Economic Studies
at BROOKINGS

Evidence Speaks Reports, Vol 2, #3
October 20, 2016

Black-white disparity in student loan debt more than
triples after graduation

Judith Scott-Clayton and Jing Li

Executive Summary

The moment they earn their bachelor’s degrees, black college graduates owe $7,400 more on average than their
white peers ($23,400 versus $16,000, including non-borrowers in the averages). But over the next few years, the
black-white debt gap more than triples to a whopping $25,000. Differences in interest accrual and graduate school
borrowing lead to black graduates holding nearly $53,000 in student loan debt four years after graduation—almost
twice as much as their white counterparts. While previous work has documented racial disparities in student
borrowing, delinquencies, and defaults, in this report we provide new evidence that racial gaps in total debt are
far larger than even recent reports have recognized, far larger now than in the past, and correlated with troubling
trends in the economy and in the for-profit sector. We conclude with a discussion of policy implications.



Amidst the general public concern over rising levels
of student loan debt, racial disparities have attracted
increasing attention. In 2006, a U.S. Department of
Education report noted that black graduates were
more likely to take on student debt, and in 2007,

an Education Sector analysis of the same data
found that black graduates from the 1992-93 cohort
defaulted at a rate five times higher than that of white
or Asian students in the 10 years after graduation
(Hispanic/Latino graduates showed a similar, but
somewhat smaller disparity).' Recently, momentum
on the topic has been growing, with several new
studies documenting how students of color are
disproportionately burdened by student debt:

* A 2014 study by Goldrick-Rab, Kelchen, and Houle
and a 2015 report by Demos show that black
students borrow more than other students for the
same degrees, and black borrowers are more likely
than white borrowers to drop out without receiving
a degree.i

* Acreative 2016 analysis by the Washington Center
for Equitable Growth matched data on student
loan delinquencies by zip code with zip code
demographics and finds that delinquencies are
concentrated in black and Latino communities.

»  Two recently published studies (by Addo, Houle
and Simon and Grinstein-Weiss et al.) use national
survey data to show that black students hold
substantially more debt by age 25 compared to
their white counterparts, and that disparities are
evident even after controlling for family income and
wealth, indicating that differences in postsecondary
and labor market experiences contribute to the
debt gap.V

Unfortunately, because the U.S. Department of
Education does not regularly track borrowers by race,
data limitations have hampered efforts to connect
research on racial gaps with detailed new studies of
debt and default patterns. For example, highly-cited
recent research which analyzed administrative data
linking borrowers, future earnings, and defaults cannot
be broken out by race." Information on race is not
collected on the Free Application for Federal Student
Aid (FAFSA), nor is it included in the National Student
Loan Data System (NSLDS) which tracks outstanding
debt and repayments. Most of what we know about
the debt gap is based on cross-sectional surveys
conducted by the U.S. Department of Education only
once every four years, which don’t allow borrowers to
be tracked over time, or on longitudinal surveys which
are conducted even less frequently.

In August 2016, the National Consumer Law Center
(NCLC)—supported by nearly 40 other public interest

groups, including the American Civil Liberties Union
(ACLU)—sent a letter to Education Secretary John
King demanding the department track and remedy the
disproportionate consequences of student loan debt
for borrowers of color. “For nearly a decade,” the letter
states, “the Department of Education has known that
student debt impacts borrowers of color differently from
white borrowers. Yet in that decade, the Department
has failed to take sufficient steps to ameliorate the
disproportionately negative impact on borrowers of
color, or even to conduct further research to discover
the causes or the extent of disparities.”

As we will show, this concern is well-justified. Cross-
sectional analyses which do not follow borrowers
over time, as well as longitudinal analyses that track
graduates from distant cohorts and/or rely upon
self-reported debt amounts (which are known to be
underreported'i and generally inaccurate'i’), can lead
to dramatic understatements of racial disparities in
student loan debt.

In this report, we present new analyses of restricted-
use data from the Department of Education’s
Baccalaureate and Beyond (B&B) 93/97 and 08/12
surveys, which follow graduates from the 1993 and
2008 cohorts through 1997 and 2012, respectively. We
supplement with additional Department of Education
and Census Bureau data, in order to document the
vast racial disparity in student debt, explore possible
causes, and discuss policy implications. Importantly,
the B&B surveys are linked to administrative NSLDS
data on student loan borrowing, repayment, and default
rather than relying on self-reports. The B&B:08/12 does
not yet follow students as long as its 1993 counterpart
(which ultimately followed students for 10 years post-
graduation), but already provides sufficient follow-up to
reveal distressing racial disparities.

We find that previously-reported differences in debt at
graduation—of about $7,400—are less than one-third
of the total black-white debt gap four years later, due
to differences in both repayments and new graduate
borrowing (we focus primarily on the black-white gap,
which is by far the most pronounced). Four years after
graduation, black graduates have nearly $25,000 more
student loan debt than white graduates: $52,726 on
average, compared to $28,006 for the typical white
graduate.* Despite reductions in default rates between
the 1992-93 and 2007-08 cohorts, black college
graduates are still substantially more likely to default on
their debt within four years of graduation (7.6 percent
versus 2.4 percent of white graduates). And nearly
half of black graduates (48 percent) owe more on their
federal undergraduate loans after four years than they
did at graduation, compared to just 17 percent of white
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graduates (a situation known as negative amortization).

Our analysis reveals the surprising, disproportionate
role of graduate school enrollment—particularly
for-profit graduate enrollment—in contributing

to the overall black-white debt gap, and raises
questions about how these racial debt disparities
will further evolve beyond the end of the follow-up
period. Unfortunately, these questions will remain
unanswerable until we have better ways of tracking
student debt by race over a longer period of time.
Below, we highlight our main findings and conclude
with a discussion of policy implications.

Finding #1: Racial disparities in student debt are
larger than previously understood, and have grown
dramatically in recent decades.

Four years after earning a bachelor’s degree, black
graduates in the 2008 cohort held $24,720 more
student loan debt than white graduates ($52,726
versus $28,006), on average.* In the 1993 cohort, the
difference was less than $2,000 ($8,723 versus $6,917;
amounts adjusted to 2012 dollars). Figure 1, Panel A
below shows that Hispanic and Asian graduates have
debt burdens much more similar to white students.

Figure 1. Racial Disparities in Student Loan Debt Four Years After Graduation,
By Graduation Cohort

A. Total Student Loans Owed B. Ever Defaulted (Borrowers Only)
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increased the penalties for institutions with high default
rates and made it harder for students to avoid making
repayments even after entering default (more recently,
new repayment options may also have played a

role).¥ Still, black borrowers remain more than three
times as likely to default within four years as white
borrowers (7.6 percent versus 2.4 percent). Hispanic
borrowers, despite having about the same level of debt
as white graduates, are more than twice as likely to
default (5.7 percent).

Moreover, just because borrowers have not defaulted
within four years does not mean they are out of

the woods. The income-contingent repayment,
forbearance, and deferment provisions that help
protect students against the worst outcome of default
may also obscure other signs of borrower distress: for
example, nearly half (48 percent) of all black graduates
owe more on their federal undergraduate loans at this
point than they did at graduation, compared to just 17
percent of white graduates (Figure 1, Panel D).

Finding #2: Differences in undergraduate
borrowing explain less than a third of the black-
white gap in total debt four years after graduation.

At graduation, black students owe $7,375 more than
their white peers ($23,420 versus $16,046). This
difference represents less than a third (30 percent) of
the nearly $25,000 black-white gap in total debt that
exists four years later.x! For blacks, undergraduate debt
at graduation accounts for less than half of total debt
owed, compared to 62 percent for white graduates.

C. Loan Payments > 15% of Income D. Owes More Than Borrowed
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Source: Authors' calculations usingrestricted B&B:93/97 and 08/12 data, using survey weightsand restricting
samplesto U.S. citizens. Due tosmallsamplesize, we exclude self-reported American Indian/Alaskan Native,
Native Hawaiian/PacificIslander, multi-race, and unreported race from this analysis. All amounts expressed in
2012 dollars. Average amountsand percentages include zeros for non-borrowers exceptin Panel B. To enable
the mostconsistent comparisons cross-cohort, Panel D examines growth in federal undergraduate loandebt
only.

What are the consequences of these large disparities
in debt? Default rates among borrowers have actually
fallen sharply among all races (see Figure 1, Panel

B), likely due to changes throughout the 1990s which

Figure 2. Decomposing the $24,720 Black-White
Gap in Student Debt, Four Years Post-Graduation

Source: Authors' calculations for 2008 graduates using restricted B&B 2008/12 data
on total amounts owed (B2TOTDUE3), and NCES Quick Stats estimates of total and
undergraduate amounts borrowed. Since Quick Stats does not provide a measure of
total graduate borrowing, we impute this as the difference between total student
loan borrowing (B2BORAT) and undergraduate borrowing (B1BORAT). Amounts not
adjusted for inflation. All estimates weighted and restricted to U.S. citizens.
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A full 45 percent of the black-white gap ($11,094)
comes from differences in borrowing for graduate
school. Black college graduates are almost twice as
likely as white graduates to accumulate graduate
school debt (40 percent versus 22 percent). These
differences in graduate school borrowing are driven
by significantly higher rates of graduate enroliment
(discussed more below), as well as higher rates of
borrowing conditional on enroliment.

Finally, about one-quarter of the gap in total debt
($6,252) comes from differences in rates of repayment
and interest accrual. Black graduates are much more
likely to experience negative amortization (interest
accumulating faster than payments received):

nearly half (48 percent) of black graduates see their
undergraduate loan balances grow after graduation,
compared to just 17 percent of white graduates.

On net, black graduates owe 6 percent more than
they have borrowed, while white graduates owe 10
percent less than they have borrowed, four years after
graduation. Differences in repayment rates may be
partly attributable to growing black-white wage gaps,
as well as to differences in graduate enrollment (which
allows students to defer loan payments).7i

Finding #3: Graduate school enroliment rates
increased substantially for blacks between the
1993 and 2008 cohorts, much more so than for
other groups, and the differential growth has
occurred almost exclusively in the for-profit sector.

Nearly half of black graduates (47 percent) in the 2008
cohort enrolled in a graduate school degree program
within four years, compared to 38 percent of white
graduates (see Figure 3).%" This is a shift from 15 years
prior, when black graduates were only slightly more
likely to enroll in graduate school compared to white
graduates (38 percent versus 35 percent).* While this
may be a positive trend in general, we also find that
among graduate school enrollees, more than a quarter
(28 percent) of black graduate students enroll in for-
profit institutions—compared to just 9 percent among
white graduate students.*v

While we cannot separately identify for-profit graduate
enrollment for 1993 graduates, cross-sectional
enroliment data from the National Postsecondary
Student Aid Survey (NPSAS) allow us to examine

how graduate enroliment patterns have changed

over time. Figure 4 shows that as recently as 2004,
for-profit institutions accounted for no more than 7
percent of enrollment among any racial subgroup. But
between 2004 and 2008, for-profit graduate enroliment
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increased dramatically for black students. Indeed,
Figure 5 shows that growth in for-profit enroliment (and
“multiple institution” enroliment, which may also include
some for-profit enrollment) can account for all of the
differential growth in black graduate school enroliment
between 2004 and 2012: at public and private not-
for-profit institutions, black students have remained

a roughly constant percentage of the graduate
population.

Figure 3. Percent of Graduates Enrolling in Post-
Baccalaureate Education, By Graduation Cohort
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Source: Authors' calculations using restricted B&B:93/97 and 08/12 data on 1993
and 2008 graduates surveyed four years later, using survey weights and restricting
samples to U.S. citizens.

Figure 4. Percent of Graduate Enrollment
in For-Profit Institutions
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Source: Authors' calculations using NCES Quick Stats tool with NPSAS:04,08,and 12
graduate student samples, using survey weights and restricting samples to U.S.
citizens.

Figure 5. Percent Black
Within Graduate Institution Type, Over Time
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Source: Authors' calculations using NCES Quick Stats tool with NPSAS:04, 08,and 12
graduate student samples, using survey weights and restricting samples to U.S.
citizens.
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Two factors may contribute to the rapid growth in
black graduate enrollment. First, the Higher Education
Reconciliation Act of 2005 (HERA 2005) greatly
increased federal borrowing limits for graduate
students.®i Beginning in 2006, graduate students
could borrow up to the cost of attendance via the Grad
PLUS loan program; previously, graduate students
were limited to the annual Stafford Loan maximum

of $20,500. The expansion of graduate loans may
have had a differential effect on black graduates, who
have less parental wealth to draw upon. And for-profit
institutions—where the typical graduate enrollee

racks up $33,000 in debt—may have been quickest to
respond to the new market opportunity. It's important
to note that graduate enrollment has also increased

at public and private not-for-profits, and that graduate
students at private not-for-profits accumulate even
higher levels of debt.*ii But the for-profit sector is by far
the fastest-growing sector and the only sector that has
seen enroliments grow differentially by race.*

Figure 6. Employment and Enroliment, Four
Years Post-Graduation, By Graduation Cohort
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Source: Authors' calculations using restricted B&B:93/97 and 08/12 data on 1993
and 2008 bachelor's degree recipients surveyed four years after graduation, using
survey weights and restricting samples to U.S. citizens.

Second, these increases occur alongside evidence of
growing racial gaps in college graduates’ labor market
outcomes, suggesting graduate school may for some
students be a response to the weak post-recession
labor market. Among the 1993 cohort, black graduates
were just as likely as white graduates to be employed
four years later (90 percent versus 89 percent) and
slightly more likely to be employed full-time (87 percent
versus 81 percent). But among the 2008 cohort—who
graduated just on the cusp of the Great Recession—
the employment rate drops sharply to 72 percent

for black graduates, while dipping more modestly to

83 percent for white graduates (see Figure 6). This
employment gap is consistent with other data* showing
that the Great Recession hit black college graduates
much harder than white college graduates, as well

as with evidence™ that employers are more likely to
discriminate against minorities in weak labor markets.

Finding #4: The striking black-white disparities
we find are far more pronounced than the gaps by
parental income or education, and the black-white
gap is the only one that grows substantially after
graduation.

Finally, an important finding of our investigation is that
the patterns we report above are largely specific to
the black-white debt gap: they cannot be explained
away by racial differences in parental education or
income. It is certainly true that students from poorer
or less-educated families accumulate more debt

than those from richer or more highly educated
families. But Figure 7 shows that the black-white total
debt gap is five times bigger than the debt gap by
parental education, and almost twice as big as the
debt gap between those who received Pell grants as
undergraduates and those who did not.

Moreover, for these other groups the debt gap at
graduation is indicative of the debt gap that exists
four years later—the black-white gap is the only one
that more than triples in size. Unlike the patterns we
observe by race, college graduates’ employment
rates do not vary substantially by parental education
or Pell grant eligibility. And unlike black graduates,
first-generation college graduates and Pell-recipient
graduates are substantially less likely to attend
graduate school than their peers. ™

Figure 7. Total Debt of College Graduates, Four
Years Later, By Selected Characteristics
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Source: Authors' calculations using restricted B&B 08/12 data on 2008 bachelor's
degree recipients, using survey weights and restricting samples to U.S. citizens.

Finding #5: Graduate enrollment is a good
investment on average—but for blacks, it entails
significantly more financial risk than it does for
whites.

To the extent that black-white debt disparities are
driven by higher rates of graduate enroliment, is this
a problem to solve or a sign of progress to celebrate?
Graduate degrees confer large returns in the labor
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market: graduate degree-holders in 2012 earned 21
percent more than those with only a bachelor’s
degree. il Analyzing data on 25-45 year olds in the
American Community Survey (ACS), we find that the
additional earnings boost from graduate degrees is
even larger for black students (though our estimates
suggest that blacks with graduate degrees still earn
less on average than whites with only a bachelor’s
degree). ™" Thus, it is possible that higher rates of
borrowing in the short term could lead to improved
outcomes further in the future.

This optimistic scenario, however, is far from
guaranteed, and a number of patterns in the data

give cause for concern. First is the disproportionate
concentration of black graduate students in the for-
profit sector—a sector which, at the undergraduate
level, has been riddled with problems concerning
high-debt, low-quality, and sometimes even fraudulent
programs.* Unfortunately, the ACS data do not
enable us to separately estimate returns by graduate
institution type, and the dramatic increase in for-profit
enrollments is too recent to have much influence on
aggregated estimates from the ACS (which pool across
recent and older cohorts).

Second, graduate degree completion rates appear to
be lower, or at least slower, for black graduate students
than white graduate students. As Figure 8 shows, black
bachelor’s degree holders are about as likely as their
white counterparts to have earned a graduate degree
four years later (23 percent versus 22 percent) despite
their much higher rates of graduate enroliment.

Figure 8.
Graduate Enrollment and Completion, By Race
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Source: Authors' calculations using restricted B&B:08/12 data on 2008 bachelor's
degree recipients, using survey weights and restricting samples to U.S. citizens. The
height of each bar represents the percentage ever enrolling in graduate education.

Third, even if graduate degrees remain a good
investment on average, black students clearly face
substantially greater financial risk in pursuing them
given their higher levels of borrowing and lower
average earnings. Using the B&B:08/12 data, we

examine total debt-to-income ratios for individuals
who are employed full-time in 2012 and not currently
enrolled, and find that black students with graduate
degrees have debt-to-income ratios that are 27
percentage points higher than white graduate degree
holders (even after controlling for other characteristics
such as parental education and income).*> While
default rates are still much lower for black borrowers
with any graduate enrollment versus no graduate
enroliment (3.9 percent versus 12.3 percent), 42
percent of black borrowers with graduate enrollment
are still deferring their loan payments, making the
default rates less informative regarding long-term
repayment prospects. i

Discussion and implications

In their August letter to Secretary King on behalf of 40
public interest groups, the NCLC highlights some of the
troubling causes and consequences of racial disparities
in student debt, including racial targeting by for-profit
institutions and abusive debt collection practices. i
Our new findings suggest their concern is not only
justified, but may well be understated. We conclude
with the following policy implications:

Implication #1: In order to truly understand the
causes and consequences of massive racial
disparities in student debt, we need to be able to
track debt and repayment patterns by race.

Being able to track a cohort of bachelor’s degree
recipients for four years, once every fifteen years, is
helpful, but insufficient. While the B&B:08/12 cohort
will be surveyed a final time in 2018, given high rates
of graduate school enroliment, even a ten-year follow
up may not fully capture the long-term consequences
of racial debt disparities. We also need to be able

to track the debt gap with greater frequency, as
contextual factors—including economic conditions,
financial aid policies, and the role of for-profits—can
change quickly. The most practical way to do this is to
collect information on borrower race so that it can be
incorporated into administrative databases that track
borrower outcomes.

Incorporating race into administrative databases would
also fill the gaping data void regarding how racial debt
disparities evolve for those that leave college without
a bachelor’s degree (there is no equivalent to the B&B
survey at other attainment levels). Recent analyses

of administrative data suggest that borrowers who
leave college without earning a degree are at even
greater risk of default than those who graduate, even
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if they graduate with more debt. And prior reports have
already documented large racial disparities in the
likelihood of leaving college without a degree. In fact,
more than one in every four black college entrants (28
percent) leaves college with debt, but no degree—a
precarious status that applies to only 15 percent of
white college entrants.”*

Finally, data availability is not the only factor explaining
the limited research in this area; researchers also need
to pay attention to the data that do exist. Where data
allow, any analyses of student debt should be attentive
to heterogeneity by race. Where data do not allow,
analysts should acknowledge that the patterns that
hold for the majority may be very different for borrowers
of color.

Implication #2: Research and policy focusing on
undergraduate borrowing alone will address only a
fraction of overall racial disparities in student debt.

Among college graduates, the black-white gap in
undergraduate borrowing is less than a third of the
total gap four years later. Our analysis highlights the
substantial role of graduate school in expanding the
black-white debt gap, and indicates that the enroliment
growth for blacks has been highly concentrated in
the for-profit sector. We thus need more evidence on
the payoffs of specific types of graduate education,
particularly in the rapidly-growing for-profit sector. In
addition, the financial aid system—which treats all
graduate students as independent, and thus does
not consider parental income—fails to acknowledge
systematic racial and socioeconomic differences

in financial support that continue throughout young
adulthood.

Our findings also add to prior evidence that differences
in labor market outcomes—employment rates and
earnings—exacerbate racial debt gaps.®* If these
gaps are evident among college graduates who have
generally strong employment prospects, they may be
even worse among those who leave college without a
bachelor’s degree.

Finally, it is important to recognize that reducing debt
by simply discouraging or limiting student borrowing—

at either the undergraduate or graduate level—is
not a solution, and could well make educational
disparities worse. ™ A recent study by Jackson and
Reynolds, for example, finds that loans promote
higher rates of persistence and completion among
black undergraduates, and concludes that despite
racial gaps in default rates, loans are nonetheless
“an imperfect, but overall positive tool for reducing
educational inequality” by race i

Implication #3: New repayment options such as
the Revised Pay-As-You-Earn (REPAYE) plan may
alleviate the worst consequences of racial debt
disparities, while failing to address underlying
causes.

Income-contingent loan repayment options, including
the newest and most generous REPAYE plan, adjust
borrowers’ monthly payments according to their income
and ultimately forgive debts that remain after a set
period of repayment. In theory, such plans can help
borrowers of any race manage even relatively large
amounts of debt. The paperwork burden currently
associated with such plans can be daunting, however,
and too often students do not learn about income-
contingent options until after they are already in
trouble—having missed payments, accumulated fees,
and damaged their credit. As a solution, some scholars
have proposed automatically enrolling borrowers in
income-contingent repayment, and administering it via
the tax system so that payments adjust immediately
and automatically to changes in earnings. >

While income-contingent repayment can help reduce
the worst consequences of the racial debt gap, it treats
the symptoms without acknowledging or remedying
the underlying causes of the disparity. Plans like
REPAYE are meant to address the idiosyncratic risks
of educational investments—not to address systemic
racial inequality resulting from historical discrimination
(leading to low parental wealth), ongoing racial bias

in the labor market, or predatory recruitment by for-
profit institutions. Federal financial aid policy alone
cannot solve these problems—but neither can it
ignore the challenges facing students of color who
disproportionately bear the burden of student debt.
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i See Susan P. Choy and Xiaojie Li (2006), “Dealing With Debt: 1992-93 Bachelor’s Degree Recipients 10 Years
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