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e Federal proposals to offer free tuition at public universities and community colleges are
likely to reduce total student debt by only 15 percent.

e Most student debt finances expenses other than tuition at public institutions, such as
living costs, enrollment at private institutions, and graduate degrees.

e Atfour-year institutions, students eligible for free college who currently borrow are likely
to reduce their average annual borrowing from $8,000 to $3,400.

At the end of 2019, 43 million Americans owed over
$1.5 trillion in federal student loans.! The rapid
increase in these balances over the past decade has
led many to deem student debt a “crisis.” Now, there
is growing support among Democratic policymak-
ers, and even some Republicans, to immediately
cancel all or most of the federal government’s loan
portfolio.

Often, these advocates also propose making
public colleges and universities tuition free, since
student debt cancellation would affect only existing
borrowers. Otherwise, students would continue to
take out new loans to finance their education going
forward. Indeed, the Congressional Budget Office
projects that the federal government will issue over
$1.2 trillion in new student debt over the coming
decade. The combination of debt cancellation and
free tuition at public colleges is supposed to end
the student loan “crisis” once and for all.

Sen. Elizabeth Warren (D-MA), one of the most
prominent advocates of this two-pronged approach,
writes:
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Once we’ve cleared out the debt that’s hold-
ing down an entire generation of Americans,
we must ensure that we never have another
student debt crisis again. We can do that by
recognizing that a public college education
is like a public K-12 education—a basic pub-
lic good that should be available to everyone
with free tuition and zero debt at graduation.>

Similarly, Sen. Bernie Sanders (D-VT) believes
that canceling existing student debt and making pub-
lic colleges tuition free will “make college debt-free
for all.”® He writes: “It is time to end the absurdity
of sentencing an entire generation—the millennial
generation—to a lifetime of debt for the ‘crime’ of
doing the right thing: getting a college education.”

Although presumptive Democratic presidential
nominee Joe Biden was slower to embrace free-
tuition policies, he eventually endorsed Sanders’
original proposal to make all public universities
tuition free for students from families with incomes
below $125,000.° Biden has also rolled out a student
loan forgiveness plan that would forgive a minimum



of $10,000 per borrower, with additional relief
for students who attended public universities or
minority-serving institutions to “align [his] student
debt relief proposal with [his] forward-looking
college tuition proposal.”®

Despite these claims, making colleges and uni-
versities tuition free would have only a limited
effect on student borrowing. Our analysis suggests
that the majority of student borrowing today
would continue under the free-college proposals.
Even after the government forgives nearly all out-
standing debt, total balances will quickly reach
levels that Sens. Warren, Sanders, and many others
have deemed a crisis. In short, the proposals fall far
short of guaranteeing that students will graduate
debt-free as proponents claim, at least absent other
large increases in grant aid.

This is because free-college policies do not
target the largest sources of student borrowing.
Many students borrow to attend private under-
graduate institutions and graduate schools, which
are excluded under free-college proposals. More-
over, many students attend out-of-state public
universities and are not eligible for free-college
policies under the most prominent proposals. All
these ineligible students may continue to borrow
through the federal loan program.

In short, the proposals fall far short
of guaranteeing that students will
graduate debt-free as proponents
claim, at least absent other large
increases in grantaid.

Even among those eligible for free college, many
students borrow to cover non-tuition expenses such
as housing, food, and textbooks while enrolled (here-
after referred to as “living expenses”). The free-
college plans cover tuition only, which means that
much of the borrowing for living expenses will
continue, even if tuition is free and the federal Pell
Grant is repurposed to cover living expenses, as
many free-college policies propose.

After taking these factors into account, our anal-
ysis suggests that a federal free-college matching
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grant for states such as that proposed by Sens.
Sanders and Warren (and endorsed by Vice President
Biden) would reduce new student loan volume
over the next decade by just 15 percent. Therefore,
we expect that the federal government will issue
#1 trillion in new student loans over the coming
decade even if every state enacts and fully adopts
free-college proposals. This implies that even if the
current stock of outstanding student debt is for-
given and public colleges and universities are free
for in-state students, the federal student loan port-
folio will return to so-called “crisis” levels within a
couple decades.

Assumptions and Limitations

The descriptive analysis in this report uses recent
enrollment and borrowing data to estimate the
possible effect of a first-dollar, free-college policy
on student debt. It does not aim to predict the out-
come of the policy change using causal inference.
And we do not incorporate any behavioral changes
among students or institutions of higher education
to reach our results. The analysis is based on the
current state of higher education enrollment and
pricing as reflected in the data.

In reality, students, states, and institutions of
higher education will change their behavior in
response to free college. Some of these responses
will reduce student borrowing further than what
we estimate, but others will blunt the effects of
free college, resulting in a more limited effect on
student debt than the findings presented here.

For example, free college might induce students
who would otherwise enroll in more expensive
private colleges to switch to free public colleges,
reducing student debt further than what we esti-
mate.” On the other hand, some states might not
opt into the free-college proposal, which would
limit the policy’s effect and lead us to overestimate
its impact on student debt. It is difficult to know
where the balance lies in these behavioral responses,
and we do not aim to make such a determination
or make the case for one set of assumptions over
another.

In a few cases in which we had to make assump-
tions about behavior, we erred on the side of sim-
plicity, and in most instances these assumptions
bias our estimate higher than it would otherwise



be. That is, we show a larger reduction in student
debt than is likely to happen in reality. For exam-
ple, we assume that all states opt into the program
and that students’ tuition reduction from free
college leads them to reduce their borrowing on a
dollar-for-dollar basis. We also assume for simplic-
ity’s sake that the policy is available to students
regardless of financial need, even though many
prominent free-college plans exclude high-income
families. However, we also assume that students
will not switch from private institutions to in-state
public ones, which biases the estimate in the other
direction.

Identifying Ineligible Borrowers

The analysis in this report focuses on the federal
government’s Direct Loan Program, which origi-
nates nearly 9o percent of new student loans every
year.® The analysis does not include private loan
borrowing. According to the Congressional Budget
Office, the federal government will issue just over
$1.2 trillion in new loans between 2020 and 2029.
Three distinct groups are eligible for these loans:

undergraduate students who will borrow an estimated
$528 billion (44 percent), parents of dependent
undergraduates who will borrow an estimated
$156 billion (13 percent), and graduate students who
will borrow an estimated $526 billion (43 percent).?
(See Figure 1.)

We assume that all lending to graduate students
will continue as estimated under current policies.
(The free-college plans described in this report do
not cover graduate school.) That leaves two groups
whose borrowing could be affected by free-college
policies: undergraduates and parents of under-
graduates. These groups are expected to borrow
$684 billion in new loans over the next 10 years, or
57 percent of all estimated federal lending. Our
analysis focuses on what share of this remaining
57 percent of federal loans will not be issued if
tuition at public colleges becomes free.

In addition to assuming that all graduate school
borrowing continues on its current course, we
assume the same for all undergraduate students
who attend private nonprofit and for-profit colleges
and universities.'® Students who attend these insti-
tutions must still pay tuition under the free-college

Figure 1. New Federal Student Loans Issued Between 2020 and 2029, by Type of Borrower ($ Billions)
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proposals; their institutions are not eligible for the
program. We estimate that 46.0 percent of new
undergraduate and parent loan volume is issued to
students attending these institutions every year (or
26.2 percent of all federal lending). (See Figure 2.)

Another group unaffected by the free-college
proposals is students who pay the out-of-state
tuition rate at public institutions. The free-college
proposals explicitly restrict the program to in-state
students only, making out-of-state students ineli-
gible. These students account for 7.5 percent of new
undergraduate and parent loans (or 4.3 percent of
all federal lending)."

That means just 46.5 percent of new under-
graduate and parent loan volume (or 26.5 percent
of all federal lending) is associated with the public-
institution students who pay in-state tuition rates,
which is the group affected by free college.”” In
short, only about a quarter of all borrowing in the
federal loan program is associated with students
who could qualify for free-college programs. But as
we discuss more below, even this group of students
is unlikely to reduce their borrowing to zero if free
college is enacted.

Measuring Debt Reduction for Eligible
Students

To measure how much in-state students at public
universities with loans are likely to reduce their
borrowing under the free-college plans, we need to
understand the mechanics of free-college proposals.
The details vary, but the plans generally involve a
federal-state matching grant program that aims to
eliminate tuition and fees (hereafter referred to as
simply “tuition”) for in-state students at public
colleges and universities (including community
colleges). Under Sen. Sanders’ plan (and the one
Vice President Biden endorsed), the federal govern-
ment pays 67 percent of the cost of free college,
while states contribute the remaining 33 percent.
These plans are often called “first-dollar” free-
college programs because states and institutions
must fully cover tuition expenses (using their own
funds and the new matching grants) before apply-
ing a student’s other federal aid, such as Pell Grants.
With tuition fully covered by state and federal
matching grants, students would use Pell Grants
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Figure 2. Undergraduate and Parent Borrowing by
Institution Control and Student Residency, 2015-16
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Source: Authors’ calculations based on National Center for Education
Statistics, “National Postsecondary Student Aid Study (NPSAS),” 2016,
https://nces.ed.gov/surveys/npsas/.

entirely for living expenses if they attend an in-
state public college.

Our analysis is based on this first-dollar design.
Although some proponents of the free-college plans
have also called for an increase in the Pell Grant
from its current per-student maximum of $6,345,
our analysis is based on the grant size provided
under current policy. Excluding proposed Pell
Grant increases from this analysis helps isolate
how the federal-state matching grants will affect
borrowing.’

We assume that states and institutions will be
able to count their existing financial aid toward
satisfying the tuition-free requirement. For instance,
California may count its existing $2.4 billion Cal
Grant toward reducing students’ tuition rather than
come up with new money to eliminate tuition at
the state’s public colleges.# It would be politically
and fiscally untenable for the federal government
to require states to exclude these sources of aid
(and require that they be fully repurposed to cover
living expenses), as it would penalize states that
already provide generous need-based aid programs
relative to those that do not.’s Most prominent
free-college proposals that use a federal-state match-
ing grant, such as the College Affordability Act,
which won committee approval in the House in
2019, explicitly allow states to count existing aid in
meeting the free-tuition requirements.’® Sen. Brian
Schatz’s (D-HI) Debt-Free College Act is another
example."”


https://nces.ed.gov/surveys/npsas/

Table 1. Hypothetical Free-College Program vs. Current Law for Example Student

Current Law Free College

“Sticker Price” Tuition and Fees $8,000 “Sticker Price” Tuition and Fees $8,000

State Grants and Institutional Aid $3,000 State Grants and Institutional Aid $3,000

Net Tuition After Nonfederal Aid $5,000 Net Tuition After Nonfederal Aid $5,000

Federal Pell Grant $3,000 Free-College Grant $5,000
Federal Pell Grant $3,000

Net Tuition and Fees After All Aid $2,000 Net Tuition and Fees After All Aid $0

Aid Available for Living Expenses $0 Aid Available for Living Expenses $3,000
Net Benefit from Free College $5,000

Source: Authors’ calculations.

Therefore, our analysis counts all existing state
and institutional (but not federal) financial aid for
in-state students at public institutions toward meet-
ing the free-tuition requirement.’® The following
example illustrates how the free-college plans would
work under this design.

Consider a student who attends a public in-state
university with annual, full-time “sticker price”
tuition of $8,000. A state grant program and insti-
tutional scholarships combine to reduce her tuition
to $5,000. On top of that, she receives a $3,000
federal Pell Grant, which she applies to her tuition.
Her net tuition under the current system is there-
fore $2,000.19

Under this hypothetical free-college program, a
combination of state, institutional, and federal funds
fully covers the student’s tuition expenses. As shown
in Table 1, the student receives an additional $5,000
in aid under the free-college plan, which reduces
her net tuition to zero. Her $3,000 Pell Grant is not
applied toward tuition. She now receives the grant
in cash, which she can use to pay for living expenses.
The student has gone from a $2,000 net tuition
liability to no tuition liability, plus a $3,000 credit
toward living expenses.

We use data from the 2015-16 National Postsec-
ondary Student Aid Study (NPSAS) to simulate how
borrowing changes under the first-dollar free-
college plan described above for students affected
by the policy: those attending in-state public uni-
versities. First, we calculate the size of the new
grant each student would receive under free college.
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This is equivalent to net tuition after all state and
institutional aid (but not federal grants) is applied.
Although students never actually see the new
“grant,” as it goes directly to the institution to
bring their net tuition to zero, thinking of the new
program as a grant helps analyze the effect on
borrowing.

We assume that the relationship between new
free-college grants and a reduction in borrowing is
one-to-one. In other words, students who receive
a new $2,000 grant under free college will reduce
their borrowing by $2,000 (if they already borrow
$2,000 or more).>° This is a strong assumption,
which leads us to overestimate the reduction in
new loans under free college, as existing evidence
suggests that the grant-loan relationship is consid-
erably less than one-to-one.*" (Note that students’
borrowing includes both undergraduate loans they
took out themselves and any loans their parents
took out on their behalf.)

Similarly, we assume that students who currently
borrow less than their net tuition before federal
grants will reduce their borrowing to zero. If a
student receives a $2,000 grant under free college
but would have borrowed only $1,500 for tuition
otherwise, aggregate borrowing goes down by $1,500.

If a student borrows more than his or her net
tuition because he or she is financing living expenses
in addition to tuition, we assume he or she will con-
tinue to borrow after free college is implemented,
albeit a reduced amount. Many students at public
universities and community colleges borrow for



their living expenses in addition to tuition, and
much of this borrowing will continue under the
free-college proposals because only tuition is free.

To see how this would be the case, consider a
student with no Pell Grant who currently borrows
$7,500, of which $3,000 covers tuition expenses
and $4,500 covers living expenses. The most his
borrowing would decline under the free-college
plan is $3,000, the amount of his tuition expenses,
which become fully subsidized. We assume he con-
tinues to borrow the $4,500 for living expenses.

Our analysis does, however, include a reduction
in borrowing when students who had been using
Pell Grants for tuition would instead be able to use
them for living expenses. For example, if a student
applies a $3,000 Pell Grant to tuition expenses
under current policies and then borrows $4,000 for
her living expenses, free college would allow her to
apply that Pell Grant to her living costs. Our anal-
ysis shows her borrowing would be reduced to
$1,000 under free college.>

Finally, we assume that students who currently
borrow nothing, a group that makes up the major-
ity of in-state students at public institutions (two-
year and four-year institutions combined), will not
change their behavior. Free college may affect these
students’ financial position, but we assume it can-
not affect student loan borrowing because they
currently do not borrow.

Aggregate and Per-Borrower Debt
Reduction

Only a limited group of student loan borrowers,
the in-state students at public institutions who
currently borrow, will be eligible to benefit from
the debt-reduction effects of free college. Individ-
uals in this group account for 46.5 percent of new
undergraduate and parent loan balances, and the
effect of free college on them will be pronounced.
However, even among this group, borrowing will
not drop all the way to zero because many students
can be expected to continue borrowing for their

Figure 3. Average Annual Borrowing Under Current Law and Free College Among Students Who
Currently Borrow (In-State Students at Public Institutions Only)
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Figure 4. Federal Student Loans Issued Under Current Policy and Free College,
by Category, 2020-29 ($ Billions)
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2019-05-studentloan. pdf.

living expenses, albeit at a reduced amount if they
are Pell Grant recipients.

At four-year public colleges and universities,
in-state students who borrow currently take out just
over $8,000 per year in federal loans on average.
Under free college at four-year institutions, their
average borrowing falls to roughly $3,400. At com-
munity colleges, borrowers each currently take out
$4,700 on average, and their borrowing under free
college falls to about $2,600. Overall, we estimate
that borrowing by in-state students who take on
debt at all public institutions will fall by 56 percent
under free college, as shown in Figure 3.

Even though borrowing drops by a large amount
(but not entirely) among in-state students at public
institutions, the overall effect on student borrow-
ing s still small because these students account for
only a fraction of the $1.2 trillion in new loans that
the federal government is projected to issue over
the coming decade. Loans to in-state students at
public institutions will total approximately $318 bil-
lion over the coming decade. The 56 percent reduc-
tion in borrowing among this group implies that
aggregate student loan borrowing will fall by
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$177 billion over the next 10 years (Figure 4). This
accounts for 26 percent of new federal loans to
undergraduates and parents and just 15 percent of
new federal loans for all students.?

Conclusion

A national, first-dollar free-college program target-
ing in-state students at public colleges and univer-
sities will reduce new student loan borrowing by
far less than the conventional wisdom suggests.
We estimate that such a plan will reduce new bor-
rowing by $177 billion over the next 10 years, a
reduction of 15 percent.

Even under free college, we expect that the
federal government will continue to make over
#1 trillion in federal loans during the next 10 years.
Pairing free college with mass cancellation of
existing debt will not solve the perceived student
debt “crisis” in the way that many proponents
suggest. Moreover, mass debt forgiveness is likely
to create a moral hazard, since future borrowers
may anticipate another round of loan cancellation
once the outstanding debt stock again climbs to
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high levels. The implicit promise of future loan
forgiveness could encourage current students to
borrow more, exacerbating the student debt “cri-
sis” that advocates of loan cancellation perceive.
Fourteen years after free college is implemented,
the federal government will have issued $1.5 tril-
lion in new student loans, a figure roughly equiva-
lent to the outstanding federal loan stock today.
Since free college will not eliminate the need for
new federal student loans, policymakers who wish
to pursue mass loan cancellation and make college
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existing aid and the Pell Grant.) Furthermore, we interpret the legislative text of the proposals to mean that states and institutions
may count all their existing aid programs toward meeting the free-tuition provision and simultaneously satisfy the maintenance-of-
effort provision, like the one proposed by Sen. Sanders and Vice President Biden.

16. College Affordability Act, H.R. 4674, 16th Cong,, 1st sess., https://www.congress.gov/116/bills/hr4674/BILLS-116hr4674ih.pdf.

17. Debt-Free College Act of 2019, S. 672, 116th Cong., 1st sess., https://www.congress.gov/116/bills/s672/BILLS-116s672is.pdf.

18. For simplicity, we also count private grants and scholarships toward satisfying the free-college requirement. In reality, first-
dollar free-college policies would prohibit this approach, and the aid can only be used toward living expenses. Average private aid
for the target population for free college is relatively small (about $400 annually) and does not make a noticeable difference in our
key findings. Authors’ calculation based on US Department of Education, Institute of Education Sciences, National Center for
Education Statistics, “National Postsecondary Student Aid Study (NPSAS),” 2016, https://nces.ed.gov/surveys/npsas/.

19. This analysis does not count private, state, or institution student loans as financial aid and does not net them from a student’s
tuition.

20. We include any borrowing in the federal Parent PLUS loan program in the student’s total debt that can be reduced because of
free college. In other words, we treat the student’s and parent’s debt as a combined loan balance in our analysis. However, we exclude
any nonfederal loans from the analysis.

21. Sandy Baum and Michael McPherson, “Free College’ Does Not Eliminate Student Debt,” Urban Institute, August 22, 2019,
https://www.urban.org/urban-wire free-college-does-not-eliminate-student-debt. See also Rajashri Chakrabarti et al., who estimate
a tuition-debt elasticity of 30 percent. Rajashri Chakrabarti et al., “Tuition, Debt, and Human Capital,” Federal Reserve Bank of New
York, February 2020, https://www.newyorkfed.org/research/staff_reports/sroi2.

22. Other scenarios include students who use part of their Pell Grants on tuition and part on living expenses. Consider a student
with a $3,000 Pell Grant who uses $1,000 to pay tuition expenses and the remaining $2,000 for living expenses. She also borrows
$5,000 for living expenses. The free-college plan can reduce her borrowing by only $1,000 because that is the amount by which her
Pell Grant increases. Or consider a student whose financial aid from other sources already allows him to apply all of his Pell Grant
to his living expenses, but he still borrows $5,000 for the remainder of his living expenses. This student would thus receive no
additional aid or Pell Grant for living expenses under the free-college plans, and his borrowing would remain the same.

23. We also analyze two variations of the free-college plan. One would make only community colleges free, an idea Biden has
proposed in the past. Assuming this program does not change the proportion of undergraduate students enrolled in community
colleges, we estimate that a community-college-only free-college program would reduce new undergraduate borrowing by 4 percent
and new aggregate borrowing for the entire federal student loan program by just 2 percent. The other variation, proposed by
Sanders and endorsed by Vice President Biden, would provide additional grants that cover all living expenses for any student
receiving the maximum Pell Grant. Incorporating this policy into our analysis reduces new undergraduate borrowing by 33 percent
and aggregate federal student loan borrowing by 18 percent.
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