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Financial aid in higher education is designed to improve college access and 

degree completion outcomes for students from all economic backgrounds, 

and research shows positive effects of aid on student outcomes. 1  The 

majority of research on the role and influence of financial grant aid typically 

focuses on federal aid, such as Pell grants, rather than state-level aid, but 

individual states allocate over $12 billion in student financial aid each year.2  

State policymakers typically determine how much of a state’s financial aid 

allocations will be distributed based on students’ financial need, academic 

merit, or a combination of need and merit.3 States can assess financial need by examining a given student’s 

family income or expected family contribution (EFC). States typically measure merit by a student’s high school 

GPA, college entrance exam score (e.g., SAT or ACT), or performance on a statewide assessment. Despite 

substantial increases in the total amount of student financial aid allocated at the state level over the past two 
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decades, the proportion of financial aid based on need has decreased 14.3 percent during that same time 

period.4  

Previous research has shown that state-level increases in merit-based financial aid are associated with 

decreases in state-level allocations of need-based financial aid, indicating a trade-off between state-level 

investments in merit- and need-based aid rather than increases in the total amount of student financial aid.5 

Financial aid can improve college access and student success outcomes for all types of students, but need-

based aid, in particular, improves enrollment and persistence among students from lower-income 

backgrounds.6 Despite the positive impact of federal Pell grants, need- or merit-based scholarships, and other 

forms of financial aid on educational attainment7, little is known regarding the extent to which variations in 

how states allocate financial aid relate to students’ likelihood of enrollment and degree completion. Prior 

research has primarily focused on the effect of individual students receiving financial aid8 or the effects of 

individual aid programs or types of programs on student outcomes.9 Our current research complements these 

findings by examining how state-level policies relate to students’ enrollment and completion, allowing for a 

holistic assessment of the student financial aid structures within states. 

In this brief, we leverage the first-ever comprehensive dataset outlining state-by-state financial aid program 

characteristics to address the following research questions: 

1. To what extent do variations in how states allocate financial aid between financial need 

and academic merit relate to student enrollment and degree completion? 

2. To what extent does the design of state financial aid policies (e.g., definitions of need and 

merit) relate to student enrollment and degree completion?  
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Political and Social Science, 655(1), 143-162. 
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We collected detailed data on states’ financial aid programs available for first-time entering college students 

for fiscal years (FYs) 2004-2020. We examined the language of the policies (from legislative text and state 

higher education websites and reports), creating a list of programs that included eligibility criteria that were 

based on one of three areas: financial need (need-based), academic qualifications (merit-based), or both 

financial need and academic qualifications criteria (combo-based).10 We created this dataset by examining 

more than 4,000 state financial aid documents, including state budgets and higher education agency and aid 

commission websites and reports. When historical information was not available on current websites, we used 

the Internet Archive: Wayback Machine to locate older documents. We also used the Thomson Reuters 

Westlaw Database to locate historical state administrative code that outlined program requirements. When 

we were unable to locate information or found inconsistent information, we reached out to state higher 

education officials to request clarification.  

For each of those three categories (need, merit, and combo aid), we collected the following for each FY: amount 

of aid awarded and disbursed, number of students who received aid, and eligibility requirements for the most 

inclusive program in the state (in that FY). We adjusted all dollar amounts for inflation, so that the amount of 

aid is in 2020 dollars. From these data, we created aid-per-recipient measures (e.g., need-based aid amount 

in 2020 dollars divided by need-based number of recipients for a given FY). 

To code the eligibility criteria for state need, merit, and combination programs, we selected the most inclusive 

program in the state that does not have field of study restrictions. For instance, if a state had two merit aid 

programs, one with a 3.5 high school GPA requirement and another with a 3.0 high school GPA requirement, 

we coded eligibility criteria based on the more inclusive program with the 3.0 high school GPA requirement. 

The final set of eligibility criteria for our analytical dataset included: income (need), demonstrated need 

(need), GPA (merit), college entrance exam (merit), income (combo), demonstrated need (combo), GPA 

(combo), and college entrance exam (combo). 

The outcomes included enrollment, graduation rate, and completions. Enrollment measures included total 

undergraduate and full-time undergraduate for the fall. Graduation rate and completions measures included 

associate and bachelor’s degrees. For the enrollment measures, we linked the state financial aid data so that 

the FY occurs at the same time as the fall enrollment measure. For the graduation rate and completion 

measures, we linked the state financial aid data so that the state financial aid FY occurs during the first year 

of enrollment based on earning a degree in 150% of expected time to completion. 

 

10 We did not include programs that solely funded certificate-seeking students or that operated as loan forgiveness programs. 
We also excluded 529 education savings plans. 



 

Given the policy concerns that, over time, need-based aid has been crowded out by merit- and combo-based 

aid, and the equity concerns inherent within that shift, we explored how the percentage of total state aid 

devoted to need-based aid shifts over time. Figure 1 shows that both the number of recipients and the amount 

of need-based aid have been decreasing over time. While the change in recipients over time is relatively small 

(from nearly 76% of aid recipients in FY 2004 to 68% in FY 2020), the change in amount is fairly large. In FY 

2004, the need-based aid amount is 57% of the total state financial aid amount (all in 2020 dollars). By FY 

2020, this number drops over 15 percentage points to a little less than 41%. There is clear evidence that, among 

the state financial aid programs we included in our data, states have significantly reduced the percentage of 

money being provided based solely on students’ financial need, though there is variation across states. 

Figure 1. Need-based state aid as a percentage of total state aid over time. 

 

Note. The blue line shows the percentage of the total state aid amount that is disbursed based on need (the underlying amounts  

have been adjusted for inflation and are in 2020 dollars). The red line shows the percentage of the total number of state aid recipients  

that is disbursed based on need. Fiscal years 2008, 2009, and 2020 are shaded in gray to visualize recessionary periods. 

 

We found little consistent evidence of a relationship between the amount of aid per recipient and student 

outcomes. However, we did find some consistent, practically significant correlations between eligibility 

criteria and student outcomes (see Table 1). Our most consistent finding was for combo-based aid and the 

college entrance exam eligibility criteria. Among institutions located in states with combo-based aid, requiring 



 

a college entrance exam for eligibility was associated with smaller enrollments and lower graduation rates 

compared to institutions that did not require the exams (approximately 11 and 6 percentage point lower 

associate and bachelor’s graduation rate, respectively). It may be that the other types of academic merit 

eligibility criteria (e.g., coursework, state standardized tests) are more suitable as criteria for combo-based aid 

when pursuing student success. Though, given the inconsistent findings across subgroups of students and 

design types, the field and country would benefit from more research examining the holistic state financial aid 

environment in order to create a politically viable and operationally effective financial aid strategy for state 

policymakers seeking to ensure an affordable college education. 

Table 1. Relationship between eligibility requirements for state financial aid and student outcomes. 
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