25/10/2012

NUDGES IN EDUCATION: THE EMERGING
ROLE OF BEHAVIORAL ECONOMICS IN
EDUCATION

Eric Bettinger, Stanford U and NBER

Eficiencia en la Provision de Educaciéon en
Colombia

October 11, 2012

Human Capital Model

Net benefit of
investment

Human
Capital
Model

Includes:

* Monetary Benefits
* Monetary Costs
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Persistent Puzzle

Why do individuals not make educational investment
decisions when all of the information suggests they

should?
Good reasons:

Individuals recognize that their personal costs (e.g. ability)
are high

Individuals see that the returns to schooling our low for
themselves.

Bad reasons:
Individuals overestimate the direct or indirect costs.

Individuals underestimate the direct/indirect benefits.

Can we fix the “Bad” Reasons?

One inexpensive strategy has been to “fix”
information problems.

For example, families generally overestimate tuition
costs.
In one project, low income families estimated that the

costs were three times the true costs.

Theoretically, fixing information could reduce the
incidence of “bad” decisions.
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But...The Evidence Isn’t There

Consider the H&R Block Intervention

In the US, there is generous financial aid available for
families, but the application process is complex.

The intervention was designed to help simplify the
application process and provide accurate information.

The intervention tried to merge complex financial forms
to the regular tax filing.

We randomly assigned individuals to one of three
treatments — one was information for students a few
months before final college decisions on attendance.

Flow of the Randomized Trial
HRB completes regular tax services

Software screens to see if likely eligible
Offered $20 Participation Coupon

Complete consent & basic background
questions

RANDOMIZATION

e

Treatment #1

FAFSA Simplification,
Assistance, & Information

Control
Group




GCRANT/SCHOLARSHIF

You appear eligible for 33 458.00

in college grants per year based on the information we have from helping vou complete
vour taxes and the formula the Department of Education uses.

and Federal Aid* and Federal Aid*
AT 020 3458 3080 173
Lakeland Consmty College 3333 3458 132 17
e e 3194 3458 17 17
mCmCmty 2890 3458 1334 1705

*The autimate of Bnancis] s is based on infoemation reported 8o your HER Block Tux Professionsl 1 some of the infosmation
redded fixe the fonmrals was not svaibibe, Sus may affect the resadsility of the estamate Local colioged’ frsescesd aid deparmments.

cun armarge secapt of wnad provade S most oounte ostimse of firsncial od

Even beteer, this firancial 20d would not nead to be repazd. T

The following is a list of local colleges, the fulll and part-tme nuition expenses, and estnutss of the
finamcial assistance you could 22t fom your state or the fademl government.

Outcome #1: Intention to Treat

Effect on Filing the FAFSA
n*

Dependent
Participants
Control Mean = .402

FAFSA A57** .146**
Treatment (.035) (.033)
Info Only -.012 -.034
Treatment (.060) (.055)
Controls No Yes
N 868 868

The controlsinclude race, gender, age, prior
college experience, parents education levels,
and family income. Robust standard errors
appear in parentheses.
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Outcome #1: Intention to Treat
Effect on Filing the FAFSA

Independent Participants Independent Participants
with No Prior College with Prior College
Experience Experience

Control Mean =.138 Control Mean =.353
FAFSA 257%* 257%* .204** .206**
Treatment (.009) (.009) (.012) (.012)
Info Only -011 -.013 .019 .023
Treatment (.013) (.013) (.023) (.022)
Controls No Yes No Yes
N 9237 9237 6637 6637

The controlsinclude race, gender, age, prior college experience, parents' education
levels, and family income. Robust standard errors appear in parentheses.

Is Information is Too Late?

The information we provide comes at the end of the
application process.
Maybe students need the information earlier.

We tried the same experiment with younger
students — 2-3 years before college.
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Info to the Younger Students
|

(¢)] @ (©)]

Qutcome in first vear following expected high sc hool graduation among dependent partic ipants
OQutcome in first vear following experiment among independent partic ipants

Attended College and
Filed FAFSA Attended College Received Pell Grant
(Based on DOE data) (Based on NSCdata) (Based on DOE data)

10th & 11th Grade Dependent Partici N=2 363
Control Group Mean 0411 0276 0313

Info Treatment Efct 0010 0.006 %
[0.020] [0.019] [0019]

Pooling our Information Treatments
R =S HY

¢V} @ ©]
Qutcome in first vear following expected high school graduation among dependent partic ipants
Outcome in first year following experiment among independent partic ipants
Artended College and
Filed FAFSA Attended College Received Pell Grant
(Based on DOE data) (Based on NSCdata) (Based on DOE data)

Comhined Sample w/ tr group fived effects (N=11240)

Info Treatment Effect 0.003 0.006 0.000
[0.011] [0.010] [0.010]
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Information?

No impact in our studies when provided by itself.
Perhaps we have to go even earlier.
Perhaps we have the wrong information.

Most studies of information show no impact on
attendance decision in college.

E.g. Booij, Leuven, and Oosterbeek (2011)
Some studies suggest an impact on choice

E.g. Kelly (2011)

So if not information, then what?

Maybe there are other costs¢ Are there
psychological costs?
E.g. impatience, procrastination, laziness

Behavioral economics helps us model and incorporate
these additional costs.

How do we overcome these “costs” in our human
capital model?

“Behavioral” solutions are often “nudges”
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What do we mean by “nudge’?

[
=1 Nudge. Thaler and Sunstein (2008)

How (little) pushes can lead to large changes in outcomes
1 What is the default?

In retirement programs the default is that you have to sign up
for retirement benefits

Active enrollment as the default leads to dramatic increases in
uptake.

1 What are the defaults in our educational offerings?

71 Can we change the defaults?

The Financial Aid Process
- The use of the financial aid application (FAFSA)

* Suly 1, 1006 — Jume §0, 200
| HER PPLICATION FOR TEDENAL STUBERT A6
FAFSA —
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The Financial Aid Process
FAFSA - pages 3 and 4
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The Financial Aid Process
FAFSA - pages 5 and 6
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The Financial Aid Process

FAFSA - pages 7 and 8
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Table 1. Complexity of the FAFSA Versus| RS 1040
1040 EZ FAFSA

# of pages (excl.) 1 5
-| Total number of questions 37 127 |

Non-financial items

Identifying information 6 22

Demographic/family information 2 18

Financial items

Earned income 1 5

Other income 2 33

Assets 0 6

Deductiong/creditgall owances 2 12

Tax amounts from tables, calc. lines 6 6

Withholdings, refund prefs. 5 0

| # of items reguired for computation 8 72 |
of tax/refund or aid amt
L ength of sgning statement 59 words 232 words

Official estimate of timeto prepare 8 hours 1 hour
Source: Extract from Dynarski, Scott-Clayton (2006)
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Flow of the Randomized Trial
HRB completes regular tax services

Software screens to see if likely eligible
Offered $20 Participation Coupon

Complete consent & basic background
questions

RANDOMIZATION

0

Treatment #1

FAFSA Simplification,
Assistance, & Information

Treatment #2
Information Only
(to test effect on
submission

Control
Group

y

If needed, follow up assistance
provided by Call Center

The Treatment Groups

FAFSA Treatment group:

Transfers relevant tax info already collected into
appropriate FAFSA cells (1/2 to 2/3rds of form) — “pre-
population”

Streamlined and automated interview used to collect
remaining info (personal assistance protocol)

Calculate an individualized estimate of federal and state
aid eligibility and info on local options (information)

Submit FAFSA electronically (if participant wants) or
send them paper FAFSA to submit themselves

Information-only Treatment Group: Eligibility information
but no pre-population or FAFSA help

25/10/2012
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Outcome #1: Intention to Treat
Effect on Filing the FAFSA

Dependent
Participants
Control Mean = .402

FAFSA 157%* .146**
Treatment (.035) (.033)
Info Only -.012 -.034
Treatment (.060) (.055)
Controls No Yes
N 868 868

The controlsinclude race, gender, age, prior
college experience, parents' education levels,
and family income. Robust standard errors
appear in parentheses.

Outcome #1: Intention to Treat
Effect on Filing the FAFSA

Independent Participants Independent Participants
with No Prior College with Prior College
Experience Experience

Control Mean = .138 Control Mean = .353
FAFSA 257%* 257%* .204** .206**
Treatment (.009) (.009) (.012) (.012)
Info Only -.011 -.013 .019 .023
Treatment (.013) (.013) (.023) (.022)
Controls No Yes No Yes
N 9237 9237 6637 6637

The controls include race, gender, age, prior college experience, parents' education
levels, and family income. Robust standard errors appear in parentheses.

25/10/2012
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Outcome #2: Intention to Treat
Effect on College Attendance

Dependent
Participants
Control Mean = .268
() 2
077** .069**
FAFSA treatment (.033) (.032)
Info Only 034 .009
Treatment (.056) (.051)
Controls No Yes
N 868 868

The controlsinclude race, gender, age, prior
college experience, parents' education levels,
and family income. Robust standard errors
appear in parentheses.

Outcome #3: Effects on Aid Receipt

Dependent Participants
Control FAFSA Info
Dependent Variable Mean trestment  Treatment

. .098** -.018
Received Any Pell Grant .298 (.033) (.051)
Total Scheduled Amount of 1363 -192
Federal Grants (2229) (250)

Date of FAFSA Filing 2008 May 11 -17.5
Conditional on Filing (in days) (103.2) (18.6)

25/10/2012
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Overview of H&R Block Results

Average Interview was 8 minute

DOE reported rejection rate was lower than normal
Process completed more rapidly

Increase in FAFSA Filing

Enrollment Effects

Increased Receipt of Aid

College persistence effects through 3 years

o 0O 0O 0o 0O 0O o O

No effects of information

o The “nudge” was small but effective.

Another Nudge

College dropout is a large problem in the US.
Number of students attending college has increased

Completion has not

Another “nudge” is coaching.

25/10/2012
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InsideTrack

Student Coaching Services
Business model focused on being an external, third-
party advising service

Claim to build an economy of scale for counseling
services

Have coached over 250,000 students since 2000-
01

Partners with all types of institutions

Most students are studying in vocational tracks

InsideTrack’s Coaching

The company emphasizes the importance of training
and hiring skilled coaches.

Students are randomly assigned to coaches.
Coaching takes place via phone, email, and text

Coaching is “active” not “passive”

25/10/2012
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Randomization and InsideTrack

71 InsideTrack wanted to prove itself to college
partners. They used randomized trials to show
colleges their impact.

71 In 2004 and 2007, InsideTrack conducted 17
lotteries in eight colleges (a mix of public, private
not-for-profit and for-profit schools).

o1 This broad range of colleges over the course of three
years suggests that these results are generalizable.

Retention during coaching

60% -

50% -

40% -
= Uncoached
30% = Coached

20% -

10% -

0% -

6-month 12-month

25/10/2012
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Retention after coaching

35%

30% -

25% A

= Uncoached
= Coached

10%

5%

0%

18-month 24-month

Key Results

-1 Effect on retention during program intervention
11 8-9 % relative effect after six months (63% vs. 58%)
01 12% after 12 months (49% vs. 44%)

o1 Effects after program

1 12% relative increase in persistence after 24 months
(28% vs. 24%)

o In the three cohorts for which we have degree
completion data, 12% (35% vs. 31%) increase after 4
years

25/10/2012
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Why might a student choose to dropout?

Perceived cost of college is too high

Coaching can help students calibrate costs

Coaching can reduce costs as students build study skills
Perceived costs might be too high because of bad
information

Coaching can help students get the right information
Students are too impatient; they can’t see the long-
run benefits

Coaching can help students internalize the value of
educational effort

Other thoughts on why it works

There is a significant “behavioral” component in
coaching

The Field of Dreams adage “If you build it, they will
come” does not seem to hold

We build financial aid programs and services, but they
are often passive

Maybe: “If you build it and nudge people to
participate, they will come.”

25/10/2012
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Other Ongoing “Nudges”

©1 Application processes for college savings accounts.
71 Performance incentives for children.

o1 Summer Melt Outreach

1 Text-messaging Deadlines/Information

1 Fee Waivers

What do we mean by “nudge’?

1 What are the defaults in our educational offerings?

1 Can we change the defaults?

25/10/2012

19



