











Table 4.8. (continued)
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Gender by Currently Enrolled

Gender by Currently Saving

Gender by Dependency Status

Gender by Employment Status

Gender by Institution Type

Gender by Marital Status

Gender by Undergraduate Major

Gender by Highest Degree

Gender by Borrowed Grad Work

Gender by Received Gift Aid

Race by Currently Enrolled

Race by Currently Saving

Race by Dependency Status

Race by Employment Status

Race by Institution Type

Race by Marital Status

Race by Undergraduate Major

Race by Highest Degree

Race by Borrowed Grad Work

Race by Received Gift Aid

Currently Enrolled by Currently Saving
Currently Enrolled by Dependency Status
Currently Enrolled by Employment Status
Currently Enrolled by Institution Type
Currently Enrolled by Marital Status
Currently Enrolled by Undergraduate Major
Currently Enrolled by Highest Degree
Currently Enrolled by Borrowed Grad Work
Currently Enrolled by Received Gift Aid
Currently Saving by Dependency Status
Currently Saving by Employment Status
Currently Saving by Institution Type
Currently Saving by Marital Status
Currently Saving by Undergraduate Major
Currently Saving by Highest Degree
Currently Saving by Borrowed Grad Work
Currently Saving by Received Gift Aid
Dependency Status by Employment Status
Dependency Status by Institution Type
Dependency Status by Marital Status
Dependency Status by Undergraduate Major
Dependency Status by Highest Degree
Dependency Status by Borrowed Grad Work
Dependency Status by Received Gift Aid
Employment Status by Institution Type
Employment Status by Marital Status
Employment Status by Undergraduate Major
Employment Status by Highest Degree
Employment Status by Borrowed Grad Work
Employment Status by Received Gift Aid
Institution Type by Marital Status
Institution Type by Undergraduate Major

353
8.038
.068
15.312
5.017
44.628
1.511
515
813
2.276
7.361
8.159
3.151
10.899
16.949
9.994
23.722
19.433
142
11.385
.000
.000
308
2.280
.011
2.033
2,952
.000
.000
.000
9.239
1.071
1.790
4.038
16.183
.000
.000
1.974
1.733
3.990
5.550
5.132
.000
.000
13.690
6.135
18.956
8.272
1.871
2.745
18.475
31.175
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353
8.038
068
7.656
1.672

22.314

378

172

.813
2.276
2.454
2.720
1.050
1.816
2.119
1.999
2.157
2429

071
5.692

308
1.140
011
.678
1.476

9.239
1.071
1.790
1.346
8.092

1.974

.866
3.990
1.850
2.566

2.138
2.045
2.708
1.654
1.871
2.745
3.695
3.118

.180
4.091
.035
3.896
.851
11.356
192
.087
414
1.158
1.249
1.384
534
924
1.078
1.017
1.098
1.236
.036
2.897

157
.580
.006
345
751

4.702
.545
911
.685

4.118

1.005
441
2.031
941
1.306

1.393
1.041
1.378

.842

952
1.397
1.880
1.587

.672
.043
.852
.020
466
001
943
967
520
282
.290
246
.659
476
375
406
358
273
965
.055

.692
.560
939
793
472

030
460
340
.561
016

316
.643
154
420
271

223
373
210
520
329
237
.094
.104
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Table 4.8. (continued)

Institution Type by Highest Degree 15.241 8 1.905 970 458
Institution Type by Borrowed Grad Work 10.708 2 5.254 2.725 .066
Institution Type by Received Gift Aid 26.964 2 13.482 6.861 .001
Marital Status by Undergraduate Major 7.674 7 1.096 .558 791
Marital Status by Highest Degree 20.502 4 5.126 2.609 .034
Marital Status by Borrowed Grad Work .000 0
Marital Status by Received Gift Aid .000 0 . . .
Undergraduate Major by Highest Degree 21.965 10 2.197 1.118 344
Undergraduate Major by

Borrowed Grad Work 4.567 1 4.567 2.324 127
Undergraduate Major by Received Gift Aid 5.588 1 5.588 2.844 .092
Highest Degree by Borrowed Grad Work 1.188 1 1.188 .605 437
Highest Degree by Received Gift Aid 3.542 1 3.542 1.803 179
Borrowed Grad Work by Received Gift Aid .000 0 .
Error 12261.058 6240 1.965
Total 154114.506 6504
Corrected Total 16181.675 6503

a. R Squared = .242 (Adjusted R Squared =.210)

receipt of gift aid (F = 6.861, p <.001), and marital status and highest degree earned (¥ =
2.609, p <.05).

There were several interesting interactions between variables in the Student Loan
Debt Model. Three of the interactions included gender. Gender and whether the respondent is
currently saving money interacted in the following manner. The highest mean was for men
who were not currently saving money, while the lowest mean was for men who were
currently saving money. For gender and respondent’s employment status, the highest mean
was for men who were unemployed, while the lowest mean was for men who were employed
full-time. The highest mean for women was for divorced/separated /widowed women, while
the lowest mean was for single/never married women. The interaction between gender and
marital status revealed the highest mean for men who were divorced/separated/widowed,

while the lowest mean was for women who were divorced/separated/widowed.
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Current savings of the respondent and employment status interacted as follows.
Respondents who were not saving and were not unemployed had the highest mean, while
respondents who were saving and were unemployed had the lowest mean. The interaction
between current savings of the respondent and highest degree earned demonstrated that the
highest mean was respondents who were not saving and who had earned a
professional/doctorate degree, while the lowest mean was respondents who were saving and
who had obtained some type of “other” degree after receiving their bachelor’s.

The type of institution attended by the student and receipt of gift aid interacted in the
following manner. The highest mean was for students who received gift aid and who
attended a private, PhD-granting institution, while the lowest mean was for students who did
not receive gift aid and who attended a public non-PhD institution. The interaction between
marital status and highest degree earned, resulted in the highest mean for respondents who
were divorced/separated/widowed and who had received a professional/doctorate degree,
while the lowest mean was for respondents who were married and who had obtained some
type of “other” degree after receiving their bachelor’s. Future research undertaken to
understand these interactions would be insightful.

Discussion

In this section, the results of the analyses are discussed in relation to the hypotheses
derived from human capital theory. The respondents’ debt burden is examined, as well as an
evaluation of his/her investment in human capital.

Debt Burden in 1997

Similar to the findings of Choy (2000), by 1997, approximately 56% of the

respondents (and spouse/partner if applicable) in the sample did not owe any money on
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student loans, either because they had never borrowed or already repaid their loans. In
accordance with the guidelines set by the National Association of Student Financial Aid
Administrators (NASFAA) in 1986, real debt burden is indicated when the ratio of student
loans payments to salary equals or exceeds 8% of gross income. Respondents having a debt
burden of less than 8% were considered to have higher financial well-being than those with a
debt burden equal to or over the 8% threshold. Scherschel (1998, 2000) also endorses the 8%
rule as a reasonable benchmark for amount of student loan debt.

Debt Burden Four Years after College, the study by Choy (2000) and the current
study were similar in many ways. The goal of both studies was to understand better the debt
burden of college students four years after graduation. The two studies used the 8% or above
benchmark to indicate the presence of high debt burden. Both studies used comparable
independent variables, although the current study used additional variables not found in Choy
(2000), such as receipt of gift-aid, dependency status, cost of attendance, and household size
of the respondent.

Although the goals of Choy (2000) and the current study are similar, to understand
the debt burden of respondents approximately four years after graduation, the methods of
investigation were different. As discussed in the literature, both studies examined borrowers
and non-borrowers, although Choy divided borrowers into three groups. The current study,
reasoning that all borrowers have similar characteristics, kept the group collective. The
hypotheses tested in the current study were unique to it, examining issues such as how a
student’s GPA, undergraduate major, institution type, and cost of attendance will affect
his/her debt-to-income ratio. The study also examined the debt-to-income ratio of women

compared to men.
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The results of the two studies were similar, as one would expect using the same data
set. Both studies found that for the majority of the respondents, student loan debt was not a
severe problem in 1997; although the present study found that overall debt burden (student
loan debt and household debt, i.e., car, credit card and mortgage/rent) was higher than
expected. The two studies both indicate that the majority of the students were below the 8%
benchmark indicating debt burden. Choy found that 88% were employed full-time, while the
present study found that 80% were employed full-time (differences could be affected by
actual study sample). The percent of respondents who were married by 1997 also was
comparable for both studies. Approximately 49% of the respondents were married in the
current study while Choy reported 50% were married or in a marriage-like relationship.

The overall finding for the two studies indicates that for students in this sample (those
who graduated in 1992-93) in the economic conditions of the time, excessive student loan
debt was not a burden four years after graduation. The study by Choy (2000) indicated
concern that heavy borrowing could delay marriage or making a major purchase, such as a
car, but results indicated this not to be a problem. Figure 4.1 shows the percentage of
respondents who had student loans as of 1997. As displayed in the figure, by 1997, 56% of
students no longer owed any money on student loans, while 44% of those who borrowed still
owed some amount on student loans.

Analysis of the Student Loan Debt Model finds positive results. The data show that as
of 1997, only 11.6% (756 out of 6,504) of the respondents have a monthly student loan debt
payment over monthly income ratio of 8% or above. Therefore, according to the 8%

threshold, the majority of students who graduated in 1992-93 do not have a high debt burden.
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Student Loan Status in 1997

A Borrowed, Still Owe

& Never Borrowed, and/or
Borrowed but No Longer
Owe

Figure 4.1. Student Loan Status in 1997

Number of Students At or Above 8% Debt Ratio

756

E8% or Above
H Below 8%

5,748

Figure 4.2. Number of Respondents At or Above the 8% Threshold for Student Loan
Debt in 1997.
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Figure 4.2 shows the number of respondents who are at or above the 8% threshold for student
loan debt in 1997. From examination of the Financial Well-Being model and the Student
Loan model, it is clear that the debt most respondents have four years after graduation is not
student loan debt, but loans related to vehicles, mortgages, and other types of revolving debt.

Results of Hypotheses

The Financial Well-Being Model did not support three of the hypotheses, while four
of the hypotheses were supported in the Student Loan Debt Model. The first hypothesis — that
students with a higher GPA will have a lower monthly debt-to-income ratio compared to
students with a lower GPA — was supported in both the Financial Well-Being Model and the
Student Loan Debt Model. Thus, the results show that GPA has an effect on the amount of
total debt a person has as well as on the amount of student loan debt a person has remaining
four years after graduation.

The hypothesis that the monthly debt-to-income ratio will vary by the major of the
student was supported for specific majors. In the Financial Well-Being Model, students who
majored in the Humanities/Social Sciences had higher debt-to-income ratios compared to
Business/Management majors. In the Student Loan Debt Model, Humanities/Social Sciences
majors, Education majors, and other majors (health professions, public affairs/social services,
and other majors not listed above) all had higher debt-to-income ratios than did
Business/Management majors.

Wage variation statistics across careers show a distinct difference in earnings
separating Business and Management majors from Humanities/Social Sciences and
Education majors, which supports the research hypothesis that students in the fields of

Business and Management would have lower debt-to-income ratios.
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The third hypothesis — that students who attend a private PhD-granting institution will
have a higher monthly debt-to-income ratio compared to students who attend a public PhD-
granting institution — was not supported in either the Financial Well-Being Model or the
Student Loan Debt Model. The literature on student loan debt supports the hypothesis that
the type of institution a student attends affects student loan debt. It is interesting that this
variable was not found to be significant in either model. One reason may be that other factors
contributing to financial well-being, for example, cost of attendance, are controlled in this
multiple regression analysis.

The fourth hypothesis — that students with a greater cost of attendance will have a
higher monthly debt-to-income ratio compared to students who have a lower cost of
attendance — was not supported in the Financial Well-Being Model, but was supported in the
Student Loan Debt Model. Therefore, the analyses show that students who attend more
expensive institutions borrow more to pay for their education. These findings link to human
capital theory and whether the investment in education is worth the debt incurred. Previous
research examined in the literature review discussed the students’ selection of an institution
in an effort to maximize their investment in human capital. Spousal/partner loans also could
help explain why this hypothesis was supported. Respondents who are married or in a
marriage-like relationship could have a higher monthly debt-to-income ratio because of a
spouse’s/partner’s loan.

The final hypothesis — that women will have lower monthly debt-to-income ratios
compared to men — also was not supported in the Financial Well-Being Model, but was
supported in the Student Loan Debt Model. One reason women may have a lower monthly

student loan debt-to-income ratio than men is their estimation of future returns based on the
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investment a woman makes in herself. Women may anticipate lower future returns on their
investment in human capital due to lower wages and more interruptions in their work cycle
(i.e., child-bearing years), and therefore may choose not to invest as heavily in their human

capital through formal education, thus borrowing less.
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CHAPTER 5. SUMMARY

A summary of the study is presented in the final chapter. The major findings and
hypotheses are presented first, with the results of the study discussed subsequently from a
framework of human capital theory. Strengths of the analyses and limitations of the study are
presented next, followed by implications for the family and public policy arenas. Ideas for
future research conclude the chapter.

The purpose of this study is to investigate economic well-being issues related to
student loan debt by examining the debt burdens of college graduates. The purpose is
achieved through analyses of data from approximately 6,500 students who graduated from an
institution of higher education in the United States in 1992-93. The students were
interviewed in 1993, 1994, and 1997 as part of the Baccalaureate and Beyond survey
conducted by the National Center for Education Statistics (Green et al., 1999). Of particular
interest is the differences found between the two empirical models, the Financial Well-Being
Model and the Student Loan Debt Model.

The unit of analysis is the student, although household variables also are used. Choy
(2000) identifies the benefits of a household perspective using both spouses’ debt and income
when measuring debt burden. Two debt-to-income ratios, (1) total monthly debt payments
over total monthly household income and (2) total monthly educational debt payments over
total monthly household income, are used as outcome variables.

Hypotheses and Findings

It was expected, based on the review of literature, that variables such as GPA, the
undergraduate major of the student, the type of institution attended, the cost of attendance at

an institution, and the student’s gender would affect the debt-to-income ratio of the
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respondent. In the Financial Well-Being Model, only the student’s GPA and undergraduate
major had an effect on debt-to-income ratio; in the Student Loan Debt Model all of the
abovementioned factors (with the exception of type of institution attended) were significant.

Five general hypotheses were tested using correlation analysis and multiple
regression analysis. The first hypothesis — that students with a higher GPA would have a
lower monthly debt-to-income ratio compared to students with a lower GPA — was supported
in both the Student Loan Debt Model and the Financial Well-Being Model. The second
hypothesis — that the monthly debt-to-income ratio will vary by the major of the student —
also was supported in both models.

The third hypothesis was that students who attended a private PhD-granting
institution would have a higher monthly debt-to-income ratio compared to students who
attended a public PhD-granting institution. It was not supported by either the Student Loan
Debt Model or the Financial Well-Being Model. The fourth and fifth hypotheses — that
students with a greater cost of attendance will have a higher monthly debt-to-income ratio
compared to students who had a lower cost of attendance, and that women will have a lower
monthly debt-to-income ratio compared to men — were supported in the Student Loan Debt
Model, but not in the Financial Well-Being Model.

Theoretical Perspective

Human Capital Theory

The variables suggested by human capital theory proved to be important predictors of
financial well-being for students four years after graduation. The investment in education that
the students completed enabled the majority to secure full-time employment after graduation.

At the time of the 1997 interview, 80.6% of the respondents were working full-time,
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while 8.2% were working part-time. As discussed in the literature review, employment
gained after earning a baccalaureate degree increases wages beyond those of individuals with
only a high school diploma, thus providing a measure of increased financial well-being.

Full-time employment status in 1997 was a predictor of a higher monthly debt-to-
income ratio in the Financial Well-Being Model. These results would indicate that
respondents who work full-time had relatively higher total debt loads than respondents who
were unemployed or permanently out of the labor force. Although the time order of events is
unknown (regarding whether incurring the debt or obtaining a good job occurred first, or if
they occurred at the same time) one can hypothesize that perhaps these respondents had a
good job, obtained during a growing economy, and therefore felt comfortable acquiring large
amounts of debt, believing they would have the means to repay the debt. People who are
unemployed, and/or permanently out of the work force, may have a lower total debt load
because they do not have the income needed to repay a large amount of debt. Also, to borrow
from lenders a person would need to have a source of income, usually a job. Again, this is a
conjecture, as the sequence of events with regard to incurrence of debt and the time when the
respondent left the labor force is not known.

Part-time employment in 1997 was not found to be significant in the Financial Well-
Being Model, but was a predictor of higher student loan debt-to-income ratios in the Student
Loan Debt Model. Although only 534 respondents (8.2%) were working part-time in 1997,
almost 70% of those working part-time were women and over half were single/never married
or divorced/separated/widowed. In these circumstances the time sequence is clear.
Respondents borrowed the money while in school and were working part-time four years

later. Respondents who were employed part-time were more likely to have a higher monthly
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student loan payment-to-income ratio compared to people who were unemployed, perhaps
because they needed the income from a job to repay the student loans they incurred while in
college.

Continued education was another important predictor of financial well-being. Over
1,000 of the respondents were currently (in 1997) enrolled in some type of schooling, and
797 of those were working at the same time. Results from the Student Loan Debt Model
indicate that respondents who were enrolled in 1997 were more likely to have a lower
monthly student loan payment-to-income ratio than those who were not currently enrolled.
Perhaps students who had not borrowed or had already paid off their student loans were more
likely to continue their education, as they did not have undergraduate debt to repay. Another
reason respondents who were enrolled were more likely to have a lower monthly student loan
payment-to-income ratio than those who were not currently enrolled could be deferment of
their loans while they are in school.

Respondents’ household size was a predictor of financial well-being, but in the
opposite direction to what was hypothesized. In the Financial Well-Being Model it was found
that the larger the household, the smaller the monthly debt-to-income ratio. These findings
could occur because other members of the household (spouse, other adults) were in the labor
force and generating more income. Employment of other adults (excluding spouse) in the
household was not controlled; therefore, this explanation is plausible. In the Student Loan
Debt Model, just the opposite was found. As the number of people in the household
increased, the amount of the monthly debt-to-income ratio increased.

In the Student Loan Debt Model a student’s undergraduate major was a strong

predictor of financial well-being. The analysis found that students who majored in
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Humanities/Social Sciences, Education, or other majors (health professions, public
affairs/social services, and other majors) were more likely than Business and Management
students to have a higher monthly student loan payment-to-income ratio. Perhaps students in
these areas borrowed more loans, or, as a result of lower earnings, have a higher monthly
student loan payment-to-income ratio.

Race also was a predictor of financial well-being in the Student Loan Debt Model.
The analysis found that other races (American Indian/Alaskan Natives, Asian or Pacific
Islanders, and other non-Hispanics) had lower student loan payment-to-income ratios than
White non-Hispanics. This finding is consistent with previous research reported in the
literature that found other races less willing than White non-Hispanics to incur student loan
debt to finance their education (Perna, 2001). In summary, the variables recommended by
human capital theory were essential predictors of financial well-being in this analysis.

Conclusions

Thus, the prevailing question is, “Is incurring student loan debt to obtain a college
education worth it?” The results from the current study suggest that for this cohort of
students, who graduated in 1992-93, in the economic conditions of the time, the benefits of
using loans as a means of financing a college education outweigh the negatives of having to
repay student loans. As the analysis showed, less than 12% of the respondents had a monthly
student loan debt-to-income ratio of 8% or more in 1997. Further research will be necessary
to test whether this hypothesis holds true for current and future students as well.

Although it is unknown from the current analysis (using the debt-to-income ratio) if
the students’ low debt burden is a result of low student loan levels or a high income from

current employment, it appears that student loans enabled many of students in this study to
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obtain their baccalaureate degree with a manageable debt (or no debt) burden. Coupled with
an expanding economy, it is hypothesized that the students secured a better job as a result of
their degree; than they would have had they not incurred the loan debt and graduated with a
baccalaureate degree.

A more interesting finding from the current study relates to the number of
respondents who have a high tofal debt-to-income ratio in 1997. What does this mean for
people who take out student loans as well as acquire other types of consumer debt? Although
this study found that student loan debt is not a financial burden for the majority of students, it
appears the overall level of debt for some respondents is quite high.

Analysis of the data for the Financial Well-Being Model finds that over 35% of the
respondents have more than 35% of their monthly income going to debt payments. The
largest debt payment for most people is housing. Although a ratio of 35% debt-to-income
payments seems low, to include both consumer debt and shelter costs (rent payment for
renters or mortgage payment and maintenance costs for home-owners) it is consistent with
other research. According to Lytton, Garman, and Porter (1991), a person’s debt-to-income
ratio is defined as, “the total burden of debt of an individual or family by comparing the
dollars spent on gross annual debt repayments to gross annual income” (p. 16). DeVaney
(1993, 1994), Garman and Forgue (1991), and Winger and Frasca (1993) use the gross
annual debt payments/disposable income ratio as one measure of household well-being.

DeVaney (1994) suggests, “a household’s value for this ratio should be less than 35%
to be considered as having a good standing” (p. 12). Winger and Frasca (1993) suggest a
ratio of no more than 33%; Lytton et al. (1991) agree, stating, “perhaps a maximum debt-to-

income ratio ranging from 30-35% would be realistic for most households” (p. 17); and
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Garman and Forgue (1991) suggest, “the gross annual debt payments/disposable income ratio
should not exceed 40%” (p. 95). DeVaney (1994) and Winger and Frasca (1993) use the
guidelines of the Federal Home Loan Mortgage Corporation, stating “shelter expense should
not exceed 28% of gross monthly income” (DeVaney, 1994, p. 12), therefore leaving the
other 7% to consumer debt payments.

For approximately 35% of the respondents in the current study, the monthly gross
debt-to-income ratio was above 35%, meaning that 35 cents of every dollar was needed to
repay monthly debt. The ratio for the current study was calculated using gross annual income
divided by 12 (monthly income) as the denominator. From the analyses, it is clear that many
respondents in this study have incurred a large debt burden after graduating from college in
1992-93.

The results of this study clearly indicate that student loan debt is an essential area of
study, and one that will continue to be so in the future. The importance of this study finding
little or no debt burden, opposite much of the anecdotal evidence, suggests the need for
continued research and further investigation into what is considered “manageable” debt.
Perhaps certain characteristics in this specific population encouraged the use of alternative
means of paying for a higher education, or the ability to repay the debt within four years of
graduation.

Strengths of the Analysis

The study contributes to the existing literature on student loans and financial well-
being in several ways. First, the study examines the amount of debt burden incurred from
both student loans and total debt. Policies helping people deal with a specific type of debt

(i.e., student loans) could be an important area of work for those interested in the financial
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well-being of families. Second, the study found differences in debt loads between men and
women. As women in the labor force earn less then men and usually have interrupted labor
force experiences, it is critical to understand if women can make an investment in human
capital worthwhile when evaluating the opportunity costs and benefits.

A third strength of the study is an understanding of the importance of student choices
both in selecting an institution and while enrolled in school. These factors are critical in
influencing the amount of student loan debt incurred. The analysis found that the type of
institution and the cost of attendance for that institution, as well as GPA and major, all were
significant in predicting the amount of student loan debt. Therefore, it seems appropriate that
education directed to help students find the most cost-effective school for their plans would
be an important part of a high school guidance program. Support programs and learning
centers designed to help the student select a suitable major and obtain the highest GPA
possible also would be beneficial to students and an essential part of student affairs
programming.

Limitations of the Study

One limitation of the data is that students in the sample graduated in 1992-93,
essentially one year before the 1992 Higher Education Reauthorization Act went into effect.
As a result, the influence of that act (increased loan limits and creation of unsubsidized loans)
on the respondents’ borrowing levels is negligible in these data. A more accurate picture of a
current student’s debt burden, especially the burden resulting from student loans, would be to
use data collected after 1994, as the amount a student can borrow increased significantly after

1992.
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Another limitation also relates to the availability of the sample. Only students who
graduated from a 4-year institution were included in the current study. One could hypothesize
that students who borrowed student loans and did not graduate with a baccalaureate degree
would have decreased financial well-being, compared to students who had obtained their
undergraduate degree. Using total household student loan debt and total household debt as
dependent variables when most of the predictors relate specifically to the respondent is
another limitation of the study. Future research could use household variables when studying
the household’s financial well-being, and variables specific to the individual to better
understand an individual’s contributions (either income or debt), to his/her financial well-
being.

Implications for Family and Public Policy

The results of the study indicate that debt is commonplace in people’s lives. Although
the current study found that, for the respondents in this sample, student loan debt is not a
financial burden, overall total debt is a concern. Therefore, policymakers must be aware of
the need to educate people on the burden of incurring high debt loads. Yet, educating people
about debt is not enough. Policy makers also must strive to create interventions that result in
a decrease in people’s debt loads. Although this study shows that student loan debt is
manageable, as previously stated, the rules of borrowing have changed since this specific
cohort borrowed. Today, there are more loans available (unsubsidized and private), and
therefore, increasing debt loads are a concern.

One manner of intervention could be to revert to lower student loan limits. The results
of the current study show that for the majority of this population, the amount of student loan

debt incurred was not a financial burden. Therefore, one could hypothesize that lower
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borrowing limits was the reason student loan debt was not a problem. This area of financial
aid could be examined to understand the benefits (and costs) of lower loan limits. The results
of the current study illustrate the importance of limiting student loan debt in return for
positive outcomes later, i.e., little or no debt four years after graduation.

Individualized counseling, before loans are granted (similar to premarital counseling),
is another intervention that may help young adults realize the effects of debt burden. Instead
of the on-line counseling that currently is being used by most higher education institutions,
one-on-one counseling may encourage students to evaluate critically the amount of loans
they need realistically. Although there are issues that would need to be worked out (e.g., time
needed for, and the cost of, intervention), perhaps the benefits of such an intervention
outweigh the costs if fewer students leave college with a large debt burden. A new policy or
intervention that would affect students’ lives positively before they take on large debt loads
should be the goal of future policymakers.

Loan forgiveness is an area of educational policy that has been left by the wayside, or
reduced dramatically in the past 10 years. Loan forgiveness programs usually trade volunteer
or low-paid work for a portion of the total loan debt being forgiven annually. Policymakers
must take a critical look at the benefits and drawbacks of this procedure to evaluate if it is not
only a proactive approach to helping individual students repay loans, but also an approach
that helps society by making workers available in areas that are in desperate need of
resources.

Another policy that must be reworked is making higher education affordable to any
person willing to make that investment in his/her own human capital. Increasing the

availability of grants and scholarships is one way to achieve this goal. In January 2003 The
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College Board stated, “The government should raise the limits on Pell grants and other types
of financial aid to help make college more affordable for low-income students” (Panel Urges,
2003).

As stated in the literature, any degree beyond a high school diploma benefits not only
the individual, but society as well. The Bureau of the Census (2003) recently released the
following figures:

Adults age 18 and over with a bachelor’s degree earned an average of $50,623 a year

in 2001, while those with a high school diploma earned $26,795 and those without a

high school diploma averaged $18,793. Advanced degree-holders made an average of

$72,869 in 2001. (p. 1)

Results of the present study show that obtaining a college degree, and therefore increasing
likelihood of employment and higher income, is a worthwhile investment in human capital.

The importance of educating future parents and students about the costs of higher
education and the various methods of financing an education is a policy issue that cannot be
ignored. Some researchers believe that instruction on using student loans as a means of
financing a higher education should start in high school or even earlier. Terenzini, Cabrera,
and Bernal (2001) suggest that students as young as junior high be provided with information
regarding financial planning, college selection, and degree completion strategies.

Previous research has substantiated the importance of educating students regarding
student loans and the responsibility of borrowing large sums of money before it occurs.
Baum (1996c¢) states,

Perhaps most critical is the provision in the law that requires schools to let borrowers

know the exact implications of repayment options. An understanding of the aggregate
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cost to the individual of extending the repayment period is a vital element in

discouraging excessive borrowing. (p. 17)

Hira et al. (2000), King and Frishberg (2001), Russo (1998), and other researchers
reiterate the importance of education for students regarding their loan obligations. “It is
important that students understand how much they really need to borrow, what the total
amount of their debt is, and how it will affect their future lifestyle” (Hira et al., 2000, p. 19).
Baum and Saunders (1998) echo similar sediments. They indicate the need to set clear
guidelines pertaining to how much debt is too much for certain categories of borrowers.
Holland and Healy (1989) emphasize the need for students to become aware of the
percentage of income needed to repay their loans. They also raise issues such as different
borrowing amounts for different majors and for men and women due to differences in
salaries among majors and between men and women.

Baum (2000) reveals another essential area of student loan education, acknowledging
the reality of expected future income. She remarks, “It would be wise to keep the role of
uncertainty and unfulfilled expectations in mind when counseling students about borrowing”
(p. 58). Other researchers have expressed similar sediments about planning on future income.
Using the same original data set, Baccalaureate and Beyond, Cha and Weagley (2002) found
that:

expected future income had a significant positive impact on the amount borrowed

[which] indicates that a student or the parents borrow greater amounts to fund the

investment in the student’s human capital as the student’s estimated expected future

income increases. (p. 69)
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It is imperative now more than ever to educate people about the costs and benefits of student
loans, as more students continue to borrow and are borrowing larger amounts. According to
Fossey (1998), “At the present annual rate, students will borrow about a quarter of a trillion
dollars in the next seven years” (p. 321).
Implications for Future Research
Although the current study has done much to improve knowledge regarding student

loan debt and the ability to repay it, there is more to be learned. Longitudinal studies
examining students as they graduate from college and venture into the labor market and
repayment years will be critical in understanding the true effects of increased dependence on
loans. Russo (1998) lays out four research questions that when answered will provide more
thorough information about this important policy topic.

» Will current default rates continue?

»  How much of a role does the economy play in loan defaults?

» How much of the new explosion of debt is simply a result of more liberal

eligibility and expanded loan limits?
» How much of it can be attributed to the “buy now, pay later” attitude of many
American families? (p. 4).

Russo’s questions stimulate thought on important aspects of student loan debt. When will
student loan educators and financial aid officers begin to look at the “lifetime” default rate,
and not simply those students who default in the first two years after leaving college? How
will the economic slowdown across the globe as well as in the United States affect a
student’s ability to repay his/her loans? Will the debt/earnings ratio increase, and will

families be able to manage that increased ratio? Another question that needs further
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exploration is how increased debt levels affect families over the lifecycle. Do debt levels
vary throughout the lifecycle similar to variations in income? If so, do we need to be
concerned if students graduate with high debt levels, or will they decrease their debt as their
income increases? These are all questions that must be studied and answered for us to
manage the student loan phenomenon successfully.

In light of the change in most people’s economic stability in the last four years,
Russo’s (1998) insistence on examining the effects of the economy on debt burdens is
critical. A valid idea for future research would be to examine how debt burden has changed
since 1992, as a result of both the Reauthorization Act and the changing economic times.
Although this study and other recent studies show that debt burdens are not a problem, one
must recall that the data for those studies were gathered during strong economic times.

Other areas of influence also must be understood. One important arena involves the
continuation of the traditional “college experience” as we know it. In upcoming decades will
this experience still be the same, or will the majority of college students receive their degree
on-line? The trend toward distance-learning programs offered by higher education
institutions is growing rapidly in the United States. This movement is expected to continue
and to influence traditional colleges and universities significantly in the future. What will an
on-line college education mean for student loans or those students who need to borrow to
obtain a higher education degree? These are all important areas of future research.

The purpose of this study was to investigate financial well-being issues related to
student loan debt by examining the debt burdens of students four years after graduation. To
understand the relationship among human capital, student loan debt, and financial well-being,

it is critical to understand how these components influence a person’s decision to borrow.



129

Access to financial aid can be equated with access to a higher education, and how students

pay for that education is a critical component of family and public policy.

“My school sends me portions uf my diplema as Fpay off my schoal loans. . .."

Source: Phi Delta Kappan (1998, December) p. 321.

Figure 5.1. Portions of a Diploma Received with Each Student Loan Payment
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APPENDIX

Appendix. Correlation Coefficients: Financial Well-Being and Student Loan Debt Models

Variable 1. 2. 3. 4, 5.
1. Log DV 1.00
2. Log Loan 394%* 1.00
3. Gender .001 -.026* 1.00
4. White -.023* -.044%* -.053%* 1.00
5. Black .038%* .063%* .064%* -.570** 1.00
6. Hispanic .022%* .037%* .038%* -.549%* -.055%*
7. Other Race -.024 -.032%* -.020 -.519%* -.052%%*
8. Business -.029* -.075%* -.076** -.021 .023
9. Engineer -.018 -.017 -.230%* -.035%* .001
10. Humanity 072%* .066** .010 -.001 .004
11. Education -.014 .018 .193%* 051 %* -.028*
12. Other Major -.022 -.009 .092%* .006 .000
13. GPA -.049%* -.034%* .166* 101 ** - 117%*
14. Pub PhD -.009 -.074%* -.049%* -.014 -.016
15. Pub_nonPhD .009 -.050%* .039%* .012 -.017
16. Private PhD .022 .056%* -.030* -.004 -.010
17. Private nonPhD -.016 .096** .044%* .008 .046%**
18. Borrowed Grad 129%* 178%* -.030* -.027* .030
19. Gift Aid? 077%* .302%* .021 -.079%* 072%*
20. Depend Status -.023* .006 -.017 -.039%* .026*
21. Attendance Costs .036%* J132%* .019 .019 .008
22. Age at BA -.086%* -.069%* .046%* -.026* .033%*
23. Saving Money? - 151** - 121%* -.026* 038 -.003
24. Employed_FT -.002 -.028* -.087%* 037%* .015
25. Employed PT .010 .029* .081%* .007 -.024
26. Unemployed -.006 010 .038** -.052%* .002
27. Single .065%* 152%* -.086** -.084%* .076%*
28. Married -.092%* - 178** .043%* 091 ** -.083**
29. Divorced 060%** 057%* .092%* -.014 .016
30. HH Size -.081%* .024* -.011%* -.082%* 027*
31. Current Enrolled?  .035%* -.012 .000 -.002 -.012
32. No Other Degree  -.075%** S 111%* -.024 .003 .004
33. Masters .036%* .093%* .022 -.006 .007
34, Professional/Ph.D .088** 134%* -.058%* -.023 -.005

35. Other Degree .024* -.017 .044%* .015 -.013
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Variable 6. 7. 8. 9. 10.
1. Log DV
2. Log Loan
3. Gender
4. White
5. Black
6. Hispanic 1.00
7. Other Race -.050%* 1.00
8. Business -.005 015 1.00
9. Engineer -.008 068** - 184%* 1.00
10. Humanity .005 -.009 -.232%* -.285%* 1.00
11. Education -.013 -.043** -.165** -.203** -256**
12. Other Major .017 -.027* -.234%* -.287%* -.362%%*
13. GPA -.035%* -.010 -.032%* -.032* .002
14. Pub_PhD -.002 043 %* -.013 039%* -.025*
15. Pub_nonPhD 010 -.012 .003 -.037** -.048**
16. Private PhD .004 014 -.034** 051%* 052%*
17. Private_nonPhD -.012 -.052%* 041%* -.051%* .039%*
18. Borrowed Grad .007 .006 -.074%* Jd11%* 046**
19. Gift Aid? L058** -.003 -.032%* .038** -.010
20. Depend Status L041%* -.005 015 -.020 -.094%%*
21. Attendance Costs -.049%* .010 -.048** 022 087%*
22. Age at BA .018 -.010 .044** -.064** -.072%*
23. Saving Money? -.035%* -.026* .049%* .003 -.059%*
24. Employed FT -.038** -.040** .082%* -.014 -.070%*
25. Employed_PT .014 .000 -.056** -.031* .044**
26. Unemployed 035%* 050%* -.054%* .045%* .049%*
27. Single -.009 071%* -017 056** .087**
28. Married -.002 -.063** -.023 -.034** -.082%*
29. Divorced 024 -.018 -.013 -.049%* -.012
30. HH Size 053** L055%* 017 -.011 -.033%*
31. Current Enrolled? -.016 .032%* -Q77** 065** 045%*
32. No Other Degree .007 -.018 .060** -.002 -.051**
33. Masters -.013 016 -.040%** .020 .032%*
34. Professional/Ph.D 022 021 -.027* -.006 .045%*
35. Other Degree -.006 -.004 -.030* -.019 .016



Appendix. (continued)

132

Variable 11. 12. 13. 14. 15.
1. Log DV
2. Log Loan
3. Gender
4. White
5. Black
6. Hispanic
7. Other Race
8. Business
9. Engineer
10. Humanity
11. Education 1.00
12. Other Major -.258%* 1.00
13. GPA .086** -.020 1.00
14. Pub_PhD - 51%* 043 % -.089%* 1.00
15. Pub_nonPhD .084** .009 -.030 - 484%* 1.00
16. Private PhD -.054%* -.027* .039%* -.320%* -2]18%*
17. Private_nonPhD .018 -.040** .108%* -435%* -.288**
18. Borrowed Grad -.044%* -.050%* A79%* .000 -.086**
19. Gift Aid? .040%* -.032%* 132%* - 145%* -.077**
20. Depend Status 053%* 056%* 072%* -.020* 118%*
21. Attendance Costs -.049%* -.030* .090** -.298%* -.234%%
22. Age at BA 029* 071%* .185%* -.047%* 074%*
23. Saving Money? -.010 .027%* .028%* .031* -.002
24. Employed FT .005 016 -.094** 015 015
25. Employed PT 017 012 064%* -.017 .020
26. Unemployed -.021 -.030* 062%* -.004 -.037**
27. Single -.096** -.045%* -.118%* -.020 -.064**
28. Married .093%* 018 Q77%* .026%* 046%*
29. Divorced .007 059%* .089** -.011 .039**
30. HH Size 037** .000 .007 -.057%* 013
31. Current Enrolled? .038%* -.074%* 072%* .000 -.033%*
32. No Other Degree -.031%* 032%* - 119%* .000 .024
33. Masters 011 -.028* A31%* -.009 -.037%*
34. Professional/Ph.D  -.037** 012 068** .009 -.043%*
35. Other Degree 057** -.022 -.016 .006 035%*
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Appendix. (continued)

Variable 16. 17. 18. 19. 20.

Log DV
Log Loan
Gender
White
Black
Hispanic
Other Race
Business

. Engineer
10. Humanity
11. Education
12. Other Major

WHONAn kW=

13. GPA

14. Pub_PhD

15. Pub_nonPhD

16. Private PhD 1.00

17. Private nonPhD -.196** 1.00

18. Borrowed Grad 077** .028%* 1.00

19. Gift Aid? L083** .190%* L087%* 1.00

20. Depend Status -.091%* -.025* -.085%* A17%* 1.00
21. Attendance Costs 361%* J313%* 120%* 209%* - 131%*
22. Age at BA -.087%* L051%* -.068** .016 .599%*
23. Saving Money? -.031%* -.010 -.103%* -.031* -.003
24. Employed FT -.032%* -.009 -216%* -.009 .019
25. Employed PT -.018 .015 .100%* -.005 .025*
26. Unemployed .056%* -.003 .184%* .016 -.045%*
27. Single .100%** .010 .088%* -.032%* -.303%*
28. Married -.076%* -.017 -.083%* .019 .192%*
29. Divorced -.050%* .014 -.012 027* 239%*
30. HH Size .030* .030* -.029* .036%* .166**
31. Current Enrolled?  .022 017 J318** 014 -.067**
32. No Other Degree  -.041%%* .009 -357%%* -.011 064**
33. Masters 054%* .006 J387** .021 -.066**
34. Professional/Ph.D  .058** -.014 220 -.004 -.062%*

35. Other Degree -.037** -.013 -.045%* -.007 016
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Variable 21. 22. 23. 24, 25.
1. Log DV
2. Log_loan
3. Gender
4. White
5. Black
6. Hispanic
7. Other Race
8. Business
9. Engineer
10. Humanity
11. Education
12. Other Major
13. GPA
14. Pub_PhD
15. Pub_nonPhD
16. Private PhD
17. Private_nonPhD
18. Borrowed Grad
19. Gift Aid?
20. Depend Status
21. Attendance Costs  1.00
22. Age at BA -.061%* 1.00
23. Saving Money? -.023* .000 1.00
24. Employed FT -.055%* 012 153 1.00
25. Employed PT .009 .016 -.087** -.609** 1.00
26. Unemployed 061** -.030* - 117** - 724** -.106**
27. Single 107** -.303%* -.083%* .006 -.014
28. Married - 101** 138%* d11%* -.010 .008
29. Divorced -.014 356** -.062** .009 012
30. HH Size -.013 075%* -.031** -.105%** 073%*
31. Current Enrolled?  .061** -.065%* -.084%** -.260** 145%*
32. No Other Degree  -.075** .027* .018 057** -.035%*
33. Masters L085** -.028** .007 -.032* .022
34. Professional/Ph.D  .069** -.047** -.060** -.078** -.003
35. Other Degree -.028* .020 -.004 -.005 .029*
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Variable

26.

27.

28

29.

30.

Log DV

Log Loan
Gender

White

Black

Hispanic

Other Race
Business

. Engineer

10. Humanity

11. Education

12. Other Major

13. GPA

14. Pub_PhD

15. Pub_nonPhD
16. Private PhD

17. Private_nonPhD
18. Borrowed Grad
19. Gift Aid?

20. Depend Status
21. Attendance Costs
22. Age at BA

23. Saving Money?
24. Employed FT
25. Employed PT
26. Unemployed

27. Single

28. Married

29. Divorced

30. HH Size

31. Current Enrolled?
32. No Other Degree
33. Masters

34. Professional/Ph.D
35. Other Degree

e R il S e

1.00
.004
.006

-.021*
.068**
200**

-.041**
021
101**

-.019

1.00

-.893%*
- 224%*
-.066**
.060**
-.046**
.048**
.043**
-.012

1.00
-.238%*
097%*
-.052%*
045%*
-.041**
-.033%*
-.002

1.00
-.068**
-.018
.001
-.016
-.021
031*

1.00
-.015
041%*
-.041**
012
-.020
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Variable

31.

32.

33.

34.

35.

Log DV

Log Loan
Gender

White

Black

Hispanic

Other Race
Business

. Engineer

10. Humanity

11. Education

12. Other Major

13. GPA

14. Pub_PhD

15. Pub_nonPhD

16. Private PhD

17. Private_nonPhD
18. Borrowed Grad
19. Gift Aid?

20. Depend Status
21. Attendance Costs
22. Age at BA

23. Saving Money?
24. Employed FT
25. Employed PT
26. Unemployed

27. Single

28. Married

29. Divorced

30. HH Size

31. Current Enrolled?
32. No Other Degree
33. Masters

34. Professional/Ph.D
35. Other Degree

1000 N O LR W

1.00

-.044**
013

-.029*
071**

1.00

- 716%*
-297**
-.532%**

1.00
-.050%*
-.090**

1.00
-.037**

1.00

¥k p=<.01; *p=<.05
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