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Several studies have been published recently suggesting the exis-

tence of alarming amounts of student debt. Besides guaranteed 

student loans, there are worries that students have high levels of 

indebtedness from credit cards and other sources, such as private 

or alternative education loans. The implication is that given the 

decidedly high costs of tuition, students are driven to borrow from many, sometimes unwise, 

sources. Since the Higher Education Act is coming up for reauthorization in Congress this 

year, consideration is being given to extending the loan limits. This study explores whether 

students are borrowing higher amounts from sources other than guaranteed student loans to 

meet tuition and living expenses in college. 

For this study, we compiled data from a credit bureau on all types of debt amassed by students 

except mortgage debt. The data comprised total debt from all sources and allowed bank and 

department store credit card debt to be separated from other types of debt. In addition to 

the financial data, demographic data from financial aid applications and current wage data 

were added. Two different time periods were used so that a trend could be discerned through 

time. The sample was composed of 2,500 randomly selected cases from each of the three 

student sample groups, with data for each of the two time periods. The first group was bor-

rowers less than 25 years old, enrolled full time in the last year of a two-year or four-year 

program, or who had dropped out recently. The second group was borrowers who were 

enrolled half time but were also in the final year of their programs. The third group was the 

control group, made up of borrowers who had finished or left school and were now repaying 

their loans. The time periods used were 1998 and 2002.

The study found the following conclusions:

✱  After controlling for inflation, all groups had significantly higher debt from all sources 

combined in 2002 than those in 1998.

✱  Credit card debt was lower for the groups in the more recent year, while guaranteed 

student loan debts remained high.

✱  Other types of debt, mostly installment debt, was significantly higher, indicating that 

students are not turning to credit cards but are using other types of debt on top of 

student loans to fund their college expenses. 

✱  Students who attend half time are in a more precarious financial position with higher 

debts, higher credit card utilization and lower incomes than either full-time students or 

ex-students who were currently repaying their loans.

✱  Students at two-year and proprietary schools showed more risk factors than four-year 

students, even though with lower tuitions and shorter programs they borrow less 

money. They had higher amounts past due and a higher proportion of delinquencies 

and defaults for any debt.

SUMMARY
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As of November 2002, Americans owed roughly $50 billion to 

governments, institutions and banks for education loans. In 1989, 

1.9 percent of all household debt was incurred for education and 

by 2001 it had risen to 3.1 percent.1 This means two things. Edu-

cation debt has been rising for families as more students borrow 

larger amounts to pay for college. But also, in the larger scheme of things, student loans com-

prise only a small fraction of the debts that families take on during the course of their lives. In 

2002, the largest proportion, 71 percent, of families’ total debt was for the purpose of home 

purchase. The next largest part was for vehicles at 7.8 percent, followed by other real estate 

investment at 6.6 percent. Education debt ranked a distant sixth below goods and services. 

Examining the larger forms of debt that students, parents and ex-students assume better 

explains their total financial picture and their capacity for repaying all these debts. If, as a 

society, we want to urge more debt-financed higher education, we should evaluate this debt 

in light of other debt-financed activities and consider the financial risks in a wider context. 

If governments require individuals to shoulder a greater burden of the costs of education, 

students and their families will also share a greater burden of its risks, and in a wider arena 

than just student loan default.

Several studies have been published recently on alarming levels of debt that students hold. 

Besides guaranteed student loans, the press has emphasized that students have high levels 

of indebtedness from credit cards and other sources such as private or alternative education 

loans. This implies that given today’s high costs of tuition, students are driven to borrow from 

many, sometimes unwise, sources. Since the Higher Education Act comes up for reauthorization 

this year, Congress is considering expanding the strict limits now in place on the size of feder-

ally guaranteed student loans. If greater demand exists for borrowing money, students are 

better off borrowing through the guaranteed student loan program than through credit cards 

or other higher cost means. 

This study explored the following question: Are students borrowing higher amounts from 

other sources besides guaranteed student loans to meet the tuition and living expenses of 

college? 

For this study, we compiled data from a credit bureau on all types of debt amassed by college 

students except mortgage debt. The data came from two distinct time periods so that a trend 

could be discerned through time. We chose two different groups of students to get a better 

picture of student types, as well as a control group of repayers who are no longer students. The 

study focused on all borrowing by college students, but the nature of the data places several 

constraints on how broadly the conclusions can be drawn.

INTRODUCTION

1 U.S.Census Bureau, 

Statistical Abstract of 

the United States. 2001, 

Table 1170 and 1996, 

Table 772, and “Recent 

Changes in U.S. Family 

Finances: Evidence from 

the 1998 and 2001 

Survey of Consumer 

Finances,” Federal 

Reserve Bulletin, The 

Federal Reserve Board, 

January 2003.
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L IMITATIONS OF DATA

The sample draws from students and ex-students who borrowed from the federal guaran-

teed student loan program. This means that it will probably exclude many poor students 

who choose not to borrow because they don’t want to take on such debt. It will also exclude 

another, probably larger group of students who don’t borrow because they can afford to pay 

college expenses without student loans. This might under-sample students at community 

colleges who, in California especially, enroll in large numbers but pay low tuition and borrow 

quite rarely. It will somewhat over-sample students at public four-year schools where tuitions 

are higher and a degree requires more years of expenses. It may also over-sample proprietary 

school students who made up about 12 percent of student borrowers in fiscal year 2000 but 

appear to comprise a smaller proportion of all enrollments. (Guesses are 

2 to 5 percent; see Table One.) However, proprietary school students tend 

to have lower incomes. Therefore, the group that seems most under-

represented by using student borrower credit data (as opposed to all 

college students) is prosperous students. These students would presum-

ably be the least likely to have financial difficulties anyway. The TERI/IHEP 

study showed that loan recipients were more likely to carry over a credit 

card balance.2 Thus, our study may show more credit card use and higher 

debt among the sample groups than pertains to all college students.  

Second, the data is based on individual credit reports that may include 

some joint accounts. For traditional students who have reached the end 

of their undergraduate schooling, most have not yet married and this 

poses no problem. But for nontraditional students and the control group 

of repayers, there exists a bit of confusion, since the income is only the 

borrower’s and many of these borrowers are now married. Demographic 

data on marriage and dependents was not available on borrowers for current time periods. 

So in some cases, a household debt for a borrower, a spouse and possibly children could be 

measured against an individual’s income, somewhat distorting the total financial picture. 

Third, a major credit bureau compiled the data for the purpose of estimating credit risk for 

commercial lending. Therefore, many of the categories did not interest us and education 

borrowing was not distinguishable from other kinds of loans. Consequently, we had to roll up 

the categories into the broadest ones available. Luckily, credit card debt was identifiable 

and could be separated out from other types of debt, although we couldn’t definitively 

distinguish those who carried balances month-to-month from those who paid in full every 

month.

2 The Education Resources 

Institute (TERI) and the 

Institute for Higher 

Education Policy (IHEP), 

Credit Risk or Credit 

Worthy? College 

Student and Credit 

Cards, June 1998.

http://www.ihep.com/

Projects.php?

parm=Projects/

TERI.html#Publications
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SAMPLE DESCRIPTION

We compiled data for students and ex-students who had borrowed through EDFUND, had 

provided demographic data on their Free Application for Federal Student Aid (FAFSA) and 

who had matching current wage data. This meant that almost the entire sample were resi-

dents of California. The breakdown by school type reflected a somewhat different mix than 

for all students or for all borrowers in the nation. It tended to have a greater proportion 

of public four-year students and fewer private four-year students than is true for national 

groups, reflecting California’s more prominent public higher education system (see Table 1). 

The study focuses on three student groups and two time periods. The data is based on 2,500 

randomly selected cases from each of these six groups. We termed the first student group 

“traditional” students. They are less than 25 years old, are enrolled full time in the second 

year of an associate degree or certificate program or in 

the fourth or fifth year of a bachelor’s degree program 

or have dropped out within the last six months. The sec-

ond group we called “nontraditional” students. They are 

enrolled half time but have also reached the final year 

of their programs. The third group is the control group 

and they are borrowers who have finished or left school 

and are now repaying their loans.

We used two time periods: September 1998 and May 

2002. This meant that, for example, the traditional group 

for September 1998 was enrolled full time as of that 

date. The samples’ demographic data reflected the latest 

time the borrowers applied for financial aid. The income 

and credit data matched each group’s current time pe-

riod: either September 1998 or May 2002. 

The three chosen groups reflect different kinds of students. The traditional group provides 

the clearest glimpse of the debt position of purely students. Since these students are young, 

they are almost entirely single, financially dependent on their parents and unencumbered 

by the complications of spouses and families. Their debts and expenses should be primarily 

those incurred by obtaining a higher education. In the last months of the final year or just 

after having withdrawn, their debts should also reflect the entirety of their undergraduate 

experience.  

Students in the nontraditional group, in contrast, often hold down full-time jobs, are older, 

independent and often have their own families. While their financial situations are murkier, 

TABLE 1:
Distribution of Students and Borrowers in the Nation,  
California and the Sample by School Type     

Public 4-year

Private 4-year

Public 2-year

Private 2-year

Proprietary

Total

38.3%

20.7%

34.2%

1.6%

5.2%

100.0%

46.8%

30.7%

9.3%

0.9%

12.3%

100.0%

38.8%

28.4%

4.8%

3.8%

24.2%

100.0%

50.0%

16.6%

10.9%

7.5%

15.0%

100.0%

Source: National Center for Education Statistics and Office of Postsecondary Education, 
U.S. Deptartment of Education and EDFUND

Segment Sample
Enrollments

United States
Borrowers

United States
Borrowers
California
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they generally attend lower cost institutions and are not exclusively or even primarily stu-

dents. They also tend to have more precarious financial circumstances and yet they constitute 

a large and growing proportion of college students in the state.

The control group mirrors a cross-section of all borrowers in the portfolio who are presently 

repaying loans. Because of the lack of school type data, borrowers who had consolidated their 

loans were excluded.

The three groups have somewhat distinct characteristics (see Table 2). The two student 

groups were more heavily concentrated in four-year schools than the control group, or than 

most borrowers, or even most enrolled students. Both samples had 70 percent or more in 

four-year schools. Moreover, the student groups had far more public than private school stu-

dents, with the nontraditional group even more concentrated in 

the public sector. By choosing borrowers in short programs who 

had reached their second year, all borrowers in programs of less 

than two years were eliminated, even if they had finished school. 

This is partly an artifact of trying to choose borrowers who are 

nearing the end of their program. It is also possible that many 

of the borrowers in short courses, particularly in proprietary 

schools, cannot attend part-time and thus there were very few 

proprietary and private two-year students in the nontraditional 

sample. Reflecting enrollment trends in California, the nontra-

ditional sample did contain a fairly large proportion of public 

two-year (community college) students. This is because a large 

percentage of students in this school type, about 72 percent in 

2001, attend part-time.3   

The control group did have a slightly larger proportion of students in shorter programs or 

dropouts as a consequence of requiring matching demographic data from the FAFSA. We 

could only obtain FAFSA data for 1994-95 onward so earlier cohorts were eliminated. This 

meant a slight bias toward those who went into repayment more quickly, which favored 

shorter program students and dropouts. Nevertheless, the sample did contain 10 percent who 

had attended postgraduate programs. In the entire portfolio of repaying borrowers, that 

figure equaled 15 percent.  

The groups also differ in important demographic characteristics (see Table 3). Traditional 

students by definition were younger. Their age averaged around 23 years old, which is typical 

for those who go directly to four years of full-time college after high school. The nontradi-

3 California Postsecondary 

Education Commission, 

Student Profile by Time 

Status, Data On-Line

TABLE 2:
Distribution of Sample Groups by School Type

Public 4-year

Private 4-year

Public 2-year

Private 2-year

Proprietary

Total

53.9%

16.8%

5.2%

13.1%

11.0%

100.0%

61.0%

12.6%

20.0%

3.5%

2.9%

100.0%

35.0%

20.5%

7.5%

5.9%

31.1%

100.0%

Segment Traditional Nontraditional Control
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tional group and the control group both had an average age of about 30 years old. This shows 

the convergence in age between borrowers who have taken a longer time to get their degree 

and those who completed short courses or dropped out and have already been in repayment 

for some time. This is reflected in the dramatic difference in the dropout rates between the 

two groups. The nontraditional (like the traditional) group was chosen because of its current-

ly enrolled status while the overall portfolio, including those in repayment, had quite a high 

dropout rate. (The withdrawals in the nontraditional group refer to previous time periods.) 

So the nontraditional group can be distinguished as much by its persistence at still being 

enrolled near the end of a program as by its seeming lack of full commitment to student life.

Not surprisingly, the traditional students come from families who are the best off financially 

of the three groups. Their parents have higher incomes and higher assets and the students 

have more college-educated fathers. These students are also much more likely to be de-

pendents and have parents who took out PLUS loans on their behalf, comprising about 

17 percent of the sample. The nontraditional group more closely resembles the financial 

background of the control group of repayers with lower income, assets and less educated 

fathers than the traditional group. Both the median income and the standard deviation 

of the nontraditional group are lower, showing less financial diversity than the traditional 

group (not shown). They also seem to have even less parental support than either of the 

other groups. Fewer were dependents and less than 3 percent had parents who took out 

TABLE 3:
Demographic Variables – Mean Values for Three Sample Groups, 1998 and 2002 (Constant Dollars)

TRADITIONAL NONTRADITIONAL CONTROL

Year 1998
N - 2,558

Year 2002
N - 2,525

Year 1998
N - 2,372

Year 2002
N - 2,521% change

Year 1998
N - 2,426

Year 2002
N - 2,574% change % change

Student loan balance (EDFUND only)

Age

Parents’ income (mean)

Parents’ income (median)

Parents assets

Number of dependents - parents

Father completed high school

Father completed college

Financially dependent

Number of loans

Number of schools

Parents have a PLUS loan

Withdrew from school

Students’ income (median)

Students’ income (mean)

$12,445

23.3

$48,126

$40,087

$19,509

3.9

30.7%

43.2%

67.0%

3.9

1.1

16.8%

9.2%

$8,322

$10,503

$12,088

22.7

$48,506

$39,122

$22,494

4.1

34.7%

38.1%

81.5%

3.8

1.1

18.1%

7.7%

$7,617

$10,304

-2.9%

-2.4%

0.8%

-2.4%

15.3%

5.4%

13.1%

-11.9%

21.5%

-2.3%

-0.9%

7.7%

-16.5%

-8.5%

-1.9%

$13,299

30.0

$46,282

$37,879

$14,489

2.4

29.2%

38.0%

21.5%

3.9

1.2

2.2

9.6%

$14,512

$19,088

$13,274

30.3

$36,206

$25,810

$13,696

3.8

36.0%

35.3%

22.1%

4.0

1.2

2.6%

10.4%

$16,390

$22,041

-0.2%

1.1%

-21.8%

-31.9%

-5.5%

53.7%

23.3%

-7.1%

2.7%

3.3%

-1.7%

-3.3%

8.8%

12.9%

15.5%

$11,203

30.7

$37,638

$29,829

$12,398

3.6

28.1%

35.1%

25.1%

2.9

1.1

7.3%

52.4%

$31,266

$34,712

$11,346

29.7

$38,010

$28,482

$18,518

3.7

30.9%

34.5%

30.7%

3.1

1.1

11.3%

63.1%

$25,853

$32,203

1.3%

-3.3%

1.0%

-4.5%

49.4%

3.6%

10.0%

-1.8%

22.4%

6.9%

-0.9%

55.0%

20.4%

-17.3%

-7.2%

* Incomes are for an annual basis

Demographic Background Variables
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PLUS loans. Even the repayers’ percentage of PLUS borrowers exceeded that more than three 

times at 10 percent. The traditional students have much lower current incomes, but they 

are full-time students and their earnings probably consist mostly of summer and part-time 

jobs. Repayers are more likely to be in the job market full time and while their incomes seem 

low, they are also young. Nontraditional students, however, are presumably trying to pay 

tuition and living costs off some very low salaries, with little family help and may be the most 

financially squeezed of the three groups.

It is instructive to examine the differences in the demographic variables between the two 

years for each sample. The dollar amounts have been adjusted for inflation. The time periods 

do not refer to the same group at different times. Rather, they represent different groups at 

the same relative status in their life cycle: either just finishing school, or for the control group, 

repaying student loans. So they could be considered different cohorts. Some of the differences 

reflect the different time eras when the data was measured. Parents’ income, assets and other 

family demographic data come from the FAFSA that students provided for the last time they 

applied for need-based financial aid. For the sample groups, this was the year of the match 

but it could have been a year or two before. Thus, the income variables represent a rough 

window in time. While the control group of repayers and the traditional group seem to come 

from parents who have about the same income and more assets for the two time periods, the 

nontraditional group in 2002 comes with significantly lower incomes than those in 1998. Their 

families also had more dependents and fewer fathers with college educations. The median in-

come for the parents of the 1998 nontraditional group was $38,000, but for the 2002 group, it 

was only $25,800, with average number of dependents rising from 2.4 to 3.8. Clearly, the 2002 

group came from families that were significantly worse off financially than the group from 

four years earlier.

The traditional group (all are young and most are in their fourth year) in 1998 has lower 

parental income and assets than that of 2002, more educated fathers and a lower number 

of dependents. The biggest difference between the two years for the traditional group, 

however, lies in the proportion who are financially dependent, which rose from 67 percent 

to 82 percent. This reflects a significant increase in the proportion of all financial aid fil-

ers in California who were dependent: from 35 percent in 1998 to 47 percent in 2002 (not 

shown). This can be partly attributed to the enormous number of high school graduates who 

applied for aid in the 2001-2002 year, due to a larger cohort of 18- and 19-year-olds and a 

well-publicized increase in the state grant program for recent high school graduates. A final 

difference in time periods is found in the current incomes of the groups, which comes from 

state employment files. While the traditional group had fairly equal and low earnings in the 

two time periods, the other groups differed considerably, and in opposite ways. Both median 

and average incomes, when adjusted for inflation, were somewhat higher for the nontradi-

tional group in 2002. Conversely, the 2002 control group actually had a lower average income 

and an even lower median real income than the 1998 control group. 
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BALANCE SHEET – DEEPER IN DEBT

The data included all debts that a customer (in this case, a student loan borrower) had in-

curred that are normally reported to credit bureaus. The debts listed fall into two categories: 

installment and revolving.  Installment loans are one-time, lump sums that are then paid back 

in increments with interest. Examples are student loans, car loans or mortgages. Revolving 

loans are open-ended extensions of credit and the loan amounts fluctuate month to month 

at the discretion of the borrower. They usually carry substantially higher interest rates and 

are paid back continually, also at the discretion of the borrower. Examples are credit cards or 

home equity lines of credit. In this study, these accounts included credit cards from commercial 

banks, gasoline companies, department stores and travel companies, and installment loans 

for education, automobiles, trailers or other durable goods. They do not include mortgages 

or any home equity-based loans or credit and the amounts rep-

resent outstanding balances at one point in time rather than any 

cumulative amount borrowed.  

The debt balances we calculated consist of three types. The first 

is all debt from all sources as reported to the credit bureau. The 

second is all credit card debt, a subset of the first figure and one 

we were fairly confident of isolating separately. The third balance 

is simply the difference between all debt and credit card debt, 

which we called “non-credit card debt.” Despite many categories 

available in the credit data, we were not confident of the descrip-

tion of this debt to categorize it as anything but non-credit cards. 

It mostly consisted of installment debt but the source was often 

unclear. From our student loan records, we also calculated a stu-

dent loan balance for each borrower. Unlike the credit bureau 

data, this was a cumulative amount, not a current balance, so we 

reported it separately. We learned that the total student loan 

balance was inconsistently included in the total debt amount for 

students who had not yet entered repayment status.

Since the consumer debt information was available only for students who had matching 

credit data, the question of credit card usage could not be fully answered. Students were 

included in the credit database because they had student loans and probably also because 

they had credit cards, so it would be heavily biased in favor of those with credit cards. This is 

confirmed by the Survey of Consumer Finances, conducted by the Federal Reserve Board for 
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1998, which found that 68 percent of families had a bank-type credit card.4 Our data shows 

credit card ownership as exceeding 84 percent for the lowest group. Given this, it was still 

interesting to note the differences between the groups and the time periods. 

Students in the traditional group had the lowest credit card ownership of the three types of 

borrowers but were only very slightly lower than the control group (see Table 4). Their aver-

age number of cards was also barely under the others. Borrowers in all three of these groups 

held an average of about four credit cards. The credit card utilization rate measures the 

ratio between the balance on credit cards and the high credit limit. A high ratio indicates a 

tendency to carry large balances from month to month and therefore pay high interest fees. 

The traditional group had the highest card utilization rate in 1998 but the lowest in 2002. 

However, all three groups were closely ranged around 53 percent. The traditional group’s 

average balance and credit limits were lower but it had the highest percentage of revolving 

accounts. 

4 “Credit Cards: Use and 

Consumer Attitudes, 

1970 - 2000” by Thomas 

A. Durkin, Federal 

Reserve Bulletin, 

September 2000

TABLE 4:
Financial Variables – Mean Values for Three Sample Groups, 1998 and 2002 (Constant Dollars)

TRADITIONAL NONTRADITIONAL CONTROL

Year 1998
N - 2,558

Year 2002
N - 2,525

Year 1998
N - 2,372

Year 2002
N - 2,521% change

Year 1998
N - 2,426

Year 2002
N - 2,574% change % change

Average balance all debt

Average credit limit all accounts

Non-credit card debt

Owns credit card

Number of cards

Average credit card balance

 Bank credit cards

 Department store

Credit card credit limit

 Bank credit cards

 Department store

% of total accounts that are bank revolving

Credit card utilization (% of credit limit used)

Credit card utilization (# cards > 75% balance)

Student loan balance (EDFUND only)

% with car loan

% currently delinquent

Average amount past due if delinquent

Debt/income ratio

% who ever had a defaulted account

$14,053

$19,736

$10,554

75.4%

4.2

$3,500

$3,226

$424

$7,660

$1,235

42.6%

56.5%

1.2

$12,445

10.8%

19.9%

$1,186

1.35

13.3%

$15,585

$21,880

$12,553

74.1%

4.2

$3,032

$2,852

$338

$7,708

$1,266

39.7%

50.3%

1.0

$12,088

14.9%

22.1%

$1,003

1.62

15.6%

10.9%

10.9%

18.9%

-1.7%

0.5%

-13.4%

-11.6%

-20.3%

0.6%

2.5%

-6.8%

-11.0%

-13.9%

-2.9%

37.1%

10.9%

-15.5%

20.0%

17.3% 

$19,733

$29,014

$14,513

73.7%

4.7

$5,220

$4,848

$525

$11,600

$1,741

39.5%

54.8%

1.3

$13,299

22.3%

30.9%

$2,040

1.08

23.6%

$24,056

$35,452

$19,068

79.4%

5.0

$4,988

$4,710

$424

$12,398

$1,589

36.7%

55.4%

1.3

$13,274

33.4%

40.8%

$2,749

1.15

34.0%

21.9%

22.2%

31.4%

7.7%

4.7%

-4.4%

-2.8%

-19.2%

6.9%

-8.7%

-7.1%

1.1%

6.4%

-0.2%

49.9%

32.0%

34.7%

6.5%

44.2%

$23,784

$36,510

$17,596

75.8%

4.9

$6,188

$5,769

$544

$14,833

$1,877

33.0%

51.3%

1.2

$11,203

25.5%

37.8%

$2,501

0.61

28.0%

$25,046

$37,611

$20,333

75.1%

4.7

$4,713

$4,475

$361

$13,404

$1,556

34.5%

53.7%

1.2

$11,346

34.2%

45.7%

$2,380

0.72

36.7%

5.3%

3.0%

15.6%

-0.9%

-4.7%

-23.8%

-22.4%

-33.6%

-9.6%

-17.1%

4.5%

4.7%

-4.2%

1.3%

33.8%

20.9%

-4.8%

18.0%

30.5%

Credit Debt Variables
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Of the three groups, the borrowers in the control group had the highest incomes because 

they had mostly full-time jobs and were repaying their loans. They had already finished their 

schooling and were presumably moving on to the next stages of life such as setting up homes 

and starting families. They had the highest credit card balance and credit limits, the high-

est average balance and the highest credit limits for all accounts. They had accumulated the 

most non-credit card debt and had the highest proportion of car loans. Also, in keeping with 

their deeper ties to consumption and the marketplace, their proportion of accounts currently 

delinquent and accounts that had ever defaulted were higher as well.  

The nontraditional group exhibited the highest credit card usage of the three groups. Its bor-

rowers also showed the highest number of credit cards, the highest credit card utilization rate 

and, for 2002, the highest average credit card balance. In fact, in both their indebtedness and 

their use of credit, they are almost indistinguishable from the control group. This is somewhat 

disturbing, however, since their incomes are so much lower. Given its low average income and 

high rate of independence from parents, this seems like a risky group. This is confirmed by its 

borrowers’ large and growing amounts past due, and their proportion of accounts currently 

delinquent and accounts that had ever defaulted.  

One revealing statistic we calculated was a debt-to-income ratio. We used the ratio between 

a borrower’s outstanding balance of all accounts and his annual income. This is not a true 

debt-to-income ratio since we don’t know what each borrower’s total annual debts look like 

(our measure was only one point in time) and because very large debts such as mortgages are 

excluded. Also, as mentioned above, this is the outstanding balance for a credit report for 

various accounts compared against a borrower’s income. It could be that especially for the 

older students, there are spouses and other family members who share credit card accounts 

and incur debt that is reported here but whose incomes are not. But in any case, this should 

overstate the debt compared to the income. Even given that distortion, the debt-income ratio 

for non-mortgage debt calculated here is highest for the student groups and lowest for the 

control group. The traditional group has high loans, most of them probably student loans, and 

low incomes, as is typical of students. But presumably they are about to change this equation 

by finding real jobs. The control group has higher debts but higher incomes and presumably 

they will also eventually reach a better balance as they move up the job ladder. The nontradi-

tional group has high debts and low incomes and disturbingly high average debt-to-income 

ratios, given that they have jobs. This again underscores the financially precarious position 

this group is in—with the incomes of students but the debts of working people. 
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CHANGING TIMES – EXPENSES

Are students being forced to borrow from high interest rate sources such as credit cards to 

finance their college education because they can’t obtain enough money from the federal 

student loan program due to loan limits? This is a very difficult proposition to prove because 

clearly no one is required to borrow. Students can just as easily cut back, drop out or transfer 

to a cheaper school. Some of them can also borrow from private lenders through other means 

besides the guaranteed loan program, such as private educational loans, home equity loans 

(usually through their parents) or other bank loans which, while charging higher interest rates 

than the federal program, charge considerably less than credit cards. 

Tuition for public higher education in California did not rise between 1998 and 2002. In fact, 

in both real and nominal terms, it decreased, as the state used its temporary budget surplus to 

allocate more revenues to higher education (see Table 5). While the costs of on-campus 

dormitories have not increased by much, most students 

in California universities stay in dorms, if at all, only their 

first year. Student bugets from surveys of California stu-

dents show that off-campus housing rose 13 percent in 

real terms between 1998 and 2002.5 At the same time, 

the state greatly increased its grant program targeted 

at low-income families starting in 2001-02. This did 

nothing to decrease demand for California guaranteed 

student loans that soared in the period, increasing 40 

percent from $2.9 billion in the academic year 1997-98 

to $4 billion in academic year 2001-2002. This increase 

in student borrowing is more an increase in numbers of 

students borrowing than it is increases in amounts bor-

rowed. Probably due to static loan limits, the average student loan balances remained about 

the same between the two time periods. It appears that while greater numbers of students 

were borrowing, school expenses increased only slightly and individual guaranteed student 

loan debt amounts did not rise significantly in the time period studied.

5 California Student 

Aid Commission, 

Nine-Month Student 

Budgets, 1997-98 

and 2001-02.

TABLE 5:
Average Tuition and Fees by California School  
segment, 1998 through 2002 (Constant Dollars)

1997-98

1998-99

1999-00

2000-01

2001-02

$17,980

$18,488

$18,776 

$19,238 

$19,853

$4,560 

$4,300 

$4,101 

$4,005 

$3,862 

$2,108 

$2,005

$1,890 

$1,828 

$1,876 

$390 

$352 

$341 

$330 

$330

CCC

Tuition

IndependentSegment:

In-State Fees

UC CSU
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CHANGING TIMES – DEBT

However, our data shows that total debt has increased in the time period for all sample 

groups. In 1998, the average balance of all accounts for the control group was $23,800. By 

2002 it had risen 5 percent to $25,000. This was for a group whose median income dropped 

17 percent in real terms to $25,900. Student loans accounted for less than half the average 

debt. Credit card debt, comprising about one quarter of all debt in 1998, dropped by 24 

percent in the period to only 19 percent of total average debt in 2002. What increased was 

non-credit card debt. The data is not specific enough for us to be able to identify the nature 

of this debt. We only know what it doesn’t contain, which is revolving (credit card) debt and 

mortgage debt. We can only guess that it consists of installment loans such as automobile 

loans, durable goods loans (e.g. furniture on layaway) and other education loans.

Traditional students saw an 11 percent increase in total debt. They had a decrease in credit 

card debt but an increase in an already high non-credit card debt. Their debt rose almost 

20 percent from $10,500 to $12,500. For them, this prob-

ably more clearly represents other kinds of education loans 

from other sources such as from other federal programs (e.g. 

Perkins), colleges or private banks.  

Nontraditional students in 2002 had the highest increase in 

total debt; they were 22 percent more in debt than those in 

1998. The most dramatic difference lay in their non-credit 

card debt, which rose 31 percent, from $14,500 up to $19,000, 

a staggering amount. The credit card debt decreased almost 5 

percent. However, this was the only group to increase its own-

ership and number of credit cards. This group took on other 

installment debt, which could include other education loans, 

while not increasing their use of relatively expensive, revolv-

ing debt. Interestingly, in 2002 about one-third of them had 

car loans, a rate almost equal to that of the control group. 

The risk factors for the nontraditional group in 2002 had 

greatly increased compared to those in 1998. In 1998, only 

31 percent of the group had a currently delinquent account; 

by 2002, this increased to 41 percent. The amount past due 

increased by 35 percent, from $2,000 to $2,749, which was 

both the highest amount of all the groups, and the only 

one to increase. The number of accounts ever defaulted also 
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significantly increased, as did the number of credit cards with a utilization rate above 75 

percent, another sign of financial over-extension.

From this analysis, it’s clear that while overall debt levels have increased for all groups in this 

time period, as illustrated by the control group, the nontraditional group appears to have

ventured into the most precarious financial position. Not only have borrowers in this 

group maintained high student loan borrowing, they have also greatly increased non-

credit card debt. They are finishing their education and entering the job market with 

substantial levels of debt, much of it at higher interest rates than those charged by the 

guaranteed student loan program. Nevertheless, the question remains: How much is too 

much? This group is somewhat unusual for two reasons. The first is that its borrowers 

have persisted to finish a degree. They have taken jobs and incurred debt to finish their 

education at a greater rate than other borrowers, many of whom simply dropped out. 

The price they paid was greatly extending the time it took to get a degree. Faced with that 

choice, it’s not clear which path makes more sense. Presumably, many of these students can 

now use their degree and their experience to obtain a better job that will allow them to 

pay down their debts. Overall risk factors, such as the proportion of students with accounts 

currently delinquent and accounts ever defaulted are still lower than for the control group. 

But there is also no doubt that this group would benefit from more financial assistance 

since its borrowers appear to get little from their families. If they could borrow more from 

the lower interest rate guaranteed student loan program, they could incur less debt. If they 

were to get more financial aid, they might be able to work less, possibly concentrate more on 

school work and finish school faster.
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EXAMINATION BY SCHOOL TYPE

Examining the groups by school type allows a further delineation of risk groups. We 

examined the demographic and debt variables by whether the borrower had attended a 

two-year school (which also included proprietary schools) or a four-year school (see Table 6).

About one-third of the sample had attended two-year or proprietary schools and, not sur-

prisingly, borrowers who attended these schools came from significantly poorer families. 

They had lower incomes, fewer assets, more dependents in the family and fewer fathers who 

had a college education. They were also more likely to be financially independent. Finally, as 

expected given the level and types of skills taught at these schools, nontraditional students 

and graduates of these schools had average incomes that were much lower than those for 

four-year borrowers. 

Another difference between the types of schools was the percentage of students whose 

parents had obtained federal PLUS loans. To take out a PLUS loan, the student must be a 

dependent and the parents must pass a credit check. Since the traditional group was more 

likely to be financially dependent, it correspondingly had a much higher rate of PLUS loans 

TABLE 6:
Demographic Variables – Mean Values by School Type and Sample Group, 2002 (Constant Dollars)

TRADITIONAL NONTRADITIONAL CONTROL

4-year 
schools

N - 1,657

2-year &
proprietary

schools
N - 786

4-year
schools

N - 1,753

2-year &
proprietary

schools
N - 758

4-year
schools

N - 1,322

2-year &
proprietary

schools
N - 1,151

Student loan balance (EDFUND only)

Age

Parents’ income (mean)

Parents’ income (median)

Parents assets

Number of dependents - parents

Father completed high school

Father completed college

Financially dependent

Number of loans

Number of schools

Parents have a PLUS loan

Withdrew from school

Students’ income (median)

Students’ income (mean)

$13,323

23.1

$52,739

$43,609

$24,527

4.1

33.0%

46.3%

83.0%

4.0

1.1

9.7%

7.5%

$9,654

$6,953

$9,509

21.8

$38,553

$30,818

$15,201

4.1

38.0%

22.5%

77.9%

3.5

1.1

32.9%

8.3%

$11,694

$9,210

$15,205

30.3

$39,014

$28,355

$15,884

3.8

36.5%

37.3%

22.2%

4.4

1.2

2.1%

11.4%

$23,923

$18,254

$8,820

30.1

$28,385

$19,545

$7,795

3.6

35.4%

31.0%

21.8%

3.2

1.1

3.7%

8.0%

$17,486

$14,129

$15,296

30.1

$46,169

$37,998

$24,875

3.6

31.4%

44.0%

29.4%

3.7

1.1

7.1%

81.3%

$38,466

$35,579

$6,657

28.7

$28,901

$20,353

$8,756

4.0

31.3%

23.9%

33.1%

2.4

1.1

16.0%

41.7%

$23,075

$18,865

* Incomes are for an annual basis

Demographic Background Variables
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than the other groups. Conversely, the 

nontraditional group had much fewer 

dependents and much fewer PLUS 

loan. In all groups, the percentage 

of PLUS loans was higher for the 

group in 2002 than in 1998 as more 

families covered costs through fed-

eral borrowing. Parents of the two-

year students had a much higher 

overall rate of PLUS loan borrowing 

than parents of the four-year ones. This is mostly a function of EDFUND’s large portfolio of 

vocational schools. Over half of PLUS borrowers through EDFUND had students attending 

vocational or two-year private schools. These schools are shorter than four-year schools 

but the tuition is fairly high, about $5,000 to $8,000 per year for many of them. (System-

atic data on tuition levels does not exist for this sector.) Almost one-third of parents of 

traditional students at these schools took out PLUS loans in this sample, while only 10 

percent did at four-year schools. Even with PLUS loans, the two-year students are borrowing 

smaller amounts overall. This suggests that those lower income students attending voca-

tional programs whose families are still involved with their education are using every 

means available in financial aid to cover the costs of that education. 

Examining the financial variables by the type of school underlines the proposition that 

high risk can mean high gain (see Table 7). For many of the indicators of debt, the four-year 

students find themselves deeper in debt than the two-year students but appear to be fi-

nancially better off. The four-year students have higher credit card ownership rates, more 

credit cards, higher credit card limits and higher balances. Yet, they have used less of their 
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credit limit and have rates of revolving debt that differ little from the two-year students. 

They have higher overall debt amounts, higher student loan amounts, more car loans and 

higher debt to income ratios. However, they come from wealthier backgrounds and even 

though while they are full-time students they earn less than two-year students, when they 

drop to part-time or after they leave school, they earn substantially more. The key is probably 

the degree and skills they are gaining. They are obtaining jobs with higher pay than two-

year graduates, in general, and banks happily extend them credit. Sure enough, two-year 

students, while borrowing less, and even having lower debt-to-income ratios, have higher 

amounts past due and a substantially higher proportion who have defaulted. This is not to 

imply that borrowing more to attend longer degree programs would have benefited two-

year graduates. Rather that high debt is not, in and of itself, always a bad thing. 

TABLE 7:
Financial Variables – Mean Values by School Type and Sample Group, 2002 (Constant Dollars)

TRADITIONAL NONTRADITIONAL CONTROL

4-year 
schools

N - 1,657

2-year &
proprietary

schools
N - 786

4-year
schools

N - 1,753

2-year &
proprietary

schools
N - 758

4-year
schools

N - 1,322

2-year &
proprietary

schools
N - 1,151

Average balance all debt

Average credit limit all accounts

Non-credit card debt

Owns credit card

Number of cards

Average credit card balance

 Bank credit cards

 Department store

Credit card credit limit

 Bank credit cards

 Department store

% of total accounts that are bank revolving

Credit card utilization (% of credit limit used)

Credit card utilization (# cards > 75% balance)

Student loan balance (EDFUND only)

% with car loan

% currently delinquent

Average amount past due if delinquent

Debt/income ratio

% who ever had a defaulted account

$17,512

$25,106

$14,464

91.0%

4.5

$3,048

$2,871

$314

$8,565

$1,299

40.8%

42.8%

1.0

$13,323

18.7%

18.6%

$964

1.99

12.9%

$11,920

$15,805

$8,956

72.6%

3.3

$2,964

$2,779

$394

$5,385

$1,113

37.1%

71.6%

1.2

$9,509

17.7%

29.6%

$1,100

1.01

22.1%

$26,472

$39,786

$21,120

94.9%

5.2

$5,352

$5,078

$402

$13,965

$1,679

36.8%

69.6%

1.3

$15,205

40.1%

36.5%

$2,384

1.19

29.8%

$18,360

$25,242

$14,319

85.0%

4.3

$4,041

$3,752

$488

$8,317

$1,330

36.3%

65.8%

1.5

$8,820

36.8%

51.1%

$3,296

1.07

44.0%

$32,318

$49,003

$26,911

94.7%

5.1

$5,407

$5,202

$301

$16,792

$1,647

34.9%

45.1%

1.1

$15,296

38.4%

37.0%

$2,755

0.82

28.5%

$15,644

$22,738

$12,130

77.4%

4.1

$3,514

$3,233

$441

$7,768

$1,317

34.5%

66.7%

1.3

$6,657

36.2%

55.3%

$2,178

0.66

45.7%

Credit Debt Variables
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DETERMINANTS OF DEBT

The major determinants of all types of debt appear to be the same ones that determine 

student loan debt.6 An examination of the factors determining total debt from all sources 

used a least squares regression (see Table 8). The analysis revealed that the biggest fac-

tor in influencing the amount of total debt was the type of school that the student 

attended. This was probably a function of the cost of tuition. The more expensive the 

school and the longer the student attends, the more the student borrows. Attending a 

private four-year school was associated with a total debt level of almost $6,000 more than 

a public four-year school. Four-year school attendance was associated with from $13,000 

to $15,000 more debt than one of the two-year programs. Another factor was the num-

ber of schools attended and having a financially independent status, both factors that 

might increase demand for debt to cover expenses. Age was significant and positively 

associated with total debt. Current wages were a significant but smaller factor in total debt. 

Those with higher wages borrowed about $200 more 

for each $1,000 of higher wages. Those with higher 

wages presumably had higher credit limits and bet-

ter ability to pay off debt. Similarly, borrowers in the 

control group, all of whom participated in the labor 

market, had significantly higher debt than those in 

the traditional group. Finally, those who used more 

of their credit limits borrowed more overall, which 

is to say borrowers who were deeply in debt with 

credit card debt were also holding high debts from 

other sources.

In examining the three groups as separate estima-

tions, these same factors were significant for each 

group as well as several new ones (not shown). It was 

found that for the traditional group only, parents’ 

income was significant. The coefficient was positive, 

perhaps also indicating that greater debt was being 

taken on by those who had greater capacity to pay 

it back. 

6 “Why Students Borrow 

So Much—Factors that 

Make a Difference,” 

Research Brief, Third 

Quarter, 2002, EDFUND.

TABLE 8:
Determinants of Debt – Regression Estimations, 2002
Dependent Variable: Total Debt from All Sources

Parameter
Estimate (t-statistic)

Intercept

Age

Parents’ income

Number of dependents - parents

Father completed college

Financially independent

Number of schools

Parents have a PLUS loan

Withdrew from school

Students’ income (mean)

Public 2-year school

Public 4-year school

Private 2-year school

Private 4-year school

Proprietary 4-year school

Credit Card utilization (% of credit limit used)

Debt/income (median/year)

Nontraditional student

Control group (repayer)

-22,355

247

2

-246

506

5,053

5,973

-88

1,104

214

1,910

10,644

3,914

16,498

8,943

202

3

833

2,815

-15.55**

8.79**

0.40

-1.71

1.26

9.98**

10.00**

-0.13

-1.87

22.36**

2.41

16.63**

4.37**

22.62**

6.96**

26.6**

3.54*

1.52

4.25**

** Indicates level of significance is less than .0001
* Indicates level of significance is less than .01

Variables

N = 7,569
R-Square =  0.31



18 19

For the nontraditional group, the coefficient for previously dropping out of school was 

positive and associated with adding $5,000 more in debt. Equally large was the parameter for 

having an account that was currently delinquent. For this group, large amounts of debt are 

associated with leaving a program and being delinquent. Studies of student loan debt 

amounts showed that high-risk borrowers generally have small amounts of student loans. 

This study also shows that this group does not have a high average student loan debt. So it 

appears that this group has high credit card and other debt. It 

is not clear which comes first, the debt or the dropping out and 

delinquency, but it underscores the fragile nature of this group 

financially.  

For the control group, the determinants of debt were also school 

type, independent status and current wages. Dropping out of 

school was significant but negatively associated with total debt 

amount. 

Estimations of revolving or credit card debt explained very little 

about variation in this kind of debt (not shown). The same vari-

ables were significant as for all debt: school type, age, wages 

and independent status. The only difference was that borrowers 

in the nontraditional group did have significantly higher credit 

card debt than the other two groups in 1998, reinforcing earlier 

conclusions about their higher risk.
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Evidence from this study indicates that students who borrow from 

the federally guaranteed loan program are borrowing ever higher 

amounts outside of the program as well. But they are not doing so 

with credit cards, seeking instead other sources of loans with bet-

ter terms. While the results probably overstate the rate of overall 

borrowing since the sample is biased a bit toward those who hold credit cards, the direction 

of borrowing is still clear.

In examining other studies of the broader economy, it’s hard to find evidence that large 

numbers of families in the economy overall during this period were drowning in credit card 

debt—struggling because they carried excessive debt levels. The Federal Reserve Board does 

a survey every three years of consumer finances.7 Between 1998 and 2001, the proportion 

of families who borrowed from credit cards edged up only slightly from 44.1 percent to 44.4 

percent. The median value of that debt was unchanged at $1,900. The proportion of families 

holding a bank-type credit card who paid off their bills in full each month rose from 53.8 per-

cent to 55.3 percent in the three-year period. There is not much evidence of high stress either. 

The estimate of the debt-burden ratio for families declined by almost 2 percentage points to 

12.5 percent and it declined for all income levels. The proportion of families with large debt 

ratios or delinquent payments also dropped. A big factor in this is the drop in interest rates, 

which rose in 2000 but has dropped considerably since then.  

However, the Federal Reserve survey also shows that young people under 35 years old have 

somewhat increased their debt levels. In 1998, 81.2 percent of families with a young house-

hold head held some sort of debt. By 2001, it had risen to 82.7 percent. The categories which 

increased (besides home-secured debt which is essentially home purchase) were installment 

loans and other lines of credit, not credit card balances. The median value of installment 

loans for these families was $9,500, slightly less than for all families, while their median credit 

card balance was $2,000, slightly more. 

The entire student borrower portfolio is young, in debt and has low incomes. Shouldn’t we 

worry about debt in general for all young people and whether they can repay it while starting 

families and buying houses? As providers of college loans, we become understandably con-

cerned about students who go into too much debt, especially from high interest sources such 

as credit cards. But in truth, as a society, shouldn’t we be even more concerned about those 

who are not in college? Young people are more vulnerable to financial difficulties in general 

because they are less experienced, more impulsive and have lower incomes. In all cases, young 

people are better off when they have the benefit of guides and mentors, either parents or 

advisers. In this regard, college students may actually be better off than two other groups: 

CONCLUSION

7 Ana M. Aizcorbe, 

Arthur B. Kennickell, and 

Kevin B. Moore, “Recent 

Changes in U.S. Family 

Finances: Evidence from 

the 1998 and 2001 

Survey of Consumer 

Finances,” Federal 

Reserve Bulletin, The 

Federal Reserve Board, 

January 2003.
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those who never attended college, but especially those who have dropped out of college. 

The control group more closely resembles these groups because a high percentage of them 

withdrew from school. Like the non-attendees, those who dropped out have no college 

degree or certificate and thus have much less earning power or chance of landing a decent 

paying job. Unlike the non-attendees, they could have started credit card accounts while at 

school when their future was bright and banks were willing to extend easy credit. They also 

have lost the status of student with whatever support a college or university could provide 

in advice or education. But they do have debt. It’s instructive to note that about 45 percent 

of the control group registers currently delinquent in their credit reports! 

Of the three groups examined, one group stood out as being in a more financially vulnerable 

position. This was half -time students, especially at two-year schools but also at four-year 

ones. They had higher debts, used more high interest rate sources of debt and exhibited more 

risk factors. They earned more money at jobs than those in the traditional group, had fewer 

connections with their families because of their age and financial independence and their 

parents took out fewer loans on their behalf. We can’t say whether the half-time status was 

the cause or result of other financial or family circumstances, we only know that it indicates a 

more precarious position. We also know that given current tuition levels and living expenses, 

working one’s way through school is less possible than it once was. We can only estimate 

what proportion of California students fall into this nontraditional group. An examination 

of the current portfolio of borrowers at EDFUND who attend school showed that 12 percent 

of them are enrolled half time and therefore probably fit this particular higher risk group. If 

that proportion held for all students in California, it would equal roughly 250,000 students. 

Several conclusions can be drawn from this study:

✱	 After controlling for inflation, all groups had significantly higher debt from all sources 

combined in 2002 than those in 1998.

✱	 Credit card debt was lower for the groups in the more recent year, while guaranteed 

student loan debts remained high.

✱	 Other types of debt, mostly installment debt, had significantly increased, indicating that 

students are not turning to credit cards but are using other types of debt on top of 

student loans to fund their college expenses. 

✱	 Students who attend  half time are in a more precarious financial position with higher 

debts, higher credit card utilization and lower incomes than either full-time students or 

ex-students who were currently repaying their loans.
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✱	 Students at two-year and proprietary schools showed more risk factors than four-year 

students, even though with lower tuition and shorter programs they borrow less money. 

They had higher amounts past due and a higher proportion of delinquencies and 

defaults for any debt.

High debt, by itself, is not necessarily a bad thing. It depends upon the purpose and the terms. 

Debt for education that can contribute directly to better jobs and higher earnings makes 

sense. Debt for a home purchase can also acquire an appreciating asset. Debt for consumption 

may not be as wise. Further, debts that carry low interest rates with guarantees and caps are 

far preferable to debts taken at exorbitant rates of interest. Increasing guaranteed student 

loan limits and encouraging debt can increase risks if jobs don’t materialize, if wages don’t 

rise or if interest rates rise significantly causing payments to balloon. Limiting low interest 

student loans leads to serious risks as well: that students will go to worse sources of credit, 

which they appear to be doing or reduce classes or drop out of school entirely, which they 

also appear to be doing. More grants for low income students would solve this dilemma but 

in the absence of such government aid, denying students cheaper loans may be denying 

them education and opportunity in life.


