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Introduction

The aim of this study is to examine how student loans affect retirement saving choices.
There has been a significant increase in student debt over the past two decades. Student loans now
stand at $1.4 Trillion in outstanding value. Anecdotal evidence suggests that students must choose
between repaying their loans or saving for the long run. This, in turn, indicates that student loans
can have a negative impact on retirement savings. Unlike other types of personal loans, student
loans are taken at a very young age by students or by parents of students and are non-dischargeable
through personal bankruptcy procedures. Defaults on these loans can have severe negative
financial impacts such as garnishment of wages, taxes, and social security payments.

Meanwhile, over the past 25-30 years, there has also been a change in the landscape in
personal retirement accounts, in large part, due to transition by employers from defined benefits
plans to defined contribution plans. Individuals are now given greater discretion over their decision
to participate in retirement savings, amount of savings, and the risk levels of their holdings.
Existing literature suggests that individuals are currently saving, on average, 15 percent lower for
retirement than they need to, to maintain the standard of living while they were employed.
Anecdotal evidence suggests that student loans an impact the ability of households to save for
retirement. However, there is little systematic evidence that links student debt with retirement
savings.

In the proposed study, will use data from Survey of Consumer Finances from 1989 to 2013
to relate household student loans to the extent of their retirement savings. To establish a causal
relation between student loans and retirement savings, we will use two natural experiments to
provide sources of exogenous variation: the 1992 Higher Education Amendment and the 1998
Higher Education Amendment.

Research Questions

1. Do student loans impact the decision to save for retirement? Do student loans impact
retirement savings in discretionary retirement plans, including 401(k) (for eligible
individuals), IRAs, and similar accounts:

2. Isthe relationship between student debt and retirement savings causal?

3. Isthe relationship different for across households with differing income levels?

4. How does the propensity to become delinquent on student loans impact retirement savings?

Data

The data we will use in our analysis is from the Survey of Consumer Finances (SCF) which
is a triennial cross-sectional survey conducted between 1992 and 2013 of U.S families. The survey
provides household balance sheet, income and demographic information. In relation to our
analyses, it contains data regarding student debt and the various retirement savings accounts
members of a household maintain.

Methodology

We will first establish whether student debt as a fraction of financial assets of a household
is related to retirement savings as a fraction of financial assets in an OLS framework. There are
two estimation issues with regards to using SCF: missing data and lack of data on stratification
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and clustering (to protect respondent privacy). To control for missing data, SCF provides five
replicates of each observation. We then apply a multiple imputation procedure that produces five
values for each missing value, to generate an approximate distribution of the missing value. With
regards to stratification and clustering, SCF provides a bootstrapping file which contains replicate
weights for the first implicate of each case. We control for both by running five separate
regressions for each replicate and use an average of the five set of coefficients to report estimates.
With regards to calculating sampling variance, we follow Pence (2001) and run 500 bootstrapped
draws.

To establish casual relationships between retirement savings and student debt, we will
utilize two natural experiments. An amendment to HEA in 1992 resulted in change in terms of
borrowing for student loans through introduction of unsubsidized federal Stafford loans as well as
increased the ease at which individuals could borrow subsidized federal Stafford loans. Before the
Act, only those that demonstrated explicit financial need qualified for the federally subsidized
loans. After 1992, more students became eligible for subsidized loans as home equity was removed
from the financial need formula that calculated eligibility. Further, after 1992, students could also
borrow without showing financial need through the unsubsidized federal Stafford loans program.
We will consider those students that were were enrolled in college prior to this regulation and test
how the cohorts that graduate later (in the new regime) differ from prior cohorts. In particular,
such students, whose decision to enroll in college is not affected by the HEA, should experience
an increase in student loans (evidence for this is shown in Krishnan and Wang (2016) and in
(Batkeyev, Krishnan, and Nandy (20116)) as well as a reduction in retirement savings, consistent
with greater extent of student loans leading to lower retirement savings.

The second natural experiment that we will use was the HEA in 1998 which made student
debt fully non-dischargeable under personal bankruptcy. Before this, student loans were
dischargeable through personal bankruptcy after 7 years but the new regulation allowed discharge
only if the individual can show evidence of “undue hardship”, which is very hard to establish. This
setting is ideal as it exogenously increases the cost of discharging student debt at any given level
of the debt. Such a law change made it more important for individuals to prioritize repaying their
student loans. We expect that, after this regulation, individuals with more student debt (taken
before the deregulation) will save less for retirement.

To show cross-sectional variable in our results, we will interact our student debt variable
with household income and assets quintiles.

Finally, we will analyze how the likelihood of falling behind on student payment (obtained
using a predictive model for actual default on student loans available through SCF) is related to
the extent of retirement savings.

Contribution

Our study will be the first to provide causal evidence on how student loans can have a long
term financial impact on households by affecting their retirement savings. It will have policy
implications regarding an important topic that is widely debated among policymakers and
practitioners. This study answers a big question, given the level of student debt outstanding. In
particular, it will help us understand what the long-term wealth implications are of such debts.
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G. HONORS AND AWARDS:

Donald Shephard Award for Distinguished Research, University of Massachusetts Boston, 2016
Nominated for Joan Moon Award for Excellence in Undergraduate Teaching, 2012

Nominated for Joan Moon Award for Excellence in Undergraduate Teaching, 2011

Outstanding Corporate Finance Paper Award, Eastern Finance Association, 2007

University Summer Research Award, University of Toledo, 2006

Doctoral Dissertation Award, University of Connecticut, 2005

Doctoral Student Consortium, Financial Management Association European Meeting, 2004
CIBER International Travel Grant, University of Connecticut, 2004

Stephen Messner Outstanding Ph.D. Student in Finance Award, University of Connecticut, 2004
The Wall Street Journal Outstanding MBA Finance Student Award, University of Connecticut,
2001

Beta Gamma Sigma Honor Society in Business and Management, University of Connecticut, 2001

H. MEDIA MENTIONS:

“Corporate Governance Ratings and Firm Performance”, CFA Digest, November 2009

“Study Finds Link between Delayed CEO Ousters and Bankruptcy”, Dow Jones Newswires, April
30, 2007

“Early CEO Dismissal Helps Avoid Bankruptcy, Study Finds”, Bloomberg, May 2, 2007



Priya Garg

Birth date: 11 April 1994
+1857-999-7406
Priya.garg001@umb.edu

EDUCATION

University of Massachusetts Boston
PhD in Business Administration- Finance Track
Currently in second year

Witwatersrand Graduate Business School
Masters of Management in Finance and Investment
Graduated with distinction

University of Botswana
Bachelor of Accountancy
Graduated with distinction

AWARDS

Ernst and Young, University of Botswana

Top three Bachelor of Accountancy students in first year

RESEARCH INTERESTS

Finance: Personal Finance and Corporate Finance.

Accounting: Earnings Management and Value Relevance.

COMPETENCIES

Working knowledge of STATA

CURRENT WORKING PAPERS

(expected)2019

2015

2013

2010

“Student Debt and Retirement Savings.” with Birzhan Batkeyev, Mine Ertugrul and Karthik Krishnan.

“Will Managers and Investors Miss Extraordinary Items?” with Betul Arda.

CONFERENCES ATTENDED

Boston Area Finance Symposium, Boston (2016)
REFERENCES

Atreya Chakraborty

Professor of Finance

Director of Partnerships and PhD Program
Telephone: 617.287.7673

Email: Atreya.Chakraborty@umb.edu

100 Morrissey Blvd. Office Location: M-5-421


mailto:Priya.garg001@umb.edu

Professor Mine Ertugrul

Associate Professor of Finance

Telephone: 617.287.7678

Email : mine.ertugrul@umb.edu

100 Morrissey Blvd. Office Location: M-5-425

Yong-Chul Shin, PhD

Associate Professor of Accounting
Telephone: 617.287.7732

Email: yong-chul.shin@umb.edu

100 Morrissey Blvd. Office Location: M-5-419
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