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Staying in College Longer Than Four Years
Costs More Than You Might Think

Jaison R, Abel and Richard Deitz

This post is the second in a series of four Liberty Street Economics posts examining the value

of a college degree.

In yesterday’s blog post and in our recent article in the New York Fed’s
Current [ssues series, we showed that the economic benefits of a
bachelor’s degree still outweigh the costs, on average, even in today’s
difficult labor market. Like others who assess the value of a bachelor’s
degree, we base our estimates on the assumption that a student takes four
years to finish the degree. But it is not uncommon for people to take
longer than that. In fact, recent data indicate that among those who
complete a bachelor’s degree within six vears, only about two-thirds finish
in four years or less. What does it cost to stay in college for a fifth or sixth
vear before finishing that degree? Perhaps more than you might think.

How should we measure the costs of taking an extra year or two to
complete a bachelor’s degree? The most obvious cost is the extra tuition
and fees that must be paid {room and board are not really an extra cost
from an economic perspective, since they have to be purchased regardless
of whether one is in school). In our recent article, we showed that the
average net tuition cost—which reflects what the average student actuaily
pays out-of-pocket when various forms of aid and tax benefits are taken
into account—is a little more than $6,500 per year. However, in economic
terms, tuition is only a small part of the extra costs incurred for that fifth
or sixth vear of school. There are also opportunity costs to consider, and
these add up in ways that may not be obvious at first glance.

First, students who spend an extra one or two vears in school as a full-
time student incur an opportunity cost in the form of forgone earnings.
Economists measure this cost as the wages one could have earned with a
college degree had one graduated a vear or two earlier. Second, entering
the job market a year or two late damages students’ lifetime earnings
profile. In addition to giving up one or two years of college-level earnings
while in school, students miss out on a year or two of experience and the
extra push that gives their wages over their working life.

While we don’t directly observe people who graduate in five or six
years, we can use our analytical framework to simulate what the added
costs would amount to, based on the average wages of college graduates in
general. Using our estimates, we determine that someone who finishes a
bachelor’s degree in four years would earn, on average, about $37,500
their first year on the job. By the time that person reaches the age of
twenty-five, they earn an average of about $45,500, having racked up a
few years of experience and commensurate raises. If we assume that a five
- or six-year graduate follows the same earnings path but starts working a
year or two later, we find that a five-year graduate would earn $43,000 at
the age of twenty-five {$2,500 less than a peer who graduated in four
vears}, and a-six-year graduate would earn only about $40,000 ($5,500
less). This earnings “wedge” persists throughout one’s career. The
differences add up each and every year, so that those graduating later
never really catch up to those who graduated earlier.

In the table below, we use the 2013 lifetime earnings profiles from our

article to estimate the costs of taking an additional year or two to complete

the bachelor's degree. Allin all, an extra year of staving in school costs
more than $85,000, and for those who take two extra years lo finish, it
costs about $174,000. The net present value of these totals, using a

5 percent discount rate, yields a cost of about $65,000 for each additional
vear spent in school.
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Alternatively, we can look at how the return to a hachelor's degree
declines as time to completion increases, as shown in the chart below.
Using 2013 data, we estimate that the rate of return for the average
student who finishes the degree in four vears is about 14 percent. That
figure gets shaved down to about 11 percent for a five-year completion,
and to 8 percent for six vears. Overall, the rate of return plummets hy
40 percent for the six-year plan compared with the traditional four-year
plan.

Return to Bachelor's Degree Based on Time to Completion, 2013
Percent

Four years Five years Six years

Scurces: U.S. Census Bureau and U.S. Bureau of Labor Statistics, 2013 Curent Poguiation
Survey, March Supplement; U.S. Department of Education, Digest of Zducation Statstics 2012:
The College Board, Trends in College Prcing 2013 and Trends in Student Asd 2013,

The upshot of our discussion? For students who require five or six vears
to graduate, the value of a bachelor’s degree no doubt remains substantial,
but staying on in college certainly takes a financial toll.

Disclaimer

The views expressed in this post are those of the authors and do not
necessarily reflect the position of the Federal Reserve Bank of New York
or the Federal Reserve System. Any errors or omissions are the
responsibility of the authors.

Jaison R. Abel is an officer in the Federal Reserve Bank of New
York's Research and Statistics Group.

=" Richard Deitz is an assistant vice president in the Bank's Research
and Statistics Group.
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Programs that set student loan payments based on a
person’s income and offer loan forgiveness after a

certain number of payments are meant to encourage
people with college debt to choose jobs based on the

merit of the work and not the size of the paycheck.

But they may offer an unintended benefit for people

going into public sector or nonprofit jobs — the ability

http://www.washingtonpost.com/news/get-there/wp/2014/09/10/when-you-can-max-out-st... 9/11/2014
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because they would be eligible to have their debt
forgiven after 10 years of payments. For instance, a
social worker earning in the 75th percentile would be
responsible for the first $28,000 in loans, even if they
took out the typical debt load of $49,000 — before

interest— according to the New America Foundation.

People who make more will pay more. For a lawyer
whose earnings are in the 75th percentile, the tab
would be larger, adding up to about $117,000,

compared to the median debt load of $140,000.

Most people with federal loans will qualify for IBR,
which limits payments to roughly 15 percent of their
income, after subtracting an exemption that is based
on the federal poverty level, and forgives debt after 25
years of payments. People with direct loans taken after
October 2007 will qualify for a program that limits
payments to about 10 percent of income and offers
forgiveness after 20 years of payments. (If the payment
required under the standard 10-year repayment plan is
smaller than the income-based amount, then

borrowers would pay that.)

The programs apply only to federal loans, meaning
that people who also have private student loans would
only be able to have the public loan portion of their
debt forgiven. (Required payments would be 10 or 15
percent of income after the exemption, or the regular
payment amount under the standard 10-year

repayment term — whichever is smaller.)

http://www.washingtonpost.com/news/get-there/wp/2014/09/10/when-you-can-max-out-st...
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People with graduate degrees may get the biggest
benefit out of the program, Delisle says, because they
can take out more in federal loans. There is a lower cap
on how much people can take out in federal loans for

an undergraduate degree.

Of course, millennials seem especially averse to piling
on more debt. That said, many will probably try to
minimize their debt loads on the chance that plans
change after graduation. People who later land
lucrative jobs or decide against joining the public
sector could then be on the hook for most, if not all, of
their bill, says Lauren Asher, president of the Institute
for College Access & Success, a nonprofit that works to

make college more affordable.

People’s plans may change after an illness or a major
family event, Asher says. Some people may intend to
work in a low-paying field but then see their household
income jump if they marry someone who makes much

more, she adds.

It’s also worth noting that people with graduate
degrees, who tend to have larger debt loads, also make
more on average than people with only undergraduate
degrees, which could minimize the benefit they get out
of the program, Asher says. “No one can know for sure
what their job or earnings will be in the future,” she

says.

Read more:
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POLITICO Pro

MEDIA COVERAGE OF STUDENT DEBT SKEWS HIGH
8/11/14 4:06 PM EDT

Recent media coverage of student debt has emphasized borrowers who owe significantly more
than is average, a new Hamilton Place Strategies analysis found.

While the average 2012 graduate carrying debt owed $29,400, the average debt reported in
anecdotal news stories is $84,400. If the anecdotes were a random sample, the paper says, there
would be a .000007 percent chance reporters would get this result. The analysis includes close to
100 articles over an unspecified three-month period.

“The greatest concern with this skewed coverage,” the report says, “is the potential to impact
aspiring students who may make decisions based on news coverage.”

— Allie Grasgreen
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Findings:

¢ The average amount
owed by students
with debt graduating
in 2012 was $29,400.

« The average debt
reported in anec-
dotal news stories is
$84,400.

o If the anecdotes
were a random sam-
ple, there would be
a 0.000007 percent
chance reporters
would get this result.

Matt McDonald
Pat Brady

Hamilton Place Strategies
provides analysis, communi-
cations, and advocacy solu-
tions at the infersection of
business, government, and
media.
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The Plural Of Anecdote Is Data

(Except For Student Debt])

Here IS your assignment:
“Insert name» was a
student at <insert local uni-
versity», but after graduating
last spring they still can’t find
a job and are facing <insert
outrageous sum> in debt.”
Congratulations, you've just
finished the lede for your
student debt article!

Unfortunately, you also may
have missed key facts in the
college affordability debate

that are too often ignored.

Between the proverbial
rock-climbing walls and the
humanities majors with
six-figure debt who didn't
complete their degree, the
problems with higher edu-
cation financing are being
well documented. And while
these problems are not to be
dismissed, there is another
side to the story that is also
true but has been less wide-
ly reported.

A college education is one
of the best investments one
can make. College graduates
are more likely to be em-
ployed, and when they are

employed they make more
money.

A closer look at some of the
particulars around college
financing reveals more nu-
ance than overall media cov-
erage has indicated. While
tuition has consistently gone
up, the net price actually
paid has been much flatter
as universities offer more
tuition assistance and dis-
counts to entice attendance.
And while the average
amount of debt incurred has
been increasing over time,
the increase in monthly
payments is typically man-
ageable.

It is possible that one of the
biggest problems graduates
face is less the increasing
cost and debt associated
with a college degree, but
actually the economy they
enter. Returns to a college
degree (i.e., income) have
largely been flat over the
past decade, not to mention
the impact of the financial
crisis. So while a degree is
still a good investment, it is
necessarily a less good in-



vestment than it was a de-
cade ago.

This nuance makes the de-
bate and discussion more
interesting, but is it getting
captured accurately in the
anecdotal stories that are
highlighted in the press?

To test this, we examined
close to 100 articles over a
three month period which
had stories of students and
families burdened by stu-
dent debt. We wanted to

get a sense of what levels of
debt are being highlighted in
the media and compare that
to actual average debt loads
as collected in government
statistics (NCES: 2011-2012
NPSAS).

The news stories covering

student debt are distinct-

ly unrepresentative of the
actual facts around student
debt. For those graduating in
2012, government statistics
indicate the average amount

The news stories cov-
ering student debt
are distinctly unrep-
resentative of the
actual facts around
student debt.

owed for those who had stu-
dent debt was $29,400. But
the average level of student
debt reported in news cov-
erage is $85,400 (Figure 1).

If this reporting were a ran-
dom sample of students for
stories about debt, there is

a 0.000007 percent chance

reporters would get these re-
sults (that's 7 one-millionths
of a percent).

Another way to view this is
that the average debt level
reported through anecdotes
represents the 98™ percen-
tile of all who have debt.
This would be the statistical
equivalent of surveying a
selected group of American
workers, finding an average
income level of $360,000,
and therefore reporting that
the economy is doing well.

It's pretty clear based on the
facts of the reporting that
coverage of the college cost
and student debt issue is
skewed. And there are a few
arguments that might justify
individual stories that are so
at odds with the typical facts

Fig. 1: Distribution Of Student Debt, Actual vs. Anecdotal Reporting
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Fig. 2: Nominal Change In Distribution Of Student Debt
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across the entire population.
One is that these are special
cases, and that is the defini-
tion of being news-worthy.
That is true, but then these
articles are human interest
stories, and should not be
serving to

There is some evidence
of more people incurring
higher levels of debt. More
people are taking out loans
for college, and the amount
borrowed has been increas-
ing (Figure 2). But while this
is a mild frend,

illustrate the

the number of

larger discus-  The greatest concern  people with
son aro‘é”‘g with this skewed cov- debfatele-
student debt. erage is the potential va_Ted levels is

to impact aspirin silll very small
The other P PG compared to
possibility that students who may the overall
could justi- make decisions based population of
fy systemic on news coverage. people bor-

reporting of

rowing for ed-

very high debt

levels is more interesting.
It is possible that the real
problem with college debt
is not actually the average
debt incurred, but is actually
the rare cases where stu-
dents take out much larger
amounts of debt, and while
still rare, such a trend is in-
creasing.

ucation, even
in nominal terms. If we look
at the real change in aver-
age debt held by individuals
graduating with debt, it in-
creased from about $22,700
to about $29,400 over the
period 2003 to 2012.

The greatest concern with
this skewed coverage is the

80 90

100 +

~ potential to impact aspiring

students who may make
decisions based on news
coverage. There are two sce-
narios here. The first is that
potential students get the in-
correct impression that a de-
gree is not worth it and they
take a pass on higher educa-
tion all together. This would
be a mistake individually and
would come at an economic
and social cost collectively.
The second scenario is that
students are more judicious
about their college selection
and think through their plans
of how to pay for school and
what they want to accom-
plish while pursuing their
degree.

We should hope it's the lat-
ter outcome, but just in case,
a little more perspective in
the coverage of the student
debt issue would probably
be a good idea. []
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