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 Abstract

The federal system of student financial aid is broken. Information about aid eligibility is 
hidden behind a thicket of complicated paperwork, and is also highly uncertain. Concrete 
information arrives just a few months before or even months after students enroll in col-
lege—far too late to affect enrollment decisions. Economic theory and evidence suggest 
that the costs of complexity and uncertainty are high: many high school students won’t 
even start on the path to college if they aren’t certain they can afford it. Capable students 
teetering on the margin of college entry are thus discouraged from going to college by its 
price, even though aid is available to them. This is a waste of human potential.

This waste is unnecessary. Dozens of questions on the federal aid application contribute 
virtually nothing to the determination of grant aid, so the aid formula could be radically 
simplified while still preserving its distributive properties. But simplification must achieve 
more than a shortened application form: families need certain information about aid eligi-
bility, and they need it early. Small tweaks and Band-Aid solutions are likely only to add to 
the complex, confusing, and uncertain situation faced by students and their families.

We propose a drastic simplification of the current system of educational grants and tax 
incentives. Our proposal combines Pell Grants and the Hope and Lifetime Learning 
tax credits for undergraduates into a single, streamlined grant administered through the 
Department of Education, using information already collected by the Internal Revenue 
Service (IRS). Eligibility can be explained on a postcard, allowing students and families 
to anticipate their grants many years before the college decision. This set of reforms will 
improve the effectiveness of the billions already committed to higher education, allowing 
aid to serve its intended goal: opening college doors to those with the ability but not the 
means to pursue higher education.
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State and federal governments spend billions 
on financial aid for college students each year. 
Pell Grants, Stafford Loans, the Hope and 

Lifetime Learning Tax Credits, and a host of other 
programs make college less expensive (see Table 
1). The intent of this aid is to increase college at-
tendance. The idea is straightforward: people buy 
more of a product (college) when its price (tuition) 
is lower. Price drops, demand increases: that’s a les-
son learned in any introductory economics course.

Econ 101 says that federal student aid should in-
crease college attendance. We need aid programs 
to work: college entry and completion rates are 
low among poor people in our country, with col-
lege attendance lowest among the fastest-growing 
segments of our population.1 Only 7 percent of 
high school sophomores from the lowest quartile 
of socioeconomic status eventually earn a bachelor’s 

degree, compared with 60 percent of those from 
the highest quartile. Moreover, only 12 percent 
of Hispanics and 16 percent of African Americans 
eventually earn a B.A., compared with 33 percent of 
non-Hispanic Whites (U.S. Department of Educa-
tion [ED] 2006). Racial and socioeconomic gaps in 
attainment are rooted in multiple causes, including 
weak academic preparation in high school. Even 
among well-prepared students, however, these gaps 
persist, suggesting that the cost of college is at least 
partly to blame.

We expect that student aid could help us close 
these troubling and persistent gaps in educational 
attainment. Puzzlingly, we have little firm evidence 
that federal Pell Grants or the federal education 
tax credits actually get more young people into 
college.2 Why is this? One clue: the aid programs 
that researchers have found to be most effective are 

Overview of the Problem

TABLE 1

Summary of Pell Grant Program and Federal Tax Benefits for Higher Education

Program Income eligibility
Maximum 

Benefit
Number of 
Applicants

Number of 
Recipients 

Average Benefit 
Among Recipients Total Cost

Pell Grant No cutoff, but 
almost all recipients 
have income below 
$40,000

Up to $4,050 9,567,023 5,387,000 $2,354 $12.7 billion

Hope and 
Lifetime 
Learning  
Tax Credits

Must have tax 
liability (credits are 
not refundable); 
income limit is 
$107,000 for a joint 
return

Up to $1,500 
(Hope) or 

$2,000 (LLC)

7,180,884 5,114,143 $838 $4.4 billion*

Notes: Pell Grant statistics are for 2003-2004 from The College Board, Trends in Student Aid 2006. Tax credit statistics are from the Internal Revenue Service, Statistics of 
Income: Individual Complete Report 2004 (http://www.irs.gov/pub/irs-soi/04in33ar.xls). Number of applicants represents the number of returns claiming the tax credits 
and includes non-taxable returns, but number of recipients and average benefits are based on taxable returns only. The Joint Committee on Taxation estimates that the 
cost of the tax credits for 2005 will be $5.2 billion.

*Of this total, we estimate approximately $3 billion flows to undergraduate students (using 2003-2004 National Postsecondary Student Aid Survey [NPSAS] data on 
income and student type). Hope credits are restricted to undergraduates, while Lifetime Learning credits are not.

1. See College Board (2005b) for statistics of college enrollment by family income and race. U.S. Census Bureau (2004) shows growth esti-
mates for 2000–10 of 7.2 percent for Whites (any ethnicity), 12.9 for African Americans (any ethnicity), and 34.1 for Hispanics (any race).

2. Two well-designed studies have found no effect of the Pell Grant on schooling decisions (Hansen 1983, Kane 1995), while one has found 
no effect of the tax credits (Long 2004). 
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simple and certain.3 These key attributes—simplic-
ity and certainty—are sorely lacking in our student 
aid system. Our current aid system is a tangled web 
of tax, grant, loan, and savings programs, with rules 
and regulations so complicated and fraught with 
uncertainty that many prospective students don’t 
know how affordable college can be. The Free Ap-
plication for Federal Student Aid ([FAFSA]; ED 
2003b, 2005d; reproduced in Appendix A), at five 
pages and 127 questions, is longer and more com-
plicated than the typical federal tax return (see Ta-

ble 2). These clues lead us to another commonsense 
concept from Econ 101: we have to know about a 
price discount in order to respond to it. Our stu-
dent aid system delivers information about aid for 
college too late for it to affect schooling decisions. 
Consider the parents of a high school student, con-
cerned that college is beyond their financial reach. 
They won’t get definitive information about aid 
eligibility until after their child has applied to and 
been admitted to colleges in the spring of senior 
year in high school (see Figure 1). The education 

TABLE 2

Complexity of the FAFSA Versus IRS 1040

Measure
1040  
2005

1040A  
2005

1040EZ  
2005

FAFSA 
2006–2007

Number of pages (excluding instructions) 2 2 1 5

Total number of questions 118 83 37 127

Non-financial items

Identifying information 6 6 6 22

Demographic/family information 8 8 2 18

Enrollment status/school info. 0 0 0 7

Signature and preparer info. 12 12 12 8

Other 1 1 1 10

Financial items

Earned income 1 1 1 5

Other income 19 12 2 33

Assets 0 0 0 6

Deductions/credits/allowances 39 22 2 12

Tax amounts from tables, calc. lines 21 12 6 6

Withholdings, refund prefs. 11 9 5 0

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

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

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

*For the FAFSA, this excludes items required only to determine dependency status or general eligibility for federal aid.

**Estimates from official Paperwork Reduction Act notices in the instructions accompanying each form. IRS-reported estimates of time and cost of preparation are based 
on non-business filers who self-prepare without tax preparation software (these estimates can be found in each form’s instructions, on page 78, 58, and 23, respectively). 
The FAFSA estimate can be found on page 7 of the FAFSA.

Source: Authors’ counts unless otherwise noted. Counts for the FAFSA are for dependent students with two parents, and include questions on required student and 
parent worksheets.  Total number of questions includes subquestions and non-numbered questions, and ensures that items such as name and address are counted in the 
same way on both IRS and FAFSA forms.

3. We have strong evidence on the effectiveness of state merit aid (Abraham and Clark 2006, Cornwell et al. 2006, Dynarski 2004a, Dynarski 
2005, Kane 2003), the GI Bills (Bound and Turner 2002, Stanley 2003, Turner and Bound 2003); and the Social Security student benefit 
program (Dynarski 2003). Dynarski (2002) reviews much of this evidence. 
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tax credits are even worse on this dimension, be-
cause they are calculated as much as sixteen months 
after a student has enrolled and paid tuition.

Delivering a subsidy after a person has made a pur-
chase is no way to increase demand. Imagine a car 
dealer who told customers about a rebate incen-
tive only after they had agreed to purchase a car. 
What would happen? Customers who were willing 
to buy at the prerebate price would be pleasantly 
surprised and drive out of the dealership with their 
wallets a little fuller than they had anticipated. Cus-
tomers scared off by the sticker price would never 
even learn about the rebate and would walk out not 
knowing that the car they wanted was affordable.

Federal aid inarguably eases the sting of college 
costs for those who go to college. But many who 
fear college is unaffordable will never even apply 
to college, much less apply for aid and matriculate. 
Many who fear college is unaffordable will give 
up on their studies while they are in high school, 
making the inaccessibility of college a self-fulfill-
ing prophecy. Low-income and non-White youths 
are less likely than their better-off peers to take 
college preparation classes and achieve in high 
school. This achievement gap in high school may 
be driven by a gap in expectations and aspirations. 
Knowing that college is affordable could push kids 
to work harder in high school, instead of giving 
up on themselves.

FIGURE 1

The Student Aid Application Process

Source: Authors.
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To add insult to injury, families have to fight through 
a maze of paperwork to get an aid application into 
the very long federal pipeline. Prospective aid re-
cipients must file the FAFSA: this is the only way 
for families to determine their eligibility for federal 
grants and loans.4 Nearly 10 million students fill out 
FAFSAs each year. In Table 2, we compare the FAF-
SA to the IRS 1040, 1040A, and 1040EZ income tax 
forms. The FAFSA is lengthier than Form 1040EZ 
(one page, with thirty-seven questions) and Form 
1040A (two pages, with eighty-three questions). It 
is comparable to Form 1040 (two pages, with 118 
questions).

The U.S. tax system is no paradigm of simplicity: the 
President’s Advisory Panel on Federal Tax Reform 
(2005) extensively documents its mind-numbing 
complexity. However, for the low-income families 
targeted by the Pell Grant, the complexity of the aid 
application dwarfs the complexity of the tax form. 
Most families eligible for the Pell file the shorter 
1040A or 1040EZ; 86 percent of filing households 
with income below $50,000 (and two-thirds of all 
households) use these simplified IRS forms. Nine-
ty percent of Pell funds flow to families with in-
comes below $40,000. The contrast between Form 
1040EZ and the FAFSA is especially informative: 
with one-third of the FAFSA’s questions and one-
fifth of its pages, the 1040EZ captures the informa-
tion needed to determine tax liability for the very 
population that is targeted by Pell Grants.

The time cost alone of filling out these forms is 
enormous, although the Department of Education 
appears blind to this fact. The Department of Edu-
cation improbably estimates that it takes one hour 
to complete the five-page, 127-question FAFSA. 
The IRS more realistically estimates that it takes 
sixteen hours to complete a 1040, thirteen hours to 
complete a 1040A, and eight hours to complete a 
1040EZ.5 The one-hour figure would be plausible 

if filling out the FAFSA were simply a matter of 
copying data from a completed tax form. This is 
not the case, for two reasons: First, the FAFSA asks 
about items that are not on the 1040 (such as assets 
and food stamps). Second, many schools require 
that the FAFSA be submitted in January or Feb-
ruary, before the arrival of documents required to 
complete the 1040 (such as W-2 and 1099 forms). 
In cases when the 1040 is submitted after the FAF-
SA, the Department of Education requires that the 
FAFSA be updated, initiating another round of pa-
perwork.

We conservatively estimate that an average appli-
cant needs ten hours to complete the FAFSA. With 
10 million FAFSAs filed a year, that’s 100 million 
hours a year spent filling out financial aid forms, or 
the equivalent of fifty-five thousand full-time jobs. 
Reams of paperwork impose significant administra-
tive and verification costs on colleges, who handle 
much of the aid process. Families also pay for com-
plexity in aid in their capacity as taxpayers, since 
a complicated system requires more administrative 
resources than a simpler system would.

Paperwork is not the only, or even the gravest, 
problem with the aid system. The federal tax sys-
tem is a maze of paperwork, but we give the IRS this 
much: once a taxpayer fills out her 1040, she knows 
how much tax she owes. To this end, twenty-one of 
the questions on the 1040 are not questions at all, 
but rather calculations or look-ups from tax tables. 
These steps allow the taxpayer to compute her tax 
liability—the bottom-line on her return.

Completing the lengthy FAFSA provides no in-
formation about aid eligibility. Upon completing 
the FAFSA, the aid applicant is no more informed 
about her financial aid eligibility than she was when 
she began. Where does the information on the 
FAFSA go? It is sent to a contractor for the De-

4. Some Web sites offer expected family contribution (EFC) calculators, which require the same data as does the FAFSA. An enterprising 
student or parent could therefore calculate the EFC without completing a FAFSA. We would hazard that a student able to do this sort of 
sleuthing is likely to go to college with or without a federal Pell Grant.

5. Even these are probably conservative estimates: Blumenthal and Slemrod (1992) conclude that the time required for tax compliance aver-
ages twenty-seven hours per filing household, and is longer for low- and high-income households.
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partment of Education; this contractor computes 
something called the expected family contribution 
(EFC), which is the government’s determination of 
how much the family should contribute to college 
costs. Families are informed of their EFC in the 
student aid report (SAR), which is mailed to appli-
cants a few weeks after the FAFSA is filed. Beyond 
the EFC, this document reports nothing about the 
student aid the applicant can get. This is potentially 
useful information, which a very well-informed and 
enterprising family could use to estimate eligibility 
for Pell and other aid. Lest the applicant attempt to 
glean anything useful from the EFC, the SAR never 
explains what the EFC is. Here is exactly what a 
SAR says (see Appendix B for a sample SAR):

Based on the information you have sub-
mitted, we have used the standard formula 
to calculate your EFC, which is $XXXX. 
Your school will use this number to deter-
mine what types of aid and how much you 
are eligible for based on your educational 
costs. The amount of aid you receive from 
your school(s) will depend on the cost of 
attendance at your school(s), your enroll-
ment status (full-time, three-quarter time, 
half-time, or less than half-time), Congres-
sional appropriations, and other factors.

The SAR and the EFC are also forwarded to the 
colleges to which the student has applied. Each 
college then assigns a package of grants, loans, 
and work-study funds to each admitted student. 
In March and April, the colleges mail to students 
award letters that describe their aid packages.

At long last—only a few months before college 
starts—students and families are told exactly how 
much they will get in grants, loans, and work-study 
funds. They are still uninformed about their eligi-
bility for an education tax credit, however. Fami-
lies apply for the Hope and Lifetime Learning Tax 
Credits (worth as much as $2,000) months after 
they have paid tuition, when they file their taxes 
the following year. Consider a typical student who 
pays her tuition in August of 2006 for the fall se-

mester of academic year 2006–07. Her family will 
file for its Hope or Lifetime Learning Credit eight 
months later, in April 2007. The family learns the 
value of the credit only after it knows its tax liability 
for 2006, after all income for that year has been 
earned. The value of the credits is therefore highly 
uncertain, and is not even revealed until well after 
the student has enrolled in college.

Our complex system of delivering aid and tax cred-
its for college backloads information about college 
discounts. This surely reduces the efficacy of the 
subsidies, since many high school students won’t 
start on the path to college if they aren’t certain 
it’s affordable. Confusion about college aid is of 
the greatest consequence for low-income students, 
who (unlike their upper-income counterparts) are 
pessimistic about their ability to pay for college 
(Avery and Kane 2004). For those teetering on the 
margin of college entry, there is too little concrete 
information about aid, and what little information 
there is arrives far too late. These marginal students 
are discouraged from going to college by its price, 
even though aid is available to help them. This is a 
waste of human potential.

The costs of complexity and uncertainty in college 
aid are potentially quite high. What benefits do we 
get, if any, from all this complexity and uncertainty? 
Financial aid officers and education specialists have 
patiently explained to us that the complexity of 
aid is a necessary evil, without which we could not 
target aid to students with the greatest need. The 
FAFSA is long, they argue, so that we can precisely 
measure who most needs aid. The calculation of 
aid eligibility is delayed until the spring before the 
student enters college so that complete and up-to-
date information about schooling costs and family 
finances can be compiled.

We decided to take this argument at face value and 
measure empirically how much complexity in aid 
applications contributes to the targeting of funds. 
We examined detailed data from thousands of aid 
applications and aid packages, using the 2003–04 
National Postsecondary Student Aid Survey 
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([NPSAS]; ED 2005a; see Appendix C for details). 
With these data, we examined how the distribution 
of federal aid would shift if we were to drastically 
scale back the FAFSA.

How much does complexity help with targeting? 
The answer shocked even us. Out of more than 
100 questions on the FAFSA, only a few have any 
substantial impact on grant eligibility. Dozens of 
questions contribute virtually nothing to the deter-
mination of grant aid.

Take a look at Figure 2: the light bars show the cur-
rent distribution of the Pell Grant. When we cut the 
number of items that go into the aid formula from 
seventy-two to fourteen, Pell eligibility changes by 
the amount shown by the dark bars. As you can see, 
there is virtually no change in the distribution of the 
Pell: it changes by less than $100 for 77 percent of 
students and less than $500 for 88 percent of stu-
dents (Table 3). The small shifts in aid eligibility 
that occur are highly progressive, with more money 
flowing to low-income families.

Even if we go farther and throw out 90 percent of 
the questions used in the aid calculation, there is 

virtually no change in the distribution of the Pell 
(Figure 3a). The shifts are minor even if we plot 
changes in aid against the current aid system’s index 
of ability to pay, which is the EFC (Figure 3b).

The questions needed to determine aid in this last 
approach could fit on a postcard. In fact, all of these 
questions are already asked of us when we file our 
annual tax forms. Effectively, the federal govern-
ment has all the information it needs to determine 
Pell Grants, even if no application is filed at all. 
Complexity is not a prerequisite for progressivity 
(Dynarski and Scott-Clayton 2006b).

The current aid system creates formidable barriers 
to college. A key lesson of our research is that we 
can dismantle these barriers if we are willing to tol-
erate minor imperfections in measuring ability to 
pay. This is a worthwhile trade-off. Both economic 
theory and empirical evidence suggest that reduc-
ing complexity and uncertainty in the aid system 
will increase its efficacy. This will allow aid to serve 
its intended goal: opening the doors of college to 
those with the ability but not the means to pursue 
higher education.

FIGURE 2

Effects of Estimating Pell Using Only Income and Assets of Parents and Students, Family Structure

Source: Authors’ estimates of current Pell receipt and simulated changes using a sample of 51,822 full-time, full-year undergraduates from the 2003-2004 NPSAS.
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TABLE 3

Consequences of Aid Simplification for Full-Time, Full-Year Undergraduates

Simulations keeping FAFSA formula, 
dropping items sequentially

Baseline

Drops taxes paid, 
type of tax form, 
and worksheets

Additionally 
drops assets

Percent of all full-time, full-year applicants whose Pell…

…remains the same (within $100) 1.00 0.76 0.75

…increases by $500 or more 0.00 0.05 0.07

…decreases by $500 or more 0.00 0.07 0.06

Correlation between new and old Pell Grant 1.00 0.96 0.95

R-squared 1.00 0.92 0.90

Change in average Pell (per full-time, full-year applicant) 0.00 -13.61 53.79

Percentage change in total program costs* 0.00 -0.84% 3.34%

Variables included in simulation:

Assets Y Y

Dependent students’ AGI Y Y Y

Parental AGI, or independent student/spouse’s AGI Y Y Y

Parental or independent students’ marital status Y Y Y

Family size Y Y Y

Number of family members in college Y Y Y

Number of FAFSA items required for simulation** 72 14 8

*Estimated total Pell expenditures for this sample of full-time, full year aid applicants are $7.6 billion.  Total Pell expenditures across all applicants were $12.7 billion in 
2003-04.

**Count refers to the number of questions on the 2003-2004 FAFSA required to elicit the items used in the simulated needs analysis for a dependent student. For 
example, eliciting AGI requires 3 questions on the FAFSA, because non-tax filers must report their earnings and their spouses’ earnings. The count does not include 
questions used only to determine dependency status or questions unrelated to the calculation of need. The differences between the 2003-2004 and 2006-2007 FAFSA 
described in Table 2 are minor.

Source: Authors’ calculations using FAFSA data from the 2003-2004 NPSAS. Sample is limited to 24,253 students (dependent or independent) who attended a single 
institution full time for the full school year and who were not missing key data elements such as income or actual EFC. 
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FIGURE 3A

Effects of Estimating Pell Using Only Income of Parents and/or Students, Family Structure

Source: Authors’ estimates of current Pell receipt and simulated changes using a sample of 51,822 full-time, full-year undergraduates from the 2003-2004 NPSAS.

FIGURE 3B

Effects of Estimating Pell Using Only Income of Parents and/or Students, Family Structure

Source: Authors’ estimates of current Pell receipt and simulated changes using a sample of 51,822 full-time, full-year undergraduates from the 2003-2004 NPSAS.

Note: Each EFC category represents 5 percent of applicants (e.g., approximately 25 percent of applicants have EFCs of $0, and 5 percent have EFCs between $29,728 and 
$97,936).

��
���

�
��

�
��

�����������������������

���
�

��
��

�

��
���

�

��
��

��

��
��

��

��
��

��

��
��

��

��
��

��

��
��

��

��
��

��

��
��

��

��
��

��

��
��

��

��
���

�

��
���

�

��
��

��
��

��
����

�

���

�����

�����

�����

�����

�����

�����

�����

�����
���������������

����������������

��
���

�
��

�
��

������������������������������������������������������������������

����

�

���

�����

�����

�����

�����

�����

�����

�����

�����
���������������

����������������

�� � � � �
��

�
���

��
���

��
���

��
���

��
���

��
���

��
���

��
���

��

��
���

�

��
���

�

��
���

�

��
���

�

��
���

�

��
���

�



COLLEGE GRANTS ON A POSTCARD: A PROPOSAL FOR SIMPLE AND PREDICTABLE FEDERAL STUDENT AID

 WWW.HAMILTONPROJECT.ORG    |     FEBRUARY 2007 13

EXHIBIT 1

Federal Student Aid on a Postcard

The federal system of student financial aid is 
broken. Small tweaks and Band-Aid solutions 
are likely only to add to the complex, confus-

ing, and uncertain situation faced by students and 
their families. If we want to build a workforce for the 
twenty-first century, we need a system for funding 
college that is up to the task. We propose a drastic 
simplification of the current system of grants and 
tax incentives. Our proposal streamlines the system 
for students and parents, allowing them to know the 
aid they can get for college years before they need 
it. This set of reforms will improve the effectiveness 
of the dollars we have already committed to higher 
education.

How would it work?

Eligibility. A proposed grant table is shown be-
low (Exhibit 1). This grant would replace the Pell, 
Hope, and Lifetime Learning benefits for under-

graduates.6 Such a table can fit on a postcard and 
be prominently displayed on posters in high school 
hallways. The amounts listed in the table roughly 
correspond to the average combined benefits from 
Pell Grants and the Hope and Lifetime Learning 
Tax Credits for each income category (see Figure 
4), with increases for lower-income groups in order 
to minimize adverse changes for the most vulner-
able students. Families with more than one child 
(and independent students with any children) are 
eligible for slightly larger grants. Grants would be 
prorated for part-time or part-year attendees. (Av-
erage grant amounts, accounting for this proration, 
are illustrated in Figure 5.) Note that subsidized 
student loan eligibility can be assigned using the 
same table, with eligibility either dependent on in-
come, or set as a flat amount for all students.

Application process. Families will apply for the 
grant by checking off a box on their income tax 

Our Proposed Solution: College Grants on a Postcard

6. We do not discuss funding for graduate students in this paper.

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

If your parents’  
adjusted gross income is… then your annual grant is…

 $0–$14,999 $4,050

 $15,000–$19,999 $3,700

 $20,000–$24,999 $3,300

 $25,000–$29,999 $3,000

 $30,000–$34,999 $2,400

 $35,000–$39,999 $1,600

 $40,000–$44,999 $800

 $45,000–$49,999 $600

 $50,000–$74,999 $450

 $75,000–$99,999 $300

…PLUS $250 for each dependent child other than the student, up to 
an additional $1,000.

■  If you are legally 
independent from your 
parents, your aid will be 
based on your (and your 
spouse’s) income.

■  Grants will be adjusted 
for attendance status. 
For example, if you 
attend half-time, your 
grant would be half the 
amount listed.
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form. Families will receive a voucher, by mail or 
through the Internet, that can be applied toward 
the cost of the student’s attendance at any eligible 
higher education institution. Students will notify 
schools of their grant eligibility as part of the nor-
mal application process. Schools will verify this in-
formation with the Department of Education, just 
as they now verify data from the FAFSA and SAR. 
Financial aid administrators will provide verifica-
tions of students’ enrollment status to the Depart-
ment of Education.

Program administration. While IRS has all the 
data needed to determine grant eligibility, the De-
partment of Education has the infrastructure in 
place to deliver funds to schools. We therefore sug-
gest that the role of the IRS be limited to forwarding 
applicants’ adjusted gross income, dependency sta-
tus, and number of dependents to the Department 
of Education, which will calculate aid eligibility and 
send vouchers to students. As in the current system, 
the students’ aid eligibility for the 2006–07 school 
year would be based on 2005 income, as reported 
to the IRS in early 2006. Unlike the current system, 
students would not have to wait for their voucher to 
arrive to know exactly how much they will receive, 

because they can look it up in the simple table at any 
time (Exhibit 1).

Delivery of funds. The Department of Educa-
tion will deliver funds directly to the school. As 
in the current federal student aid system, schools 
would then refund to the student any portion of 
the grant that remains after covering tuition and 
fees; the student could use this excess for books, 
and for food, housing, transportation, and other 
living expenses. As in the current system, funds 
could be recouped from the student in cases of 
fraud or error. Our proposed system is less vulner-
able to fraud and error than is the current system, 
since our system relies on IRS reports of income, 
rather than on self-reports. With an eye to fraud, 
the Department of Education currently audits 30 
percent of aid applications; these audits require 
that applicants provide supporting tax documents 
from the IRS. In our proposal, these time-con-
suming audits are unnecessary, since the eligibility 
data will come from the IRS. In other words, the 
audit rate in our proposed program is effectively 
100 percent, but places no burden on families or 
schools.

FIGURE 4

Distribution of Spending On Undergraduates Under Current System (Pell+Hope+LLC) and  
Proposed System

Source: Authors’ estimates using the 2003-2004 NPSAS. Estimates for the cost of the current benefits and our proposal are based on the 2003-2004 population of 
undergraduate federal aid applicants, and 2004 tax benefits.
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Advantages over the Current System

Simple. The grant schedule is so straightforward 
that parents can easily determine their eligibility 
well before their child applies to college. Aid is sim-
ply a function of income and number of children. 
The grant schedule can easily be communicated to 
students through postcards, posters, and targeted 
mailings. Our approach combines the Pell and tax 
credits into a single, unified program. Unifying the 
tax and grant programs removes the confusion over 
which credit is best to take for a given student, and 
eliminates the complicated rules that determine 
how tax credits and Pell Grants interact.

Predictable. Our approach eliminates a critical 
weakness in the current aid system—delayed and 
unpredictable information about aid eligibility. 
The current system delays decisions about Pell 
eligibility until after students apply to college be-
cause Pell Grants are nominally limited by college 
costs, and tuition varies across colleges. In prac-
tice, attending just about any college costs more 
than the maximum Pell Grant ($4,050); as a re-
sult, almost no one’s Pell Grant is actually affected 
by her choice of school. (See Appendix C for an 

overview of how Pell Grants are calculated.) As is 
true with dozens of the data items demanded by 
the FAFSA, tuition prices have a vanishingly small 
impact on Pell Grant eligibility. We gain very little 
information by delaying Pell determination until 
after college admission. That is, the benefits of 
delay are quite small. Its costs are enormous, since 
delay adds uncertainty and confusion to college 
enrollment decisions for the millions of families 
worried about college costs.

There are multiple proposals to simplify the aid sys-
tem. Many of these simplification proposals will not 
make aid predictable, which is central to making 
aid effective. In particular, any proposal that mere-
ly shortens the FAFSA while still postponing the 
determination of aid eligibility until after college 
admission will be ineffective. Families need certain 
information about aid eligibility, and they need it 
early, when their children are preparing academi-
cally for the rigors of college coursework.

Less paperwork. Families applying for aid will 
report their income to the IRS as usual, when they 
file their taxes. They will not make a separate ap-
plication to the Department of Education. Back-

FIGURE 5

Average Benefits for Undergraduates Under Current System (Pell+Hope+LLC) and Proposed System

Source: Authors’ estimates using the 2003-2004 NPSAS. Estimates are based on the 2003-2004 population of undergraduate federal aid applicants. Average grants are 
lower than maxima because of proration for less-than-full-time attendees.
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of-the-envelope calculations (described earlier) 
suggest that applicants’ time savings will be upward 
of 100 million hours, or the equivalent of fifty-five 
thousand full-time jobs.7 In addition, since income 
information will come directly from the IRS rather 
than from students’ self-reports on a FAFSA, in-
dividual institutions will no longer need to verify 
students’ financial information. Currently, schools 
are legally required to audit 30 percent of FAFSAs 
submitted, at an estimated cost of $432 million per 
year (Advisory Committee on Student Financial 
Assistance 2005).

Families get funds when they need them. 
Currently, the tax credits arrive as much as sixteen 
months after families have paid for college tuition. 
The credits do nothing for the strapped family who 
can’t come up with the funds for college. By deliver-
ing funds at the time of enrollment, our approach 
gets money into families’ hands when they need it 
most.

Single program. The current system of college fi-
nance shunts low-income families into one program 
(the Pell Grant) and middle- and upper-income 
families into another (the education tax credits).8 
Perhaps unsurprisingly, funding for the Pell has 
stagnated while tax benefits for middle-class fami-
lies have skyrocketed. Our approach would com-
bine the Pell and tax credits into a single, unified 
program that benefits families across the income 
distribution. By applying a consistent standard of 
need to all families, this approach would yield a 
broad-based yet progressive system of student aid.

Stop penalizing work. The aid system’s treat-
ment of student earnings is deeply flawed; it is both 
inequitable and inefficient. The aid formula taxes 
student earnings (above a very low threshold) at a 
rate of 50 percent.9 This onerous tax on labor earn-
ings applies to both dependent and independent 
students. This very high tax on students’ work ef-
fort penalizes those who work their way through 
college. It especially hurts dependents from low-
income families, who work more than their bet-
ter-off dependent peers. It also punishes students 
who work a full-time job while attending school but 
then see their aid reduced or eliminated due to their 
hard work.10

Help out nontraditional students. The typical 
college student is no longer in her teens or early 
twenties, attending college full-time. Instead, she 
is in her late twenties or thirties, working while 
she studies part-time for her degree.11 Two-thirds 
of part-time, independent students who apply for 
aid are women; 40 percent are African American or 
Hispanic (see Table 4 for a summary of demograph-
ic characteristics by student type). These students 
typically work twenty-eight hours a week while 
they are going to school. Our federal aid system, 
designed for full-time students who are supported 
by their parents, shortchanges this large and rap-
idly growing population. Their earnings are taxed 
very heavily by the aid formula, penalizing most 
the students who work hardest. Our proposal gives 
these students a helping hand. Part-time students 
and older students get higher grants than they do 
now, largely because we stop penalizing their work 

7. Approximately 6 percent of FAFSA applicants do not currently file income taxes but would need to under our proposal (authors’ estimate 
using NPSAS data). These students would trade the time spent filling out the FAFSA for the time spent filling out an IRS 1040, most likely 
the shorter 1040A or EZ form. If we conservatively treat this as a time-neutral trade-off, then our overall estimates of time saved would 
decrease by 6 percent, to 94 million hours.

8. Skocpol’s review of major American antipoverty programs over the past two centuries concludes that strictly targeted policies “have not 
been politically sustainable” (1991, p. 414). 

9. In 2003–04, the earnings threshold was $2,400 for dependent students, $5,400 for unmarried independent students, and $8,640 for mar-
ried independent students.

10. Among dependent students from lower-income families, 73 percent have positive earnings; among such students from upper-income 
families, that figure is 62 percent. Median student earnings are $2,730 for the lower-income group, as compared to $2,231 for the upper-
income group. 

11. Authors’ calculations using NPSAS 2003–04 data on undergraduates (ED 2005a; see Appendix C for details). Only about one-third of 
undergraduates are age twenty-four or younger and attending full-time.
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effort.12 Independent, part-time students currently 
get an average Pell Grant of $1,235 and an average 
tax credit of $118. Our proposed program would 
give these students a grant averaging $1,740 (an in-
crease of about 30 percent) at the time of college 
enrollment, when the funds are needed most.

Increase college enrollment. Because of its sim-
plicity and predictability, our proposal could in-
crease college enrollments where the Pell Grants 
and tax credits have not. Economic research sug-

gests that simple programs can increase enroll-
ments by 3 to 4 percentage points per $1,000 in aid 
(Dynarski 2002). If our proposed program had the 
same effects as other simple programs, we could see 
an increase of 5.6 to 7.4 percentage points in college 
enrollments among the grant eligible population 
(given an average expected grant size of $1,854). We 
would expect to see the effects concentrated among 
students from families earning less than $50,000, 
since their grants are largest and their attendance 
rates have substantial room to grow.

TABLE 4

Characteristics of Traditional and Non-Traditional Students

Characteristic
Full-time 

Dependent
Part-time 

Dependent
Full-time 

Independent
Part-time 

Independent

Age 19.9 20.2 30.0 31.1

Family income $63,673 $51,801 $21,553 $25,240

Hours worked per week 15.9 20.9 24.2 27.5

White, non-hispanic 67% 57% 58% 53%

Black, non-hispanic 12% 15% 20% 24%

Hispanic 12% 17% 13% 15%

Asian 6% 5% 3% 3%

Neither of student’s parents earned  
a H.S. diploma 4% 9% 14% 17%

Neither of student’s parents earned a B.A. 53% 64% 72% 75%

Male 44% 44% 37% 32%

Parents are married 71% 63% n/a n/a

Student is married n/a n/a 32% 34%

Student has dependent children n/a n/a 50% 55%

Estimated average Pell $1,139 $821 $2,636 $1,235

Estimated average tax credit $332 $201 $173 $118

Proposed benefit $1,594 $1,159 $3,398 $1,740

Percent increase in benefit 8% 13% 21% 29%

Source: Authors’ estimates using a sample of 51,822 undergraduates from the 2003-2004 NPSAS.

12. According to the NPSAS (ED 2005a), about 50 percent of students who apply for aid are part-time (including part-year) students. For 
about 12 percent of these part-time students, NPSAS indicates a Pell amount of $0, even though the EFC and schooling costs predict that 
the student should be getting a positive Pell (averaging $1,300). These may be students who ultimately did not enroll or who enrolled at 
a different institution. How we treat these amounts of $0 affects our estimate of how much our proposal increases grants for part-time 
independent students. If we assume that these students did get a Pell that reflects their EFC, and the NPSAS data are wrong, then our 
proposal increases Pell Grants for independent, part-time students by 29 percent. If we assume that these students should have but did not 
receive a Pell (and would have received it under our proposal) then the proposal’s increase is closer to 46 percent.
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Anticipated Cost

While we could design a simplification plan that is 
perfectly revenue neutral, we have chosen to design 
the plan to spend slightly more so that no group is 
penalized by simplification. A revenue-neutral sim-
plification creates losers as well as winners. We are 
sensitive to the fact that it will be difficult to sell a 
program that causes some groups to get less funding 
and others to get more. Hence, we suggest a modest 
increase in spending. Our goal is to minimize losses 
while maximizing simplicity. We increase spending 
only to keep any groups from losing aid in the sim-
plification.

We currently spend $15.7 billion on Pell Grants and 
education tax incentives for undergraduates. Our 
unified grant program for undergraduates would 
cost $18.6 billion, an increase of $2.84 billion, or 18 
percent.13 This is in line with recent growth in aid 
for college: between academic years 2001–02 and 
2002–03, spending on the education tax incentives 
increased by $1 billion and spending on the Pell 
Grant increased by $1.6 billion, for a total increase 
of $2.6 billion, or 17 percent.

As is always the case with budget projections, a 
few cautions are in order. First, our calculations 
assume that college attendance patterns do not 
change after our program is introduced, but we 
hope that the new aid program could increase 
college attendance rates among the eligible popu-
lation by about 6 percent. In this case, program 
costs would be about 9 percent higher than pro-
jected above, rising to $20.3 billion.14 While costs 

would be higher under this scenario, so too would 
be the education, productivity, and taxable earn-
ings of our workforce. A college graduate working 
full-time pays $5,300 more each year in federal in-
come taxes than does a full-time worker with only 
a high school diploma (College Board 2005, p. 2). 
Even those who attend college without complet-
ing a degree pay significantly more in federal taxes 
than do those who never attend.

Our second caution is along the same lines: our 
cost projections assume that the take-up rate for 
student aid stays as it is today. The take-up rate 
in the Pell Grant program is currently quite low. 
Research shows that roughly 25 percent of Pell 
dollars are left on the table by students who either 
don’t apply or who don’t follow through on their 
applications.15 Take-up of the education tax credits 
appears to be even lower (Long 2004, Bershadker 
and Cronin 2002). If everyone eligible claimed her 
full Pell grant and tax credits, the total cost of these 
current benefits for undergraduates could increase 
from its current level of $15.7 billion to as much as 
$24.4 billion.

Low take-up of the Pell and tax credits is likely due 
to complexity and uncertainty in the application 
process.16 Our proposed program is much simpler, 
and substantially reduces this complexity and un-
certainty. Our hope is that many more students will 
step forth and take advantage of the resources for 
which they are eligible. How would this affect the 
projected costs of the program? A take-up rate of 85 
percent would represent a significant improvement 
over the current take-up rate, and would increase 

13. All cost estimates are based on NPSAS 2003−04 data (ED 2005a; see Appendix C for details). Using income data provided in this survey, 
we calculate aid eligibility under our proposal and use survey weights to calculate national estimates. To estimate costs under the current 
system for the same students, we use detailed information from FAFSA applications included in the survey data to replicate Pell eligibility, 
and then add to this amount the average education tax credit claimed by individuals in the student’s income category. 

14. This calculation assumes a 3.5 percentage point enrollment impact per $1,000 in aid. A 6 percentage point increase in the share of young 
people attending college corresponds to a 9 percent increase in the number of students in college (since 67 percent of young people attend 
college). Costs would therefore increase 9 percent, as well.

15. The Congressional Research Service (Stedman 2003) provides statistics of Pell receipt by income that would translate into a take-up rate 
of approximately 70 to 80 percent among low-income students. The American Council on Education (2004) estimates that 16 percent of 
full-time students who did not apply for aid may have been eligible for a Pell, which would translate into a Pell take-up rate of approxi-
mately 80 percent among full-time students. Our own estimates using NPSAS (ED2005a) suggest even lower take-up: we find that 58 
percent of Pell-eligible students claim their grant, while 65 percent of total Pell dollars are claimed.

16. See Currie (2004) on low take-up in social programs.
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the cost of our proposal to $23 billion. If college 
enrollment also increases, as discussed above, this 
would yield a total cost of $25 billion.

Some have cautioned that a high take-up rate 
would make our approach “too expensive.” Cur-
rently, complexity and uncertainty keep program 
costs down by discouraging the neediest students 
from applying. This is a cowardly way to ration 
scarce aid funds. If we need to ration aid, we 
should do so honestly, by designing a program 
that in practice as well as in principle reflects our 
distributional priorities.

Winners and Losers

Aid simplification produces both winners and los-
ers. Losses are inevitable when simplification is 
constrained by revenue neutrality.17 The only way 
to simplify and keep everybody whole is to increase 
spending. Even producing winners can cause politi-
cal problems. Winners are those whose aid eligibil-
ity increases when we shift to a simpler measure-
ment of income. By implication, many families who 
do not currently “deserve” aid will get it under a 
simplified system. Some will perceive the receipt of 
aid by such students as fraud, or evasion, or a policy 
failure. Creating winners and losers is an inevitable 
cost of simplification, but one we believe is ultimate-
ly outweighed by the benefits conferred on the vast 
majority of students and especially on the student 
teetering on the margin of entering college.

The average student gains nearly $300 from our pro-
posal (see first panel of Table 5; all increases and de-
creases are relative to the current Pell plus estimated 
tax credit). The gains are concentrated among those 

whose family income is less than $30,000 a year. 
Gains do not vary across type of school attended (i.e., 
public, private, two-year, or four-year).

Working students see large gains. Among depen-
dent students, funds shift toward those who work. 
For dependents who work any hours, the average 
increase is $198; for those who do not work at all 
(one-fourth of dependent students) the average 
grant drops by $78. Students who earn $6,200 or 
more gain an average of $491.18

Independent students also see large gains, primarily 
because of the reduced tax on their work effort. The 
average grant for independent undergraduates in-
creases by $456, relative to their current Pell Grant 
and education tax credits.

Because we have eliminated assets from the aid for-
mula, some funds will newly flow to those whose 
assets currently render them ineligible for a Pell 
Grant. A cost of simplification is that some funds 
will flow to those we do not currently consider 
needy. A small number of families have low income 
but substantial assets; under the proposed system, 
they will get grants. Among dependent aid appli-
cants, 1 percent of parents have financial assets of 
more than $390,000, and their grants will rise by 
$330, to $510.19 Since they are such a small slice of 
the population, the cost of this increase is just $17 
million.

This small increase in costs should be weighed 
carefully against the substantial decrease in com-
plexity that dropping assets from the federal aid 
formula confers. When assets are part of the aid 
formula, we can’t use the tax system to determine 

17. The Final Report of the President’s Advisory Panel on Federal Tax Reform (2005) makes this point very nicely in the context of tax sim-
plification.

18. Note that $6,200 does not necessarily imply a level of work that would cause grades to suffer. At $8 an hour, $6,200 corresponds to 775 
hours worked annually. At that hourly wage, a full-time job over the summer would take care of 520 of those hours, leaving about seven 
hours a week for the student to work during the school year.

19. The asset figures quoted in this paragraph are for those assets that are counted by the federal aid formula. The federal formula does not 
count housing equity or retirement assets when considering a family’s ability to pay. Few families have substantial financial assets outside 
of their retirement accounts (especially families with income in the Pell range), which is why excluding all assets from the aid formula has 
very little impact on the distribution of the Pell.



COLLEGE GRANTS ON A POSTCARD: A PROPOSAL FOR SIMPLE AND PREDICTABLE FEDERAL STUDENT AID

20 THE HAMILTON PROJECT    |     THE BROOKINGS INSTITUTION

aid eligibility, since the tax system does not col-
lect asset information. If we keep assets in the 
formula, we have to require a separate application 
for student aid.20

We have tried to minimize losses under our pro-
posal. The correlation of current aid with our radi-
cally simplified grant table is 84 percent. Overall, 
49 percent of current aid applicants would see their 
grants change by less than $250 (we consider such 
applicants neither winners nor losers). About 34 
percent would gain more than $250, and about 14 
percent would lose more than $250. Only 8 percent 
would lose more than $500.

It would be relatively inexpensive to make sure that 
no current students see reductions in their grants: it 
could be done by grandfathering in current Pell re-
cipients. This approach would guarantee that new 
grants going to current Pell recipients would be no 
smaller than current grants to those recipients. All 
students, old and new, would apply under the new, 
simplified system. A student who received a Pell the 
previous year, and whose family income had not 
increased substantially, would be “held harmless” 
and given the maximum of her previous Pell and 
her grant under the new formula. While this would 
impose small transition costs in the first few years, it 
would allow certainty in aid for current students and 
increase the political viability of the proposal.21

20. The federal government does not consider assets in distributing the education tax credits, so we currently have a double standard regarding 
the relevance of assets for determining the ability to pay for college. Nonetheless, we understand that eliminating assets from the federal 
aid formula is a hot-button issue that may make political waves for the proposal.

21. We estimate that this “hold harmless” provision would cost $300 million to $600 million in the first year; the costs would decline as current 
students finish college.
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TABLE 5

Changes in Average Grants and Total Funding by Selected Characteristics

Distribution of changes in funding
Percent of 

student pop.
Median 
change

Mean change 
per student

Total change 
($Billions)

Total change for undergraduates 100.0% $121 $284 2.840

Income less than $15K 25.3% $250 $497 1.260

Income $15-30K 24.0% $53 $525 1.260

Income $30-45K 15.2% $137 $105 0.160

Income $45-60K 10.6% $144 $3 0.003

Income $60-75K 8.0% $189 $184 0.148

Income over $75K 16.9% $0 $5 0.009

Four-year public students 34.9% $48 $283 0.989

Four-year private student 23.4% $17 $264 0.619

Two-year public students 33.1% $184 $299 0.989

Two-year private students 4.3% $236 $409 0.013

Dependent students 52.5% $0 $128 0.673

Independent students 47.5% $203 $456 2.170

Total change for dependent undergraduates 100.0% $0 $128 0.673

Students with no earnings 25.5% $0 -$78 -0.104

Students with earnings 74.5% $18 $198 0.776

Earnings above $6200 (75pctile) 24.9% $200 $491 0.642

Parental assets below $1500 50.3% $84 $122 0.322

Parental assets above $1500 49.7% $0 $134 0.351

Assets above $15,600 25.0% $0 $184 0.242

Assets above $76,000 10.0% $0 $257 0.135

Assets above $390,000 1.0% $0 $330 0.017

Income less than $15K 10.7% $250 $444 0.250

Income $15-30K 17.8% -$52 $252 0.236

Income $30-45K 16.4% $123 $75 0.065

Income $45-60K 13.7% $164 -$4 -0.003

Income $60-75K 12.1% $189 $188 0.119

Income over $75K 29.3% $0 $4 0.006

Total change for independent undergraduates 100.0% $203 $456 2.170

Student assets below $1500 85.7% $209 $455 1.830

Student assets above $1500 14.3% $178 $458 0.334

Income less than $15K 41.5% $250 $512 1.010

Income $15-30K 30.8% $153 $699 1.020

Income $30-45K 13.8% $146 $145 0.095

Income $45-60K 7.0% $116 $17 0.006

Income $60-75K 3.5% $122 $172 0.028

Income over $75K 3.3% $0 $17 0.003

Source: Authors’ estimates using a sample of 51,822 undergraduates from the 2003-2004 NPSAS.
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Doesn’t complexity help us target limited 
funds to those that need it most?
The design of the current student aid system shows 
that the nation wants to give more money to needy 
students: otherwise, we would have no application 
and just give everyone the same grant amount. In 
this sense, complexity in aid is well intentioned: it 
aims to measure precisely each family’s ability to 
pay for college. The more detailed the questions, 
the more precisely the program can distinguish be-
tween two individuals who may have very different 
situations, but who would appear similar if fewer 
questions were asked. For example, financial aid ad-
ministrators tend to worry about families with low 
incomes but high assets, or high income but several 
children in college.

So why don’t we have a three hundred–page appli-
cation that meticulously verifies information about 
wealthy grandparents and every other circumstance 
we can think of? Because, at some point, the costs 
of additional complexity outweigh the benefits of 
additional precision in measuring an individual’s 
circumstances (Kaplow 1990, 1996). It is equitable 
and efficient to tolerate some complexity in order 
to target funds to those who are neediest. But di-
minishing marginal returns can set in, and at some 
point the additional questions do more to increase 
costs than they do to improve targeting. These costs 
include (1) compliance costs for applicants, such as 
time spent learning about the rules and formulas, 
collecting the required documents, and completing 
forms; and (2) administrative costs that fall primar-
ily on schools but also on the government, and ul-
timately fall on students and taxpayers in the form 
of higher prices, higher taxes, or reduced services. 
Finally, these costs include (3) efficiency loss as 
some individuals alter their behavior in attempts to 

take advantage of myriad provisions and loopholes.
While the costs are high, our research (Dynarski 
and Scott-Clayton 2006a, 2006b) shows that the 
benefits are remarkably small. Out of more than 
one hundred questions on the FAFSA, only a few 
have any substantial impact on grant eligibility.

How does complexity in the aid system harm 
needy families?
Complexity in student aid disproportionately bur-
dens the very groups we are trying to target. We 
have heard repeatedly from college-educated pro-
fessionals (including college professors!) that they 
have suffered through many nights on the home 
computer and Internet, filling out the FAFSA for 
their college-bound child. Imagine, then, the time, 
stress, and effort the aid process imposes on parents 
who have never gone to college, those who don’t 
speak English, and those who have no computer 
at home, much less an Internet connection. On all 
of these key dimensions, low-income families—the 
target of need-based aid—are the worst off:

■ Half of low-income high school seniors have no 
parent who attended college (ED 2002).22

■ Thirteen percent of low-income youth live in 
families in which English is not the primary 
language; this is double the rate of high-income 
youth (ibid).

■ Low-income families typically don’t have In-
ternet access at home. In 2003, more than two-
thirds of children from families with incomes 
below $25,000 had no Internet access at home, 
compared with 12 percent of families with in-
comes above $50,000 (Day, Janus, and Davis 
2005).23 Families may be reluctant to take their 

Questions and Concerns

22. Authors’ calculations, comparing families with income below $25,000 to those with income above $50,000.
23. Authors’ calculations using published tables from the computer and internet supplement to the Current Population Survey (Day, Janus, 

and Davis 2005). 
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financial documents to a school or a library in 
order to enter data into a public computer. Even 
locating financial records is an obstacle for poor 
students, due to higher mobility rates and sepa-
ration of children from parents.

When the burdens of additional complexity fall 
most heavily on the very groups we are trying to 
help, the benefits of complex targeting may be even 
lower in practice than they appear by design. The 
earned income tax credit (EITC) is one example 
of a program that is highly targeted by statute, but 
that is less targeted in practice due to its complex-
ity. Three-quarters of EITC recipients (who are, by 
definition, very poor) pay professional tax preparers 
to file their tax returns. The fees they pay erase a 
substantial percentage of the benefit of the EITC 
(President’s Advisory Panel on Federal Tax Reform 
2005).

The bottom line is that the costs of complexity are 
highly regressive, falling heavily on low-income, 
non-White, and non-English-speaking youth 
whose lagging educational levels are repeatedly 
cited as a justification for need-based financial aid. 
Complexity arises from well-intentioned efforts to 
target funds, but in practice this complexity sig-
nificantly reduces both the efficiency and equity of 
federal student aid.

Won’t lots of wealthy families start applying 
for aid if we stop taxing assets in the aid 
formula?
The “taxation” of assets by the aid formula has been 
roundly criticized by economists. Edlin (1993) and 
others have argued that the taxation of assets by the 
aid formula creates horizontal inequities: families 
with identical lifetime earnings can be treated very 
differently by the aid system, with aid reduced for 

the family that has sacrificed consumption in order 
to save for college.24

In practical terms, assets have little impact on the 
calculation of federal grants. We checked this by 
dropping assets from the aid formula, leaving all 
other aspects of the aid calculation intact. The Pell 
Grant did not change at all for 75 percent of the 
sample. Total Pell expenditures in this simulation 
increased by just 3.3 percent.

Assets have little effect on aid eligibility because few 
households have assets that are included in the for-
mula. Families hold the vast majority of their wealth 
in homes and retirement funds, both of which are 
protected by the aid formula. Other financial as-
sets count only if they are above a threshold (up to 
$54,500) that increases with the age of the parents. 
Among dependent students who file a FAFSA, 85 
percent have no assets above the disregard. Among 
those from families with income below $50,000, 93 
percent have no assets above the disregard. As a re-
sult, for the overwhelmingly majority of families, 
the effective tax rate on assets is already zero—yet 
the data on assets are still gathered.25

It could be true, however, that families with sub-
stantial assets simply do not file a FAFSA, since 
they know they will not be eligible for aid. In this 
case, students in the NPSAS (ED 2005a) who file 
a FAFSA would not be representative of the entire 
population of college students, and our proposed 
simplification would be more expensive that the 
FAFSA simulations would suggest. We can eas-
ily check on this by comparing assets of current 
FAFSA applicants to assets of all households with 
similar incomes. We do so using data from the Sur-
vey of Consumer Finances ([SCF] 2004), 26 focus-
ing on households with children and incomes below 

24. A rejoinder is that assets serve as a summary statistic for lifetime earnings, which are imperfectly captured by current earnings. Rather than 
use assets as a proxy for lifetime earnings, we could instead use IRS data to directly measure multiple years of earnings. We consider this 
a sensible option worth consideration.

25. For 99 percent of aid applicants, the marginal tax rate on assets is zero. We obtain this figure by adding $100 to every applicant’s financial 
assets and recalculating aid. For 99 percent of the sample, Pell eligibility is unchanged.

26. The statistics citing the SCF 2004 are the authors’ calculations using the SCF public data and tabling wizard. The data and tabling wizard 
are available for download. The SCF is a triennial survey of the balance sheet, pension, income, and other demographic characteristics of 
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$50,000 (which is the effective income cap for Pell 
eligibility).27

Among all such households, the fiftieth percentile 
of nonretirement financial assets is below $1,000 
and the ninety-fifth percentile is below $40,000.28 
The analogous figures for the fiftieth and nine-
ty-fifth percentiles of dependent Pell recipients 
in NPSAS are $200 and $31,000, respectively.29 
These figures indicate that the assets of households 
currently applying for aid are quite similar to the 
population that could apply for aid. These statistics 
offer no support for the concern that a substantial, 
hidden population of low-income, high-asset fami-
lies will gain Pell eligibility if assets are completely 
removed from taxation. This is not to say that no 
such families will gain eligibility: 0.25 percent of 
families with income in the Pell range have more 
than $250,000 in nonretirement financial assets. 
This is a minute portion of the population, and so 
the program costs of “wrongly” giving Pells to such 
asset-rich, income-poor families are low. By con-
trast, the resulting reduction in compliance costs 
is large once it is aggregated across the other 99.75 
percent of households.

If people are dissuaded from college just 
because they don’t want to fill out a FAFSA, 
doesn’t that suggest that they are not really 
“college material”?
The problem with federal student aid goes far 
beyond the aggravation of filling out a confusing 
form. The FAFSA and the aid process highlight 
costs, obscure benefits, generate uncertainty, and 
ignore well-understood behavioral phenomena 
that can limit participation. For all of these reasons, 
complexity is not just an annoyance, but is a seri-

ous barrier to efficiency and equity of student aid. 
Theory and empirical evidence both suggest that 
the federal aid system is poorly designed if the goal 
is to get more people into college. We provide some 
of this evidence here.30

Economists and psychologists have found that in-
dividuals’ decisions are strongly influenced by their 
default course of action (Samuelson and Zeckhaus-
er 1988). An influential study examined retirement 
saving at a large financial firm (Madrian and Shea 
2001). At this firm, 401(k) participation required 
that new employees check a box on a form; the 
consequence of not checking that box was not par-
ticipating in the 401(k). That is, the default option 
was nonparticipation. Despite the low transaction 
costs of enrollment and strong financial incentives 
(tax advantages plus an employer match of savings), 
participation rates were low. The company made a 
minor change: nonparticipation now required that 
the new employee check a box on a form, making 
participation the default option. This small change 
in program design had a profound effect on be-
havior, increasing participation by 50 percentage 
points.

Seemingly minor obstacles put low-income youth 
off the path to college, much as adults are put off 
the path to saving by bureaucratic details. A study of 
high school seniors in Boston found that few low-
income youth make a deliberate choice to not to 
go to college. Rather, they miss a key deadline, or 
incorrectly fill out a form, or fail to take a required 
class, and thereby fall off the path to college (Avery 
and Kane 2004).

For upper-income teenagers, the affirmative actions 

 U.S. families. The study is sponsored by the Federal Reserve Board in cooperation with the Department of the Treasury. Since 1992, data 
have been collected by the National Organization for Research at the University of Chicago (NORC). A nationally representative sample 
of approximately four thousand five hundred families is interviewed in the main study.

27. We call it an “effective” cap since there is no law or regulation that specifies an income above which families cannot get a Pell Grant. In 
practice, virtually no families with more than $50,000 in income receive a Pell.

28. Authors’ calculations from SCF (2004). Figure is for households with children and incomes below $50,000.The ninety-ninth percentile of 
financial, nonretirement assets for this population is roughly $160,000.

29. The ninety-ninth percentiles of nonretirement financial assets for dependent and independent Pell recipients are $95,000 and $13,000, 
respectively.

30. A fuller exposition of the theoretical and empirical insights into aid provided by behavioral economics can be found in Dynarski and Scott-
Clayton (2006a).
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of their parents and schools establish college entry 
as the “default” path. Their high schools guide them 
through the multiple steps and deadlines of the col-
lege and financial aid process. Schools provide on-
site SAT preparation, schedule exams for students, 
organize the writing of recommendations, and re-
peatedly remind students about relevant deadlines. 
Informal guidance and support is also provided by 
their college-educated relatives and neighbors, who 
act as de facto guidance counselors.

By contrast, due to their comparatively weak in-
stitutional and social supports, the default option 
for low-income students is to not go to college. 
Navigating the maze of college and aid application 
requires both formal and informal support. Lower-
income schools receive fewer visits from college 
representatives and have fewer guidance counselors 
per student. Parents and siblings are not as likely to 
have gone to college, and so cannot compensate for 
this lack of institutional support.

What is the evidence that this proposal 
would increase college enrollments?
There is plenty of evidence that simple student 
aid programs can increase college enrollments by 
about 3 to 4 percentage points per $1,000 in grants 
(Dynarski 2002). For example, the Social Security 
student benefit program substantially increased 
college enrollment rates among eligible youth 
(Dynarski 2003). Under this program, children of 
Social Security beneficiaries continued to get their 
benefits past their usual expiration at age eighteen, 
as long as they were enrolled in college. The com-
pliance costs were minimal. The Social Security 
Administration sent a letter to child beneficiaries 
shortly before their eighteenth birthday, asking if 
they intended to go to college. If they replied in the 
affirmative, checks continued to arrive. Renewal re-
quired confirmation of enrollment from the college 

registrar. The program provided early information, 
in that beneficiary families were familiar with the 
provision. Families knew the exact amount of the 
benefit, since they were already receiving it.

Another simple program, Georgia’s HOPE Schol-
arship, requires only that high school students main-
tain a 3.0 GPA in high school in order to have their 
tuition and fees paid at any public college in Geor-
gia. High schools proactively send transcript data 
to the state in order to identify scholarship winners. 
For most students, the HOPE application consists 
of a half-page of basic biographical information. 
High school students are knowledgeable about the 
program. More than 70 percent of Georgia high 
school freshmen surveyed were able to name the 
program without prompting. Fifty-nine percent, 
when asked to list some requirements of HOPE, 
replied that a high school GPA of 3.0 is necessary 
(Henry et al. 1998). The program substantially in-
creased college entry in Georgia (Dynarski 2000), 
as well as the share of young people completing a 
college degree (Dynarski 2005). Research on simi-
lar state programs has produced similar findings 
(Kane 2003; Dynarski 2004a, 2005).

By contrast, there is little to no persuasive evidence 
that the current Pell Grant program affects the 
college enrollment decisions of young people.31 
Similarly, evidence (Long 2004) indicates that the 
education tax credits have no impact on college at-
tendance rates. A plausible explanation is that the 
aid process effectively screens out students who are 
teetering on the margin of college entry. A prospec-
tive student who is able to deduce her aid eligibility, 
apply to college without knowing what resources 
will be available to pay for it, and successfully com-
plete the FAFSA reveals herself, almost by defini-
tion, as firmly committed to attending college, re-
gardless of the availability of federal aid. 

31. An early study by Hansen (1983) examined enrollment rates before and after implementation of the Pell Grant program. Hansen found 
that while enrollment rates of all income groups increased during the 1970s, enrollment among low-income students (the targets of the 
Pell Grant) did not increase. Kane (1995) used more years of data and limited the sample to women, whose enrollment patterns were less 
disrupted by the Vietnam War; he was also unable to find an effect. Seftor and Turner (2002) found a small effect of Pell Grants on college 
enrollment for older, independent students. Bettinger (2004) found suggestive evidence that Pell Grant size affects college completion, 
but noted that his results were very sensitive to specification.
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If our proposed program had the same effects as 
other simple programs, we might anticipate a 5.6 to 
7.4 percentage point increase in college enrollments 
given an average expected grant size of $1,854 (for 
undergraduates). We might expect a 7 to 9 percent-
age point increase in enrollment rates among stu-
dents from families earning less than $50,000, given 
average grants of $2,505 for this group. If realized, 
these effects would increase the costs of the pro-
gram by about 9 percent, unlike many other federal 
expenditures, however, this is an investment that is 
likely to pay for itself over the long run, through 
increased productivity of the workforce.

If taxes aren’t filed until mid-April and 
students enroll in September, will there 
be enough time to get aid vouchers out to 
students?
A potential logistical hurdle is that the IRS is not 
able to confirm income data immediately after re-
ceiving an income tax return. Thus, even though 
the deadline for tax filing is April 15, it may be 
several months before the IRS can forward income 
information to the Department of Education. Note 
that students and families can closely estimate their 
eligibility simply by looking at the eligibility table, 
well before they even start thinking about filing 
their taxes. The question is whether and how this 
information can be confirmed in time for college 
enrollment, when funds are needed.

There are at least two ways around this problem. 
First, eligibility could be based on income from a 
previous tax year. Currently, aid eligibility for 2006–
07 is based on income from the 2005 tax year. If it 
were instead based on the 2004 tax year, eligibility 
could be confirmed a full year prior to enrollment—
in the fall of a student’s senior year of high school, 
for example. Because the IRS can provide tran-
scripts of up to three years of prior taxes (and does 
so for thousands of “no paperwork” mortgage ap-
plications each year), eligibility could even be based 
on an average of several prior years of income.

A second possible solution is for the IRS to forward 
preliminary income information to the Department 
of Education as soon as it is submitted, before the 
IRS completes its verification processes. Vouchers 
could then be mailed out on the basis of this pre-
liminary information, with the understanding that 
awards will be adjusted if the information is found 
to be incorrect. This is similar to how the current 
system operates: students self-report information 
from their income taxes, or estimate the informa-
tion if they have not yet filed. If the information 
then changes or is found to be incorrect, the student 
must submit a correction.

If the IRS would agree to forward preliminary in-
formation, this would be a significant improvement 
over the current system: all preliminary information 
would be automatically verified within a few months, 
and aid corrections would be automatic (students 
would not have to reapply). Since funds would not 
be disbursed until students enroll in the fall, and 
would then be disbursed in installments, this would 
limit the incidence of significant adjustments.

How would this system work for students 
who are not required to file taxes?
Approximately six hundred and forty thousand (6 
percent) federal student aid applicants do not cur-
rently file a tax return (ED 2005a). Just as is true 
with the EITC, families would have to file taxes if 
they wish to receive program benefits.32 Many of 
these families would be able to file the 1040EZ tax 
form, which—at one page and only thirty-seven 
questions—is significantly less burdensome than 
the FAFSA (five pages and 127 questions).

If a nonfiling student decides after the April 15 tax 
deadline to enroll in college, she could complete 
and submit an income tax form late, providing a 
copy to the school. While the student and school 
wait for eligibility to be verified, a compromise 
might be to require the school to apply the expected 
grant amount to tuition and fee charges, but not 

32. For those rightly concerned about undocumented, immigrant students, such students are currently ineligible for federal student aid and 
the education tax incentives. They fare no better and no worse in our proposed system than they do in the current system. 
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allow the school to refund any excess funds to the 
student until eligibility can be verified.

Doesn’t the FAFSA already provide simplified 
options for the poorest applicants?
Over the years, Congress has passed several provi-
sions aimed at simplifying the aid formula. In 1992, 
Congress mandated an automatic-zero EFC for 
families with taxable income below $15,000 who are 
also eligible to file an IRS Form 1040A or 1040EZ. 
These applicants can potentially skip more than 
fifty of the financial questions on the FAFSA. In 
1986, Congress mandated a “simplified needs test” 
for families earning less than $50,000 who are eligi-
ble to file the 1040A or 1040EZ; for these families, 
asset information can be disregarded.

While laudable in intent, these efforts have been 
ineffectual. As implemented, these simplifications 
have had virtually no impact on the aid system as 
it is experienced by students and their families. In 
our sample, just half of applicants from families 
with income between $5,000 and $15,000 had their 
applications processed using the automatic-zero 
EFC or the simplified needs test. Even among the 
applicants whose FAFSAs were flagged as having 
received this simplified treatment, the evidence 
indicates that the student’s own application expe-
rience was not simplified. Among those who had 
their FAFSA processed using the simplified needs 
test and who were eligible to skip the asset ques-
tions, at least 48 percent provided asset informa-
tion. Among those who had their application pro-
cessed under the automatic-zero EFC formula, 90 
percent had responded to questions that they were 
not required to answer. For example, 63 percent 
reported nonzero amounts on nonrequired income 
questions and 30 percent reported nonzero assets.

In effect, these simplifications have only made 
things easier for the computer that processes aid 

applications. Simplifications are not communicated 
to students and their families; they are never men-
tioned on the paper FAFSA, which is used by about 
half of dependent, undergraduate applicants whose 
families’ incomes are below $50,000 (ED 2005a).33 
Even the online FAFSA only offers the option to 
skip the relevant questions mid-application, and 
then warns that some schools may require that the 
questions be answered (ED 2005c). This phrasing 
will frighten many students into filling in the com-
plete application.

A critical shortcoming of these past efforts at sim-
plification is that they have focused too heavily on 
simplifying the aid form itself, without adequate 
attention given to reducing complexity and un-
certainty in the overall process. We must do more 
than simplify the application form; we must make 
it easier for students and their families to predict, 
years in advance of the college decision, how much 
aid they are likely to get.

How will states react to federal 
simplification?
One concern is that the states will not go along with 
the proposed program, and will demand that stu-
dents fill out complicated aid forms for state aid. 
This could make things worse for students if every 
state creates its own aid form to replace the FAF-
SA. Before the FAFSA was introduced in the early 
1990s, different states had different aid application 
forms, generating confusion and duplicative paper-
work for families. The goal of the FAFSA was to re-
place these multiple forms with a single form. The 
unfortunate product of this well-intended effort 
was a form that includes every data item needed by 
any state. The Department of Education has polled 
the states about which data items they actually use 
in giving out their aid, but it appears that the De-
partment of Education has taken an “opt out” ap-
proach on this question: unless a state affirmatively 

33. Authors’ calculations. Note that the Department of Education frequently cites the following statistic: less than 10 percent of applicants use 
the paper form (see, e.g., LeBlanc and Brown 2006, slide 43). This statistic is heavily weighted by renewal applicants, who are much more 
likely to use the online process. Nearly 30 percent of first-time applicants still use the paper form (ED 2005b filing statistics; includes the 6 
percent of applicants who fill out a paper form and then have their school file their application electronically); applicants from low-income 
families are even more likely to rely on the paper form.
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states that it is willing to give up a data item, it stays 
on the FAFSA. The product of this approach is an 
ever-lengthening FAFSA.

The Department of Education’s timidity and states’ 
foot-dragging have crippled the effectiveness of two 
attempts to simplify: the simplified needs test and 
the automatic-zero EFC. Both of these provisions 
should allow very low-income aid applicants to skip 
many questions on the FAFSA. But in the online 
application process, the option to skip questions 
only appears if the student is from a state that has 
agreed to accept the shortened FAFSA.34 Thirty-
two states have refused to accept it. Even for stu-
dents from the remaining states, skipping questions 
is presented as an option, with the warning that it 
could compromise aid eligibility. Unsurprisingly, 
many students end up answering questions they 
don’t have to.

So how do we keep the states from derailing this 
simplification effort? There are two questions to 
ask in this context: First, how much need-based 
state aid is there, and is that amount commensurate 
with the complexity its distribution imposes on mil-
lions of college students and their families? Second, 
is there a way to convince states to distribute their 
aid using less information?

How much state aid is there? The states give out 
a total of $4.2 billion in need-based grants (Na-
tional Association of State Student Grant and Aid 
Programs [NASSGAP] 2005). One-third of that 
amount is given out by states that have already 
agreed to the simplified data for low-income stu-
dents described above. In our sample of under-
graduate aid applicants, need-based state grants 
average $400, compared with an average of $1,235 
for Pell Grants, which means that the states are 

giving out about one-third as much aid as the 
federal system does.35 A few generous states skew 
these figures; in just seven states average grants 
for undergraduate federal aid applicants exceed 
$500. Eight states account for two-thirds of all 
state grants; one-fourth of the states account for 
80 percent of the grants (ED 2005a). The typical 
state gives out less than $200 per undergraduate 
(NASSGAP 2005). That’s a lot of complexity for 
not much money.

Can the states be convinced to make do with less 
data from aid applicants? No one likes change, so 
it is unsurprising that the states have not jumped 
to attention when asked to simplify their proce-
dures. Incentives are always helpful when trying to 
elicit cooperation. There are negative incentives: 
the Department of Education could reduce federal 
grants for students in states that refuse the simpli-
fied formula. That’s a big stick, one that would hurt 
a lot of students until their home states got into 
line. Carrots—not sticks—are the right approach 
here. We suggest that the federal government 
match state grants that determine need using only 
the data required for our proposal (adjusted gross 
income and household composition).36 The Lever-
aging Educational Assistance Partnership (LEAP) 
Program could be the vehicle for such a matching 
program.37

How will colleges react to federal 
simplification?
One concern is that colleges will not agree to go 
along, and will demand that students fill out com-
plicated aid forms in order to get aid that is paid 
for out of the colleges’ coffers (“institutional aid”). 
This could make things worse for students if ev-
ery school creates its own aid form to replace the 
FAFSA.

34. The Department of Education does not provide a shortened FAFSA in paper form. All applicants who use the paper FAFSA are required 
to fill out the entire FAFSA, even if they meet the criteria for a simplified application.

35. The variable measuring state aid in NPSAS does not distinguish between aid that is based only on need and aid that is based on both need 
and merit. 

36. Such a simplification incentive could be put in place even if our full proposal is not implemented. As described above, many states refuse to 
accept simplified FAFSAs for low-income students. A carrot of matching grant funds might give those states the impetus to allow existing 
simplifications to work.

37. Thanks to Brian Fitzgerald for suggesting this approach.
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Schools that give out substantial amounts of their 
own aid and enroll wealthy students already sup-
plement the FAFSA with additional aid forms, 
such as the College Board’s College Scholarship 
Service (CSS) PROFILE. About 270 schools (in-
cluding only six public institutions) currently use 
the CSS PROFILE, out of more than 4,200 two- 
and four-year colleges nationwide. We anticipate 
that these schools will continue to use these forms 
in distributing their own aid: we see no problem 
with that.

Why don’t we care if elite schools use complicated 
forms to give out their own aid funds? First, because 
it’s their money. Second, because any student who 
is confident enough to apply to an elite college is 
clearly not dissuaded from college by complexity 
and uncertainty in aid. Students discouraged by 
complexity and uncertainty in the aid system are 
more likely to attend community colleges and state 
universities.

For the typical student who attends a community 
college or state university, government aid is the 
only aid. These schools don’t have their own funds 
of any consequence to distribute. Yes, a few have 
small pots of money, but let’s remember the costs 
and benefits of complexity. Should a community 
college impose a lengthy aid application on all its 
students in order to give out a tiny grant to a few 
students? They should not, we would argue. They 
may do so, nonetheless. So, we should give them 
incentives to do the right thing. We could, for ex-
ample, add a bonus to the federal grants of students 
at schools who agree to use the simplified formula. 
The rule could be that any student who is eligible 
for the grant listed in Exhibit 1 cannot be required 
to fill out a complicated form to access institutional 
funds, or else the school forfeits the bonus for its 
students.

Aid simplification could substantially benefit pub-
lic colleges that are stressed by shrinking state sup-
port. Think about all of the money that goes into 
processing aid forms, verifying applications, and 
sending out award letters. Imagine if all the money 

and labor spent on these tasks could instead go into 
counseling and teaching students!

What about loans?
The grants proposed are sufficient to cover tuition 
at community colleges and many public universi-
ties. They will not cover living expenses, or tuition 
at the more expensive public universities. As is the 
case now, loans would be necessary to cover the 
shortfall. We chose to focus our proposal on grants, 
to emphasize the point that existing grants and tax 
credits could be distributed simply while still main-
taining the same distribution of aid. We can easily 
apply the same concepts and analysis to subsidized 
Stafford loans, and assign them based on income 
alone.

In an ideal world, we would pair the simplified grant 
discussed in this paper with an income-contingent 
loan program similar to those operating in Austra-
lia, New Zealand, and the United Kingdom (Chap-
man 2005, Barr 2004). In these programs, former 
college students repay their loans as a percentage of 
their payroll earnings. This forward-looking needs-
analysis approach has good distributional charac-
teristics: the beneficiaries of college pay for its costs, 
but they are insured against bad labor market draws 
that would saddle them with unsustainable loan 
payments.

The Pell Grant isn’t poorly designed, just 
underfunded. Shouldn’t we just devote more 
money to need-based student aid?
Our goal is not to debate spending priorities, but 
to show how current funds could be spent much 
more effectively. The costs of complexity and un-
certainty are real, and they fall most heavily on the 
very students we hope to target with need-based 
aid. Complexity and uncertainty limit the equity 
and the effectiveness of the current system.

Moreover, the lack of adequate funding in the 
Pell program, the largest federal need-based grant 
program, may be no coincidence. While the Pell 
Grants’ purchasing power has fallen, funding for 
federal higher education tax benefits and state merit 
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aid programs has increased. The public seems to 
support increased spending on higher education, 
but those who need the most help are missing out 
on the benefits. Pell Grants currently isolate low-
income families in their own program. By merging 
the Pell program with the education tax benefits, 
the power of the middle class can be harnessed to 
ensure a broad base of support and sustainable fund-
ing for a program that benefits families across the 
income distribution, but that provides extra support 
for the neediest.

Conclusions

There is no doubt that the federal aid system gets 
grants and loans to many families who would be 
worse off without it. There is little evidence that 
this aid gets more young people into college, how-
ever. In this paper, we have proposed a radical sim-
plification to the aid system that will preserve its 
distributive properties while enhancing its positive 
impact on schooling decisions.

The basics of need-determination have changed 
little since they were laid out more than 50 years 
ago. At a College Board conference in 1953, John 
Monro, then-dean of admissions at Harvard Col-
lege, described to his colleagues at other elite col-
leges the formula he had been using to distribute 
aid to Harvard admits. The assembled college 
administrators were eager to establish a common 

formula for assigning aid so that they could quash 
the competitive bidding for the best students that 
had recently developed. Within a year, a common 
aid application was in use (the Parents’ Confidential 
Statement) and the new CSS had been established 
by 94 charter members (Duffy and Goldberg 1998, 
Wilkinson 2005).

Then, as now, Harvard and other elite schools 
sought exhaustive measures of wealth and income 
to tailor their scholarships. Until 1973, the aid ap-
plication asked about make and model of the fam-
ily car (Wilkinson 2005). Today’s FAFSA and aid 
formula reflect this peculiar history, providing 
extremely fine measures of ability to pay at levels 
of income that far exceed the effective cutoffs for 
federal aid. While these distinctions are critical at 
institutions that provide need-based grants to fami-
lies with incomes well above $100,000 (Dynarski 
2004b), we have shown that such fine measures are 
irrelevant for the distribution of Pell Grants.

The U.S. system for subsidizing college students 
hides information about the affordability of college 
behind a thicket of paperwork. It delays sharing in-
formation about the affordability of college until it 
is too late. It is time for the federal aid system to 
uncouple itself from the needs of elite schools such 
as Harvard and Princeton, and concentrate on the 
needs of young people unnecessarily dissuaded from 
college by the impression that it is not affordable.
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http://www.cbpp.org/7-19-05eic.htm
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http://www.ed.gov/about/overview/budget/budget05/summary/edlite-section2d.html#tables
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Appendix B: A Sample SAR
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Data

Student aid statistics and simulations are based 
on restricted-use, individual-level data from the 
nationally representative 2003–04 NPSAS (ED 
2005a), which includes data from the FAFSA for 
56,440 undergraduate federal aid applicants. We 
dropped the 8 percent of observations that were 
missing key variables such as the EFC, family in-
come, and family size, leaving a sample of 51,822 
undergraduates.

Calculating Aid Eligibility in the Current 
System

Throughout the paper, we used the EFC and Pell 
formulas and rules as outlined in the 960-page fed-
eral student aid handbook (ED 2003a). The EFC is 
the aid system’s measure of each family’s ability to 
pay for college. In the current aid system, it is used 
to calculate eligibility for the Pell Grant and Staf-
ford Loan, as well as other, smaller aid programs.

The federal EFC formula for dependent students 
adds together parents’ adjusted gross income (or W-
2 earnings for non-tax-filers) and other income. It 
then subtracts a number of allowances, of which the 
largest is taxes paid, and adds in 12 percent of par-
ents’ assets over an asset protection allowance that 
depends on parents’ ages and marital status. The 
resulting figure is called parents’ adjusted available 
income (AAI). An assessment rate from 22 to 47 
percent is applied to this number, and the result is 
then divided by the number of children in college to 
obtain the parents’ expected contribution. Thirty-
five percent of any student assets are added to this 
figure to yield the student’s expected contribution. 
Students have no asset protection allowance.

The expected contribution for independent stu-
dents with children is calculated much like that of 
parents of dependent children (see previous para-
graph). The expected contribution of independent 

students without children is calculated much like 
that of dependent students (see previous paragraph), 
but with higher income and asset allowances. The 
total contribution is divided by the number of fam-
ily members in college to calculate the EFC.

For both dependent and independent students, the 
Pell Grant is currently awarded by subtracting the 
EFC from the maximum Pell Grant ($4,050). Fol-
lowing federal rules, grants between $0 and $199 are 
rounded down to $0, and grants between $200 and 
$399 are rounded up to $400. Pell Grants of over 
$2,700 are adjusted downward for students at very-
low-tuition institutions (tuition and fees of less than 
$675 in 2003–04) using what is called the tuition 
sensitivity adjustment. Pell Grants are also reduced 
if the calculated amount exceeds the cost of atten-
dance at the student’s institution (which is provided 
in NPSAS, as reported by the schools). Among full-
time students in our sample, the tuition sensitivity 
adjustment applied to only 35 students and the cost 
of attendance adjustment applied to none.

Pell awards are prorated for those who go to col-
lege part time, which includes two-thirds of inde-
pendent students. While we do an excellent job 
replicating the EFC for these students (as we do 
for full-time students), we had difficulty replicating 
the exact, prorated Pell Grant. Instructions on how 
to prorate Pell Grants for part-time students fill 
nearly 50 pages (!) in the federal student aid hand-
book (ED 2003a), and the data required for some 
of these calculations are lacking in NPSAS. While 
we can replicate actual Pell awards within $100 for 
90 percent of full-time students, we can do the same 
for only 45 percent of part-time students (though 
we can replicate 70 percent of such awards within 
$500). In many cases (12 percent of part-time stu-
dents), we estimate a nonzero award while there is 
no Pell actually reported in the data. Hence, our 
cost estimates regarding Pell Grants for part-time 
students are somewhat less precise than those for 
full-time students.

Appendix C: Technical Information
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