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A B S T R A C T

The goal of this study is to examine the effect of student loans and need-based grants on fi-
nancially disadvantaged student academic performance in China's higher education. We used a
large sampled data from 101 universities to conduct our study. By employing different matching
methods, we found that receiving a student loan did not improve student academic performance,
but slightly increased students' likelihood of doing a part-time job. Likewise, receiving a need-
based grant had no significant effect on student academic performance. We argue that current
financial aid programs do not yield any measurable improvement on student performance.
Reform and more rigorous evaluations are needed to design an effective financial aid program to
promote the development of higher education in China.

1. Introduction

In most developing countries providing higher education is primarily the government's responsibility (Armstrong & Chapman,
2011; OECD, 2009; Psacharopoulos, 1990; Saavedra, 2002; World Bank, 2000).1 Studies show that without better higher education,
developing countries will find it increasingly difficult to benefit from the global knowledge-based economy (Altbach, 2009; George,
2006; World Bank, 2009). However, higher education can be costly for many poorer, underdeveloped economies (Chubrik,
Dabrowski, Mogilevsky, & Sinitsina, 2011; UNESCO, 2009). Public resources are proving increasingly insufficient to finance higher
education (Marcucci & Bruce Johnstong, 2007; Salmi, 2003; Tooley &West, 1998; Tsang, 1988; Woodhall, 1997). When considering
developing countries with an increasing proportion of youth finishing secondary education and enrolling into higher education, such
as India (Altbach, 2009; Tilak, 1992), China (Chow& Shen, 2006; Loyalka, Song, &Wei, 2012), and many Sub-Saharan Africa
countries (Johnstone, 2004a; World Bank, 2009), financing higher education turns out to be alarmingly difficult.

Facing this increasing demand for higher education and limited public financial capacity in most developing countries, the
introduction of tuition fees increased substantially over the last two decades (Birdsall, 1996; Johnstone, 2004a; Marcucci & Bruce
Johnstong, 2007; Ziderman & Albrecht, 1995). To prevent such an increasing cost becoming a significant burden for the poor in
affording higher education, various financial aid programs were established and/or reinforced in many developing countries (such as
in India, Tilak1992; in Mexico, World Bank, 2007; in Colombia, World Bank, 2003, 2005; and in Sub-Sahara Africa countries,
Johnstone, 2004a).
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There has been a large amount of studies on the effects of financial aid on student outcomes in developed countries, and most of
these studies are focusing on its effects on student enrollment and attendance (Alon, 2011; Bettinger, 2004; Cerdán-Infantes & Blom,
2007; Deming & Dynarski, 2010; Dynarski, 2003; Melguizo, Torres, & Jaime, 2011; Singell, 2004; Wetzel, O'Toole, & Peterson, 1999).
For example, in an early study conducted by St John (1991) about higher education enrollment in the United States, he found that
increasing student grants is the one measure that has an immediate influence in increasing minority attendance. A recent study
conducted by Castleman and Long (2013) found that an additional 1300 USD grant significantly increased student's college atten-
dance, and the probability of earning a bachelor degree (4.6 percentage points).

However, much less studies have been conducted on examining the effects of financial aid programs on student academic per-
formance and their educational behavior in a developing country context. To fill this gap, the goal of our study is to examine the
effects of financial aid on students' academic performance in a developing countries context. Specifically, we will examine the effects
of the two most common financial aid programs—student loans and need-based grants—on student academic performance and other
educational behavior in China's higher education. In our study, we use a unique dataset, which combines survey data collected by our
research team and administrative panel data collected from National Center for Student Financial Aid (NCSFA). The constructed data
set contains detailed information about students' individual characteristics, their parents' and other family members' characteristics,
information on student loans, need-based grants, and their academic performance (measured by their GPA), post-graduate plans and
part-time job participation.

There are several reasons we believe it is valuable to use China as a case study. First, the demand for higher education in China
has increased significantly over the last two decades (Altbach, 2009; Chow & Shen, 2006; Wan, 2006). According to a recent National
Bureau of Statistics report, by the end of 2013 the number of undergraduate students at the regular higher education institutes (REHI)
reached around 14 million (CNBS, 2014). The number of the poor-needy students totaled to over four million and was still increasing
(Liu et al., 2011; Shen & Li, 2003). Second, China's higher education governance structure and its imperfect credit market results in
the Chinese government being the major provider of financial aid (MoE, 2007; Wang, Wei, Yang, & Yi, 2008). However, the effec-
tiveness of government-led financial aid programs has often been questioned. For example, Po Yang (2010) found that individuals
from elite higher education institutions in China obtained more generous public aid than other institutions. Loyalka et al. (2012)
found that a significant proportion of financially disadvantaged students in Chinese universities do not receive any type of aid. There
is almost no concrete evidence on the effectiveness of these financial aid programs on student academic performance and their
educational behavior in China's higher education. Our study will be the first attempt to provide some concrete evidence in under-
standing the effectiveness of financial aid in a developing country context.

The rest of this paper proceeds as follows. In Section 2 we briefly introduce the financial aid programs (both student loans and
need-based grants) in China's higher education. In Section 3 we describe the research design, sampling and data collection. In Section
4 we present the estimation strategies. In Section 5 we present our empirical results. We discuss our results and the limitations of our
study in Section 6, and conclude in Section 7.

2. Financial aid programs in China's higher education

To partially shift the increasing cost of higher education, the Chinese government has increased the tuition of the regular higher
education institutes (REHIs) substantially after its higher education reform in 1999 (MoE, 2007).2 To respond to the wide-spread
concerns regarding equality in accessing higher education, the government has incrementally introduced various financial aid
programs since 1999 (MoE, 2007; MoE and MoF, 2007a, b).3

2.1. The structure of student financial aid in China's higher education

The current financial aid program in China's higher education was established in 2007.4 It consists of three fundamental pil-
lars—student loans, need-based grants and merit fellowships (MoE, 2007, 2010; Wang et al., 2008). Student loans and need-based
grants are the main funding for the financially disadvantaged students irrespective of their academic performance. All students who
have financial difficulties in affording higher education are encouraged to apply for student loan and/or need-based grants (MoE,
2007).5

The student loan program consists of two types of loans—school-based loans and home-based loans (MoE, 2010; MoE and MoF,
2007a, b). School-based loans are provided by commercial banks in coordination with the university Center for Student Financial Aid
office (CSFA).6 The amount of student loans can be up to 6000 yuan (about 900 USD) per year, and government subsidizes the

2 Some studies show that the tuition fee takes up a significant proportion of an average household's disposable income (Yu, 2008; Wei, Loyalka, & Song, 2012; Wang,
Liu, Zhang, Shi, & Rozelle, 2013).
3 During 1997 till 2010 Chinese ministry of education, in accompanied with provincial government had set up a series of financial aid (such as tuition waves, work-

to-study programs, and meal subsidies) to assist the accessibility of higher education of low-income households (Liao, 2016).
4 It essentially formed the current student financial aid system after the State Council issued the “Opinions on Establishing a Student Aid System for Needy Students in All

Kinds of Post-Secondary Institution” (MoE, 2007).
5 In fact, some studies show that together with student loans, need-based grants and other financial aid, the coverage of financial aid could be up to 60% of

undergraduate students attending public four-year university (Loyalka et al., 2012).
6 The Student Financial Aid office (CSFA) is a specific institution within the university to manage student financial aid programs. These financial aid programs

include student loans, need-based grants, merit-based scholarship, and many other different types of public or private fellowships.
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