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Educational Considerations

Introduction

Upward mobility is a prized aspect of the American dream
based upon the belief that those from humble origins can
climb the socioeconomic ladder through education and
hard work. Increasingly, postsecondary education is an
essential component of that dream. However, many students,
particularly those from low to moderate income families, find
it necessary to rely upon student loans, which include direct
loans from the U.S. Department of Education as well as those
from private lenders, to finance their studies.! A growing
concern among policymakers is the increasing amount of
debt students incur to pay for their postsecondary education.
This article provides an overview of the implications
associated with the growing student loan debt burden for
borrowers, society, and the economy.

Background

Federally sponsored student loans are not a new
phenomena in the United States. In 1958, the U.S. Congress
passed the National Defense Education Act (NDEA)? in
response to Russia’s launch of Sputnik. The NDEA focused
upon preparing teachers in science, mathematics, and
foreign languages by providing low interest loans and loan
forgiveness, if, after graduation, students pursued a teaching
career. Then, in 1965, the Higher Education Act created the
Guaranteed Student Loan Program.>#

The Higher Education Act dramatically expanded federal
financial aid. Specifically, Title IV authorized need-based
student grants, which would later become known as
Pell grants, and the Guaranteed Student Loan Program,
consisting of subsidized and unsubsidized loans.® The 1972
reauthorization of the Higher Education Act went further,
expanding the Stafford loan program to students attending
for-profit postsecondary institutions.® Later, in 1978, Congress
passed and the President signed into law the Middle
Income Student Assistance Act.” It removed needs-testing
for unsubsidized guaranteed student loans, again greatly
expanding access. In 1979, technical amendments to the
Higher Education Act increased aggregate loans amounts and
allowed students without a high school diploma to be eligible
for student loans.?
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As a result of decades of expanding access to student loans
along with the increasing cost of college and the failure of
federal grants to keep pace with such costs, the percentages
of students with student loans has increased dramatically.’
Figure 1 provides a comparison of the percentage of full-
time students in public, private nonprofit, and for-profit
postsecondary institutions receiving federal student loans
between 1993 and 2008."° In 1993, approximately one-quarter
of full-time students in public postsecondary institutions
took out student loans. By 2008, this percentage had risen
to 41%. For full-time students attending private nonprofit
postsecondary institutions, approximately 44% had student
loans in 1993. This percentage rose to nearly 61% in 2008,

a slight decrease from 2004. Most startling, however, was

the increase in the percentage of students with federal
student loans in for-profit postsecondary institutions. Even

in 1993, over half of students (52.4%) attending for-profit
postsecondary institutions financed at least a portion of their
education with student loans; and, by 2008 approximately
89% did so. The rate of increase for for-profit institutions over
this time period was more than double that of public and
private nonprofit institutions.

Figure 2 provides a comparison of average amount per
student of federal loan by type of institution attended
between 1993 and 2008. In 1993, the average federal loan
for a full-time student attending a public postsecondary
institution was $3,270. By 2008, it had almost doubled to
$6,450. With regard to the average federal loan for students

at private nonprofit postsecondary institutions, the scenario
was similar. In 1993, the average loan amount per student
was $4,190, rising to $8,220 in 2008. Nonetheless, on average,
students attending public institutions borrowed significantly
less than their counterparts at private nonprofit colleges and
universities. In 1993, full-time students attending for-profit
institutions borrowed on average $4,680, the highest amount
across the three types of institutions. However, the average
loan amount per student rose less over time. By 2008, it was
$7,230.This amount was approximately $800 higher than the
average amount borrowed by students at public institutions,
and it was almost $1,000 per student more than the amount
for private nonprofit schools.

Student Loan Debt Concerns

Policymaker concern about levels of student debt is not
new." As early as the mid-1980s, federal lawmakers expressed
concern about the growth in student loans and the change in
the ratio of grants to loans, in the sense that the proportion
of grants was diminishing while that of student loans was
increasing. More recently, a major concern about student
debt revolves around borrowers’ ability to repay. Specifically,
higher levels of student loan debt reported in the previous
section have translated into a lower percentage of borrowers
in repayment one year post-graduation, from 65% and 66%
of 1994 and 2001 graduates, respectively, to 60% of 2009
graduates.

Figure 1| Percentage of Full-Time Students in Public, Private Nonprofit, and For-Profit Postsecondary Institutions
Receiving Federal Student Loans: Selected Years 1993-2008
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Figure2 | Average Annual Federal Loan Amount per Full-Time Students in Public, Private Nonprofit, and For-Profit

Postsecondary Institutions: Selected Years 1993-2008
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The most serious issue related to student loan debt is
default, defined as failure of a student borrower to make a
payment for 270 or more days." Here, too, concerns about
default rates are not new.’* Between 1987 and 2011, default
rates fluctuated between a high of 22.4% in 1990 to a low
of 4.5% in 2003. However, since 2005, default rates have
risen steadily to the 2011 rate of 10.0%."> Recently, the U.S.
Department of Education moved from a two-year calculation
of default rate to one that spans three years. Using this
approach, default rates would be significantly higher: 13.4%
and 14.7% for 2009 and 2010, respectively, rather than the
two-year approach to calculation which yields a rate 8.8% and
9.1%, respectively.'®

Implications for Borrowers, Society, and the Economy

In addition to the potentially negative implications of debt
levels for students, it is also important to consider the broader
implications for society and the economy. First, the level of
student loan debt may affect individuals' career choices, for
example, by leading them away from public service careers
to more lucrative employment in the private sector.'” Such
choices have profound implications for filling positions in
education, public administration, and social welfare. Second,
the magnitude of individual borrowers’ student loan debt
burden may affect their consumer decisions. Faced with a
large monthly student loan payment for a decade, newly
employed college graduates may delay major purchases, such
as a car or home, not to mention even basic purchases to set
up a household after graduation. In 2011, the interest rate for
Stafford loans was 6.8%. With a normal ten year repayment
schedule, a $30,000 student loan would require a yearly
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repayment of $4,140, or $345 per month, a significant amount
for many new graduates. College graduates in this position
might decide to postpone marriage or starting a family.'
Reduced consumer spending affects the U.S. economy at

all levels—local, state, and national. Finally, filing bankruptcy

to discharge student loans is difficult except in those cases
where failure to do so would amount to "undue hardship" as
defined in law.” As such, the notion of a “fresh start” that a
bankruptcy would normally allow is rarely available to student
borrowers regardless of their debt burden.

Conclusions and Policy Implications

There are obviously a large number of policy issues that
revolve around student loans. This policy perspectives article
has focused on the growing burden of student loan debt
on borrowers, society, and the economy. That is not to say
that other policy issues, such as those related to for-profit
postsecondary institutions, are unimportant.? The same can
said for affordability and equity of access to postsecondary
education.?" A third, and related issue, is diminished state
aid to public universities and colleges which has created a
vicious circle as these institutions often react to state funding
cuts by raising tuition, hence pricing out more students.?
Importantly, student loan debt burden is interwoven with
the other policy issues outlined above. The need for policy
solutions at both the federal and state levels is urgent in order
to ensure opportunities for upward mobility and maintenance
of a robust economy.
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