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Introduction

Student debt has been rising dramatically over the past
few decades, including among older adults. While the
overall magnitude of student debt held by those ages
65 and over is not large, the debt burden in this group
has been growing rapidly. At the same time, their de-
fault rates have also been rising. This trend is a partic-
ular concern because retirees with delinquent student
loans can have part of their Social Security benefits
withheld to pay for the loans. Such withholding may
disproportionately harm disadvantaged groups as they
are more likely to have delinquent loans.

This brief, based on a recent study, addresses two
key questions: 1) What is the impact of student debt
on current and future retirees” financial security? and
2) How would it change under the Biden administra-
tion’s recently proposed debt relief plan»!

The discussion proceeds as follows. The first sec-
tion provides background on older Americans with
student debt and on the Biden administration plan.
The second section describes the data and methodol-
ogy for the analysis. The third section presents the
results. The final section concludes that, while the
financial consequences of student debt delinquency
are relatively small for current Social Security ben-
eficiaries, such debt is concentrated among disad-
vantaged groups and it may hit future beneficiaries

harder. As expected, the proposed debt relief plan
would substantially reduce student debt for all, while
benefiting Black and Hispanic borrowers the most.

Background

Three trends in student debt have become apparent in
recent years. First, a growing number of older Ameri-
cans have outstanding student loans, with the rates of
increase outpacing their younger counterparts.? Sec-
ond, delinquency rates are steadily increasing among
student loan borrowers, surpassing all other types of
consumer debt between 2012 and early 2020.° Lastly,
racial disparities in student loans are large and grow-
ing, with debt holding and delinquency concentrated
among Black borrowers.*

Prolonged delinquency can lead to partial with-
holding of Social Security benefits as payments
towards federal student loans.® The withholding
amount is the lesser of 15 percent of the total monthly
benefit or the amount by which the benefit exceeds
$750 per month. Despite the rising trend and widen-
ing racial gaps in student loan delinquency, limited
evidence exists on the potential financial impact of
these withheld benefits on borrowers.°

* Gal Wettstein is a senior research economist at the Center for Retirement Research at Boston College (CRR). Siyan Liu is

a research economist at the CRR.
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The growth in student loan debt and delinquency
for all age groups has sparked policy interest in loan
relief. Most recently, the Biden administration an-
nounced a plan — currently on hold due to legal chal-
lenges — that features direct debt forgiveness along
with other reforms.” Under this plan, up to $10,000
of student loan debt would be forgiven for loan hold-
ers with annual income below $125,000.% Pell Grant
recipients, who received a government scholarship
while in school due to significant financial need, can
obtain an additional $10,000 of student debt forgive-
ness. Since Black and Hispanic students are more
likely to receive Pell Grants, the direct debt forgive-
ness is expected to reduce the racial disparities in
student loans. Yet much still remains unknown about
the potential policy effects of this proposal.’

Data and Methodology

The analysis draws from the Federal Reserve Board’s
Survey of Consumer Finances (SCF), a triennial survey
providing economic and financial data at the house-
hold level, including detailed information on student
loans. The SCF offers the most comprehensive
overview of household characteristics of student loan
borrowers. This brief focuses on federal student loans
— the majority of all student loans — whose borrow-
ers could face withholding of Social Security benefits
in case of delinquency.”® Given the relatively small
proportion of older respondents with student loans,
our sample pools respondents from four waves of the
SCEF, spanning 2010-2019. The analysis focuses on
two groups: 1) Social Security beneficiary households
with a head or spouse over age 62; and 2) younger
households, ages 35-61, who will claim retirement
benefits in the future.

The first part of the analysis assesses student debt
holding and debt balances for the two samples. Then,
it evaluates the negative effect of failing to repay stu-
dent loans on retirement security. Technically, Social
Security benefit withholding occurs after a student
loan has been delinquent for 425 days and the loan
holder fails to restart repayment after being notified by
the Department of Education." Due to data limita-
tions, the analysis assumes benefit withholding for all
delinquent loan holders.” After identifying which loan
holders are at risk, the analysis calculates the maxi-
mum amount of benefits that could be withheld for
individuals with the highest Social Security benefits in
each household.”

The second part of the analysis provides a prelimi-
nary evaluation of the impact of the Biden administra-
tion’s debt relief plan on future Social Security benefi-
ciaries." The focus is on what would have happened to
student loan holding, balances, and delinquency rates
if the direct debt forgiveness had been available to bor-
rowers between 2010 and 2019. Specifically, the analy-
sis cancels $10,000 in debt for borrowers who meet
the income eligibility criterion; and it estimates which
borrowers could have been Pell Grant recipients, who
receive an additional $10,000 in debt forgiveness.?®

Results

This section addresses our two key research concerns:
the financial impacts of student debt under the status
quo and the potential effects of the Biden administra-
tion plan. All results are for the household level.

Retiree Student Debt under Status Quo

The analysis starts by quantifying the prevalence
and level of student debt among current and future
Social Security beneficiaries, their delinquency rates,
and racial disparities. It then estimates the potential
financial consequences of benefit withholding.

Debt Indicators. Only a small proportion of current
beneficiaries — less than 5 percent in every race — have
student loan debt, but this share is expected to be sub-
stantially higher for future beneficiaries (see Figure 1).

F1GURE 1. STUDENT DEBT HOLDING IN 2010-2019 FOR
HouseHo1DS BY AGE AND RACE
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Source: Authors’ calculations based on U.S. Board of Gov-
ernors of the Federal Reserve System, Survey of Consumer
Finances (SCF) (2010-2019).
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And both current and future Black beneficiaries are
more likely to hold student debt than White ones.®
In addition, debt-holding has been rising rapidly over
time for most groups.?’

Furthermore, the size of the debt among those
with loans is substantial. On average, student loans
put borrowers more than $30,000 in debt, even for
today’s older borrowers (see Table 1).

TABLE 1. AVERAGE STUDENT LOAN BALANCES FOR
BorRROWER HOUSEHOLDS BY AGE, IN 2019 DOLLARS

Current Future

beneficiaries beneficiaries

(ages 62+) (ages 35-61)
Origination balance $45,500 $47,900
Outstanding balance 30,600 35,300

Source: Authors’ calculations based on the 2010-2019 SCF.

The story is similar for student loan delinquency.
On the one hand, only a small share of current Social
Security beneficiaries are not making loan payments
and thus face the possibility of benefit withholding
(see Figure 2). On the other hand, delinquency rates

F1GURE 2. STUDENT LOAN DELINQUENCY RATES IN
2010-2019 ForR HOUSEHOLDS BY AGE AND RACE
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Note: Delinquency rates are expressed as a share of all ben-
eficiary households.
Source: Authors’ calculations based on the 2010-2019 SCE.

— which are expressed here as a share of the total
beneficiary population — are estimated to be higher
among future beneficiaries and concentrated among
Black borrowers in both samples.

Financial Consequences of Loan Delinquency. On
average, delinquent borrowers are estimated to face
about a $2,500 reduction in annual Social Security
benefits, representing 4-6 percent of household
income (see Table 2). While these amounts are
relatively small, for households that are just making
ends meet, even a small decline in income can have
significant consequences. Putting these numbers
into context, the amount of withheld benefits could
roughly pay off the average per capita credit card
balance.’® Since delinquency rates are higher among
younger borrowers, student loans may pose a bigger
risk for this group’s future retirement security.

TABLE 2. FINANCIAL EFFECTS FOR DELINQUENT
HouseHoLDS BY AGE

All
Current beneficiaries (ages 62+)
Average annual SS benefits at risk (2019%) $2,299
% of household income at-risk 6.1%
Future beneficiaries (ages 35-61)
Average annual SS benefits at risk (2019%) $2,594
% of household income at-risk 4.4%

Source: Authors’ calculations based on the 2010-2019 SCF.

Impact of Biden Debt Relief Plan

For future beneficiaries, the Biden administration’s
debt relief plan would forgive an average of about
$12,000 per borrower, with White borrowers a bit
lower and Black borrowers somewhat higher. In
terms of wiping out student debt completely, the plan
would have the greatest impact on Black borrowers,
reducing the share with debt by 10 percentage points
— from 22 percent to 12 percent (see Figure 3 on the
next page). In relative terms, both Black and Hispanic
households would see their share of debt holders cut
roughly in half.
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F1GURE 3. ESTIMATED SHARE OF FUTURE BENEFICIARY
HouseHorbs HoLDING STUDENT DEBT, BEFORE AND
AFTER THE DEBT RELIEF P1AN, BY RACE
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Source: Authors’ calculations based on the 2010-2019 SCF.

The policy effect on delinquency would also be sub-
stantial because many previously delinquent borrow-
ers would receive complete debt forgiveness.” Black
borrowers are expected to see the largest decrease — 1.8
percentage points — in delinquency rates (see Figure 4).
And Hispanic borrowers would experience the largest

relative decrease, with the share of delinquent debt
holders halved.

F1GURE 4. ESTIMATED STUDENT LOAN DELINQUENCY
RATES FOR FUTURE BENEFICIARY HOUSEHOLDS, BEFORE
AND AFTER THE DEBT RELIEF P1AN, BY RACE
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Notes: Delinquency rates are expressed as a share of all
beneficiary households.
Source: Authors’ calculations based on the 2010-2019 SCE.

Conclusion

Very few current Social Security beneficiaries hold
federal student loans, but future beneficiaries are
much more likely to have such debt as they approach
retirement, and their delinquency rates are higher.
Borrowers in old age who are delinquent potentially
face a 4-6 percent decline in household income due to
benefit withholding. Overall, the growth in student
loan delinquency suggests that, as today’s workers
continue to move into retirement, student debt and
the associated toll on retirement security may become
more common among beneficiaries. Moreover, the
concentration of delinquency among borrowers in
racial minority groups suggests that student loan
debt may become a source of racial inequality among
beneficiaries.

The escalating prevalence of student debt has
spurred calls for reform, such as the recent Biden
administration proposal. Among future beneficia-
ries, our preliminary analysis suggests that Black and
Hispanic borrowers would likely benefit most from
the debt relief plan, receiving the highest amount of
debt forgiveness and experiencing the largest drop in
loan holding.
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Endnotes
1 Wettstein and Liu (2022).

2 For example, see Butrica and Karamcheva (2020),
U.S. Board of Governors of the Federal Reserve
System (2019), and U.S. Government Accountability
Office (GAO) (2014, 2016). Older Americans hold fed-
eral student loans via multiple pathways. They could
still be repaying loans for their own college education
or mid- or late-career training; indeed, student loan
terms can range up to 30 years. Alternatively, they
may hold loans taken out for the education of their
children or grandchildren through Parent PLUS loans.

3 Delinquency rates have fallen dramatically since
March 2020, mainly due to the pandemic-related loan
payment pause that currently remains in effect.

4 Haughwout et al. (2019) and Looney and Lee (2018).

5 Delinquent retirees could have retirement benefits
withheld, while delinquent younger borrowers could
also be affected through withholding of disability
benefits. In addition to withholding Social Security
benefits, the Department of Education can also collect
loan payments through administrative wage garnish-
ment and offsets from federal tax refunds, both of
which are outside the scope of this analysis.

6 U.S. GAO (2014, 2016) finds that the number of
older student loan borrowers with their benefits with-
held has grown rapidly since the 2000s.

7 The plan lays out major reforms of the existing
income-driven repayment plan. In addition, the plan
would expand eligibility of the Public Service Loan
Forgiveness program to those who have not yet served
10 years in public service. Due to data limitations,
this analysis only evaluates the effects of the direct
debt forgiveness.

8 For couples, the annual income cutoff is $250,000.

9 Goss, Mangrum, and Scally (2022) find that, after
accounting for the extra $10,000 of debt forgiveness
for Pell Grant recipients, low-income neighborhoods
are expected to experience the largest drop in student
loan holding, balances, and delinquent debt balances.

10 Private student loans, due to their short history
and limited access, remain less prevalent and account
for less than 8 percent of all student loans borrowed
as of 2021 (Amir, Teslow, and Borders 2022).

11 See U.S. GAO (2016) for details of the administra-
tive process.

12 The SCF had a major questionnaire update on stu-
dent loans between 2013 and 2016. Our definition of
delinquency remains relatively consistent over time — it
covers all delinquent loan holders who are currently
not making payments, excluding certain cases in which
borrowers have deferments. See the full paper (Wet-
tstein Liu 2022) for more details on the delinquency
definition.

13 For future beneficiaries, the analysis projects Social
Security benefits based on current earnings. Since the
SCF does not differentiate student loans held by the
household head and those held by the spouse (in mar-
ried households), the analysis again evaluates the up-
per bound of the financial consequences of delinquen-
cy. In this case, the upper bound is found by reporting
the maximum benefits at risk of being withheld in
case of two beneficiaries in the same household.

14 The policy evaluation focuses on future Social
Security beneficiaries because the incomes of cur-
rent beneficiaries may not be representative of their
incomes when the student loans were taken out.

15 Data on Pell Grant receipt is not available in the
SCF, but this indicator is important as about half of
borrowers are expected to receive Pell Grants and the
program directly helps students from low-income
households. To this end, the analysis imputes Pell
Grant status, assigning it to borrowers who have be-
low-median household income, a simplifying assump-
tion for a complex eligibility determination process.

Following this simplified approach, we estimate
that about 56 percent of borrowers receive Pell
Grants, which is on par with estimates from other
sources. White House (2022) and Goss, Mangrum,
and Scally (2022) both estimate Pell Grant rates of 60
percent among borrowers. The estimated share of
Whites among Pell Grant recipients who are student
borrowers is slightly higher in this analysis, while the
share of Hispanics is lower compared to numbers
published in National Center for Education Statistics
(2019). Consequently, our approach to imputing Pell
Grant status may lead to estimating a lower bound of
the policy impacts on narrowing racial gaps.

16 Other racial subgroups (e.g., Asian and other
races), are not examined due to small SCF samples.
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17 Data on time trends in debt holding and debt
delinquency are available upon request.

18 Calculations based on Federal Reserve Bank of
New York (2022).

19 The analysis assumes that the drop in delinquency
is limited to those who see their debt totally wiped
out, which leads to a conservative estimate because it
excludes those who end up with a lighter debt burden
that could make it easier to avoid delinquency.
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