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Introduction

In order to increase postsecondary educational access, the federal government has offered
publicly fundedgrantsto students.Thesegrants suchasthe 1972Pell Grantamendmento the Higher
Education Act, are awarded primarily based on the financial need of the student. One major goal of
these federal grants is to increase access to college for low-income students and to eliminate the
disparitiesn enrolimentratesthesestudentdiavecomparedo higher-incomestudents.

The 1972 reauthorization of the Higher Education Act included a State Student Incentive Grant
(SSIG) program. The SSIG provided states with financial incentives to develop state-funded
scholarshipprogramgqSt. John,2003). Many statesusedSSIGincentivesto helpfund needs-based
grants so that low-income families will have postsecondary educational access (Heller, 2001). These
state scholarship programs grew more and more important as federal grant funding failed to keep up
with increasing tuition costs. According to the National Association of State Scholarship and Grant
Programs (NASSGP, 2002), spending on state-sponsored grant programs increased 447% from 198C
2000 compared to a 214% increase in federal Pell Grant funding over the same period.

Overtime, statesshiftedfundsfrom needs-basegrants(awardedo studentdasedn their
financial need) to merit-based grants (awarded to students based on their academic performance). Fr
1991 to 2001, the percentage of state grants awarded to students based on academic merit grew fron
11% to 24% -- the percentage of state grants awarded on the basis of financial need decreased from
89%to 76% (NASSGP,2002). Twelve statescurrentlyoffer merit-basedcholarshigprograms
(Alaska, Florida, Georgia, Kentucky, Louisiana, Michigan, Mississippi, Nevada, New Mexico, South
Carolina, and West Virginia). During the 2000-01 academic year, these states spent $863 million on
merit-based grants and only $308 million on needs-based grants (NASSB, 2002). The merit-based
grantsofferedby thesestateswhich aretypically fundedby lottery revenuesareawardedo students
based on their grade-point-averages in high school or their scores on standardized achievement tests.

One of the bigger merit-based scholarship programs exists in the state of Georgia. The HOPE
program (Helping Outstanding Pupils Educationally) began in 1993 as a way to increase postseconde
educational access and as a strategy to keep high-achieving individuals in the state of Georgia. In 20C
over $300 million was awarded to students who were able to earn at least a 3.0 GPA in high school cc
curriculum courses (and who were able to maintain at least a 3.0 GA in college). As a reward for their
academic performance, these high-achieving students receive full tuition at any state university or
$3000towardsthe costof a privateuniversityin the stateof Georgia(sourceeHOPEwebsite).

This paperwill attemptto bothpredictandanalyzethe impactthe HOPEprogramhadon
postsecondary access and equality of access for both high-achieving students and low-achieving
students.In doingso,it will alsodeterminghe potentialdisparatempactthis programhasfor
students of different SES levels or ethnicities. This analysis will be conducted through the frameworks
of HumanCapital TheoryandStudentPriceResponsiveness.

Framework

Accordingto Paulsen2001),HumanCapital Theorystateshat studentamakepostsecondary
educationatlecisionsoy weighingtheir perception®f the costsandprivatebenefitsassociateavith
college attendance. Financial aid given to students, in the form of loans and/or grants, will lower the ne
price paid by the student; increasing the likelihood that the student will be willing to invest in



postsecondary education (Heller & Rasmussen, 2001). In other words, an increase in grants awardec
studentswill increasestudentdemandor enrolliment. ThusHumanCapital Theorycanbeusedasa

guide in developing demand curves to analyze the impact of merit-based grants on postsecondary
enroliment.

The otherframeworkthat shapeghis analysisis StudentPrice Responsiveneg®r elasticity).
Research on student price elasticity finds that grants have a stronger influence on student enrollment
thanloans,especiallyfor low-incomestudents.Furthermoreminority andlow-incomestudentgend
to bemoreresponsiveo increasesn tuition coststhanwhite, higher-incomestudentgPaulsen2001).

In other words, the demand curves for low-income or minority students will have a more gradual slope
than the demand curves for high-income or white students. Thus, Student Price Responsiveness, cal
be used to determine the relative slopes of demand curves for high- and low-income students.

Because these scholarships are merit-based (awarded to high-achieving students based on the
high school GPAs and standardized test scores), it is important to examine the characteristics of high
achieving students. Without citing specific studies, it is generally accepted that students earning highe
GPAs and standardized test scores are primarily from white, higher-income families. Low-achieving
studentspn the otherhand,aredisproportionatelfrom low-incomeminority families. Thus
analyzing the disparate impact of merit-based grants on high-achieving versus low-achieving students
will serve as a proxy for analyzing the impact on high-SES versus low-SES or majority versus minority
students.

To furthersupportthis point, Heller & Rasmusse(2001)analyzedhe merit-basedyrant
programs in the states of Florida and Michigan. They found that 46% of students in high-SES schools
earnednerit-basedcholarshipgomparedo 16% of studentsn low-SESschools. Theyalsofound
that32% of white student§and42% of Asianstudentsearnedmerit-basedjrantscomparedo 9% of
African Americanstudentgand18% of Hispanicstudentsparningthesegrants. This clearlyshows
that achievement serves as a proxy measure for race and income.

PredictionAnalysis

Using the Human Capital and Student Price Responsiveness frameworks, along with
information about the characteristic of high- and low-achieving students, the effects of the HOPE
program on college enrollment can be predicted via supply and demand curves. Figure 1 shows the
predictedmpactof the HOPEscholarship®n high-achievingstudents.

T, representshe costof tuition beforethe HOPE programwasimplemented.Overthe past12
years, tuition costs have increased for Georgia colleges (due to the fact that institutional subsidies hay
not keptup with theincreasingcostsin educatingstudents).This increasen tuition is representetty
T,. TheDy demand curve represents the demand for enrollment by high-achieving students before the
HOPE program was implemented. The high slope indicates that high-achieving students have a
relatively low response to changes in tuition costs (due to the fact that high-achieving students are mc
likely to come from higher-income families). The poiptEpresents the enroliment of high-income
students Georgia colleges before the HOPE program was implemented.

If the HOPEprogramwasnotimplementedandno otherstudentgrantswerefunded,fewer
high-income students would enroll in Georgia colleges. This is represented by thepeirdzknTs
Enrolimentwould declinedueto theincreaseduition costsnot beingoffsetby any studentgrants.

Since the HOPE program awards scholarships to these high-achieving students (thus decreasing the



perceived cost of attending college), we would expect an increase in demand for enrollment. This is
representetdy thedemandcurveDy ¢ D a demand curve shifted to the right. As is noted in Figure 1,
this increase in demand might be smaller than what we might expect. To explain this, remember that
high-achieving students are disproportionately high-income. Thus, HOPE grants do not have a huge
impact on enrollment for high-achievers (even if HOPE grants were not awarded, these higher-income
students would still likely enroll in college).

The point Ey represents the increase in enroliment for high-achieving students due to the
HOPEprogram. Noticethatenrolimentdoesnotincreasesery much. Thisis dueto threefactors: (1)
theincreasan tuition costssinceHOPEwasimplemented(2) thelow price-responsiveness these
studentsand(3) thefact thatmanyof thesestudentsvould probablygo to collegeevenwithout
HOPEgrants.

Figure 1: Effect of Merit-Based Grants on High-Achievers
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Now letOsurn our attentionto the predictedmpactof the HOPE programon low-income
students.Figure2 displaysthe predictedeffects. Onceagain,tuition increasedy a specificamount
since the HOPE program was implemented. Notice the demand curve for low-achieving students has
less slope than the demand curve for high-achieving students. This is because low-achieving student:
disproportionatelyninority andlow-income,aremoreresponsiveo increasesn tuition costs.

Since low-achieving students do not receive anything under the merit-based HOPE program, w
would not expect any increase in demand for college enrollment. In fact, we may predict demand migt
decreasslightly (by notreceivingany HOPEgrants thesestudentsnay feel asthoughtheydo not
belong in college; therefore, they may not enroll). But with no increase in demand, and with the
increased tuition cost, enrollment for low-achieving students would be predicted to decline (represente
by thedifferencebetweerpointsEL andE, c.



Figure 2: Effect of Merit-Based Grants on Enroliment of Low-Achievers
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By increasing enrollment slightly for high-achieving students and decreasing enrollment for low-
income students, we would predict that the impact of the HOPE program (and the coinciding increase
in tuition) would be negligible. We would predict that for high-SES or white students, enroliment
would increase. We would also predict that for low-SES or minority students, enrollment and
participation rates might decline.

Thenetimpactof the HOPE programon enrolimentandparticipationrateswould dependon
the proportion of students in Georgia who are labeled as high- or low-achievers. One impact that
cannot be displayed in Figures 1/2 is that the HOPE program might increase the number of high-
achieving students. By offering an incentive to students who earn good grades in high school, the
HOPE program might convert otherwise low-achieving students into high-achieving students. This
would increase the number of high-achievers who are helped by the HOPE program and decrease the
number of low-achievers whose enrollment is predicted to drop because of the HOPE program.

Actual Impactof the HOPEProgram

Studies conducted by Cornwell & Mustard (2001), Dynarski (2001), and Long (2001) all
analyzetheimpactof the GeorgiaHOPE programon enrolimentandparticipationratesfor
majority/minority and low/high-SES students. Some highlights of their findings include:

(@ Overall enrollment participation rates increased 6%
(b) Theparticipationratefor white studentsat public collegesincreasedy 5%



(c) Theparticipationratefor black studentsat public collegesincreasedy 21%
(d) SAT scores increased 50 points for freshmen at Georgia colleges

So it appears as though the Georgia HOPE program had a larger-than-expected impact on
college enrollment and participation rates. As predicted, enroliment for white students increased
slightly. But, for some reason, enrollment rates for black students increased by a large amount (and
remember, it was predicted that the enroliment rate for black students would decrease). Why did the
HOPE program have such a positive impact on enrollment rates?

One reason is that the HOPE program might not have incraasesisnto college, but rather it
increasedhe percentagef studentavho chooseo stayin Georgiafor their postsecondargducation.
High-achieving students who would otherwise choose states in other schools may have chosen to
remain in Georgia to receive a free education at the state public schools. This would explain the overe
increase in enrollment at Georgia schools.

Anotherreasorwhy the HOPEprogramhadsucha positiveimpacton the enrollmentratesfor
black students is that Georgia is home to a relatively large number of historically black schools. This
makes it possible to increase black enrollment by a large amount. This reasoning is supported by the
fact that the University of Georgia and Georgia Tech University both saw a decline in the enrollment
ratesfor black studentgsincethe HOPE programwasimplemented).

Critique of the HOPE Program & an Alternative

So while it was predicted that the HOPE program would decrease enrollment of low-income,
minority studentsit appearasthoughthe HOPEprogrammay havea positiveimpacton enrollment
rates. This doesnot meanthatthe HOPE programis a success.An analysisof the fundingsourcedor
the HOPE program shows that the program does have a negative impact on low-SES, minority
students.

The HOPEprogramis fundedprimarily by revenudgrom the statelottery programin Georgia.
Researcltited by Cornwell& Mustard(2001)showsthatuneducatedpw-income,minoritiesspenda
greater proportion of their income on lottery tickets than higher-income, white Georgians. And
remember who receives these scholarships B primarily white, higher-income students. Thus, the
financial incentives awarded to higher-income, white students under the HOPE program are actually
paidfor by lower-income minority students.On its surfacethis appeargo increasanequitiesamong
high- and low-income students.

In orderto eliminatedisparitiesn enrolimentrates perhapst would be moreworthwhileto use
thelottery fundsto payfor needs-basegdrantsawardedo low-incomestudents.Figures3 and4
display the effect of needs-based grants on high-achieving and low-achieving students. Figure 3 sho\
that high-achievers (who are less likely to be eligible for needs-based grants) would have a small
increase in enrollment due to a small increase in demand. Figure 4 shows that low-achieving students
(who are more likely to be eligible for needs-based grants) would have a larger increase in enrollment
due to a large increase in demand. Thus, needs-based grants would increase enrollment for both grot
and would lessen the disparity in enrollment rates among high- and low-achieving students.



Figure 3: Effect of Needs-Based Grants on High-Achievers
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