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Supporting Students—After They Graduate (Continued from page 115)

Other provinces have created similar incentives
to draw graduates into specific fields of study. The
Pacific Leaders B.C. Loan Forgiveness program will
cover graduates’ provincial loan interest charges
and reduce their outstanding debt by one-third for
every year they are employed full- or part-time by
the provincial civil service (thereby eliminating the
balance of the loan after three years).

While these measures appear to be designed to
encourage youth retention in provinces facing

gloomy demographic forecasts, they are often
presented as measures to improve access to higher
education. It is conceivable that they will compete
with need-based financial aid for scarce public
funds. Because they have not been demonstrated
to have an impact on educational affordability or
accessibility, there is a danger that they will draw
important resources away from demonstrably
effective student support measures, such as grant
and loan remission programs.

Summary

This chapter has described how the student financial
assistance landscape has continued to evolve since
the beginning of this decade. In particular, recent
years have witnessed the introduction of new need-
and income-based grants, as well as the expansion of
existing tax credits that support students and their
families. Additionally, governments have improved
financial need assessment formulas to better meet
the needs of students, by recognizing students’
actual costs and the level of financial support from
students’ parents.

These changes are encouraging steps in the
direction of more affordable post-secondary edu-
cation. The current federal government’s stated goal
of modernizing the student financial assistance
system, however, will require a more comprehensive
approach. As described earlier, Canadian student
aid may not be providing sufficient resources to
low-income, first generation and Aboriginal youth,
all of whom will need to be able to afford higher

education if Canada is to meet the needs of its global
knowledge economy. Canada’s student financial aid
system, which consists of 14 separate programs that
must interact with one another to function, requires
attention beyond a mere individual-level approach.

Modernizing student aid, then, will require
discussion among policy-makers and educational
stakeholders about the goals of student aid, which
this report argues must include ensuring access to
affordable post-secondary education for individuals
currently unlikely to enrol in higher education. It
must involve both a frank assessment of the tools
governments have at their disposal to help students
fund their studies and a willingness to enact policies
directed at the populations with the greatest needs.
While governments have demonstrated a willingness
to examine the system comprehensively, much of the
recent policy action appears to be of the piecemeal
variety. The systemic change that is needed, however,
will require a broad discussion about Canadian
student aid and awareness of the effectiveness of the
instruments of student financial aid.
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V1. Conclusion

This chapter has examined the role governments
play in supporting students in the pursuit of their
post-secondary education. In 2003-04, Canadian
governments provided students with more than
$6 billion in student loans, grants, remission
payments, tax credits and scholarships. As demon-
strated in Chapter 3, a significant proportion of the
student population would not be able to study at
the post-secondary level without publicly funded
financial assistance. This chapter has discussed four
important trends in the supports governments
provide to students. While some of these trends are
encouraging, there is cause for concern that public
funds are not being used as effectively as they could
be, particularly in light of the need to encourage
greater participation in higher education among
low-income, first-generation and Aboriginal youth.
First, while the number of students enrolled in
post-secondary education has grown substantially
since the mid-1990s, the number of financial aid
recipients has dropped off. This is due in part to
tightened eligibility criteria that have made it harder
for “at risk” borrowers to qualify for a loan, and in
part to an advantageous labour market, though it is
difficult to determine the extent to which each plays
arole. Recent changes to rules surrounding parental
contribution amounts should lead to an increase in
the number of student aid recipients, as more
middle-class youth become eligible for financial aid.
Second, the amount of loans provided by govern-
ments peaked in the mid-nineties and then returned
to 1993 levels by the 2003-04 academic year.
Encouragingly, governments spent more on grants
and loan remission in 2003 than they did 10 years
earlier. In 1993-94, governments spent $528 million
on non-repayable, need-based financial aid. By
2003-04, that amount had climbed to $1.176 billion.
As described in Section 1 of this chapter, non-
repayable aid has been demonstrated to limit debt
and also to increase a student’s likelihood of

completing his or her studies. While financial aid
generally allows students facing certain financial
barriers to enrol in higher education, non-repayable
aid specifically allows them to complete their studies.

Third, while need-based aid has increased by 21%,
almost entirely because of increases to grant and
loan remission programs, universal expenditures
that are provided through the tax system to all
students without regard to financial need have
grown by 227%. In 2003-04, Canadian governments
spent more than $2.4 billion on tax credits and
education savings grants that tend to benefit wealthy
families the most. This amount exceeds government
expenditures on student loans by more than
$1 billion, and is almost $250 million more than all
the need-based aid provided to Canadian students.
As a result, universal financial aid has grown from
less than one-third of funds provided to students to
more than half.

Fourth, the source of financial aid funds has
shifted. In 1993-94, provincial
provided $2.3 billion in financial aid, representing

governments

56% of all funds made available by governments. The
federal government provided $1.8 billion in financial
aid. By 2003-04, provincial financial aid had
decreased by $11 million, while federal aid had grown
by $2.2 billion, representing 62% of all funds provided
to students that year. The majority of this growth has
occurred in the form of tax system supports.

While governments have invested additional
funds in need-based financial aid since 2003-04,
the last year for which detailed analysis of public
spending on student aid is possible, they have also
expanded universal measures for students and
graduates. This is alarming for two reasons. First, it is
unclear to what extent universal measures will have
any kind of impact on making higher education
more affordable and, particularly, more accessible.
While grants have been demonstrated to have a posi-
tive impact on a student’s financial and educational
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prospects, no such claim can be made about tax
system supports. As described earlier, tax credits
tend to benefit those from wealthier families,
meaning they are an ineffective way of improving
access to post-secondary education for individuals
currently under-represented on campus.

Second, as will be discussed in Chapter 5, many
students are graduating with considerable debt
loads—amounts that may very well be unmanage-
able once repayment begins. While funds exist to
restrict student debt levels, the majority of student

aid expenditures bear no relation whatsoever to a
student’s financial situation, meaning their priority
is not to make education accessible and affordable
for those in need, but to somewhat reduce the costs
of all students, even those who face no financial
barriers. While maintaining an affordable post-
secondary system is an important priority for all
Canadian governments, delivering financial aid first
to those who need it must remain an equally
compelling objective.
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Table 1 — Need-Based Assistance Limits for Single, Full-Time Students With No Dependants in 2003-04
and 2005-06 (Based on 34 Weeks of Study)

Maximum aid'
I T2003-04 2005-06 ‘

Maximum loan Maximum grants that increase aid

I T2003-04

Jurisdiction [ 2003-04 2005-06 2005-06
BC $275/week $320/week Millennium $275/week $385/week
Access Bursary
$2,200 for low-income
students in 15t year
AB $14,300/year $12,140/year $14,300/year  $12,140
maximum for
21-39 weeks
of study
SK $275/week $320/week Millennium $275/week $320/week
($575/week Aboriginal ($575/week
for students Access Bursary for students
in medical $2,000 for Aboriginal in medical
school) students in 15t year school)
MB $275/week $350/week Manitoba Millennium Adult $315/week $350/week
Study Learner Bursary
Assistance $5,000 for graduates
$40/week of Adult Learning
Centres in their
1%t year of PSE
ON $275/week $350/week $275/week $350/week
(0104 $2,005/year $2,335/year AFE and AFE and $14,792/year  $15,135/year
($59/week) ($67/week) Millennium Millennium ($435/week) ($445/week)
(CEGEP student) (CEGEP student) Bursaries Bursaries
$12,800/year $12,800/year
($376/week) ($376/week)
$2,460/year $3 020/year AFE and AFE and $17,293/year  $17,870/year
($72/week) ($89/week) Millennium Millennium ($509/week) ($526/week)
(Undergraduate (Undergraduate Bursaries Bursaries
student) student) $14,850 year $14,850 year
($437/week) ($437/week)
$3,255/year $3,820/year AFE and AFE and $18,088/year  $18,670/year
($96/week) ($112/week) Millennium Millennium ($533/week) ($549/week)
(Graduate (Graduate Bursaries Bursaries
student) student) $14,850 year $14,850 year
($437/week) ($437/week)
NB $275/week $350/week New New $365/week $440/week
Brunswick Brunswick
Bursary Bursary
$90/week $90/week
PE $330/week $375/week $330/week $375/week
NS $315/week $360/week Millennium $315/week $435/week

Access Grant

Up to $2,500 for
low-income students

in 15tyear

(Continued on page 120)

1. The values in the “Maximum loans” and “Maximum grants” columns do not necessarily add up to the figure in the final column, “Maximum aid,”
because grants sometimes replace loans.

2. Quebec totals apply only for students eligible for both loans and bursaries (students within the normal duration of studies plus six months). If a student
is eligible for loans only (students within normal duration of studies plus seven to fifteen months), then the total maximum assistance will be equal to

the maximum loan amount. These amounts will be changed in 2006-07 to return to the amounts that were in place in 2003-2004.
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Table 1 — Need-Based Assistance Limits for Single, Full-Time Students With No Dependants in 2003-04
and 2005-06 (Based on 34 Weeks of Study) (continued from page 119)

Maximum loan

Maximum grants that increase aid

Maximum aid

I T2003-04

I T2003-04

Jurisdiction [ 2003-04 2005-06 2005-06 2005-06
NL $275/week $350/week Millennium Millennium $326/week $475/week
Bursary Bursary
$1,750/year $1,750/year
($51/week) ($51/week)
Millennium
Access Grant
Up to $2,500 for
low-income students
in 15tyear
YT $165/week $210/week $0 (but see $0 (but see non- $165/week $210/week
non-need-based need-based aid)
aid)
NT $1,100/month  $0 (but see non- $0 (but see non- $1,100/month  $1,100/month
need-based aid) need-based aid) ($253 week) ($253 week)
NU $165/week $0 (but see non- $0 (but see non- $165/week $165/week

need-based aid)

need-based aid)

Table 2 — Loan Reduction Programs Across Canada in 2003-04 and 2005-06

Program

Jurisdiction | 2003-04

2005-06

BC B.C. Grant and Millennium Bursary B.C./Millennium Loan Reduction Program
$110/week (first 136 weeks of Any B.C. student loan amount greater than $36.34 per
post-secondary only). week for students in their first 136 weeks).
Canada Access Grant for low-income students (1! year)
50% of tuition up to $3,000 or total financial aid amount.
AB Alberta Student Loan Relief Benefit Alberta Student Loan Relief Benefit

Available to first-time, first-year post-secondary
students who have been issued more than
$2,500/semester in combined federal/provincial
loans. The amount of loan relief is equal to the
total value of federal/provincial loans minus
$2,500 per year of study. It is normally paid as

a grant at the start of the second semester of first
year and replaces provincial loans.

Loan Relief Program Completion Payment
Available to graduating students who have been
issued more than $2,500/semester in combined
federal/provincial loans. The amount of loan relief
is equal to the total value of federal/provincial
loans minus $5,000 per year of study. It is paid
upon completion of studies and applied against
provincial loans. Application is not automatic.

Alberta Opportunity Bursary (1st and 2nd year)
and Millennium Bursary (2nd year onward)

$3,000/semester

Available to first-time, first-year post-secondary students
who have been issued more than 3,750/semester in
combined federal/provincial loans. The amount of loan
relief is equal to the total value of federal/provincial loans
minus $3,750 per year of study. It is paid upon comple-
tion of studies and applied against provincial loans. It is
normally paid as a grant at the start of the second semester
of first year and replaces provincial loans.

Loan Relief Program Completion Payment

Available to graduating students who have been issued
more than $3,570/semester in combined federal/
provincial loans. The amount of loan relief is equal

to the total value of federal/provincial loans minus
$7,140 per year of study. It is paid upon completion

of studies and applied against provincial loans.
Application is not automatic.

Alberta Opportunity Bursary (1st and 2nd year) and
Millennium Bursary (2nd year onward)

$3,000/semester
Canada Access Grant for low-income students (1st year)
50% of tuition up to $3,000 or total financial aid amount.

(Continued on the next page)
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Table 2 — Loan Reduction Programs Across Canada in 2003-04 and 2005-06 (continued from page 120)

Program
Jurisdiction | 2003-04 2005-06
SK Saskatchewan Student Bursary Millennium Aboriginal Access Bursary
Available to all students with loan assistance $2,000 for Aboriginal students in 1st year

exceeding $200/week for the first 170 weeks of
post-secondary study.

Remission (Special Incentive Students only)*
Available to Special Incentive Students whose
total student loan assistance exceeds $105/week  Available to all students with loan assistance exceeding

of study. Remission is available on the amount $210/week for the first 170 weeks of post-secondary study.
between $105 and $180 per week of study, and Millennium Bursary

is only applied to the student’s first 60 weeks of Between $2,000 and $4,000 per academic year.
post-secondary study. Successful completion of

60% of a full course load is required.

Canada Access Grant for low-income students (1st year)
50% of tuition up to $3,000 or total financial aid amount.
Saskatchewan Student Bursary

Millennium Bursary
Between $2,000 and $4,000 per academic year.

MB Manitoba Study Assistance Millennium Adult Learner Bursary
$40/week. $5,000 for graduates of Adult Learning Centres in
Manitoba Bursary their 15t year of PSE.
Up to $1,000. Manitoba Bursary
Millennium Bursary Up to $1,000.
$1,000 to $4,000. Millennium Bursary
$1,000 to $4,000.
ON Ontario Student Opportunity Grant Millennium/Ontario Access Grant (15t year)

If the student’s combined federal/provincial loan ~ 50% of tuition up to $3,000 or amount of Ontario student
exceeds $7,000 for two terms or $10,500 for three  loan for low-income students.

terms, a grant will be awarded to reduce debt to Canada Access Grant for low-income students (15! year)

those amounts. Itis paid at the end of each year 509 of tuition up to $3,000 or total financial aid amount.
and applied against provincial loans once income

e Ontario Access Grant (2"d year)
verification has processed.

50% of tuition up to $3,000 or amount of Ontario student
Millennium Bursary loan for low-income students.

$3,000 grant that replaces student loan. Ontario Student Opportunity Grant

If the student’s combined federal/provincial loan
exceeds $7,000 for two terms or $10,500 for three terms,
a grant will be awarded to reduce debt to those amounts.
It is paid at the end of each year and applied against
provincial loans once income verification has processed.

Millennium Bursary
$3,000 grant that replaces student loan.

QC Remission Remission
Available to students who have completed Available to students who have completed studies
studies within a normal period of time and within a normal period of time and who have received
who have received a bursary during each year a bursary during each year of study. The amount of
of study. The amount of remission is 15% remission is 15% of the outstanding loan. Application
of the outstanding loan. Application is not is not automatic.
automatic.
NB Millennium Bursary Millennium Access Grant
$2,000 to $4,000. $1,000 for low-income students in 1% year (renewable for

two more years at $2,200 and $1,800, respectively)

Canada Access Grant for low-income students (1% year)
50% of tuition up to $3,000 or total financial aid amount.

Millennium Bursary
$2,000 to $4,000.

(Continued on page 122)

3. In 2003-04, Saskatchewan offered non-Status Indians and Métis students residing in Northern Saskatchewan an additional $110/week in student
loans, for a maximum of $385/week.
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Table 2 — Loan Reduction Programs Across Canada in 2003-04 and 2005-06 (continued from page 121)

Program
Jurisdiction | 2003-04 2005-06 !
PE Debt Reduction Grant Canada Access Grant for low-income students (15 year)
Available to students who complete a year of 50% of tuition up to $3,000 or total financial aid amount.

studies and whose combined federal/provincial
loans exceed $6,000. The amount of loan relief
is equal to the student’s total federal/provincial
loans minus $6,000, up to a maximum payment
of $2,000. It is paid at the end of each year and
applied against provincial loans. Application is
not automatic.

Debt Reduction Grant

Available to students who complete a year of studies
and whose combined federal/provincial loans exceed
$6,000. The amount of loan relief is equal to the
student’s total federal/provincial loans minus $6,000,
up to a maximum payment of $2,000. It is paid at the
end of each year and applied against provincial loans.
Millennium Bursary Application is not automatic.

$2,000 to $4,000. Millennium Bursary

$2,000 to $4,000.

NS Millennium Bursary Millennium Access Grant
$2,000 to $3,500. Up to $2,500 for low-income students in 15t year
Debt reduction Canada Access Grant for low-income students (15 year)
Available upon successful completion of program  50% of tuition up to $3,000 or total financial aid amount.
with 1 year of expected time-to completion to Millennium Bursary

students who graduate with NSL debt (@50% of $2,000 to $3,500.
borrowers in NS). Program remits 15% of 15t year
of borrowing, 25% of second, 35% of third, 45%
of fourth and 15% of fifth. On top of this amount,
additional “bonus” remission can be gained

by working in NS for 50 weeks within 3 years

of graduating (an extra 25%) or making 12 loan
repayments (an extra 10%). Application is not

Debt reduction

Available upon successful completion of program with
1 year of expected time-to completion to students who
graduate with NSL debt (@50% of borrowers in NS).
Program remits 15% of 1st year of borrowing, 25% of
second, 35% of third, 45% of fourth and 15% of fifth.
On top of this amount, additional “bonus” remission

automatic. can be gained by working in NS for 50 weeks within
3 years of graduating (an extra 25%) or making 12 loan
repayments (an extra 10%). Application is not automatic.
NL Millennium Bursary Canada Access Grant for low-income students (15 year)
$1,750/year 50% of tuition up to $3,000 or total financial aid amount.
Debt reduction Millennium Access Grant
Available to students who have graduated in Up to $2,500 for low-income students in 15 year
a timely manner from a program of study in Millennium Bursary
Newfoundland of at least 80 weeks’ length. $1,750/year

The student’s combined federal/provincial debt
must exceed $22,016 for programs between

80 and 128 weeks or $172 per week for programs
that exceed 128 weeks. The amount of loan
relief is equal to the total value of the student’s
federal/provincial loans minus the debt mini-
mums described above. It is paid upon comple-
tion of studies and applied against provincial
loans. Application is not automatic.

Debt reduction

Available to students who have graduated in a timely
manner from a program of study in Newfoundland

of at least 80 weeks’ length. The student’s combined
federal/provincial debt must exceed $210 per week

for programs that exceed 128 weeks. The amount of
loan relief is equal to the total value of the student’s
federal/provincial loans minus the debt minimums
described above. It is paid upon completion of studies
and applied against provincial loans. Application is not

automatic.
YT $0 (but see non-need-based aid) $0 (but see non-need-based aid)
NT $0 (but see non-need-based aid) $0 (but see non-need-based aid)

NU $0 (but see non-need-based aid) $0 (but see non-need-based aid)
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Table 3 — Calculation of Parental Contribution

Parental income exemption

Parental contribution rate

123

Treatment of parental assets

["2003-04

I T2003-04

I T2003-04 2005-06 |

Program 2005-06 2005-06
CSLP & Varies between Same. 45% of the first 25% of first At the discretion of Same.
provinces'  $28,000 and $3,000 of after-tax $7,000 of net each province, but
$33,600 for a income above the income above generally assets
two-person exemption level, the exemption  are not considered
family plus 60% of the next level; 50% of as resources and
$5,000 per $3,000 of after-tax next $7,000 so no contribution
extra family income above the of net income from assets is
member.® exemption level, above the required.
and 75% of all exemption
income above that. level; and 75%
of all income
above that.
AB Same as CSLP. Same. Same as CSLP. Same. 5% of net worth of Same.
parental business
assets over
$250,000.
BC Same as CSLP. Same. Same as CSLP. Same. 1% of personal Same.
assets (excluding
RRSPs, vehicles,
principal resi-
dence and busi-
ness/farm) over
$150,000.
MB Same as CSLP. Below an Same as CSLP. Unknown. Generally assets Same.
after-tax are not considered
income of as resources and
$30,000 for a so no contribution
two-person from assets is
family, no required.
contribution
is required.
ON As above for CSL, Same as If after-tax income Same as CSLP. No contribution Same.
For PSL, below the  CSLP. is between $30,000 from assets is

after-tax minimum
of $30,000 for a
two-person family
(plus $5,000 per
extra family
member), no
contribution is
required.

and $40,000, the

contribution is $100

plus 5% of income
over $30,000.If
after-tax income
is above $40,000,
then contribution

formula is identical

to that of the
Canada Student
Loans Program
above.

required.

4. Except AB, BC, MB, ON, QC, SK.

5. A two-person family consists of one parent and one child.

(Continued on page 124)
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Table 3 — Calculation of Parental Contribution (continued from page 123)

Parental income exemption

Parental contribution rate

Treatment of parental assets

[2003-04

I

[ 1

2005-06 |

6.

Program 2005-06 2003-04 2005-06 2003-04
QC Below a pre-tax Same. The combination  Same. Assets under No contri-
minimum income is 19% of the first $90,000 ($250,000  bution
of $21,885 (if parents $36,000 of pre-tax for farmers and from assets
are living together) income above the fishers) are exempt; is required.
or $19,755 (if parents exemption level, parents are required
are living apart), 29% of the next to make a contri-
no contribution $10,000 in income, bution equal to
is required. The 39% of the next 2% of the value
minimum can be $10,000 in income, of their assets
increased by an and 49% of any above this level.
additional $2,105 income above that.
if both parents work,
plus $2,660 for the
first child and $2,400
for each additional
child, plus $2,200
if the student has
a major functional
disability.

SK Below a pre- Weekly Parental Generally
tax minimum Contribution equals = assets
family income (25.0% of DI)/52 (for a are not
of $35,595, Discretionary Income considered
no minimum (DI) between 0-$7,000) as resources
contribution OR ($1,750 + 50.0% of and so no
is required. (DI-$7,000)/52 if DI is contribution

Except AB, BC, MB, ON, QC, SK.

between $7,000°—
$14,000 OR ($5,250+

(75.0%*(DI-$14,000) /52

if DI is above $14,000.

from assets
is required.
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I. Introduction

In recent years, numerous observers, especially
representatives of students’ unions, have expressed
concern about the high levels of debt with which
many students graduate. While Canadian researchers
have been able to find little empirical evidence that
a reluctance to borrow or an aversion to debt deters
potential students from post-secondary education
(Finnie and Laporte (b); Junor and Usher, 2004), other
studies point to the negative consequences of
excessive borrowing and debt. These include several
commissioned by the Canada Millennium Scholarship
Foundation that identify a significant relationship
between the amount of annual borrowing and accu-
mulated debt on one hand, and, on the other, the
likelihood of a student abandoning studies (Canada
Millennium Scholarship Foundation, 2006c). They
also include the studies cited in this chapter that
address debt repayment and default on student
loans—issues that have implications for the success-
ful transition of students from higher education to
the job market.

Only about a third of students borrow from
government student loan programs in any given
year of study. Nearly half graduate without
incurring education-related debt. Many others,
having borrowed for their studies, graduate and are
able to repay what they owe (Junor and Usher, 2004,
pp- 287-91). Most students, therefore, are not too
adversely affected by debt. Either they have none
or are able to make payments as they begin to earn
the higher income usually commanded by those
with a post-secondary education.

This, however, should not deflect attention from
those students who must borrow, sometimes heavily,
to afford the type of education that increasingly is a
prerequisite for successful and rewarding employ-
ment. This is especially true in light of a clear
contemporary reality: the country must increase
participation in post-secondary education to remain
prosperous and competitive. To achieve this goal,
increasing numbers of less affluent students, who

traditionally have been less likely to go beyond high
school and usually require financial assistance to do
so, must embark on and successfully complete post-
secondary studies.

To ensure that all students are given a reasonable
opportunity to succeed in their studies, and to
make good on the investment they make in their
education, two things must happen: first, those
who need help must have access to the financial aid
they need; second if the investment in financial aid
is to be effective over the long term, borrowing levels
must not be allowed to rise so high that students
drop out before completing, or graduate with
unmanageable debt loads.

Consequently, it is important for policy-makers
to track trends in student debt so that they know
whether debt levels are rising and, if so, for whom
and by how much. This will be discussed in the first
section of this chapter. The good news—namely the
stabilizing in average debt levels for university
undergraduates since 2000—is offset by a number
of worrying observations discussed throughout
the chapter:

* Recent policy changes suggest that the stabilization
in average debt levels for university undergraduates
may be short-lived.

* A growing number of college students are gradu-
ating with high levels of debt.

° Between one-quarter and one-third of students
with debt default during repayment.

e Interest relief programs, which should make it
easier for graduates in financial difficulty to avoid
defaulting, are not working as well as they should.

e Very little thinking has been done by policy-
makers about how much debt is manageable and
how to ensure that students with debt can make
successful transitions out of post-secondary
education and into the labour market.
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For these reasons, Canada’s post-secondary system
will continue to be affected by too many borrowers
dropping out and too many graduates defaulting
on loans when they should be capitalizing on their
investment in education. This means that the
effectiveness of the country’s investment in students,
and in financial assistance programs designed to
help many of them, will be reduced. This is a waste of

public financial resources and, more importantly, of
the human capital that will not be developed to its
full potential. At a time when Canada, more than
ever, needs a highly skilled and educated population,
and, therefore, must ensure that all Canadians have
the opportunity to make the successful transition
both into and out of post-secondary education, this
waste of resources is one the country cannot afford.
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I1. Student Debt in Canada

University Undergraduate Debt

After more than doubling in the 1990s, university
undergraduate debt levels stabilized, increasing by
only three per cent (or by about $700 real dollars)
during the past six years. In 2006, 59 per cent of
undergraduate university students graduated with
debt resulting either from a government student loan
or borrowing of another type. They owed an average of
$24,047 (Figure 5.11.1). The average amount of debt
was highest in Atlantic Canada, where 66 per cent of
students owed an average of $29,747 in 2006. Debt
levels were also above average in British Columbia
and below average in the rest of the country, particu-
larly in Quebec, where tuition is substantially lower,
university programs are generally shorter and
bursaries more common. Among the 48 per cent of
graduates who borrowed in Quebec in 2006, the
average debt was $12,992.

On the surface, the stabilization of university
graduate debt is reassuring, considering how
quickly debt levels grew prior to 2000. A deeper look
reveals reasons for concern. First, it appears that the
proportion of university students graduating with
debt is rising.? Second, recent changes to the Canada
Student Loans Program (and complementary changes
by a number of provincial loans programs) will make
more middle-income Canadians eligible for loans,
and provide existing borrowers with high levels of
financial need with larger loans. This raises the
prospect of further increases in both the proportion
of students graduating with debt and the amounts
owed by borrowers.* As will be discussed below,
this could mean that a growing number of graduates
will face debt burdens that impact negatively on
their transition to the labour force and on their life

Figure 5.11.1 — Average University Undergraduate Debt for Borrowers Upon Graduation in Canada

in 2006 Dollars, 1990-2006*
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Source: Statistics Canada’s 1990 and 1995 National Graduate Surveys and the 2000, 2003 and 2006 CUSC Graduating Student Surveys.

Data in this section are taken from a 2007 report on student debt prepared for the Canada Millennium Scholarship Foundation by PRA Inc.

2. This, however, may be a function of the change in data sources. The incidence of undergraduate student debt at graduation in 2000 ranges from
42 per cent, according to the National Graduate Survey, to 56 per cent, according to the Graduating Student Survey. There are no more recent data

from the NGS, which will next report on graduates from 2005.

3. In the short term, the average debt levels for all borrowers may fall, due to the fact that many newly-eligible middle income borrowers may
borrow relatively small amounts. This does not take away from the fact that students with high levels of financial need will graduate with more

debt than before.

4. The average debt figure from the 2000 National Graduate Survey has been omitted in place of the figure from the 2000 Graduating Student Survey, to
facilitate comparisons with figures from 2000 and 2003. The 2000 NGS reported average debt of $21,390 among the 42 per cent of graduates reporting

any debt.
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decisions, such as buying homes, starting a family or
pursuing further studies.

Several more points can be made about the data
on debt among graduating university students. First,
they show a need for additional borrowing not met
by government. Thirty-nine per cent of all funds
borrowed in 2006 came from such sources as financial
institutions and family, up from 31 per cent three
years earlier. This is further evidence that the decision
to raise the limit of the amount that could be
borrowed through the Canada Student Loans
Program, effective in 2005-06, was the right one,
despite its implications for debt after graduation.
Second, the data suggest that the accumulation of
debt affects some students’ post-graduation plans.
Those planning on pursuing more education had
less debt (about $3,200) than those who did not.
Third, there does not appear to be a relationship
between the amount of debt accumulated and
the likelihood of having a job arranged for post-
graduation or anticipated post-graduation salaries.
Unfortunately, this suggests that students may be
borrowing substantial funds without considering
their future debt-to-earnings ratio and its implica-
tions for loan repayment. The importance of this last
point will be made evident below in the discussion
of debt repayment.

College Student Debt

For many Canadians, the college sector has sub-
stantial appeal because its programs are generally
shorter and less expensive than those offered by
universities. College studies tend to require a smaller
investment by the student, measured both by the
upfront cost (lower tuition) and the opportunity
cost (less time spent in school). For this reason,
colleges may have greater appeal to low-income, first
generation or Aboriginal students, who tend to have
less resources and are more likely to pursue studies
that provide a quick tangible return and often prefer
to study at institutions close to their home commu-
nities. In this context, trends in Canadian college
student debt are alarming. Among the 57 per cent
of students who reported borrowing some funds
during their college studies in 2006, 29 per cent
had borrowed more than $15,000. Moreover, as
Figure 5.I1.2 demonstrates, the number reporting
high levels of debt has grown during the last four
years. Today, a third of college students will graduate
with debt levels more often associated with university
graduates. Forty-four per cent have accumulated
$10,000 or more in debt, compared to 32 per cent
three years ago. This finding again tempers the good

Figure 5.11.2 — Change in Accumulated Debt Among College Students With Debt, 2003-06°
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Source: Canadian College Student Survey.

5. This analysis of college student debt excludes students in Quebec for two reasons. First, particularly in 2005 and 2006, Quebec college participation in
the survey was very low. Second, because Quebec college students pay no tuition, their inclusion in the survey would make it impossible to present
figures that accurately represent the situation of college students outside the province.
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news associated with the recent stabilization of debt
levels for university graduates, noted above.

As is the case with university students, there is
a clear relationship between accumulated college
debt and students’ future options. In 2006, 47 per
cent of college students who had no debt planned to
pursue further post-secondary studies. Fewer than
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40 per cent of those with debt had similar plans,
including only 21 per cent of students with more
than $30,000 of debt; most of those with debt instead
intended to find work. Two-thirds of those with
more than $15,000 of debt planned to find a job
immediately after graduating, compared to only
42 per cent of students without debt.
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ITI. Managing Debt

Much discussion of student debt focuses on
average amounts, the incidence of borrowing and
the factors that influence its accumulation. Less is
known, however, about how graduates cope with
debt and repayment. Specifically, policy-makers
have yet to think seriously about how to determine
what constitutes a reasonable debt burden, and
conversely, how much debt is too much.

In their forthcoming paper on debt management,
Saul Schwartz and Sandy Baum discuss what is
known as the “eight per cent rule” which states that
student loan payments should not exceed that
percentage of a graduate’s pre-tax earnings. This
has become a commonly used benchmark in the
student loan industry. They conclude, however,
that this amount seems to have originated from
mortgage underwriting standards, and therefore,
only reflects the perspective of the lenders—whose
primary interest is to determine the maximum
amount the student can borrow without defaulting.
Schwartz and Baum discuss other methods of
determining what constitutes a reasonable debt
burden for graduates, each of which leads to
different conclusions about how much debt is
reasonable. However, as Schwartz and Baum write,
“there can be no single percentage that answers
the question of how much students can borrow
without risking repayment difficulties.” Leaving

“one size fits all” rules behind, Schwartz and Baum
nonetheless derive two principles on which to esta-
blish debt management policy. First, graduates with
very low incomes cannot reasonably be expected
to meet their repayment obligations. Second, the
more a graduate earns, the larger the share of his or
her income should be devoted to debt repayment:
those earning lower (but not the very lowest)
incomes should be expected to devote between five
and ten per cent of pre-tax income to student loan
repayment, with the payment-to-income ratio being
capped at 18 to 20 per cent for those earning much
higher incomes.®

In theory, they argue, the application of these
two principles would avoid the worst situations,
though doing so would not eliminate all instances of
borrowers being in financial difficulty. This would
be an improvement on the current situation. For
example, the 20 per cent of university borrowers who
owe more than $30,000, or the 44 per cent of college
borrowers who owe more than $10,000, would have
to earn starting salaries well above the median in
order to remain below the payment-to-income targets
that Schwartz and Baum suggest. This is possible for
some, but unlikely for others. It is no wonder, then,
that paying back student loans is a challenge for many
Canadian post-secondary graduates.

6. The 18 to 20 per cent maximum number is applied to discretionary income, equivalent to the amount of pre-tax income that exceeds half of median.
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IV. Debt Repayment

The data suggest that a significant number of
students complete their post-secondary education
with debt levels that are simply too large. According
to the National Graduate Survey, for instance, post-
secondary graduates are increasingly reporting
difficulty repaying their loans. In 2000, 27 per cent
of graduates reported such difficulty, compared to
21 per cent of respondents in both 1995 and 1990.”

A more in-depth, 10-year retrospective examina-
tion of Canada Student Loans consolidated following
graduation in the 1993-94 academic year, conducted
by Constantine Kapsalis, reveals that almost one out
of three students defaulted on their loans.® Ninety
per cent of defaults occurred during the first three
years of repayment. Those who defaulted during
their first three years did not have debt levels signi-
ficantly higher than those who repaid their loans
in full. Early defaulters earned an average of $13,800
annually during their first three years of repayment.*
Those who went on to fully repay their loans earned
an average of $24,200 during the same period.
Consequently, it seems clear that managing heavy
debt depends on income level following graduation.

More recent data from the Canada Student Loans
Program reveal that 26 per cent of post-secondary
borrowers who consolidated their loans at the end
of the 2001-02 academic year had defaulted within
three years (Canada, 2006)."

The relationship between post-study employ-
ment and income, and the likelihood of default,
poses a particular challenge for the student financial
aid system, which does not consider future earnings
when calculating a student’s current financial need
(and, by extension, the size of his or her loan). While
those pursuing studies in booming fields may be
more likely to find work with starting salaries that

7. Data from the 2005 survey has not yet been published by Statistics Canada.

Figure 5.IV.1 — Status in September 2003 of Canada
Student Loans Consolidated in 1994-95
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Source: Kapsalis (2006).

allow them to pay back their loans, the student aid
system, in assessing their financial need, cannot
distinguish between them and students undertaking
less lucrative (but not less valuable) careers.
Furthermore, as mentioned earlier, as evidence from
the Graduating Students Survey reveals, there is no
relationship between student debt and anticipated
post-graduation earnings. Since neither the borrower
nor the lender takes post-study income into account,
it is virtually impossible for the student aid system
to allocate grants to or limit the debt of those most
likely to default on their loans.

Furthermore, college graduate debt levels are
growing faster than university debt amounts, which
have stabilized in recent years. Yet college students
can be expected to earn less income after gradu-
ation." Additionally, college students tend to come
from less advantaged backgrounds, meaning that
they are more vulnerable to financial difficulties. The

8. Following graduation, borrowers consolidate their loans with the student lender, establishing the payment schedule and the interest rate. Default

occurs when a certain number of student loan payments are missed.

9. The figures in this paragraph have not been adjusted for inflation.

10. The Canada Student Loans Program estimates that it recovers about 60 per cent of the dollar value of defaulted loans.

11. Junor and Usher (2004) report that university graduates earn about $10,000 more per year than college graduates, whose median starting salary is

close to $30,000.
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combination of their relatively lower income going
into post-secondary education, their relatively lower
income following graduation and their increasing
tendency to borrow substantial sums may culminate
in the creation of as many barriers on the way out of
college as students encounter on the way in.

From a policy perspective, there are two ways
to prevent default, assuming the basic cost of atten-
dance remains the same. The first, demonstrated in
the Canada Millennium Scholarship Foundation’s

research on grants, loan remission, debt and persis-
tence, is to prevent students from borrowing too
much on an annual basis. Supplementing student
loans with grants—or using loan remission programs
to reduce the highest levels of debt—has a positive
impact on student persistence.”” The second method
of preventing default involves interest relief and debt
management measures during repayment, discussed
in the next section.

12. The three studies that discuss the relationship between student aid, debt and persistence are summarized in Canada Millennium Scholarship

Foundation, 2006c.
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V. Interest Relief and
Debt Reduction

Canadian governments use interest relief and
debt reduction programs to help graduates in dire
financial straits. Interest relief allows graduates to
defer payments on student loans during periods of
underemployment. Debt reduction programs reduce
the outstanding balance on loans. In theory, interest
relief should prevent most default, allowing students
to take a break from repayment while getting their
financial house in order. Eligible students may
benefit from six-month periods of interest relief for
up to 54 months, during which government pays the
loan interest and interest does not accrue. After
students exhaust interest relief eligibility, they can
apply for debt reduction.

In Canada, however, there is concern about the use
(and lack of use) of interest relief. A recent study by
John Mortimer and Patrick Codrington of the Ontario
Ministry of Training, Colleges and Universities exa-
mined participation in interest relief programs
among a sample of Ontario students who graduated
in 2001-02, reporting on the status of their loans in
September 2005. They found that, based on self-
reported income, family size and repayable debt,
47 per cent of the cohort would have qualified for
interest relief at some point during the first three
years of repayment. However, only one-third of these
eligible persons had participated in the program.

Among graduates who consolidated their loans in
2001-02 and who participated in interest relief
within the first three years of repayment, only six per
cent defaulted. By comparison, 29 per cent of those
who did not participate defaulted. Ninety-two per
cent of those who benefited from interest relief found
it helpful or very helpful. One third of defaulters who
did not use interest relief were unaware of the
program’s existence. Of those who applied for inter-
est relief, 40 per cent cited difficulties, particularly in

providing proof of their low income and exchanging
documents with the loan services centre.

Mortimer and Codrington suggest that participa-
tion can be increased by improving communications
to raise awareness of the program, and by easing the
administrative process. Indeed, recent improvements
to communications and a simplification of the appli-
cation process are having an impact: the rate of
participation in interest relief for Ontario borrowers
who exited studies in 2003-04 is approximately
22 per cent, an increase of six percentage points
over the 2001-02 cohort examined by Mortimer and
Codrington. Nevertheless, they conclude that at least
one out of three eligible students would never access
interest relief because they choose to find a way to
meet their payments, perceive interest relief as
cumbersome or not worthwhile, are uncertain about
their eligibility, or submit incomplete applications.

Jerry Situ (2006) reports that 12 per cent of those
repaying Canada Student Loans in 2001-02 used
the federal government’s interest relief program,
representing $1.7 billion of the $6.1 billion in
outstanding loans being repaid that year. Situ found
that, as in Ontario, many eligible graduates did not
seek interest relief. Thirty-five per cent of borrowers
were eligible for interest relief. However, less than
half this group (45 per cent) sought interest relief.
He identifies borrowers on social assistance and
those with large families as particularly inclined to
under-use, concluding that many more graduates
facing financial hardships miss out on opportunities
to avoid defaulting.

These findings are important in view of the
data presented in previous sections of this chapter,
notably those concerning the growing levels of college
debt, and the relationship between post-study
employment and income and student loan default.
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Such developments would matter less if interest
relief programs were working better. The fact that the
long-term default rates of interest relief participants
are similar to those of non-participants shows that
debt management measures such as interest relief can
help those in the most difficult circumstances (so
long as they choose to take advantage of the avail-
able programs). It is nevertheless clear that many

borrowers who do not qualify for these programs
face substantial challenges paying back their loans.
Without improving and expanding interest relief
measures, therefore, easing the transition out of
post-secondary education, especially for those
students more likely to earn modest incomes upon
graduation, will remain a problem.
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V1. Conclusion

Without access to loans (whether from governments,
banks or family members), many students could not
afford to pursue higher education. An effective student
aid regime is therefore an integral component of
Canada’s post-secondary education system. Currently,
most borrowers complete their studies and repay their
loans. For others, however, accumulating thousands
of dollars in loans can result in dropping out partway
through studies or defaulting in the years following
graduation. This represents a missed opportunity,
both personally for the individuals in question, and
more generally for a country whose prosperity and
competitiveness is driven increasingly by the
advanced skills and knowledge of its workforce.

The good news is that, after rising significantly
in the 1990s, the debt levels of university under-
graduates have stabilized after 2000. Given the recent
rule changes that will allow for more borrowers and
permit larger loans to be issued in the coming years,
however, debt levels could increase again in the near
future. While these rule changes will ease the cash
crunch in which many low- and middle-income
students find themselves, it is very difficult to predict
what their impact will be in the long run, although
it is unlikely that graduating students will find
themselves in a better debt situation. On the college
side, debt has risen substantially in the past four
years. Unfortunately, this could have negative
consequences for the success of students already
under-represented in the post-secondary system—
such as students from low-income families or
Aboriginal students—who are more likely to choose
college over university. Furthermore, while programs
to assist graduates struggling to repay seem to
benefit those who use them, far too few students
eligible for such support take advantage of them or
are even aware of them. Those who do use them find
them complicated.
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Consequently, as the availability of loans increases
in the coming years, several steps appear necessary:

* Continue to make grants available to reduce the
annual borrowing of students with high levels of
financial need or low family incomes.*

* Continue to closely monitor trends in debt levels,
and particularly as the effects of the recently
expanded loan eligibility and loan limits make
themselves felt.

* Review support programs for those coping with
too much debt, in order to make improvements
where necessary. Such improvements should
include both an analysis of the populations
currently under-served by these programs and a
communications program to raise awareness
among eligible students about what is available.

e Carry out more work to determine the right
balance of loans, bursaries and loan remission
measures for post-secondary students most likely
to face financial and other barriers before, during
and after their post-secondary studies.

These policy suggestions are important to building
the skilled workforce that Canada must have at a
time when the baby-boomers are edging toward
retirement and the size of the young adult popu-
lation is about to shrink. Encouraging students from
middle- and lower-income families and from groups
currently under-represented in post-secondary
studies to pursue higher education, and ensuring the
availability of the right financial support needed
to ensure their success both before and after gradu-
ation, will help make Canada a key player in an
increasingly competitive global economy, as well as a
more cohesive society. To achieve this, we must
ensure that student debt is kept to manageable
levels, and that, when it is not, effective measures are
in place to provide a hand to those in distress.

13. The continued availability of a significant proportion of the grants that reduce the annual borrowing of students with high financial need or low income
is currently uncertain. The Canada Millennium Scholarship Foundation’s bursary programs, which currently provide $335 million in grants to students

each year, are scheduled to end after the 2008-09 academic year.
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