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KEY FINDINGS

T

oday, taking out loans is the primary way individuals pay
for college—a major shift in how our nation provides
access to higher education. While concerns about the
growth in college costs and student debt are nearly
universal, much of this concern focuses on how college debt is
impacting the economic well-being of college graduates and our
overall economy. What has been less understood, or examined, is
how this shift to a debt-based system impacts our nation’s historical
commitment to ensuring everyone—regardless of race or class—can
afford to go to college. We need to understand whether or not the
“new normal” of debt-financed college is having an impact on our
ability to make good on that fundamental promise.
This report, The Debt Divide, provides a comprehensive look
at how the “new normal” of debt-financed college impacts the
whole pipeline of decision-making related to college. This includes,
whether to attend college at all, what type college to attend and
whether to complete a degree, all the way to a host of choices about
what to do for a living, and whether to save for retirement or buy a
home. In an America where Black and Latino households have just
a fraction of the wealth of white households, where communities
of color have for decades been shut out of traditional ladders of
economic opportunity, a system based entirely on acquiring debt to
get ahead may have very different impacts on some communities
over others.
Our analysis, using data from three U.S. Department of Education
surveys, the Federal Reserve’s 2013 Survey of Consumer Finances,
and existing academic literature, reveals a system that is deeply
biased along class and racial lines. Our debt-financed system not
only results in higher loan balances for low-income, Black and
Latino students, but also results in high numbers of low-income
students and students of color dropping out without receiving a
credential. In addition, our debt-based system may be fundamentally
impacting the post-college lives of those who are forced to take on
debt to attend and complete college. Our findings include:
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• Black and low-income students borrow more, and more

often, to receive a bachelor’s degree, even at public
institutions. A full 84 percent of graduates who received Pell
Grants graduate with debt, compared to less than half (46%)
of non-Pell recipients. While less than two-thirds (63%) of
white graduates from public schools borrow, four-in-five
(81%) of Black graduates do so. Latino graduates borrow at
similar rates and slightly lower amounts than white students.

• Associate’s degree borrowing has spiked particularly

among Black students over the past decade. At public
institutions, well over half (57%) of Black associate’s degree
recipients borrow (compared to 43% of white students), and
borrow nearly $2,000 more than white students.
A decade ago, 38% of Black associate’s degree recipients
borrowed (compared to 32% of white students). In other
words, a six-point gap in borrowing between white and
Black associate’s degree holders has turned into a 14-point
gap.

• Students at for-profit institutions face the highest debt

burdens. Associate’s degree recipients at for-profit schools
borrow almost the same amount (only $956 less) than
bachelor’s degree recipients at public colleges.

• Black and Latino students are dropping out with debt at

higher rates than white students. At all schools, nearly 4-in10 (39%) of Black borrowers drop out of college, compared
to 29% of white borrowers. Around the same number (38%)
of low-income borrowers1 drop out compared to less than a
quarter of their higher-income peers. Nearly two-thirds of
Black and Latino student borrowers at for-profit four-year
schools drop out (65% and 67% respectively). Nearly half
(47%) of Black student borrowers drop out with debt at forprofit 2, and less-than-2-,year institutions.

• Graduates with student loan debt report lower levels of

job satisfaction when initially entering the workforce.
High debt borrows report levels of satisfaction around 11
percentage points lower than those who graduated from
college debt-free.
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• Average debt levels are beyond borrowing thresholds that

are deemed by research to be “positive.” Studies suggest
that small amounts of debt—$10,000 or below—have a
positive impact on college persistence and graduation,
but amounts above that may have a negative impact.
Unfortunately, average debt levels for both associate’s and
bachelor’s recipients are now well beyond the “beneficial”
threshold.

• While those with a college degree are more likely to save

or buy a home, student debt could be acting as a barrier.
At every level of education, households without student
debt are more likely to own homes, have slightly lower
interest rates on mortgages, and have retirement and liquid
assets that are considerably larger than those households
with student debt.
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INTRODUCTION

I

n a gymnasium at Southwest Texas State Teachers College in
1965, President Lyndon Johnson remarked upon signing the
Higher Education Act that “a high school senior anywhere
in this great land of ours can apply to any college or any
university in any of the 50 States and not be turned away because
his family is poor.”2 The HEA, as it is known, created a system of
grants for needy students, work opportunities for students, and
interest-free loans as a backstop for students with unmet financial
need. Rather than being seen as a partisan accomplishment of the
Great Society, it was largely defended as a seminal piece of the
American social contract. Rather than dismantling Johnson’s proud
achievement, five years later, in 1970, Johnson’s successor Richard
Nixon argued in a special address to Congress that “No qualified
student who wants to go to college should be barred by lack of
money. That has long been a great American goal; I propose that
we achieve it now.”3
And so it went for a generation for aspiring college students,
who could generally finance college from a combination of
scholarships, part-time employment during the school year or
summer, or family income. Student loans, while always nominally
available, were reserved for middle-class families who used them as
a cash-flow mechanism.
As more students entered college, however, our public officials
began to renege on their promise to invest in the higher education
system. States started cutting per-student funding at public
institutions, and modest increases in grant aid were dwarfed by
rising tuition. Meanwhile, working-class and middle-class incomes
began to stagnate, leaving students with little recourse but to
take on debt to reach their college dreams. With each successive
reauthorization or rewrite of HEA, policymakers have done less to
fulfill the public dreams of those who wrote it.
We have now entered a new phase where student borrowing
is now the primary way young people pay for college. The heavy
reliance on student loans has made the college-going process
fundamentally different for some groups, notably Black and
Latino students and students of modest means. And despite a
growing body of research showing that need-based grant aid is the
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most effective mechanism to induce enrollment and completion,
our public policy has led students to rely far more on loans—the
effectiveness of which is mixed at best and actually harmful at worst.
This shift places an unequal burden on communities that have
historically been denied an opportunity to gain and leverage
wealth. While higher-income, predominately white, households
can hope to minimize borrowing by using tax-advantaged savings
and investment accounts, home equity, and other mechanisms,
low-income households by and large cannot use these tools. For our
entire history, public policies—from redlining, to inequitable state
and local tax formulas that fund K-12 education, to the decline of
defined-benefit pensions—have denied communities of color the
same opportunities to build wealth and gain the same foothold in
the middle class that whites have enjoyed. And despite the death of
de jure Jim Crow-era segregation, gaps in wealth between white and
Black, and white and Latino, households have actually increased.
Two decades ago, white households had median net worth seven
times higher than Black households, and six times higher than
Latino households. In the aftermath of the recession, whites held 13
times more wealth than Black households and ten times more wealth
than Latino households.4 These households are far less likely to
have accumulated the wealth necessary to save for college and avoid
borrowing to pay for rising costs of attendance.
The result is a burden of debt that is fundamentally unequal; lowincome, Black and Latino students almost universally must borrow
to attain a degree, while white, middle- and upper-class students
are far less likely to need to borrow. This can distort choices about
whether and where to go to school, and contributes to persistent
gaps in attainment.
Reliance on loan debt also makes the consequences of dropping
out of college far direr. A generation ago, the only consequence a
college dropout faced was the loss of future earnings that could
have come with the degree. Now, dropouts face loss of earnings as
well as a debt burden that must be paid off in short order. The link
between student loan defaults and dropping out is strong. In fact, a
recent analysis by the New America Foundation shows that nearly
two-thirds of those who default on student loans have no degree.5
Finally, student loan debt does not stop at the water’s edge—
there is plenty of evidence that it can reduce lifetime wealth, affect
important life decisions, and resonate long after a borrower is out of
school. Analyses over the past few years from Demos6 and the New
York Federal Reserve Bank7 have raised fresh concerns about the
5 • demos.org

broad economic impacts of our debt-for-diploma system.
This report, The Debt Divide, outlines what we know about
undergraduate student debt, using data from three U.S. Department
of Education surveys as well as the Federal Reserve’s 2013 Survey of
Consumer Finances, in addition to existing research on the topic.
Where possible, we try to shine a light on students at public colleges
and universities; after all, these institutions educate the vast majority
of U.S. college students, and have a mission to remain affordable and
maintain a student body that is representative of their state. What
we find, unfortunately, is a system that not only overburdens lowincome, Black and Latino students, but also may be fundamentally
impacting the post-college lives of all students who are forced to take
on debt to attend and complete college.
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RACE AND CL ASS

I

t is no secret that college costs have far outpaced inflation and
growth in family income in recent decades, particularly (though
not exclusively) at public institutions. Need-based grant aid,
which is designed to defray costs for low-income students, has
also dwindled as a percentage of college costs. It is disheartening
but not surprising, then, that students who already have trouble
financing school—namely, Black and Latino low-income students—
have seen borrowing levels and amounts spike.
Indeed, low-income graduates (those who received a Pell
Grant while in school) borrow at far higher rates—and in higher
amounts—than their middle- and upper-income counterparts
at both two- and four-year institutions, regardless of the type of
institution attended, and despite receiving thousands of dollars
in grant aid. Black students also borrow at much higher rates,
and in higher amounts, to receive the same degrees as their white
counterparts. Latino students borrow at higher percentages and
in higher amounts than white students at private non-profit and
for-profit institutions, but graduate with less debt on average than
white and Black students at public institutions.
Borrowing for a Bachelor’s
Perhaps surprisingly, the gap in borrowing between Pell
and non-Pell recipients, and white and Black students, is most
pronounced at public institutions. A full 84 percent of graduates
who received Pell Grants graduate with debt, compared to less than
half (46%) of non-Pell recipients. Overall, borrowing rates are higher
among bachelor’s recipients at private non-profit schools for every
group, even though the gap may be smaller than one would think
(see Figure 1).
In addition, Black bachelor’s degree recipients are more likely
to borrow than white students at any type of institution (including
for-profit schools, discussed below). While less than two-thirds
(63%) of white graduates from public schools borrow, four-fifths
(81%) of Black graduates borrow. While private non-profit schools
command more frequent borrowing among Black students, the gap
in the percentage of Black and white students who borrow is higher
at public institutions.
7 • demos.org

Figure 1. Black and Low-Income Students Are More
Likely to Borrow for a Bachelor's
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Latino students, on the other hand, borrow at the exact same
rate as white students (63%), and actually borrow an average of
$2,400 less than whites to receive degrees from public colleges
and universities (see Figure 2). This could be attributable to many
factors, including whites attending slightly more expensive public
institutions, or cultural attitudes towards debt and risk. However,
borrowing rates are far higher for Latino students at private
non-profit schools, where 87% borrow. Average debt at private nonprofits is actually higher for Latino students than for Black and white
students.
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Figure 2. Black and Low-Income Students Borrow
More for a Bachelor's
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Debt Is Rising for Two-Year Degrees
Many students consider an associate’s degree as a low-cost,
low-debt college option, either as a springboard for a bachelor’s
degree program or return to the workforce. Indeed, borrowing levels
of all students at public 2-year schools are low (around 17%). But
for those who are pursuing an associate’s degree, borrowing rates
are far higher. In fact, 4-in-10 associate’s degree recipients at public
institutions9 now must borrow in order to earn the credential (see
Figure 3).10 Debt levels, while lower than those at four-year schools,
average $13,970 at public institutions (see Figure 4).11
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Figure 3. Black and Low-Income Students Are More Likely
to Borrow for An Associate's Degree
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Figure 4. Black and Low-Income Students Take on Higher
Debt for an Associate's Degree
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These numbers have jumped over the past decade. The mid-2000s
saw substantial increases in the percentage of students who
borrowed for associate’s degrees, which has held through today. In
the midst of the recession, between 2008 and 2012, the percentage
of borrowers increased slightly, but the average amount borrowed
for an associate’s degree ballooned. Adjusted for inflation, today’s
2015 • 10

associate’s degree holders from public schools graduate with $3,000
more in debt than they did in 2004, and over $2,500 more than they
did in 2008 (see Figure 5).

Figure 5. During the Great Recession, Average Debt Spiked
for Associate's Degree Recipients
$18k
Average Debt, Associate's Degree Recipients
(Adjusted for Inﬂation)
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But, as with bachelor’s recipients, these figures mask substantial
differences by race and income.
In fact, 57 percent of Black associate’s degree recipients borrow
(compared to 43% of white students), and borrow nearly $2,000
more than white students. Black students also saw the largest spike
in borrowing between the 2003-04 and the 2011-12 school years.
A decade ago, 38 percent of Black associate’s degree recipients at
public schools borrowed (compared to 32% of white students). In
other words, a six-point gap in borrowing between white and Black
associate’s degree holders has turned into a 14-point gap. On the
other hand, only a third (35%) of Latino associate’s degree holders
borrow to earn an associate’s, though that number is up from less
than a quarter (23%) in 2003-04 (see Figure 6).
Additionally, despite the fact that the maximum Pell Grant often
covers tuition and fees for associate’s degree programs at public
schools, well over half (55%) of associate’s degree recipients who
received Pell Grants graduated with debt. Pell recipients took on an
average of over $14,500, nearly $2,000 more than those who never
received the grant.
Perhaps more concerning, it seems that the fundamental transfer
11 • demos.org

Figure 6. Associate's Degree Borrowing Continues to
Rise at Public Colleges
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mission of community colleges is being undercut. A 2012 study
from TG indicates that bachelor’s recipients who transferred from
community colleges actually borrowed the same amount or more
than students who started at public and private 4-year schools.12 In
other words, contrary to intuition, transferring from a community
college did not lower the cost of a degree.

Near-Universal Borrowing at For-Profit Schools
While three-in-four students attend public colleges and
universities, for-profit institutions educate less than ten
percent of all undergraduates.13 And yet, for-profit schools
command media and policy attention precisely because of
the outsized impact they have on overall student borrowing.
For-profit institutions also enroll disproportionate numbers of
Black and Latino students. In fact, Black and Latino students
make up fewer than one-third (29%) of all college students,
but nearly half (45%) of all private for-profit students.14
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While for-profit schools graduate the lowest percentage of
their students than any sector, those who do graduate almost
certainly take on debt. Eighty-six percent of white students,
89% of Latino students, and 90% of Black students borrow to
receive a bachelor’s degree at for-profit institutions, with debt
averaging around $40,000 for each group. Ninety-six percent
of Pell Grant recipients who graduate from for-profits incur
debt (see Table 1).
Borrowing numbers are nearly identical at the associate’s
degree level. As with bachelor’s degree programs, nearly
all (94%) of associate’s degree holders at for-profit schools
who received Pell Grants graduate with debt, averaging over
$25,000. Nearly all students of color borrow as well, including
93% of Black students and 92% of Latino students (compared
to 85% of white students). Although Black students at
for-profit schools borrow around the same amount as white
students, Latino degree holders actually borrow over $3,500
less than white students at for-profit schools.
To put for-profit borrowing in perspective—associate’s
degree recipients at for-profit schools only borrow $956 less
than bachelor’s degree recipients at public schools. The high
debt that degree recipients must endure at these schools
is one reason that for-profit institutions have come under
extra scrutiny from both the federal government and state
attorneys general. Another reason for scrutiny is the share of
students at these schools that do not make it to the finish line,
as mentioned below.
Table 1. To Graduate at a For-Profit, Nearly Everyone
Must Borrow, 2012
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n some ways, the student borrowers described above may be
in the best shape of all. After all, despite rising debt burdens,
borrowers with degrees at least have a credential that remains
valuable in the labor market. Unemployment rates remain
lower and earnings remain higher for college graduates relative to
their less-educated peers, even if the rise in overall debt threatens to
consume more and more of their income and savings over time.
For dropouts, however, the story is different. In fact, dropping
out of college is consistently the biggest predictor of whether or not
someone will default on a student loan, and financial obligations
(either the cost or the need to work to financially support oneself
while in school) is the largest reason cited for dropping out.16, 17
And Black and Latino students are substantially more likely to cite
financial reasons for dropping out. Around 7-in-10 Blacks dropouts
cite student debt as a primary reason for not completing school,
compared to fewer than half of white students.18 Essentially, as
borrowing has increased in tandem with the importance of a degree,
the consequences of dropping out have never been higher, and the
burden of student debt may be making Black and Latino students
less likely to complete their degree.
In a way, student debt would be a less worrisome issue if all
students who entered college were essentially guaranteed to receive
that credential, and that their degree always provided a labor market
boost. Unfortunately, neither of those are the case. In fact, only
56 percent of degree-seeking students complete college within six
years.19 Numbers are far worse for students who dip below full-time
enrollment; less than half (43.2%) of students who enroll part-time
at any point end up graduating within six years.20
In fact, evidence is mixed on whether student loans provide any
positive impact on the ability to complete a degree. The research
on the topic is complicated, since some consider student loans as
financial aid while others do not. It’s also difficult to separate the
reasons for a student dropping out. After all, while many students
cite financial difficulties as a reason for leaving school, it’s unclear
how much that interplays with academic preparation or other life
obligations. Also, student loans could negatively impact graduation
even when students do not rely on them. Among students with
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substantial unmet financial need, those that choose not to take out
student loans are far more likely to simply enroll part-time.21 In
other words, students are stuck with a Catch-22: take on loans, or
engage in behavior—part-time enrollment or full-time work—that
decreases the likelihood that they will complete a degree.
The picture is also complicated by the fact that extremely modest
amounts of loans could be useful in helping students make ends
meet. Two different studies suggest that small amounts of debt—
$10,000 or below—have a positive impact on college persistence
and graduation, but that amounts above that may actually have a
negative impact on the ability to graduate.22, 23 This makes sense
intuitively; loans may be useful to fill small gaps in need, but
could become a burden when used as the primary financing tool.
This is troubling, needless to say, when average debt levels for
both associate’s and bachelor’s recipients are now well beyond the
$10,000 threshold suggested by the research. Other studies also find
that loans may have a negative impact only on students of color
or students with few family resources to buffer against the risk of
borrowing.24
It is telling, however, that the impact of grant aid on college
persistence and completion is quite clear, while the impact of
loans is far less so. Several studies suggest that grant aid positively
impacts persistence25 and completion26 particularly for low-income
students—the students who are forced to borrow far more today and
graduate at much lower rates.
Indebted Dropouts Are More Likely to Be Low-Income,
Black and Latino Students
The impact of student loan debt is more concerning when
we examine the number of people who take on debt but do not
graduate. Unfortunately, the ranks of indebted dropouts have grown
in recent years. A recent Education Sector study indicates that nearly
a third of borrowers are dropping out, up from about one-in-five in
2001. Student borrowers at for-profit 4-year schools are also far more
likely to drop out than students at public and private non-profit
4-year schools.27
But understanding, and potentially remedying, this problem
requires an understanding of exactly who is dropping out with debt.
As with overall borrowing, nearly 4-in-10 (39%) of Black borrowers
drop out, compared to 29% of white borrowers. A similar percentage
(38%) of low-income borrowers28 drop out (see Figure 7). But these
numbers are just the tip of the iceberg. In fact, nearly two-thirds of
15 • demos.org

Black and Latino student borrowers at for-profit four-year schools
drop out (65% and 67%, respectively) (see Figure 8). Over half
of low-income borrowers drop out at these institutions as well.
Nearly half (47%) of Black student borrowers drop out with debt at
for-profit 2-, and less-than-2-, year institutions. Rates are worrisome
at public institutions, if less so. Nearly a third of low-income student
borrowers at public 4-year schools drop out, a rate 10% higher than
student borrowers at those schools on the whole.
Figure 7. Black and Low-Income Borrowers Are More
Likely to Drop Out
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Figure 8. Borrowers of Color, Low-Income Borrowers
More Likely to Drop Out
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The link between dropping out and struggling to repay loans is
strong, and helps explain why the average balance of a defaulted
student loan is relatively low (around $15,00029). Students who
borrow but drop out, by definition, do not have additional years
to accumulate debt, but fall into trouble making monthly payments
without the benefits of a degree. This explains how a law school
student with six-figure debt can be in better financial shape than
a dropout from an associate’s degree or certificate program, and
speaks to the need for targeted policy solutions aimed at those most
likely to struggle to repay.
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S T U D E N T L O A N S C A S T A P O S T- C O L L E G E
SHADOW
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bviously, student loans stick with borrowers well
beyond the time they leave school. In fact, one-third
of all student debt is owed by borrowers over 40 years
old. The average student loan balance for an indebted
60 year old is right around $20,000, likely due to accumulated
interest (or borrowing for graduate school).30 The specter of debt,
naturally, can last well into the age when workers could be saving for
retirement or even a child’s education.
In 2013, Demos released At What Cost? How Student Debt
Reduces Lifetime Wealth, which showed that relative to a collegeeducated household without debt, an indebted household stands
to lose $208,000 over a lifetime, primarily from lost retirement
savings.31 This figure stands to rise as debt levels, and thus the time
it takes to offload student debt, extends into a borrower’s prime
earning years. Even a 2014 Brookings Institution report that received
wide attention for arguing that student debt is manageable for the
average borrower noted that borrowers are now taking twice as long
(13.4 years) to pay off their loans as they were nearly 20 years ago
(7.5 years).32
Beyond potential lost savings, a recent poll from Gallup and the
University of Purdue notes that indebted graduates—particularly
those with high debt levels—report lower levels of financial worth as
well as physical well-being.33
Student debt may also be impacting the decisions students make
about future employment. Graduates with student loan debt also
show less initial job satisfaction than those who did not borrow for
undergraduate education (see Figure 9).
A 2008 study also found causal evidence—from a natural
experiment at a highly-selective institution—that student debt
causes graduates to choose highly-paid occupations and shy
away from public-interest professions.34 And a recent study from
researchers from the Federal Reserve Bank of Philadelphia and Penn
State also recently noted that student debt has a significant negative
impact on small business formation.35 Again, this makes sense;
small businesses are more likely to be financed at least partially from
personal debt.
2015 • 18

Figure 9. Graduates with Student Debt Show
Less Initial Job Satisfaction
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A debate has also sprung up around the impact of student debt on
this generation’s ability to purchase a home. According to the Federal
Reserve, student borrowers continue to stay away from home
purchases relative to their non-indebted peers. Whereas having
student loan debt once made someone more likely to purchase a
home, the opposite is now true: 27- to 30-year-olds with student
debt have lower rates of homeownership.36 The same is broadly true
of car ownership as well.
This may have something to do with the impact of student loans
on credit scores. A 2014 Brookings paper notes that credit scores
for young households without student debt are higher than indebted
households—a relatively new phenomenon over the past decade.37
And a 2012 study from Young Invincibles estimated that the typical
single student borrower now has a debt-to-income ratio that would
prohibit him or her from qualifying for a garden-variety home
mortgage.38
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WHY HAS THIS HAPPENED? THE DRIVING
FA C T O R S B E H I N D R I S I N G U N D E R G R A D U AT E
LOAN DEBT

T

he overall dollar amount of student loans in the
economy can also be attributed to increasing numbers of
students attending college. This is most likely a positive
phenomenon; enrollment in degree-granting institutions
has grown from 25% of all 18- to 24-year-olds in 1979 to 41%
today.39 Indeed, enrollment is up for all income groups—even half of
all low-income high school graduates enroll in college the following
fall, up from one-third in 1980. Despite a projected decline in the
number of 18- to 24-year-olds, the U.S. Department of Education
still projects college enrollment to grow by nearly 14% between
now and 2022.40 Still, enrollment gaps persist, and the gap in college
attendance between wealthy and low-income students has stayed
basically the same over the past 30 years.41
But, as Demos has documented previously, in 2012’s The Great
Cost Shift and 2014’s The Great Cost Shift Continues, a primary driver
of student debt continues to be reduced state expenditures on higher
education. In the past decade alone, state higher education funding
per student dropped by 22%, and 2012 saw the lowest per-student
expenditure on higher education in three decades.42 Even as the
economy has rebounded from a bitter recession, state spending for
higher education ticked upward by a negligible 1.4% and even then,
20 states still cut per-student funding.43 Gaps in funding have been
made up primarily via tuition, shifting the cost away from the state
and onto the student. Unsurprisingly, tuition makes up a far higher
percentage of the cost of educating students. In 2000, tuition dollars
covered 29%, with public support making up the rest. By 2013,
tuition covered nearly half (see Figure 10).
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Figure 10. As Appropriations Stagnate, Tuition and the Student
Burden Increase
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As tuition has risen, grant aid has also failed to keep pace. The
Pell Grant, the federal government’s cornerstone need-based aid
program, covered over three-fourths of the total cost of attendance
at public colleges and universities in the late 1970s and nearly 40%
of the costs of attending a private non-profit. By 2014, it covered less
than one-third, and less than 15% at private non-profit schools (see
Figure 11). State grant aid programs have also failed to fill the gap
while also moving toward rewarding a higher percentage of grants
based on merit, rather than need. Meanwhile, many institutions of
higher education are using grant aid on higher-income students,
while low-income students face net prices that approach their entire
family income.44
Meanwhile, family incomes for everyone but the wealthiest have
remained relatively stagnant for the better part of three decades (see
Figure 12).45
The crippling combination of stagnant incomes, state
disinvestment, and insufficient and inefficient grant aid has led us
to the point where student borrowing has become the norm even
at public institutions, and the rise in average debt levels shows no
signs of abating. Just two decades ago, fewer than half of bachelor’s
recipients needed to borrow to finance a degree (see Figure 13).
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Figure 11. Maximum Pell Grant as a Percentage of College Costs
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Figure 12. Change in Family Income, 1983-2013 (Inflation Adjusted)
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Proponents of our current debt-based system often point out that
borrowing provides students with funding for college when they
are least likely to afford the cost of college, thereby providing access.
And of course, very few borrowers could have paid the sticker price
of college without loans.
But this presents a false choice; after all, loans are not an inevitable
way to fund college. The alternative to loans could simply be
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Figure 13. Percent of Bachelor's Recipients with Loan Debt,
and Average Amount Borrowed (1993-2012)
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increases in state appropriations that lower student costs, or
increases in grant aid targeted at students who need it the most.
Indeed, there is strong evidence that need-based grant aid
contributes positively to college access,46, 47, 48 particularly for nontraditional students.49 On the other hand, evidence is mixed on
whether or not student loans increase levels of college participation.
To be sure, isolating the impact of student loans on the ability to
attend college is difficult—it becomes quickly tangled in other
questions, like family income, overall cost, the timing of when a
student receives financial aid, not to mention academic or other
non-financial factors. But while some find evidence that eligibility
for loans drives up college attendance,50 others find that the
prospect of borrowing51 or the prospect of excessive loan burdens
can discourage college attendance.52 Cultural factors may come
into play, as Latino students may be more averse to borrowing than
other students.53 Rather than taking on loans, students may enroll in
lower-cost institutions, which is only acceptable if those institutions
have the resources to provide sufficient quality and support to help a
student graduate.
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T H E L I F E L O N G A D VA N TA G E O F AT T E N D I N G
C O L L E G E D E B T-F R E E

A

s mentioned, Demos’ 2013 report At What Cost utilized
the 2010 Survey of Consumer Finances (SCF) to
determine the loss of lifetime wealth attributable to
student loan debt. Others, including Richard Fry at
the Pew Research Center, have also used the 2010 SCF to examine
the economic well-being of households with and without student
debt.54 Pew’s research found that college-educated households
without student debt had a net worth seven times greater than those
with student debt, and non-college educated households without
debt had net worth nine times greater than those with student debt.
In fact, net worth for non-college educated households without
student debt was actually higher than college-educated households
with student debt.
Thanks to new Federal Reserve data from the 2013 Survey of
Consumer Finances, we can now take a post-recession snapshot
of the debt and assets picture for households55 with and without
student debt. Given the aforementioned impact of college
completion on the ability to repay loans, we also compare those
households with “some college” to those with college degrees
(including dual-headed households). The full results56 are shown in
Table 2 below.
We find, unsurprisingly, that at every level of education, nonindebted households are more likely to own homes, have slightly
lower interest rates on mortgages, and have retirement and liquid
assets that are considerably larger than those households weighed
down by debt. The differences in retirement assets in particular are
stark: Households with some college and no education debt have an
average of over $10,000 more in retirement savings than indebted
households; households with a college degree have over $20,000
more in retirement savings; and dual-headed households with
college degrees have nearly $30,000 more in retirement savings.
Naturally, we also see the value of a college degree, as both
homeownership rates and overall savings (both retirement and
liquid) rise by education level, and spike in households in which
both heads are college-educated. But it seems clear from the data
that the burden of paying off student debt is taking away a sizeable
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portion of the ability to accumulate meaningful assets as workers
enter their prime earning years. In other words, while a college
degree provides many financial advantages, there is evidence that the
debt needed to gain it is leaving some households behind.

Table 2. A College Degree is Valuable, but Debt May Be
Undermining Wealth Debt and Assets for Households Age 24-40
with and without Student Loan Debt, by Education Level
Some College
Education Level

Percent who own
a Home

Has
Education
Debt

No
Education
Debt

College Degree
Has
Education
Debt

No
Education
Debt

College Degree
(Dual Headed)
Has
Education
Debt

No
Education
Debt

32.60%

37.30%

53.00%

64.00%

67.60%

78.20%

Mortgage
Interest Rate

5.30%

4.90%

4.30%

4.10%

4.30%

4.00%

Percent with
Retirement
Assets

35.90%

39.40%

67.9%*

68.8%*

75.60%

78.40%

Average
Retirement
Assets

$25,510

$35,685

$42,751

$98,687

$57,192

$123,463

$4,549

$6,049

$17,788

$38,097

$26,268

$55,965

Average Liquid
Assets

Source: 2013 Survey of Consumer Finances. Calculations by Robert Hiltonsmith, Senior Policy Analyst at Demos			
*Differences between Debtors and Non-Debtors Not Statistically Significant at the p<.05 level. All other figures are statistically significant
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CONCLUSION AND POLICY
R E C O M M E N D AT I O N S

T

he debate around student debt often assumes that we
have reached a “new normal” in requiring students to
borrow substantial amounts of money for a degree. In fact,
the broad assumption seems to be that student debt is a
positive form of debt, one that allows students access to a system
that will increase their earning power, thereby recouping the debt
they initially face.
But these assumptions are difficult to reconcile with the impact
that this system has wrought. Despite research strongly linking
need-based grant aid to access, we have instead allowed a system
to flourish in which need-based aid covers less and less of the cost
of college. Despite ambiguity in whether or not loans provide more
benefit than harm to college access and completion, we have forced
more students to borrow. Despite the fact that we have not moved
the needle on degree-completion rates in a generation, we have
accepted a system in which a substantial portion of borrowers drop
out. And despite bipartisan rhetoric around closing attainment gaps
among students of color and low-income students, we have created
a system in which more underrepresented students take on debt and
drop out with debt, thereby saddling communities of color and those
with modest means with substantial disadvantages as they enter the
workforce.
In addition to the inequitable distribution of debt, we also see
worrying signs around the impact of student debt on the ability to
build wealth and assets, find a satisfying or civic-minded job, or
start a business. It’s difficult to know how large the impact of this
is on the broader economy, precisely because we have no historical
comparison to this moment.
But that does not mean that this is irreversible. Demos has
published several ideas on how to re-invigorate state investment in
higher education, as well as how to simplify our system of federal
financial aid that provides more benefits to students who need it.
In 2014’s The Affordable College Compact, we lay out a plan for a
federal-state partnership that would allow the federal government
to use its leverage to encourage states to increase state spending, and
develop policies and plans to ensure the majority of poor-, working2015 • 26

and middle class-students can attend college without incurring debt
or financial hardship. In our plan, states would be required to affirm
that higher education is a public good—in other words, that tuition
revenue does not exceed revenue from state appropriations. This is
historically consistent with public higher education in the U.S., and
will prevent state institutions from excessively increasing tuition in
tandem with federal help. States would also be eligible for two match
tiers, depending on their level of commitment to providing debt-free
college for low-income students in the state.
Figure 14. The Affordable College Compact, Summary
Initial Eligibility: Public Good Promise
States must commit that revenue from tuition does not exceed revenue from state appropriations
20% Match Requirements

60% Match Requirements

Maintain minimum funding levels per full-time
equivalent students at the average of the previous
two fiscal years.

Commit to Debt-Free Higher Education for Lowand Middle-Income Students (those at 300%
poverty or below)

Ensure that unmet financial need will be no higher
for low-income students than for high-income
students.

Required public institutions to publish better data
on student outcomes, disaggregated by income
and transfer status.
Maintain enrollment Levels for Pell-eligible
students at four-year Institutions.
Create New Mechanisms, including refinancing,
or incremental debt forgiveness tied to public or
community service, to offload existing debt.

Reinvestment promise: 40% Match on each dollar per FTE student that exceeds previous year support

Funds must be spent on higher education, with 75% at minimum committed either to education and
related expenses or grant and scholarship aid.

In 2012, Demos also developed the Contract for College, which
would align federal student aid programs into one cohesive,
guaranteed package for students. It would also simplify federal
financial aid by providing low-income students with grants and
work-study to cover the vast majority of college costs, and middleincome families with a guaranteed aid package of grants, work-study,
and subsidized loans. Reforming financial aid could work in tandem
with increased state investment—in fact, states that commit to
debt-free college would have an easy guideline by which they could
distribute their own support as well as federal subsidies.
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Table 3. The Contract for College Based on the Average Annual
Coast of Attendance at 4 Year Public Colleges (Approximately
$16,000/yr)
Household income below $25,000
Grant to cover 75% of costs

$12,000

Work-study

1,500

Subsidized loan

2,500

Household income $25,000-$49,999
Grant to cover 65% of costs

$10,400

Work-study

1,500

Subsidized loan

4,100

Household income $50,000-$74,999
Grant to cover 55% of costs

$8,800

Work-study

1,500

Subsidized loan

5,700

Household income $75,000-$99,999
Grant to cover 40% of costs

$6,400

Work-study

1,500

Subsidized loan

4,050

Unsubsidized loan

4,050

Household income above $100,000
Unsubsidized loan

$10,000

These policies are developed on a principle of shared
responsibility—by states, the federal government, and students—
and are based in the historical promises by states and the federal
government to provide an affordable, valuable degree to students
regardless of race or class. As we have seen, from high borrowing to
substantial numbers of indebted dropouts, we have yet to live up to
that commitment.
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