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Community Colleges and Student Debt

The growing reach of student debt has become a crisis for many borrowers. But the impact has been
uneven, with Black borrowers and students at for-profit colleges hit the hardest. Students with
lower balances also have higher default rates, because often they have not completed their degrees.!
Though community college students borrow less often and generally have smaller balances than
students in other sectors, they have their own struggles with debt. Community college students
who do borrow default at somewhat higher rates than four-year college students, although

this difference can be fully accounted for by differences in student background characteristics.
Community college students are less likely than students in other sectors to resolve loan defaults,
potentially keeping them from going back to school and damaging their finances overall. At the
same time, in the absence of grants, loans provide an important way to finance college and can
increase the chances that students graduate.

WHAT THE RESEARCH TELLS US

Community college students are less likely to borrow than other college students and accrue less
debt overall. But the percentage who borrow is going up.

* About48% of public two-year college? students who started in 2003-042 borrowed within 12
years of college entry, fewer than students in other sectors even while community college students
have greater unmet financial need. About 68% of public four-year students and 89% of students at
for-profit colleges borrowed.*

* The percentage of students who borrow has increased at public two-year colleges (to 48%
among 2003-04 entrants, from 40% for those who started in 1996).° This increase is larger
than for students at public or private four-year colleges, but much smaller than the increase at
for-profit colleges.

¢ The cumulative amount owed after 12 years is an estimated $10,300 per student who started
at public two-year college in 2003-04 (for all entrants, not just borrowers). For public four-year
entrants it’s nearly $20,000. For those starting at for-profit colleges, it’s $13,000.8

Many community college students appear to benefit from access to student loans, though they are often
discouraged from borrowing.

» While access to loans increases debt, research indicates it can also increase credits earned, GPA, degree
completion, transfer to four-year colleges, and later-life earnings for community college students.” ®

* Colleges have discretion over whether to include loan offers in financial aid letters. Millions of
community college students attend colleges that opt out of federal loan programs or do not include loan
information in financial aid letters, even though most students would be eligible for loans.?

» While access to loans may be better than not having access, grants may help even more. Students at

colleges that offer federal loans appear to borrow less if they receive a Pell Grant. They also appear to
work less and take more credits.
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Community college students experience default at higher rates than four-year college students, but much less
often than for-profit college students. There are disparities in default by race and income.

¢ Thirteen percent of all public two-year college students, or 26% of public two-year borrowers, who
started in 2003-04 experienced a default within 12 years." This is compared to 47 % of all for-profit
students, or 52% of for-profit borrowers defaulting over the same time period.

* Default rates grew substantially between the
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borrowed $6,000. Low-income students were much more likely to have defaulted (18% versus 7%).*

* Defaults have risen most rapidly among students who never complete an associate or bachelor’s degree.’

KEY CONSIDERATIONS FOR FEDERAL POLICY

¢ Studentloan policies should avoid discouraging students from attending college to avoid debt. Instead,
the federal government should increase support so students borrow less, and increase protections for
those who do borrow, including for students who do not finish or struggle to repay their loans.

* The federal government could consider additional direct grant support for students, support to states,
and other funding to lower the effective cost of college and decrease the loan burden on future students,
especially at the start of their college experience.

* The federal government should consider debt relief to address the default crisis among those already
in repayment.

* Borrowers need more support to increase utilization of existing income-contingent repayment plans,
which offer significant protection against the worst outcomes of student loan debt.
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