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Motivation
Focus on early life financial behavior of students -> student loans

Do students borrow optimally? Do they borrow rationally?

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



3Discover the world at Leiden University

“Nudge”  Thaler & Sunstein (2008) Nudging in student loan policy 
Van der Steeg, ESB(2015)
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Contribution

Van der Steeg (2012)

Nudge introduced in 

student loan policy

Lowering of the default 

student loan

Been, J., Dalhuijsen, J., Knoef, M (2017)

- Labor income

- Student expenditures

- Intergenerational transfers*

(monetary/in-kind)

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

Average
student 
loan
(-129)
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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. 



6Discover the world at Leiden University

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
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Dutch Student Finance System

DUO (Dienst Uitvoering Onderwijs):

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

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
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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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Method (2/2)

IV framework to study the causal effect of 

Parental contributions

Student loan                Labor income

Student expenditures

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

rule out reversed causality ( student loan 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

0

50

100

150

200

250

300

350

400

450

2005 2006 2007 2008 2009 2011 2012 2013 2014 2015

Treatment group Control group



17Discover the world at Leiden University

Expenditures
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Results
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Results
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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
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Heterogeneity

Economic students more responsive
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Heterogeneity

Immigrant Most responsive
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Heterogeneity

Higher parental income

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

academic background of students and possibilities to substitute student loans



26Discover the world at Leiden University

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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Tha

Thank you for your attention!


