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Abstract

Using a rich model of human capital investment, we estimate that 40% of US high-
school graduates place no value on access to college, deriving no benefit from
subsidies that directly reduce tuition. Subsidies instead flow to the best-prepared
students, most of whom would enroll without them. Even modestly targeted
alternatives may therefore improve welfare. We provide one: redirecting subsidies
away from those who would nonetheless enroll —towards a stock index retirement
fund for those who do not even when college is subsidized —increases ex-ante
welfare by 1% of mean consumption. This budget-neutral alternative benefits the
large group that is poorly poised for collegiate success, giving them comparable
mean returns while preserving aggregate college enrollment.
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