Early-life financial behavior,
intergenerational transfers, and employment

Insights from a nudge in student loan policy
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Motivation

Focus on early life financial behavior of students -> student loans
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Do students borrow optimally? Do they borrow rationally?

Policy considerations for student finance policy: underinvestment vs. over-
indebtedness
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Nudge

Improving Decisions About

Health, Wealth, and Happiness

Richard H. Thaler and Cass R. Sunstein

Revised and Expanded Edition

"One of the few books I've read recently that fundamentally changes the way

I think about the world.” —Steven D. Levitt, coauthor of Freakonomies

®

“Nudge” Thaler & Sunstein (2008)
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Onderwijz & Wetenschap ESB
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Nudging in student loan policy

Van der Steeg, ESB(2015)




Contribution

Van der Steeg (2012) Been, J., Dalhuijsen, J., Knoef, M (2017)

Nudge introduced in mj) Average g - Labor income

: student :
student loan policy loan - Student expenditures
Lowering of the default (-129) - Intergenerational transfers®

student loan

(monetary/in-kind)

*We also focus on substitution between
government loans and parental
contributions/ its role in consumption
smoothing

Discover the world at Leiden University



Literature

Most research regarding the LCM focuses on decision making at the end

of the life-cycle (retirement, bequests)

We focus on financial behavior at the beginning of the life cycle and on
inter vivos transfers from parents to their children (consumption

smoothing)

-> Especially important in a time of decreasingly generous public policy

programs.
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Literature

Extensive research on intergenerational transfers/ government provided support
programs on college enrollment (Dynarski, 2003; Kane, 2003; Abraham &
Clarck, 2006)

Abbott et al. (2013): investigate financial aid policies intended to promote college
participation. Using a theoretical model they find that every additional dollar of
government grants crowds out 30 cents of parental transfers plus about 30 cents

through a reduction in student’s labor supply

As far as we know, no (quasi) experimental evidence on the (substitution) effect

of student loans on parental contributions
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Findings

1. Students are responsive to changes in (default) student loan policy

2. Parents are responsive to their child’s student loan

- Monetary inter vivos transfers

- Parents pay for parts of the students’ consumption categories (housing, health costs, insurance)

Policy implications

Government interventions to allow for consumption smoothing not only affect

the finances of students, but even more so the finances of their parents

Discover the world at Leiden University



Dutch Student Finance System

DUO (Dienst Uitvoering Onderwijs):

Living away Living-at-parents
Basic allowance 290.68 104.40
Supplementary allowance 274.68 252.91
Loan for tuition fees 165.33 165.33
Regular loan 302.32 302.32
Total €1033.01 €824.96

Basic allowance = 4 years (grant), year 5 = borrowing phase

* Prior to nudge: to prevent a sudden loss in income DUO maximized student

loans from the fifth year

* Nudge: in 2009 this default loan was lowered -> prior allowance + loan

Discover the world at Leiden University



Method (1/2)

Difference-in-differences approach to study causal effect:

change in default student loan —— average student loan

* Treatment group: students 23+ years* from 2009 onwards who no
longer received the basic allowance

 Control group: students between 23-27 with basic allowance

* Most students start at 18. After 5 years they enter the borrowing phase and therefore
receive ‘treatment’ if year = 2009+
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Academic

year
2008/09 29 24 25 26
200910 23 24 25 26 29
2010/11 23 24 25 26 29 -
2011/12 23 24 25 26 29 - -
2012/ 13 23 24 25 26 29 - - 2
2013/14 29 24 25 926 27 - - - -
201415 23 24 25 26 27 - - - - -
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Method (2/2)

IV framework to study the causal effect of

/ Parental contributions
Student loan Z—— Labor income
\ Student expenditures

Using the exogenous variation in student loans caused by the reform to

rule out reversed causality ( studentloan <+« parental contribution)
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Data

Student Monitor for Higher Education (‘Studentenmonitor’)

Total number of respondents: 186,665

Data set runs from 2001-2015

Topics include: socioeconomic traits of students, education, income and

expenses
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Income
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Student loan
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Parental contributions
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Labor income
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Expenditures
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Results

Table 1. Estimation results of the Simultaneous Equation Model.

Parental
Student loan Earnings Spending transfers
Coeff. S.E. Coeff. S.E. Coeff. S.E. Coeff. S.E.
Student loan -0.08 0.07 0.36 *** 0.11 | -0.55 *** |0.05
Change in
default -80.61 ***| 4.05
Year dummies Yes Yes Yes Yes
Control
variables Yes Yes Yes Yes
Correlated
errors Yes Yes Yes Yes
Observations 77,722 77,722 77,722 77,722
F-stat. excl.
instrument 306.81

* denotes significant at the 10% level, ** at the 5% level and *** at the 1% level.

Control variables include age, sex, immigrant, university, group that is subject to the change in default, and

sector of study dummies.
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Results

Table 2. Estimation results of the Simultaneous Equation Model including in-kind

transfers.
Parental
Student loan Earnings Spending transfers
Coeff. S.E. Coeff. S.E. Coeff. S.E. Coeff. S.E.
Student loan -0.08 0.07 0.38 *** 0.1 | -0.68 ***| 0.3

Change in default | -80.61 *** | 4.05

Year dummies Yes Yes Yes Yes
Control variables Yes Yes Yes Yes
Correlated errors Yes Yes Yes Yes
Observations 77,722 77,722 77,722 77,722
F-stat. excl.

instrument 306.81

* denotes significant at the 10% level, ** at the 5% level and *** at the 1% level.

Control variables include age, sex, immigrant, university, group that is subject to the change in default.
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Paid by student Paid by parents

Student loan Student loan
Coeff. S.E. Coeff. S.E.
Monthly spending (euros)

Housing 0.16 *** 0.06 [-0.35 ***| 0.06
Living 0.09 ** 0.04 -0.02 0.02
Clothing -0.06 0.09
Leisure 0.03 0.02 0.00 0.01
Cellphone -0.01 0.01 0.00 0.00
Commuting -0.09 ** o001 -0.01 * o0.01

Health costs (ing, insurance) 0.13 *** o0.02 }0.06 ***| 0.02

Other 005 ¥* o002 o002 * o.01
Yearly spending (euros)

Tuition fee 0.65 *** 0.23 -0.35 0.22

Study material 017 ** o0.07 -0.01 0.03

Insurances (ex. health

msurance) 069 *** o014 026 *| oa1

Study-related 013 ** o0.05 o0.01 0.03
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Heterogeneity

Response to the change in default depends on understanding of the

Incentive

-> Nudge is a matter of framing, no actual credit constraints

So are more rational students less prone to change their behavior?
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Heterogeneity

University students (vs. higher vocational) less responsive
Parental
Student loan Earnings Spending transfers
Coeff. S.E. Coeff. S.E. Coeff. S.E. Coeff. S:E.
A. Uniersity
Student loan 012 * o0.07 o048 ** om -047 *** o0.05
Student loan -
University 0.06 *** o0.01 -012 *** o0.02 -0.07 *** o.01

Change in default -98.03 *** 6.81

Default - University 21.83 ** 6.76

Discover the world at Leiden University



Heterogeneity

Economic students more responsive
Parental
Student loan Earnings Spending transfers
Coeff. S.E. Coeff. S.E. Coeff. S.E. Coeff. S.E.
A. Economics
Student loan -0.10 0.08 0.37 ** o011 -0.55 *** o0.05
Student loan - Econ 0.03 ** o0.01 0.13 ** 0.02 0.03 *** o0.01
Change in default -76.80 *** 4.20
Default - Econ -21.82 *** -74c
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Heterogeneity

Immigrant Most responsive
Parental
Student loan Earnings Spending transfers
Coeff. S.E. Coeff. S.E. Coeff. S.E. Coeff. S.E.
A. Immigrant
Student loan -0.06 0.06 0.41 ** 0.0 -0.55 *** o0.05
Student loan -
Immigrant 0.03 ** o0.02 o0.02 0.02 -0.02 *** o0.01
Change in default 73.41 *** 403

Default - Immigrant -75.88 *** q.86
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Heterogeneity

Higher parental income

Parental
Student loan Earnings Spending transfers
Coeff. S.E. Coeff. S.E. Coeff. S.E. Coeff. S.E.
A. Parental income
Student loan -0.26 * o011 031 * 0.16 -0.49 *** o0.07
Student loan -
Income 0.01 0.01 0.01 0.01 0.00 0.00
Change in default -3.49 19.12
Default - Income  -23.28 *** s5.01

Conclusion: substantial heterogeneity in responses to the change in default depending on

academic background of students and possibilities to substitute student loans
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Conclusion

1) Students are responsive to the change in the default student loan (=not

rational)

2) Parents of students are responsive to their child’s student loan (inter vivos

intergenerational transfers).

Policy implications:
1) Consumption and savings behavior can be adjusted by changing defaults in borrowing.

2) Government intervention in student loans do not only affect the finances of students but
even more so the finances of their parents.
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Thank you for your attention!
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