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* discretionary income is slightly lower than-it was in 1970; between -

1970 and 1979, the increase in family discretionary income far
exceeded the increase in college costs; during 1979 and-1981,

college

costs have grown at a much faster rate, than income; college graduates

with borrowing and income levels around the median will have_littley.

trouble repaying education debts} students who are unemployed,

working part-time, or in low-paying jobs may

burdens in the first few years:of repayment. (SW)
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hy,lIG‘ﬁercent.

. mandate, for example, requires a study of 'The adequacy of capital to

» v Introductiof . § A .

\

Tuition charges at many higher education insﬂitutionslhave increased -

&

dramatically in recent yéars. TheSe'rapid increases have;produced fears

M e

that some faﬁilies #ill be forced to limit their choice of an institution

or squeezed out of college altogether. At ﬁhe same. time, high tuitions f

—~ ! ¢

have increased concern that' students will borrow large sums of money to

« ’

finance their Lduoation and be saddled with unreasonable debt butdens
! . / . [} h

upon graduatioA

3

, Cleatly higher education costs moré today than eVer before. Yet it -

Ca - -

n private universities,’ on the other hand, ‘costs

< ’ . y ] ’ - . e ¢

e glmost 137 cent during this same period. . . ., .
) . * 7. ‘

In authorizi i the National Comhissioh on Student-Financial Assistance,

)

the Congress recognized that incteased costs mlght force families and ' ;

aﬁ“’ﬁ‘“‘“’“"’

sthdents to devote‘more resources to meeting college ‘expenses and/or to

as jume greatér loan burdens than they had prevxously. The Commission's
rt !

o « -

cred t." [See. 491 (c)(1)(C)] and "The impact of various levels of. . "

t

serve the postsecondary educational needs of students or their parents for !*
g
!

stud nt borrowing, +ss ON. the educational choices of students' ISec. 491

This papgo adreSses some of these concerns bx analyzing the { _

(c)(1 (D)1
relati%nship between oollegé‘costs -and family income and by examining the

'f‘/

. debt burden incurred by stqdents while pursuing a postsecondary education.'

" These 1ssues~will 1 addressed through an examination of the relatio -

|
The paper focuses on

S g

ship beéreen college'c4? % and discretionary inco
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Do college costs currently- extract a larger proportion of

family income than they did previously?~
Are student borrowing patterns creating financial hardships

(o]

; : ° when they repay their loans?
The¢ concept of discretionary income:has many uses in student aid.
. S
-~y , .

L4 -‘r_"
As a program-

. AR . \
As a genéral etonomic measure, it can be used to indicate family's
ability‘to cover college costs out of current income or to predict the

Y

e

.

LY
P
“a

likely burden on students who are-repaying education loans.
specific measure, it is used when.computing a family's expected parental

LW

v ~ .
contribution and, consequently, directly affects the student's award

me is useful as & general measure, much !

.
\
£%

v computatibns
g Altﬁﬁpgh discretionary
like the Consumer Price Ind¢x is an overall }ndicator of -price changes,

.

3
Discretionary income will not

it does not reveal thg total picture of parental or student financial

LAY

support for postsecondary education.
show, for example, the level of sav1ngs or the liquidqtion or amortiza-

tion,of other assets which families may -draw on to s%pport their children s
Despite this shortcomingf~discretionary incomé’does offer

.
education.
N »
a cpnvenient yardstick for measuriné.the change over time in college
[ N ..'.rvﬂ i e ’ ) ”
; . Rt hd ..,«,-' 4 * ""',:mnﬂ-'l
v ' X .
i

' ! costs.,“ 7 )
. gy !,’, A . : . .
. The next séction presents ‘a working definition of discretionary
income and discusses the development of an analytical model of discretio~
The following section‘focnsesion families* current e ) I
> . ’ ’ l' - . ;
. ".V‘ . £
. . -\.' .:2;”‘ ."

f .
" nary income. ] '
income and college cdsts end describes how these have changed over the
Then data on sthdents' future income and their capatity to
The f£inal section will briefly'

, last decade. .. :
repay education loans will be exantined.
highlight the general empirical findings in light of current policy
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‘considerations and suggest further research which would improve 'current / ‘ =

modeling efforts and data availability.

.
’ - . ..
LA . ~ A : - - . N

Discdretjonary Ipcome: Definitions and Géneral hodeling‘lssues

e ) - « N T SN 4 N ‘ 2
Defining-Discf?@ionary Iriconie -<rhere is np generally agcepted definition
. . .of discretionary.income‘as it applies to student aid or to general

economic ana&ysis. Pell Grants, for example; use one definition while

4
P
Ky

* the uniforme%ethodology uses another (and calls it "adjusted available 77§Z\

income'). In addition several state and private scholarship programs
b ’ '.' <

follow other definitions. As a basijc rule discretionary income is the

amount of current resources which remain for a family's or an individual's

use after taxes and basic living expenses;are deducted. For the purposes

v

of this paper we will define diSCﬁetionaty income as:

Y . »

Discretionary Income = (Total Earnings) - (Taxes) (Basic Living Expenses)

¥

The géneral components)of an analyiic”ﬁcdél”ﬁf‘discrefionary income are:

.-

4 o earnings —- .
' . o taxes : . g
o consumption eéxpenditures - " : ", L
N . - 7 . § ’
. Earnings ~-~ In order to project future earnings for families and students,
» ——————— . N . . ‘e

3 , Ppast data on earnings must be placed.into an apprppriate analytic form
- o . I ir -
, i

g,
<~ , that includes as much detail as the analysis will require. For example,

.,1;' . - » ’ " 1
~ to proigct enrnings for families at different earnings level it is necessary ‘ .

K
.

to develop an earnings proflle which contains ‘a distriF/tion of families

!

;o at different earnings levels. It is a»d&fficult and involved task to

develop earnings profiles for families™ and individuals with various

-

characterisfics. A brief description of the steps involved in modeling L

- . N ~ N w X
"earnings follows. ’ g - SR .
. [ . e ,&,"( A

. The’ mﬁaeler s initial step when estimating -an earnings’ profile is

s e

. ' to identify those facﬁors which dete:mine income and other earnings. ’ .

B

.
. , -
b - X .
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" families as a general indicator of earnings; So, .in the following),

séction; when we present the data on parental discretionary income an

'only one to which our conclusions will apply.

These would §nclude educational attainment, work ekperi;uce, prev ous

A}

- ' earnings, type of job, hours worked, geographic location, skills training
¢ . : . ’

and other factors. Second, the modeler must decide what relationhip

R
- .. e

. these factors have with earnings and what statistical technique“qillﬁbe

. ~ :
used to estimate that relationship. For example, it might make. sense to
: . .

. d . R -
assume a linear relationship and thus .toyrely upon -mlti_ple regression

L]

analysis. Third, before any estimation of the relationship,between

earnings and its likely determinants beéins, the modeler nhst‘hypothesize
. v .

the %i elihood that there exists strong'correlations, or'relationshipa,
amon he determinants, themselves. This ;ill'provide a frame;ork

against which the results of the estimatgng protedure can be evaluated
( t

and will prevent drawing unfoundéd conclusions from the data. fFourth,

-
I

th modeler muist examine the_available data sources to determine if each

- T . b
!

d erminant can be specified either directly from the data or throuéh the
‘7

creation of some proxy determinants. Finally, having specified each

factor, he size of any data samples and the relationship between the

°
2

factors, the modeler can estimate the earnings function ang. compute the

& . .
,precision Of .the estimate. - . N

i

Since, for this paper, we have neither the time or resources|to

undertake the aforementioned'steps‘we will rely on the median ea ings of

! -
”

-

school costs we will be describing the situation of a family whose“

earnings are at the median of their group. ‘This "median" family is the

!

~

,The data for our analysis of parental intome comes from the Census

. Bureau' s October Current Populatioq Report, The Census data allows us to

.

.
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-, 6 - . P
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look at three important . categories of families - all families, families )

AN 3,

with 18-24 year old dependents, and families with coll;ge—going 18-24 year

.
-

old dependents. o,

9 " ’ » : »
For students who have incurred education debt (who will examined

later) we have earnings data from a 1981 Department of Education report

. * ’ b )
which estimated student's postschooling earnings and discretionary’

income in over twenty-five occupational categories.
. . A

K4

3
}

. ’ .
Taxes. Taxes are much less complicated to model or approximate than

L3

earnings for our purposes.' Since we are concerned with four sets of

taxes -- federal, state, local and social Security -- we can rely on

‘annual tax data for close approximations of the tax burden on-families

4

and individuals at various earnings levels. Projections of future tax

burdens‘however, ‘will be tentative given recent Congreséionai discussions
»

of possible tax increases and tax cut repeals.

.

We were able, using recent reports of the Tax'Foundation, to plot'

the change in tax burden on the median“ family over the last decade.
L]

With this data we computed estimates of after-tax income for both families

an students. . . A A
o ' - .
Z L _ ‘

Consumption Expenditures — Basic living expenses, or consumption expendi-

v

tures, are the, third part of our definition of discretionary income.

~

Since every family or student must bear costs not Qirectly related to“ -

1 . \ .
their schooling, it .becomes important to offset earnings by an amount

equal to what they would likely spend for the basic necessities. It is,~

however, difficult to derive measures of individual household consumption

-~ -

patterns because they are so unigue. Nevertheless, experts have devised”’

wavs to cluster household expenditure ‘patterns into those which represent
q ’ L] - ) .

o~
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. 3-. 1ow( intermediate and high ‘standards ‘of lig}ng. These standards have
been deVeld%ed using two types of information:
S . ' Lol «
o Se¢ientific or technical judgient concerning the regquirements for
phyaﬁcal health and social well-being such as minimum daily

.nutritional requirements.

e ’ o Analytical studies of the choices of good and services made ny -
- cohsumers such as recreation or education expenditures. ’ )

¢ In this paper we will rely on two indicators which the College
' Scholarship SerVice (CSS) derives from the Bureau of Labor Statistics'
(BLS) low,standard of living and which they use for the purposes of
’ computing financial aid. One indicator -- the Standard Maintenance (
‘Aliowance'(SMA) -- applies to the;families of undergraduate college
students.” The other is for self;supborting students - the Independent.

* student Allowance (ISA)'-— and is thebbeStfproxy availableafor consump-

tion exﬁénditures of recent college graduates.
B v

Families' Discretionary Income and Colleﬁe Costs .

! Table 1 shows the change in median family income, discretionary

income, and college costs between 1970 and 1981. According to this table{

',_

‘—«.v

_,median family income for all families increased’py 118 percent and for

families with dependents in college it increased by 123 percent. Duang
\ "
the same period, discretionary income increased at a slightly faster rate, h

. by.136'perdent for families with depeﬁdents 18-24, and by 131 percent =~ - .

v

for families with dependents in college. The increase in college costs ',

was not out of line with these changes. puolic institution charges rose

: by 106 percent and -private schools increased by 126 percent.’ .- .

‘ . There are;.of course,, different levels of cost increases for diff-

< erent types of institutions. As Table'G (in‘Appendix)'shows, during'the

A

same periodf~pu5lic sector ‘costs at universities, other four-year and"

«
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. ) .
. - . Table 1
~ N . N .
', N Hedlan Family Income Discretionacy Income College Costs Costs as a Percent of
s . v ' . Oiscretionary ‘Income E’o:
T, SRS ) Families Familiey Public » Private Families with dependents
e Families  with de- Fam{lies with des . . -~ College
v ’ with de- pendents with de- pehdents\ . - *
. pendents in i pendents in A All All
Year - Familles ’ g 18~-24 College 18-24 College Schools Schools Public Private °
< . | L J
L }v . § . !
1y70 °_ 8,268 ‘9,624 12,063 2,309 4 2,730 30.8 65.6 ' s
»
- R -
T 1971 8,681 . 10,095 12,727 . 2,461 7 4,430 2,917 30.6 65.8
* . : . v . .
1972 9,276, ° 10,900 13,392 2,919 - 4,798 3,038 30.4 63.3-
., - -~
C e
“1975 . 10,273 11,897 14,679 3,270 5,323 3,164 28.5 59.4
. N . @
1974 11,025 ;12,561 16,005 3,474 5,982 3,403 26.1 56.9 \
e ' . . ¢
1975 11,505 13,199 16,784 . 3,624 + 6,284 3,663 26.3 58.3 -
A ) .
1976 12,198 T 1471 18,384 '3,503 6,587 3,886 27.2 59.0 N
i K} ) N t N N . :
- 1977 _ 13,118 715,090 19,840° 3,731 7,213 4,152 26.3 57.6
- &
1978 N,Jot{ . 16,910 . - 21,429 455 7,793 4,477 25.8 57.4 -
' K ' . .
1979 15,864 1" 18,565 ° . 23,654 5,318 9,013 4,908 . 24.0¢ 54.4 .
L o~
s . L . . s . .
1980 16,963 ' 19,85] L 125,293 5,493 9,47 5,466 ' 25.2 ) s8.0
) N , . .
1981 18,064 21,140 -, 26,935 . 5,451 9,623 6,190 * 27.6 64.0 s
. . . i o
Percent ‘ ;
Change 1ies - 119.6% - 123,38 136.1% - 130.7% 126.1%

.

Data for ‘1980 and 1981 age estimated

Y - &
-

o3
Vincome data. Erom the Census Bureau's October Current Population Report whith contains education-trelated v’a:lablenl. The family
traditional and more comprehensive reporting of Incomes is ‘done {n March of each|year. The madian {incomes reported In October |
rariged From 82 to 86 percent of the ‘median family -income .in Macrch. ’ .

- © . . ) "

* 2piscretionary income equals after tax lncome less consumptlt;n expsnditures. Total ‘tax burden on tl}h‘ median family was
derived from Tax Foundation data on federal, state and local and soclal security taxes. A marginal tax cate was computed for each
year and gpplied to each median income in that year. Consumption expenditures are the standard maipténance allowances publighéd
annualtycy the College Scholarship Service for a Family of four with one child in college. . T

. . ‘ . . . N -
3The National Center for Education Statistics prdvided the data on total student changes by type and ceontrol of ‘institution.
' . Pl .

»
‘ v - .
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. v

two-year ‘institutons increased by 106 percent, 124-§ercent, and 121

percent, respectively. Private colleges and unviersities exﬁekienced

'_éteepe; increases of 137 percent for uﬂivetsgkies, 129'percént for other
. é

four year schools, ‘and 131 percent for two year institutions. Although

]

there will be individual exceptions, xhes; figures suggest that over the .

"last decade college costs have not increased faster than discretionary

. R -

income. ’ N : S .

-

This does not mean that college costs have remained -a. fixed percen-

tage of discretionary income. Giaph)i shows'thag college costs as a

fpercentage of discretionary income have varied considerably in the last

decade.tﬁiccording to this graph, college costs at |private institutions

£

l .

for families with dependents in college- have been as high as 65.8
- peréent 6f discretionqry\iﬁcome and as low, as 54 pércent. For the same

féﬁiiies, public institution costs have been as high ;; 31 percent of

“

¢« income and as low as 24 percent. Interestingly, in all cases, higher

\.‘v M -
. education'costs represented a larger share, of family discretionary
. -~ -
Lo income in 1970-1971 than it does’at present. (See also Table 7, in

Appendix) There is evidence, however},that this- is changing. .

Co;legé‘costs have increased sharply in recent years for all cate-

gories bf familigé.‘ This finding is illustratéd by a further analys{s
J b .

" P

of the information in Table .1 which reveals that in the lgstitwo years

a

college costs have increased much* faster than discretidnazy inqome. )

- ﬂﬁfse bercentage changes are shown in Table 2. - .

«
) . . -
- . v . -

»

-

]




'l‘able2 . . - .

Percent Increase in Discretionary Income
and College Costs, 1970-1981 e

- H
- « ?

. i . <

Y

Increase in- Increase in
L- Discretionary. Income ° - College Cost

Families “Pamilies/ . . ° ) o
o with® dependents ' Public . * Private
. 'Years‘/ dependents in gollege Institutions Institutions
. . . J [}
, 1970-1979 130.3% " 116,18 " 68.1% . 79.2% o
1979-1981 2.5 °  ° 6.8% 22,78 L. 26,18 YT N\ 4.
.1970-1981 136.1% . 130.7% . 106.1% 126.1%

. L /‘
. . e
v

1979, college costs rose much

. ‘ According to these data, between 1970 a

-~

~ - . < . .

' : less than discretionary income. Between /1979 and 1981, however, discre-
’ , \ 5 .-
\ . .

tionary income rose very slowly while college costs jumped 23‘percent' ( ( ?

o
—vo Sueay

for public_institutions and 26'percent ‘or private schﬁpls. In other, " .

-

words, the perception that higher educa ion\charges are increasing

rapidly appears to be accurate. S SIS ‘ .

N .
~ “ - . Pr

If the current trends of modest'incpme growth and, steep tuition

increases continue,'college costs will absorb a larger share of discre- ' )

! ’ ' tionary income than they do at present. Assume, for example, that over - o

the next five years income increases as fast as the pro:ected growth in i
goods and servicesc(the_G.N.P. deflator) and that ::TEege costs increase |
D ) at the rate they have for the past)fouf fears. Under these assunptions, e
,f'costs relative to ciscretionary income would increase almost‘i.o percent ", ",

- .’

at public 1nstitutions and about 10,0 percent at private colleges. Theése

3 .
et

estimated changes are shown in Table 3.
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o ‘ " . Table 3 \ .
R 'v. . . w ' \
» + Estimated Changes in Income.and College Costs, 1981-1986

| B ' ‘ ,Q' ' .y . \ College Costs. as a.
R %\ Discretionaty Income1 ot K Percent of Discre-
N ) e + Families - . . tionary Income for
o with Eamilies nCoIlege Costsz Families with' depen—
: ) Median depen- with - : . dents in College
s . . - . Family dents =~  dependents °° ’ : .
Year, ~ Incohel 18 - 24 in College “Public, Private - Public Private ‘
T T ., i ‘ <. N . . ‘
. I ‘ . 4 . . |
~ 1981 - $18,06% $5,451 $9,623 $2,653- §6,190 . - 27,5  :64.3 -
. ' oot . L ) - .o
1982 19,419 5,860 - 10,344 2,865 '6,778 . 27.7 . 65.5. ‘
. .- ’,‘.' ) ' 4 'y
1983 20,836" 6,288 11,100 3,094@ 7,422'\ 27.9 | 66.9 ,

¢

1984 22,211 6,703 < 11,832 3,342 8,127 | 28.2 "68.7

- #
-

1985 |, 23;544 ,~ 7,104 12,542 3,609 8,899 28.8  71.0

\ «

‘ 1986" 24,886 7,5%0 '13 25’ 3, 898 9,745 29.4 73 5

1Change in income based on Congressional Budget Office (CBO) Februaty
. 1982 forecast of G.N.P., deflator, Forecast is as follows: 1982, 7.5 percent;
. . 1983, 7.3 percent‘ 1984, 6.6 percent; 1985, .6.0 percent; 1986, 5.7 percent.,

; , s 2Change in college costs based on avetage anpual increase between 1978-
1981, Change.was 32 percent for public 1nstituti€ns (8_ percerit average annual
increase) and 38.2 percent for private institutions (9. 5 percent averageﬁggnual

increase. . ~
\ r .

. . ~ . :
. L]

. ‘ R wStudent Indebtedness and Discretionary Income

' ' The most recent study of student ibdebtedness suggests that thess ; .
. . . ¢ . . ‘ £,

. average 1977 coliege.graduate,'if‘their borrowing and earnings.patterns -

hover around the median, will have littIe financial difficulty repaying P

their education debt.! ,Their earnings, if" they are enploéed'full;time,

=

. ar# uSually adequate to repay their loans while. they maintain an accept- i

ot

~r
.

\

ab¥E¥standard of 1iving. - The study farther showed that even thosel . A
students who decided to make decisions to raise t eir consumptfbn levels : .,;"‘
by starting a family or purchasing a home during eir firs} few years

out of gchool would.not be financially hard pressed. o R '—{

*. M""

o 1Ricbard Wabnick ‘Indebtedness to Finance Postsecondarx Education Lo
S (Washington, b.C.: Education Policy Research Institute, October 198]). ‘
'A‘). \)‘ . ‘ . (i’ ' .

. , Lol . . L e * e
. . - . .
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In 1977, when the ‘cost of public schools -ayeraged $1,900, median

borrowing for a college graduate was $2,700. .The me'dian earﬁihgs for

o

that student,duririg}gﬁ’é‘ first year after graduation was $9,500. After

deducting taxes and consumption expenses, ‘d,iscretionary ‘income was v

- ' almost $2,000. Of this amount, $376 would be required ea ear to b
e repay .their' student loan(s) at 7 percent over ten-yea;:s. the terme Sor . .

- R .
, 4 vt P
-

\‘N‘ . + :
-+ x,guarqnteeg'Student Loans (GSLs) at that time. This means that not ndre

]

th\aks:xe-fifth of' their discreé@onary incpme wa',s used to repay educat:"ion
"debt. ;By ‘th'e fifth year of repayment t,lxej:'r arznua-l d‘is‘cretion:ary income
should exceed §7~,§00. and their, lo:'an burd'en wou\lane 5 percgnt. In tige
final y.;ar' of repaym&n_t,' t':he loan should axisount:to less than 2 percent
of discretionary incc}t'ﬂe (see :I'at;le 4. ' . o ,
-~ ‘ " - Taple 4 -
,1977 College Gr;duates' Discretionary

- Income and Loan Repayment
(DEBT = $2700)  ° .

e aw om
x

.

'
.
N 3 . *
- - . . . M .
' ‘ . . . .
. . . L

_ . . Projeci:ed » . N
Year After Total Earnings Discretionary After . Annual.Repayment
- Graduation - In That Year Tax Barnings and Loan Burden.'
- - ' ’ A 7%/10 yrs. % burden
1 - ' $9,500 $ 1,981 . | ) $376 19
: .5 20,600 7,201 , 376 5
S~ . . ' . <t LT . 7
. $ 10 ‘45,600 22,671 ’ 376 2"
¥ This study also found two ix'uportant' pockets of relatively high lean '
. s . / . . -
a »  burden, but these only existed duripg the early sepayment years and
Y . . . . ' - - . @ .

appearéd to-be mostl;} a functiqn of the traditiohal banking use of eghal

. installment repayment’ schedules: "4

v o All baccalaureates who weork less than full-time would be hard -
oy pressed to cover their rgpqynients during their first two or three

years out of school. Also, obviously, unemployed borrowers face
loan burden while they remain without a jpb. L7

“ERIC - S -
. - -
PRt povansn e .. , . . "+ : . '14 . L - L.
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IR : ' 0 Married, foll-time euployed women % ith bachelor!s degrees\ .
- .. would be substantially burdened during the first year or two
- ! unless their spouse is dlso working. c N )
v .

. ’ .
) Naturallg/debt levels as well as,earnings have _risen since- 1977, °
13 .’ * -

We can tentativeiy suggest what has happened to'loan burden levels since

that‘time, .éirst,‘we can estinate the current median debt iével b§ '
- inflating tbe“1977 fiqure of $2:700 by recent increases in schooling -
_ S \ . i
‘costs. Between 1977 and 1981 total charges af public and private ' .
é& 2 ~’-sehools has risen about 40%, 'Assuming'a iineag/increase in student ;
borrowing, the median debt for a 1981 graduate might fall'around

. $3,80b. During the same period, earnings have also risen about dQ%.so.

' \ we might expect first-year incoee for collegg'graduates to start around

$13,300; With CpI increaSes amounéing to'about 33.percent during that

period discretionary income of college graduates has risen by 45%.

These rough estimates'indicates that discretionary,income has _risefi

K : slightly fastef than debt levels and thereﬁo:: loan burdenﬂlevels

M - (allowing flor. the recent rise to a 9% interest rate on,éSLS) have're~
uained almost unchanged .during the last fqur'years.' . Y

Thus, although college costs have risen sharply in recent years,

’ - the average graduate appears unlikely to face any more pressure when’

. . _repaying their loans. But what abéut the borrower who does not fit this .

I

. middle-of-the-road descriptid%% What about students who graduate with

above average debt levels or Who mist pay under stricter repayment terms

(

or who 1ive in more demanding family circumstances (more dependents and

,  .more consumption)? For example, suppose a 1981 graduate incurred a

. . +«$10,000 debt whiie in school, as opposed to the median $3,800 debt in

‘ . the previous example, and repayment was at 9,percent over ten years.
v

; B This graduate s loan burden would start at about 50 percent of discre-

tionary income in the first year but dwindle to 5 percent by the tenth

§

t

year (see Table 5).

‘u ’ \) “ . . . “‘ | "’ ‘:‘ - ‘ A .
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Estimated. 1981 College Graduates' Discretionary
Income and Loan Repayment At Selected Debt Levels

i

Total | ’ AnnualiRepaYment and Loan Burden

|

|

1

. Year - * Earnings Discretionary . $3800 Debt $10000 Debt .

. Graduation, in tnat Year Incone' 9%/10 yrs.it Burden' 9%/10 yrs. % Burden l
.k 3.(:;;,;313,300‘ " 52,900 ‘578" 3' 20 1,52‘01 52

5 ""'5‘":28,840 '10,400 ' 578 } 6. © 1,520 15 -

10, . 63,840 32,900 578 ) -2, 1520 5.

According to our earlier study, if 1977
« ' - .

. . . . 1
consumption expenditures 50 percent (enough to take them from the low to

PR

the first year to about 40 perqpnt of discretionary income, but increase

by only about one-half in the flfth year to 10 percent, and

25 percent by the tenth year of repazment to

Further ev1dence in the study 1ndicates
start a family would not compete with either

or loan repayment for most borrowers, except,

¢ -

first :two of tnree years after Qraduatipn.

Findings, Implications and Further

graduates increased their

)

_the intermediate standard of living) their loan burden would double in

about 4 perceni:’ .
that even thegdecision t%
the hlgher living standard

in some caSes, d%rlng the
) R
i 1

R

. .
Research Topics -

[increase only -

This paper has analyzed‘the relationgpip between fanily discretionary .

income and college costs and the-relationship between student borrowing

patterns and loan repayment schedules. ?he'primary findings are as—follows:

1

‘ Family Incomes and College COsts

, e

- 4
b4

o The ratio o€ college costs (at both public and private institu-

tions) to parental discretionary income s

was in 1970. During the last decade,.t

e ratio of costs has '

varied considerably, but it has not exceeded its. 1970 level.

is slightly lower than it




‘. N A “ . - .
] A o 3etweln 1970 and 1979, the increase in family discret ionary S,
. . income'ifar exceeded the'increasé in college costs.’ "In the years.
S . ' ' since-(4979-1981), college costs have grown at a mich faster.rate '
. .t:hanincome."‘.. y .

. |
. . : i o . L.
o If the rec;nt pattern of steeply rigsing college costs and sluggish
- gréwth in personal income’ continues, college costs will take a
. two percent (public) ‘to-tén percent (private) deeper bite out of.
disctetionary income by 1986. . \

L ,
= <) College gfaauates with boréqwing and income levels around the

median will have little trovble repaying education debts.
7

- A\

Student Income and ‘Loan Repayment

N

' >
' o Redent college graduates are, of course, affected by broader
economic conditions. Students who are unemployed, those who take
low paying jobs, and those who\do not work full time may have

relatively high burdens in theifirst few. years of ‘repayment.
. ° N.’_r"v S -

o Education loan repayment burden\alone is unlikely to preclude or
. greatly 1nhibit future consumption expenditures.

- : /\
. o] Changes in loan repayment terms (guch as graduated repayment
& . . . scheduT@s) could do much to .elimifate any early year repayment®
burdens. (See further research t pics)

¥ -

: - .

Furthes Resear§; Topics

e . - ~ :
.

] Two‘diitinctlgreas of research may b 'pursued'in more detail. One

' o focuses on the tracking of family income and college costs. The second

: would analyze more recent data on student indebtedness and develop a more

’

.

policy relevant mode 1 of ‘debt burden. Q//\ 7 o o

. Families - The analygis of family income and college costs candbe expanded

- k3

considerably.
. / - '
gi? J%J A o .

) e 0. The framework«oﬁ.a modei whiqh t acks family income could be
L . developed immediately. The modW¥ would. produce -fesults lLike
. ' Table 6 but would also have the- capacity to analyze family-
. . : earnings -at various. levels, & range of consumption expendi- .
%&, tures an@, perhaps, a more detailed distribution of college o7
: ts, PR , . . . Lo i -l
;’:3 “’ COS . 4*s§; """"Z:.t ’ A )
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o Developing a fully operational model would as proposed above

‘ require the preparation of earnings profiles for families with .
| . dependents of college age,.~This can be done ‘using .available ,
l census informagion. . .o

" z . o A further, but less important, refinement of this model would be. s
| the ability to differentiate tax burden by level of earnings. . -

L . . This would start with -an analysis of Treasury data on federal,
K state, local and retirement taxes.’ : /

~

Students - More current data on student indebtedness levels and debt burden J\

——————————
.
1 ; ,

can be prepared.

‘ o PFirst, the information on student indebtedness from the 1982
. - Survey of Recent College Graduates should be analyzed and put in
5 the form of debt distributions. for students with various ‘age, race, : -
. and employment characteristics. This survey, condugted by NCES, '
includes cumulative. education debt data for a nationally represen=
‘ tative sample of all four year college and university bachelor's
- -and master's recipients. Other data sources that may have ‘relevant
dnformation on student debt levels should be examined. K

o A second step would be. to calculate new profiles of the earnings
of recent college graduates using census income data. The earnings
profiles could then be combined with the indebtness data to permit
. calculation of more recent information on student debt burden.

o] At the conclusionh of these activitles, a more policy relevant

* _ ' . model of student indebtedness and postsecondary.earngngé(Can be
' preparéd. This.model could be used to develop alterhative re=_'
{ - payment plans for the Guaranteed.Student Loan program. For

- example, such a model would permit preparation of a loan repays
ment schedule which matches repayments with likely. earnings.

[’ ' - . -
o . .
‘, . ‘
. . . -
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Alh-lly Ineono, Discretionary lnco-e, and College Costs, 1970-1981

'

——mx—mnyw——utmmmrmz——ommnm - COITEgE CostEs
Fanilies Families Families Families. Con- Families Families Public Private
Hith With De- With Hith De- sump- Hith Hith De-
Depén~  pendents Depen~ pendents tion Depen~  pendents Other . Other
All dents in All dents in Expen- dents in L. Four -Two Four Two
Year Families 18~24 College Families 18-24 College dituresS 18-24 College All Unlv., Year Year All Univ., Year Year
1970 8,268 - 9,624 12,063 6176 - 7,189 9,00 4,840 2,309 4,17 1,287 1,477 1,206 1,018 2,738 3,163 2,599 2,103
1971 .l,G" 10,095 12,727 ‘ 6,493 7,551, 9,520 5,090 2,481 4,430 1,352 1,579 1,263 1,073 2,917 3,375 2,748 2,186
’ . v ¢ .
1972 9,.275- 10,900 13,392 6,99 8,219 10,098 - 5,300 . 2,919 4,798 - 1,458 1,668 1,460 1,197 3,038 3,512, 2,934 2,213
1973 10,273 11,897 14,679 7,581 l;yg_o 10,833 5,510 3,270 5,323 1,517 1,707 1,506 1,274 3164 3,717 3,040 2,410
N 1974 11,025 12,567 16,005 ) I,OZS. ‘9,144 ° 11,652 5,670 - 3,474 5,982 1,563.. 1,760 1,558' 1,339 3,403 4,076 3,156 2,591
1975 11,505 lj',l” 167,784 8,537 5,794 12,454 6,170 3,624 6,2&4 1,666 1,935 1,657 1,386 3,663 4,467 3,385 2, 1M
— - il
197¢ .12,199 14,171 18,384" 8,930 10,373 ""“l%,457 6,870 %,503 6,587 1,790 2,055 1,797 1,488 3,886 4,847 3,562 2,905
1977 13,118 15,090 19,840 9,667 11,061 14,543 7,330 3,731 7,203 1,900 2,167 1,924 1,590 4,152 5,193 3,811 3,062
1978 14,300 ,15,91‘0 21,429 10,339 12,226’ 15,49'3 7,700 4,526 7,793 2,009 ?,286 2,025 1,685 4,479 5,604 4,123 .3,3'4&
. .
_ 1979 15,864 18,565 23,654 11,517 13,478 17,173 8,160 " 5,318 9,013 2,163 2,487 ‘2,198' 1,817 4,908- 5,888 . 4,693 3,754
- © . . . '
1980 16,963 19,851 25,293 12,230 14,313 18,236 , 8,820 5,493 9,416 2,372 2,711 2,419 2,018 5,466 6,566 5,243 4,299
v . N e .
T . . ) > . g . '
1981 18,064 21,140 26,935 13,066 15,221 19,393 9,770 5,451 9,623, 2,653 3,049 2,706 2,250 6,190 7,491 5,943 4,853
-Percent . : . R . .
Change 118% 120% 123% 1124 112y 115% . 102y 136% 1318 1068 1068 1248 1208 1268 .. 137 129% 131y
[ - I . , ‘ . . . ., ,
“ Data for. 1980 snd 1281 aie estimated o : * . "
‘ ' 4 : .
N N - . . . . C P— - »
~ -

VIncome data from the Census Bureau’s October Current Populltlon Reports which contains eaucation nllted vuhblu. The tam“y tudltlonll
and more ooupreheniive reporting of incomes is donc in March of eacll year. The mdhn lncouei reported ln October ranged from 82 to 86 percent oE
th/chlan family incomes in Match. . . . . .

~ P + “a L i

N
z'l'otll tax 'burden on the median tmlly was derived from Tax Foundation data on federal, i!:lte, Jocal and social lecurlty tlxei. A uu"gina:l
tux rate wu conputcd for each yur and lpplled to each median lncon ln that year. i . .

3Conlunptlon expenditures lrn the st@ndard maintenagce nllownncol publlnhed lnnunlly by the Collegc Scholnrlhlp Se:vlcc.

e

‘Dlncretlonlry fncome eqguals. ntter tnx lncomg less conlunptlon expendlturen. - . . .

.

»
.

. Q 5The National Ccnter for Bducntlon Statistics provlded‘the data on total méudent changes by ‘type nnd control of lnntitutlon. .
ERIC. - B - - |
L N k.‘19‘ N y . o ‘ , ) .
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Co e : Table 7
. . . \ _/
College Costs'As a Percent of Discreticnary
. . 'Income, 1970~1981 ' .
[ - , — /\ -
Pamilies with JFamilies with dependents
depenflents 18~24. - - 18~24 in College
. s N
Year fPulglic +Private " Public Private
" A} N * . -
. 4 -~ L3 , . ‘s
1970 ® 55.7 118.6 30,8 65.6
h' ) . . . ] '
1971 55.1 . 118.5 30.6 65.8
’ 1972 ~ 49.9 . 104:0; - 3084 63.3. ~
" L3NS . §
1973 46.4 .9§.8 28,5 59.4
. A - ‘
1974 45,0 '98.0 26.1 , 58:3
1975 46.0 101.0 26.5 59.0
: A R SN P
1976 L 5149 111.0° 27.2 57,6 2 ‘
' . ‘ . Tl v ‘ ]
1977 51.0 111.0 26.3 57.4
C . . . . .
‘ . 1978 ., 44 .4 98.9 25,8 54.4
1 ’ .
X . L1979 " 40,6 92,3 . 24,0 : 54:4'
; \ “-. N Al “ . .
i o 1980 3.2 . © 99.5- | 25.2 58.0 o
- 1981 O 48.7 113,6  27.6 ' O3
. . i 7/
Pe?:éentages derived using discretiohary ci.'nc'ome and college
cost figures_ from Table 6. v
o~ hY .
. College Cost = Percentage |
Disc. Income -
ST ¥
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