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Executive Summary
Higher education is one of the most important investments individuals can make for themselves
and for our country. Many students access student loans to help finance their education, and last
year federal student loans helped 9 million Americans to make that investment in their futures.
Typically, that investment pays off, with bachelor’s degree recipients earning $1 million more in
their lifetime and associate’s degree recipients earning $360,000 more, compared to high school
graduates. Society also benefits from these investments through such mechanisms as higher tax
revenues, improvements in health, higher rates of volunteering and voting, and lower levels of
criminal behavior.
At the same time too many Americans feel that college may be financially out of reach and are
concerned about rising student loan debt. Student loan debt can be especially burdensome for
those who do not graduate or who attend schools that do not deliver a quality education.
However, unmanageable debt is not the only issue facing current and former students. Some
individuals who could benefit from a high quality postsecondary education do not apply and
enroll in college, under-investing in education and shortchanging their future.
Multiple factors have contributed to the challenge of ensuring that all students who could benefit
from a college degree are able to attend a quality school, graduate, and then repay their loans
on manageable terms after they graduate. These include rising tuitions; hardship caused by the
Great Recession; complexities of the labor market; variations in program quality across the
college landscape; and lack of information to help students make good college choices.
The Obama Administration has taken several steps to address these challenges. To help expand
college opportunity, the President has doubled investments in grant and scholarship aid through
Pell grants and tax credits, provided students and their families better and more accessible
information about college costs and quality through the College Scorecard, simplified the
application for federal student aid, and protected students from low-quality schools. To help
borrowers manage debt after college, the Administration has also created better debt repayment
options like the President’s Pay as You Earn (PAYE) plan, which caps monthly student loan
payments at 10 percent of discretionary income.
While more work remains, we are starting to see these efforts pay off. Today, more than four out
of five Direct Loan recipients with loans in repayment are current on their loans. Delinquencies,
defaults, and hardship deferments are all trending downward, and nearly three million borrowers
since 2010 have successfully accessed a pathway out of default through loan rehabilitation. To
ensure student loans are manageable, the Administration has cut student loan interest rates,
saving a typical student $1,000 over the life of loans borrowed this year. Additionally, more
borrowers are making use of flexible income driven repayment plans that make it easier to
successfully manage student debt after college, with nearly 5 million Direct Loan borrowers now
enrolled in repayment options like the PAYE plan.
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New data offer insights into the recent trends in student borrowing and repayment outcomes
that build on our understanding of the overall health of the student loan portfolio, highlight areas
of the student loan portfolio where Americans have benefitted from the Administration’s efforts
thus far, and identify key areas where there is still work to be done.
Investments in higher education—roughly 50 percent of which are at least in part financed by
federal student loans—typically yield large returns. However, the return to college varies
substantially across individuals, institutions, and programs.
•

•

Over the course of a career, the median worker with a bachelor’s degree earns nearly $1
million more than the same type of worker with just a high school diploma, when both work
full-time, full-year from age 25. The same type of worker with an associate’s degree earns a
premium of about $360,000. Individuals with college degrees also see lower unemployment
rates and have increased odds of moving up the economic ladder.
While data suggest that the overall return to a college education is near historic levels, there
is substantial variation across individuals. Much of this variation is related to the schools
students attend and the programs they select. In particular, evidence suggests that the
relatively low returns at for-profit colleges are increasingly becoming a cause for concern,
especially given the high rates of borrowing by students at those schools.

As of 2015, outstanding student debt had grown to $1.3 trillion, due in large part to rising
enrollments and a larger share of students borrowing. While the average loan size has also
increased, the average undergraduate borrower owes $17,900 in debt.
•

•

•

During the Great Recession, enrollment and federal student loan borrowing increased as
more individuals, facing weak labor market prospects, decided to go to school to upgrade
their skills. The largest increases occurred among lower income and older, independent
students who largely attended for-profit and community colleges.
Increases in per-borrower debt have also contributed to the expanding student loan
portfolio, with average outstanding balances adjusted for inflation increasing by roughly 25
to 30 percent between fiscal years 2009 and 2015 alone. The precise causes of this increase
are not yet well understood, but rising tuition and expenses, in part due to reductions in state
funding for public colleges, is one factor known to be playing a role.
Despite the increase in per-borrower debt, 59 percent of borrowers continue to owe less than
$20,000 in debt; the average amount of undergraduate loans that borrowers held in 2015
was $17,900, and large-volume debt was more prevalent among graduate loans.

Many students who entered college during the recession did not receive an education that
resulted in employment outcomes that allowed them to pay off the debt they incurred.
•

Repayment outcomes tend to be worse among borrowers who attend for-profit or
community colleges; those who are low-income or independent; those who attend part time;
and, especially, those who do not complete their degrees. Many of these types of borrowers
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•

•

accounted for a disproportionate share of the increase in student borrowing during the Great
Recession.
Defaults are concentrated among borrowers with small-volume loans, in large part because
these borrowers are less likely to have completed their degrees. Loans of less than $10,000
accounted for nearly two-thirds of all defaults for the 2011 cohort three years after entering
repayment. Loans of less than $5,000 accounted for 35 percent of all defaults. Thus while
there is significant public attention on high debt burdens among traditional students
attending four-year institutions, default is concentrated among a different group of
borrowers.
While borrower distress has traditionally been measured using the default rate, alternative
measures of loan repayment used in this report can offer advantages over traditional,
default-based measures for providing information to students about a school’s repayment
outcomes or building loan accountability measures. For example, income based repayment
plans can shield borrowers from default when their earnings are too low to make payments
on their loans. This is a positive element of such repayment plans, but means that
policymakers and analysts should look beyond just default measures to assess whether there
are institutions where borrowers are systematically unable to repay their loans.

Income driven repayment plans like the President’s PAYE plan, which caps monthly student
loan payments at 10 percent of discretionary income, are benefiting nearly 5 million borrowers.
•
•

•

•

•

The share of borrowers with federally managed debt who are enrolled in income driven
repayment has quadrupled over the last four years from 5 percent in the first quarter of fiscal
year 2012 to 20 percent in the first quarter of fiscal year 2016.
Income driven repayment plans recognize that most students see significant income gains
from their higher education, but that those gains often are small shortly after leaving school
and grow significantly larger over time. Thus, these plans allow borrowers to make smaller,
or even zero, payments early in their careers and adjust their payments as their earnings
grow.
Data show that income driven repayment borrowers tend to come from more disadvantaged
backgrounds than borrowers on the standard repayment plan. Among borrowers with
undergraduate loans enrolled in income driven repayment as of the third quarter of fiscal
year 2015, the average family income was $45,000, compared to $57,000 for those on the
standard repayment plan, based on the first Free Application for Federal Student Aid (FAFSA)
the borrower filed.
Income driven repayment is helping many borrowers who showed signs of distress prior to
enrolling. Among borrowers who entered repayment in fiscal year 2011 and enrolled in
income driven repayment, over 40 percent had defaulted, had an economic hardship
deferment, or had a single forbearance of more than 2 months in length before entering their
first income driven repayment plan.
For the 2011 cohort, borrowers across all sectors had lower monthly payments in income
driven repayment, despite having accumulated, on average, larger amounts of debt.
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The rise in student loan debt has created challenges for some borrowers with lower earnings,
but has not been a major factor in the macroeconomy.
•

•

•

Despite its steady rise over the past decade, aggregate student loan debt remains small
relative to aggregate income. In 2015, total student loan debt was 9 percent of aggregate
income, up from 3 percent in 2003. By itself this is considerably smaller than the rise in
mortgage debt prior to the crisis and it has also been accompanied by a reduction in other
forms of consumer debt.
Additional student debt, as an investment in education, is associated with additional income,
putting many households in a better position to buy homes or start businesses. By age 26,
households with student debt are more likely to buy a house than those that did not attend
college. By age 34, college attendees with and without student debt are equally likely to buy
a home, and both much more likely than those without a college education. Research studies
have found that conditional on a given education, higher student debt explains, at most, a
small fraction of the decline in homeownership among younger households.
At the same time, the increase in defaults on student loans as well as the increase in highloan balances for low earners can be real concerns at the individual level, potentially leading
to compromised credit and reduced home buying for some individuals.
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Introduction
The college earnings premium has reached historical levels in recent years, reflecting a trend over
several decades of increasing demand for skilled workers. In 2014, the median full-time, full-year
worker over age 25 with a bachelor’s degree (but no higher degree) earned roughly 70 percent
more than a worker with just a high school degree (CPS ASEC, CEA calculations). Moreover,
people with a college degree are more likely to be employed—facing both lower unemployment
rates and higher rates of labor force participation. In a global marketplace that increasingly
rewards advanced skills and knowledge, higher education may be the single most important
investment young people can make in their futures. For a growing number of Americans, federal
student loans are an essential means to realizing the benefits of higher education. In the fall of
2013, over 20 million students enrolled in a Title IV institution (or an institution eligible for federal
aid). Roughly half of these students used federal student loans to help finance their education.

The current student loan system allows millions of individuals to make investments that typically
yield large private and social returns. However, evidence suggests that some individuals invest
too little in their education, while others struggle to repay the debt they incur. Rising tuitions,
uncertainties of future labor market opportunities, economic hardship caused by the Great
Recession, and the complexity of both the college landscape and the student aid system itself
have all contributed to the challenge of ensuring that all students who could benefit from a
college degree can afford to do so. The Obama Administration has taken several important steps
to help address these obstacles, though more work remains.
Leveraging new data provided by the Department of Education, this report provides one of the
first comprehensive reviews of the student loan portfolio to examine key trends in student debt.
It also outlines the economic rationale for investing in higher education and provides a close look
at how Administration policies have enhanced students’ investments in their educations.
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BUILDING ON A RECORD OF PROGRESS
The Obama Administration continues to build on its record of progress to help ensure that all students who can
benefit from a college degree are able to do so. These include: reforming student loan laws; lowering the cost
of college through increases in tax credits and grant aid; spurring innovations in higher education that can
reduce costs, improve quality, and drive completion through programs like the First in the World; providing
timely, actionable information to students to make better college choices based on cost and value through the
College Scorecard; making it easier to access critical financial aid resources through the FAFSA; connecting
students to flexible and affordable repayment options to help them manage their debt and avoid the negative
consequences of default; strengthening the financial aid rules to protect students from poor-performing
colleges that leave students with unmanageable debt; making two years of community college free for
responsible students with the President’s America’s College Promise plan; and calling on Congress to enact key
reforms to increase college completion for Pell grant recipients.
Record of accomplishments:
•

In 2010, President Obama signed student loan reform into law, generating over $60 billion in savings—
redirecting that money back to students and taxpayers. In 2013, he signed into law further reforms to
interest rates on student loans, lowering interest rates for nearly 11 million borrowers.

•

The Administration has increased the maximum Pell Grant award by $1,000 and tied it to inflation, and on
average, Pell Grants reduce the cost of college by $3,700 for 8 million students a year today. In addition,
this Administration established the American Opportunity Tax Credit (AOTC), which provides a maximum
credit of $2,500 per year—or up to $10,000 over four years—to expand and replace the Hope higher
education credit. The bipartisan tax and budget agreement signed into law in December 2015 made the
AOTC permanent. In 2016, the AOTC will cut taxes by over $1,800, on average, for nearly 10 million families.

•

The Administration has encouraged greater innovation and a stronger evidence base around effective
strategies to promote college success through 42 First in the World (FITW) grants that fund and test
interventions at institutions across the nation, as well as through the Experimental Sites initiative that pilots
reforms to existing higher education policies.

•

The new College Scorecard gives students access to the most reliable and comprehensive data on students’
outcomes at individual colleges, including data on former students’ earnings, debt by completion status,
and borrowers’ repayment rates. By providing students and families with high-quality, easily understood
information, the Scorecard helps students make better investment decisions that lead to higher returns.

•

The Administration has made the FAFSA simpler and this fall the FAFSA will be available earlier. With these
changes, families will be able to complete the FAFSA as early as October and will be able to use income
information from two-year-old completed tax returns rather than waiting for more recent tax return
information to be available. This will help students and their families understand the aid they will qualify
for at the time students apply to colleges and reduce the complexity students face when they apply for aid,
improving the information they have when making decisions about where to apply.

•

The Department of Education’s Gainful Employment regulation will help prevent students from making
poor college decisions and taking on unmanageable debt. This regulation improves disclosures from poorly
performing career college programs and removes financial aid access from programs that consistently fail
accountability standards. Additionally, among other accountability measures, 2010 regulations
strengthened the Department's authority to take action against institutions engaging in deceptive
advertising, marketing, and sales practices and prohibited schools from compensating admissions
recruiters based solely on success in securing student enrollment.
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•

The President’s Pay As You Earn and related income driven repayment plans have allowed nearly 5 million
student borrowers to cap their monthly student loan payments at 10 percent of discretionary income, to
ensure their debt is manageable especially in the critical years after college.

Proposals to continue progress:
•

•

The President’s America’s College Promise proposal to make community college tuition-free for responsible
students would offer 9 million students the chance to earn the first half of a bachelor’s degree and the
knowledge or skills needed in the workforce at no cost. Since the President’s announcement, over 30 states
and communities launched promise programs, leveraging more than $70 million in new public and private
investments supporting at least 40,000 students.
The President’s fiscal year 2017 Budget included new budget proposals to support college completion, a
critical indicator of successful loan repayment, for students receiving Pell grants. Informed by recent
research about what works to promote persistence and completion, two proposals increase Pell Grants for
students who complete more credits or enroll year-round. A third proposal offers bonuses to colleges that
successfully enroll and graduate a significant number of low-income students on time.
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I.

Federal Student Aid Facilitates High-Return Investments

Because the decision to attend college entails a weighing of upfront costs and future benefits, it
is useful to view this decision as an investment decision. As is true of other investments, many
individuals who cannot pay for college upfront may find it worthwhile to borrow to finance their
education. Yet investments in higher education also present several unique challenges that make
government aid crucial to supporting optimal decisions. This section begins by presenting
evidence that on average, students can expect a high return from investing in college. It then
describes the challenges that students and society face in financing those investments, the role
that federal student aid has played in addressing some of those challenges, and the specific issues
that motivate the Administration’s policies detailed later in this report.

College as an Investment
When prospective students decide whether to invest in college, economic theory suggests that
they weigh the personal benefits they expect to realize against the costs they expect to incur.
While some benefits like satisfaction from learning are realized immediately, a primary benefit
that motivates most students is the expected gain in their future earnings (Eagan et al. 2014;
Fishman 2015). Unlike the benefits of attending college which are spread out over a long period
of time, most of the costs are incurred up front. These costs include the direct cost of tuition and
fees, after accounting for grants and tax credits that help many students offset these costs. They
also include the cost of foregone earnings during the period students are in school. From an
individual’s perspective, attending college makes sense whenever the present value of the
benefits outweighs the present value of the costs, when both are discounted based on
preferences for current outcomes versus future outcomes. For those who do not have the
financial resources to pay the costs up front, student loans can allow them to finance their
education and reap the positive returns. Student debt can thus be viewed as facilitating
investment in one’s future earnings potential.
Over a career, the median full-time, full-year worker over age 25 with a bachelor’s degree earns
nearly $1 million more than the same type of worker with just a high school diploma (CPS ASEC,
CEA calculations). The same type of worker with an associate’s degree earns about $360,000
more. The present value of these earnings premiums are also high, amounting to roughly
$500,000 and $180,000 for bachelor’s and associate’s degrees respectively. 1 The present value
of the additional lifetime earnings far exceeds the amount of debt borrowers typically
accumulate upon graduation, as shown in Figure 2 below. 2 The figure suggests that the present
value of added earnings is roughly 15 times the magnitude of the present value of debt. It should
be noted that the present value of debt does not capture all of the costs of a college education.
The net present value calculation here and elsewhere in the report uses a discount rate of 3.76 percent,
corresponding with the current interest rate on undergraduate loans.
2
To draw this comparison, Figure 2 uses the total debt that borrowers accumulate upon completing an associate’s
degree, bachelor’s degree, or graduate degree from the National Postsecondary Student Aid Study (2012) converted
to 2015 dollars.
1
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In particular, it does not include tuition paid from savings, and it may not fully capture the
opportunity cost of foregone earnings. 3 But even when these costs are included, the present
value of added earnings typically exceeds the total cost of college by an order of magnitude
(Avery and Turner 2012).

The increase in lifetime earnings, however, is not necessarily caused by obtaining a college
degree, as students who attend college may have been more skilled or more connected and thus
would have earned more regardless. But the same conclusion is supported by rigorous economic
research that attempts to isolate the causal effects of college attendance by comparing
individuals who differ in their educational achievement but who are otherwise similar in their
earnings potential. Such studies estimate that individuals who attend college earn between 5 to
15 percent more on average per year of college than they would if they had not gone to college
(Kane and Rouse 1993; Card 1995; Zimmerman 2014; Ost, Pan, and Webber 2016; Turner 2015;
Bahr et al. 2015; Belfield, Liu and Trimble 2014; Dadgar and Trimble 2014; Jacobson, LaLonde,
and Sullivan 2005; Jepsen, Troske and Coomes 2012; Stevens, Kurlaender and Grosz 2015).
Importantly, some research also suggests that the returns to college have been just as high, if not
higher, for “marginal students”—that is, students who are on the border of either attending or
completing college. These students are often from low-income families and their decisions often
hinge on the cost or accessibility of college. Early studies by Kane and Rouse (1993) and Card
(1995) used variation in college proximity to identify the returns to college, and both found
especially large returns to students for whom proximity was a decisive factor. A compelling study
by Zimmerman (2014) studies variation in outcomes resulting from score cutoffs for admission
at Florida International University, a four-year school with the lowest admissions standards in the
Florida State University System. He finds that marginal students who gain admission experience
The opportunity cost of college includes foregone earnings but does not include costs such as food and rent that
would be incurred even if one were not in school. Some of these costs may be captured in the debt figures because
students can borrow to cover the costs of living.

3
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sizable increases in earnings compared to those who just miss the admission cutoff (and who are
thus unlikely to attend any four-year college). He estimates that the earnings gains lead to
meaningful returns net of costs, with even higher returns for students from lower-income
families. Using a similar methodology, Ost, Pan, and Webber (2016) study the benefit of
completing college at one of 13 public universities in Ohio among low-performing students whose
GPAs are close to the cutoff for dismissal. They find substantial earnings benefits for those who
just pass the cutoff and complete their degree. Turner (2015) similarly finds that women who
attend college after receiving welfare benefits experience large and significant earnings gains if
they complete credentials.
In addition to having higher earnings, college graduates are also 1.3 times more likely to work
than high school graduates. Data from the Bureau of Labor Statistics show that college graduates
with at least a bachelor’s degrees participate in the labor force at a higher rate than high school
graduates (74 vs. 57 percent in 2015) 4 and also face a lower unemployment rates among those
who participate (2.6 vs. 5.4 percent in 2015). Those with some college but not a bachelor’s degree
are also more likely to work than high school graduates, with a labor force participation rate of
67 percent and an unemployment rate of 4.5 percent in 2015. Related to the higher earnings of
college graduates and their greater propensity to work, Haskins, Isaacs, and Sawhill (2008) find
that individuals with college degrees have increased odds of moving up the economic ladder.
Moreover, college graduates also experience a wide range of non-economic benefits like health
and happiness (Oreopoulos and Salvanes 2011). These statistics suggest that on average, college
is an excellent investment for the individual.

Overall, the evidence shows that the expected returns to college are high, both for college
students as a whole and for students who are most likely to be affected by policies that expand
See CEA’s 2014 and 2016 reports on labor force participation for a more detailed discussion about educational
attainment and labor force participation.
4
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college access or improve completion. Despite the fact that some borrowers experience poor
outcomes, the sizeable expected returns for prospective students on the margin of attendance
point to the importance of making sure that all individuals are able to optimally invest in their
futures.

The Role for Federal Student Aid
Federal student aid policy offers a set of complementary tools to help individuals make
educational investments that maximize the returns both to the individuals themselves and to
society. Economic theory and data-driven research point to several reasons why many highreturn investments would go unrealized in the absence of federal programs to support them.
One reason is that college education has positive social externalities, meaning that the private
benefits discussed above do not take into account the additional social benefits of college
enrollment. Higher earnings mean higher tax revenue and lower government expenditure on
transfer programs. Increasing education levels yields more collaboration between skilled
workers, which can lift labor productivity growth where they live and work (Moretti 2004), and
more education may be associated with more innovative activity through more scientists and
researchers. Increased educational attainment has also been linked to higher levels of
volunteering and voting and lower levels of criminal behavior (Dee 2004; Lochner and Moretti
2004).
Since college is costly, and individuals usually do not consider societal benefits when deciding
whether to attend, federal programs that help to offset college costs are important for inducing
socially beneficial investments. Such programs include the Pell Grant program for low-income
students, the American Opportunity Tax Credit (AOTC), and subsidized loan programs that reduce
the cost of borrowing. In addition, Public Service Loan Forgiveness and Teacher Loan Forgiveness
help address social externalities by reducing debt burdens for individuals whose careers often
provide societal benefits that exceed private benefits. The social benefits of a more educated
workforce are an important motive for federal student aid.
Yet equally important is the fact that even when the private returns to college are high, the
private market is usually unwilling to supply educational loans—especially to students from lowincome families. A key reason for this market failure is that the knowledge, skills, and enhanced
earnings potential that a student obtains from going to college cannot be offered as collateral to
secure the loan. The lack of a physical asset makes educational loans very different from
mortgages or car loans, which provide recourse in the form of foreclosure or repossession in
cases when the borrower is unable to repay.
A major function of the federal student loan system is to ease the credit constraints caused by
imperfections in the private loan market and ensure that all citizens have access to affordable
loans. Although a private loan market exists, the loans typically require a co-signer. At present,
the private market constitutes only a small share of student loans—in 2012, 6 percent of
undergraduates used private loans to finance their education (NPSAS 2012, CEA tabulations)—
and, in some cases, is generally accessible only to students with strong credit histories or high
13

family income. 5 Additionally, private loans often do not come with the various consumer
protections that federal loans have, including discharge in instances of death or permanent
disability. Federal loans, on the other hand, afford all students the ability to borrow to invest in
their education and help cover living costs while they are in school, while loan caps and strict
discharge rules help to prevent borrowers from taking out more loans than they would
reasonably be able to repay.
Economic theory suggests that without access to federal student loans, financially constrained
students would be less likely to attend college; they would also be more likely to work while in
school and might enroll in fewer course credits to reduce the direct costs. Recent research
supports these conclusions. In a study of students enrolled at public colleges in Texas, Denning
(2016) finds that increased financial aid in the form of both loans and grants reduces time spent
working while in school and accelerates time to graduation. Wiederspan (2015) uses
administrative records to study students impacts associated with the decision of community
colleges to opt out of the Stafford loan program. He finds that when Pell-eligible community
college students were offered federal loans in their financial aid package, they attempted more
credits in their first year and were more likely to attempt and complete math and science classes.
Likewise, Dunlop (2013) finds positive impacts of loan access at community colleges across the
country. Using a separate research design based on banking deregulation in the United States
from the 1970s to the 1990s, Sun and Yannelis (2015) also find that improving access to credit
raises college enrollment and completion. Finally, descriptive statistics show that borrowers with
greater debt typically have more education and therefore larger earnings (Looney and Yannelis
2015).

While research has consistently shown that loans are crucial to helping students finance their
educations, and that these investments have a high return on average, the evidence also suggests
In the 2000s, private student loans accounted for a larger share of student loans. See CFPB (2012) for a detailed
analysis about how and why the private market for student loans has changed over the last decade.
5
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that there is still work to be done; as many individuals struggle to make optimal investment
decisions. On the one hand, research shows that college enrollments have not kept up with
increases in returns to college (Goldin and Katz 2008)—suggesting that overall, Americans are
investing too little in higher education. At the same time, the evidence suggests that some
students have accumulated too much debt, enrolling in programs that leave them poorly
equipped to manage the debt they incur (Avery and Turner 2012). While the existing system helps
to better align private incentives with social benefits and to alleviate credit constraints faced by
potential college enrollees, several additional challenges prevent students from fully benefitting
from the opportunities that the current student aid system offers. These include informational
constraints and procedural complexities, which can be compounded by myopia and other
psychological biases that lead to suboptimal decision making. They also include credit constraints
that individuals face after they leave college and as they begin their careers.

Information Failures and Procedural Complexities
Information failures arise both from misperceptions about the costs and the benefits of college,
which prevent students from making accurate cost-benefit calculations, and from uncertainty
about the returns to education, which can lead to under-investment. First, research suggests that
students often overestimate the costs of college. Avery and Kane (2004) study Boston public
school students and find that low-income and first-generation prospective students overestimate
the cost of college by as much as two or three times the actual amount. Using representative
survey data, Grodsky and Jones (2007) found that on average, parents also overestimate costs,
with larger errors among socioeconomically disadvantaged parents and minority parents.
In addition to cost misperceptions, research also shows that students lack information about the
relationship between education and earnings (Wiswall and Zafar 2013), with some evidence
suggesting that low-income students are more likely to underestimate the returns (Betts 1996).
Misperceptions about the returns to college can come from both misinformation and
uncertainty.
In some cases, individuals may overestimate the returns to education (Avery and Kane 2004). For
example in the for-profit sector, one source of misinformation is aggressive and often deceptive
marketing. A two-year investigation by the Senate Committee on Health, Education, Labor, and
Pensions published in 2012 found that the 30 for-profit colleges examined spent about 30
percent more per student on marketing, advertising, recruiting, and admissions staffing than on
instruction. The report also highlighted a number of tactics (consistent with a 2010 Government
Accountability Office report) that misled prospective students about program costs, the
availability of aid, and information about student success rates and the school’s accreditation
status. These tactics have prevented students from making well-informed enrollment and
borrowing decisions in the for-profit sector.
Optimal decision making is also hampered by students’ uncertainty about their own returns to a
college education. Survey evidence shows that even students with similar backgrounds tend to
vary considerably in their beliefs about the returns to education (Dominitz and Manski 1996;
15

Wiswall and Zafar 2013), and that many students generally view their future earnings as
uncertain (Dominitz and Manski 1996). Consistent with this view, one study estimates that only
60 percent of the variability in returns to schooling is forecastable (Cunha, Heckman, and Navarro
2005). Part of this uncertainty arises from students having difficulty estimating the amount that
they themselves would benefit from a college, holding college quality constant. One reason that
students may struggle to estimate personal returns is that unforeseeable economic conditions
can meaningfully affect the benefits students receive when they graduate (Kahn 2010;
Oreopoulos, von Wachter, and Heisz 2012; Wozniak 2010). Yet another reason that students are
uncertain about their returns to college is that those returns depend on the quality of the school
and program of study in which they enroll, which can be hard for students to assess. Research
shows that while the returns are high on average, they vary substantially depending on the type
of institution students attend. A growing body of literature shows that college quality matters for
completion and earnings (e.g., Bound, Lovenheim, and Turner 2010; Cohodes and Goodman
2014; Goodman, Hurwitz, and Smith 2015; Hoekstra 2009).
Research suggests that college quality varies by sector. Descriptive analysis comparing students
who attended for-profit colleges to those who attended community colleges or non-selective
four-year schools shows that those who attend for-profits have lower earnings on average but
hold larger amounts of debt. These students are also more likely to be unemployed, to default
on their loans, and to say that their education was not worth the cost (Deming, Goldin, and Katz
2012, 2013). Research that compares earnings of the same students before and after attending
college—including a recent analysis of population-level data from the Department of Education
along with tax data—finds that for-profit colleges offer lower returns than the returns that have
been estimated for other sectors (Cellini and Turner 2016; Cellini and Chaudhary 2013; Liu and
Belfield 2014). These lower returns are especially concerning in light of evidence that for-profit
colleges are more expensive than community colleges, even when adding in the value of the extra
government support community colleges receive (Cellini 2012). Finally, experimental evidence
from resume-based audit studies further suggests that despite their relatively high cost, degrees
from for-profit institutions are valued less by employers than degrees from non-selective public
institutions (Deming et al. 2014; Darolia et al. 2015). But despite these poor outcomes, for-profit
institutions have accounted for a large share of enrollment growth since the early 2000s, which
was in part driven by funding constraints at community colleges (Deming, Goldin, and Katz 2012,
2013).
A further source of variation in returns comes from the type of programs or majors offered by a
college. In recent years, a number of researchers have used state administrative data to estimate
earnings gains at the program level in community colleges. Their studies have found a wide range
of earnings gains, from negative figures in some programs to returns exceeding 30 percent in
others (Bahr et al. 2015; Belfield, Liu and Trimble 2014; Dadgar and Trimble 2014; Jacobson,
LaLonde, and Sullivan 2005; Jepsen, Troske, and Coomes 2012; Stevens, Kurlaender, and Grosz
2015; Turner 2015). Research has also shown similar variation among short degrees at non-profit
and for-profit colleges, even among similar students (Lang and Weinstein 2013), although those
at for-profits have relatively poor outcomes in most fields of study (Cellini and Turner 2016). A
number of studies have also estimated highly variable returns by college major for bachelor’s
16

degree recipients (see Altonji, Blom, and Meghir 2012 and Avery and Turner 2012 for a review),
and descriptive evidence similarly shows wide ranges of earnings post-college (Hershbein and
Kearney 2014; Carnevale, Strohl, and Melton 2014). Arcidiacono, Hotz, and Kang (2012) find that
students’ forecast errors related to expected earnings across majors is potentially important.
These findings imply that even with reasonable information about the average outcomes at an
institution, differences across programs could lead to uncertainty for students when they
consider their own personal returns.
To illustrate the variation in earnings that students experience after graduating, Figure 5 shows
the distribution of earnings by educational attainment. For example, the figure shows that
although workers with a bachelor’s degree are far more likely to have greater earnings, a fraction
have earnings levels more common among those with only a high school diploma. Ten percent
of workers age 35 to 44 with a bachelor’s degree had earnings under $20,000, compared to 25
percent of workers with only a high school diploma. This minority of college graduates may have
attended a low quality college, been unable to find employment in their area of study, faced poor
economic conditions, or experienced personal issues such as illness.

The effects of poor information and large variation in earnings can be particularly detrimental
since students cannot diversify their college choices. Students usually only attend one school at
a time and generally focus on one or two programs. If they make a poor selection of college or
major, it is often costly to switch as it can be difficult to transfer credits, possibly locking students
into a low quality program. For some students, the uncertainty of returns itself may prevent them
from enrolling in the first place if they are sufficiently risk-averse (Heckman, Lochner, and Todd
2006). The combination of high variability and uncertainty with limited ability to diversify means
that some students will realize small or even negative returns from college even if the expected
return is high.
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Along with information barriers and uncertainty, complexity-related barriers may prevent
students from investing properly in their education (Lavecchia, Liu, and Oreopoulos 2015).
Behavioral economics shows that onerous processes can impact choices, especially when the
individuals making decisions are young (Thaler and Mullainathan 2008; Casey, Jones, and
Somerville 2011). Complex processes can therefore impact individuals’ choices for how to invest
in their education, preventing some students who would benefit from investing from doing so.
Avery and Kane (2004) find some evidence that low-income students are discouraged by the
procedural complexity of applying for financial aid and college admissions, even if they are
qualified and enthusiastic about going to college. In their study of Boston public school students,
they found that among students with at least a 3.0 grade point average, only 65 percent of those
who originally intended to go to a four-year college did so. Their results are consistent with the
work by Dynarski and Scott-Clayton (2006) who use lessons from tax theory and behavioral
economics to show that FAFSA complexity is a serious obstacle to both efficiency and equity in
the distribution of student aid. Page and Scott-Clayton (2015) calculate that 30 percent of
students who would qualify for a Pell Grant fail to file the FAFSA, which is required to receive a
Pell Grant. In total, an estimated 2 million students who are enrolled in college and would be
eligible for a Pell Grant never applied for aid, and an unknown number failed to enroll in college
because they did not know that aid was available. 6
Importantly, experimental evidence suggests that while low-income individuals can benefit from
improved information about financial aid, they may also need assistance and encouragement in
order to use that information. In an experiment that provided low-income families with
personalized aid eligibility information, and in some cases, assistance completing the FAFSA, only
families who got additional help were more likely to see the benefits of greater financial aid and
college enrollment (Bettinger et al. 2012).

Credit Constraints upon Leaving College
Finally, although the student loan system has helped to alleviate credit constraints at the time of
college enrollment, the traditional standard repayment plan (that students are enrolled in by
default) does not account for income volatility or dynamics once the student has left school. To
be sure, many borrowers who work when they leave school earn enough to pay their student
debt on the standard 10-year repayment plan. At age 25, the earnings premium seen by a typical
bachelor’s degree recipient working full-time and year-round is $16,000 a year (Figure 6), and
this is well above the $3,500 annual payment corresponding to a typical debt amount of about
$27,000. 7 Similarly, for an associate’s degree, the annual earnings premium of roughly $3,000 is
above the annual payment of $1,500 associated with the typical amount of about $11,000 that
students borrow for this type of degree. However, because there is significant variation in the
size of student loans and in the returns to college, and because borrowers may face temporary
unemployment or low earnings—especially at the start of their career—some borrowers are
constrained if they remain on the standard plan. In turn, the short standard repayment window
6
7

Section VI describes steps the Administration has taken to improve the FAFSA.
CPS ASEC, CEA calculations; NPSAS 2012, CEA tabulations.
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may adversely affect some students’ investment decisions and hinder others from successfully
managing their debt.
Figure 6 helps illustrate why students may be constrained by a 10-year repayment window even
if they could pay their loan in full over a longer horizon and reap a positive net benefit from their
investment over their lifetime. As the figure shows, there is a strong positive relationship
between age and earnings. This relationship is especially strong for those with a bachelor’s
degree and persists for at least 15-20 years after many students graduate from college. In short,
a college investment pays off over several decades, and a 10-year repayment window forces
borrowers to pay the costs at a time when only a small share of the benefits have been realized.
Using discounted values for the earnings levels used in Figure 6 below, we find that less than a
third of the earnings gains over a 40 year career are realized during the standard repayment
window.

A short repayment window may also impose needless constraints on students who experience
transitory periods of financial hardship or unforeseen economic conditions soon after leaving
school. For example, research shows that college graduates entering the labor market during a
recession experience sizeable income shocks and that it can take years to recover (Kahn 2010;
Oreopoulos, von Wachter, and Heisz 2012; Wozniak 2010). More generally young workers are
often affected more severely by recessions (Hoynes, Miller, and Schaller 2012; Forsythe 2016). A
short repayment window could therefore lead to poor loan outcomes for these students despite
their longer term ability to repay.
The economics literature provides some evidence that students are credit constrained even after
they graduate. For example, Rothstein and Rouse (2011) show that students change their
behavior in terms of early career occupational choices when they have greater debt. They
examine a highly selective university that introduced a no-loans policy under which the loan
component of financial aid awards was replaced with grants in the early 2000s. They find that
debt causes graduates to choose substantially higher-salary jobs and reduces the probability that
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students choose low-paid public interest jobs, especially jobs in the education industry. The
authors argue that this could be because recent graduates are unable to smooth their
consumption during the early parts of their careers when their annual incomes are typically much
lower than their permanent incomes. Similarly, a new study by Luo and Mongey (2016) uses
longitudinal data to estimate that larger amounts of student debt cause individuals to take higher
wage jobs at the expense of job satisfaction, likely due to credit constraints after graduating,
reducing welfare among borrowers. However, evidence from Field (2009) based on an aid
experiment at a law school suggests that aversion to the debt itself, rather than the ability to
repay, may also play a role.
Overall, the evidence points to a number of factors that cause some individuals to invest too little
in their educations (and in turn, to borrow too little) while causing others to borrow too much.
In particular, social externalities, complexity, and credit constraints can all cause individuals to
invest too little in their education. Misinformation or lack of information can lead to over- or
under-investment,—or simply the wrong college choice; evidence shows that while students
often over-estimate the costs of college, they may also over-estimate the benefits. Even when
students have good estimates of the average returns, variation in individual returns causes some
to have low returns after leaving a program, leading to trouble with loan repayment. The
associated uncertainty may also cause risk-averse students to invest less than they otherwise
would.
Importantly, the factors that limit access to higher education do not affect all students equally.
Information barriers, complexity, and credit constraints are all more likely to affect
disadvantaged individuals. Popular information channels like US News or Forbes do not contain
detailed information on many of the colleges disproportionately attended by low-income
students, and research shows that low-income students are less likely to accurately estimate the
costs and returns to college (Avery and Kane 2004; Grodsky and Jones 2007; Horn, Chen, and
Chapman 2003; Hoxby and Turner 2015). The costs of aid complexity also fall heavily on
disadvantaged students, who may have fewer resources available to help them navigate the
system (Dynarski and Scott-Clayton 2006), and credit constraints likewise affect those who
cannot rely on personal savings, or in other words, low-income students.
In light of these obstacles, the challenges of improving the student loan system to increase its
economic efficiency and fairness are clear. At the same time, there has been remarkable progress
in recent years. The remainder of this report aims to provide an overview of the current student
loan portfolio highlighting both the progress that has been made and the challenges that remain.
Using new data from the Department of Education, it describes trends in student debt and
repayment over the last five years, provides detailed breakdowns by student demographics,
assesses explanations for borrowing and repayment outcomes, and explores the broader
economic impacts of student debt. It concludes by describing the set of policies enacted and
proposed by the Obama Administration to address challenges, help correct market failures, and
improve the investment decisions and outcomes of all students who wish to invest in higher
education.
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II.

Recent Trends and the Current State of Student Debt

Over the past two decades, aggregate student debt levels have risen from roughly $200 billion
outstanding in 1996 to a high of over $1.3 trillion dollars today (in 2015 dollars). This rise in the
outstanding balance of student debt has been driven by two long-run trends: an increase in the
number of borrowers and a rise in the average debt that is accumulated by each student who
borrows. Underlying these long-run trends are increases in enrollment, the share of students
who borrow, and the cost of college attendance. In addition to the longer-run trends, the years
following the Great Recession saw a spike in student borrowing, driven largely by students
attending for-profit and community colleges and by those from low-income families. As we shall
see in Section IV, these types of students have had relatively poor repayment outcomes, and this
recessionary expansion of debt has therefore presented new challenges to the student loan
system. However, the recent data show a reversal of those short-run changes in the composition
of borrowers. This section presents an analysis of these long-run and short-run trends.

Changes in the Number of Borrowers
Research finds that over the past decade, the rise in debt has been primarily driven by an increase
in the sheer number of borrowers (Dynarski and Kreisman 2013). In 2004, roughly 23 million
individuals held student debt (FRBNY), and this number grew to over 40 million individuals in
2015. The increase in the number of borrowers has been driven in large part by an increase in
college enrollment. Enrollment reached a peak of over 21 million students in 2010, an increase
of 22 percent from 2004 levels, and currently remains above 20 million (NCES 2015). While
enrollment has steadily been trending upwards, it spiked during the Great Recession, as many
individuals went back to school to shelter from the collapsing labor market and as the indirect
cost of schooling (the cost of foregone earnings in particular) fell (Long 2015). While it is likely
that population growth and the unabating high returns to college will continue to drive a longterm upward trend in enrollment and student borrowing, the past few years have seen a
temporary reversal of this trend as the economy has recovered from the Great Recession. Indeed,
the volume of disbursements has fallen by about 10 percent since its 2011 peak, as shown in
Figure 7.
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Another contributor to the rising number of borrowers has been the increasing share of students
who finance their educations with loans. Data from the National Postsecondary Student Aid
Survey (NPSAS), summarized in Figure 8, show that between 2004 and 2012, the share of
students borrowing increased by 10 percentage points, from 46 to 56 percent. The largest
increase occurred in the public two-year sector (hereafter referred to as community colleges), 8
which saw a 14 percentage point increase in the share of students borrowing during this time
period. Growth at public four-year and nonprofit colleges was more modest. In part, increases in
borrowing in these sectors may have been driven by a decline in assets associated with the Great
Recession or by changes in the relative availability of student loan credit compared to other types
of credit (Greenstone and Looney 2013). On the other hand, over this same time period
borrowing at for-profit colleges was little changed, likely due to the high baseline rate of
borrowing in 2004.

8

The definition of community colleges in this report may differ from other sources.
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Changes in the Characteristics of Borrowers and Institutions
In addition to expanding the number of borrowers, the enrollment response to the Great
Recession led to compositional changes in both the types of students who borrowed and the
types of institutions they attended. These changes are important for understanding not only the
rise in borrowing rates but also the increases in debt per borrower and the student loan
repayment outcomes discussed later in this report (Looney and Yannelis 2015).
Figure 9 shows that while the number of borrowers, especially first-time borrowers, peaked
between 2010 and 2012 in all sectors, the recessionary spikes were most pronounced in the
community college and for-profit sectors—both of which typically have open admissions policies.
Consequently, these two sectors also experienced relatively large increases in cumulative
outstanding debt. Between fiscal years 2009 and 2015, outstanding debt grew by 158 percent
and 142 percent in the community college and for-profit sectors, respectively, compared to an
overall increase of 107 percent in outstanding undergraduate debt. In recent years, however, the
number of disbursements has declined most rapidly in these sectors.
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Turning to demographic trends in student borrowers, we see that the recessionary expansions
and subsequent declines in disbursements were particularly prevalent among older independent
borrowers and borrowers from low-income families, and these types of borrowers were more
likely to attend for-profit and community colleges. 9 Figure 10 describes trends in the number of
first-time undergraduate borrowers classified as independent. It shows that since 2010, the
number of first-time undergraduate borrowers declined by roughly 810,000 overall, with threequarters of this decline due to a fall in the number of independent borrowers.

Students are classified as independent if they are at least one of the following: age 24 years or older, married, a
graduate or professional student, a veteran, a member of the armed forces, an orphan, a ward of the court, or
someone with legal dependents other than a spouse, an emancipated minor or someone who is homeless or at risk
of becoming homeless.

9

24

Similarly, Figure 11 shows that the number of borrowers spiked most rapidly during 2009-2011
among students from low-income families, and this group since 2011 has experienced the largest
declines in the number of borrowers. 10 This decline in low-income borrowers is related to the
decline in independent borrowers, as independent borrowers tend to have lower incomes, partly
because their parents’ income is excluded from their family income calculation. The decline in
low-income borrowers accounts for three-quarters of the decline in the number of borrowers
between 2011 and 2015. The rise in low-income borrowing associated with the rise in enrollment
during this period could be a positive indicator of expanded college access and opportunity.
However, the fact that for-profit schools accounted for much of this expansion, when combined
with evidence that these schools offer relatively low average returns (see Section I above), raises
concerns about the quality of the education that borrowers from low-income families received
compared to the loans disbursed.

Changes in the Size of Loans
In addition to a rising number of borrowers, an increase in per-student borrowing has also
contributed to the rise in student loan debt. Looney and Yannelis (2015) document how perstudent debt has increased over the last 30 years. 11 They show that since 2009, there has been a
steady increase in the size of loans students accumulate prior to entering repayment, rising from
$13,800 in fiscal year 2009 to $20,000 in fiscal year 2014 (in real 2015 dollars). Their data show

Low-income borrowers are defined as those with family incomes of less than $30,000, based on the first FAFSA
filed and converted to 2014 dollars
11
Numbers from Looney and Yannelis (2015) do not correspond directly with the numbers noted elsewhere in the
report as Looney and Yannelis (2015) use a slightly different cohort definition, focusing only on borrowers entering
repayment for the first time, and a different sample of data.
10
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that all sectors experienced increases in per-borrower debt during this time period. The recent
increase in per-borrower debt represents a return to a long-run trend of growth (Figure 12). 12

Changes in College Costs over Time
The cost of college has played a smaller role in the rise of student debt. 13 At community colleges,
the real increase in tuition has been modest since 2000, but the cost of room and board has
increased by about $1,700 in real terms. Both tuition and room and board increased at public
four-year schools, by $3,700 and $3,000 respectively. Nonprofit schools have seen the largest
increase in cost, driven by higher tuition, and to a slightly lesser extent, by higher room and board.
Tuition at non-profits increased by about $9,000 (or 30 percent) between academic years 2000
and 2014, while room and board increased by about $2,600 (or 23 percent).

One reason growth flattened during the mid-2000s was temporary changes in loan consolidation policy, which
allowed students to consolidate loans while they were in school. When the loans were consolidated, they entered
repayment (often multiple times), artificially lowering the accumulated debt amount at repayment entry.
13
Changes in interest rates and subsidized loan eligibility (in particular among graduate students) and the relative
availability of student loan credit compared to other types of credit have also played a role but are not discussed in
detail in this report.
12
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More importantly, the net cost of college has risen more slowly. Many students receive grant aid
from the state, the federal government, or the institution itself, and so do not pay the full cost of
attendance. For this reason, it is important to look at the net price of college, which measures
the cost that students are responsible for paying. Longitudinal data from the College Board (2015)
show that while published tuition and room and board rose for community colleges, increases in
grant and tax aid—in part related to increases in the maximum Pell Grant and the creation of the
AOTC—offset this amount so that on average, net price stayed relatively constant. At four-year
public and nonprofit colleges, aid also increased, but it only partially covered the rise in cost of
attendance.

Reasons for the Increases in College Costs
While researchers have proposed several hypotheses about why the net price of college has been
increasing, one clear contributor has been the decline in state funding. This decline was
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particularly sharp during the Great Recession, when falling state tax revenues coincided with
rising enrollment, and it predominately affected public institutions, where roughly three-quarters
of all students are enrolled. Between 2008 and 2013, state revenues per full-time equivalent
student at public colleges declined from $7,400 to $6,000 (Delta Cost Project data, CEA
calculations). Although revenues from federal sources increased by roughly $1,000 during this
same time period, largely due to increases in Pell Grants, this did not completely offset the
decline in state funding. Research shows that consistent with previous recessions, during the
Great Recession, colleges increased tuition and took in a larger share of their revenue from
tuition, driving cost increases for students (Mitchell, Palacios, and Leachman 2014).
Another hypothesis that has received substantial attention from researchers is the Bennett
hypothesis, which proposes that increases in financial aid are captured by colleges through
increases in tuition (Bennett 1987). Empirical support for this hypothesis varies by sector, with
the strongest evidence found in the for-profit sector. Cellini and Goldin (2014) find that,
compared with similar for-profit institutions whose students cannot apply for federal aid, forprofit institutions whose students can receive federal aid charge tuition that is 78 percent higher,
capturing the majority of their students’ aid. Turner (2014) also finds some evidence of capture
by for-profit institutions using a discontinuity in the Pell formula to examine the impacts of
federal aid on price changes, vis-a-vis reductions in institutional grant aid. However, research on
the determinants of tuition at public and private non-profit schools shows mixed results, and
there is currently no consensus on whether aid capture is an important phenomenon in these
sectors (Curs and Dar 2010; Long 2008; Lucca, Nadault, and Shen 2015; McPherson and Schapiro
1999; Rizzo and Ehrenberg 2004; Singell and Stone 2007).
To be sure, it is likely that some schools have raised the price they charge to students to improve
their quality (Griffith and Rask 2016). Hiring talented faculty, upgrading technology, and
improving the resources and supports available to students all require more money, and the
higher costs associated with these improvements may be justified by higher returns for students.
On the other hand, some schools may be participating in an “arms race” to attract the best
students by spending resources on facilities and non-academic amenities (Ehrenberg 2001),
which may raise costs without contributing to student academic or long run outcomes. Similarly,
some have pointed to “administrative bloat,” coming from the sharp increase in non-faculty staff
in recent years, as a possible contributor to rising costs, though the evidence base for this
hypothesis remains thin (Desrochers and Kirshstein 2014).
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III.

Borrower Characteristics and Loan Size

The implications of rising average debt per borrower depend on how this debt is distributed
across borrowers, and in turn, how loan size is correlated with the characteristics of borrowers
and the schools they attended. In particular, rising debt levels may not lead to repayment
difficulties if they are driven by quality improvements that lead to higher returns or if those with
the largest loans are also the best equipped to pay them off. The evidence presented in this
section shows substantial variation across individuals in the size of outstanding federal loan
balances. Reassuringly, the data also suggest that the largest federal loans tend to be held by
those who are likely most able to repay—including those who completed an undergraduate or
graduate degree and those who attended nonprofit or four-year public institutions.
Although individual federal debt levels have been increasing and outstanding balances in excess
of $40,000 are not uncommon, the amount of debt owed by the typical student remains modest.
This is true especially for debt owed on undergraduate loans. As of June 2015, the majority of
borrowers with outstanding undergraduate loans owed less than $20,000 on those loans, a full
42 percent owed less than $10,000, and only 10 percent owed more than $40,000. Among
graduate loan borrowers, on the other hand, fully 43 percent owed more than $40,000 in
graduate loans (Figure 15).

Larger loan size is often correlated with other traits that typically result in higher earnings,
offering further evidence that many of those who have accumulated larger debt amounts are
also better equipped to manage that debt. First, those who enter repayment having completed
a degree have typically accumulated much more debt than those without degrees. Second, loan
size also varies significantly across institutions; students at nonprofit institutions typically
accumulate the most debt while students at community colleges accumulate the least. While
completion rates and institution type are both correlated with borrower characteristics such as
demographics and family income, the data suggest that borrower characteristics per se are not
as important as these other factors in determining the amount of debt accumulated.
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Figure 16 shows the amount of debt accumulated before entering repayment by demographic
group and completion status. The figure shows that across a number of characteristics such as
income and dependency status, differences by completion status within a demographic group
are much larger than differences across demographic group within a given completion status.
When viewed in light of recent research showing that completion results in significantly higher
earnings, even among relatively low-performing students (Ost, Pan, and Webber 2016), the
relationship between completion and debt is encouraging.

Evidence from College Scorecard data provides some insight into the relative importance of
student and institutional characteristics in determining per-borrower debt. These data suggest
that much of the variation in student debt accumulation across different demographic groups
can be explained by differences in the types of institutions they attend. This is illustrated in Figure
17, which plots median cumulative debt among students from high-income families against the
same measure for students from low-income families at the same school. The fact that high- and
low-income borrowing are roughly centered around the 45 degree line suggests that, overall,
borrowers at the same school borrow similar amounts despite different background
characteristics.
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The chart also shows that borrowers at community colleges tend to borrow less than borrowers
at four-year schools, with those at four-year non-profits borrowing the most. That borrowers at
community colleges have relatively low debt accumulation is encouraging given that returns to
two-year degrees are generally lower than returns to four-year degrees. At the same time, the
chart also shows substantial variance in debt size among borrowers who attend for-profits, with
median debt of more than $10,000 at many of these institutions among both high-income and
low-income borrowers.
In light of research suggesting that many for-profit institutions yield low or even negative returns,
especially for students who do not complete degrees (Cellini and Turner 2016), the pattern of
high borrowing at many for-profits raises particular concerns about the ability of these students
to repay their loans. For many borrowers, however, loan size appears well aligned with predictors
of high returns, suggesting that these students should be able to repay their loans if their
repayment schedules are timed to coincide with the realization of these returns. The next section
examines the data on student loan repayment.
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IV.

Student Loan Repayment

After leaving school or dropping below half-time enrollment, students are expected to start
repaying their loans, usually after a grace period of 6 months. 14
Under select circumstances, borrowers can temporarily delay or reduce their payments by having
their loans enter a status of deferment or forbearance. When students are granted deferments,
they do not need to make payments, and for subsidized Stafford loans, the federal government
may pay the interest on the loan during the period of deferment. Deferments can be granted for
various reasons. The vast majority of deferments are for borrowers who return to school after
entering repayment, but other deferments include unemployment or economic hardship
(including Peace Corps service) for up to three years, or for active military duty during a war.
Borrowers that do not qualify for a deferment may instead be granted a forbearance, a period of
up to twelve months during which payments are reduced or stopped but interest continues
accruing. Borrowers can receive forbearances for a variety of purposes, ranging from financial
hardship and illness at the discretion of the loan servicer to forbearances granted for serving in
a medical residency program. As the economy has improved and as the Department of Education
has changed incentives for loan servicers, the share of loans in deferment and forbearance has
declined.
Borrowers who do not have their payments delayed through deferment or forbearance and who
have failed to make adequate payments for nine months see their loans enter default. 15 Figure
18 shows how the volume and shares of default have changed since fiscal year 2009. Although
the volume of debt in default continues to rise in parallel with the overall increase in student loan
volume, the share of outstanding debt in default has steadied since 2012 (Figure 19). Again, this
pattern is consistent with an improving economy and the steady recovery in the share of debt
that is being repaid.

In fiscal year 2015, the majority (54 percent) of the portfolio was in repayment, up from to 40 percent in 2009,
while the share of debt for borrowers in school or in grace declined, consistent with the decline in enrollment. Here
and in the remainder of this section, it should be noted that Department of Education data that describe loans in
repayment include loans that may be delinquent.
15
It may take up to an additional three months for the defaulted debt to leave the loan servicer and show up in
Department of Education data.
14
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When examining defaults in the student loan portfolio, it is also important to consider that most
loans that enter default remain that way in the portfolio for a significant period of time as there
are limited mechanisms for loan discharge. This means that while loans that get paid off are
removed from the debt portfolio, defaulted debt accumulates, raising both the share and volume
of loans in default. This pattern occurs despite successful efforts by the Department of Education
to collect on a reasonably high proportion of defaulted debt. For example, in the quarter ending
in December 2015, the Office of Federal Student Aid’s collection agencies recovered $2.2 billion
in defaults (in addition to recoveries by guarantee agencies), largely by rehabilitating loans and
getting borrowers on track with regular monthly payments. 16 Defaulted debt continues to
accumulate for two reasons. The first is that the collection process is generally slower than the
pace of new defaults. The second is that older defaulted loans that are fully repaid come from a
time of lower indebtedness, while the new defaults tend to hold higher volumes. Even if new
lending completely ceased, the portfolio of defaulted loans would continue to grow for many
years.
Interpreting student debt default data is challenging because of the way defaulted student debt
accumulates. As an example, one way data analysts often assess the health of the student loan
portfolio is by examining the share of outstanding loans that are in default. However, these
calculations overstate the negative loan outcomes because they include unpaid, defaulted debt
from years or even decades in the past but exclude debt that was paid down. Figure 19 shows
how the cumulative nature of student loan default can mask changes in repayment behavior over
time. The figure shows that while the overall fraction of loans that is more than 90 days
delinquent (including loans that have been in default for up to 30 years) remains elevated, the
fraction of loans that are newly delinquent (having entered 90+ delinquency status within the
past quarter) has declined from its peak in 2012.
Under rehabilitation, borrowers who have defaulted can regain eligibility for new federal student aid, eliminate
the loan default, and restore eligibility for benefits such as income-driven repayment and deferments. To qualify,
borrowers must make nine on-time monthly payments during a period of 10 consecutive months.
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Another challenge with data interpretation arises when analysts compare student debt default
data with default data from other sectors, like credit card or mortgage debt. It is difficult to
accurately compare repayment behavior across debt sectors by examining the share of the
outstanding balance in default because defaulted debt in other sectors is more easily discharged
with bankruptcy and does not accumulate in the aggregate in the same way as student loan debt
does. 17
Given the challenges associated with interpreting default and repayment behavior at the
portfolio level, a useful alternative is to focus on repayment behavior across time at the cohort
level, with the cohort being defined by when a borrower enters repayment. Figure 20 below
illustrates how the distribution of loans by repayment status changes as a cohort of borrowers
progresses through repayment. Focusing on the cohort of borrowers who entered repayment in
fiscal year 2009, it shows the fraction of outstanding debt in each category for the first five years
after entering repayment. While deferments and forbearances were common during the early
years of repayment, the share of balances in these categories declined over time, corresponding
to higher shares of loans that were in repayment, loans that were in default, and loans that were
paid off. After five years, about 70 percent of the cohort’s loan amounts borrowed prior to
entering repayment were paid off or in repayment. Borrower-level data show similar trends.
After five years, 17 percent of borrowers in the 2009 cohort had paid off all of their debt, and an
additional 51 percent had a loan in repayment.18

On the other hand, from a borrower perspective, the comparison might be more meaningful, as default in any
duration impacts borrowers’ credit scores.
18
Part of the decline in deferments and forbearances in years four and five of Figure 20 is due to differences in the
reporting of loan status by servicers, biasing these figures downward.
17
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Measures of Repayment Outcomes

Individual loan outcomes can be aggregated in a variety of ways to construct measures of
performance. One such measure is the cohort default rate (CDR), which is calculated as the
fraction of borrowers in a cohort who have entered default in the first three years after entering
repayment. Every year, the Department of Education releases a CDR both at the national level
and for each Title IV institution. These institutional CDRs are used to determine continued
eligibility for federal financial assistance programs. 19 However, the CDR has some welldocumented weaknesses which we detail in this section. We present two alternative measures
to the CDR that offer certain improvements over the CDR for the purposes of reporting and
accountability. The first is the “$1 down” non-repayment rate, which measures the fraction of
borrowers who have failed to pay down at least $1 of their original balance, and the second is
the “cohort remaining balance outstanding” (CRBO), which measures the fraction of a cohort’s
collective original balance that remains. This section describes these aggregate repayment
measures in more detail and explains the advantages and disadvantages of each.
Cohort Default Rate

Because the CDR has been published since 1987, it is useful for understanding historical trends.
Figure 21 shows how final CDRs have changed over time since 2000. CDRs began increasing prior
to the recession, driven by a variety of factors—including a change in loan consolidation policy,
the type of borrowers who entered repayment during this time period, and the quality of schools
they attended—and continued to worsen during the harsh economic conditions associated with
the recession. As described in Sections I and II, much of the enrollment increase during this time
was driven by older and lower income students largely attending for-profit and community
If loans have three-year cohort default rates that exceed 30% for three consecutive years or the cohort default
rate exceeds 40% in a single year, the institution loses its ability to receive federal aid for the following three years.
Certain appeals are available to schools.
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colleges, which have large variation in quality. As a result, many of the students who attended
these institutions may not have received an education that equipped them to find well-paying
jobs and manage the debt they incurred, even if that debt was relatively small. Moreover,
because many of these students were older or had lower incomes, they were less able to rely on
their parents or their personal savings to help make payments. 20 In more recent years, as the
labor market has improved, CDRs have begun to decline.

One weakness of the CDR is that it does not include borrowers who may utilize deferments or
forbearances when under financial duress in the numerator of its calculation. While this protects
schools against poor CDRs if their former students have temporary instances of bad luck, it does
allow some schools whose students regularly receive deferments and forbearances due to poor
The latter half of this section further details how institution and student characteristics are correlated with
repayment.

20

36

economic outcomes—and who therefore may be financially unable to repay their loans—to have
lower default rates than would otherwise be calculated (TICAS 2012). Additionally, as noted
above, because it takes 9 months of failed payments before borrowers are placed in default and
often another 3 months before the default is reported, this measure can miss early warning signs.
Prior to 2009, CDRs were measured after only two years of entering repayment, making them
even more susceptible to missing poor loan outcomes.
Alternative Measures

The institutional repayment rate introduced with the College Scorecard can serve as an
alternative to the CDR. This repayment rate measures the fraction of borrowers who have failed
to pay down at least $1 of their original balance by a given point in time after entering repayment.
This measure has two advantages over the CDR. First, it better captures relatively short-term
outcomes for those schools whose students regularly experience poor outcomes and are placed
in deferment or forbearance. Second, it has a simple formula for identifying students who have
especially unfavorable loan outcomes without needing to wait an extra year for a default to be
recorded. One disadvantage with this measure is that some students enrolled in income driven
repayment plans may have very low (or even zero) monthly payments, and the presence of such
students could negatively impact this repayment metric even if they made payments on time. At
the same time, this feature can serve as a useful indicator for poor outcomes from a school if a
large fraction of students have payments set to zero for a prolonged period of time due to
inadequate labor market outcomes, or have a large share of students who are delinquent on their
loans.
Another informative measure, the cohort remaining balance outstanding (CRBO), uses, for all
students from an institution who enter repayment at a given time, the fraction of the collective
original balance that remains after a certain period of time. While this type of measure may be
more difficult for borrowers to understand, it can prove useful in certain accountability schemes,
as schools are rewarded for enabling students to repay their loans to the best of their abilities
rather than to simply cross a threshold of default or of paying down a dollar of their loans. An
advantage of the CRBO measure is that it provides a fuller picture of whether borrowers are
paying down their debt in a timely manner, as opposed to making only $1 of progress. Normally,
loans with a fixed monthly payment and interest rate have a predictable share of principal
remaining at each point in repayment, and this metric adapts that concept to the institutional
level. One key disadvantage is that the CRBO measure is much more susceptible to the types of
repayment plans that students are enrolled in if it is measured relatively soon after borrowers
enter repayment; all plans with extended terms will necessarily have a lower fraction of principal
paid, even if the loan repayment is on track. 21

Only roughly half of borrowers with federally managed debt were in a standard 10-year repayment plan as of the
first quarter of fiscal year 2016. Relatedly, today, the CRBO shows that repayment tends to be lower than that
expected under the standard repayment plan. For example, although under the standard repayment plan, one would
expect only 70 percent of the balance to remain after three years, for the 2009 cohort, 86 percent of the original
balance remained.
21
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Figure 23 shows how the three performance measures compare over time for the cohort that
entered repayment in fiscal year 2009. The Figure shows that at the same time that defaults
increased from 6 percent to 22 percent, the share of borrowers who had failed to pay down at
least a dollar of their initial balance decreased from 52 percent to 39 percent, and the remaining
loan balance dropped from 92 percent of the original balance to 84 percent. The figure highlights
that, while defaults tend to rise over time, alternative measures of repayment show
improvement. This discrepancy occurs because while some borrowers experience increased
difficulty in repayment and are no longer able to use deferments and forbearances to ease their
debt burdens, the majority of borrowers make progress in paying back their loans after five years,
as measured by the $1 down metric. Additionally, the figure shows that dollar based measures
like the CRBO move differently because they weight by loan size. Although schools with high rates
of default tend to also have high rates of non-repayment and smaller shares of the original loan
balance paid off, the figure shows how the aggregation of these measures provide different
insights about repayment.

Lastly, a final repayment measure could take a similar approach as the cohort default rate, but
capture a wider range of poor outcomes to create a better measure of students who are in good
standing. 22 For example, we use Department of Education data to construct a measure that
includes the share of borrowers without a loan in default, forbearance, economic hardship
deferment, or unemployment deferment to define the share of borrowers in a cohort who are
good standing after a period of time. These data show similar trends as the other measures
described above, except that they are not affected by enrollment in income driven repayment or
deferments unrelated to economic hardship. Some drawbacks to the good standing measure
include that it may be more difficult to understand, that it requires better data on delinquency
to truly measure good standing, and that it fails to capture systematically poor income driven
Another measure to consider is a debt service to earnings ratio, which roughly measures the ability of students to
repay—though a more precise measure would focus on discretionary income—rather than actual repayment
outcomes. For a more detailed analysis of this measure, see Looney and Yannelis (2015).
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repayment outcomes. For these reasons, the remainder of this report focuses on the first three
measures described above (default rates, $1 down measure, and CRBO), but readers should note
that a good standing measure may be appropriate to use in certain accountability scenarios or
loan portfolio metrics as well. Additionally, the measures focused on below can be improved by
including some of beneficial features in the good standing measure. For example, they could
exclude borrowers who are still enrolled in school, along with those borrowers in military
deferment or with a permanent disability discharge, as used in published Scorecard data and the
proposed Borrower Defense disclosure.

Correlates of Repayment
This section examines the factors that are associated with repayment outcomes of borrowers. It
is important to understand which types of students are having difficulty with repayment for two
main reasons. First, good information about the correlates of repayment outcomes is crucial for
guiding policy to improve repayment outcomes among existing and future borrowers. The final
section of this report describes policies that the Administration has taken to improve the federal
financial aid system, targeting beneficial policies toward borrowers for whom the policies will be
most effective. Second, as discussed earlier in this report, the temporary expansion and
subsequent decline in college enrollment during and after the Great Recession were driven
disproportionally by certain types of borrowers. In particular, the share of new borrowers
attending for-profit and community colleges, coming from low-income backgrounds, or having
an independent status all spiked just after the recession and have declined over the five years
since. Better understanding how this change in enrollment may have affected repayment in later
years helps to inform policy and improve repayment outcomes.
The remainder of this section describes how repayment outcomes are related to characteristics
of borrowers, their families, and their educational choices. Repayment measures are shown to
be better among borrowers with higher earnings, and relatedly, among borrowers who
completed their degrees, those who attended a nonprofit or four-year public institution, those
who majored in a STEM field, and those who attended full-time. Borrowers from higher-income
families and those who are dependents also have better repayment outcomes. Somewhat
counterintuitively, because these characteristics are associated with larger amounts of debt,
repayment outcomes are better among borrowers who owe more.
Repayment and Earnings

Two key correlates of repayment are the earnings of students after they leave college and,
relatedly, students’ completion status. Descriptive statistics also show that individuals who have
completed college or who have higher earnings are more likely to experience positive loan
repayment outcomes. As described in CEA’s 2015 report “Using Federal Data to Measure and
Improve the Performance of U.S. Institutions of Higher Education,” Scorecard data show that
institutions with higher post-college earnings also have better repayment outcomes, as do fouryear institutions with higher completion rates (Figure 24). Descriptive data by college major
similarly show that students who study fields with higher earnings after graduation, like STEM
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fields, also tend to see better repayment outcomes (Figure 25). Despite having similar family
incomes and accumulated debt amounts while in college, STEM majors tend to earn more and
are less likely to have a delinquent loan than non-STEM majors after graduating.23

In addition to simple correlations, economic research confirms that former students who have
higher earnings are more likely to have positive repayment outcomes, controlling for other
factors. Looney and Yannelis (2015) use a sample of all federal loans to decompose the
determinants of default into institutional characteristics of selectivity and sector, dependency
status, family income prior to entering college, dependency status, age, and marital status, along
Data use the Baccalaureate and Beyond Longitudinal Study for borrowers receiving their bachelor’s degree in
2007-2008 followed for four years. STEM fields include computer and information sciences, engineering and
engineering technology, biological and physical science, science technology, math, and health care fields.
23
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with variables related to post-college earnings and completion. They find that earnings and
completion have a statistically significant relationship to repayment behavior even after
controlling for other factors. Using a different dataset that combines credit bureau, National
Student Clearinghouse, and federal data sources to study the predictors of repayment, Mezza
and Sommer (2015) also find that completion is an important predictor of repayment outcomes.
Repayment and Completion

Department of Education data show stark disparities in repayment by completion status as well.24
Among undergraduate borrowers (hereafter defined as borrowers who did not have graduate
loans) who entered repayment in fiscal year 2011, non-completers had default rates of 25
percent after three years, compared with just 9 percent among completers. Differences by
completion status were also large among other measures of repayment. For example, after three
years, 58 percent of completers had paid back at least a dollar of their loans, contributing to a 14
percent decline in their original balance. In contrast, only 39 percent of non-completers had paid
down a dollar of their initial balance and 94 percent of their original balance remained unpaid
after three years.

Repayment and Debt Size

Because borrowers with greater debt amounts are more likely to complete their degrees and
have higher earnings after college (see Figures 16 and 4 earlier in this report), a related but
counterintuitive correlate with good repayment outcomes is actually a greater initial loan
amount. Defaults are much more common among borrowers with smaller principal loan
balances. Figure 27 shows three-year default rates by loan size for borrowers who entered
repayment in fiscal year 2011. Roughly a quarter of borrowers with initial debt of less than $5,000
Borrowers who have completed any post-secondary degree, as reported in the student loan data, are considered
to be completers. When showing repayment outcomes by completion status, we exclude students with graduate
loans.
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defaulted within three years, while only 7 percent of those with more than $40,000 of initial debt
had defaulted over the same time period. The higher likelihood of default combined with greater
numbers of borrowers with small loans means that loans of less than $10,000 accounted for
nearly two-thirds of all defaults.
Figure 27. Share of Borrowers Who Default by Year 3 by Loan
Size, 2011 Repayment Cohort
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Source: Department of Education

Part of this trend is driven by the prevalence of graduate students among borrowers with higher
volume loans. At any loan size, graduate students are much less likely to default, likely in part
because individuals with graduate degrees have higher earnings (Figure 28). However, even when
focusing on borrowers with only undergraduate loans, it remains true that small volume
borrowers are more likely to default.
Figure 28. Share of Borrowers Who Default by Year 3 by Loan
Size and Graduate Status, 2011 Repayment Cohort
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Source: Department of Education

Focusing on undergraduate-only borrowers, Figure 29 more clearly shows the relationship
between completion, debt size, and repayment. The figure shows that defaults are far less
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common among completers regardless of debt size, but borrowers with larger amounts of initial
debt are much more likely to have completed. For example, undergraduate borrowers who
graduated with less than $5,000 in debt have similar likelihoods of defaulting as those who
graduated with larger amounts of debt. However, fewer than 1 in 6 undergraduate borrowers
with only $5,000 of initial debt completed college, compared to nearly 2 in 3 borrowers with over
$20,000 in debt.
Figure 29. Relationship Between Undergraduate Default and
Debt Size by Completion Status, 2011 Repayment Cohort
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Repayment and College Sector

Another factor related to repayment is the sector of college attended. As shown earlier for CDRs
(Figure 22), loan repayment outcomes differ substantially by college sector. This relationship is
present in alternative measures of repayment as well. For example, Figure 30 shows that after
three years, borrowers from nonprofit and four-year public schools have paid down 15 percent
of their original balance on the whole, compared with only 8 percent and 3 percent at community
colleges and for-profits, respectively. Although loan repayment outcomes are similar at
community colleges and for-profits, for-profit colleges present a unique challenge, as a far larger
share of students who attend them borrow to finance their education.
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Figure 30. Loan Repayment Outcomes after 3 Years by Sector,
2011 Repayment Cohort
Share
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Source: Department of Education

Although Figure 30 above shows that average repayment outcomes are relatively poor among
borrowers at both community colleges and for-profit institutions, outcomes in these two sectors
look less similar when we compare borrowers with the same completion status. Figure 31 shows
that among both completers and those who did not complete, borrowers who attended forprofits are more likely to default. The poor average outcomes at community colleges are thus
driven by the fact that completion rates are much lower at these schools.
Figure 31. Relationship Between Undergraduate Default and
Sector by Completion Status, 2011 Repayment Cohort
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Repayment and Borrower Characteristics

Repayment outcomes also differ by borrower characteristics. First, borrowers from low-income
families typically have more difficulty repaying their loans, regardless of measure examined.
Figure 32 below charts undergraduate repayment by groupings of family income listed on the
first FAFSA. Twenty-nine percent of borrowers in the top family income category of $75,000 and
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above had failed to pay down at least a dollar of their initial balance after 3 years, compared to
65 percent of borrowers with family incomes less than $30,000. Among those with reported
incomes, borrowers with family incomes less than $30,000 accounted for roughly 70 percent of
defaults, despite making up only about 50 percent of borrowers. These differences highlight the
fact that low-income students face unique challenges with repayment and need additional
supports from colleges and other stakeholders to improve repayment outcomes.
Figure 32. Undergraduate Loan Repayment Outcomes after 3
Years by Income, 2011 Repayment Cohort
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Source: Department of Education

There are several explanations that could account for lower repayment rates among lower
income borrowers. Low-income borrowers have lower completion rates, leading to poorer
repayment outcomes. They may also be less likely to be able to draw on family resources to repay
if they suffer an unexpected financial shock during repayment. Looney and Yannelis (2015) find
that family income is a statistically significant determinant of default even when controlling for
institution type, degree attainment, post-college earnings, and a handful of other individual
characteristics, though the magnitude of the effect is relatively small compared to institutional
measures.
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Figure 33. Relationship Between Undergraduate Default and
FAFSA Income by Completion Status, 2011 Repayment Cohort
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Unsurprisingly, similar disparities exist when comparing undergraduate borrowers who had ever
received Pell Grants to those who did not, as Pell Grants are given to low-income students. For
example, 23 percent of Pell borrowers in the 2011 repayment cohort had defaulted within three
years, compared to only 9 percent of borrowers who had never received Pell Grants. Likewise,
undergraduate borrowers who had received Pell had in total only paid down 6 percent of their
original balance by year three, compared to 22 percent for borrowers who never received Pell.
Like low-income students in general, borrowers with Pell Grants may require unique supports to
make sure they leave college well equipped to pay their loans.
Repayment is also associated with students’ dependency status, in a pattern consistent with the
relationship between this variable and other institutional and individual characteristics. At year
three for the 2011 repayment cohort, undergraduate borrowers who were classified as
independent when they first filed their FAFSAs had paid down only 4 percent of their loans,
compared to 16 percent for dependent borrowers. Independent borrowers also had higher
default rates of 24 percent, compared to 14 percent among dependent borrowers, and they were
less likely to have paid down a dollar of their loans.
Repayment and Enrollment Intensity

Enrollment intensity is related to repayment outcomes as well. For example, undergraduate
borrowers who had attended college exclusively part-time had a 23 percent default rate three
years after entering repayment for the 2011 cohort. This differed from full-time students who
had a default rate of 18 percent. Borrowers who attended part-time only were also 8 percentage
points less likely to have paid down a dollar of their loans and overall had 6 percentage points
more of their balance outstanding after three years.
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Figure 34. Undergraduate Loan Repayment Outcomes at Year
3 by Enrollment Intensity Status, 2011 Repayment Cohort
Share
1.00
0.90
0.80
0.70
0.60
0.50
0.40
0.30
0.20
0.10
0.00

0.89 0.95

Full-Time Ever
Part-Time Only
0.52

0.18

0.60

0.23

Default Rate

Note: Years are fiscal years.
Source: Department of Education

$1 Down
(non-repayment)

CRBO
(share remaining)

The likelihood of completion is a key driver of differences in repayment outcomes by enrollment
intensity. Full-time and part-time borrowers are nearly equally as likely to default after three
years if they complete, and the same pattern holds for non-completers. Borrowers who attend
part-time only are less than half as likely to complete a degree, however, leading to differences
in repayment outcomes by enrollment intensity. The relationship between enrollment intensity
and completion underscores the importance of federal student aid policies that lower the
number of hours worked while enrolled in college and increase the number of credits taken at a
time (Denning 2016).
Figure 35. Relationship Between Undergraduate Default and
Enrollment Intensity by Completion Status, 2011 Repayment
Cohort
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V.

Student Loans, Other Individual Outcomes, and the Overall
Economy

Federal student loan programs help expand access to high-quality education, which has longlasting benefits to individuals as well as the overall macroeconomy through higher labor
productivity and faster GDP growth. Yet, as noted earlier, some aspects of the recent rise in
student loan debt have raised concerns, and there is some concern that the increase in student
debt, particularly among individuals attending for-profit institutions, combined with the higher
default rates among non-completers, will negatively impact our broader macroeconomy, with
some even drawing comparisons to the increase in mortgage debt during the mid-2000s housing
bubble. Evidence shows that more indebtedness, regardless of the source of the debt, may limit
other economic choices. For example, Dynan (2012) and Mian, Rao, and Sufi (2013) found that
individuals with high levels of debt cut their spending more in the Great Recession than those
with less debt and that the earlier rise in aggregate debt (primarily mortgages) was large enough
that it may have deepened the recession and slowed the recovery. 25
That individuals with federal student loans can defer repayment or lower their monthly debt
payments if their income is initially low is a unique feature that helps limit the negative effects
both on the individuals and on the macroeconomy. In addition, individuals with either very small
loan balances or with high debt and high income are unlikely to change their other behavior in
response to their student debt, again suggesting small impacts on the overall economy from
these borrowers. Even among most lower-income borrowers, the increase in their lifetime
income from the extra education usually greatly exceeds the debt obligations and should raise
other spending over the long term. And yet, for borrowers who did not graduate, attended
schools that did not substantially increase their income, or acquired very large debt levels that
are not offset by high incomes, the negative side effects of student loans could be substantial.

Comparing the Rise in Student Loans with the Earlier Rise in Mortgage Debt
In terms of the overall economy, the recent rise in student loan debt differs in three important
ways from the rise in mortgage debt prior to the Great Recession. These differences, described
below, suggest that student loan debt is less likely to make a recession more severe or slow an
expansion in the way that mortgage debt may have.
First, despite rising notably over the past decade, student loan debt in aggregate remains low
relative to total household disposable income, and student loan debt has risen far less than
mortgage debt in the mid-2000s. The nature of student and mortgage debt is different in many
ways—most notably, student debt is government guaranteed and has what amounts to payment
On the other hand, a rise in the level of debt may not be a general risk factor. Adverse outcomes from leverage
such as with the Great Recession likely also depend on the specific reasons for the increase in debt, such as overly
optimistic views on house price appreciation or increased credit supply due to securitization. See also Sahm (2014)
for a discussion of related research on how household leveraging affects the economy.
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renegotiation via PAYE, meaning that the private financial system is not exposed to defaults in
the way it was to subprime mortgages. 26 In 2015, total student loan debt was 9 percent of
aggregate income, up from 3 percent in 2003, shown in Figure 36. 27 At its peak in 2007, total
mortgage debt was 84 percent of aggregate income, up 25 percentage points in less than five
years. The subsequent reduction in housing-related leverage in recent years—mortgage debt was
back to 61 percent of aggregate income in 2015—has arguably been a headwind to spending
growth during the recovery as homeowners paid down debt rather than spending on other items,
and in part, this reflects the sheer scale of leverage. Student loan debt may be a meaningful drag
on the spending of some borrowers, particularly those who did not complete their degrees;
however, the smaller overall scale of student loan debt means that the potential spillovers to the
macroeconomy are more limited.

Second, the increase in student loan debt represents a shift in the composition of household debt
toward borrowing that can increase future productivity and thus raise overall lifetime income
and spending. As Figure 36 shows, the increase in student loan debt has occurred while there
was a decrease in other non-student consumer debt, which includes credit cards, home equity
Student loan debt and mortgage debt also differ in many fundamental ways that complicate a comparison. For
example, student loans are not backed by collateral, as a mortgage is by a home, and student loans, unlike
mortgages, generally cannot be discharged even in bankruptcy. Practices for securitization also differ. While many
student loans, along with mortgages, are securitized, federal student loans are explicitly guaranteed by the U.S.
government, which limits the private sector losses in the case of default. Finally, access to student loans is less
restricted than mortgages (with no credit score or down payment requirements) and there are automatic PAYE
programs for student loans to modify repayment plans and defer or reduce monthly payments. Most of the research
that find negative macroeconomic effects from debt study mortgage debt, so it is important to think about why
those results may not generalize to student loans.
27
Comparing aggregate debt and aggregate income obscures the fact that student loan debt is a larger portion of
debt for younger individuals. Moreover income tends to rise with age, so aggregate debt-to-income ratios are not
the same as debt-to-income for individuals. The goal of Figure 36 is to show the overall scale of student loans in the
economy.
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and auto loans. Unlike borrowing to pay for current spending, student loan debt is an investment
in human capital that typically pays off through higher lifetime earnings and increased
productivity. College enrollment grew 20 percent between 2005 and 2010—a larger increase
than any five-year period since the 1970s. Historical experience has shown that a more educated
workforce is a key factor in productivity growth (Aaronson and Sullivan 2001). Of course, this
positive effect depends on the quality of the additional education and not simply the quantity.
The main macroeconomic impact of student loans, particularly over the longer run, is via the
boost to output and productivity from a more educated workforce. To the extent that an increase
in student loan balances represents the same level of education but at higher cost to the student,
the downsides may be present with no new education, but the rise in educational attainment
suggests at least some of this debt was funding an increase in educational levels.
Third, the indirect costs of higher education, in terms of foregone earnings, fell during the Great
Recession, which played a role in raising enrollment and student debt. From the perspective of
economic theory, the marked step up in college attendance and borrowing during the Great
Recession was an efficient response to the economic conditions. The unemployment rate roughly
doubled from 2007 to 2009, substantially lowering the implicit cost of college in terms of the
foregone earnings while attending. At that time, getting more education was the best option for
more individuals, since the demand for workers, especially lower-skilled and less-experienced
workers, was temporarily reduced by the recession. Yet, many of the resources often used to pay
for higher education, such as income and savings from parents and students and private-sector
credit, also decreased during the recession. The uninterrupted access to government student
loans, as reinforced in the Ensuring Continued Access to Student Loans Act of 2010, and the
expansion of federal grants in the Student Aid and Fiscal Responsibility Act of 2009 and tax credits
for education in the American Recovery and Reinvestment Act of 2009, allowed more individuals
to use the recession—a time of low current earnings—to invest in their future earnings potential.
While it is still important to monitor in overall leverage, on net, student loan debt is still likely to
be a boost to the economy over the longer run by increasing educational levels and workers’
skills.

Student Loans and Homeownership
Despite the positive long-run impacts, in the near term as the labor market was still recovering
from the Great Recession, higher student loan debt may have weighed on some areas of the
economy. A college education can raise earnings net of student debt interest payments and result
in more home ownership. But for a given amount of college education, additional debt can
reduce homeownership among young adults (Brown et al. 2014; Mezza et al. 2016). But, based
on two sets of studies, the rise in student debt has only played a small role in the fact that the
homeownership rate among individuals aged 24 to 32 fell from 42 percent in 2005 to 33 percent
in 2014.
Higher education, even paid for by debt, raises the likelihood of owning a home because of its
impact on future earnings. Figure 37 shows that in the fourth quarter of 2005, 9 percent of
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individuals aged 25 to 30 with current (non-delinquent) student loan debt purchased a home by
taking out a new mortgage. 28 This exceeded the 6 percent for individuals without student loan
debt (which includes both those who did not attend college and those who did attend college
but did not borrow). Those with student loan debts above $50,000 were actually more likely (11
percent) than all student loan borrowers to buy a home. Yet, this relationship in the cross section
between student loan debt and buying a home does not necessarily capture the causal effect of
higher debt on homeownership. In particular, individuals who pursue graduate or professional
degrees tend to have higher future earnings, an outcome that both supports more student loan
borrowing as well as more homeownership. Still, many of the individuals in this analysis without
student loans did not attend college, which would imply lower earnings and fewer resources to
buy a home. 29
Individuals who have student loans but are delinquent on repaying those loans are the least likely
to buy a home. Many of these defaults are on very small loan balances, as discussed earlier, so
the student loans are probably not the main obstacle to buying a home. The lack of home buying
among those in default on small student loan balances is more likely due to their limited
economic resources, in general. Low levels of income or assets would both leave them unable to
make student loan payments as well as take on any large purchase. Still, defaulting on student
loans may also limit their ability to buy a home.

Looking, instead, at the changes over time in home buying, there is some evidence that student
loan debt may increasingly have been an impediment to home buying. (See also Brown et al
These data are from the FRBNY Consumer Credit Panel / Equifax, a sample of individual credit records, which has
detailed financial information but little demographic information on the borrowers. The information on the level of
student loan debt and mortgage debt is high quality but there is no information on education attainment, type of
institution attended, or the loan characteristics, including whether it is a federal or private loan.
29
See Bricker et al. (2015) for a discussion of the available data on student loans with a comparison of estimates
from credit records and household surveys.
28
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2014.) The rate of home buying has fallen for all the groups in Figure 37; however, the decline
was larger for individuals with student loan debt.
Changes in the composition of student loan borrowers in the last decade, as discussed earlier in
the report, complicate the interpretation of the time series trends in Figure 37. The median
earnings of student loan borrowers two years after they entered repayment in 2005 and 2012
declined from $36,250 to $29,500 (in 2014 dollars) (Looney and Yannelis 2015), which would
have lowered the likelihood of buying a home. In part, this decline in median earnings reflects
the negative effect of the severe recession and the ongoing labor market recovery on wages and
unemployment—challenges that affected both borrowers and non-borrowers. In addition, it
reflects an increase in the share of student loan borrowers attending community colleges or forprofit schools, who have lower earnings potential and thus a lower likelihood of home buying.
Thus many of the additional student loan borrowers in recent years have come from groups that,
even without student loans (and the education it paid for), would have been less likely to buy a
home than the student loan borrowers in the past.
Work by Mezza, Sommer, and Sherlund (2014) shows that while early in life those with college
education and no debt are more likely to be homeowners than those without debt, by age 34,
the homeownership rates are nearly identical (Figure 38). And the homeownership rate of college
attendees by age 34, regardless of whether they have student debt or not, is more than 10
percentage points higher than of those without a college education. It is education, not student
debt, that drives the persistent differences in homeownership.

But for a given amount of education, taking on more debt can result in somewhat less
homeownership, as shown in Figure 38 and verified by more careful research that takes into
account the observable characteristics of student borrowers, such as the type of degree. For
example, Cooper and Wang (2014) estimate that a 10 percent increase in student loan debt for
a borrower is associated with a half a percentage point lower likelihood of homeownership.
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Moreover, the authors estimate this association by holding constant the differences in
demographics, family income, degree characteristics, occupation and industry, and location
across individuals with some college experience. A separate analysis by Houle and Berger (2015)
using a different data set finds a similar result. 30
Work by Mezza et al. (2016) tries to identify the causal relationship and finds a larger, negative
estimate of student debt on homeownership. 31 Using only the variation in student loan debt due
to differences in home-state tuition, they estimate that a 10 percent increase in student loan
debt leads to a 1 to 2 percentage point decline in homeownership rates for the borrower. Their
estimated effect of student loan debt on homeownership is larger than the Cooper and Wang
(2014) or Houle and Berger (2015) studies. It is important to note that all of these studies focus
on younger households, so it is possible that rising student loans have delayed but not reduced
lifetime homeownership. In addition, these studies hold constant the level of education such that
they focus only on the impact of debt, not on the education that the debt helped to fund, thereby
excluding the positive boost to homeownership from increased education-related earnings.
The homeownership rate for those ages 24 to 32 fell by 9 percentage points from 2005 to 2014.
Over the same period the average student loan debt rose 42 percent. Using the estimates from
Cooper and Wang, this increase in student loan debt lowered the average homeownership rate
of individuals with student debt by 2.1 percentage points. In contrast, the much larger estimates
from Mezza et al., suggest a decline of 6.3 percentage points. However, only 30 percent of young
households had student loan debt in 2005, so the estimated decline in overall homeownership
for all young households due to rising student loan debt is 0.6 to 1.9 percentage points. 32 Figure
39 shows this graphically. As noted above, homeownership among young households fell by 9.0
percentage points between 2005 and 2014 (the blue bar). Had there been no increase in average
student debt over this period, the homeownership rate of all young households would either
have fallen by 8.4 percent (the red bar), based on Cooper and Wang, or by 7.1 percentage points
(the green bar), using Mezza et al. The back-of-the-envelope summary of existing research in
Figure 39 shows relatively modest homeownership effects from the increase in the level of
student loan debt. These estimates focus on the impact of a larger average loan balance,
essentially asking if the same borrower received fewer grants and more loans (or tuition
increased), what is the impact on their home buying. The analysis in Figure 39 does not consider
whether there is an impact from there being more borrowers (a negative), more defaults (a
negative) which are discussed below, or the fact that due to the loans there are more people with
education (a positive). Many other factors have affected homeownership among young
households including preferences, the state of the macroeconomy and job markets, and tighter
conditions for mortgage lending. The small homeownership effects suggest small overall
macroeconomic impacts.
Cooper and Wang (2014) use 1988 National Educational Longitudinal Survey (NELS88). Houle and Berger (2015)
use the National Longitudinal Study of Youth 1997 cohort.
31
Mezza et al. (2016) use an administrative panel data set. Their sample includes individuals who were aged 23 to
31 in 2004 and they have data on these individuals from 1997 to 2010.
32
According to the data set constructed by Mezza et al. (2016), 60 percent of individuals aged 23-31 in 2003 attended
college and, of those who attended, only 52 percent took out student loans.
30
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Young individuals have clearly reduced their home buying since the mid-2000s. The modest role
of student loan debt in the decline in home ownership by young households is underscored by
the fact that homeownership rates have also fallen steeply for those who did not attend college.
This suggests that other factors beyond student loan debt must be affecting home ownership.
Figure 40 shows that the decline is not particularly different for those who attended college and
those who did not. Lower wages, reduced private sector credit, and a challenging job market for
new entrants are more likely the primary drivers of this decline.
Figure 40. Household Homeownership Rates, Ages 24-32
Percent
60
Bachelor's
Degree or More

50
40

Some College

30

No College

20
10
0
2001

2003

2005

2007

2009

2011

2013

Source: American Community Survey, 1-Year.

Young households are only a portion of the overall population and a portion of those with student
loan debt, so changes in their home buying behavior are only a partial window to changes in the
overall housing market related to student loan debt. Still, homeownership rates have fallen
noticeably across households of all ages and education levels, suggesting student loan debt is
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only one factor in the housing market.33 Note that the limited macroeconomic effects we find
from rising student loan debt do not diminish the effects on individuals, and even if rising student
loan balances were not a primary driver of the decline in homeownership, deferred repayment
options, such as with PAYE, can help make homeownership more feasible.
Beyond the impact of higher average balances, the increase in the number of individuals with
high levels of student debt, as shown in Looney and Yannelis (2015), may have an additional
effect on economic outcomes. The percent of borrowers with student loan balances over $50,000
(in 2013 dollars) rose from 5.1 percent in 2000 to 13.7 percent in 2014. As noted earlier, highdebt individuals are actually more likely to own a home than lower-debt individuals, largely due
to their higher earnings potential. Yet, the composition of high-debt borrowers has also shifted
somewhat away from those with graduate education (80 percent of high-debtors in 2000 to 62
percent in 2014). The rising share of undergraduates among high-debt students was particularly
pronounced for those attending for-profit schools (2 percent of high-debtors in 2000 to 11
percent in 2014). High student debt without high earnings potential is a real hardship for
individuals and an important policy concern, but the macroeconomic impacts are limited by the
relatively small numbers. About 2 percent of all households in 2014 had high student debt and
less than a half percent had high debt and only undergraduate education, though these ratios
are higher among young households. Policies that provide better information to prospective
students may help avoid mismatching debt and future earnings.
While the increase in the level of student loan debt appears to have had at most small negative
macroeconomic effects, rising default and delinquency rates are a concern. Defaulting on student
loan debt is a sign of acute financial distress and makes it more costly to borrow for other large
purchases, such as a home or a car, due to a lower credit score. The three-year default rate on
federal loans was 6 percentage points higher for those who began repayment in 2012 than in
2004.34 The rise in default rates led to 1.3 million more defaults within the first three years of
repayment among those who began repaying in 2008 to 2012. Still, even if all these additional
defaulters would have otherwise bought a home (which is unlikely), they can account for at most
a percentage point lower home ownership rate (among all ages) in 2015. In fact, the effect of
rising student loan defaults on homeownership is likely much smaller since not all of these
individuals would have bought homes. For example, roughly one third of the defaulters had less
than $5,000 in student loan debt. It seems unlikely that these borrowers would have bought a
house in the absence of student debt as they are likely constrained by low income. Moreover,
Mezza and Sommer (2015) found individuals who later defaulted on student loan debt had lower
33
See also Devlin-Foltz and Sabelhaus (forthcoming) for empirical evidence that broad-based shocks to income and
wealth have been the primary drivers of changes in economic behavior before, during and after the Great Recession.
And yet, reduced demand for starter homes by young adults may be having indirect effects on the overall housing
market, as discussed by Ortalo-Magne and Rady (2006).
34
The 3-year cohort default rate from the Department of Education is the percentage of a borrowers who enter
repayment on certain federal loans during a federal fiscal year (October 1 to September 30) and default prior to the
end of the next one to two fiscal years. This metric provides a somewhat narrow view of defaults since it is limited
to federal student loans and does not examine defaults after the third year. For example, using credit records with
all types of student loans, Brown et al. (2015) show that default rates continue to rise after the third year.
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credit scores prior to leaving school, suggesting that these individuals would have faced hurdles
to homeownership even without student debt. Nevertheless, as Figure 37 shows, those who are
delinquent on any student loans (federal or private) have very low rates of home buying. Student
loans may not be the cause of their financial distress but it is a negative outcome for those
individuals and worth avoiding. In fact, the Administration has supported income-based
repayment and Gainful Employment regulations as ways to help lower defaults.

Student Loans and Other Economic Outcomes
The housing market is, of course, only one area in which the rise in student loan debt could be
having macroeconomic impacts. Research looking at other behaviors, such as car buying or
entrepreneurship, faces similar challenges as home buying in identifying the causal effects of
student loans. In terms of consumer spending, Brown and Caldwell (2013) show the fraction of
25-year olds with auto loan debt has fallen more sharply since the recession for individuals with
student loan debt than those without. This suggests that the rise in student loan debt may be
weighing on debt-financed auto purchases. Yet, Kurz and Li (2015) find that, in general,
individuals with higher student loan balances are somewhat more likely to buy a car, though
those with very high levels of debt (in the 90th percentile of balances) are substantially less likely
to make car purchases. With the negative impact of student loans on auto buying concentrated
in a small portion of individuals, the impact on the overall auto market is limited and, given the
record auto sales in 2015, may have dissipated.
In terms of entrepreneurship, Ambrose, Cordell, and Ma (2015) find that counties in which
student loan debt rose more relative to other kinds of debt from 2000 to 2010 also experienced
slower growth in the number of small businesses (firms with 1-4 employees). Using different data
and an approach to estimate causal effects, Krishan and Wang (2015) find that an increase in
student loan balances lowered the likelihood of owning a small business as well as the average
level of business income. These results may be related to the fact that student loan debt cannot
be discharged in bankruptcy and thus makes individuals with student loan debt less able to take
on the risks of owning a business. The macroeconomic impact of lower entrepreneurship is hard
to quantify, but the slowdown in the business startup rate began at least in the 1970s and is
largely or entirely driven by other factors (Decker et al. 2014).
On net, student debt is a burden to some households, but the increase in student debt does not
appear to have substantially altered the macroeconomic conditions. Had the same students
received an education without as many loans, the recovery would likely have been stronger, but
not substantially so. Most individuals, and the economy as a whole, will benefit from the
education made possible by student loans. Nonetheless, the rise in defaults and high debt among
low earners show that student loans can have negative effects on some individuals and merit a
policy response.
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VI.

Administration Efforts to Help Students Better Invest

Over the last seven years, the Obama Administration has taken great strides to help students
make more effective investments in higher education. These efforts have been targeted to
address the market failures and procedural complexities identified in Section I by helping to offset
the cost of college, incentivizing higher completion rates, providing better information about the
costs and benefits of colleges, holding the most poorly performing colleges accountable,
simplifying the financial aid application process, and expanding access to flexible repayment
plans that help ease credit constraints. Despite these important steps, more work remains to
ensure that all students are able to pursue higher education if they desire and that they can do
so affordably.

Helping to Offset College Costs
One way the Administration has helped to reduce credit constraints and ensure the social
benefits of higher education are realized is by directly offsetting the cost of college for many
students, especially those from low-income families. Economics research confirms the positive
impact of lowering college costs, showing that it increases the probability of college attendance
and helps students complete. For example, Dynarski (2003) examines the elimination of the
Social Security Student Benefit Program in 1982, and her estimates suggest that an offer of
$1,000 in grant aid increases the probability of attending college by about 3.6 percentage points
and appears to increase completed schooling. Abraham and Clark (2006) find similar impacts on
college attendance in their study of the District of Columbia Tuition Assistance Grant Program
instituted in 1999. More recent research specific to community colleges shows that for high
school graduates, a $1,000 decrease in community college tuition increased immediate
enrollment by 7.1 percentage points (Denning 2016).
Under the Obama Administration, supports to students to lower college costs have increased in
meaningful ways, including increases in Pell Grant funding. Since coming into office, President
Obama has worked aggressively to increase the maximum Pell award because Pell Grants are the
primary form of financial aid for many students to pay tuition. Today, on average, Pell Grants
reduce the cost of college by $3,700 for 8 million students a year. Pell Grant funding increased
by more than $12 billion from academic year 2008-2009 to 2014-2015, a 67 percent increase,
and the maximum Pell Grant award has increased by $1,000. Moreover, for the first time, Pell
Grant funding has been tied to inflation to ensure the value of the aid does not fall over time,
and the President’s 2017 budget proposes to index Pell in 2017 and beyond.
The Administration has also reduced the cost of college for low- and middle-income families
through tax credits. In 2009, the Administration established the American Opportunity Tax Credit
(AOTC), which provides a maximum credit of $2,500 per year—or up to $10,000 over four years—
to expand and replace the Hope higher education credit. Along with supporting a wider range of
families, the AOTC also better targets low-income families. Before the AOTC, only 5 percent of
credit and tuition deduction dollars went to filers with incomes under $25,000; in 2012, that
share rose to 24 percent (Dynarski and Scott-Clayton 2016). The AOTC will cut taxes by over
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$1,800 on average for nearly 10 million families in 2016, and the bipartisan tax and budget
agreement that President Obama signed into law in December 2015 made the AOTC permanent.
Finally, the proposal for America’s College Promise, which would make two years of community
college free for responsible students, would also help expand college access. While student loans
can serve as an effective tool to allow individuals to invest in their educations, for many students,
especially disadvantaged students, this is not enough. President Obama has stated that all
responsible students should be able to attend college, and the Administration has put forward a
proposal to make two years of community college as free and universal as high school. Free
community college not only reduces the credit constraints faced by low-income students, it also
eliminates the information barriers related to the cost and complexities of applying for aid.
Removing these barriers at community colleges is especially important, as community college
students tend to be poorer than students attending four-year schools—over half of community
college students have family incomes below 185 percent of the federal poverty line—and are less
likely to have parents who attended college to help them navigate the student aid application
process (NPSAS 2012, CEA tabulations). If all states participate, an estimated 9 million students
could benefit, and a full-time community college student could save an average of $3,800 in
tuition per year. Evaluations of early local Promise programs, such as Kalamazoo Promise and
Knox Achieves, show that these programs can improve high school graduation, college
enrollment, and college graduation rates (Bartik and Lachowska 2013; Bartik, Hershbein, and
Lachowska 2015; Carruthers and Fox 2016).

Incentivizing Completion
To further decrease costs and increase completion rates, the Administration has encouraged
greater innovation and a stronger evidence base around effective strategies to promote college
access and success through 42 First in the World (FITW) grants that support the implementation
and evaluation of innovative and evidence-based interventions at institutions across the nation.
This program targets adult learners, working students, part-time students, students from lowincome backgrounds, students of color, students with disabilities, first-generation students, and
other students at risk for not persisting in or completing college. In addition, through the
Experimental Sites Initiative, the Administration has piloted reforms to existing higher education
policies.
Additionally, the Administration included two Pell proposals in its 2017 Budget to promote
completion among low-income students. First, the Pell for Accelerated Completion program
would make Pell Grant funds available year-round to students who are taking a full course load
and who have exhausted their awards; and second, the On-Track Pell Bonus would increase
students’ Pell Grants by $300 each year if they take at least 15 credit hours per semester, the
amount typically needed to complete a two- or four-year degree on-time. The incentives created
by these policies are supported by research showing that performance-based aid improves
persistence and completion (MDRC 2016). Another proposal focused on promoting completion,
the College Opportunity and Graduation Bonus, would provide institutional grants to colleges
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that enroll and graduate many low-income students on time and provide an incentive for these
institutions to improve their completion rates for low-income students.

Improving Information
Research shows that when students have better information, they make better choices about
their education. When choosing a college, students need information on college quality and cost
to know whether their investment in higher education will pay off. For high-achieving, lowincome students, research shows that providing information that compares details about college
cost and quality, like semi-customized net price and graduation rates, enables students to attend
and progress at schools that better match their qualifications (Hoxby and Turner 2013). Further
research shows that clear and detailed information about earnings can lead students to revise
their employment expectations and change their major choice (Ruder and Van Noy 2014).
Accessible information about costs and economic outcomes thus plays a crucial role in
encouraging students to make informed decisions about enrolling in higher education and
choosing the best college for their needs.
The Administration has recognized the importance of information in encouraging students to
attend a quality college. In 2015, the Department of Education launched the redesigned College
Scorecard to help empower Americans to select colleges based on what matters most to them.
Importantly, the Scorecard provides information on how well institutions are serving students of
all backgrounds, and it highlights institutions that focus on placing a quality, affordable education
within reach. Students and the public can now access the most reliable, comprehensive, and
nationally comparable data on outcomes at specific colleges, including former students’ earnings,
student debt by completion status, and borrowers’ repayment rates. The Scorecard provides this
information for about 4,500 colleges and includes detailed breakdowns by demographic group,
allowing all students to assess how well these colleges are serving students like themselves
before deciding where to apply and attend. To date, over 1.3 million visitors have accessed the
new College Scorecard. The Administration has also partnered with outside organizations and
made the data freely available to researchers and developers to help expand the reach of
Scorecard information. Preliminary research provides some suggestive evidence that the College
Scorecard has helped students decide where to send their college applications (Hurwitz and
Smith 2016).
In 2015, the Administration also announced an earlier and easier process for applying for federal
financial aid, allowing students to apply to colleges and for financial aid in tandem. Beginning in
2016, FAFSA applicants will be able to complete the form on October 1st for the following
academic year. Students and their families will now get a reliable understanding of their aid
eligibility as early as the fall—the same time that many high school students are searching for,
applying to, and even selecting colleges. An earlier FAFSA helps clear an important hurdle in
reducing information barriers related to cost, and the Administration is working with states and
colleges to provide financial aid award information on this earlier timeline as well.
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In addition, the Department’s Gainful Employment regulation requires career college programs
to provide key information on costs, whether students graduate, how much they earn, and how
much debt they may accumulate. Regulations from 2010 also strengthen the Department's
authority to take action against institutions engaging in deceptive advertising, marketing, and
sales practices. These regulations will help prevent students from choosing poor quality colleges
and taking on unmanageable debt.
The Obama Administration is also proposing new protections for borrowers and taxpayers
against fraud, deception, and other misconduct by postsecondary institutions. One provision of
the proposed regulation would require proprietary institutions to warn prospective and enrolled
students, individually and through promotional materials, if their students have very poor loan
repayment outcomes. The proposed regulations also would establish a number of triggers and
early-warning events, many of which would automatically require schools to put up funds, in the
form of letters of credit (LOCs), that total at least 10 percent of the amount of Title IV funds
received by the school over the previous year. Institutions that set off the triggers would be
required to warn their prospective and enrolled students that they have been required to provide
this financial protection to the Department.

Protecting Students from Low-Quality Schools
Although improved information helps students select better colleges, more direct action is
sometimes needed. With the Gainful Employment regulations, the Administration will cut off
federal aid to career college programs that consistently fail accountability standards. While many
career college programs are helping to prepare America's workforce for the jobs of the future,
far too many students at these schools are taking on unsustainable debt in exchange for degrees
and certificates that fail to help them get the jobs they need or were promised.
Under the Gainful Employment regulation, programs whose graduates have annual loan
payments less than 8 percent of total earnings or less than 20 percent of discretionary earnings
are considered to have passed the requirements. Programs whose graduates have annual loan
payments between 8 percent and 12 percent of total earnings or between 20 percent and 30
percent of discretionary earnings are considered to be "in the warning zone" and at risk of failing
the requirements. Programs are deemed to have failed the requirements if their graduates have
annual loan payments greater than 12 percent of total earnings and greater than 30 percent of
discretionary earnings. Programs that fail in two out of any three consecutive years or are in the
zone for four consecutive years are no longer eligible for federal student aid for a minimum of
three years.
Based on available data, the Department of Education estimates that about 1,400 programs
serving 840,000 students—of which 99 percent are at for-profit institutions—would not pass the
accountability standards. All programs will have the opportunity to make immediate changes that
could help them avoid sanctions, but if these programs do not improve, they will ultimately
become ineligible for federal student aid—which often makes up nearly 90 percent of the
revenue at for-profit institutions.
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The Obama Administration is proposing new protections for borrowers and taxpayers against
fraud, deception, and other misconduct by postsecondary institutions. The proposed regulations
would create a clear, consistent, and transparent process for borrowers who have been harmed
by their school’s misconduct to seek debt relief, along with new warnings to help students steer
clear of poorly performing proprietary schools. The proposed regulations would also protect
taxpayers by requiring schools to provide greater financial protection to the Federal government
based upon early indicators of school financial distress. In addition, the proposed regulations
include measures that would end the use of both so-called “pre-dispute, mandatory arbitration
agreements” and of class action bans that prevent students from having their day in court.
These regulations build upon a record of action by this Administration which has encouraged
states to step up oversight in their role as authorizers, encouraged accreditors to focus on student
outcomes, and created a new student aid enforcement unit to respond more quickly and
efficiently to allegations of illegal actions by higher education institutions.

Simplifying Aid
As described in Section I, the complexity of the FAFSA has created barriers to efficiency and equity
in the distribution of student financial aid, deterring many students who would benefit from aid
from applying. It follows that reducing this complexity should help students access federal
student aid to better invest in their education, and the research supports this conclusion. In
particular, the evidence shows that providing assistance with filling out the FAFSA encourages
students to apply for aid and enroll in college. In an experiment where tax professionals assisted
families in filling out their FAFSA and provided personalized aid estimates, students were
significantly more likely to file the FAFSA and enroll in college; the college enrollment impact was
even greater for students from low-income families (Bettinger et al. 2012).
In light of the evidence about the benefits of simplifying aid, the Administration has undertaken
a number of reforms to streamline the FAFSA process. The Administration has revamped the
online form for all families so they can skip questions that are not relevant to them. In addition,
over 6 million students and parents took advantage of the ability to electronically retrieve their
income information from the IRS when completing their 2014-2015 FAFSA, an innovation that
improves both speed and accuracy. During the 2014-2015 application cycle, students and families
on average filled out the FAFSA in about 20 minutes, only one third of the time it took seven years
ago.
In past years a significant portion of FAFSA filers have been unable to electronically retrieve their
income and tax information from the IRS because they had not yet filed their tax returns before
completing their FAFSA forms. For example, 34 percent of parents of dependent students had
not yet filed their 2013 tax returns when they were completing their 2014-2015 FAFSA. Such
applicants had to manually input their estimated income and tax information into their FAFSA,
or worse did not submit a timely FAFSA because they erroneously believed that they were not
allowed to do so unless then had filed their tax returns. Among other advantages of moving the
FAFSA process earlier (beginning October 1) and using prior-prior year income is that the
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relationship between FAFSA filing and tax return filing becomes moot. Thus, we expect to see an
increase in the number of students and parents who use the IRS Data Retrieval Tool. This will not
only simplify the aid application process for students and their families and reduce the burden
on institutions, it will also improve the accuracy of the information used in the determination of
students’ aid eligibility.
In addition, President Obama has called upon Congress to further simplify the FAFSA by removing
questions regarding savings, investments, and net worth, and eliminating questions related to
untaxed income and exclusions from income that are not reported to the IRS. In all, up to 30
burdensome and unnecessarily complex questions would be eliminated, shortening the FAFSA
application substantially, and making it easier for students and families to access critical
resources to pay for college.

Providing More Flexible Repayment Plans
As described in Section I, the constraint imposed for many borrowers by the traditional standard,
10-year student loan repayment plan (that students are enrolled in by default) can hinder debt
management since it requires the same monthly payment at the beginning of a borrower’s
career, when earnings are lowest, as it does mid-career. This can dissuade students from
investing in their education even when the investment has large net benefits over a lifetime. The
Administration has made payment plans more flexible and loan payments more manageable
through the expansion of income-driven repayment plans. Income driven repayment plans
increase flexibility in several ways. First, by expanding the period of repayment, individuals can
spread their student loan payments over a longer period of time, while retaining the option of
paying sooner with no pre-payment penalty. Second, by tying payments to borrowers’ incomes,
income driven repayment plans link the timing of repayment more closely with the time path of
earnings gains from higher education, and they remove needless credit constraints in times when
income is temporarily low. Finally, income driven repayment plans can serve as a form of
insurance against uncertainty, helping to address some barriers associated with risk.
With the new expansions, borrowers will never have to pay more than 10 percent of their
discretionary income to repay their debt. The Administration initially expanded income-driven
repayment with the Pay-As-You-Earn (PAYE) plan in 2012, which reduced monthly payments to
10 percent of borrowers’ discretionary income, lower than the 15 percent required under the
original Income Based Repayment Plan in place. Under PAYE, students could also have their
remaining loan balances forgiven after 20 years of qualifying payments, 5 years earlier than the
original Income Based Repayment plan. PAYE extended more affordable loans to 1.6 million
borrowers; however, many borrowers remained ineligible. That is why in 2015, the
Administration expanded PAYE with the Revised-Pay-As-You-Earn (REPAYE) repayment plan
which expanded eligibility to all Direct Loan student borrowers, including any student with a
Direct Loan or a consolidated loan (excluding PLUS loans to parents).
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Figure 41 below illustrates how the theoretical repayment curve for the standard 10-year plan
differs from REPAYE for a typical borrower graduating with a four-year degree. 35 Data from the
Baccalaureate and Beyond study show that seniors graduating college in 2008 held a median debt
of $17,125 and earned a median income of $31,000 upon leaving school. The figure assumes an
interest rate of 4.29 percent consistent with the current student loan rate, real earnings growth
consistent with trends in Figure 6, 2 percent inflation, and a single-person family (for ease of
REPAYE calculations). The Standard line corresponds to the standard 10-year repayment plan
with an initial income of $31,000 and an initial debt of $17,125, consistent with the Baccalaureate
and Beyond data. REPAYE 1 uses the REPAYE formula with the same initial income and debt, while
REPAYE 2 uses the same initial income but an initial debt of $31,000 to show how repayment
patterns differ by debt amounts. The Standard plan line is relatively flat, reflecting the constant
rate at which the principal balance is paid off under this plan. In contrast, both the REPAYE lines
show that principal repayment is initially slow and accelerates over time. Further, a comparison
of the two REPAYE lines shows that the larger the debt is in comparison to income (or the smaller
income is in comparison to debt), the less the REPAYE repayment curve will look like the Standard
curve.

Continuing to expand enrollment in income driven repayment plans for students who would
benefit remains a key priority for this Administration. As of the first quarter of fiscal year 2016,
about 4.8 million (roughly 1 in 5) borrowers with federally managed debt were enrolled in income
driven repayment plans. The share of borrowers with federally managed debt enrolled in income
driven repayment has quadrupled over the last four years from 5 percent in the first quarter of
fiscal year 2012 to 20 percent in the first quarter of fiscal year 2016. To achieve this increase, the
Administration has used tools such as behavioral “nudges,” improved loan servicer contract
requirements, efforts associated with the President’s Student Aid Bill of Rights, a student debt
It should be noted that a number of alternative repayment plans also exist, some of which have longer payment
schedules.
35
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challenge to gather commitments from external stakeholders, and increased and improved
targeted outreach to key borrower segments who would benefit from PAYE. Although barriers
related to recertifying income and interfacing with the income driven repayment enrollment
tools online persist, the Administration is exploring options for how to address these remaining
shortcomings.

New Department of Education data offer insights about the types of borrowers that have
enrolled in income driven repayment. In general, the data show that income driven repayment
borrowers tend to have lower reported family incomes than borrowers on the standard
repayment plan. Among borrowers with undergraduate loans enrolled in income driven
repayment as of the third quarter of fiscal year 2015, the average family income (in real 2014
dollars) based on the first FAFSA filed was $45,000, compared to $57,000 for those on the
standard repayment plan. For borrowers with graduate loans, the average income among those
enrolled in income driven repayment was $60,000, compared to $74,000 for borrowers on the
standard repayment plan. Even within sectors of educational institutions, borrowers enrolled in
income driven repayment tend to come from lower income backgrounds than borrowers in the
standard repayment plan. One factor contributing to lower incomes among undergraduate
income driven repayment enrollees is that these borrowers are more likely to be classified as
independent, and independent borrowers tended to have lower reported incomes since their
parents’ incomes are not counted as part of their family’s income. Overall, 52 percent of
borrowers in income driven repayment were classified as independent, as opposed to 42 percent
of borrowers under the standard repayment plan.
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Given that income driven repayment plans tend to change repayment schedules more
dramatically for borrowers whose debt is high relative to their income, it is perhaps unsurprising
that income driven repayment enrollees tend to have graduate loans and to have larger debt
volumes outstanding. For example, 30 percent of income driven repayment borrowers have
graduate loans, compared to 10 percent of borrowers under the standard repayment plan.
Relatedly, borrowers in income driven repayment tend to have larger loan balances outstanding
than borrowers on the standard plan, with a median debt amount of $34,000 compared to
$10,000. Although this difference partly reflects the larger share of graduate borrowers enrolled
in income driven repayment, differences remain even among graduate and undergraduate
borrowers. Undergraduate-only borrowers in income driven repayment have a median
outstanding debt of $25,000 compared with $10,000 in the standard plan. The disparity is even
wider among graduate borrowers, who typically owe $86,000 for those in income driven
repayment, compared to $23,000 for those under the standard plan. These differences in
outstanding balances also remain when looking within sector, and they are in part driven by the
fact that borrowers entering income driven repayment typically have larger principal loan
balances than borrowers in the standard repayment plan (according to data for the 2011
repayment cohort).
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Consistent with both the larger debt and the prevalence of graduate student debt among
borrowers in income driven repayment, these borrowers are more likely to have completed their
undergraduate degrees than borrowers in the standard repayment plan. Among those in the
2011 repayment cohort, 64 percent of borrowers in income driven repayment had completed,
compared to only 48 percent of borrowers in the standard plan. Many of those who completed
their undergraduate degree accumulated more debt because they subsequently enrolled in
graduate school. But even among borrowers with no graduate school debt, those enrolled in an
income driven repayment plan were still slightly more likely to have completed a degree.
The positive relationship between completion and income driven repayment enrollment
suggests that students who enroll in income driven repayment are more likely to have large longrun returns to their college investments and to be able to eventually pay off their loans. However,
data on prior repayment behavior also show that income driven repayment is being used by
individuals with short-run repayment difficulties. Among borrowers entering repayment in fiscal
year 2011, a sizeable fraction who enrolled in income driven repayment had experienced
difficulty in repaying their loans prior to entering income driven repayment, with slightly higher
signs of distress compared to borrowers under the standard plan. Over 40 percent of these
borrowers had defaulted, had an unemployment or economic hardship deferment, or had a
single forbearance of more than 2 months in length before entering their first income driven
repayment plan. A much smaller fraction of these borrowers, roughly 10 percent, experienced
difficulty in repayment after entering income driven repayment.
A key way that income driven repayment helps to improve outcomes for borrowers is by reducing
monthly payments, since payment amounts are spread over a longer time period and are tied to
earnings. For the 2011 repayment cohort, Figure 45 shows that borrowers in income driven
repayment had lower monthly payments across all sectors, despite serving borrowers who
accumulated larger amounts of debt.
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As noted earlier in this report, some borrowers in income driven repayment plans may have zero
dollar monthly payments. Generally, in these cases, borrowers who attended schools that did
not equip them to manage their debt can stay out of default, and borrowers who are experiencing
temporary periods of economic difficulty are given time to get back on their feet. Data show that
the same types of borrowers who experience more difficulty repaying their loans in terms of
college sector, debt size, and borrower characteristics are also more likely to have zero dollar
scheduled payments, highlighting the importance of income driven repayment in helping these
borrowers manage their debt. It is important to note, however, that one factor driving the large
share of income driven repayment borrowers with zero dollar scheduled payments is that, on
average, borrowers in income driven repayment entered repayment relatively recently. As of the
end of fiscal year 2015, income driven repayment borrowers had been in repayment for an
average of about three years. As Figure 6 above shows, earnings increase over a career, so as
borrowers progress through their careers, their scheduled payments are also likely to increase.
At the same time, as research has shown, college choice is a crucial factor—it is critical to help
borrowers avoid investing in colleges that are unlikely to increase their lifetime earnings and are
instead likely to leave them with high debt and low earnings. This Administration’s policies have
focused on strengthening college accountability and information available to students to help
ensure better borrower outcomes in managing and affording debt.
In order to further expand income driven repayment to borrowers who could benefit from more
manageable monthly payments, the Administration has announced a series of new actions,
detailed in Box 2 below. Data about the characteristics of borrowers enrolled in income driven
repayment highlight the importance of these initiatives. For example, although low balance
borrowers and borrowers who did not complete are more likely to default on their loans, they
represent a relatively smaller share of borrowers in income driven repayment. Enrolling more of
these types of borrowers in flexible repayment plans like income driven repayment will help
make their debt more manageable and help them to avoid costly and unnecessary defaults.
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EXPANDING INCOME DRIVEN REPAYMENT
This April, the Administration announced a new goal to enroll two million more borrowers in plans like PAYE
by leveraging key improvements in loan servicing and customer service, better tools and resources, targeted
outreach to borrowers, and partnerships with key external organizations under the Student Debt Challenge.
Recent actions to reach this goal include the launch of StudentLoans.gov/Repay to help drive students to
their best repayment option in five steps or less, strengthening consumer protections through new
standards for student loan servicing, a new set of student loan servicing disclosures developed by the
Consumer Financial Protection Bureau that provides borrowers personalized information to better
understand their repayment options, new work to improve the timing and content of current loan
counseling efforts, a new partnership program to leverage research to drive better student outcomes, and
work to develop guidance for the modernization of credit reporting. These actions will help borrowers who
can benefit from flexibility in their repayment plans enroll into income driven repayment.
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VII. Conclusion
College remains an excellent investment overall, and the majority of dollars in the student loan
market continue to fund investments with large returns to student borrowers and the economy.
However, there is variation in college quality, and particularly during the recession, many
students did not receive an education that allowed them to manage the debt they incurred. At
the same time, many prospective students have been dissuaded from enrolling in college because
of factors like poor information, high complexity, and credit constraints. With a commitment to
addressing these barriers, the Obama Administration has enacted policies to lower college costs,
improve information, simplify student aid, and cap student debt at a manageable portion of
borrowers’ incomes.
Together these policies are a significant step forward in building a federal aid system that
supports and encourages all Americans who wish to invest in an affordable, high quality college
education to do so. Still, some challenges remain. First, the effectiveness of the above policies
will depend on their execution, and the work started by this Administration to expand access to
these beneficial programs will need to be sustained. Second, despite these efforts, many colleges
still need to enhance guidance and supports to make sure that all students, especially low-income
students, are able to complete an education in a field that will allow them to be financially secure.
Third, work remains to continue strengthening outcomes at earlier levels of education—
particularly in middle and high school, but also in the early years—to help ensure that students
enter college well-prepared to benefit from their investment in higher education. Finally, policy
makers will need to continue to adapt to the changing higher education landscape, which
requires better data and more research to help develop new policies to better serve students. To
assist in this endeavor, the Department of Education has committed to creating a process that
will enable federal researchers to examine loan outcomes at a borrower level. This data will allow
these researchers to build upon the analysis provided in this report to better inform policy
makers and the public about student debt.
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