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Institutional Grants: Investing in Student

Retention and Graduation
By Ann M. Gansemer-Topf and John H. Schuh

Ann M Gansemer is a
research and assessment
analyst for Grinnell College
in IA. John H. Schuh is
distinguished professor in
educational leadership and
policy studies at lowa State
University.

This study examines how institutional expenditures and grants
(student financial aid) relate to retention and graduation. It looks
at this relationship over a 10-year period and examines differ-
ences between institutions with low- and high-admissions selec-
tiity standards. In general, expenditures for institutional grants
posttively contributed to retention and graduation rates except at
high-selectivity institutions, where institutional grants did not sig-
nificantly contribute to retention and graduation rates.

ne of the most difficult challenges facing prospective and
current college students is how to accumulate sufficient

resources to pay for their postsecondary education. Pri-
vate institutions have responded to this problem, in part, through
tuition reduction (discounting) programs (Redd, 2000; Davis,
2003). State and federal governments have instituted loan pro-
grams (Heller, 2001) and special individualized savings programs
(Ifill & McPherson, 2004) have been facilitated through changes
to the federal tax code. Taken together, these initiatives have, to
some extent, relieved many students and their parents of hav-
ing to cover fully the increasing costs of higher education. The
consequence is that more than two-thirds of full-time under-
graduate students receive financial aid from the federal govern-
ment, the states, and their institutions (American Council on
Education, 2004). But in spite of these efforts, students from
low-income families pay a greater percentage of their incomes
to tuition than do students from high-income families (Hill, Win-
ston, & Boyd, 2004).

Perhaps because the cost of higher education has in-
creased at rates greater than the consumer price index (Choy,
2004), the public continues to scrutinize closely the financial
decisions of institutional leaders (Stringer, Cunningham,
Merisotis, & O’Brien, 1999). At least two members of Congress
have characterized the situation as a cost crisis in a recent re-
port (Boehner & McKeon, 2003). Increasingly, institutions are
being pressured to demonstrate that they are using resources
effectively (Alexander, 2000). First-year retention (i.e., the pro-
portion of students who continue their second year of
postsecondary education at the same institution where they
completed their first year) and six-year graduation rates are
measures commonly used to determine institutional effective-
ness (Burke, 1998).

A significant amount of research has been conducted to
determine factors that lead to student retention and graduation.
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Theoretical
Framework

However, most of these studies focus on student attributes such
as academic and social skills, motivation, and commitment
(Tinto, 1993). Fewer studies have examined how institutional
attributes, such as organizational behavior and culture, are re-
lated to retention and graduation rates.

This study is designed to explore how a particular orga-
nizational behavior—dedicating institutional resources to fund
financial aid grants to students—affects graduation and reten-
tion rates at private, non-profit baccalaureate institutions of
higher education. It examines the relationship between institu-
tional expenditures related to institutional grants (i.e., student
financial aid) and retention and graduation rates at private Bac-
calaureate Colleges - Liberal Arts and Baccalaureate Colleges -
General (hereafter Baccalaureate Liberal Arts and General) as
defined by the Carnegie Classification system (Carnegie Foun-
dation, 2002).

The analyses were part of a more comprehensive inves-
tigation that examined how institutional expenditures for in-
struction, academic support, student services, institutional sup-
port, and institutional grants related to retention and gradua-
tion. However, that research project revealed interesting results
specifically pertaining to institutional grants, which are high-
lighted in this report.

The study had two goals: to understand the relationship
between expenditures for institutional grants and retention and
graduation rates during a 10-year period (1992-2002), and to
examine the influence of institutional selectivity on the rela-
tionship between institutional expenditures on grants and re-
tention and graduation rates. Expenditures were viewed from
two perspectives:

1. How the amounts of money spent per student on in-
stitutional grants relate to student retention and graduation rates
at private Baccalaureate Liberal Arts and General colleges and
universities.

2. How the percentages of institutional expenditures
devoted to institutional grants relate to student retention and
graduation rates at private Baccalaureate Liberal Arts and Gen-
eral colleges and universities.

This study examines how organizational behavior might affect
students’ persistence to graduation. Berger (1997) recognized
that “few studies examine how facets of organizational behavior
affect undergraduate students” (p. 4). He later added, “research
focusing on the impact of college on students generally ignores
organizational behavior as a source of influence” (Berger, 2000,
p- 178).

The most common theories related to retention have fo-
cused on students’ experiences once they are enrolled in col-
lege. A foundational theory of this type is Tinto’s (1993)
interactionalist theory of student departure. Tinto’s theory ex-
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amined the relationship between a student and his/her envi-
ronment and its impact on student persistence. Tinto proposed
that the more students interact with their academic and social
environments, the more likely they are to persist. Tinto also
ascertained that students’ perceptions of their acceptance and
involvement in their environment were just as influential as their
actual involvement.

Berger and Braxton (1998) elaborated on Tinto’s (1993)
interactionalist theory of student departure by proposing that
organizational characteristics within institutions may enhance
or detract from a student’s ability to get involved, thus affecting
retention and graduation. Berger and Braxton examined stu-
dent background characteristics, institutional commitment, or-
ganizational attributes, and social integration, and the impact
of these variables on student persistence. The authors found
that such organizational attributes had direct effects on stu-
dent satisfaction and indirect effects on students’ intent to per-
sist, both of which can influence student persistence.

Although Tinto’s theory views retention from the indi-
vidual student perspective, he acknowledged the importance of
studying organizational behavior because it “necessarily impact
(s) on the satisfaction of all members within the organization,
students as well as faculty and staff” (Tinto, 1993, p. 89).
Braxton, Sullivan, and Johnson (1997) reiterated this belief,
stating that organizational behavior is an important way to en-
hance a student’s integration to his or her institution: “The en-
vironmental perspective, and specifically the economic and or-
ganizational constructs, appears to offer the greatest potential
for future integrative efforts” (p. 156).

Examining retention and graduation rates through or-
ganizational behavior contributes significant pieces to the stu-
dent departure puzzle (Braxton, 2002). Berger’s (1997) research
on the relationship between organizational behavior and com-
munity service and humanistic values verified that organiza-
tional behavior is a critical framework in which to study stu-
dent outcomes. Subsequently, Berger (2001-2002) stated, “...the
organizational perspective is an appropriate framework for gain-
ing useful insights into how undergraduate retention can be
improved on college and university campuses” (p. 3).

Institutions significantly vary in the amounts of and the pat-
terns in which they allocate money. In a study of 268 institu-
tions, Bowen (1980) delineated differences in institutional ex-
penditures and found that institutions varied widely in how they
allocated their resources. Even institutions that were similar in
size and mission reported vast differences in their resource al-
location patterns.

NCES (2002a) has collected longitudinal data on educa-
tional and general expenditures for institutions of higher edu-
cation, which make it possible to observe trends in institutional
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amount of research
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admissions test
scores and high
school GPAs are
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than students with
lower test scores or
high school GPAs.

expenditures. Since 1980, the percentages of expenditures de-
voted to the various subgroups (instruction, academic support,
etc.) have changed (NCES, 2002a). For instance, in 1980, 32.4%
of an institution’s educational and general expenditures were
devoted to instruction. By 1996, the percentage spent on in-
struction dropped to 30.4%. In the same timeframe, the per-
centage of expenditures devoted to academic support increased
from 6.7% to 7.0%, although library expenditures declined (2.7%
to 2.3%). However, the most significant change in expenditures
was in institutional grants. From 1980 to 1995, the percent-
ages devoted to institutional grants almost doubled, from 3.9%
to 6.9% (NCES, 2002a). Cunningham, Wellman, Clinedinst &
Merisotis (2001) analyzed institutional expenditures at all col-
leges and universities from 1988-89 to 1995-96 and found that
institutional grants were one of the fastest growing expenditure
categories.

A significant amount of research has illustrated that stu-
dent financial aid contributes to retention (St. John, Cabrera,
Nora, & Asker, 2000). Other studies have compared different
types of financial aid and found that institutional grants more
significantly affect retention than loans (Astin, 1993; Perna,
1998).

Retention and Graduation - Institutional Selectivity

This study was designed to determine if there is a difference
between highly selective and less selective institutions in terms
of the relationship between their institutional expenditures for
grants and their retention and graduation rates. Institutional
undergraduate admissions selectivity, an important dimension
of this study, is a measure of the competitiveness of an
institution’s admissions policies, which are largely defined by
its standards for students’ academic ability (Barron’s, 2000).
Highly selective institutions require that incoming students have
higher scores on standardized college admissions tests, such as
the ACT and SAT; higher high school grade point averages (GPAs);
and a higher class rank than less selective institutions (Barron’s,
2000). A substantial amount of research has concluded that
students with higher admissions test scores and high school
GPAs are more likely to persist in college than students with
lower test scores or high school GPAs. In a comprehensive study
of 8,000 students, Astin, Korn, & Green (1987) found that SAT
scores and high school GPA were correlated with retention and
graduation rates. Levitz, Noel, and Richter (1999) examined the
relationship between the average SAT and ACT scores of incom-
ing students at institutions and retention and graduation rates.
They found a direct relationship between average SAT scores
and retention and graduation rates similar to the studies cited
earlier. The higher the composite SAT scores of the incoming
class, the higher the institution’s retention and graduation rates
(Levitz, et al, 1999.). Levitz and others’ examination of the mea-
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sure of average institutional SAT/ACT composite scores is simi-
lar to measures of institutional selectivity because institutional
selectivity is highly correlated with SAT/ACT composite scores.

The results of these studies highlight the relationship
between students’ academic ability and retention and gradua-
tion rates. Institutions that enroll students with high academic
ability have high retention and graduation rates. Because insti-
tutional selectivity primarily relies on measures of academic
ability, it can be assumed that an institution with a high selec-
tivity rating will enroll students with high academic ability, who
are, in turn, more likely to persist toward graduation (Mayer-
Foulker, 2002).

This study addressed two research questions:

1. Did the amount of money and percentage of money devoted
to institutional grants significantly predict first-year reten-
tion and six-year graduation rates in 1992, 1997, and 2002?

2. For institutions with differing levels of institutional selectiv-
ity, did the amount and percentage of institutional expendi-
tures for institutional grants predict first-year retention and
six-year graduation rates?

Spending on institutional grants was the independent variable
for this study. Institutional grants were defined as the “amount
of money awarded to students from restricted and unrestricted
institutional resources for the purpose of student aid, such as
scholarships or fellowships funded by gifts or endowment re-
turn” (NCES, 2002b, p. 7).

A study of institutional expenditures also must consider
student enrollment (Stringer, et al., 1999). For instance, an in-
stitution that spends $500,000 on grants and has an enroll-
ment of 500 will spend $1,000 per student on average, whereas
an institution that spends $500,000 on grants but has an en-
rollment of 5,000 will spend $100 per student. Differences in
allocation amounts per student may account for differences in
productivity (Bowen, 1980). Therefore, as Stringer, et al. (1999)
recommended, “Even when cost analysis is limited to educa-
tional function, the basis for student units must be determined”
(p- 11).

For this study, student units were defined as the total
number of full-time equivalent (FTE) undergraduates enrolled
in a specified year. FTE factors in differences between students
who are enrolled part-time and full-time (see Stringer, et al.,
1999). When the six-year graduation rate (GRAD) was the de-
pendent variable, average institutional expenditures on grants
for a six-year time period were calculated. For instance, for 2002,
average expenditures were calculated by first calculating the
expenditures per student on grants for 1996 to 2002 and then
dividing by six to calculate average grant expenditure per stu-
dent.
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In addition to examining the amount of institutional
expenditures, this study also considered the percentages of re-
sources that are allocated to grants. This latter approach is im-
portant for two reasons. One, solely examining costs does not
provide a complete picture of resource allocation priorities and
practices. For example, if an institution increased its spending
on grants from one year to the next by 2%, but increased its
overall expenditures by 3%, then it would be devoting a smaller
percentage of its resources to grants, a slight de-emphasis in
grants as an institutional priority.

A second reason to examine percentages of institutional
expenditures is that it attempts to level the playing field be-
tween affluent and less affluent institutions and provides more
information within the leader’s control (Bowen, 1980). For ex-
ample, a wealthy institution that can spend $10,000 per stu-
dent on grants will have the ability to accomplish more than an
institution that spends $5,000 per student. Based on Bowen’s
laws of higher education, it is highly unlikely that less affluent
institutions will ever be able to spend as much per student as
their wealthy counterparts. However, less affluent institutions
potentially could achieve similar, if not better, outcomes than
their counterparts who have more financial resources if they
were able to dedicate their limited resources strategically in ar-
eas that affect retention and graduation.

Sampling

A target population consisting of all private Baccalaureate Lib-
eral Arts and General institutions as defined by the 2000
Carnegie Classification taxonomy (2002) was chosen for this
study. This set included 466 institutions.

These institutions were chosen for three reasons. One,
Baccalaureate Liberal Arts and General institutions focus on
undergraduate education. Other types of institutions, such as
those categorized as Research and Doctoral, educate both gradu-
ate and undergraduate students (Carnegie Foundation, 2002).
Because there are substantial differences between the costs and
experiences of graduate and undergraduate education (Stringer,
et al., 1999), Bowen (1980) recommended that researchers dis-
tinguish between graduate and undergraduate expenditures.

Second, the relatively small enrollments of Baccalaure-
ate Liberal Arts and General institutions are more sensitive to
fluctuations in student numbers than their counterparts at larger
Doctoral or Research universities. The loss of even a few stu-
dents can be translated into thousands of dollars of lost rev-
enue that may lead to negative results for institutional quality
(Levitz, et al., 1999). Consequently, institutional leaders at Bac-
calaureate Liberal Arts and General institutions have a contin-
ued and justifiable concern for improving retention and gradu-
ation rates.
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Third, little is known about the relationship of resource
allocation and expenditures at Baccalaureate Liberal Arts and
General institutions Many do not have the financial or person-
nel resources to invest in wide-scale research that examines
the relationship between resource allocation and retention (Tay-
lor & Massy, 1996).

Private rather than public institutions were the focus of
this study in an attempt to minimize the influence of state fund-
ing and control. Although private institutions may receive fund-
ing from state governments, in general they tend to have more
direct control in determining institutional expenditures than
their public counterparts (Bowen, 1980).

Public institutions also were excluded for methodologi-
cal and practical reasons. In their recommendations for research
using the Integrated Postsecondary Education Data System
(IPEDS) database, researchers at the National Center of Educa-
tion Statistics suggested that public and private not-for-profit
institutions be modeled separately because they operate in dis-
tinct circumstances (NCES, 2002a). Moreover, because there
are only 76 public Baccalaureate Liberal Arts and General in-
stitutions, (Carnegie Foundation, 2002), developing a new model
using this sample size would have only limited applicability to a
substantial number of institutions of higher education.

Instrumentation and Data Collection

Three instruments were used to collect data for this study: IPEDS
surveys of postsecondary institutions, which are designed and
administered by the U.S. Department of Education’s National
Center for Education Statistics; US News and World Reports
“America’s Best Colleges”; and Barron’s Profiles of American
Colleges of 2001 (Barron’s, 2000).

The IPEDS database is available on-line at
www.nces.ed.gov/ipeds. This study uses data from the IPEDS
Institutional Characteristics Survey, Finance Survey, and Fall
Enrollment Survey. IPEDS was used to identify private Bacca-
laureate Liberal Arts and General institutions, institutional ex-
penditures on grants per student, and percentage of institu-
tional expenditures on grants for 1992, 1997, and 2002 (NCES
2002b; NCES 1997; NCES, 1992).

US News data on retention and graduation rates for 1992,
1997, and 2002 were used for this report (US News, 1993, 1998,
2003). Barron's Profiles of American Colleges of 2001 (Barron’s,
2000) was used to determine institutional selectivity. Barron’s
ranks institutions on a selectivity scale from most competitive
to least competitive. Institutions were coded from 1- 6 with 1
being least competitive and 6 being most competitive. This ap-
proach has been used in other studies where selectivity is an
important variable (see, for example, Kuh & Pascarella, 2004).

NASFAA JOURNAL OF STUDENT FINANCIAL AID 11
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Data Analysis

Descriptive and inferential statistics were used to analyze the
data and make inferences about the relationship between insti-
tutional expenditures and retention and graduation rates.

For research question 1, the sample consisted of Bacca-
laureate Liberal Arts and General institutions that provided data
on institutional expenditures, retention and graduation rates
for 1992, 1997, and 2002. Four data sets were developed for
each year (1992, 1997, and 2002). The first data set included
the amount of institutional grants per student and first-year
retention rates of private Baccalaureate General and Liberal Arts
institutions. The second data set included the amount of insti-
tutional grants per student and six-year graduation rates. The
third data set included the percentage of institutional grant ex-
penditures and first-year retention rates. The fourth, for each
year, examined the percentage of institutional grant expendi-
tures and six-year graduation rates. Standard multiple regres-
sion was conducted to determine the extent to which the inde-
pendent variable predicted the dependent variables.

Prior to conducting the multiple regression analysis, the
data set was examined for missing data and outliers (Mendenhall
& Sincinch, 1996). Institutions that did not provide complete
data for the research question being examined were eliminated.
Data also were scanned for univariate and multivariate outliers
(Mertler & Vanatta, 2001).

In addition, since multiple regression methods were used,
data were tested to ensure that three general assumptions were
met: normality, linearity, and homoscedasticity (Mertler &
Vanatta, 2001). The assumption of normality in multiple regres-
sion is the “extent to which all observations in the sample for all
combinations of variables are distributed normally” (Mertler &
Vannatta,p. 30). Because this is difficult to assess (see Stevens,
1996), this study utilized a procedure recommended by Mertler
and Vannatta: each variable was tested for normality through
the use of histograms (i.e., instruction, academic support, re-
tention, etc.). When it was assessed that each variable had a
normal distribution, scatter plots for each pair of variables (i.e.,
instruction and retention) were run to assess normality.

The assumption of linearity posits that a straight-line
relationship exists between two variables or a combination of
variables (Tabachnick & Fidell, 1983). Homoscedasticity is the
assumption that the “variability in scores on one variable is
roughly the same for all values of the other variables” (Tabachnick
& Fidell, p. 81). Although several methods could be used to test
these assumptions, this study evaluated linearity and
homoscedasticity by running scatter plots of residuals for each
data set (Tabachnick & Fidell). Data transformation techniques
were employed to restore any violations of linearity. Variance-
stabilizing techniques were employed to restore any violations
of homoscedasticity (Mendenhall & Sincinch, 1996). SPSS 11.5
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was used to pre-screen the sample for missing data, test as-
sumptions related to the statistical methods, and perform mul-
tiple regression.

Research question 2 examined whether there were dif-
ferences in the relationship between institutional grant expen-
ditures and retention and graduation rates at institutions with
differing levels of institutional selectivity. Institutions were cat-
egorized into six different levels of institutional selectivity. Ide-
ally, the most thorough approach to answering this question
would be to use standard multiple regression to develop predic-
tion models for each level of institutional selectivity. However,
conducting a multiple regression analysis on each subgroup
was not feasible because of the low numbers within some of the
subgroups (Mertler & Vanatta, 2001).

To overcome the limitations imposed by inadequate
sample sizes, it was necessary to merge some of the subgroups
into larger groups using discriminant analysis. One of the pur-
poses of discriminant analysis is to “determine dimensions that
serve as the basis for reliably classifying subjects into groups”
(Mertler & Vanatta, 2001, p. 281). As it relates to this study,
discriminant analysis was used to reliably classify smaller sub-
groups of institution into larger groups.

Classification results of predicted group membership
were analyzed in two steps. First, results were reviewed to iden-
tify the predicted levels of institutional selectivity for each origi-
nal level of selectivity. Second, results were examined across all
levels of institutional selectivity to identify any similarities and
differences among the levels of selectivity. Based on these pat-
terns, the six subgroups were merged into two larger subgroups.
Standard multiple regression was then performed on each sub-

group.

The first research question examined if the amount and per-
centage of money devoted to institutional grants significantly
predicted first-year retention and six-year graduation rates in
1992, 1997, and 2002.

Amount of Expenditures and Retention Rates: 1992, 1997,
2002

Standard multiple regression was conducted to determine the
accuracy of institutional expenditures per student predicting
first-year retention rates. The results indicated that institutional
grants did not significantly contribute to retention rates in 1992
but significantly contributed to retention rates in 1997: = .14,
4{250) = 2.47, p < .05 and in 2002: f = .22, 4250) = 4.16, p <
.001.

Amount of Expenditures and Graduation Rates. 1992,
1997,2002

Institutional grants significantly contributed to graduation rates
in 1992: = .11, t(270) = 2.01, p < .05; 1997: = .24, 4270) =
4.94, p<.001, and in 2002: g = .20, 4270) = 3.87, p< .001.

NASFAA JOURNAL OF STUDENT FINANCIAL AID 13



Percentage of Institutional Expenditures and Retention Rates:
1992, 1997, 2002

Percentage of institutional grants significantly contributed to
retention rates in 1992: = .23, {258) =4.17, p< .001; 1997: B
= .16, (258) = 2.97, p< .01; and 2002: = .17, 4258) =2.97, p
<.01.

Percentage of Institutional Expenditures and Graduation Rates:
1992, 1997, 2002

Percentage of institutional grants significantly contributed to
graduation rates in 1992: = .27, 273) = 5.33, p< .001; 1997:
B=.30, 4273) = 6.36, p< .001; and 2002: p = .21, 4273) = 4.06,
p<.001.

The means, standard deviations, and regression coeffi-
cients for institutional grants are presented in Table 1.

The second research question asked if institutional se-
lectivity influenced the relationship between institutional grants
and retention and graduation rates. For research question 2,
discriminant analysis techniques first were used to classify in-
stitutions into two subgroups: high-selectivity and low-selectiv-
ity. Standard multiple regression was performed on each sub-
group to determine if institutional expenditures, specifically in-
stitutional grants, significantly predicted retention and gradua-

Table 1
Institutional Grants for All Models: 1992, 1997, and 2002
Means, Standard Deviations, and Regression Coefficients

Model Mean SD B SE B B

Institutional Grants per Student
Retention (7=262)

1992 $2452.39 1320.29 3.08 2.41 .08

1997 $4422.86 2315.66 4.77 1.94 .14+

2002 $5869.39 2715.70 7.77 1.87 2%k
Graduation (7=276)

1992 $1799.44 983.61 6.77 3.37 11+

1997 $3328.35 1768.62 14.20 2.87 24k

2002 $5094.86 2563.69 10.03 2.59 207+

Percentage of Institutional Grants
Retention (7=264)

1992 15.18% 5.75 13.12 3.14 L23%*

1997 22.25% 9.96 6.82 2.30 .16**

2002 24.05% 9.48 7.62 2.56 e
Graduation (7=279)

1992 13.28% 5.06 23.29 4.37 27

1997 17.51% 5.39 32.29 5.07 .30%**

2002 23.30% 9.65 13.57 3.45 2]

<.05. *p<.01. *ps.001.
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tion rates for high-selectivity and low-selectivity institutions. Low-
selectivity and high-selectivity institutions differed on their av-
erage first-year retention and six-year graduation rates. Low
selectivity institutions had an average retention rate of approxi-
mately 70% and high-selectivity institutions had an average re-
tention rate of approximately 85%. Low-selectivity institutions
had an average graduation rate of approximately 47% compared
to 71% for high-selectivity institutions.

For low-selectivity institutions, the amount of institu-
tional grants per student significantly contributed to retention
rates (f = .32, 4224) = 4.93, p < .001), but for high-selectivity
institutions the amount of institutional grants per student did
not significantly contribute to retention rates. The amount of
institutional grants per student significantly contributed to
graduation rates for low-selectivity institutions (f = .28, 4220) =
4.10, p< .001), but not for high-selectivity institutions.

The results were similar when percentages of expendi-
tures were examined. For low-selectivity institutions, the per-
centage of institutional grants significantly contributed to re-
tention rates (f = .34, 4223) =4.79, p< .001) and for graduation
rates (f = .32, {218) = 4.66, p< .001). However, the percentage
of institutional grants did not significantly contribute to reten-
tion rates or graduation rates for high-selectivity institutions.
Table 2 provides the means, standard deviations and regres-
sion coefficients for institutional grants for all models.

Table 2

Student Retention and Six-Year Graduation Rates and

Grants per Student for Low-Selectivity and High-Selectivity Institutions

Means, Standard Deviations, and Regression Coefficients

Model Mean SD B SE B B
Institutional Grants per Student
Retention
Low Selectivity (7=229) $4233.82 2251.54 9.52 1.93 L32%
High Selectivity (7=144) $7447.94 2517.56 5.69 2.92 .15
Graduation
Low Selectivity (7=226) $3712.74 1988.27 12.98 3.16 28%**
High Selectivity (7=142) $6723.23 2225.86 1.92 5.05 .03
Percentage of Institutional Grants
Retention
Low Selectivity (7=229) 22.15% 10.28 10.67 2.238 34 rE*
High Selectivity (7n=147) 24.69% 9.44 .10 3.27 .00
Graduation
Low Selectivity (7=224) 21.34% 9.71 17.02 3.65 L32%F*
High Selectivity (7=148) 24.64% 9.08 -3.09 5.53 -.05
0<.05. *p<.01. *p=<.001.
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A substantial increase in the amount of money spent per stu-
dent on institutional grants and in the percentage of expendi-
tures devoted to institutional grants occurred between 1992 and
2002. Spending on institutional grants per student more than
doubled from 1992 to 2002 and the percentage of expenditures
increased approximately 10% in the same period. These pat-
terns reflect current trends in higher education (Cunningham
et al., 2001).

It has been well documented that student financial aid
is critical to a student’s persistence toward graduation (Perna,
1998; St. John et al., 2000), and many of the analyses in this
study reiterate this conclusion: institutional grants significantly
contribute to retention and graduation rates. A closer look at
the results, however, suggests that this conclusion has several
dimensions. For low-selectivity institutions, expenditures dedi-
cated to institutional grants significantly contributed to reten-
tion and graduation, but for high-selectivity institutions, insti-
tutional grants did not significantly contribute to retention and
graduation rates. High-selectivity institutions dedicated a larger
dollar amount of funds to institutional grants than low-selectiv-
ity institutions. High-selectivity institutions also dedicated a
higher percentage of their overall expenditures to institutional
grants. Nevertheless, institutional grants did not significantly
contribute to retention or graduation rates at high-selectivity
institutions.

What accounts for this difference? Variations between
low-selectivity and high-selectivity institutions may help explain
this finding. Because high-selectivity colleges and universities
usually cost significantly more than low-selectivity institutions
(McPherson & Winston, 1996), high-selectivity institutions tend
to enroll more students from high-income families (Lee, 2001).
Hearn’s study of 1,288 first-year students discovered that low-
income students are more likely to attend low-selectivity insti-
tutions regardless of their academic ability (Hearn, 1991).

In Hill, Winston, & Boyd’s (2004) report, “Affordability:
Family Incomes and Net Prices at Highly Selective Private Col-
leges and Universities,” the authors state that at 28 of the most
highly selective schools in the United States, only 10% of the
students came from low-income families. They summarized,
“given the high correlation between family income and academic
preparation, most of the students at these (high-selectivity)
schools are from high-income families” (Hill, et al., p.7). They
also found that although low-income students are paying dra-
matically lower prices at high-selectivity institutions than their
higher-income peers, families of low-income students still pay
49% of their yearly total income to tuition and fees, compared
with 21% for higher-income students. Therefore, it can be in-
ferred that since low-selectivity institutions are more likely to
enroll low-income students, and because low-income families
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have a greater need for financial assistance than their high in-
come counterparts, institutional grants play a more critical role
in the retention and graduation at low-selectivity institutions
than high-selectivity institutions.

Changes in financial aid policy (i.e., the introduction of
unsubsidized loans) in the past 10 years, as well as significant
increases in tuition have affected low-income students the most
significantly (Choy, 2000). With little hope that these trends will
be reversed, low-income students increasingly will rely on insti-
tutional grants to pay for college expenses. Institutional leaders
need to be cognizant of the impact of financial aid on various
student populations. High-income students may experience some
financial stress if their financial aid is limited, but low-income
students may be forced to alter their educational plans (e.g.,
enroll in their second- or third-choice institution strictly be-
cause of the cost of attendance) if they do not receive adequate
financial aid.

From a practical standpoint, the results provide some
guidance in terms of how institutions ought to deploy their ex-
isting resources. If increasing retention and graduation rates is
the primary objective of the reallocation, as institutions are able
to reallocate their existing budgets, low-selectivity colleges would
be well advised to put additional resources into institutional
grants, but such would not be the case for their high-selectivity
counterparts. Similarly, fundraising campaigns at low-selectiv-
ity colleges could be directed at increasing the portion of the
college’s resources dedicated to scholarships and institutional
grants, if the purpose of the campaign is to improve retention
and graduation. Perhaps for other reasons, such as maintain-
ing a competitive position with peers, high-selectivity institu-
tions might orient fundraising campaigns toward raising addi-
tional scholarship money; however, putting new resources into
scholarships and institutional grants does not appear to affect
retention or graduation rates significantly. This does not dis-
count the value of these efforts for other purposes, such as di-
versifying the student body by socioeconomic status or other
student characteristics, but primarily, investment by highly se-
lective colleges in scholarships and institutional grants will not
result in significantly improved retention and graduation rates.

The reason institutional grants have a potent effect on
retention rates at low-selectivity colleges may be explained, in
part, by Tinto’s theory of student departure (1993). As men-
tioned earlier, low-selectivity colleges tend to enroll students from
less affluent families than high-selectivity institutions. At pri-
vate not for profit doctoral and liberal arts institutions, stu-
dents from low-, low-middle-, and middle-income families are
more likely to work while enrolled in college than students from
high-middle and high-income families, and if they do work, they
work more hours (NCES, 2003). Time spent working detracts
from the time students could devote to being engaged in out of
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