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Rather, research indicates that PBF may incentivize institutions to tighten admission standards and restrict
enrollment among underserved students who have been identified as less likely to graduate than their more

advantaged peers.4 In doing so, institutions may improve outcomes by enrolling students who are more

likely to graduate at the expense of providing more equitable access to higher education.

Despite evidence regarding the unintended consequences of PBF, states continue to respond to public
concerns about the value of higher education by implementing PBF policies. In Fiscal Year 2020, 32 states
budgeted funds for public colleges based on student outcome metrics, and 41 states have operated PBF
systems at some point. However, PBF policies vary substantially across states and even within states over
time regarding the amount of funds at stake under performance systems, whether states include equity
metrics for colleges that enroll and/or graduate underserved students, and the specific equity metrics

included in the PBF formula (e.g., racially minoritized students, low-income students, adult students).5

Design features of PBF systems are likely to play a critical role in the equity and effectiveness of PBF policies.
Indeed, recent research indicates equity metrics can support enrollment among some student
subpopulations. However, a lack of comprehensive data regarding how PBF policies have been designed and
have operated over time has prevented researchers from examining how specific features of PBF—such as
the share of funds at stake and the specific student subpopulations included in equity metrics—impact
student outcomes. As a result, policymakers are left with little evidence regarding how to design PBF systems

to reduce inequities in college access and student success.

In this brief, we draw on the most detailed, comprehensive PBF dataset to date to examine how specific
elements of PBF policies shape college enrollment among traditionally underserved student populations. We

examine the following research questions:

e Research Question 1: To what extent does the share of funds at stake in PBF systems impact
college enrollment among racially minoritized, low-income, adult, and first-generation students?
e Research Question 2: To what extent do equity metrics in PBF systems impact college enrollment

among the subpopulations they target?
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e Research Question 3: To what extent do the effects of PBF design features vary across

institutional types?

Our dataset contains information on the presence and characteristics of PBF policies over the last two
decades. To gather this data, our research team reviewed thousands of primary source state policy
documents relating to performance funding, including state legislation and budgets and higher education
agency commission documents. When we could not locate relevant information or when information about
particular aspects of PBF policies was unclear, we reached out to state higher education agency officials for

clarification.®

The outcome variables we examined were enrollment among four subpopulations of students: racially
marginalized students (defined as students who identified as Black, Latinx, or American Indian or Alaska
Native, which aligns with how many states define race equity metrics in PBF systems), low-income students
(defined as students who received federal grant aid, which primarily consists of the Pell grant program that
is directed toward low-income students), adult students (defined as age 25 and older), and first-generation
college students.” Data on these outcomes came from the Integrated Postsecondary Education Data System
and the College Scorecard. We lagged outcomes by one year to match enrollment outcomes with features of
PBF policies from the prior year (e.g., policies put into effect to fund institutions in Fiscal Year 2002,
covering July 2001 to June 2002, were matched to enrollment in the 2002-2003 academic year). We
restricted our sample to only public four-year universities in the U.S. as defined by Carnegie classifications,

and our final analytic dataset contained information from 1999 to 2018.8

To answer Research Question 1, we separately estimated results using a categorical variable indicating
whether a college had no funds tied to performance in a given year (no PBF), whether less than 10% of funds
were at stake in a given year (low-dosage PBF), and whether more than 10% of funds were at stake in a given
year (high-dosage PBF). The map below shows states with high and low PBF dosage in Fiscal Year 2018.
Thirty-one states had funded PBF systems for four-year universities at some point over the last two decades,
and 18 states had performance funding for the four-year sector in 2018. Among those 18 states, 10 operated
high-dosage PBF policies, tying more than 10% of state funds to performance metrics, and 8 had low-dosage

PBF policies, tying less than 10% of funds for four-year universities to performance.
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PBF States with High and Low Dosage Policies
for Four-Year Universities (FY2018)

[l Low-dosage [l High-dosage
(Note: Low dosage defined as states that
budgeted between 0.007 and 9.999% of state
general funds based on performance. High

dosage defined as states that budgeted more
than 10% of state general funds based on
performance.)

To answer Research Question 2, our treatment variables were categorical variables indicating the presence of
specific equity-oriented metrics. These variables indicated whether a college was not subject to PBF (no
PBF), whether a college had PBF (PBF), and whether a college had PBF that included an equity-oriented
metric (PBF with equity). We separately examined three specific equity-oriented metrics, racially
minoritized student metrics, low-income student metrics, and adult student metrics, and estimated their
impact on the specific populations they target. For example, we examined the impact of the categorical
variable for low-income student metrics on low-income student enrollment. The maps below show groupings
of states for each equity-oriented metric we examined in Fiscal Year 2018. Of the 18 states with active PBF
systems in 2018, 10 included a metric for colleges that enrolled and/or graduated racially minoritized

students, 15 included a metric for low-income students, and 7 included a metric for adult students.



PBF States with Racially Minoritized
Student Metrics for Four-Year Universities
(FY2018)
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PBF States with Low-Income Student
Metrics for Four-Year Universities
(FY2018)
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PBF States with Adult Student Metrics for
Four-Year Universities (FY2018)
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To answer Research Question 3, we estimated models with each treatment variable (dosage and equity-

oriented metrics) for specific institutional types to examine whether the impacts of PBF policy design vary

across institutions. Institutional types included level of selectivity based on Barron’s competitiveness

classifications (highly selective, moderately selective, and less/not selective), institutional mission (research,

master’s, and baccalaureate), and institutional financial resources (higher- versus lower-than-average

instructional expenditures per student).
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We used a generalized difference-in-differences quasi-experimental research design with two-way fixed
effects to estimate the impact of various PBF policy design features on college enrollment. This approach
allows for variation in the timing of when states enact PBF policies for four-year universities. We first
estimated a model that included only treatment indicators, institution fixed effects (to account for time-
invariant features of institutions that may shape outcomes), and year fixed effects (to account for common
trends in outcomes across states) to predict enrollment outcomes. We then estimated a model that included
a host of college- and state-level control variables to account for differences in college characteristics and
state economic and demographic features that could confound our estimates. We clustered standard errors

at the state level.

Our findings do not indicate widespread decreases in college access among underserved students with the
implementation of either low- or high-dosage PBF systems. However, at the most selective institutions, we
find some evidence of decreases in enrollment among racially minoritized and low-income students with the
adoption of low-dosage PBF systems.9 Across institutional types, our findings indicate the presence of equity
metrics are not enough to boost enrollment among the subpopulations they target except for racially

minoritized students and only at the least-selective colleges.

Our findings offer several insights for policymakers regarding how to design higher education funding
policies that can reduce educational inequities. First, we find that equity metrics typically are not enough to
expand enrollment among specific groups of students, even when those groups are prioritized in PBF
systems. This may be because the amount of funding states link to equity metrics is too small to change
institutional behavior. Thus, states may consider increasing the amount of funds linked to equity metrics in
an effort to design more equitable PBF systems. Second, we find some evidence that prioritizing race in
equity metrics can improve enrollment among racially minoritized students but only at less-selective
institutions. These findings indicate the importance of race-conscious efforts to support equitable outcomes

when it comes to college access and student success.
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