arises out of Minnesota’s and Oregon’s experiences with SRM is that an
important part of the program’s appeal — that it offers eligible prospective students clear guidance on
how all their costs of attendance will be met — is susceptible to fluctuations in economic conditions and
student demand. States looking at adapting SRM as a framework for aid distribution need to carefully
consider the rationing strategies that likely will be required, either at the outset of implementation or at a
later time.

Doing so will help states avoid the possibility of treating good news as though it is a problem. After
Oregon’s state grant program moved to distributing awards based on SRM for the 2007-08 academic
year, the number of students completing the Free Application for Federal Student Aid (FAFSA) jumped
significantly. Not all of the new FAFSAs came from students who would otherwise have chosen not to
attend an Oregon institution — after all, the program made students further up the income spectrum
eligible than was the case previously (which was partly intentional, so as to help reduce the cliff effect
experienced by students who lost access to both Pell Grants and the prior state grant at close to the
same income level). But to the extent that growth in the caseload was greater than Oregon anticipated,
the state was immediately faced with difficult funding decisions. Even though the original plan was

for Oregon to spread the substantial investments necessary to fund the program over two biennia, the
initial appropriation to the state grant was more than double the previous year’s, and the state added a
supplemental $4 million dollar appropriation to help address larger-than-expected gaps.

Then the recession struck, sapping the new program of much of the political tailwind it had benefitted
from and forcing Oregon to make additional and extraordinarily difficult rationing choices. Oregon
applied a number of rationing tools, including application deadlines and income cut-offs, but in the end
the agency managing the program elected to award equal grants to students deemed eligible based

on the SRM calculation. This decision robbed the framework of much of its power to communicate
affordability and to link up with other state and federal finance policies. But it was easier for the agency
to distribute grants in equal sizes.

Minnesota has an extraordinarily long history with SRM, having distributed state grants based on its
version of the approach since the mid-1980s. The sheer longevity of the program is a testament to its
popularity, but economic conditions and student demand have forced the state to ration the available
funds by tweaking components of its SRM calculation. To begin with, Minnesota has utilized a non-
tuition expenses amount that is substantially lower than what would ordinarily be sufficient. For 2013-
14, that amount is $7,900. Holding the rate so low is a powerful way to keep overall program costs in
check, even if students generally face much higher costs of attendance. But the state also has adjusted
the student contribution and what it calls the “assigned family contribution” to most closely approximate
available funds over time. Even if those rationing choices are not immediately evident to students and
may sometimes appear arbitrary, Minnesota is an example of how the SRM approach has forced the state
to engage in careful analysis based on the accumulation and application of substantial evidence collected
throughout the program’s history, together with other state finance policies in mind.
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Shared Risks and Supply-Side Considerations

Our proposal that institutions should share in the risks, on the promise of greater potential rewards,
needs careful treatment in implementation. The principal perverse incentive to be on guard for is that
institutions might see it in their best interests to reduce their commitment to serving low-income,
minority, and other populations whose success in college is statistically less certain. This is much like the
worry that the outcomes-based performance funding policies currently being adopted in states might
lead institutions to avoid serving the hardest-to-serve students, if those policies are not well designed.
Thus the shared risks must be carefully balanced with the shared rewards. We have argued that the tax
credit portion of the SRM framework offers an elegant solution to this problem because those dollars
are not available to students when tuition payments are due, so institutions operating under SRM will
need to address the gap in some fashion in any case. But care must be taken to ensure that institutions
continue to reach out to hard-to-serve students, which they ultimately will find in their interest to do

if there are sufficient rewards available to them when aided students succeed. State policymakers may
consider how to adopt a means of determining the institutional reward amounts based on risk-adjusted
factors, so that an institution’s compensation is greater when its success occurs with students from the
hardest-to-serve populations among those eligible for state grants.

State policymakers should also expect that institutional aid decisions will adapt under an SRM framework.
In Oregon, for instance, the substantial increase in state grant programs allowed some institutions to
reallocate their own aid budgets. States should be attentive to those changes so that institutions are

not tempted to shift their own aid dollars away from students with financial need to pursue additional
relatively well-off students whose characteristics match other institutional wish list items. Requiring
institutions to match funds to needy students, as we propose, is one way to help ensure more overall aid
dollars remain targeted on students of modest means.

Finally, state policymakers should pay careful attention to the price-setting decisions that institutions
make, not just for tuition but also in how they set fees and even non-tuition expenses. This is essential
as the cost-of-attendance figures are the most important element of the SRM approach. States may
opt not to recognize the full costs of attendance at some institutions; using a sector-based average
helps somewhat to constrain growth that might otherwise occur among institutions seeking to capture
additional subsidies through the grant aid program. States should be wary, however, of letting their
recognized costs drift too far from what individual institutions are setting. The result would likely be
less public and policymaker support in part due to a less coherent and transparent picture of higher
education costs.

A Reinvigorated Federal-State (LEAP) Partnership

Our proposal to renew and reinvigorate the federal-state matching program previously known as the
Leveraging Educational Assistance Partnership (LEAP) is an important way that the federal government
can encourage states to invest in the students for whom financial aid is most effective in changing
behavior, and to do so in ways that actually aid in keeping college affordable. Our proposal suggests
that a new LEAP could set the conditions for the federal match in a way that states will be continually
encouraged to make wise investments in grant aid, rather than simply setting aside the minimum
amount needed to ensure the flow of federal funds. Yet any eventual program must account for a
number of possible perverse results.

First, there needs to be both sufficient funding in the program to ensure that states will see it in their
best interests to pay attention to the incentives embedded in the program. We believe that an annual
pool of $4 billion to $5 billion will generate the necessary interest among states. There is, however, no
guarantee that states with established policies will cooperate. For example, the federal government
will need to decide if a state can be rewarded for high rates of affordability because of its substantial
investments in institutional appropriations even if that form of investment does not particularly help
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low-income students, as contrasted with a state that has made an especially strong effort to serve low-
income students.

Second, we have argued that a program that can set states in competition with one another could
potentially constrain tuition growth. That potential depends on states seeing a value in competing. Given
limitations on new programs at the federal level, we have suggested that the Pell Grant program may be
a source for some of the funding needed to support a robust federal-state match policy on the grounds
that constraining tuition prices will benefit the Pell Grant program itself. The higher education community
considers the Pell program to be sacrosanct, even if some would argue that the time for important
changes is overdue. We are convinced that an effectively designed, contemporary LEAP program can have
the same profound effect on state financial aid decisions that the original incarnation did in 1972, and
therefore is deserving of substantial investment. More research on our hypothesis concerning the cost
control incentives is needed, especially if Pell Grant funds are to be repurposed.

Third, any such partnership will need to factor in a number of idiosyncrasies in state financial aid policies.
Two that stand out are: the extent to which states do or do not provide state funds to students attending
private institutions, and the extent to which states provide grant aid to students attending institutions in
other states.

Summary

States’ attention to anticipating unintended consequences of proposed policies is always important, and
especially so when the policies under consideration are as complicated and interrelated as those relating
to higher education finance. This appendix addressed just a few of those that are most easily foreseeable,
but each state will need to examine these and other possible threats to the policies” intended goals with
their own context and structure in mind.
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