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(http://aedi.ku.edu/). AEDI’s mission is to create and study innovations related to assets and economic well-being, with a 
focus on the relationship between children’s savings and the educational outcomes of low-income and minority children as a 
way to achieve the American dream. 

In today’s financial aid landscape, advancing this mission requires attending not only to the role of assets in shaping 
educational attainment and equity, but also understanding the effects of high levels of student borrowing on the long-term 
financial health of households. It is our hope that our research on these matters adds to the national conversation about the 
relative impacts of different approaches to college financing. We believe in higher education as a path to economic mobility 
and an essential means of sustaining the American dream. 

We look forward to imagining, together, how asset-based financial aid can make higher education a more valuable proposition 
for all of America’s students—especially those disadvantaged in the current system—and to discussing how the institution of 
student loans could be modified to better complement these aims. 

With warm regards,

William Elliott III 
Director, Assets and Education Initiative 
Senior Fellow, New America Foundation  
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Introduction

Higher Education and the American Dream:  
Do Student Loans Get in the Way?

Student Loans: Undermining the American Dream

According to Shapiro, the American dream “is the promise that those who work equally hard will reap 
roughly equal rewards” (Shapiro, 2004, p. 87);  that is, the American dream holds that this country 
is a meritocracy where effort and ability are the primary determinants of success. Gilens found that 
96% of Americans agree with the assertion, “People should take advantage of every opportunity to 
improve themselves rather than expect help from the government” (Gilens, 1999, p. 35). Underlying 
these statements is an assumption that opportunities exist for all Americans, that institutions treat each 
person roughly equally, and that the role of the individual is to take advantage of opportunities that he 
or she creates or that present themselves. These beliefs are powerful, having led over time to Americans’ 
preference for policy approaches that heavily emphasize individual responsibility for risk, rather than 
shared investment. Because people maintain their belief in the American dream, they resist institutional 
explanations for variations in individual outcomes, though the evidence points to widely varying 
outcomes by group. 

Education as a Path for Achieving the American Dream

Maintaining the belief that everyone in America has an equal opportunity to achieve financial success 
is essential to having an energized workforce, the backbone of any economy. Policymakers have long 
recognized this. Indeed, federal attempts to expand opportunity stretch back at least to the Homestead 
Act of 1862, which granted land to settlers willing to make a life for themselves on the American 

Overview

Higher education plays a critical role in the U.S. economy, creating a ladder of economic 
opportunity for American children, especially for those in poverty. However, despite our collective 
belief in an American dream of equitable opportunities for all, higher education today increasingly 
reinforces patterns of relative privilege, particularly as students rely more and more on student 
loans to finance college access. As borrowing reduces the return on a college degree—by failing to 
support strong educational attainment and by compromising post-graduation financial security—
the inequity of our financial aid system is laid bare. By investing in student borrowing to the 
exclusion of asset-based approaches with the potential to deliver superior outcomes, we jeopardize 
the legitimacy of the American dream.

Reimagining financial aid to include asset accumulation for those currently disadvantaged has the 
potential to meet one of our most critical challenges: equipping enough students to succeed in 
college education to power future societal economic prosperity, at a cost individual students and 
our collective economy can afford. This report challenges current assumptions about the innocent 
nature of student loans and proposes asset-based complements that could transform higher 
education into an institution of equitable opportunity and a foundation of a revitalized American 
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frontier. Since the beginning of the 20th century, education has become a locus for this emphasis on 
opportunity, through expanded support for public schools, colleges, and universities, and eventually 
government subsidies to access higher education (see, e.g., Hochschild & Scovronick, 2003). This 
distinctly American conviction—that economic disparity can be narrowed through effort in school and 
the pursuit of higher education—runs deep: “Of all the truths that this generation of Americans holds 
self-evident, few are more deeply embedded in the national psyche than the maxim, ‘It pays to go to 
college.’” (Elfin, 1993). 

Researchers find that almost all students aspire to attend college (94%), and most parents (96%) want 
their children to attend college (Horn, Chen, & Chapman, 2003). A 2012 Sallie Mae/Gallup Poll 
showed that about 80% of children in 2012 strongly agreed that college is an investment in their future.

This belief in the potential of education to act as an equalizer is supported by research, which consistently 
shows that a person who attains a four-year college degree earns more than a person who does not attain 
a four-year degree. A four-year college graduate’s median earnings in 2008 were $55,700 compared to 
$21,900 for a high school graduate (College Board, 2010). Even for those who do not graduate, having 
some college appears to pay off. Adults with some college have median after-tax earnings that are 16% 
higher than those with only a high school diploma. Carnevale, Rose, and Cheah (2011) found that, over 
his or her lifetime, an adult with a high school degree earns $1,547,000 while an adult with a four-year 
college degree earns $2,268,000. 

This college wage premium does not function equitably, however. Not surprisingly, women and racial 
minorities earn less than White men at all levels of educational attainment. For example, a woman with 
a four-year degree on average earns about 25% less than a man with a four-year degree over the course 
of their working years. (The type of degree also matters, particularly in today’s increasingly specialized 
economy. An adult with a master’s degree earns about $2,671,000 while an adult with a doctoral degree 
earns about $3,252,000 over the course of their working years (Carnevale, et al., 2011).)     

Despite unequal distribution of the gains, attaining a college degree continues to be one of the few 
remaining paths out of poverty in America. For instance, Urahn, Currier, Elliott, Wechsler, Wilson, and 
Colbert (2012) found that 47% of children born in the bottom family income quintile remain in the 
bottom quintile as adults if they do not earn a college degree. In contrast, only 10% of those children 
born in the bottom family income quintile with a college degree remain there as adults. Children who 
are born into the bottom family income quintile and attain a college degree are as adults three times 
more likely to make it to the top family income quintile, and four times more likely to move from the 
bottom family wealth quintile to the top, compared to those poor children who do not earn college 
degrees. In an era of declining economic mobility, a college degree appears the surest way to climb the 
ladders of opportunity.  

Student Loans Perpetuate the Status Quo

Though they have played an important role in expanding access to higher education, growing evidence 
suggests that student loans may be a major contributor to the inequitable distribution of gains from 
college. Though student loans, and the prevalence of student debt, are everywhere in today’s political 
dialogue, the discussion is narrow, more focused on making more loans available, more cheaply, rather 
than assessing the overall value to society of using loans as the primary tool of higher-education 
financing. 
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Do student loans facilitate the equalizing role that higher education is meant to play in the United 
States? A sizable number of minority and low-income children work hard at school and have the ability 
to attend college, but fail to transition to college after high school graduation or to succeed in college 
once enrolled. For example, about 52% of low-income and 82% of high-income children enrolled in a 
two-year or four-year college immediately upon graduating high school in 2010 (Aud et al., 2012). Even 
bigger gaps exist when considering college graduation rates. Bailey and Dynarski (2011) found that 
children from high-income families are six times more likely than children from low-income families to 
complete a bachelor’s degree by age 25. 

We have collectively failed to imagine how to structure opportunities for low-income and other 
disadvantaged students to create levers for meaningful college access and equitable returns on their 
educational investments. Research is beginning to connect these outcomes to student debt. Findings 
suggest that debt of even small amounts may depress graduation rates (Dwyer, McCloud, & Hodson, 
2012) and harm post-college financial health (Elliott & Nam, 2013a; Hiltonsmith, 2013). Further, there 
is little reason to believe that the availability of student loans has a positive effect on students’ preparation 
for college; in fact, low-income students who are loan-averse may decide not to enroll in college in order 
to avoid debt (Callendar & Jackson, 2005). Other highly qualified low-income students may decide 
to underinvest in their human, social, and cultural capital by enrolling at a two-year college or a less 
selective four-year college in an ill-informed cost reduction strategy (Carnevale and Strohl, 2010). Some 
field evidence suggests that students facing the prospect of considerable debt may even be steered toward 
these colleges by high-school personnel such as teachers and counselors, even though the prospects for 
graduation are worse at these less-selective institutions (Elliott, 2013d). This might be why research 
consistently finds, at best, weak evidence that student loans positively affect college enrollment rates 
(Heller, 2008). 

Moreover, student loans do not seem to maximize the post-graduation return of a college degree. With 
an average debt now in excess of $26,000 (Fry, 2012), college graduates have been shown to delay 
investments in wealth-building assets1 such as buying a home (Mishory & O’Sullivan, 2012). There also 
is an emerging body of evidence that suggests that college graduates who have outstanding student debt 
have less net worth, home equity, and retirement savings than students who do not have outstanding 
student debt (Elliott & Nam, 2013a; Elliott, Grinstein-Weiss, & Nam, 2013a; Elliott, Grinstein-Weiss, 
& Nam, 2013b; Elliott, Grinstein-Weiss, & Nam, 2013c; Hiltonsmith, 2013). 

These post-graduation disparities have been largely ignored because the question about student loans 
until now has been, “Are students who would not otherwise be able to pay for college better off having 
gone to college than they would be if they did not go?” Evidence is clear that college completers from 
all groups are better off than non-completers. However, framing the discussion this way assumes that 
student loans are the primary financial aid strategy available, setting up a counterfactual of failing to 
attend college. Instead, we should imagine a college degree obtained through other mechanisms, such 
as savings, with complementary structures to support college success and avoid the pitfalls of a debt-
dependent financial aid system. 

Using CSAs to Enhance Equity in the Financial Aid System 

Missing from today’s proposals for fixing financial aid—forgiving loans, lowering interest rates, 
increasing tax credits, or tuition guarantees—is an accounting of the one lever that simultaneously 
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improves college affordability, readiness, completion, and financial health in adulthood: children’s 
financial assets. Building Expectations, Delivering Results, the first in a series of biannual reports on 
the assets and education field that was released in July 2013 (Elliott, 2013a), synthesized a wide 
body of research on the potential for CSAs to transform the way that students pay and prepare for 
college and, in turn, to help to restore the promise of the American dream.2 In their simplest form, 
CSAs are savings accounts that incentivize long-term investments, such as education, home, business 
ownership, and retirement. The research base is still evolving, but CSAs appear to be evidence-based 
vehicles for improving students’ outcomes prior to, during, and after college. Because of the significance 
of educational attainment for redeeming the American dream, CSAs can also be thought of as an 
investment in the viability of this promise to the next generation.

Inserting assets into the financial aid conversation is more than an academic exercise. While it is unlikely 
that the U.S. approach to financing higher education will shift immediately or seamlessly to an asset-
based one, there are very real policy implications to these innovations. A national implementation of 
CSAs need not be costly for children, their families, or the government (Cramer, 2006). Moreover, 
Elliott, Song, & Nam (2013a) find evidence that even having a few hundred dollars in savings designated 
for education is significantly associated with a child’s educational outcomes: low- and moderate-income 
students with up to $500 designated for college are three times more likely to enroll and four times 
more likely to graduate from college than their peers with no savings for college. This suggests that, if a 
fraction of what we spend today subsidizing student loans was reallocated for universally available and 
progressively funded CSAs, the United States may realize superior educational outcomes and, in turn, 
increase the chances a disadvantaged child has to move to economic security. Critically, while higher 
education is largely viewed today (through the lens of individual effort leading to individual gain) as an 
investment with a localized payoff, the reality of higher education as a collective benefit makes these 
questions imperative ones for U.S. economic policy, too.

Understanding how and why assets affect student achievement is key to building the political will to 
create CSA structures capable of delivering these educational outcomes. Enhancing CSAs builds on 
more than a decade of research showing that for students to achieve their potential, institutions around 
them need to support their use of effort and ability in school, which Elliott and Sherraden (2013) 
call institutional facilitation. Institutional facilitation is built on the realization that in today’s highly 
specialized and technical society, institutions augment our use of effort and ability in ways that can create 
artificial winners and losers, a process in conflict with the ideal of the American dream. 

Of course, when we are talking about students whose aspirations to attend college after high school 
graduation wilt before they make it to enrollment (ACSFA, 2010; Elliott, Song, & Nam, 2013b) or 
students whose likelihood of college graduation is compromised by the strains that accompany high 
dollar debt (Dwyer, et al., 2013), the stakes are high. When these differential outcome effects are 
multiplied across an entire generation, this question becomes one of the most urgent of our age: how 
to prepare enough students to succeed in higher education at a cost reasonable to individuals and the 
economy as a whole. 

Ownership of financial assets provides individuals with capacity to participate and hold accountable the 
institutions that affect their lives. When we provide children with assets, we are essentially providing 
them with the power to access and command societal resources needed to reach the American dream, as 
well as their full capacity as tool builders for the next generation. The opposite would also have to be true, 
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of course. When we do not provide children with access to individual assets we are essentially denying 
them command over societal resources they need to reach the American dream and their full capacity. 
When students graduate college with significant obstacles to future asset building, they are likely to 
interact with institutions—the housing market, the job market, financial institutions—differently. When 
children do not reach their full capacity, not only do they lose, society also loses. 

The underlying message is that low-income and minority students are disadvantaged, not because of 
innate capacity limitations or lower aspirations, but because they often encounter institutions that do 
not—or cannot—provide them with the resources they need to complement their efforts and amplify 
their abilities. Do not be mistaken: asset approaches are not entirely absent from college financing. 
Wealthy students benefit from their parents’ ability to signal early and often that college is likely, 
and significant tax advantages augment these families’ capacity for building wealth to spend on their 
children’s education. This results in an asset advantage for these students. The institutions in these 
children’s lives—their parents, financial institutions, often their schools—augment their efforts and 
ability and send the message that college is part of their futures. This affects their expectations and, in 
turn, their achievement.

CSAs, then, are a powerful tool for equity. By giving families savings incentives and building universal 
and progressive vehicles for saving, CSAs may improve the financial health of low-income families and 
the educational outcomes of their children, reducing or even eliminating asset advantages currently 
enjoyed by wealthier families. Critically, these are features missing from our just-in-time, debt-dependent 
higher education finance system, which generally prioritizes simple access over success. 

Conclusion 

In this report, we suggest that the student loan program can be more effective if it is combined 
with a college savings program that starts at a very young age, maybe even as early as birth. From 
this perspective, saving should be seen as a type of down payment on college, not a way to finance 
college entirely or to eliminate student loans. There are analogues to the way Americans purchase 
other expensive items, such as a home: individuals may rely on gifts or inheritance from their families 
(analogous to scholarships), individual earnings (student work programs), savings (school savings), and 
credit (student loans). Previous research on home ownership teaches us that people who can rely more 
heavily on gifts and their savings receive a higher return on their home than people who have to rely 
more heavily on credit (e.g., Shapiro, 2004). We suggest financing college is no different; that is, student 
loans are likely to have their most powerful positive effects when they are coupled with scholarships and 
savings.

We end by presenting a picture of a 21st century financial aid system. For higher education to play 
its traditional equalizing role, students may need school savings to address the long-term challenge 
of college readiness, particularly for those disadvantaged as a result of their interactions with other 
institutions. With savings set aside for higher education, children may be more likely to identify as 
college-bound and their parents may increase their engagement with their children’s schooling. Colleges 
and universities may improve completion rates and recruitment of talented low-income students, 
increasing these institutions’ ability to graduate a diverse, well-qualified workforce and to support 
students’ progress toward greater economic security. Banks may receive new customers as more families 
save and more students build a foundation of economic security. Students may graduate with stronger 
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financial well-being, better positioned to contribute productively to the overall economy. And U.S. 
policymakers concerned about our ability to compete with other nations will see improvements from a 
financial aid system better equipped to usher students into productive roles in the global workforce. 

An asset-based approach to financial aid is a commonsense solution to the student debt and college 
completion challenges facing our nation. More importantly, our situating of education as a critical path 
to economic security and mobility suggests that equitably introducing assets into the college financing 
landscape may also be a way to make the American dream a reality for more of America’s children. 

Key Points

•  Public education has been central to Americans’ belief in the power of effort and ability to   
    improve individuals’ circumstances.
•  Higher education is today correctly viewed as the primary path to economic mobility, but  
    increasing inequality in educational outcomes is eroding this relationship and threatening young  
    people’s future prospects.
•  The evidence points to over-reliance on student borrowing as a part of the story for why there is     
    stagnation in college outcomes and a wide gap in achievement between low- and high-income  
    students today. 
•  While Americans largely view student loans as a question about whether the student is better  
    off, after borrowing for college, than she would be without attending college, another important  
    question, is whether two similarly situated students can realize equitable returns on their  
    educational investments.
•  Children’s savings accounts can be a tool with which to increase equity in higher education. 
•  Building the political will for this shift in how policy helps students prepare and pay for college  
    will require accurately accounting for the effects of student loans on educational outcomes and  
    post-graduation financial well-being. 
•  The national conversation needs to account fully for inequities and focus on maximizing the  
    collective returns of higher education. 
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Chapter 1

The Damaging Legacy of Student Debt

Declining College Affordability Yields Debt Dependence

Declining state funding and stagnant household incomes are rapidly eroding the affordability of college, 
leaving Americans seeking to improve their futures through education mired in debt. These trends 
threaten to deepen disparities in educational attainment and financial health by race and class, and to 
undermine higher education’s traditional role as a vehicle for social mobility.

The rising financial burden represented by a college education is widely acknowledged, but the extent of 
the trend bears repeating. The College Board (2012), which produces an annual report tracking college 
costs, estimates that the total cost of college attendance and room and board at an in-state, public four-
year college for the 2012–13 school year is $8,655, an increase of 4.8% from the prior school year and a 
continuation of trends of nearly uninterrupted cost increases over the past several years. Total cost of a 
private four-year college also rose, by 4.2% in 2012–13 to $29,056 (College Board, 2012).

Stagnant wages have meant that tuition and other cost increases hit families harder than they did in the 
past. Recent findings indicate that median annual household income in June of 2013 is 6.1% (or $3,400) 
below its level in December 2007 when the Great Recession began (Pear, 2013). Geiger and Heller 
(2011) report the price of attending a four-year public college or university has grown significantly faster 
than the growth in median income over the last 20 years. More specifically, they find that tuition prices 
at a public four-year college as a proportion of median income rose from 4% in 1980 to 12% in 2009. 
At private nonprofit four-year colleges the rise in costs as a proportion of median income has been even 
greater, from 18% in 1980 to 44% in 2009. 

Increased college tuitions have not happened in a vacuum. Rather, rising college costs are driven in part 
by decreased state funding for colleges and universities and exacerbated by financial aid that has failed 

Overview

Public education, including higher education, is still a primary policy priority for most Americans, 
seen as a critical investment in economic opportunity and fundamental equity. However, ongoing 
state budget cuts and rising college prices threaten college access and hollow out the American 
dream. As public support for institutions of higher education has waned, more American 
families often confront high college costs equipped with little more than expensive student loans. 
Conventional wisdom—and much of U.S. policymaking—holds that student loan debt is a 
sound investment in students’ educational and economic futures, on the individual and aggregate 
levels. However, research shows that students do not rationally calculate their student debt as a 
financial investment and instead may hurt their own future economic security by taking on too 
much debt. Some students, mostly low-income or minority, are averse to large loans and may even 
forego college altogether. By critically examining this prevailing view of student loans as keys to 
educational attainment, the failings of this financial aid system are highlighted and the potential 
benefits of pivoting to a system at least somewhat supported by asset approaches are illuminated.
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to keep pace with cost increases (Long, 2010), both factors largely out of the control of institutions of 
higher education. Nationwide, states spent 28% less on higher education in 2013 than in 2008, cuts 
that are directly correlated with increases in tuition and other fees and reductions in educational quality 
(Oliff, et al., 2013). 

Rising college prices, then, have taken the place of taxpayer-funded state support (Geiger & Heller, 2011) 
in balancing the books at institutions of higher education—prices that are increasingly untenable for the 
consumers of higher education. According to Geiger and Heller (2011), in 1980, student tuition accounted 
for about 20% of major universities’ operating funds, but by 2006 it had more than doubled to 43%. 

These trends have resulted in a de facto privatization of higher education, even at public institutions. A 
corollary development is an increasing assumption that paying for higher education is an individual, not 
a shared, responsibility, the ramifications of which we will explore next. 
 
The College Cost Burden has Shifted

Dependence on student loans as a way to pay for college has risen, at least in part, because of the shift 
in financial aid policy over the last several decades toward greater responsibility for individuals to bear 
the cost of higher education. If higher education is indeed primarily a commodity to be purchased by 
individual customers, it might be suggested that students should bear much of the cost of education. And 
they do, now more than ever.

It was not always this way. For instance, Geiger and Heller (2011) found that federal, state, and private 
grants were the largest form of financial aid until 1982, when loans began to outpace grants and the 
expectation that needy students would bear most of the burden of college costs solidified. Since then, 
loans have remained the largest form of financial aid available to students to pay for college (Geiger & 
Heller, 2011). Fry (2012) found that 40% of all households headed by individuals younger than 35 years 
of age have outstanding student debt. Further, the proportion of undergraduate students who took out 
federal loans increased from 23% in 2001‒2002 to 35% in 2011‒2012 (College Board, 2012). Not only 
are more students borrowing, but borrowing students are also borrowing more. According to Fry (2012), 
the average outstanding student loan debt in 2007 was $23,349, and it rose to $26,683 by 2010. 

This borrowing adds up. Total borrowing for college hit $113.4 billion for the 2011‒2012 school year, up 
24% from five years earlier (College Board, 2012). As a result, households are faced with ever-growing 
debt. In the 2011‒2012 school year, about 37% ($70.8 billion) of all undergraduate financial aid received 
came from federal loans (College Board, 2012). The next highest source of aid was federal Pell Grants 
at 19%, followed by institutional grants at 18%. As discussed below, while this student loan debt has 
significant effects for individual students and their families, the prevalence and depth of debt have real 
macroeconomic implications, as well. 

Finally, research shows that student debt makes up a larger portion of household income among 
households in the lower income brackets than it does for those in higher income brackets. For example, 
Fry (2012) found that outstanding student loan debt represented 24% of household income for 
households with income less than $21,044 in 2010, 7% of income for households with incomes between 
$97,586 and $146,791, and 2% for households with incomes of $146,792 or higher. 
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Student Debt Affects Even Older Americans

As costs have shifted to individual students and their families, so, too, have the risks of exposure to these 
economic forces. As a result, many observers fear that today’s young people will pay a real price for state 
budget decisions made during the Great Recession for years into their futures (Isaacs & Healy, 2012). 
However, rising student debt affects Americans of all age ranges. According to Federal Reserve Bank of 
New York (FRBNY) data, those younger than 30 make up the largest group of student loan borrowers 
(about 39%, or 15 million individuals), but other age groups are almost as big. Those 30-39 are about 28% 
(10.9 million) of total borrowers, 40-49 about 15% (6 million), 50-59 just over 12% (4.7 million), and the 
over 60 category makes up nearly 6% (2.2 million). This adds up to 38.8 million Americans with student 
loans. 

This broadening of the age spectrum is reflective of trends in the cost of higher education, and who 
attends. As college costs rise, more parents are cosigning on student loans, making them equally liable for 
repayment and the consequences of default. Moreover, the number of older Americans entering college 
has been on the rise, spurred in part by continuing weakness in the labor market. In 2010, more than 3.9 
million people ages 35 and older were enrolled in college, up 20% from 2006 (Maag, 2012). Students 
who start college at older ages are closer to retirement, and therefore have fewer years to pay off their 
student loans prior to reaching retirement age. 

Student loans even burden Americans at or near retirement age. According to the Federal Reserve Bank 
of New York (2012), the average student loan debt for the 2.2 million Americans 60 or older who hold 
student loans is $19,521. These students’ experiences with student borrowing suggest that repayment 
difficulties are not a function of age or maturity. Among student loans held by Americans 60 or older, 
12.5% were at least 90 days delinquent at the end of 2012. This can lead to garnishment of Social 
Security benefits for older borrowers. Research from the Department of the Treasury shows that in 2007 
there were 60,000 cases where the federal government garnished wages of Social Security recipients. This 
rose to 115,000 cases in 2012 (Andriotis, 2012).

Delinquency can harm older cosigners, but even without being delinquent, cosigners’ responsibility for 
loan repayment affects their credit, and as such may make it more difficult to qualify for loans for homes 
or other major purchases. This constrains financial mobility and threatens economic security as middle-
aged and older Americans strive to build assets and financial stability. 

Misunderstandings About Debt Dependence 

The rising tide of educational debt dependence has faced little outrage from the public or policymakers 
because of misunderstandings about the magnitude of debt necessary to affect educational and long-term 
outcomes, the way students make decisions regarding borrowing, and the constraints imposed by even 
small amounts of debt.  
 
Small Amounts of Debt Have Big Consequences

Studies on the effects of student loans on college graduation rates are mixed, but most evidence suggests 
that small amounts of student loans can augment students’ ability to graduate from college. However, 
after conducting an extensive review of student loans, Heller (2008) concluded that there is very  
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little evidence to suggest that loans, in general, improve children’s college outcomes. These seemingly 
conflicting findings may be explained in part because of conflating large and small loan balances, which 
might have very different effects. Cofer and Somers (2001) suggest that expanding the number and size 
of student loans is counterproductive and fails to meet the goal of making college accessible to more 
students, while smaller loan amounts might have positive effects. 

The current financial aid conversation needs a more nuanced discussion not about whether student 
loans have some role to play, but the amount of student debt that should be considered too high. 
Unfortunately, the limited conversation to date about appropriate debt levels has skewed toward a 
simplistic analysis of how much students can afford to pay back. Of this body of research, Cofer and 
Somers state, “For the most part, they concluded that debt is not excessive and that graduates can repay 
these loans” (Cofer & Somers, 1999, p. 26). 

In the same spirit, some researchers contend that the popular media greatly exaggerate the number 
of students who graduate with high debt (e.g., Kelderman, 2012). Media coverage tends to focus on 
sensational stories, such as a student who owes more than $100,000 in student loans (e.g., Sanchez, 
2012), a level of debt in the 97th percentile of all borrowers (Edmiston, Brooks, & Shepelwich, 2012). 
Against the backdrop of these stories, the average debt now in excess of $26,000 in 2012 seems small 
(Fry, 2012). To some extent, this reflects subtle shifts in the national conversation about student 
borrowing, reflective of a norm reset to accept high levels of borrowing. 

In response, some researchers have pointed out that many students fail to graduate and that, while 
students who graduate can afford to pay back their loans, it is much more difficult for those who do 
not graduate (Cunningham & Kienzl, 2011), given their reduced earning potential. Instead, we suggest 
that the right frame for examining the reliance on student loans is, “What is the threshold above which 
student loans no longer augment students’ ability to enter and succeed in college and attain similar 
financial outcomes after college as their counterparts with less or no student debt?” In other words, 
analysis should examine not only whether students can pay back their loans, but should also focus on 
the real cost of this borrowing, its effects on equity within higher education, the extent to which it is a 
wise investment of our collective resources, and what structures could reduce the need for high-dollar 
borrowing.

While there are some studies that find that student loans have no effect, or even a positive effect, on 
educational outcomes (e.g., Bowen, Chingos, & McPherson, 2009; Cuccaro-Alamin & Choy, 1998; 
Lam, 1999; U.S. General Accounting Office, 1995), the preponderance of evidence indicates that as 
student debt load rises so too do dropout rates, particularly for poor and minority students (The Institute 
for Higher Education Policy & The Education Resources Institute, 1995; The Institute for Higher 
Education Policy, 1999; Cofer & Somers, 1999; 2000; Ishitani, 2006; Kim, 2007; Knight & Arbold, 
2000; St. Johns, Andrieu, Oescher, & Starkey, 1994; Zhan, 2012; 2013). For example, with respect to 
race and income level, Kim (2007) found that higher student loan debt in the first year of college is 
associated with lower probabilities of graduating from college among low-income and Black students but 
not high-income and White students. This might be because low-income and Black students are averse 
to taking out high amounts of student debt (Fenske, Porter, & DuBrock, 2000). Higher loan aversion by 
low-income and Black students might come from having less certain job prospects, less familiarity with 
financial institutions, and a higher risk of not graduating from college than higher income and White 
students (Kim, 2007). 
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Research on student loan thresholds provides us with a clearer picture of what might more realistically 
be considered high debt. Cofer and Somers (2000) examined whether the influence of debt load on 
persistence changed between 1987 and 1993. By 1993 student loans had become the dominant method 
of financing college and their analysis finds positive correlations of loans with college graduation at 
both public and private colleges in 1987 and 1993. But the picture changes when they examine different 
thresholds: they find that in 1987 medium debt (between $3,000 and $7,000) at public colleges reduces 
chances of graduation, and in 1993 low debt (less than $3,000) is a negative predictor but not high debt 
(over $7,000). However, in the case of private colleges, in 1987 high debt reduces chances of graduation 
and in 1993 all levels of debt are negative predictors of college graduation. They suggest that the 
threshold method is superior to the total debt load method because, 

…rather than being incremental, the effect of debt is felt in lump sums. That is, a student 
borrows in a lump sum…at the beginning of the semester. When the next semester 
begins, the student has to again make a decision to persist based, in part, on this new, 
higher level of debt. Students view threshold levels as intimidating, especially when they 
move from one perceived level to another. (Cofer & Somers, 2000, p. 35)

At the same time that debt is accumulating, students also are learning more about their career 
opportunities and potential future earnings, which may make college seem like a bad investment 
(Kamenetz, 2006). These effects bolster the argument that overreliance on student borrowing may be 
a particularly concerning development in today’s economy, given the impact of the recession on the 
earnings trajectory and employment rates even of college graduates (Shierholz, Sabadish, & Finio, 2013). 

Dwyer, McCloud, and Hodson’s (2012) findings might be interpreted as suggesting that $10,000 is 
a critical debt cut-off point among some students who attend public universities. The reason for the 
diminishing positive benefits of student loans might be in part because of low-income and minority 
students’ aversion to taking on large amounts of debt to pay for college. For example, prior research 
suggests that because of low-income students’ aversion to borrowing, student loans may be a more 
effective strategy for middle- and high-income students (Campaigne & Hossler, 1998; Paulsen & St. 
John, 2002). Similar findings exist with regard to race. Perna (2000) found that student loans have a 
negative effect on enrollment at a four-year college for Black students, which she attributes in part to 
an aversion to borrowing. This effect may also help to explain depressed graduation rates, as financial 
pressures weigh upon students and distract them from academic priorities. 

In sum, research suggests that after a certain threshold, student loans might not produce increased 
enrollment and graduation rates. Therefore, for the less advantaged students who disproportionately rely 
on loans to finance their college degrees, simply continuing to increase borrowing limits might decrease 
educational equity. And research shows that what constitutes dangerous, high-dollar debt is potentially 
smaller—$3,000 to $10,000, although the specific amount is not clear—than many believe. Debt also 
seems to be worse for students in public school than it is for students in private schools. 

Students Lack Necessary Information about Loans

Another common reason for complacency about rising student debt is an assumption that students make 
rational cost-benefit calculations in deciding to attend college or persist to graduation (Becker, 1993; 
McDonough, 1997). There is reason to doubt this assumption. For example, while Dwyer, McCloud, and 
Hodson (2011) found that student debt is positively associated with students’ self-concept and sense of 
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mastery during college and shortly after (ages 18 to 24 and 25 to 27), they find it has negative effects on 
older young adults’ (28 or older) self-concept and sense of mastery. They suggest students may mentally 
adjust their expected lifetime earnings upward based on access to student loans. That is, students 
rationalize their debt based on inflated expectations of future earnings. The dynamic of students inflating 
their estimates of future earnings is based on a well-established body of marketing research. For example, 
Somon and Cheema (2002) found empirical evidence that people (both poor and rich) do not have the 
cognitive capability to determine the right ratio of debt to future earnings. 

Currently, there are lifetime limits on subsidized and unsubsidized Stafford loans that allow students 
to accumulate large amounts of debt, even when such borrowing is disproportionate in relationship to 
reasonably expected earnings.3 In academic year 2007-2008, 53% of students who took out loans took 
out the maximum amount they could for the year (GAO, 2011). Deciding how much student debt to 
incur based on expected future earnings is made more complicated because students do not have to begin 
paying back student loans until after they leave college. Given this, student loan debt might seem less 
real to them and its costs harder to calculate (Simpson, Smith, Taylor, & Chadd, 2012). This is perhaps 
particularly acute for students whose household economic circumstances have denied them sustained 
and meaningful opportunities to experience money management and make financial decisions (Avard 
& Manton, 2005; Jump$tart Coalition for Financial Literacy, 2006; Simpson et al., 2012) and who have 
less familiarity with the earnings trajectories of their future professions. The aggregate economic effects 
of so many students borrowing so much money are still unclear, but it is likely that growing doubt about 
whether college will be worth it for students facing steep bills and uncertain job prospects contributes to 
the perception of a student debt crisis. 

There is also reason to doubt whether students have enough information to make accurate predictions 
about whether they will complete college and how much they will actually earn after graduating with 
a particular degree (Carnevale, Stohl, & Melton, 2011). As a result, students may end up financially 
overextended and unable to approach their next financial challenges successfully, including building 
assets through homeownership, preparing for retirement, and saving for their own children’s education. 
Sadly, during a period of constrained wage growth and increased unemployment, such as experienced 
during the last recession, these imprecise calculations are potentially devastating. 
 
Student Loans Constrain Credit and Future Choices

Upon leaving college, young adults’ annual earnings are generally lower than what they will be after 
they reach their prime earning years during middle age. Further, in most cases, young adults cannot rely 
on their parents to bridge the gap between current and future earnings by giving them the money they 
need to purchase big ticket, wealth building assets, such as a home. This is particularly true for the young 
adults more likely to have relied on student borrowing to finance their higher education in the first 
place: those whose parents lack the wealth from which to subsidize their children’s capital development. 
Therefore, most young adults rely on credit as a key mechanism for smoothing out their consumption 
(Oliver & Shapiro, 1995; Keister, 2000). In this sense, credit functions as a tool for building wealth for 
many Americans. The life cycle hypothesis of student debt assumes that there are few or no constraints 
on credit, and that individuals, even those with lower incomes, upon graduating from college are able 
to borrow against future earnings to purchase large ticket items that require considerable financial 
investment. However, to the extent to which carrying outstanding student debt compromises graduates’ 
ability to successfully navigate the credit market for asset purchases, the functioning of this market may 



19

serve to deepen inequality rather than to help graduates build sound financial futures. 

Despite the notion that there is a perfect credit market, there is evidence to suggest that credit 
constraints can, in fact, force young adults with outstanding student debt to delay purchasing a house 
or to purchase it at a much higher interest rate in the subprime loan market, potentially introducing 
another source of inequality into the housing market. For example, Mishory and O’Sullivan (2012) 
found that the average unmarried student debtor would have to pay close to 50% of his or her monthly 
income toward student loans and mortgage payments. As a result, the student debtor would not qualify 
for a Federal Housing Administration loan or many private housing loans (Mishory et al., 2012). Given 
this, credit constraints as a result of outstanding student loans may represent a source of substantial debt 
effects on post-college outcomes not accounted for by the traditional life cycle hypothesis. 

Credit constraints are not the only potential explanation for the poorer asset accumulation performance 
of indebted graduates, however. In one of the few studies to examine the potential negative effects that 
student debt has on college goers’ ability to accumulate wealth, Shand (2007) finds that student debt 
has a negative effect on home ownership rates. However, she finds little evidence to suggest that this 
loss is the result of credit constraints: The presence of student loans on a household’s balance sheet 
does not render a household unable to obtain a mortgage. Instead, she suggests that households with 
outstanding student debt might be averse to taking out a mortgage for a home because they already feel 
heavily indebted because of student loans. For example, Hira, Anderson, and Peterson (2000) found that 
students with high debt report that the size of their loan repayments affects their decisions to buy a car 
or a home.

In sum, some students with outstanding student debt may face real credit constraints that keep them 
from investing in assets such as buying a car or a home or opening retirement accounts. When they do 
make major asset acquisitions, they may face disadvantageous loan terms. Others may not actually be 
constrained from using credit to invest in assets, but their perception of their debt constitutes a barrier to 
taking on additional debt. Whatever the explanation, these indebted students fail to invest in assets early 
in their wage-earning years, stunting their wealth accumulation. 

Debt Dependence Is an Equity Issue

While European nations have relied on the “direct redistributive role of the welfare state to reconcile 
citizenship and markets”, the United States has chosen to use education as a lever for ensuring equitable 
outcomes (Carnevale & Strohl, 2010, p. 83). Thus, the stakes are high for properly financing and 
administering higher education, given its outsized function in our economy and our collective identity.

Many Americans see taking out a student loan as an investment that supports long-term achievement 
(Cunningham & Santiago, 2008). Student loans are seen, then, as a sort of down payment on the 
American dream, a necessary price to pay for access to promising employment opportunities. From this 
perspective, all that matters is that the student who goes to medical school, for example, earns more over 
a lifetime than if he or she did not attend. 

However, if higher education is to fulfill its role as a vehicle for equity, it must offer more than just better 
outcomes for graduates than they would achieve had they not attended college. A college education 
should offer to all graduates similar opportunities to achieve financial success in the long run. High 
student debt loads may hinder this goal, with real costs for students’ balance sheets that weaken the 
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ability of education to act as an equalizer, especially because some populations of students are more likely 
to rely on loans. Additionally, the financial aid system’s emphasis on borrowing may, itself, discourage 
some groups of potential students from enrolling in college at all, thus blocking educational progress 
rather than facilitating it.

Because some groups of students are far more likely to rely on debt to finance college than others, with 
long-term consequences for their financial health, outstanding student debt may be a path through 
which inequality enters the education system, the housing market, and other avenues for wealth creation. 
Accordingly, with respect to children who graduate from college, inequality is two students investing 
similar levels of effort and ability in college yet achieving dissimilar outcomes upon graduating. For 
example, if two students graduate from the same college and become doctors, one with outstanding 
student debt and the other without, and the doctor with debt accumulates less wealth because he or she 
has to delay buying a home or is forced to buy a home at a higher interest rate, this is yet another way 
that inequality is introduced into the education system and, by extension, the U.S. economy. 

In sum, if high student debt levels reduce the odds for graduation and future asset accumulation, 
then higher education’s equalizing role is endangered. If the education system ceases to provide the 
opportunity to achieve equal outcomes, it could eventually constitute a major disincentive for Americans 
of all ages to pursue education or, for some, even to pursue employment. 

Key Points

•	 Geiger and Heller (2011) report that the price of attending a four-year public college or 
university has grown significantly faster than the growth in median income over the last 20 
years, rising as a proportion of median income from 4% in 1980 to 12% in 2009.

•	 Nationwide, states spent 28% less on higher education in 2013 than in 2008, and these cuts 
can be directly correlated with increases in tuition and other fees as well as reductions in 
educational quality (Oliff, et al., 2013).

•	 Student borrowing and student loan balances are increasing for older Americans, as well as 
for young people. According to the Federal Reserve Bank of New York (2012), the average 
student loan debt for the 2.2 million borrowers age 60 or older is $19,521.

•	 Research shows that student debt might begin hindering educational progress at levels 
considerably less than the average ($26,500) graduate accumulates today on the way to a 
degree.

•	 Evidence suggests that students are largely unable to make accurate calculations about their 
student loans in relation to future lifetime earnings. 

•	 Furthermore, there is evidence that having student loans makes it less likely students can 
begin to build assets shortly after leaving college. 

•	 Student loans may be more likely to support educational attainment when coupled with 
other financial aid supports, such as scholarships, grants, or children’s savings accounts 
(CSAs).
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CHAPTER 2

Student Debt Damages Household Finances and  
Widens the Wealth Gap

The United States’ current debt-dependent, just-in-time financial aid system is premised on a 
consumption mindset: some children who reach college age need money to be able to pay for higher 
education. This consumption perspective views student loans as merely facilitators of college completion, 
with little effect on consumption throughout the life course. This is how most economists studying 
higher education approach it, as well. Rothstein and Rouse aptly portray the consumption perspective: 
“student debt has only an income effect—proportional to the ratio of debt to the present discounted 
value of total lifetime earnings—on career and other post-college decisions” (Rothstein & Rouse, 2011, 
p. 149). They go on to calculate that $10,000 in student debt represents less than 1% of the present value 
of the average college graduate’s potential lifetime earnings. 

Student debt, however, may have long-term implications for graduates’ financial health and financial 
choices. Minicozzi (2004) found that college graduates with student debt earn more in their first year 
out of college, but, five years later, are earning less than college graduates without student debt. Similarly, 
Hiltonsmith (2013) found that while households with college graduates and student debt have higher 
earnings immediately after leaving college, by the time the graduates reach their 40s their income 
falls behind that of households with college graduates and no student debt. This may occur because 
students with loan debt are not able to build assets soon after graduating from college at the same levels 
as students with no student debt. Then, because assets can be converted back into income (e.g., rent 
from real estate, dividends from stocks, or interest from bonds) in the future, these indebted students 
have less income available as they age. In ways that we are still beginning to understand, because assets 
beget income (and not just the other way around), students with loan debt may start off earning similar 
amounts as students with no student loan debt but by around age 40, end up earning less.

 

Overview

Reviewing the data regarding effects of student debt on students’ financial outcomes following 
college—whether successful graduation or premature exit—makes clear that there is a price to pay 
for having to borrow money to go to college. Indebted college graduates have lower net worth, less 
home equity, and compromised ability to accumulate assets, as compared to their peers with the 
same level of education but no student debt. Especially given the relationship between household 
wealth and children’s educational outcomes (Elliott, 2013a), these findings about the post-college 
financial outcomes of indebted students and graduates raise the specter of ongoing, sustained, and 
cross-generational perpetuation of societal divides. In the United States, higher education is valued 
not just as a good in itself, but also as a means to the end of greater economic security. Evaluating 
student loans through this lens underscores the long-term, volatile, and often hidden effects of 
student loan dependence.
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Students who have college loans may or may not earn as much as students who do not have loans over 
the course of their lives. In either case, it does not mean that students who borrowed will derive the 
same level of financial well-being from their earnings as those who did not. The economic perspective 
largely ignores the important role that assets play in determining financial well-being, and the barriers to 
building assets created by the presence of student debt. 

The consumption perspective is a limited way of understanding financial aid effects and post-college 
financial well-being. New directions for theory, research, and policy around economic security emerged 
with the publication of Sherraden’s (1991) seminal book, Assets and the Poor, which distinguished assets 
from income in terms of their impact on well-being. According to Sherraden (1991), assets represent an 
accumulated stock of resources kept through time, whereas income is a flow of resources used for current 
consumption. 

A growing body of evidence shows that assets and income are distinct concepts (Lerman & Mikesell, 
1988; Oliver & Shapiro, 1995; Sherraden, 1991; McKernan & Sherraden, 2008). Welfare for the poor 
has traditionally been defined in America as “the level of money, goods, and services received as income” 
(Sherraden, 1990, p. 580). However, Sherraden (1990; 1991) challenged this assumption by positing that 
household welfare—more broadly understood as well-being—is derived in part from the accumulation of 
assets. 

Assets reflect ownership power or control over resources that are stored over time and used for human 
development, social mobility, and intergenerational transmission of wealth and advantage. In contrast 
to assets, income is a flow on a family’s balance sheet and represents resources earned over a particular 
span of time, such as a week or month. A household’s ability to leverage income for wealth creation 
varies according to its access to institutional supports that cultivate relative advantage (Sherraden, 1991) 
or superior bargaining power. For example, Shapiro, Meschede, and Osoro (2013) found that a $1.00 
increase in income later translates to a $5.00 increase in wealth for Whites, but only a $0.70 increase 
for Blacks. Here is it clear that, even if incomes are equal, some people receive greater financial benefits 
from their income than other groups largely because of structural inequality. The same is true for college 
debt holders. From this perspective, treating financial aid simply as a consumption problem misses the 
potential unique effects student loans may have on students’ ability to accumulate assets post-college. 
Thus, even if two college students have the same earnings upon graduating from college, but one has 
outstanding student debt and the other does not, they may have very different abilities to accumulate 
wealth, which matters for their post-college financial well-being. 

A Bifurcated Financial Aid System

Like most consumption-based programs in the United States, the higher education financial aid system 
is also affected, directly or indirectly, by what can be characterized as means testing. For instance, current 
asset limit rules in most means-tested public assistance programs, such as TANF and Medicaid, create 
disincentives for low-income families to save for college. Recipients may interpret these rules to mean 
that savings are a liability that must be spent down or avoided altogether so as to avoid ineligibility. 

Like public assistance programs, the FAFSA considers both income and assets when determining 
the Expected Family Contribution (EFC), which is the basis for calculating aid. This can lead to the 
perception that savings will reduce the amount of financial assistance a student is awarded, creating a  
 



23

disincentive to save and to apply for assistance at all, as households may believe that even very small 
savings will disqualify them for aid (Reyes, 2008). The process also judges more harshly those assets held 
in students’ own names, despite evidence suggesting that it is precisely these dedicated school assets 
that have the most significant effects on standardized test scores, high school graduation rates, college 
enrollment rates, and college graduation rates (e.g., AEDI, 2013). There has been some progress, but this 
progress has not resulted in true equity for disadvantaged students and their families, particularly given 
the effects of the recession, which pushed more economically vulnerable households to depend on these 
income supports. For example, as of 2010, 17 states exempted college savings held in 529 plans from 
financial aid determinations, but these same asset protections are not afforded in the federal financial aid 
system or to students whose savings are held in the vehicles lower income households are more likely to 
use for their savings, such as traditional deposit accounts (Clancy, Lasser, & Taake, 2010).

Simultaneous with increasing reliance on debt to pay for college by low- and moderate-income families, 
a parallel system focused on asset-building has expanded, mostly to the benefit of higher income 
families. Public investments in educational assets, such as Coverdell Education Savings Accounts, 
Education Savings Bonds, and, especially, state 529 plans, work through the tax code to provide 
incentives for families to begin saving for college costs prior to students enrolling in college. Money 
invested in these types of college savings vehicles grows tax free, and withdrawals made from them to pay 
for college are also tax free. Not surprisingly, higher income families respond positively to the relatively 
generous subsidies provided to them through these structures. Ensuring preferential tax treatment of 
college savings in 529s, for example, had encouraged more than $179 billion in college savings as of 2012 
(College Savings Plan Network, 2012). 

Like the welfare system, the financial aid system for higher income families has been largely carved out 
of the tax code, as a result of the shift from spending programs to tax subsidies. With the exception of 
increases in the maximum Pell Grant and loan subsidies, most new federal resources have been provided 
through the tax code. Wealthy students benefit most from these changes because they have a higher 
marginal tax rate than lower income families; therefore, they receive larger benefits from such programs 
(Maag & Fitzpatrick, 2004). And there are more subtle ways, even if less talked about, in which higher 
income students have access advantages within these institutions, like greater access to tax professionals 
who can help them navigate the benefits and greater household familiarity with financial institutions. 

But most low-income families are not using 529 plans or other tax-advantaged savings vehicles to 
prepare for college. These vehicles are not designed with low-income families’ imperatives in mind 
(Clancy, Lasser, and Taake, 2010), as these families are less likely to owe income taxes and thus to benefit 
from tax-advantaged accounts. Instead, when they are able to save, low-income families are saving in 
traditional, non-restricted products such as checking, savings, or similar accounts (Sallie Mae, 2009). 
All of these accounts are subject in public assistance programs to asset limits, which can be as low as 
$1,000, and count against students in financial aid determinations. So, while higher income households 
enjoy sizable savings incentives through preferential tax treatment of 529s and similar plans, low-income 
households face what amounts to a steep marginal tax on their savings, with additional dollars in savings 
costing them dearly in public assistance benefits and, potentially, in financial aid determinations. Thus, 
differences in asset accumulation for college, while stemming in large part from differences in familial 
capacity to save, are enhanced by the very different institutional contexts faced by low- and high-income 
families.
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As Oliver and Shapiro (1995) suggest, the inability to pay for school is largely the result of low asset 
accumulation. That is to say, asset inequality in the current financial aid system does not solely stem from 
financial aid policies themselves. They also stem from the political and economic context in which they 
operate—one of extreme wealth inequality. 

In much the same way that a bifurcated welfare system was created, so too a bifurcated financial aid 
system has been created. The financial aid system for lower income students is increasingly centered 
on helping these students incur debt, while the system for higher income students encourages the 
accumulation of assets. Given the relationships between educational assets and educational outcomes, 
when it comes to equalizing educational outcomes and determining children’s college paths, this might 
really matter (Elliott, 2013a). The challenge within financial aid, then, is to construct a system capable 
of at least partially overcoming the inequities created through other policy structures, so that students 
can experience higher education as a true ladder to the American dream. This is even more critical in 
America, where education is seen as the arbiter of economic outcomes, in contrast to Europe, where they 
rely more heavily on the direct redistributive role of the welfare state (Carnevale & Strohl, 2010). 

The Effects of Student Loans on Wealth Accumulation

The last several years have been devastating for the balance sheets of American families. The Federal 
Reserve’s Survey of Consumer Finances finds that average household wealth declined 15% between 
2007 and 2010 and has only recovered 45% of its value (Boshara & Emmons, 2013). Because wealth is 
so unevenly distributed, median declines are even more dramatic; during the same time period, median 
household wealth dropped 39% (Emmons, 2012). Three-fifths or more of families across all income 
groups reported a decline in wealth between 2007 and 2009 (Bricker, Kennickell, Moore, & Sabelhaus, 
2012), and the typical household lost nearly one-fifth of its wealth. 

While most Americans felt the effects of the recession, the pain was not distributed equally. Families 
that were younger, had less than a college education, or were members of a historically disadvantaged 
minority group suffered particularly large wealth losses (Emmons, 2012). In 2009, typical net worth 
stood at $5,677 for Blacks, $6,325 for Hispanics and $113,149 for Whites (Taylor, Kochhar, Fry, 
Velasco, & Motel, 2011). Some families were vulnerable prior to the recession on a number of levels: 
overrepresented in low-wage occupations, hampered by low levels of human capital, hindered by 
the legacy of unsupportive institutions, and heavily leveraged in various forms of debt (Boshara & 
Emmons, 2013). Disproportionately headed by young adults, these families are less likely to have 
non-housing assets with which to cushion the blows to the real estate market (Boshara & Emmons, 
2013). Throughout their lives, they encounter institutions—a labor market, education system, financial 
services—less than facilitative of their asset accumulation. Cumulatively, these risks sent them into the 
recession with little margin for error. The economic crisis the country experienced beginning in 2007 
ravaged the small asset stores they had managed to accumulate. Disturbingly, the effects on their own 
families’ well-being and, then, on the nation’s ability to fully recover from the recession, may be far from 
over. Research suggests that they and their children will continue to feel the effects of the resulting 
economic insecurity for years—even generations—to come, particularly through the effects of asset 
poverty on human capital accumulation (Elliott, 2013b). 

Researchers describe three primary mechanisms through which balance sheet erosion impacts families 
directly: reduced access to human capital development, particularly college education (Zhan and 
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Sherraden, 2011); constrained economic mobility (Cramer, O’Brien, Cooper, & Luengo-Prado, 2009), as 
assets are usually needed in order to accumulate additional wealth and gain access to ladders of economic 
opportunity; and financial insecurity, as households lack reserves with which to withstand future 
downturns (Boshara & Emmons, 2013). Net worth provides the foundation for opportunity for the next 
generation, so the shocks to household balance sheets may ripple far into the future for today’s students 
(Elliott, 2013b).

These balance sheet failures affect not only individual families but also the larger economy. While the 
precise size of these effects is still being understood, unexpected shocks to families’ asset holdings affect 
household spending in the short and long terms (Case, Quigley, & Shiller, 2013), which is significant 
given that consumer spending drives most U.S. economic activity (Emmons, 2012). In the specific 
example of decline in housing wealth during the recession, some economists estimate that consumer 
spending ended up on a path about 3.5 percent lower in 2010 than otherwise would have been expected, 
or roughly $350 billion less than it would have been (Case et al., 2013). These figures suggest that 
reductions in household wealth may be at least partly to blame for the rather anemic recovery following 
the recession. Certainly, there is evidence that the U.S. economy cannot easily withstand significant 
erosion of household balance sheet health.

This evidence adds tension to the policy debate about how to best promote economic recovery, since 
it suggests that what is best for the economy in the short term, boosting consumer spending, may be 
in direct conflict with what is in the long-term interest of families: increasing savings (Boshara, 2012). 
If, as Boshara (2012) suggests, the financial crisis and economic downturn are correctly understood as 
reactions to family balance sheet failures, then the inadequacy of current policy efforts to build balances 
for U.S. households—particularly those with lower incomes—deserves serious attention. Emerging 
evidence of the poor state of student borrowers’ post-college net worth, and other measures of student 
loans’ impact on wealth building, should serve as a catalyst for increased attention to savings. 

Post-College Net Worth

While little research to date has examined the specific relationship between student loan debt and the 
health of household balance sheets (e.g., Hiltonsmith, 2013), there is certainly reason to believe that the 
economic instability felt by a growing number of American households is exacerbated by rising student 
borrowing, especially for college graduates, who should be in a stronger financial position relative to 
their peers. This financial vulnerability is widespread. Almost half of all households surveyed in the 2009 
Survey of Consumer Finances (SCF) had less than $3,000 in liquid savings (Bricker et al., 2012). Nearly 
half of all Americans consider themselves financially fragile, meaning that they would “probably” (22.2%) 
or “certainly” (27.9%) be unable to come up with $2,000 in 30 days to cope with a financial emergency 
(Lusardi, Schneider, & Tufano, 2011). While a variety of policy changes is needed to reverse these 
financial trends, including stronger employment policies to increase median wages and better safety nets, 
these families clearly need to accumulate greater asset reserves so that they can derive lasting economic 
security from what they own (Boshara, 2012). 

As the evidence in this report makes clear, it will be more difficult for most households to achieve that 
security within the context of a debt-driven financial aid system. If most American students continue to 
rely on borrowing to finance college, then this generation of young people might be disadvantaged in at 
least one of two ways as they embark on young adulthood: as an indebted college graduate with a balance 
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sheet tilting toward negative, or as a young person deterred from college at least in part by the prospect 
of looming debt. 

Elliott and Nam (2013a) found that college debt is another way that the wealth gap is being exacerbated 
in America. The basic descriptive data tell the story of the potential negative effects of having student 
debt (see Figure 1). Figure 1 indicates that median 2009 net worth for a household with no outstanding 
student debt is nearly three times higher than for a household with outstanding student debt. In support 
of the descriptive findings, multivariate statistics indicate that households with outstanding student loan 
debt and a median 2007 net worth of $128,828 incur a loss of about 54% (-$69,976) of net worth in 
2009 compared with households with similar net worth levels but no student loan debt over the same 
period after controlling for: (1) whether any member of the household had a four-year college degree or 
postgraduate degree; (2) age of the head of the household; (3) occupational prestige; (4) marital status; 
(5) welfare use; (6) race; (7) health insurance coverage; (8) income; (9) net worth; and (10) outstanding 
student loans. 

Figure 1. Total Household Net Worth by Student Loan Use

 
Source. For detailed information on the methods and analysis see Elliott and Nam (2013a).
Note. This study uses 2007-09 panel data from the Survey of Consumer Finance, which is sponsored by the 
Federal Reserve Board. 

Moreover, when Elliott and Nam (2013a) consider the change in net worth, the relative burden appears 
to be much greater for households with student debt than without (see Figure 2). 
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Figure 2. Relative Burden of the Median Change in Total Household Net Worth from 2007 to 2009 

  

Source. For detailed information on the methods and analysis see Elliott and Nam (2013a).

Note. This study used 2007-09 panel data from the Survey of Consumer Finance, which was sponsored by the 
Federal Reserve Board. 

Both the median and mean changes in net worth represent a higher percentage of total 2009 net worth 
for households with outstanding student debt than it does for households with no outstanding student 
debt. This difference suggests that households with outstanding student debt are more burdened by the 
negative change in net worth from 2007 to 2009 than households with no student loans. 

The negative association with 2009 net worth holds across households at the 15th, 30th, and the 50th 
percentiles of 2007 net worth after controlling for all other factors (see Figure 3). This finding of a 
consistent rising negative association remains true for each asset variable tested (net worth, assets, home 
equity, and retirement savings), though the amounts differ. 
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Figure 3. Median Regression Results Predicting 2009 Total Household Net Worth (Using 2007 Net 
Worth Percentiles) for Households with Student Loans 

 

Source. For detailed information on the methods and analysis see Elliott and Nam (2013a).

Notes. This study uses 2007-09 panel data from the Survey of Consumer Finance, which is sponsored by the 
Federal Reserve Board. The analysis controls: (1) whether any member of the household had a four-year college 
degree or postgraduate degree; (2) age of the head of the household; (3) occupational prestige; (4) marital status; 
(5) welfare use; (6) race; (7) health insurance coverage; (8) income; (9) net worth; and (10) outstanding student 
loans.

However, while the total asset losses are greatest for those with higher net worth, we find that 
households with less net worth are more burdened by outstanding student debt. While households at 
the 15th percentile with outstanding student debt lost less net worth than similar households at the 50th 
percentile from 2007 to 2009, the loss for households at the 15th percentile represents 285% of their 2009 
net worth but only 54% for households at the 50th percentile. This suggests the increasing student debt 
burden on households is not equally shared at different wealth levels.

Further, we find that living in a household with a four-year college graduate with outstanding student 
debt is associated with a net worth loss of about 63% when compared to living in a household with a 
four-year college graduate with no outstanding debt (see Figure 4). 
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Figure 4. Households with a Four-Year College Graduate with Student Loans Have Less Total 
Household Net Worth than Households with a Four-Year College Graduate and No Student Loans

 
Source. For detailed information on the analysis see Elliott and Nam (2013a).
 
Notes. This study uses 2007-09 panel data from the Survey of Consumer Finance, which is sponsored by the 
Federal Reserve Board. The analysis controls for: (1) whether any member of the household had a four-year 
college degree or postgraduate degree; (2) age of the head of the household; (3) occupational prestige; (4) marital 
status; (5) welfare use; (6) race; (7) health insurance coverage; (8) income; (9) net worth; and (10) outstanding 
student loans.

This area of research is relatively new and, indeed, runs counter to conventional thinking about the role 
and effects of student loans; other analyses confirm these general findings. Hiltonsmith (2013) found 
that an average student debt load ($53,000) for a dual-headed household with bachelors’ degrees from 
four-year universities leads to a lifetime wealth loss of nearly $208,000. 

Looking at both sets of findings together suggests that the short-term effects examined here are much 
more dramatic: over time students with outstanding student debt make up some of the wealth loss. This 
speaks to the fact that human capital is created by student debt, and graduates can leverage this human 
capital into earnings and wealth accumulation potential. However, in the end, it appears that they still 
end up far behind their peers without student debt. Moreover, Hiltonsmith (2013) suggests that students 
who graduate with average student debt are forced to invest significantly less in retirement savings, or to 
delay purchasing other wealth-building items like a home, during the early part of their working lives. 
These early losses may account for much of the wealth inequality seen later in life.

In conclusion, by reducing net worth, outstanding student debt may reduce the financial health of 
households; however, more research is needed, particularly to examine whether these effects correlate to 
specific levels of student debt, as well as the precise mechanisms through which these relationships occur, 
and what protective factors, if any, could interrupt this negative relationship between net worth and 
student debt.

+
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Post-College Assets

In this section we focus on the effects that student loans may have on students’ asset accumulation. 
Assets are defined as the sum of savings, checking, money market accounts, certificates of deposit, stocks, 
bonds, mutual funds, 401(k) plan balances, IRAs, the cash value of whole life insurance policies, and 
tangible assets such as real estate and cars. 

Elliott, Grinstein-Weiss, and Nam (2013a) found that median assets in 2009 for a household without 
outstanding student debt are higher than for a household with outstanding student debt (see Figure 5). 
Assets may be an even better gauge of overall financial health than net worth, because they focus on the 
results of human capital development, rather than counting student debt as a liability, as in net worth 
measures. 

In line with the descriptive findings, multivariate statistics indicates that living in a household at the 
50th percentile with outstanding student debt and 2007 assets of $225,035 is associated with a decrease 
in 2009 assets of $44,661(a loss of about 20%) compared with a similar household with no student 
debt after controlling for: (1) whether any member of the household had a four-year college degree or 
postgraduate degree; (2) age of the head of the household; (3) occupational prestige; (4) marital status; 
(5) welfare use; (6) race; (7) health insurance coverage; (8) income; (9) net worth; and (10) outstanding 
student loans.

Figure 5. Total Household Assets by Student Loan Use

Source. For detailed information on the methods and analysis see Elliott, Grinstein-Weiss, and Nam (2013a).

Note. This study uses 2007-09 panel data from the Survey of Consumer Finance, which is sponsored by the 
Federal Reserve Board. 
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When considering the relative change in assets, the burden is greater for households without student 
debt (see Figure 6). Whether we examine the mean or median change in assets, change in assets 
represents a higher percentage of total household assets in 2009 for households with no student 
debt than it does for households with outstanding student debt. This suggests that households with 
outstanding student debt are less burdened by the negative change in assets from 2007—2009 than 
households without student loans.  

Figure 6. Relative Burden of the Median Change in Total Household Assets from 2007 to 2009

  

23.64%

3.50%

No Student Loans Has Student Loans

Relative Burden

Source. For detailed information on the methods and analysis see Elliott, Grinstein-Weiss, and Nam (2013a).

Note. This study uses 2007-09 panel data from the Survey of Consumer Finance, which is sponsored by the 
Federal Reserve Board.

A lower relative burden for households with no student loans is an opposite relationship to what Elliott 
and Nam (2013a) find for household net worth. We speculate that the different findings could be due 
to different characteristics of households with and without student loan debt. Households with student 
loans are younger and less likely to have non-housing assets; homes make up the biggest portion of their 
asset portfolio (Boshara & Emmons, 2013). That is, their asset portfolio is less diversified and therefore 
more stable. Moreover, there is not as big a difference in median assets between households with student 
loans and those with no student loans (see Figure, 5). Therefore, changes in assets affect each group 
similarly. This will come up again with regard to retirement savings.    

Living in a household with a four-year college graduate, outstanding student debt, and median assets in 
2007 ($451,520) is associated with a loss of assets of about 36% compared to living in a household with 
a four-year college graduate, no outstanding debt, and similar levels of assets (see Figure 7).
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Figure 7. Households with a Four-Year College Graduate with Student Loans Have Fewer Total 
Household Assets than Households with a Four-Year College Graduate and No Student Loans

Source. For detailed information on the methods and analysis see Elliott, Grinstein-Weiss, and Nam (2013a).

Notes. This study uses 2007-09 panel data from the Survey of Consumer Finance, which is sponsored by the 
Federal Reserve Board. The analysis controls for: (1) whether any member of the household had a four-year 
college degree or postgraduate degree; (2) age of the head of the household; (3) occupational prestige; (4) marital 
status; (5) welfare use; (6) race; (7) health insurance coverage; (8) income; (9) net worth; and (10) outstanding 
student loans.

Post-College Home Equity

In the United States, even following the collapse of the housing market in the Great Recession, 
homeownership is the largest asset for all families but the very wealthy (Mishel, Bivens, Gould, & 
Shierholz, 2013). Mishel et al. (2013) found that home equity made up about 65% of all U.S. wealth in 
2010. Evidence shows that owning a home is an important source of wealth for establishing economic 
well-being across the life course (Oliver & Shapiro, 1995). Homeownership facilitates differential access 
to opportunities, such as sending children to high-quality primary and secondary schools (e.g., Shapiro, 
2004). For instance, Shapiro describes how White middle- and upper-class parents gain an educational 
advantage by leveraging their homes to assure better educational outcomes for their children in what he 
refers to as “a narrow, self-interested way” (Shapiro, 2004, p.158). In this way, inequality in the housing 
market generates differential educational outcomes for children. 

Building on Shapiro’s argument, student loans are another way that inequality is introduced into the 
housing market. Indebted students may face greater challenges to building wealth and housing security 
through homeownership, a disadvantage with intergenerational implications. 

Elliott, Grinstein-Weiss, and Nam (2013b) found that median home equity in 2009 for a household 
without outstanding student debt is 41% higher than for a household with outstanding student debt (see 
Figure 8). Home equity is defined as home value less all home-secured debt. In line with the descriptive 
findings, multivariate statistics indicates that in 2007, living in a household at the 50th percentile with 
home equity of $107,702 with student debt was associated with a drop in home equity in 2009 of 
$30,163, compared to a similar household with no student debt after controlling for: (1) whether any 
member of the household had a four-year college degree or postgraduate degree; (2) age of the head of 
the household; (3) occupational prestige; (4) marital status; (5) welfare use; (6) race; (7) health insurance 
coverage; (8) income; (9) net worth; and (10) outstanding student loans.

+
($163,637.30)       

Less Total  
Household Assets 

=
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Figure 8. Home Equity by Student Loan Use

 

Source. For detailed information on the methods and analysis see Elliott, Grinstein-Weiss, and Nam (2013b).

Note. This study uses 2007-09 panel data from the Survey of Consumer Finance, which is sponsored by the 
Federal Reserve Board.

When we consider change in home equity, the relative burden appears to be much greater for households 
with student debt (see Figure 9). Whether we examine the mean or median change in home equity, 
change in home equity represents a higher percentage of total home equity in 2009 for households 
with outstanding student debt than it does for households with no outstanding student debt. This 
may be because households with outstanding student loans have less home equity to begin with, so 
even small drops make up a greater proportion of their overall home equity than for households with 
no outstanding student loans. Relative burden is important because it suggests that households with 
outstanding student debt are more burdened by the negative change in home equity from 2007-2009 
than households without student loans. 
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Figure 9. Relative Burden of the Median Change in Home Equity from 2007 to 2009 

 

Source. For detailed information on the methods and analysis see Elliott, Grinstein-Weiss, and Nam (2013b).

Notes. This study uses 2007-09 panel data from the Survey of Consumer Finance, which is sponsored by the 
Federal Reserve Board.

For a hypothetical household with median home equity in 2007 ($107,702), having outstanding student 
loans is associated with a loss of about 28% in home equity in 2009 compared to a household with 
similar levels of home equity but no student debt. Living in a household with median home equity and a 
four-year college graduate with outstanding student debt is associated with a home equity loss of about 
40% compared to living in a similarly situated household with a four-year college graduate without 
outstanding debt (see Figure 10). 
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Figure 10. Households with a Four-Year College Graduate with Student Loans Have Less Home 
Equity than Households with a Four-Year College Graduate and No Student Loans

Source: Elliott, Grinstein-Weiss, and Nam (2013b).

Notes. This study uses 2007-09 panel data from the Survey of Consumer Finance, which is sponsored by the Fed-
eral Reserve Board. This analysis controls for: (1) whether any member of the household had a four-year college 
degree or postgraduate degree; (2) age of the head of the household; (3) occupational prestige; (4) marital status; 
(5) welfare use; (6) race; (7) health insurance coverage; (8) income; (9) net worth; and (10) outstanding student 
loans. 

Again, this suggests that the current reliance on student borrowing, within the financial aid system, 
reduces the extent to which education can serve as an equalizer within the U.S. economy, since 
depending on loans to finance college can compromise postgraduate financial health in many ways. To 
the extent that one institution—student loans—is compromising individuals’ abilities to benefit from 
the existence of another—home mortgage loans and policies incentivizing homeownership—Americans 
situated differently cannot be said to have truly equitable opportunities.

Post-College Retirement Savings

The shifting of the retirement burden to individuals, through the decline in employer-sponsored, defined 
benefit pension plans, has substantial implications for policymakers and average Americans alike. In 
2009, only 56% of households held dedicated retirement savings (Bricker et al., 2011), suggesting that 
many Americans are inadequately prepared to provide for their financial security upon retirement. 
The absence or low volume of retirement savings may cause people to delay retirement, increase use of 
public welfare programs, and reduce both consumption and quality of life among those who no longer 
work. Across generations and throughout the economy, these effects could be significant, as working-
age Americans fear becoming financially responsible for aging relatives, and as the powerful older adult 
consumer bloc faces constrained purchasing power.

Student loans, often thought of as a burden on young people, have impacts that stretch to retirement 
savings. Elliott, Grinstein-Weiss, and Nam (2013c) found that median retirement savings in 2009 for 
a household without outstanding student debt is just over two times higher than for a household with 
outstanding student debt (see Figure 11).

In line with the descriptive findings, multivariate finding indicates that in 2007, living in a household at 
the 50th income percentile with retirement savings of $47,500 with student debt was associated with a 

+
($54,333.87)       

Less Home Equity=
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drop in retirement savings in 2009 of $19,520, compared to a similar household without student debt, a 
loss of about 41%. The multivariate analysis controls for: (1) whether any member of the household had 
a four-year college degree or postgraduate degree; (2) age of the head of the household; (3) occupational 
prestige; (4) marital status; (5) welfare use; (6) race; (7) health insurance coverage; (8) income; (9) net 
worth; and (10) outstanding student loans.

Figure 11. Total Household Retirement Savings by Student Loan Use

 
Source: Elliott, Grinstein-Weiss, and Nam (2013c).
Note: This study uses 2007-09 panel data from the Survey of Consumer Finance, which is sponsored by the 
Federal Reserve Board.

Also consistent with the above data, living in a household with student debt that has retirement savings 
of $80,983 (50th percentile) in 2007 is associated with a 52% loss in retirement savings in 2009 compared 
to households without student debt (see Figure 13). 
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Figure 12. Return on a College Degree among Households with Student Loans Compared to 
Households with No Student Loans when Considering Retirement Savings

Source: Elliott, Grinstein-Weiss, and Nam (2013c).

Notes. This study uses 2007-09 panel data from the Survey of Consumer Finance, which is sponsored by the 
Federal Reserve Board.

However, when we consider change in retirement savings, the relative burden appears to be greater for 
households without student debt (see Figure 12). Whether we examine the mean or median change 
in retirement savings, change in retirement savings represents a higher percentage of total retirement 
savings in 2009 for households with no student debt than it does for households with student debt. This 
is different than for what we find for household net worth or home equity, but similar to our findings for 
assets. In the case of retirement savings, because the total retirement savings among households without 
student loans is relatively small ($55,000), change in retirement savings may affect both groups equally. 
So, a loss of $5,000 out of either $55,000 or $25,000 is a fairly large proportion. Alternatively, unlike a 
home, which for most people requires taking out a mortgage loan, retirement saving does not require 
access to credit to invest. Therefore, households with student loans are not constrained (e.g., by a bad 
credit score) in the same way they might be when buying a home. In the case of retirement savings, it 
does not matter if individuals are averse to taking out a loan. So, students with student loans may still 
underinvest in retirement savings in comparison to students with no student loans, though they still 
invest something.

+
 ($41,945.55)  

Less Retirement Savings=
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Figure 13. Relative Burden of the Median Change in Retirement Savings from 2007 to 2009 

Source: Elliott, Grinstein-Weiss, and Nam (2013c).

Note. This study uses 2007-09 panel data from the Survey of Consumer Finance, which is sponsored by the 
Federal Reserve Board.

Conclusion

These findings should not be interpreted as fuel for the debate about whether college is worth the 
investment for today’s young people. Indeed, after controlling for outstanding student debt, our findings 
provide evidence that a household with a four-year college graduate is associated with having higher 
household net worth and more assets, home equity, and retirement savings than a household without 
a four-year college graduate. Higher education still offers a pathway to economic self-sufficiency, if the 
counterfactual is failing to attend or graduate from college at all.

Our findings do point out disparities in the return on investment experienced by students, largely due 
to the short-term implications of student loan debt. These findings suggest that, even at relatively low 
levels, there are dangers to the long-term economic well-being of college graduates and, by extension, the 
nation. To fully understand these disparities, we need to view our debt-dependent financial aid system 
through the lens of race, class, and role expectations. 
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Key Points

•	 As in the consumption-based welfare system, the U.S. debt-dependent financial aid model 
largely ignores the differences between assets and income, thus failing to ensure that 
financial aid policies not only smooth consumption gaps but also build lasting economic 
security.

•	 The United States essentially has a bifurcated financial aid system, with different incentives 
and sanctions that work to funnel low- and high-income households into parallel tracks. 
High-income households encounter tax incentives that support their asset accumulation 
goals, but low-income households face significant penalties in welfare and financial aid 
programs if they manage to accumulate assets.

•	 Median 2009 net worth for a household with no outstanding student debt is nearly three 
times higher than for a household with outstanding student debt.

•	 Households with outstanding student debt are more burdened by the negative change in net 
worth from 2007 to 2009 than households with no student loans.

•	 Asset accumulation, which controls for the omission of human capital from the net worth 
calculation, shows similar divides: Living in a household with a four-year college graduate, 
outstanding student debt, and median assets in 2007 ($451,520) is associated with a loss of 
assets of about 36% compared to living in a household with a four-year college graduate, no 
outstanding debt, and similar levels of assets.

•	 Median home equity in 2009 for a household without outstanding student debt is 41% 
higher than for a household with outstanding student debt.

•	 The risk shift from collective to individual responsibility is especially pronounced in the 
arena of retirement security. Here, in ways that college students would have difficulty 
foreseeing, median retirement savings in 2009 for a household without outstanding student 
debt is just over two times higher than for a household with outstanding student debt.

•	 These post-graduation financial effects reveal that graduating from college cannot erase the 
impact of this borrowing, and that inequity is pronounced where some students must rely 
on borrowing while others come equipped with household assets.  
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Chapter 3 

Higher Education’s Role in Perpetuating Inequality

In today’s highly specialized economy, individuals depend on institutions around them to support 
their effort and ability, which Elliott and Sherraden (2013) call institutional facilitation. Institutional 
facilitation is the process by which institutional efficacy (a person’s perceptions of the extent to which 
institutions facilitate his or her achievements) promotes healthy self-efficacy beliefs (a positive perception 
of one’s ability to accomplish goals) and the development of positive future identities (Elliott & 
Sherraden, 2013). 

In the case of financial aid, student loans were developed as a tool for augmenting students’ ability to 
pay for college based on their future earnings rather than current collateral or asset holdings. Loans have 
been successful at augmenting the ability of students who apply and are admitted to college to pay for it. 
Essentially, society has determined that the payoff from attaining a college degree is high enough, certain 
enough, and profitable enough that lending money to pay for college to students who could not afford 
it otherwise comes at an acceptable risk. At the same time, this tool has been carefully crafted, so that 
society is protected against the risk of default by rules that forbid students from discharging their student 
loans through bankruptcy and that allow repayment to be collected through such means as garnishing 
tax refunds or wages. 

Further, society makes the investment in student loans as most lenders do, with the expectation that 
they will be paid back with interest, though at very favorable terms compared to private loans. In fact, 
the Congressional Budget Office (CBO) reports that the federal government stands to make a profit 
of $50 billion from student loans in 2013 ( Jesse, 2013). In addition to federal programs, private loans 
made up $150 billion of the $1.1 trillion student loan market in 2012 (Hartman, 2013). Sallie Mae, the 
nation’s largest private student loan lender, reported making $939 million in net profit for 2012 (Hartman, 
2013). Profits from student loans benefit firms other than lenders. The U.S. Department of Education, for 
example, spent $1.4 billion to pay collection agencies to track down borrowers who are delinquent or in 
default in 2011 (Martin, 2012). Therefore, it can be said that keeping students indebted serves a functional 
purpose in society. This substantial profit creates an incentive structure for some actors, such as the U.S. 
Department of Education, the U.S. Department of the Treasury, commercial banks such as Salle Mae, and 
politicians,4 to act to maintain the current system of financing college and even expand it when possible.

Overview

Role expectations can lead children to act in ways contrary to their own self-interests. Today, 
these patterns serve to funnel disadvantaged and advantaged students into different institutions of 
higher education and different paths following high school, with huge implications for economic 
mobility and security. These role expectations can be modified by changing the consequences of the 
current financial aid system for lower income students through the creation of children’s savings 
accounts (CSAs). CSAs have the potential to align role expectations with disadvantaged students’ 
best interests. 
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Understanding student loans as profit making provides insight into a way in which the marketization 
of higher education takes place. This profit also provides an incentive for maintaining student loans 
and increasing access to student loans as the primary way of financing college. In this sense, the federal 
government and private companies that have the potential to benefit from the college loan market are 
likely to act in ways that maximize their goal to maintain or, if possible, increase the number and amount 
of student loans available, particularly if they can do so in a way that appears to be an altruistic effort to 
assist low- and moderate-income aspiring college students. However, the federal government and private 
companies are not the only actors who have a stake in maintaining the existing financial aid model. In 
the next section we explain how establishing and controlling the role expectations of students maintains 
this system. 

The Power of Role Expectations

Role expectations are socially shared expectations about how a person, as a member of a group, can be 
expected to act. As such, they specify a role that a person is expected to play in society. Role expectations 
are based on the historical and contemporary experiences of a particular social group with institutions 
and institutional resources for achieving desired ends. Role expectations result from a struggle between 
individuals over the distributional advantage that institutions provide. Not surprisingly, those with 
wealth are often able to structure role expectations such that they constrain the actions of disempowered 
groups. 

Role expectations for minorities, the poor, and other disadvantaged groups undermine the presumed 
equality of opportunity represented by the American dream. Nonetheless, Americans of all stripes 
want to believe that effort and ability are the predominant reasons for success and failure, avoiding 
explanations that suggest structural inequalities. These inequalities are highlighted in the highly 
specialized contemporary economy, in which supportive institutions are more important than ever for 
success. Through this lens, then, we can better understand why there is so little resistance from the poor 
and minorities to this American dream narrative (e.g., Rank, 1994). But in today’s postmodern, highly 
technological world, effort and ability alone cannot fully explain why one person succeeds and another 
does not. To maintain a system that gives them a distributional advantage, however, the wealthy continue 
to overemphasize rules that stress effort and ability while ignoring the role of institutions, even though 
institutions play a crucial role in determining success. 

This American ideal that individual outcomes closely correlate with effort is so widely accepted that 
“redistribution” (i.e., giving the poor a growing share of the economic pie) has become a slanderous word 
in American public life. The inability to discuss redistribution is a serious barrier to increasing equity 
in the U.S. economy. The only way to change disadvantageous role expectations is by changing the 
distributional consequences they have on minorities and the poor, a realignment which would require 
some level of redistribution. Refusing to talk about redistribution, then, is to cede the battle to eliminate 
poverty. 

In the wealthy class’s experience of the world, effort and ability appear to be the deciding factors for 
success and failure. This is largely because it is those already in power who set the rules that govern 
important institutions in society, rules that are often designed to favor the already wealthy. The arena of 
financial aid policies has not been spared this self-interested intervention. 

Assets empower individuals to participate in, influence, control, and hold accountable institutions (see 
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World Bank, 2002). The power of assets to provide this control is reflected in how our political apparatus 
has become increasingly responsive to money and who has money (Ferguson, 1995). This power matters 
because institutions (formal and informal) govern the bargaining situation and provide sanctions when 
expectations are violated (Knight, 1992; North, 1990). Because people with assets have power over 
institutions, they also have the upper hand in changing social expectations (i.e., informal institutions) 
into rights (i.e., formal institutions) that are enforced by government sanctions. 

In the case of higher education, the rapid increase in college accessibility after World War II overrode a 
long-standing social expectation that college was only for the wealthy. This change was driven, in part, by 
the need for a more skilled work force. At the time, demand for more skilled workers was growing faster 
than the supply; therefore, the cost of skilled workers skyrocketed (Archibald & Feldman, 2011). This 
created another incentive for the owners of capital to increase access to postsecondary education, in order 
to reduce costs of hiring skilled workers. This expansion resulted in more people, including women and 
minorities, competing for college degrees in order to be able to earn good wages. 

This democratization of higher education met the growing need of the wealthy for a skilled workforce, 
but it also created increased competition for college degrees. Wealthy interests responded by changing 
the distributional consequences of financial aid to maintain their superior bargaining power, particularly 
when it came to selective colleges and universities. Selective institutions juxtapose two competing 
interests of the wealthy: to have more skilled laborers, while also maintaining advantage when it came to 
positions of power, status, and financial well-being.

We are not suggesting that the ever increasing reliance on student debt to finance higher education is 
the result of a conspiracy by the wealthy to control the financial futures of others. However, strategic 
actors leveraging their wealth and bargaining power to act in ways that maximize their own goals have 
perpetrated this shift. A problem with a system that promotes strategic actors acting in their own self-
interest is that disadvantaged actors—disproportionately, the poor and minorities—do not start off with 
equal bargaining power. In this way the creation of disadvantageous role expectations also functions to 
perpetuate class and racial biases, and in fact to inject them into the policymaking process. 

Financial aid policy has continued to represent the dual interests of the wealthy described above—to 
allow for access to higher education, while maintaining current power imbalances. The shift in financial 
aid toward privatization and merit-based aid might have led to very different results if all strategic actors 
started off with similar levels of assets—if the playing field were level. But because a group in society was 
uniquely positioned to control the development of role expectations, it was able to benefit more from 
the financial aid system, which it has systematically leveraged to secure an ever growing share of grants, 
scholarships, and tax incentives, in addition to access to student loans. 

Role Expectations and Financial Aid Policy

Prior to the Servicemen’s Readjustment Act of 1944, commonly known as the GI Bill, college students 
were primarily male, White, and wealthy (Rudolph, 1990). There was very little competition from outside 
groups for selection into higher education, especially into the most selective universities. However, a 
growing need for skilled workers created the dual interests described earlier in this chapter: a desire to 
maintain control over higher education and a desire to have a greater number of skilled workers. These 
desires did not develop in a vacuum; instead, they developed as a result of ongoing economic
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 and political changes, advancements in technology, and social changes that led to increasing rights for 
women and minorities in the 1960s. In response, the federal government enacted the Higher Education 
Act of 1965. An expressed purpose of the statute was to create greater access to college among lower 
and middle-income families through the creation of scholarships, low interest loans, and work-study 
programs.  

During the 1960s and 1970s the goal of financial aid was to keep tuition prices down and increase 
financial aid to the poor and minorities, those least represented in colleges and universities. Financial aid 
policy at the time attempted to address the unequal starting points of these different populations and 
to mitigate some of the effects of disadvantageous role expectations on individual students. During this 
period, need-based aid was the dominant form of financial aid. Need-based aid is determined solely on 
the assets and income of the prospective student and his or her family. Factors such as test scores have no 
bearing on the aid decision, largely in recognition of the effects of relative disadvantage on later academic 
performance.

Changes in 1972 to the Higher Education Act of 1965 opened the door for the privatization as well 
as the marketization of higher education (Mendoza, 2012). The 1972 amendments gave aid directly to 
students instead of to institutions. This shift of resources set the stage for cost shifts, as individuals and 
families have been increasingly expected to take on the lion’s share of the burden of paying for college 
and colleges have been thrust into competition for students’ financial aid dollars. 

Both of these policy changes favored the wealthy. The wealthy were in a better position to take on 
increased responsibility for paying for college. This helped to make wealthy students more attractive to 
universities, particularly the more costly, selective ones. In this sense, it was not that wealthy students and 
their families acted to create laws that favored them; instead, because of their wealth advantage they were 
able to benefit more from the changes that occurred. In a society where effort and ability are seen as the 
determining factors for success, shifts toward privatization have inherent appeal and easily gain support. 
However, the low-income and minorities are disadvantaged in turning the rules of privatization to 
their advantage because they do not have resources that allow them to compete effectively with wealthy 
students.

In the 1960s and 1970s low-income students and their families could rely more heavily on grants to 
make up for a lack of income and savings, but the shift in the 1980s from need-based aid toward merit-
based aid led to a financial aid program that largely subsidizes middle- to upper-income, White students 
to attend college (Baum & Schwartz, 1988; Woo & Choy, 2011). In the case of merit-based aid, of 
which scholarships are the most common form, a student with little financial need is just as entitled to 
aid as are students with high levels of financial need. Test scores are often the key factor for determining 
eligibility. Woo and Choy (2011) found that the proportion of undergraduates receiving merit aid rose 
from 6% in academic year 1995-1996 to 14% in academic year 2007-2008. Between 1982 and 2000 
spending on need-based scholarships for undergraduates by the states increased 7.4% annually, while 
spending on merit programs increased 13.6% annually. The proportion of state grants awarded based 
on merit rose from 9% to 22% during this period (Heller, 2002; National Association of State Student 
Grant & Aid Programs, 2001). As of 2001, the 13 states with broad-based merit scholarship programs 
planned to distribute a combined $709 million in merit awards annually, more than twice the $325 
million provided in need-based aid by those states in 1998-99 (Selingo, 2001).
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In line with pervasive achievement gaps by income, research shows that merit-based aid is awarded 
disproportionately to students from higher income families (Dynarski, 2002; Selingo, 2003 Woo & 
Choy, 2011). Not surprisingly, then, merit-based aid has done little to improve college enrollment 
rates among low-income and minority students (Marin, 2002). In fact, it has further expanded divides 
into the college years (Ehrenberg, Zhang, & Levin, 2005). This may also help to establish a set of role 
expectations that augments higher income students’ ability to attend college while constraining that 
of lower income students, even when they are highly qualified (Carnevale & Strohl, 2010).5 Many of 
these students do not even apply to college, and most are anxious about the availability of financial aid. 
In a national survey of college–qualified6, low-income students, Hahn and Price (2008) found that over 
80% of noncollege-goers identified financial aid as “extremely” or “very” important in their decisions not 
to enroll in college. The authors found that among college-qualified, low-income students who do not 
enroll in college, only 15% applied to any college, 12% applied for financial aid, 10% took the SAT, and 
7% took the ACT. These college-qualified non-goers are disproportionately minority (52%) and low- and 
moderate-income (38%). In a 2006 report, the ACSFA finds that during the 1990s, between 1 and 1.6 
million college-qualified high school graduates did not earn a bachelor’s degree, and they estimate that 
between 1.4 and 2.4 million will be lost in this decade.7 The estimates exclude those college-qualified, 
low- and moderate-income students who do not graduate high school. 

Once a student arrives at college, the type of institution—two- or four-year, private or public, selective or 
non-selective, small or large—has important implications for the likelihood of graduating (Carnevale & 
Strohl, 2010). Two-year colleges have lower retention rates than four-year schools, even after accounting 
for differences in the types of students (Tinto, 1987). Because those who attend two-year schools tend 
to come from families with fewer advantages, these retention differences exacerbate inequality. Similarly, 
private and more selective postsecondary institutions have higher retention rates on average. As Davies 
and Guppy (1997) point out, student socioeconomic status is related to the likelihood of entering a 
selective college, and even choosing a lucrative major within a selective college. 

Low-income students attending private or selective schools gain important advantages. They are likely to 
receive more financial aid and have to pay less than if they attended less selective colleges and universities 
(Hoxby and Avery, 2012), while likely realizing superior educational outcomes at these higher-
performing schools. They also are more likely to encounter socioeconomically advantaged peers who can 
positively influence graduation, catalyze formation of social networks, and help bridge gaps of cultural 
capital. This all translates into students in more selective four-year colleges being set on a path to enter 
high-paying professional and private sector managerial careers (Carnevale & Strohl, 2010). 

In contrast, students in less selective four-year colleges are put on a path to fill positions in “K-12 
teaching, health care technician jobs, and state and local public administration” (Carnevale & Strohl, 
2010, p. 79), which have less earning potential and lower social status. Again, the pertinent question is 
not whether these are superior paths to those that would have been available to these students without 
college degrees or whether these are critical roles in the U.S. economy. Instead, the pertinent question 
is whether, with these disparate outcomes, education plays an equalizing role in the U.S. economy. 
Indeed, even beyond the more tangible financial effects of college completion, attendance at educational 
institutions—particularly public ones—is theorized to be critical to the development of well-rounded 
participants in our democracy. To the extent to which financial aid policies help to funnel students into 
distinct channels of higher education, even these more subtle socialization effects may be eroded today.
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The trend toward student loans making up a growing proportion of financial aid packages is in large 
part the result of policy changes meant to increase access to college for low-income students. The federal 
government has increased access to loans through programs such as the federal Stafford subsidized 
and unsubsidized loan programs and Parent PLUS Loans. For example, the Middle Income Student 
Assistance Act (1978) brought college loans to the middle class by removing the income limit for 
participation in federal aid programs (Hansen, 1983). According to Geiger and Heller, “Higher 
education had tapped into a new source of revenue—the future earnings of its students” (Geiger and 
Heller, 2011, p. 8). 

The 1992 amendments to the Higher Education Act (HEA) made unsubsidized loans available, and 
the Omnibus Budget Reconciliation Act (1993) included provisions for the Federal Direct Loan 
Program. The reauthorization of HEA marked a fundamental shift away from financial aid that reduces 
disparities in college access, toward a focus on making college cheaper for all students by increasing 
access to student loans. Hannah said, “And the politics of HEA ’92 are important because they resulted 
in a significant shift in federal policy from an historic commitment to promote access to postsecondary 
education through grants based on need to a broader strategy of insured loans regardless of family 
income” (Hannah, 1996, p. 498). More recently, Congress raised the ceiling on the amount of individual 
federal Stafford loans students can borrow through the Ensuring Continued Access to Student Loans 
Act (2008). The Health Care and Education Reconciliation Act (2010) routed all federal loans through 
the Direct Loan program, making it easier for students and parents to borrow directly from the U.S. 
Department of Education. 

However, the enthusiasm policymakers have shown for student borrowing as the primary solution to the 
college affordability gap has not necessarily translated to benefits for lower income students, who are, as 
earlier chapters have discussed, more likely to be averse to taking out high-dollar student loans to pay for 
college. To avoid high-dollar debt, these students may choose to attend less selective two-year colleges, 
to work while attending school, or to delay college enrollment after high school graduation. All of these 
practices are associated with compromised college graduation rates (Carnevale & Strohl, 2010). 

This expectation that lower income students attending two-year colleges is a way to drive down costs and 
avoid student loans is conveyed, in part, through well-intentioned school personnel. For example, Elliott 
reports that a school counselor considering access to college for low-income students put it this way:

Being able to see it made a big difference because I had students that were accepted into 
4-year colleges around the state but once we looked at the aid packages, they realized, 
OK, it doesn’t make sense for me to go down to [4-year college] and take out some loans 
when I can get money back if I start at [2-year college] and just get my associate’s and 
then transfer so that, they have to see it, they have to be able to touch it. And I’m the 
same way, like you can talk to me all day but until I see the numbers, it’s not really going 
to click with me. (Elliott, 2013c, p. 19)

Somewhat ironically, as is the case with disadvantageous role expectations that compel people to make 
decisions that benefit the group that created the expectations, Carnevale and Strohl (2010) report 
that students who attend a selective college pay smaller shares of the costs of their education relative 
to students in two-year and less selective four-year colleges. They state, “Students in the wealthiest 10 
percent of institutions pay 20 cents for each dollar spent on them. Students in the poorest 10 percent 
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of colleges pay 78 cents for each dollar spent on them” (Carnevale and Strohl, 2010, p. 79). This is an 
illustration of how disadvantageous role expectations encourage low-income students to make decisions 
that are not necessarily in the students’ educational or financial interests. These data also illustrate the 
importance of institutions in mediating the higher educational experience of students, as these highly 
resourced institutions are more able to support their students’ academic goals. 

Changing the Distributional Consequences of Financial Aid with CSAs

We suggest that asset inequality gives advantaged groups the power to establish role expectations. This 
is because assets increase the capacity of income to translate to assets. Shapiro, Meschede, et al (2013) 
found that a $1.00 increase in income later translates to a $5.00 increase in wealth for Whites, but only 
a $0.70 increase for Blacks. They also found that when Blacks start off with similar levels of assets, they 
have a return of $4.03 for each dollar increase in income. This indicates that initial asset levels play an 
instrumental role in the power of income to generate assets. 

These findings suggest the potential power of a financial aid system that supports students in building 
assets. Instead, low-income students face disadvantageous role expectations and a financial aid system 
that does not support them, resulting in additional barriers to success in college and economic self-
sufficiency after college. 

Knight believes that institutions can be changed “by changes in either the distributional consequences 
of those rules or the relative bargaining power of the actors” (Knight, 1992, p. 145). Thus, changing the 
distributional consequences of role expectations and the bargaining power of minority and low-income 
children is a way to change role expectations that are in conflict with attending and completing college. 

In the current higher education landscape, which features rapidly rising costs and offers debt as the 
primary means for disadvantaged students to overcome cost barriers, responsibility for challenging 
disadvantageous role expectations primarily lies with low-income or minority parents, philanthropic 
organizations, or other benevolent actors. Low-income parents are at a disadvantage for providing the 
kind of financial resources needed to counteract disadvantageous role expectations. Philanthropic groups 
tend to focus on ad hoc solutions—providing needed material goods or services to a particular low-
income child—without addressing the structural factors that led to the child’s lacking such necessities 
in the first place. As a result, low-income children from the same neighborhood can have very different 
experiences. 

In contrast, and as detailed further in the following chapters, CSAs may offer a systemic answer to 
disadvantageous role expectations, empowering more low-income and minority students to apply for 
college, and to more selective colleges, and preparing them for success once there. CSA programs do so 
by placing role expectations back in line with students’ best interests by ensuring that college appears 
attainable to children throughout their time in school. CSA programs may also give students a sense 
of community support for their education, through community-organized, third party contributions 
to CSA accounts. These kinds of contributions ensure that each child in a community forms a college-
bound identity rooted in a durable community identity around college attendance and success. These 
new relationships and this altered context can reset the messages children may hear elsewhere about 
the likelihood of college in their own futures, thus supporting identities that feature high educational 
expectations. 
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CSAs may also provide a way for children to interpret and overcome difficulty. To sustain and work 
toward an image of a future self as being college bound, the context must provide a way to address 
obstacles to attending and completing college. Here, the role of school savings is clear, and this 
mechanism may provide some particular insights into why school savings are so influential in affecting 
persistence to college graduation. 

There is reason to believe that the public would largely back widespread, even universal, implementation 
of CSAs, given evidence suggesting that asset effects on educational outcomes can be realized at 
relatively low levels of investment. As part of a public commitment to more equal access to higher 
education, a national CSA program could provide children with the bargaining power they need to 
deemphasize disadvantageous role expectations most of them share in forming their own identity. 

Education is not simply about effort and ability, or even a teacher and a student. Rather, digital literacy, 
access to cultural events, and the development of “soft skills”8 are all important components of a high 
quality education today, and require the development of social capital and a strong college-bound 
identity. CSAs support this work in a way that student loans do not. 

Key Points

•	 In today’s society, institutions largely function to solidify the bargaining position of those in 
power; the financial aid system is no exception.

•	 The shift from need- to merit-based aid reflects the assumption that the most qualified 
students will be able to perform adequately, without regard to the social, political, and 
economic factors that also influence performance.

•	 Role expectations affect who attends college, and where students go, resulting in inequitable 
outcomes for equal effort.

•	 Children’s savings accounts could change the distributional consequences of higher 
education, equipping disadvantaged students with not only financial resources with which 
to meet the demands of rising college costs, but also with a strong college-bound identity.
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Chapter 4

Rethinking Financial Aid: Assets for All?

If the American dream is to have real meaning for today’s young people, it should not require 
mortgaging one’s financial future in pursuit of education. Today indebted graduates face reduced 
household net worth, assets, home equity and retirement savings. An overemphasis on loans has proven 
counterproductive, both for individuals, who experience poorer outcomes as a result of their loan 
burdens, and for society, which reaps reduced benefits from collective investments in publicly backed 
student loans.

When thinking about student loans, we should ask not only whether they improve or do not improve 
students’ outcomes, but also whether they are the best of the financial aid options available. Although 
evidence suggests that small amounts of student loan debt can play an important positive role in helping 
students persist through graduation, student loans should not be the primary tool available to help 
disadvantaged students succeed in college. Research shows it is better to combine loans with other tools, 
such as grants, scholarships, and savings. Hu and St. John (2001) examined different types of financial 
aid and found across different racial groups that, when combined with grants, loans have a more positive 
effect on persistence than do loans alone. This led Heller to conclude, “If grant aid were proportionally 
higher, then loans might provide more of a positive impact on college participation” (Heller, 2008, p. 49). 
Thus, as the United States considers reforms to the financial aid system, policies to complement student 
borrowing could not only improve the affordability equation, especially for low- and moderate-income 
students, but also improve the efficacy of our largest financial aid investment: student loans.

However, due to fiscal constraints and the framing of higher education benefits as personal responsibility, 
there might be little political support in the near future to increase the number of scholarships and grants 
available. Given this, there may be need for an innovation in financial aid that combines loans and CSAs. 
CSAs are a policy vehicle for allocating intellectual and material resources to low- and moderate-income 
children. Unlike basic savings accounts, CSAs leverage investments by individuals, families, and third 

Overview

Assets are already part of the college financing landscape for most high-income children in the 
United States; indeed, wealthy children’s superior educational attainment is owed in significant 
part to their parents’ early promises to pay for college from their asset bases. In addition to 
the central purposes of improving educational outcomes and strengthening students’ financial 
positions, extending asset accumulation opportunities to all American households could also make 
the student loan system in the United States sustainable, by reducing the number of students 
taking on crippling high-dollar debt loads. Demonstration projects have proven that low-income 
families can save, and research shows that assets deliver superior outcomes before, during, and after 
college. But today there are too few mechanisms through which the poor can save, and too many 
disincentives to dissuade them. Nationwide implementation of children’s savings accounts can 
address this gap between promise and results, given the right policy changes.
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parties (e.g., initial deposits, incentives, matches), most often with an explicit objective of supporting 
higher education financing. CSAs appear to align well with the ideal of personal responsibility because 
they require students and their families to help pay for college by saving. However, unlike the current 
approach, which often forces students and families to take on high-dollar debt to fulfill their college 
cost obligations, CSAs promise some significant benefits to children before, during, and after college by 
facilitating household asset development. 

The Evidence Base for Asset Building

For more than a decade, evidence has increasingly suggested that low-income children and families 
could save (Sherraden, Johnson, Clancy, Beverly, Schreiner, Zhan, & Curley, 2000) and that savings could 
transform students’ educational futures (Elliott, 2013a). These latter findings added a new layer to the 
case for an asset-based approach to financial aid: not only could assets help families exit poverty, they 
could increase students’ access to and success in college. Today, with college costs rising, student debt 
spiraling, and educational outcomes largely stagnating, there may be a window of political opportunity 
through which to propose a way to maximize the impact of the federal government’s primary financial 
aid investment, student loans. Somewhat paradoxically, research suggests that the way to maximize the 
effect of student loans on students’ education and post-college outcomes may be to reduce their volume. 
In light of high and increasing college costs, though, reliance on loans can only be reduced through 
the introduction of complementary measures. Political and economic analysis suggests that household 
savings will have to play a part in this accounting. But if we want low-income families to save—and to 
save enough to meaningfully reduce reliance on student loans—we will have to create new methods for 
their asset accumulation and reintroduce the term “redistribution” into the debate about how to make 
education the true equalizer in society.

The idea that the well-being of low-income households could be improved through programs and 
policies that support their asset accumulation, not just their consumption potential, now has more than 
two decades of experimentation, analysis, and theory development behind it (Elliott, 2013a). Initially, 
these asset programs focused on families’ and households’ asset building and primarily centered on 
adult savers as the unit of intervention. The American Dream Demonstration (ADD), overseen by 
the Corporation for Enterprise Development, began in 1998 to test whether lower income families 
and households could save in subsidized individual development accounts (IDAs). The five-year 
ADD concluded with promising results, and the long-term effectiveness of IDAs is still being tested 
(Richards & Thyer, 2011). Also in 1998, Congress passed the Assets for Independence (AFI) Act, which 
established a federal grant program to offer IDAs to lower income families and households. As a result, 
there are over 200 AFI-supported IDA programs nationwide (U.S. Department of Health and Human 
Services, 2012). 

IDAs were originally proposed as accounts that would be automatically available to every citizen in 
the United States, accrue interest, and limit or restrict use to preapproved asset-building expenditures 
such as home ownership, microenterprise, and education. Account holders whose annual incomes fell 
below certain thresholds would be eligible to receive subsidies to incentivize and support their saving, 
paralleling the tax-based incentives that facilitate savings among wealthier households (Boshara, 2003). 

Sherraden initially proposed that IDAs be opened early in life—ideally, at birth—to promote asset 
building and well-being across an individual’s lifespan. Sherraden writes, “Because asset-based welfare 
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is a long-term concept, some of the best applications of IDAs would be for young people. Young people 
would be given specific information about their IDAs from a very early age, would be encouraged to 
participate in investment decisions for the accounts, and would begin planning for use of the accounts 
in the years ahead” (Sherraden, 1991, p. 222). As implemented, however, IDAs are short-term, asset-
building programs to assist families and households in establishing and maintaining self-sufficiency and 
initiating a connection to the financial mainstream. The difference between the original vision of IDAs 
and the reality of IDA implementation in the United States stems in part from the constraints of federal 
funding and the difficulty of constructing an intervention with a multiyear trajectory of change. 

Today the conversation about the student loan crisis and its ramifications for individuals, households, 
and the U.S. economy creates an opening for a savings vehicle to support young peoples’ education. 
CSAs could provide this vehicle. CSAs build on the most important lessons of IDA theory and practice: 
Individuals in poverty can and will save, with the right tools and incentives, and these savings can 
be instrumental in promoting positive social and economic choices by these individuals (Lerman & 
McKernan, 2008). CSAs should retain IDAs features such as universal availability and subsidies for 
young people whose families and households meet income eligibility guidelines, and should be opened 
automatically at birth. This long-term approach to asset-building promises improved well-being, since 
accounts have more time to grow in value and the multiplier effect of improved educational outcomes 
can be leveraged for increased likelihood of college success. CSAs were tested in the field beginning in 
2003 with the Saving for Education, Entrepreneurship, and Downpayment (SEED) initiative, a national 
demonstration in 12 locations across the country. Shortly thereafter, the America Saving for Personal 
Investment, Retirement, and Education (ASPIRE) Act was introduced in Congress to establish a 
national CSA policy that would open savings accounts automatically for all Americans at birth. 

Key features of CSA program and policy design enhance these accounts’ impact on outcomes for account 
holders, especially those from low-income households: universal and automatic access, progressive 
savings incentives, account structures that facilitate human capital development, and robust and flexible 
administration capable of following children throughout their academic careers. This means that access 
to savings accounts would not depend on whether a local bank offers a savings program or families 
have a surplus of financial resources with which to open accounts for their children. Instead, public 
policy would explicitly build structures that help all children experience the power of assets to shape 
educational trajectories, advantages currently enjoyed primarily by those children whose parents can 
afford to finance them.

While CSAs could parallel IDAs’ allowable uses (to promote asset accumulation for homeownership, 
retirement, and capitalizing a business venture), there are important reasons for focusing CSAs on 
higher education. Recent surveys suggest that there may be particular support for CSAs dedicated to 
education, likely reflecting Americans’ abiding belief in the role that higher education plays in facilitating 
the American dream. In one survey, 40% of registered voters surveyed believe that making education 
more affordable should be the top priority of government. No other priority garnered favor from a larger 
proportion of respondents (Goldberg, Friedman, & Boshara, 2010). Similarly, 58% of registered voters 
in the study thought that the most effective use for CSAs would be to help families save for college. 
Politically and pragmatically, framing CSAs specifically as a tool with which to facilitate educational 
attainment may allow advocates for equitable systems of higher education financing to take advantage of 
the current perception of a student debt crisis.
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CSAs are gaining traction around the country, not as a fad or a merely interesting alternative but 
as a potentially powerful tool with which to improve educational attainment and make existing 
institutions—K-12 schools, universities, the financial aid system—work better, especially for 
disadvantaged students. In the absence of passage of national CSA policy, some states and localities have 
incorporated elements of CSA design into state 529 college saving plans, including publicly funded 
initial contributions and matching contributions for low-income savers, opening accounts for children 
who reach specific educational milestones (such as kindergarten enrollment), and experimenting with 
school-based savings and financial literacy initiatives (Goldberg, Friedman, and Boshara, 2010). North 
Dakota, for example, provides a $100 grant for any newborn in the state, provided that the $100 is 
matched by a private contribution before the child’s fourth birthday.9 Enacted in 2010, Nevada’s Silver 
State Matching Program provides a 1:1 match on contributions for households earning annual incomes 
below $41,400 and a 50% match up to $300 per year for households earning annual incomes between 
$41,400 and $61,950. In other parts of the country, school districts, counties, and municipalities are 
also stepping into the breach. San Francisco, California, became the first locality in the United States 
to provide  “opt out” college savings accounts to all enrolled kindergarteners, in 2010.10 Cuyahoga 
County, Ohio, began a similar effort in fall 2013, specifically citing as a rationale for their investment 
the potential for improved educational outcomes by helping families and students finance college 
through savings.11 Collectively, these innovations are helping thousands of low-income students, while 
testing different policy mechanisms and strengthening the case for broader CSA implementation. These 
developments also expose the need for policies that situate student borrowing more appropriately within 
a broader and fundamentally more equitable financial aid institution.

The Impact of CSAs

CSAs have demonstrated effects on students’ educational attainment before, during, and after college, 
which are reviewed below. The Assets and Education Initiative (AEDI) at the School of Social Welfare 
at the University of Kansas recently released a comprehensive report on the assets and education field 
(Elliott, 2013a) that documents in greater detail the evidence linking asset accumulation with superior 
educational outcomes. 

Before College

By turning college into an important, not impossible, goal and giving students and families a clear 
strategy for how to overcome cost barriers, college savings increase the likelihood of college enrollment. 
For example, 45% of low- or moderate-income students with no savings accounts enroll. That compares 
to 71% with more than $1 of school savings, 65% with school savings from $1 to $499, and 72% of 
students with school savings of over $500 (Elliott, Song, & Nam, 2013a). Of course, enrolling in college 
is not only a question of financial preparedness; evidence suggests that the longer term challenge of 
ensuring that students are academically equipped to succeed in college is just as important. Here, too, 
asset possession shows superior outcomes, largely through reinforcing a college-bound identity that 
increases student engagement and builds parents’ expectations of higher education (Elliott, Destin, & 
Friedline, 2011). Conversely, going through school without assets can actually compromise achievement. 
Spells of asset poverty prior to age 11, in particular, have a negative effect on academic achievement 
scores (Elliott, 2013b). 
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During College

In contrast to high-dollar student loans, which show some negative effects on college graduation, 
research suggests that college savings improve a student’s chances of making it all the way to graduation. 
The results are dramatic: 5% of low- and moderate-income (below $50,000) students with no account, 
13% who have school savings but less than $1 saved, 25% who have school savings from $1 to $499, 
and 33% of students who have school savings of $500 or more graduate from college (Elliott, Song, 
& Nam, 2013a). There are several ways in which this relationship may unfold, all of which warrant 
additional study. Students who come to college with assets to spend may be less worried about financial 
considerations and the stress of taking on expensive debt, allowing them to focus on their studies. 
The psychological effects of asset holding, including increasing students’ sense of ownership of their 
educational experience, may qualitatively shift how they engage in class. The way that assets affect 
students’ expectations and preparation for college may better position them for success. Perhaps through 
a combination of these forces, 74% of students with college savings are on course to graduate, compared 
to 41% of students with no savings (Elliott and Beverly, 2011). 

Table 1 illustrates these educational effects. Having less than $500 saved for college can make a student 
three times more likely to enroll and four times more likely to graduate than if he or she had no college 
savings.

Table 1 

Even Small Amounts of Savings Can Lead to Higher College Enrollment and Graduation Rates among 
Low- and Moderate-Income (below $50,000) Students

Enrollment Graduation

No College Savings 45% 5%

$1 to $499 Saved for College 65% 25%

$500 or More Saved for College 72% 33%

Source. Elliott, Song, and Nam (2013a).



53

After College

Just getting through college is not the ultimate aim of higher education or of financial aid systems. 
Instead, higher education is largely intended to position children for greater success in life. Here, 
too, CSAs show promise. By instilling habits of savings, reducing the long-term cost of financing, 
and connecting young adults to financial institutions, asset-based financial aid is alone in improving 
graduates’ financial status following college completion. In addition to the positive financial effects of 
reducing dependence on student loans, described below, children who have savings accounts while they 
are young are more likely to own savings accounts as young adults, have more diversified asset holdings, 
and accumulate higher net worth (Friedline & Elliott, 2012). Specifically, when they have savings 
accounts as children, young adults are two times more likely to own savings accounts and four times 
more likely to own stocks (Friedline & Elliott, 2012). Young adults own almost twice as many types of 
assets if they had savings accounts as children, versus those who do not (Friedline & Elliott, 2012). These 
outcomes, of course, are in addition to the spillover effects of improved educational outcomes, which 
may, in turn, improve employment prospects and lifelong earning potential. 

If our current, loan-based financial aid model helps children pay for college only when they reach college 
age, while another, a hybrid loan and asset-based model, has the potential for multiple positive effects 
beyond paying for college throughout children’s educational careers and at least into early adulthood, the 
better investment becomes clear (see Table 2).

Table 2

Comparing a Debt-Dependent Financial Aid Strategy to an Asset-Dependent Strategy 

Precollege Educational Outcomes College Access 
Outcomes

College Completion 
Outcomes

Post-college 
Financial 
Outcomes

Loans Not applicable; college loans are 
designed to be a college access 
intervention. 

Extensive reviews 
suggest findings 
can be considered 
mixed or weak at 
best (e.g., Heller, 
2008).

Research suggests debt, even 
considerably less than the 
average ($26,500) graduate 
accumulates today on the way 
to a degree, may diminish 
returns for graduation 
potentials (Cofer & Somers, 
2000; Kim, 2007; Dwyer et 
al., 2012). 
Grants are better predictors 
of college completion than 
are student loans (U.S. GAO, 
1995, IHEP & TERI, 1994; 
1995).

Negative effects, 
associated 
with delays in 
marriage, delays 
in purchasing cars 
and homes, lower 
credit scores, less 
net worth, assets, 
home equity, and 
retirement savings. 

Assets Mixed success with respect to 
improving reading outcomes; a more 
consistent and positive relationship is 
found between assets and children’s 
math scores. Assets also appear to have 
positive associations with a number 
of other precollege educational 
outcomes such as GPA and high 
school graduation (e.g., Elliott, Jung, 
& Friedline, 2011). 

Researchers find a 
consistent positive 
association between 
assets and college 
access (e.g., Zhan 
& Sherraden, 
2011). 

Researchers find a consistent 
positive association between 
assets and college completion 
(e.g., Elliott, 2013). 

Emerging 
research finds a 
consistent positive 
relationship 
between children’s 
savings and young 
adult financial 
outcomes (e.g., 
Friedline & 
Elliott, 2013).

Note: For an extensive review of asset and education research, see Elliott (2013a). 
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The Potential for Assets to Reduce College Debt

Although encouraging effects on educational outcomes can be realized with relatively small account 
balances, creating truly equitable educational opportunities for students who approach college without 
a store of parental assets will require some mechanisms of redistribution. This suggests that assets can 
work to improve educational outcomes for disadvantaged students in two significant ways: (1) by creating 
engagement in school and cultivating positive academic expectations and behaviors, which may require 
very little in actual savings; and (2) by reducing dependence on student debt, which requires deposits 
sizeable enough to help truly finance the rising costs of college. There is reason to believe that, rather than 
operating on entirely parallel planes, these two mechanisms could complement each other. As parents and 
children grow to see college as an important and proximate goal, they may increase their commitment to 
dedicating financial resources to college savings. If this virtuous cycle is initiated early enough in a child’s 
development, even relatively low-income households may be able to save enough to forestall the high-
dollar debt understood to be potentially most harmful. While the precise amount of debt that triggers 
harmful effects cannot yet be definitively known, there is reason to believe that it is far lower than the 
extreme figures often cited in popular media. For the sake of illustration, consider that if $10,000 of 
student debt triggers the most adverse outcomes in terms of graduation rates and post-college financial 
security, then families need to save about $16,000 per child in order to bridge the gap between the average 
amount of debt held today ($26,000) and this threshold level. In practical terms, this means that—
assuming no initial deposit, a 1:1 match on contributions, and 5% interest—families would need to save 
about $23 per month, starting at a child’s birth, to achieve $16,000 in savings by the time the child reaches 
18. However, relatively few families of any financial means begin saving for college precisely at birth, 
absent explicit structures and incentives to do so, and many families will have more than one prospective 
college student, so it will be more than $23 per month for these families. While there are relatively few 
field tests with long enough track records and participant sample sizes to definitively ascertain median 
savings amounts, research from demonstration programs such as SEED suggests that on average families 
in CSA programs save approximately $10 per month (Mason, et al., 2009). While not, on their own, 
likely adequate to reduce reliance on high-dollar debt, these findings can be interpreted to affirm that 
low-income families can and will save, and to guide public policy toward the necessary types and levels of 
supports to ensure that these efforts yield balances commensurate with higher education needs.

Therefore, CSAs can perhaps best be understood as vehicles for working on both these fronts: to 
create and sustain positive expectations and school engagement, and for accumulating and delivering 
investments that redistribute financial capital in order to build greater human capital, particularly among 
disadvantaged children. However, for low-income families to save, and to save enough to produce a 
meaningful reduction in reliance on student loans, requires a new asset-accumulation infrastructure. This 
infrastructure, as described in greater detail in the next chapter, could take the form of initial deposits 
from state or federal treasuries, matches from public or private sources, or reconfigurations of existing 
financial aid streams, including means-tested scholarships and grants. Building the collective will to 
construct, finance, and deploy this infrastructure means first placing such an approach properly within 
the larger financial aid system, as a complement that can help student loans function better and, perhaps, 
reduce the overreliance on student borrowing. Student borrowing is likely to play a significant role in 
college financing in the foreseeable future and, indeed, evidence suggests that, in small doses, loans 
can play a constructive role in facilitating access to college without compromising higher education’s 
equalizing power. 
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Key Points

•	 Assets are associated with increased college enrollment and with stronger expectations of 
college attendance, which in turn lead to superior educational performance. Since stagnating 
graduation rates are a serious concern not only for individual students but also for U.S. 
society, assets should be a key part of U.S. higher education policy going forward.

•	 Having savings as a child increases graduates’ savings behavior as young adults, builds 
relationships with the same financial institutions essential for long-term asset development, 
and, by reducing the need for student borrowing, can reduce the real cost of higher 
education.

•	 Reducing students’ dependence on borrowing could improve loan performance in the arena 
of educational outcomes, thereby increasing the loans’ ability to deliver equitable access and 
greater rates of college access and graduation. 
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Chapter 5

Policy Discussion: Toward a 21st Century Financial Aid System

Bridging the divergent approaches to college finance for lower income students (mostly revolving around 
extending availability of student loans) and higher income students (asset-based and administered 
largely through the tax code) can restore higher education’s ability to serve as an arbiter of equality in 
U.S. society, while delivering the superior outcomes so needed for long-term economic prosperity. This 
will require constructing college savings complements to student loans, as close to birth as possible. 
Policymakers should leverage currently available vehicles, including state 529 plans, Pell Grants, 
and college preparation programs for potential inclusive asset accumulation strategies, while also 
examining the need for separate asset-building structures to redistribute capital in pursuit of educational 
achievement. Asset-based financial aid must align with other elements of the college financing system, 
with U.S. tax policy, and with income supports. Financial services should aggressively seek to build the 

Overview

Although many American young people today are disillusioned, as they recognize that the 
narrative of the American dream has relatively little meaning in their own educational and 
economic realities, they—and we—should take comfort in the recognition that the policy 
structures that have imperiled education’s equalizing role are institutions that are infinitely 
malleable. Policy changes can reshape these structures to provide greater opportunity, superior 
outcomes, and far greater equity. Outlining the needed reforms first requires tracing the roots of 
the problem; here, this must begin with a call for reinvestment in higher education as a public 
good, in order to reverse the risk shift and, at least, slow the growth in college costs. Students 
deserve access to financial aid based on economic need, in addition to academic merit, and at 
least some of this financial support should be reimagined as an early commitment effort, in order 
to leverage the power of time to build expectations and shape behavior. As the United States 
transitions to an asset-based financial aid policy, students and graduates need help to build the 
asset side of their balance sheet, in order to cope more successfully with their ongoing debt 
obligations. Taking on student loans need not result in the lifelong financial disadvantage, born 
of delays in asset accumulation, demonstrated in the data analysis included here. Public assistance 
and financial aid policy must stop sending divergent messages to low-income and higher income 
households about the value of saving, and ensure that disadvantaged families face the same 
incentives as their wealthier peers; policymakers should move quickly to eliminate asset tests in 
most means-tested programs. And, as stated above, the potential for assets to deliver far superior 
educational outcomes throughout a student’s career makes developing a universal, progressive, 
lifelong Children’s Savings Account structure a national imperative. Providing assistance with 
capitalization and savings incentives to families is necessary to craft savings opportunities that 
not only shape attitudes and behavior but also support enough asset building to reduce students’ 
dependence on high-dollar debt. These efforts fit within the footprint of current investment 
in student borrowing and parallel the generous support provided to many already advantaged 
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balance sheets of all American families, particularly the more financially vulnerable, through creative 
savings approaches, recruitment of nontraditional savings outlets, and dramatic expansion of direct 
deposit offerings. These advances in asset policy must be complemented by reforms to the student loan 
industry, so that the harmful effects of high-dollar debt, particularly as the United States transitions to a 
more balanced financial aid approach, do not undercut gains in asset accumulation . This requires more 
than just tweaking the student loan system by manipulating interest rates or repayment terms, instead 
ensuring that students’ educational prospects and long-term financial security are priorities for any 
student borrowing exchange. These are policy challenges not just for asset practitioners and advocates, or 
for the financial services industry. If, as the research suggests, every American child could benefit from 
having a stake in his or her future, advocates of improved educational opportunities and every American 
concerned about our economic competitiveness and future economic growth must consider how to build 
the policy apparatus capable of transforming the way we pay and prepare for higher education.

Therefore, we recommend policy changes in several areas to recast the U.S. financial aid system as a tool 
for building the assets and improving the educational futures of low-income and minority households: 

1. Incentivize completion, through such measures as partial forgiveness of loans for low-income 
students and emergency aid to help low-income students through challenging financial times to 
completion;12

2. Mitigate the financial effects of debt, through measures such as credit score protection for recent 
graduates;

3. Eliminate disincentives to save for low-income families, such as removing assets from SNAP and 
TANF eligibility determinations and from financial aid calculations within the FAFSA; 

4. Build a savings component into Pell Grants and facilitate early determinations of eligibility that 
would leverage the potential for early commitment effects; and

5. Establish CSA programs that are universal, lifelong, and progressive, through modification of 
state 529 plans or deployment of other college savings platforms.

Reinvestment in Higher Education as a Collective Good

Envisioning a new financial aid structure requires understanding the forces that have contributed to 
the status quo: the retreat from government investment in need-based scholarships and grants, which 
has pushed students to borrow as a first and last resort; the simultaneous disinvestment in direct public 
support for institutions, which has been a primary driver of rising college tuition prices;13 and the failure 
to imagine an asset-based approach to paying for the education of low-income students, despite the fact 
that this is how wealthier families have long financed education. 

To address the factors driving the shift to borrowing, Congress should reverse the declining value of the 
Pell Grant and reaffirm the commitment to providing financial support for qualified students in need. 
In the 2010-2011 school year, the maximum Pell Grant award covered only 36% of the average cost 
of attendance at a public four-year institution, compared to 77% in 1979-1980 (Krugman, 2012). The 
United States cannot have an equitable higher education system without addressing the increased need 
for financial assistance for those who approach college without family asset stores.
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Additionally, state and federal budgetary policy should prioritize human capital investments, including 
higher education, to rebalance university budgets, particularly in the public institutions that have long 
been the gateway to educational opportunity. Public investment in higher education tends to be cyclical, 
with state and local appropriations for public institutions, in particular, declining during economic 
downturns (Desrochers, Lenihan, & Wellman, 2010, p. 5). This correlates with increases in tuition 
across all of postsecondary education, in a “pattern of cost shifting to student tuition revenues in times 
of economic downturn” (Desrochers, Lenihan, & Wellman, 2010, p. 5). Slowing the rapid increase in 
the price of college will reduce the gap between what low-income families can save and what they 
must spend, while helping to bring debt levels down to more manageable levels for those who must 
borrow. Since there is also evidence that so-called sticker shock can influence the educational decisions 
of students and their families, constraining the growth in tuition prices may ensure that fewer talented 
students are deterred by high costs (College Board, 2012). More adequate and stable funding for higher 
education could also help to blunt the harm inflicted on American families during a recession, as would-
be students encounter rising prices at precisely the moment when they are most in need of additional 
human capital with which to navigate a harsher economy.

Reforms to Minimize the Negative Effects of Student Debt and 
Encourage Completion

Incentivizing Completion

Transitioning toward an asset-building financial aid system requires not only implementation of CSA 
policies, but also explicit efforts to reduce the negative effects of student debt. Loans will likely continue 
to be part of the overall college financing package for most students, but their pernicious effects need not 
be. Among the changes that could reduce the potentially negative effects of borrowing are improvements 
to communication with students and families about financial aid; use of different incentives for 
institutions regarding student completion and loan performance; provision of emergency aid to students 
who are heavily leveraged to prevent the disruptions in academic progress often associated with 
financial setbacks; student incentives for educational attainment, potentially including at least partial 
loan forgiveness for on-time degree completion by Pell-eligible students; and policies that reduce debt 
burdens and improve repayment options, including income-based repayment and incentives for employer 
matching for student debt repayment following graduation (Huelsman & Cunningham, 2013). In 
general, improving the accountability and performance of higher education can improve the cost-benefit 
calculus, especially for students whose degrees will be financed through reliance on borrowing. Measures 
that reflect progress in this arena include regulations that would require career colleges to prepare 
students better for gainful employment in order for those schools to remain eligible for participation in 
federal financial aid programs, and President Obama’s proposal to change college ratings, so that parents 
and students confront college decisions armed with information about institutions’ track records in 
graduating students without excessive debt and moving low-income students to graduation. However, 
these innovations and others related to changes to the student loan market itself, including proposals 
such as “pay it forward” and conditional repayment, may represent tweaks to the student loan industry, 
rather than fundamental reforms (Kelderman, 2013). As such, any changes to student borrowing that 
would still result in significant diversion of college graduates’ income away from asset accumulation, 
for example, or serve as a rationale for further state disinvestment in higher education, will likely fail to 
deliver on the promise of asset alternatives to loans.
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Mitigating the Effects of Debt

Policy changes also are needed to support indebted college graduates as they strive to build assets. This 
generation may face the prospect of beginning young adulthood in debt for the foreseeable future, but 
this does not necessarily mean that they must delay homeownership, asset accumulation, and other 
significant milestones toward economic security. There are several options for helping individuals build 
assets while they deal with student debt. First, graduates’ credit scores should be protected from student 
loan effects, as is currently the case for current college students, whose loans do not count against their 
credit scores. We suggest extending this period through age 34. Ages 25 to 34 are the period when 
many people purchase their first home (National Association of Realtors, 2011), a major source of 
asset building for most families. Second, indebted graduates should get help developing good credit 
with home loan products specifically designed for them. Third, the financial services industry should 
comprehensively and aggressively extend savings opportunities to American households, particularly 
the economically vulnerable, to ensure that loan liabilities are offset to some extent by growing asset 
bases. This could include pushing for refundable tax incentives (so that tax-based subsidies parallel 
those provided to wealthier savers), as well as developing products specifically designed for low-income 
consumers, including some adapted from the developing world, such as mobile banking and targeted 
marketing. Fourth, U.S. policymakers should explore incentives and structures for prize-linked savings, 
prepaid savings cards, expansion of direct deposit, promotion of nontraditional savings outlets, and 
automatic savings devices (Boshara, 2012), even while recognizing that more aggressive redistribution 
efforts will be required to ensure that low-income households can build asset balances up to the 
challenge of financing college education. While the macroeconomic effects of the unprecedented rate 
and volume of student borrowing are not yet fully understood, they certainly are magnified by debt’s 
influence on later asset building. Policy changes can help to sever this linkage so that, in the absence of 
an asset-based financial aid system, the choices of indebted students are not dictated by debt.

Elimination of Disincentives for College Savings

The ability of low- and moderate-income families to build assets for their children’s college education 
is constrained not only by their limited incomes and shortage of savings vehicles, but also by public 
policies that discourage savings. While policy institutions such as tax deductions for home mortgage 
interest, 401(k) plans, and state 529 plans subsidize the asset accumulation of those earning enough to 
have tax liabilities, current safety net and need-based financial aid policies serve as disincentives to asset 
accumulation in low-income households. For example, SNAP, which is designed to increase the food 
purchasing power of low-income households, still limits participants’ savings in several states (Brooks 
& Wiedrich, 2012), and congressional action could reinstate strict asset limits in SNAP across the 
nation (Sprague, 2013). SNAP is not unique in imposing this asset test (Sherraden, 1991). In the TANF 
program, asset limits in some states are as low as $1,000 per household. For most families in states 
where asset tests are still in place, liquid assets exceeding these thresholds can result in the denial of an 
application for assistance or termination of an existing case.

These rules affect students’ educational achievement: Means-tested programs with strict asset limits, such 
as SNAP, reduce the odds that a child will enroll in college (Elliott, 2013b). Further, by making it very 
difficult for families to save for college, these asset restrictions serve to funnel students into the student 
loan market. More perniciously, participation in programs with asset limits conveys harmful messages to 
families; that saving is counterproductive and putting aside money for the future may imperil their well-
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being today (Sherraden, 1991). Thus, students’ expectations about college and about savings are shaped in 
ways that have lifelong implications.

It needn’t be this way. Research shows that loosening asset tests around vehicle ownership, for example, 
increases asset holdings among SNAP recipients (McKernan, Ratcliffe, & Nam, 2007). This suggests 
that increasing asset limits results in low-income families accumulating assets (also see Nam, 2008). 
Encouraged by these outcomes, 37 states have eliminated asset limits entirely from SNAP eligibility 
determinations, and 23 states have eliminated asset limits for family Medicaid. Some states have 
specifically exempted the types of assets most likely to support children’s educational outcomes, 
including 529 plan and IDAs. Eliminating asset limits promotes fairness, given the degree to which state 
and federal governments invest in subsidizing, through the tax code, the college savings of middle- and 
upper-income households. The prospect of increasing the asset holdings of low-income households 
simply by removing the artificial limits that punish them for saving should motivate policymakers 
looking for places to begin.

As with other means-tested supports, low-income students eligible for Pell Grants should not be 
penalized for having accumulated assets in pursuit of their college aspirations. Currently, financial aid 
eligibility determinations require that those assets held in students’ own names be judged more harshly, 
despite evidence that suggests it is precisely these dedicated school assets that have the most significant 
effects on educational outcomes (Elliott & Beverly, 2011). To reduce these disincentives for students’ 
savings, eligibility for means-tested grants and loans could be based solely on income, or assets held in 
special education accounts could be treated differently than overall net worth. There is some precedence 
for such a shift. Changes made to financial aid eligibility during the Obama Administration have 
facilitated access to Pell Grants for some low-income students without requiring disclosure of asset 
holdings, and there are serious proposals to allow applicants to populate their FAFSA with information 
available from IRS forms, eliminating the asset questions entirely for most needy students (Scott-
Clayton & Dynarski, 2007). As of 2010, although 17 states exempted college savings held in 529 plans 
from financial aid determinations, these same asset protections were not afforded in the federal financial 
aid system, or to students whose savings were held in other vehicles (Clancy, Lasser, & Taake, 2010). 
Students who manage to set aside money for higher education despite having limited disposable income 
are poised for greater success in college. These assets should work in combination with financial aid, but 
policy first needs to stop punishing students for accumulating savings. 

Creating an Early Commitment, Asset-Based Financial Aid System

There is tremendous potential to improve the outcomes realized from our financial aid expenditures by 
changing how and when students interact with these systems. The Pell Grant program, for example, 
could incorporate a savings component, rather than issuing awards only at the time of college 
enrollment (College Board, 2013). In a shift to inclusion of an asset-based component, the specifics of 
this integration are negotiable, and multiple pathways are potentially compatible. To develop a savings 
program, institutions would need to inform children of their expected award earlier in their academic 
careers, based on at least a few years of the household’s income, instead of only that of the child’s senior 
year. This would leverage Pell Grants as early commitment programs, helping children to see college as a 
likelihood. On other dimensions, policymakers must confront choices, based on weighing the competing 
desires to leverage the power of the Pell Grant program’s resources for asset-based approaches while not 
undercutting its historic role as a higher education safety net. For example, integrating savings into Pell 
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Grants could mean depositing a percentage of the award into a savings account, or Pell Grants could be 
entirely reimagined as vehicles not only for federal financial aid dollars but also additional deposits by 
families. While diverting only a portion of the Pell award to a savings account would enable verification 
of income eligibility as the student approaches college age, transforming Pell Grants into a savings 
program could amplify the redistributive potential of this critical investment; The same dollars put into 
accounts children can leverage, instead of held until one-time disbursement, could more adequately 
address the disadvantages experienced by those eligible for Pell assistance.

The Pell Grant is not the only avenue for leveraging financial aid early enough to make a real difference 
in educational equity. Universities could divert some of their scholarship money to children’s savings 
accounts, for example, as could states. Localities like San Francisco, California, and Cuyahoga County, 
Ohio, are essentially taking this approach, investing money not simply in broadly promoting educational 
attainment of their students, but specifically as deposits into CSAs for very young children. On the 
national level, the federal government spends heavily to help students access college, largely through the 
student loan program. The potential to realize superior outcomes and promote equity through reinvesting 
even a portion of this spending is tremendous. It is possible, for example, to fund dedicated accounts 
for all U.S. children at birth for only $3.25 billion in the first year (Cramer, 2006). In comparison, the 
federal cost of student loans (the subsidy provided within Stafford Loans, GradPLUS, and ParentPLUS 
programs) is expected to be $36.5 billion in 2013 (Congressional Budget Office, 2012). These cost figures 
suggest that, at least initially, it may be possible for the United States to combine asset-based approaches 
to financial aid with a significant reliance on student loans, by merely redirecting a portion of the money 
expended to support borrowing. Similarly, depositing a portion of a projected Pell award in a student’s 
account around eighth grade would not undermine the fiscal or ideological foundation of the Pell Grant 
program, but would increase its potential for positive educational effects through different outlays of 
existing dollars.14

Construction of a Progressive, Lifelong, Universal CSA Structure

Significantly, despite a lack of incentives, low-income households that save for college save a higher 
percentage of their incomes than wealthy families (Sallie Mae, 2013). Still, low-income families seldom 
manage to accumulate enough assets to stave off significant student debt. Saving families earning less 
than $35,000 per year possess only a median of $2,000 in college savings (Sallie Mae, 2009). Some 
of the greatest educational outcome effects of college savings are realized prior to college, as students 
approach enrollment with a different set of expectations and different academic engagement, and after 
college, when graduates who are savers fare differently than those who are borrowers. This suggests that 
the United States can only reap the potential effects of CSAs when they are structured so as to help 
families—all families—accumulate assets early enough to shape students’ educational trajectories, and 
in amounts great enough to finance at least a considerable portion of college expenses. Today’s savings 
vehicles are not up to these tasks.

Effective and equitable CSA policies should be progressive, lifelong, universal, and asset building. 
Universality is critical, since existing savings structures are largely meeting the needs of already 
advantaged individuals. If new CSAs fail to reach those not participating today, they will not add 
significant value to the college finance system (Cramer, 2010). To achieve universal access for low-
income students and their families, some specific policy features are essential, including automatic 
enrollment (voluntary opt out provisions should be included), concerted outreach and education 
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strategies, special incentives for lower income households, and use of a widely available platform. A 
universal CSA would establish a savings account for each child at birth, seeded with an initial deposit. 
Only this approach can circumvent the barriers to account ownership that low-income families 
traditionally face. 

Access to college-savings accounts for disadvantaged children can be provided through different vehicles, 
but research suggests that centrally administered systems, such as 529 plans, are needed to maintain 
a focus on equity. Fees and initial deposit requirements should be minimal and investment options 
kept simple to facilitate enrollment. To improve the equity in benefits available to families saving for 
college, 529s should be linked to state tax systems, 529 balances removed from financial aid eligibility 
calculations, and tax credits made refundable. Additionally, to overcome the chasm that currently 
separates economically disadvantaged families from these college savings opportunities, outreach efforts 
should be targeted to deliver messages that resonate with lower income aspiring college students and 
their parents (Lassar, Clancy, and McClure, 2010).

Essential to bridging the gap between 529 plans currently available, which largely subsidize the college 
savings of those who need little additional inducement to accumulate assets, and a true universal CSA 
system is a concerted public commitment to do so. Only with an explicit focus on promoting equity 
will policy features such as uniform national administration, low initial deposit requirements, adequate 
matching contributions, and integration with college preparation be included. Accounts should be 
structured so that even families with low levels of financial literacy benefit and feel ownership of CSAs. 

In addition to keeping investment options uncomplicated, accounting should be streamlined, so that 
families can see their account balances grow (Goldberg, Friedman, & Boshara, 2010). Finally, the 
concept of universality does not mean that a CSA policy must deliver the same benefits to differently 
situated children and families. Instead, progressive CSA policy should strive to reduce disparities, 
through different matches or incentives for low-income families, while offering the power of savings to 
affect educational outcomes of all American children.

CSA programs also should be lifelong, keeping individuals connected to financial institutions and 
facilitating their savings and expenditures on important asset acquisitions, from birth to death (Cramer 
and Newville, 2009). These are features that 529s, education IRAs, and other restricted accounts are 
not well situated to deliver, but that are vital to build lasting financial security. Establishing these 
accounts in children’s own names would serve to facilitate use over an extended time horizon and for 
flexible purposes, beginning with education and extending to homeownership and retirement, as well 
as reinforcing the higher education goal in children for whom this is the primary asset need (Elliott, 
2013b), because these dedicated assets tend to have greater educational effects (Elliott, Destin, & 
Friedline, 2011). 

Finally, CSAs should facilitate asset building, broadly understood to encompass not only financial 
savings but also the critical asset of human capital. Here, research suggests that accounts students 
can access while in school may increase their ability to overcome financial obstacles to success while 
building their competence to execute financial decision making (Elliott, 2012b), a critical competency 
for long-term financial security. Tiered account structures (with short-term, intermediate, and long-term 
college accounts) would allow low-income children to access to some of their assets as they progress in 
school, while other assets are held in reserve. While restrictions on asset use are important facilitators 
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of savings for higher income households as well as for those in and near poverty, CSAs can never 
function as successful tools to reduce disparity if the accounts are not available for children to use to their 
educational advantage, just as wealthier students use their families’ resources.

Key Points

•	 If the United States is to redeem the promise of the American dream and restore higher 
education as a path to economic mobility and financial security, changes in college financial 
aid policy are urgently needed. Rather than tweaking the details of current student loan 
policies, the United States should reexamine its approach to helping students prepare 
and pay for college, with an eye toward equity, adequacy, and ability to deliver promising 
educational outcomes.

•	 States should increase public funding of higher education, to slow the growth in college 
costs and reaffirm a collective commitment to education as a public good.

•	 Both states and the federal government should increase need-based aid, to overcome the 
barriers to enrollment and completion posed by high college costs.

•	 Especially as the United States transitions to an asset-based financial aid approach, policy 
can minimize the negative effects of debt, particularly by helping students and college 
graduates build assets even while they are borrowing. Doing this successfully may include 
addressing credit constraints to homeownership and supporting entry-level workers in 
saving for retirement.

•	 Policymakers should work quickly to remove disincentives to save by eliminating asset 
limits in means-tested public benefit programs and protecting at least some college savings 
from eligibility determination formulas for financial aid. Unless low-income households get 
the same message as wealthier ones about the importance of building assets, they cannot be 
expected to develop the same expectations and, ultimately, behaviors.

•	 Current financial aid policies can be reimagined as early commitment programs, to leverage 
the variable of time and build on student and family expectations of college attainment. For 
example, transforming Pell Grants into savings programs would funnel dollars into accounts 
children can leverage, thus not only helping them pay for college at the time of enrollment 
but also increasing the likelihood that they are prepared to succeed academically once there.

•	 A universal, progressive, lifelong Children’s Savings Account (CSA) structure would help 
families build assets over a lifetime. Such a policy effort should build, wherever possible, 
on existing vehicles for college savings, and must adhere to principles of broad access 
and adequate support for disadvantaged families, if the accounts are to deliver the impact 
possible with assets for education.

•	 Innovations in CSAs should be explored for their potential to improve equity, as well, 
perhaps through tiered accounts that would not only help low-income students finance 
college but also equip them with tools with which to confront the need to invest in their 
human capital while in school.
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Endnotes
1 Throughout this report, assets are defined as the sum of savings, checking, money market accounts, certificates of 
deposit, stocks, bonds, mutual funds, 401(k)s, plan balances, IRAs, the cash value of whole life insurance policies, 
and tangible assets such as real estate and cars. 
2 You can download the report and find more information about it at http://www.Save4Ed.com.  
3 In the aggregate (subsidized and unsubsidized loans), dependent undergraduate students can borrow up to 
$31,000 and independent undergraduate students can borrow up to $57,500 total while an undergraduate. If 
a dependent student’s parent is not eligible for a Plus loan, then the dependent student can also borrow up to 
$57,500.  
4 For a good discussion of how politicians’ and staffers’ interests helped to shape the 1992 reauthorization of the 
Higher Education Act, see Hannah (1996).  
5 See discussion about role expectations in chapter four, Elliott (2013a). 
6 Hahn and Price defined college-qualified as having, “at least a 2.5 grade point average (GPA), taken a college 
preparatory curriculum, and completed Algebra I or II, Pre-calculus, Calculus and/or Trigonometry” (Hahn & 
Price, 2008, p. 4).  
7 College-qualified referred to high school graduates who had taken at least trigonometry.  
8 While no definitive definition of “soft skills” exists, these skills generally encompass the personality traits and 
communication skills that relate to a person’s ability to interact effectively with coworkers and customers. In 
contrast, “hard skills” encompass the occupational requirements of a job—the ability to complete specific tasks, 
technical skills, and the like.  
9 The Child First Program, Section 529, enacted in 2011. 
10 For more information on the Kindergarten to College initiative, see http://www.k2csf.org/.  
11 See, for example, statements by the Cuyahoga County Executive, http://executive.cuyahogacounty.us/en-
US/113012-college-savings-account.aspx  
12 As in the Department of Housing and Urban Development’s Family Self-Sufficiency Program (Sard, 2001), 
graduates could be supported in building an asset base as part of their student loan repayment process, if an 
income-based repayment schedule diverted some of the increase in payments to a deposit or investment account. 13 
For this argument, see U.S. Department of Education (2012).  
14 Kelchen and Goldrick-Rab (2013) find that if the Pell grant were awarded in eighth grade fewer than one in 
ten students would not remain qualified under current eligibility rules when they reached college age. Others have 
suggested Pell early-commitment programs could begin even earlier at age 11 or 12 (College Board, 2013).  
15 The $3,000-$10,000 range is based on our best assessment of existing research. H owever, more research is 
needed to confirm this threshold. 
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