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Executive Summary

Introduction

The Canada Student Loans Program (CSLP) Evaluation conducted between September
1996 and August 1997 by Human Resources Devel opment Canada (HRDC), addressed a
widerangeof issuesrdaedto programrelevance, desgnand delivery, impactsand dternatives.
Thissummary providesthefindingsfromthisevaluation.

Overview of the CSLP

Created in 1964, the CSLPisaimed at assisting Canadianswith demonstrated financial need
toenrol, pursueand completetheir post-secondary education and training leading to adegree,
diplomacor certificatein programs of 12 weeksor moreinduration. Each year, it provides
$1.2billioninloansto over 315,000 studentsin post-secondary programsat universities,
community collegesand private collegesin Canadaand around theworld.

Theroleof thefederd governmentinthe CSLPisto develop policiesaround digibility criteria,
need assessment determination, and gpproach to financia ass stance, negotiatewith thelending
ingtitutionsand, coordinate the delivery of the program.

Thetwokey partnersinvolved intheddivery of the program arethe provincesand thelending
ingtitutions. Participating provincesdetermineindividual eligibility based onfederd criteria,
assess student financial needs based on federal criteria, award the aid by issuing aloan
certificate, and designateinstitutionswhich students may attend with CSLP assistance.

Student assistanceisbased on federal-provincial partnership. Québec andtheN.W.T. have
opted out of the CSL P and receive alternative paymentsto operatetheir own programs. The
CSLP provides 60% of assessed need for each full-time student up to aweekly loan limit of
$165. Participating provincesthen determine how, and to what extent, they will provide
financid assistance. Most provinces have moved away from provincia grantstoloanswith
some small grant componentsfor high-need students. It isimportant to notethat parentsare
expected to contributeto the costs of their children’ seducation until the student has been out
of high school four years or in the labour force two years or married or asingle parent.
Spouses are al so expected to contribute.

How it works

Thefedera |oan certificatesareissued by the provinceto the studentswho then bring themto
private sector lenderswhoissuetheloans. During full-time studies, borrowersreceiveafull
interest subsidy paid by thefedera government to thelender.

OnAugust 1, 1995, new financing arrangementsfor the CSL P cameinto effect through contracts
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with nine participating lenders. Under the new arrangements, lenders assume much greater
respons bility for servicing and collecting theloans. The contractsare based on the principle of
lender risk-sharing and will bein placefor aperiod of uptofiveyearswithlenderscollectively
makingloansof over $1 billion each year. The government will pay lendersa“risk premium?”.

After leaving studies, borrowersmust consolidatetheir |loans, assumeresponsbility for interet,
and begin, within six months, to make payments. |f borrowers experiencelow incomeor
unemployment, they may apply for upto 18 monthsof interest relief duringthefirst fiveyears
of repayment. Asof April 1997, Interest Relief isavailablefor up to 30 months.

Borrowerswith disabilitieswho experiencefinancia hardship in repayment may havetheir
debtsforgiven. The CSLP aso hasasmall, non-subsidized part-timeloans program which
dlowsgtudentsto pay only interest costsduring their sudies. Therearead so Specid Opportunity
Grants(SOG) for studentswith disabilities, high-need part-time students, and womenin certain
doctoral studies.

The Evaluation Process

Theeva uation examined thefollowing issues: theextent towhich thefinancia aid meetsstudent
needs, thetrendsin repayment and reasonsfor default, and theimpact of the CSL P on students
completion of sudiesinatimey and successful manner. Information profiling the program and
someinitial indicatorsof revised program impacts have been gathered. Theevauation aso
focused on linkages between the stated obyj ectivesand therevised program design and delivery.

Theevidence gathered during the eval uation of the CSL P originated from multiplelines of
evidence both quaitative and quantitative.

B TheliteratureReviewincduded nationd andinternationd researchand evaduationfindings
whichfocused onthekey evaluation issues.

B TheAdministrative Data Analysiswas used to profile the program and to conduct
econometric moddl ling relating to program impactsand defaullt.

B TheKey Informant I nterviewswere conducted with over 40 individuasrepresenting
HRDC, provincia governments, educationd ingtitutionsand lenders.

B A total of 29 FocusGroupswith student borrowersand non-borrowers, defaultersand
lending ingtitution representativeswere conducted.

B The Survey of Defaulter sincluded 422 students who had defaulted on their CSLP
loan.

B TheSurvey of Borrowersincluded 2036 student borrowerswho received aCanada
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student loanin 1995 for full-time studiesin thefirst year of apost-secondary education
program.

Key findings

Relevance of the CSLP and its Provisions

Theeva uation addressed i ssuesassociated with therol e of the CSL Pinfinancing post-secondary
education; therational efor the CSL P approach to student aid; therelevance of the program’s
goasrdated totimely and successful completion of studies; and, theappropriatenessof Specid
Opportunity Grants. A summary of thefindingsrelating to each of thesetopicsispresented as
follows

i)

Ovedll, ther elevanceof financial assistanceto post-secondary studentsremainshigh
ance

» CSLPandrelated assistancefrom provincial governmentsare heavily used by post-
secondary students. For example, in 1993-94 there were 173,894 CSLP borrowers
(40%) out of atotd full-time university enrolment of 436,564,

* assgancereceived from governmentscongtitutesalarge shareof thefinancia resources
of current CSLP borrowers. For student borrowersfromal threetypesof institutions,
student loansaccounted for, on average, morethan 50% of their totd financia ressources,

 alargemajority of current borrowers consider the support received asvital to their
ability to pursue post-secondary education. Overall, an estimated 78% of CSLP
borrowerswould not have enrolled if they had not received a Canada Student L oan;
and,

* post-secondary graduates experience above-average successin thelabour market.

Overdl, theloan financing appr oach with anin-school interest subsidy continuesto be
regarded as an appropriate approach for thefedera government. Nevertheless, thehigh
levelsof debt that will beincurred by future graduatesisaserious concern with respect to
thisapproach.

iii) Therationalefor assisting studentsin thetimely completion of their studiesin generd,

remains strong given that it allows them to enter the workforce (with their desired
qudifications) morequickly. However, some students perceivethat timely completionis
not appropriatefor them for anumber of valid reasons such as personal responsabilities
and the necessity for apart timejobsto fulfill financial needsand to gain work experience
tofacilitate school to work transition.
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iv) Theimportance of successful completion asatarget for the CSLPisstrongly supported
by labour market statisticsfor individual swith some post-secondary educationrelaiveto
those having completed their studies.

v) The Special Opportunity Grants(SOGS) areapoor fit withthe CSLPsincethethree
SOGS have policy objectives which are in themselves quite distinct from the policy
objectivesof the CSLP. Key informantswerein genera, unsympatheticwiththeseinitiatives
(especially thosefor women doctoral students), and their placewithinthe program.

Program Design and Delivery

Theeva uation examined, in the context of gppropriatenessand effectiveness, various aspects
of theprogram’ sdesign and delivery such asroleand responsbilities, trangtion period, timely
completion provisions, performance measurement, regul ations, informationto clients, interest
relief, needs assessment and part-time student loans.

i) Rolesand responsibilities, ingenera, arewell defined for partnersin the programand
appropriate given the positive experience of all partieswith respect to student loans.
Cooperation and harmonization among the partieshasimproved but there continuesto be
opportunitiesfor improvement. All parties see benefitsfrom harmonization of federal and
provincia programsand are disappointed with the progressthat has been achieved to this
point intime. Current gpproachesto datahandling and information sharing areasgnificant
barrier toimproved cooperation amongst CSL P partners.

i) Thetransition fromtheold program structureto the revised risk-sharing arrangement
program design was awkward and continues to provide problems. For example, the
regulationsfor the CSL P are complex and difficult to work with and having to work with
morethan one set of regulationsand procedures exacerbatesthesedifficulties.

iif) Whilethe program’ smonitoring systemsallow for reporting of general informationto
Parliament, per for mance measur es have not been developed for the program. The
program suffersfromalack of dataand, alimited facility for e ectronic datainterchange
among the program’ spartners.

iv) Overdl,the CSLPischaracterized by rigid regulationsrather than responsive processes.
Numerousexamplesof rigidity areto befound in the manner inwhich money isdisbursed
to students; the needs assessment process, thelack of transparency inthe appeal sprocess;
and, thelack of processesto ensurethat relevant informationisupdated asrequired.

V) Theexistingmechanismsto encouragetimely completion arelikely ineffectiveinthat the
required courseloads may not be sufficient to achievethe program’ sgodls.
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vi) Information providedto sudentsisnot well focussed. Thereistoo muchinformationfor
astudent population that isaready suffering from information overload and available
information doesnot adequately deal with student specific problems. Many students stated
that educationingtitutions(specificaly private schools) andlendersdo not provideadequate
financial counsalling and informing studentsof their responsibilities, obligationsand
repayment optionswith respect to CSLPloans.

Lenders are required, as part of their agreement with the CSLP, to provide personal
financia counselling to borrowers. However, the extent to which lendershad devel oped
and implemented acommunications strategy varied widely acrosslendinginstitutions.
Information pertaining to theavailability of interest relief isnot typically made availableto
thosewhorequireit.

vii) Interest Relief wasunderutilised under theold program. Only 35% of defaulterssurveyed
were aware of theavailability of Interest Relief. However, revisionsmadeto Interest
Relief, increased publicity, the new partnership with lendersand, increasing debt levelsare
all expectedtoincreasetheuseof Interest Relief.

viii)The Revised Needs Assessment methods are generally viewed as providing amore
accurate assessment of student needsthereby ensuring improved targeting of funds.

Neverthelesssome weaknesses continueto exist and some assumptionscontained inthe
methodology (e.g. parental contributions) create hardship for individualsfor whom those
assumptionsareinvaid.

iX) Part-timestudent loansareusedinavery limited way and aregeneraly viewed asan
adminigtrative nuisancewhichisnot responsiveto the needsof students. Accommodation
of needy part-time students within the standard CSLP system isgenerally viewed as
preferable.

Impacts of the CSLP

Thefour aspectsof program impacts addressed by the eval uation are: enrolment, timely and
successful completion of studies, repayment and defaults and student debt.

i) Overdl, thefindingsaround enr olment arethat:
» CSLPalowssomeindividuas, who would otherwise be unableto do so, to enrol in
post-secondary education;

 Thelack of sufficient financia resourcesremainsabarrier to enrolment in post-secondary

educationfor someindividuds. Aswel, sgnificant risk exists, under thecurrent program
termsand conditions, that the size of thisgroup may expand over time; and,
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ii)

» Thereformsto the Needs A ssessment appearsto haveimproved the extent towhich
theprogramtruly targetsindividuasin need.

Evidence suggeststhat the CSLP assistsintimely completion of at least theearly years
of post-secondary education. Themost important determinant of persistence washow
well studentswereintegrated into the social and academiclifeof their ingtitutions.

Borrowersfrom private collegeswere substantially morelikely to withdraw from school
withintheir first period of study than were public college students. Whilemost private
college students and many public college studentswere enrolled in one-year programs,
thosefew who enrolled intwo-year programswerelesslikely than university studentsto
continue on into the second year of the program.

Evidence suggeststhat the CSL P assist studentsto completetheir studies successfully
by limiting theamount of timethey must devoteto work whileat school.

For borrowersunder theold program, the cumulative amount borrowed had asignificant
but small impact on the probability of default. However, extrapol ation of theseresultsto
the higher loan amount which will beincurred under the new program may not bevalid.

Earningsarean extremey important predictor of default andjobvolatility isdsoaggnificant
but alessimportant predictor of default. Borrowersfrom colleges, especidly fromprivate
colleges, aremorelikely to default than university students. Evidencea so existsthat the
behaviour of financid ingtitutionssignificantly affectsstudent loan default rates.

Growing levels of student debt are amajor concern. The CSLP estimates that the
average debt load of abachelor’ s graduate who borrowsin each year will be closeto
$25,000 by 1999 as opposed to the $9,000 level for 1990 graduates.

Alternatives to student debt and default issues

The evaluation addressed two i ssues (designation of educational institutionsand income
contingent repayment) which havereceived much recent attentionin termsof their potentia as
desirablemodificationsto the current program’ sdesign.

i)

Current approaches for designation of educational institutions are not satisfactory.
Devel opment of processesfor de-designation of institutionscould be troublesome.
Within this context, measures of student loan default ratesfor ingtitutionsareapotentially
useful indicator for reviewing designation of institutions. However, there are also
disadvantages such asadminigtrative burden.

Canada Student Loans Program



ii) Thelncome Contingent Repayment experience of other countriesprovidesevidence

that it can beimplemented on alargescale.

Conclusions

Themain conclusion from the evaluation of Canada Student L oans Program (CSLP) isthat,
from an historical perspective, the CSLP hasbeen agood program that hasfostered access,
choi ce and perhaps encouraged persistence in compl etion of post-secondary education.

However, the program, ascurrently designed, does not appear to bewell equipped to perform
aswdl inthefuture, and evidence suggeststhat severa aspectsof the program require specia
atention:

Growing level of student debt isamajor concern expressed by all stakeholders. Itis
estimated that the average debt load of abachelor’ sgraduate will be closeto $25,000 by
1999 compare to $9,000 for 1990.

Interest Relief wasunderutilized mainly because of alack of adequateinformation. Only
35% of defaulterssurveyed wereaware of theavailability of Interest Relief;

Many studentsstated that educationa ingtitutions (Specifically private schools) and lenders
do not provide adequate financial counseling and adequate information about their
responsibilities, obligationsand repayment optionswith respect to CSLP,

Borrowersfrom colleges, especially from private colleges, are morelikely to default than
universty students. Evidencea so suggeststhat student |oan default ratesaresignificantly
higher for borrowersof somefinancid ingtitutionsthan of others;

The program suffersfrom serious management information problemswhich rangefroma
lack of performance indicators, alack of dataon some aspects of the program and a
limited facility for € ectronic datainterchangeamong program’ spartners,

The Special Opportunity Grants (SOGS) are apoor fit with the CSLP sincethey have
policy objectiveswhich arequitedistinct from the policy objectivesof the CSLP;

Whilethe CSLP hasmade some progresstowardsincreasing efficiency in delivering the
program through harmonization with other partners, much moreprogressisrequired. The
program must continueto seek further harmonization with the CSLP partnersin such
areas as designation of educational institutions; communications; needs assessment;
information sharing; and, onissuesrelated to debt burden.

Canada Student Loans Program
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Management Response

We agree that the Canada Student L oans program (CSLP) has historically been a good
program that has fostered access and choice. Further, we think that the Evaluation has
correctly identified they key challenges currently facing the Canada Student L oans Program.
Theseissues are under consideration as part of the reform of the CSLP.

The Evaluation will be shared with lenders, educational groups, and provinces in order
that issues which are also of concern to them may be addressed jointly by the federa
government and its partners.

The issue of debt is very important and, as part of the reform process, the CSLP is
currently examining a number of measures to assist students in avoiding, reducing, and
managing debt.

The take-up rates and design of the Special Opportunity Grants are being examined as
part of the reform process.

We agree that increased harmonization (in the areas of designation, communications,
needs assessment, information sharing, and issues related to debt) is desirable and we
are working with provinces towards this goal .

Concerns about the adequacy and targeting of information are being addressed as part of
thereform process. A communicationsexpert hasbeen hired by the Learning and Literacy
Directorate to develop and implement a communications strategy which will include a
significant awareness component.

A federal/provincial working group on designation of educational institutions has been
formed to devel op more consistent and appropriate policiesto deal with concernsaround
designation and accreditation.

Problems with management information are recognized and the following measures to
address them are underway:

B theprogramiscurrently working with lenderstowards greater use of Electronic File
Transfer;

B areconciliation process is being developed with the provinces for the exchange of
information;
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B in order to develop better performance indicators and allow for more research, a
review of theinformation needed by the program is underway to define the common
elements captured by the provinces; and

B anew, more flexible computer system will be in place for June, 1998.
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1.0 Introduction

1.1 CSLP Program Background

Created in 1964, The Canada Student Loans Program (CSLP) isacomplex program combining
national socid policy objectiveswith private sector participation. The CSLP assstsCanadians
with demongtrated financia need to pursue post-secondary education and training leading to
degrees, diplomas or certificatesin programs of 12 weeks or more. Each year, it provides
$1.2 hillioninloansto over 315,000 studentsin post-secondary programs at universities,
community collegesand private schoolsin Canadaand around theworld. Thenorma program
budget is approximately $500 - $600 million annually. (Higher budgetsin someyearsreflect
specific factors such as payment of claim backlogs.) The CSLP supplementsthe student’s
own resources from employment, academic awards and family contributions.

Student assistanceisbased on federa -provincial partnerships. In 9 provincesand the Yukon,
studentsreceivefedera and provincial assistance. Québec and the N.W.T. have opted out of
the CSLP and receive dternative paymentsto operate their own programs. Most provinces
have moved away from provincia grantsto loanswith somesmall grant componentsfor high-
need students. Québec continuesto offer significant grantsaong with provincid loans.

How the CSLP Works

Much of thefront-end of the CSLPisdelivered by provincia student assistance officesthat
aso administer provincia student aid. Participating provinces: determineindividud digibility
for Canada student loans based on federd criteria; assess students' financial needs based on
federa criteria; award the aid by issuing a Canada student |oan certificate; and, designate
ingtitutionswhich sudents may attend with CSLP ass stance. Parentsare expected to contribute
to the cogts of their children’ seducation until the student has been out of high school four years
or inthelabour forcetwo yearsor married or asingle parent. Spouses are al so expected to
contribute.

The CSLP provides 60% of assessed need for each éligiblefull-time student up to aweekly
loan limit of $165. Participating provincesthen determine how, and to what extent, they will
providefinancid ass ance. Studentstakethe Canadastudent | oan certificatesfromthe province
to private sector lenderswhichissuetheloans. During full-time studies, borrowersreceivea
full interest subsidy paid by the government to the lender. After leaving studies, borrowers
must consolidate their |oans, assume responsbility for interest, and begin to make payments
within six months. If borrowers experience low income, they may apply for interest relief
during thefirst five years of repayment. Inthe 1997 federal budget, it was announced that
interest relief would beavailablefor up to 30 months.

Borrowerswith disabilitieswho experiencefinancial hardship in repayment may havetheir

debtsforgiven. The CSLP aso hasasmall, non-subsidized part-timeloans program which
now allows studentsto pay only interest costsduring their studies. Therearedso threefederd
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grant programs. studentswith disabilities; high-need part-time students; and womenin certain
doctora studies.

Old Financing Arrangements

Prior to 1995, the CSLP provided financia assistance in the form of 100% government
guaranteesfor theloansmade by private sector lenders (including the mgor chartered banks
aswell as some caisses populairesand credit unions). Lendersfinanced and disbursed their
own loansto students and were expected to service and collect their loans but they had little
incentiveto do so. The government paid the lendersinterest whilethe student wasin studies
based on Government of Canada bond yields. Borrowers, consolidating their loans after
completing their studies, had up to 9.5 yearsto repay following a6 month graceperiod, at a
fixed rate of interest (al so based on Government bond yields) with fixed monthly payments.
(For loans negotiated prior to August 1, 1993, the interest subsidy continued for 6 months
after studies.)

Diligencerequirementsfor lenders submitting aclamwereminimal. Generaly, lenderswere
only required to send one registered letter to the borrower’ s last known address before
submitting aclaim and receiving full payment from the government. The government would
attempt to recover the defaulted student loansusing 3 principal collectiontools. Virtualy all
defaulted student loans are assigned to private collection agencies (PCA) for recovery
immediately following the payment of theclaim. In caseswhere private collection activity was
unsuccessful, theloanswere sent to the Department of Justicefor legal action. Since 1992/
1993, the Department has been setting-off income tax refunds of individualswho were not
making regular paymentsand defaulted on their student loans.

From 1964 until 1995, the magjority of borrowers, approximately 80%, repaid in full and on
time. Of theremainder, about 13% of al loanswould berepaid after some collection activity
necessitating government expenditures. The balance of about 7%, represented theprogram’s
historical lossratewhich resulted inannua claims payments of $150-200 million.

New Financing Arrangements

OnAugust 1, 1995, new financing arrangementsfor the CSLP cameinto effect under the new
Canada Student Financia Assistance Act through contractswith nine participating lenders.*
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Under the new arrangements, lenders assume much greater responsibility for servicing and
collecting theloans. The contractsare based on the principle of lender risk-sharing and will be
in placefor aperiod of up tofiveyearswith lenders collectively making loansof over $1 billion
eachyear. Inreturnfor taking the risk associated with loans not being repaid, the government
will pay lendersa*“risk premium” of 5% of the face value of loans at consolidation. The
government paysthelender prime-based interest while the studentsarein school and thereis
a“put back” option, whereby thelender may return up to 3% of their outstanding portfolio of
loansto the government each year. Theseloansare bought by the government for 5 centson
thedollar and the val ue of subsequent loan recoveriesare shared between the government and
thelender.

Participating lendersarerequired to: disburseloans promptly within aspecified period of time;
provide servicein both official languages; havetoll-freetelephone enquiry lines; givewritten
notice and annual statementsto borrowersin repayment; and, offer financia counsdling.

Under the new arrangements, asin the past, lendersdo not play arolein determining student
eligibility for aloan. All eligible students continue to have access to Canada student oans
without referenceto past credit history and with no feescharged on theloan while studentsare
infull-timestudies. In repayment, borrowers have the option of fixed (lender prime + 5%) or
floating (Ilender prime + 2.5%) interest rates and no maximum repayment period is specified.
Thisprovidesflexibility to schedule repayments over alonger period than was previously
available.

1.2 Scope of the Evaluation

The Evd uation hasbeen guided by ten evd uation issues addressing program relevance, program
impacts and program design and delivery. In summary terms, the primary objective of the
eva uation hasbeen to examinethefollowingissues:

A. Relevance

1. Whatistheroleof the CSLPin financing students education? How significant isthe
CSLPin helping post-secondary education (PSE) studentsfinancetheir education?
Does the in-school interest subsidy continue to be a reasonable approach to student
assistance?

2. Towhat extent dothe CSLPdigibility criteriaresult in students completing their sudiesin
atimely and successfull manner?

The participating lendersinclude: Royal Bank of Canada, Canadian Imperial Bank of Commerce, Bank
of Nova Scotia, National Bank of Canada, Credit Union Central, Members of L’ Alliance des caisses
populairesde |’ Ontario, Participating Members of LaFédération des caisses populaires acadiennes and
some credit unionsin Prince Edward I sland, Members of |a Fédération des caisses populairesdel’ Ontario
and Members of la Fédération des caisses populaires du Manitoba.
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3. Arethe Specia Opportunity Grantsfocussed on those groups most in need?
B. Program Design and Delivery

4. Doesthe new needs assessment methodol ogy provide an accurate measure of students
financia need?Doesit target assi stance on thosewho need it most?1 sthe needs assessment
being delivered in acons stent manner acrossthe provinces? How could the processand
program delivery beimproved?

5. Towhat extent doesthe amount of financial aid provided meet the needs of students?
Doesthe needs assessment process continue to be areasonable way of alocating scarce
funds?

6. Towhat extent hasthe program succeeded in devel oping successful partnershipswiththe
provinces, financia ingtitutionsand interest groups?

7. What monitoring mechanisms have been put in placeto collect information on students
and loans? Have the performance criteriabeen defined? 1 s sufficient basdineinformation
on the students being gathered? | sadditional data gathering necessary to monitor and
assessthe effectiveness of the revised program?

8. Towhat extent hasthere been amodification in the student |oan repayment and default
ratesin recent years and since the new program structure hasbeenin place?

C. Program Success

9. What arethe short, medium and long term impacts of thefinancia ass stance on students?
What are the impacts of the financial assistance for students on their participation in
employment training programsand unemployment insurance? Hasthe CSLPachieved its
objective of promoting accessto PSE by needy individuals?

10. What lessons can we learn from the evaluation of CSLPfor the design of other training

and education programs?What can welearn from student financia assstance programsin
other countries?

1.3 Methodology

Thereport to follow presentsasummary of significant findings obtained from multiplelines of
evidence. While asummary of each methodology is presented below, each isdescribed in
detail inthetechnica reports on theresults of implementing each of the methodol ogies.

Literature Review. Based on the specificationsin theterms of referenceand areview of the
evaluation issues, Sx main themeswere addressed by theliteraturereview.
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Administrative Data Analysis. Aswith other eva uations, administrative datawere used to
profilethe program. Thiseva uation asoincludesthe extensive use of administrative datato
conduct econometric modelling reating to program impactsand default. Findly, adminidrative
datawere used as sourcesfor other methodol ogies, particularly the survey of borrowers.

Key Informant I nterviews. I nterviewswere conducted with over 40 individua srepresenting
HRDC, provincia governments, educationd ingtitutionsand lenders.

FocusGroups. Theevauationincluded 29 focusgroupswith students, defaultersand lending
ingtitutions. Focus groups with students differentiated between borrowers and non-borrowers.

Survey of Defaulters. The evauationincluded asurvey of 422 studentswho had defaulted
ontheir CSLPIloan. Thisnationa survey was based upon arandom sampleof defaulters.

Survey of Borrowers. The evaluation included asurvey of 2,036 student borrowers. The
survey was based on individualswho recelived a Canada student loan in 1995 for full-time
studiesinthefirst year of apost-secondary education program. Studentswho had borrowed
inany of the preceding threeyearsand individudsin thefirst year of university graduate degree
programswereindigiblefor the survey. Analysisof survey dataprovided information relating
to evduationindicatorsidentified inthetermsof reference. Aswell, survey datawere used to
implement model s measuring theimpact of the program on student persistence.

1.4 Organization of the Report

Theremainder of thisreport isorganized asfollows:

Section 2.0 presentsthe program Profile;

Section 3.0 providesevauation findingsrelating to program relevance;

Section 4.0 provides evduation findingsre ating to program design and dlivery;
Section 5.0 provides eva uation findingsrel ating to program impacts; and,
Section 6.0 providesevauation findingsrelating to alternativesto the program’s
design.
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2.0 Profile of the Canada Stu-
dent Loans Program

Thissection providesaprofile of the CSLP based on program administrative data. Theprofile
addresses:

programborrowing;

loan consolidations;

useof interestrelief; and,
experiencewith program defauilt.

Notethat the datarel ate only to CSL P and do not incorporate datarel ating to paralel provincid
programs.

2.1 Program Borrowing

Loanstotalling an estimated $1.36 billion were awarded in 1995/96 under the auspices of the
CSLPto an estimated 338,867 full-time post-secondary students. Thisrepresentsagrowth of
57.6% since 1989/90 in terms of number of borrowersand 127.4% in total amount disbursed.

CSLP Borrowing Activity 1989/90 - 1995/1996 *

Loan Year Number Average Amount Disbursed Total Amount Borrowed

1989/90 215,034 $2,787 $599,224,000
1990/91 223,505 $2,863 $639,859,000
1991/92 249,504 $2,998 $747,906,000
1992/93 281,312 $3,010 $846,641,000
1993/94 305,600 $3,337 $1,019,815,000
1994/95 318,863 $3,934 $1,254,291,000
1995/96 * 338,867 $4,021 $1,362,710,000

Average amount disbursed increased from $2,787 in 1989/90 to $4,021 in 1995/96, agrowth
of 44.3%. Thisisprimarily attributableto theincrease of $597 in average amount disbursedin
1994/95. Changesto theloan limitsin 1994/95 are the likely explanation for that increase.
Changesto the needs assessment algorithmin 1995/96 a so resulted in substantial changesin
the size of theloan awarded to some groups of students. Overall, however, average amount
disbursed increased only dightly (by $87) inthat year.

2 Source: Main Estimates, Government of Canada: Part |11 Expenditure Plan - Human Resources
Development Canada, 1997-98 and 1993-94
3 Preliminary estimates
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2.1.1 Provinces

Nine provinces (all except Québec) and the Yukon participate in the CSLP. Number and
percentage of borrowersfrom each of the 10 jurisdictionswas asfollowsfor 1989/90 and
1995/96:

Provincial Participation in CSLP 1989/90 and 1995/96 *

Province 1995/96° 1989/90

# CSLP % CSLP # CSLP % CSLP

participants  participants  participants participants

Ontario 187,681 55.4% 87,999 40.9%
B.C. 45,538 13.4% 26,379 12.3%
Alberta 38,920 11.5% 36,637 17.0%
Nova Scotia 15,227 4.5% 13,361 6.2%
Newfoundland 15,862 4.7% 10,588 4.9%
Saskatchewan 14,550 4.3% 14,961 7.0%
New Brunswick 10,186 3.0% 11,707 5.4%
Manitoba 9,581 2.8% 10,752 5.0%
Prince Edward Island 1,023 0.3% 2,484 1.2%
Yukon 298 0.1% 166 0.1%
Canada 338,866 100.0% 215,034 100.0%

As can be seen, Ontario accounted for nearly al of theincreasein student borrowersduring
that time period. In severa other jurisdictions, the number of borrowersdecreased whilein
othersitincreased only dightly. British Columbiaand Newfoundland arethe only other provinces
to show asizeableincreasein CSLP borrowers.

Changesto amountsborrowed snce 1992/93 vary dramatically acrossthevariousjurisdictions
(seeTableA.lin Appendix A):

in 1993/94 average amount borrowed increased by more than $500 in Ontario and
Manitobabut changed only dightly elsewhere. In that year, average amount borrowed
moved, in both provinces, from well below the national averageto virtually equal tothe
nationd average;

1994/95 - theyear inwhichloan limitswereincreased - saw very sizeableincreases(more
than $1,000) in Newfoundland and British Columbiaand Saskatchewan. In Nova Scotia,
Ontario and Saskatchewan, amount borrowed increased by $500 - $600 on average.
Other provinces saw small increases ($300 or less) except New Brunswick where average
loan size decreased by $287;

“Source; ibid
SPreliminary estimates
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B 1995/96 - theyear in which the new needs assessment processwasintroduced (exceptin
Ontario) saw virtualy no changein the averageloan Szein most provinces. Theexceptions
werethe Yukon with an increase of nearly $2,000; Newfoundland with an increase of
over $600 and Nova Scotiawith adecrease of nearly $400.

2.1.2 Age, Gender and Institution Type

Since 1989/90, CSLP borrowers have become somewhat older on average. In 1989/90,
73% of borrowerswereunder 25 (see Table A.2in Appendix A for al datareferencedinthis
subsection). By 1995/96, thishad fallen dightly to 69%.

Thelarger number of older sudentsislikely dueto larger numbersof college sudentsusing the
program. In 1989/90, university studentswere 57% of all borrowers. By 1995/96, thiswas
reduced to 50%. Use of the program by studentsat privateingtitutionshas grown substantialy.
In 1989/90, 21,588 studentsfrom privateinstitutions borrowed under the program (10% of
all borrowers).

By 1995/96, this number had more than doubled to 49,163 (15% of all borrowers). Thesplit
between male and femal e borrowers has not changed. Mal es accounted for about 45% of
CSLP borrowing in 1995/96 compared to 44% in 1989/90.

2.1.3 Financial Institution

Prior to the program changes, all of the major chartered bankswereinvolvedinthe program
aswell asanumber of smaller institutions. After these changes, three chartered banksand
some credit unionswithdrew from the program.

Number of Borrowers by Financial Institution Before and After Program
Changes ¢

Changein

Lender 1993/94 1995/96 market share

# Market # Market

Share Share

Royal Bank 98,484 29.6% 122,987 38.3% 29.2%
CIBC 77,911 23.4% 126,749 39.5% 68.4%
Bank of Montreal 48,011 14.4% 4 0.0% -100.0%
Bank of Nova Scotia 45,197 13.6% 58,225 18.1% 33.3%
Toronto Dominion 42,279 12.7% 25 0.0% -99.9%
National 2,939 0.9% 2,960 0.9% 4.2%
Hong Kong 773 0.2% 0 0.0% -100.0%
Other banks 1,660 0.5% 1,332 0.4% -17.0%
Credit Unions 11,108 3.3% 5,063 1.6% -52.8%
Caisses populaires 4,010 1.2% 3,818 1.2% -1.5%
All institutions 332,372 100.0% 321,163 100.0% 0.0%

6 Source: CSLP Administrative Data
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Subsequent to the program changes, CIBC hasincreased its market shareto agreater extent
than the other partnersand in 1995/96 wasthe most active lender.

2.2 Loan Consolidations

Within ax monthsof individua sleaving apost-secondary indtitution, their loansare consolidated.

In 1995/96, thetota va ue of |oans consolidated was $1.3 billion - double the valuein 1989/
90. Theincrease was dueto increasesin both the numbers of loans consolidated (51.5%) and
theaverageloan size (32.3%).

Loan Consolidations 1989/90 - 1995/96 *

Loan Year Number Average Consolidation Total Consolidation
1989/90 109,870 $5,848 $642,520,000
1990/91 110,498 $6,053 $668,830,000
1991/92 114,292 $6,051 $691,590,000
1992/93 125,730 $6,243 $784,950,000
1993/94 132,337 $6,440 $852,240,000
1994/95 151,050 $6,923 $1,045,700,000
1995/96 166,437 $7,739 $1,288,100,000

2.3 Interest Relief

Theprogramindudesprovisonswhereby borrowerswho are having difficulty meeting payments
may apply for Interest Relief. When granted, Interest Relief isprovided for athree month
period. Individuals can reapply for extension of thisbenefit up to 36 months. Prior to the 1997
Federa Budget, Interest Relief wasavailablefor amaximum of 18 months.

Useof thelnterest Relief provisonshasgrown somewhat more over theyearsthan use of the
program. According to Main Estimates data, 22,998 individual swere accepted into I nterest
Relief in 1989/90. Thisincreased to 47,724 by 1995/96, a doubling of participants. This
comparesto agrowth inloans consolidated of just over 50% during the sametime period.

Prior tothe new provisionsannounced in the 1997 federa budget, Interest Relief wasavailable
for amaximum of 18 months. Most recipientsof Interest Relief havereceived it for sx months
orless

7 Source: CSLP Administrative Data
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Duration of Receipt of Interest Relief °

Up to 3 months 45,295 28.1%
Up to 6 months 41,750 25.9%
Up to 9 months 24,727 15.4%
Up to 12 months 16,398 10.2%
Up to 15 months 10,408 6.5%

Up to 18 months 22,483 14.0%
Total 161,061 100.0%

2.4 Default

Prior to program changes, all loanswere guaranteed by the program. After exercising due
diligence, asdefined in program termsand conditions, lenderswere ableto submit clamsfor
non-performing loans. Experience over the yearshasindicated that most claims (about 90%)
occur within three years of the consolidation. The program has adopted the convention of
calculating default ratesbased on thefirst three years after consolidation. Thedefault ratefor
agiven year isdefined astheratio of loan principa clamsredating to that year to the aggregate
amount of al loan consolidationsoccurring inthat year.

Cdculation of default ratesfor agivenyear thusinvolvesadday of threeyearsplusan additiond
delay toensurethat all claim transactions have been recelved and processed.

Default Rates by Type of Institution 1987/88 - 1992/93 °

Loan Year University Public Colleae Private Colleae All
Institutions
1987/88 9.2% 24.3% 34.7% 14.6%
1988/89 8.9% 24.8% 35.8% 14.3%
1989/90 9.1% 26.2% 37.4% 14.7%
1990/91 9.6% 27.2% 38.5% 14.9%
1991/92 9.8% 27.9% 41.1% 15.6%
1992/93 9.6% 27.4% 39.1% 15.5%

Overdl, default rates haveincreased dightly over time. Thesizeof theincreaseisgreatest for
private college borrowersfor whom default rateswere dready higher than other borrowers.

8Source: CSLP Administrative Data
9Source: CSLP Administrative Data

Canada Student Loans Program



12 Canada Student Loans Program



3.0 Relevance of the CSLP and
Its Provisions

One of the key aspects examined by the evaluation isthe relevance of the CSLP objectives
and the congstency of the program’ sactivitieswith these objectives and their intended impacts.
More specificaly, thefollowing issues are addressed in this section:

B theimportanceof, and need for, the CSLPin financing post-secondary education;

B whether there continuesto bearationa efor the CSL P approach to student
assistance;

B therdevance and effectiveness®® of criteriardating to timely and successful completion;
and,

B whether the Special Opportunity Grantsarefocused on groups most in need.

Aswell, complementary information pertaining to theseissuesis presented in Chapters4 (in
terms of whether desired impacts and effects are being achieved) and Chapter 5 (in terms of
the appropriatenessand effectiveness of current design and delivery).

3.1 Role of the CSLP in Financing Post-Secondary
Education

Overall, the relevance of government financial assistance to post-secondary students
remains high since:

B the CSLP and related assistance from provincial governments are heavily used by
post-secondary students;

B assistance received from governments constitutes a large share of the financial
resources of current CSLP borrowers;

B alarge majority of current borrowers consider the support received as vital to their
ability to pursue post-secondary education; and,

B post-secondary graduates experience above-average success in the labour market.

10 Fffectiveness is addressed in Chapters 4 and 5
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Each of the above points are supported below.

The CSLP and related assistance from provincial gover nments are heavily used by post-
secondary students.

Datafrom Statistics Canadaand CSL P adminigtrative dataindicatethat alarge share of students
infull-timeattendance at universitiesavail themsd ves of the Canada Student L oan Program®.
For example, in 1993-94 therewere 173,894 CSL P borrowers (40%) out of atotal full-time
university enrolment of 436, 564.

Assistance fromgovernment constitutes a large share of the financial resources of current
CSLP borrowers.

For student borrowersfrom all threetypes of ingtitutions, student loans? accounted for, on
average, morethan 50% of their total financial resources:

Revenue Source Public College  Private College  University
TOTAL REVENUE - All Sources $9,182 $14,131 $9,161

% from student loans 56.3% 58.1% 58.7%
% from all other sources 43.7% 41.9% 41.3%

Source: Survey of Borrowers

A large majority of current borrowers consider the support received as vital to their
ability to pursue post-secondary education.

Respondentsto the Survey of 1995 Borrowerswere emphatic that availability of a student
loan wasacritical factor intheir decisonto enrol in apost-secondary ingtitution. Overal, an
estimated 78% of CSLP borrowerswould not have enrolled if they had not recelved a Canada
Student Loan. Attendance at a private college appears to be especialy dependent on the
availability of astudent loan with 87% indicating that they would not have enrolled if they had
not received a Canada Student L oan (as compared to 78% of public college studentsand
69% of university students).

Post-secondary graduates experience above-average success in the labour market.

Datafrom Statistics Canadaindicates that both women and men benefit from post-secondary
educationintermsof lower unemployment ratesand higher earnings:

1 Data on total enrollment for community and private collegesis not available
2 Thisincludes loans from provincia governments. Typically, CSLP provides 60% of the student loan
although variations exist among the provinces
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Unemployment by Educational Attainment, 1995, Women and Men

Educational Attainment Women Men

Less than Grade 9 14.8% 15.1%
Some secondary 15.0% 15.4%
High school graduate 9.4% 9.6%
Some post-secondary 9.6% 10.6%
Post-secondary certificate or diploma 7.6% 8.1%
University degree 5.4% 4.6%
Total 9.2% 9.8%

Source: Statistics Canada, Catalogue No. 71-220-XPB, February, 1996

Average Annual Earnings, by Educational attainment, 1995,
Women and Men

Educational Attainment Women Men

Less than Grade 9 $14,037 $22,631
Some secondary $11,723 $21,928
High school graduate $18,887 $28,544
Some post-secondary $15,047 $23,656
Post-secondary certificate or diploma $21,514 $33,148
University degree $32,489 $47,610

Source: Statistics Canada, Catalogue No. 13-217-XPB, January, 1997

3.2 Rationale for the CSLP Approach

Overall, the loan financing approach with an in-school interest subsidy continues to be
regarded as a viable approach for the federal government. Nevertheless, the high levels
of debt that will be incurred by future graduates are a serious concern with respect to
thisapproach.

Thekey informantsinterviewed weresupportive of the continuing use of lcansprimarily because
of theincreased leverage provided. The approach was also recognized asreasonablein the
context of scarcefinancia resourcesavailableto al levelsof government.

Key informantsalso felt that it wasimportant that the federa government remaininvolvedin
promoting access and mobility for post-secondary education. The CSLP allowsthefedera
government, within itsjurisdiction, to support both of these goals. Nevertheless, growing
concerns about future debt level s of today’s borrowers are common. Consequently, recent
decisonsto extend the eligibility period for Interest Relief and better promote this aspect of
the program werewel | regarded by key informants. Theimprovementsto Interest Relief are
generally regarded by our informants asapotentidly effectivetool against therisk of higher
default rates associated with higher levelsof debt.
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However asecond potentid consegquence of higher debt isthat individudsmay find it necessary
to delay major eventsin their life. Key informants suggested other possible refinementsto
current approacheswhich they felt might need to be considered to address this aspect of debt
burden:

B replacement of loan limitswith debt limits';

B partia loan remission (based on success and/or need);

B accessof borrowersto financia counselling; and,

B income contingent repayment (see Section 6.2).

However, whilethere was astrong consensus on the seriousness of increasing debt burdens,
No consensus existed asto appropriate remedies. Moreover, past research described inthe
literaturereview providesevidencethat other (moreexpensive) approaches(e.g. grants, tuition
reductions) are more effective at encouraging post-secondary enrolment than loansbut fal to
provide evidence on the rel ative cost-effectiveness of the various approaches.

3.3 Timely and Successful Completion

3.3.1 Timely Completion

Oneof the original goals of the CSLP wasto assist studentsto completetheir studiesina
timely and successful fashion. The program was designed to do thisby providing alow cost
and universdly available avenueto financing for studentsin need.

The 1995 program redes gn sought to go beyond ass sting studentsto pursuetimely completion
to encouraging timely completion. Theform of thisencouragement isthat individua swould
losetheir program eligibility if they required more than one year beyond the normal time
requirement for the program they enrol in. For example, individualsin afour year degree
programwould only bedigiblefor fiveyears of assstance to completethat program.

Therationale for assisting studentsin the timely completion of their studiesin general,
remains strong. However, the rationale is not appropriate for every case.

Ass gting studentswho might otherwise requirelonger amountsof timeto completether sudies
offersbenefitsto students. Primarily it alowsthemto enter theworkforce (withtheir desired
qualifications) more quickly. It is aso generaly believed that it reduces the risk of non-
completion.

Timely completion isalso important since one of the major costs of the programisthein-
school interest subsidy. Thelonger students are engaged in full-time study, the longer the
government must pay theinterest on the students’ loans.

18 With a debt limit system, applicants financia assistance would be based on assessed need without
regard to annual loan limits. Individuals who exceeded the debt limits would continue to be eligible for
financial assistance but financial aid beyond the debt limit would be forgiven.
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However, asdescribed to usin thefocusgroups, some students perceivethat timely completion
isnot appropriatefor them. Thereare anumber of reasons:

B studentswith children or with other significant responsibilities may benefit from reduced
courseloadsfor at least some part of their post-secondary education. However, evenwith
thesereduced course loadsthey may il requirefinancia assistance;

B dudentsareincreasngly awarethat while potentia employersdemand minima educationd
achievement, they also highly valueworking experience. These students, aswell asmany
expertsin school to work transition, expect that their eventual transition to the labour
market will beeadier if they have someworking experience; and,

B unlessloanlimitsareincreased, increasing numbers of students may haveto teketime off
from school or attend part timein order tofill the gap between theloan limitsand their
assessed need.

3.3.2 Successful Completion

The importance of successful completion as a target for the CSLP is strongly supported
by labour market statistics for individuals with some post-secondary education.

Thetwo tablesin Section 3.1 support thisfinding. Unemployment among individual swhose
highest degree of educational attainment is‘ some post-secondary’ isvirtualy identical to
individual swho have completed high school. Moreover, average annud earningsof individuas
with apost-secondary certificate or diplomaissubstantialy higher than thosewithincomplete
post-secondary education.

3.4 Special Opportunity Grants

Theprogramindudes Specid Opportunity Grants(SOGS) for qudifying sudentswith permanent
disabilities (up to $3,000 per year) and women in certain doctoral programs (up to $3,000
annually for amaximum of three years), and high-need part-time students (up to $1,200 per
yesr).

Special Opportunity Grants are a poor fit with the Canada Student Loan Program.

Thethree SOGS have policy objectiveswhich arein themse vesquite distinct from the policy
objectives of the CSLP.

Key informants stated that there appearsto be no accountability on the part of the CSLPfor
thiscomponent (SOGS), and the component isleft to the provincesto administer. Reporting
requirementsfor thiscomponent have not been established with the provincesandlittleinthe
way of information isexchanged. At thetime of our interviews, informants stated that there
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waslittlein theway of amarketing or communications strategy that isfocused upon the target
groupsfor thiscomponent. The program was announced and there was not sufficient follow-

up.

Overdl, provincid representatives condder that SOGS are under-utilized and would prefer to
See resources put towards debt reduction for the general population of CSLP borrowers.
National Advisory Group on Student Financid Assistance* (NAGSFA) representativesalso
questioned the priority of theseinitiatives.

Whileour informantsgenerdly consdered SOGSalow priority areg, thisisanaturd perspective
for individua swhose primary responsbility isto ensurethat resourcesare delivered tothosein
greatest need while maintaining adequate control of public funds. Sincethisisnot the policy
objective of the SOGS (especidly those for women doctora students), our informantswere
unsympatheticwiththeseinitiatives.

“NAGSFA was established in 1987 to provide a means for the government to hear the views of student
associations, educational organizations and associations of financial institutions on the policies and
practices of federal financial assistance to post-secondary students.
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4.0 Program Design and Delivery

Theevauation examined, in the context of gppropriateness and effectiveness, various aspects
of the CSLP sdesign and delivery. Specific areas addressed include:

roles and responsibilities. The evaluation examines the extent to which roles and
respong bilitiesare defined, the extent of overlap and duplication and, the extent towhichthere
isinformation sharing;

interest relief. The primary focusin thissection isthe extent to which borrowersare aware
of theavailability of interest relief and the resulting impact on the utilization of thisprogram
feature;

communication with students. The evaluation examined the extent to which satisfactory
communication wastaking place with students by the partnersinthe CSLP,

needs assessment methodol ogy. The eval uation examined the extent to which therevised
needs assessment methodol ogy targetsthose most in need of financial assistance;

performance measurement and information systems. This section examinesthe extent to
which satisfactory performance measuresexist for the CSLP and therole of the program’s
information systemsin supporting the devel opment of meaningful performance measures;

responsiveness to students. The evaluation examined the extent to which the program’s
design and delivery systemswereresponsiveto the actua beneficiariesof these systems- the
students; and,

other issues. Issues addressed in this section includes the effectiveness of timely completion
provisionsof the program; problems associated with trangition to current program provisions,
and, issues associated with part-time student loans.

4.1 Roles and Responsibilities

Roles and responsibilities, in general, are well defined for partnersin the Programand
appropriate given the positive experience of all parties with respect to student loans.
Cooperation and har monization among the parties has improved but there continuesto
be opportunity for improvement.

Ingenerd terms, most of the key informants stated that the rolesand responsibilitieswerewell

defined for the CSLP. However, some program staff felt that if theroleswere better defined,
information exchangewould flow much better.
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At present thereislimited communication between the banks and provincia governments.
Thereisaso much duplicationin that the sameinformationis captured many times. According
to program staff, additional resourceswill be required to improve information sharing but
allocation of such resourceswill need to be accompanied by ahigh degree of cooperation
among thevarious partners. Sinceal parties see the benefits, this cooperation would appear
to beachievable.

Harmonization

All parties see benefits from harmonization and are disappointed with the progress that
has been achieved to this point in time.

Program staff stated that interms of duplication, thereare 2 10ans, 2 setsof certificatesand 2
contractswith lendersand thereispotentid to eiminate duplication by creeting oneloan product.
Thishasbeentried but it was not possible to come up with asol ution (Ioan product) that would
satisfy al provinces.

From the point of view of provincia representatives, duplication occursinthe: production of
separate | oan certificates (should be only oneloan certificate and whether the province or
federal government pays should betreated separately); production of information products,
brochures, posters, etc. (not adaptableto individual provinces); and, thereisduplicationon
interest relief. The separate documentsare confusing for studentsand should be harmonizedin
ther view.

Several NAGSFA members expressed disappointment with the progress towards
harmonization. CSLPisseen asavery complicated program and they have obtai ned feedback
to the effect that Sudentsarefrustrated by the volume of documentation and the complexity of
the system.

Representatives of financial ingtitutions noted that there hasbeen amajor improvement since
August 1995, inthe rd ationship between lendersand the CSLP. However, the program remains
too complex, intheir view, and thetwo level s of government need to smplify the program. As
well, thereisalack of communication between the education institutions and the lending
indtitutions. Thelending inditutionsneed to hear, first hand, what problemsare being experienced
by the education ingtitutions.

Information Sharing

Current approaches to data handling and information sharing are a significant barrier
to improved cooperation.

Whilein genera termsthe program workswell according to program staff, the datasystems

(see Section 4.5) could be more efficient. Changes to the program have come about very
quickly and funding for the accompanying and necessary systems changes hasbeen scarce.
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Aswdl, systemsresources have been under further pressure astechnological advancements
have opened up new, appealing optionsfor dataexchange among the partners. Thiscreatesa
redl challengeand limitsthe ability to build better interfaceswith other stakeholders. All parties
identified the potentid for informeation sharing and Electronic Datal nterchange (EDI). However,
current program approachesto handling administrative dataand alack of resourcesto develop
new systems are a mgjor barrier as noted by program officias, provincia officials and
representativesof financid ingtitutions.

Representatives of financid ingtitutions noted that, at present, the program (and the Provinces)
havedifferent viewsfrom lendersasto what is appropriate technology and the requirement to
keep origina documents.

4.2 Interest Relief

Interest Relief was under utilized under the old program.
Thegoasof theInterest Relief program are:

B toassistindividuaswho experience temporary difficulty in making the school to work
trangition or who, for other reasons, experience short term repayment difficulties; and,

B toreducetheincidenceof student loan default.

From the defaulter’ sfocus groups (virtually al of whose participants borrowed under the old
program), several respondents experienced problemsrelated to Interest Relief. Lessthan
50% of participantswere even awarethat thisexisted. Several respondentsindicated that
they applied for Interest Relief and then never heard whether or not it was accepted. Also,
severd respondentsindicated that they were never informed of any changesin the status of
their loan with regard to Interest Relief (i.e., did not receive anotification of expiry fromthe
bank). In other cases, studentsre-applied for asecond term and never heard back from the
bank or the program. The above studentsassumed everythingwasfine until theday they were
contacted by acollection agency and wereinformed that they had defaulted on their [oan. By
then it wastoo lateto reversetheir default status. In the survey of defaulters, only 35% of
defaulterswereaware of theavailability of Interest Relief.

Aswell, many of our informants expressed the point of view that lenderswere negligentin
informing borrowersabout I nterest Relief under the old program.

Revisonsmadeto Interest Relief; increased publicity; the new partnership with lenders;
and, increasing debt levels are all expected to increase the use of Interest Relief.

New provisonsfor Interest Rdlief cameinto effect in 1997 and have received ahigh degree of
publicity sincethey were packaged with other initiatives directed at post-secondary students.
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Thenew relationship with lendersisgeneraly viewed asreversng theincentive structurefrom
onewherelenderslost (or, were, at least, inconvenienced) if their clientsavailed themsdaves of
these provisonsto onewherelendersarelikely to benefit. Finadly, increasing debt levelsare
likely to increase the potential market for these provisions as more and more borrowers
experiencerepayment difficulties.

A possibleunintended effect, asoutlined intheliteraturereview, isthat if the programisaccessed
unnecessarily, specificaly if individualsdelay paying their student loans, thoseindividuaswill
bear the negative consequences of having ahigh debt load carried over alonger period of
time. These consequences could include delay of lifestyle purchases (e.g. housing and
trangportation) or having cumulative debt | oadsthat are difficult to manageintheevent additiona
borrowing isundertaken.

Itistoo early to determine whether the changesintroduced will alow thiscomponent of the
program to better achieveitsgoals.

4.3 Communication with Students

Thefindingsfor thissub-section have been grouped by their primary relationship to educationd
indtitutions, lending ingtitutionsor the CSLP administration.

Educational Institutions

Many students stated that education institutionsin general and specifically private schools
could do a better job of providing financial counselling and informing students of their
responsibilities and obligations with respect to CSLP loans.

According to NAGSFA thereisaneed to providefinancia counsdalling to students. No oneis
assuming thisrespongbility at present. Financid ad officesin theacademicinditutionsarewdl
placed to do this, but they lack the required resources. Lenders contend this should be a
federal responsibility yet according to the program’ s contract with lenders, thisisclearly a
responsbility of thelenders.

Information pertaining to borrowers' responsbilities, repayment procedures and, existence of
interest relief waslacking according to asignificant proportion of those participating in the
defaulters’ focusgroups. The existence and availability of thisinformation appearsto bea
more serious problem for students of privateinstitutions. Several participants|earned of the
requirement to consolidate their [oan, the need to send a Schedule 2 to their lender, or the
availability of Interest Relief during the focus group session. Thelevel of knowledge and
awareness of information regarding such el ementsof the program are very incons stent across
the population of borrowers.

Severd students (from the defaulters focus groups) enroled in aprivate school felt that they
arenot well informed by their school on matters pertaining to repayment. Asanillustration,
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studentsfrom privateingtitutions requesting moreinformation from their sudent financid aid
officewith regard to re-payment terms have been told “ don’ t worry about that now, you will
pay it later once you complete your courseand get ajob”.

According to respondentsfrom the defaulters’ focus groups, academicingtitutions should be
made responsiblefor providing students with adequate information on their respongbilities
with regard to repayment, preferably near thetime of completion of studiesor upon astudent
discontinuing aprogram.

Themagjority of studentswho participated in the borrowers focusgroups, consider that they
had limited information about the program at the timethey gpplied for aCanada Student L oan.
Intermsof gapsininformation, studentsidentified the need to have moreinformation on the
treatment of student incomeand itsimpact onthe CSLPIloani.e., how muchwerethey dlowed
to earn; moreinformation on the changes madeto the programin 1994 and 1995; and, more
information on student financid ass stance availablefrom the provinces.

According to respondentsfrom the borrowers focusgroups, educational ingtitutionsplay an
important rolein providing “front-end” information relating to the application for aCanada
Student Loan. At present, borrowersrely heavily on information provided by other students.

When borrowers(survey of borrowers) were asked how satisfied they werewith theinformation
and services obtained from the student aid offices, 70% responded that they were very to
mostly satisfied.

Aswedll, CSLPloan defaulters (survey of defaulters) were asked their degree of satisfaction
with theinformation and servicesthey received at the student aid officewhen they applied for
and were awarded a Canada Student L oan. Nationally, 71% of respondentswere either very
satisfied or mostly satisfied. More public college studentsfelt thisway (76%) than university
(66%) or private college (64%) students.

Regiondly, Atlantic studentswerefar more satisfied (84% were satisfied or very satisfied),
than their counterpartsin Ontario (73%), British Columbia (64%) or the Prairies (59%). Of
the 15% who were mostly or completely dissatisfied, themost frequently cited reasonfor this
dissatisfaction ssemmed from alack of communication or apoor explanation of details (64%
of dissatisfied respondents).

Lending Institutions

The extent to which lender s had devel oped and implemented a communications strategy
varied widely across lending institutions. Information pertaining to the availability of
interest relief isnot typically made available to those who requireit. Sudents al so stated
that lending institutions should provide better information pertaining to CSLP repayment
options and personal financial management.
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From the interviews with lenders, one respondent stated that they do not have a specific
information strategy astheir lending ingtitute was very closeto itsclientsand information was
not aproblem. Another respondent also stated that they did not have astrategy becausethey
had placed dl of their emphasisto thispoint intime, in developing the administrative systems
required to support the program.

Onelender stated that studentsreceive an annud statement detailing the amount of outstanding
loansfrom their lending ingtitution. Then, prior to their scheduled school end date, students
receive up to 3 noticesinforming them of theamount owed and, expected payments. Students
arealso given a1-800 number for any questionsthey may have and, aretold that they can go
to any branch for inquiriesof agenerd nature. If thelender till hasnot heard from the student,
they arethen sent anoticethat payment isrequired.

Another lender indicated that their ingtitution regularly uses CSL P materid aswell asmateria
produced by the provinceto communicate with studentsand train their personnel. They have
automated correspondenceto students (e.g., request for information on the student’ splansto
returnto school inthefal) and students now get an annual statement

providing detailsof their student loan.

Severd studentsfrom theborrowers' focus groups stated that they refuseto usethetelephone
information services offered by the program and the lenders as they have been told not to
bother by other students who have had negative experiences using these services. When
borrowers (survey of borrowers) were asked how satisfied they were with theinformation
and services obtained at thefinancid ingtitution, 74% responded that they werevery to mostly
satisfied.

Fully 95% of respondents (survey of defaulters) stated that they understood whenthey received
themoney from thefinancid ingtitution that it was aloan that they would be expected to repay.
When asked if they understood that they would be expected to start repaying their loan within
six months of leaving a post-secondary institution, 82% of respondentsreplied that thiswas
their understanding. Thisunderstanding was dightly lower among British Columbiaresdents
(73% versus 80%-84% for other regions) and private college attendees (74%, versus 82%
for public collegeand 87% for university attendees).

Slightly more than onethird (35%) of respondents (survey of defaulters) were aware that
Interest Relief isavailablefor someindividualswho are unableto make payments under the
Canada Student L oan Program. Further, thisknowledge was more preva ent among university
(43%) and private college (41%) studentsthan public college (32%) students.

Of thosewho knew about Interest Relief, amost one haf (47%) found out about it from their

financid indtitution, 19% found out from family or friends, 10% found out from apamphlet, 5%
found out from schoal officiadsand, 2% found out from agovernment agency.

Canada Student Loans Program



Respondentsto the survey of defaulterswere asked about their degree of satisfaction withthe
information and servicesthey received at thefinancid ingtitution which provided thefunds. The
digributionin satisfaction levelswassmilar to that with the sudent aid office. Sixty-six percent
werevery or mostly satisfied, while 17% were mostly or completely dissatisfied. Financia
inditutionsin the Atlantic region scored higher in satisfaction (77% of respondentsweresatisfied
or very satisfied) than their colleaguesfrom Ontario (68%), the Prairies or British Columbia
(both 61%). College students expressed ahigher degree of satisfactionwith financid inditution
information and services (public: 70%; private: 67%) than university students (63%). The
most commonly cited reason (67% of dissatisfied respondents) for dissatisfaction wasthelack
of information on personal financiad management and repayment requirements.

Themajority of students (80%) responding to the survey of borrowers stated that they were
very satisfied or mostly satisfied with theinformation and servicesof thefinancia ingtitution
from which they received the authorized | oan. Reasons given for dissatisfaction included: not
provided with enough information (15% of dissati sfied respondents); and, lenderswerevery
poor at explaining repayment process (11% of dissati sfied respondents).

CSLP Administration

Information provided to studentsis not well focussed. Thereistoo much information for
a student population that is already suffering from information overload and available
information does not adequately deal with student specific problems.

Severd respondentsfromtheborrowers focusgroupsclaimedthat thereisso muchinformation
provided, they do not bother to read any of it. Lessinformation, moreto the point would help
to avoid students suffering from “information overload” .

Accesstoingitutiona sourcesof genera and student-specificinformationisseverdy inadequate
according to most respondentsfrom the borrowers’ focus groups. Studentsindicated that
they often recelved contradi ctory information among and/or within theinstitutional sourcesof
information.

When students were asked in the survey of borrowers about how satisfied they werewith
student aid officials, 72% respondent that they were either very satisfied or mostly satisfied.
Reasonsgiven for dissatisfaction included that they weren't given enough information about
grants/bursaries/loans (19% of dissatisfied borrowers); and, student aid officialswere very
poor at explaining (17% of dissatisfied borrowers). However, caution is required when
interpreting thisinformation. Theterm student aid officia wasinterpreted in avery broad way
by respondentsand could include personnd located in academicindtitutions, provincid officids
aswell aspersonnel within the program’ sadministration.
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4.4 Needs Assessment Methodology

The Revised Needs Assessment methods are generally viewed as providing a more
accurate assessment of student needs thereby ensuring improved targeting of funds.
Neverthel ess some weaknesses continue to exist and some assumptions contained in the
methodology (e.g. parental contributions) create hardship for individual sfor whomthose
assumptionsareinvalid.

Whileno new evauation of needs assessment procedureswas undertaken, theliteraturereview
assessed the small number of existing documents on the subject. Those documentsindicate
progress on harmonizing procedures on some issues but not on others. For example, the
treatment of parental assetsremainsan unresolved issue. Should farm assetsthat arenot liquid
be counted as resourcesthat might be made availableto students? If so, farm familiesmight
bear what seemsto be an unreasonable burden. Should family savingsbe counted asaresource
to be“taxed” in support of astudent?If so, that “tax” would imply that afamily that failed to
savewould bedigiblefor higher levelsof student assistancethan an otherwisesimilar family
that saved more.

Whilethe Bennecon Report discussed thetreatment of parental assetsat length, little progress
toward reform seemsto have been made by the federal -provincial taskforces. In 1991, the
treatment of parental assetswas determined by provincia authorities, whichimplied different
addigibility for sudentswho weresmilar except for their province of resdence. That horizonta
inequity wasleft unchanged in the 1995 Policy and ProceduresManua which smply notes(p.
3-20) that:

Parents of dependent students may be assessed a contribution from parental assets at
the discretion of the appropriate authority [ provincial or territorial agencies|.

Provincial officials and NAGSFA representatives generaly viewed the revised Needs
Assessment Approach asamajor improvement on past practice. Nevertheless, these officids
(and student borrowers) noted two types of problemswhich limit the program’ stargeting to
individuasmost in need:

B identified need cannot aways be met dueto theloan limits; and,
B theneedsassessment isnot dwaysaccurate. Problemsand suggestionsidentified by these
officidsinduded:

* thearbitrary calculation of parental contribution doesnot alow appropriatetreatment of
gpecial circumstances. Provinces, in their view, require greater flexibility regarding
treatment of parental contributions,

* theassumed minimum contribution of studentsthemsalvesisbased, intheview of some
officias, on unredlistic assumptionsregarding earnings®. It wasfelt that many students
work asmaller number of hoursthan isassumed;

5 Assumed earningsare 32.5 hourstimesthe provincial minimum wage for the number of weeksin the pre-
study period
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* the needs assessment does not takeinto account previous debt and/or the standard of
living of mature students; and,
* insufficient daycaredlowancesare provided for studentswith children.

Students in focus groups noted the same points and were particularly emphatic on the
inappropriateness (in their view) of an assumed parental contribution. Some students noted
that they arerequired to hel p support their parents (dueto circumstances not considered inthe
needs assessment process) and the program assumesthat their parents are contributing to
their education. Studentswere also concerned that medical and dental expenseswere not
adequately addressed.

Theissue of assumed parental contributions noted above cannot be fully addressed viaour
evidence. As noted, participants in borrower focus groups and provincial government
representatives have stated that the assumed contribution does not take place for many
individuals. Evidencefrom our Survey of Borrowersprovides some support for thiscontention
sinceactual parental contributionsare, on average, asmall proportion of reported financia
resources (5% for public college students; 4% for private college students; and, 9% for
university students). Whilethese average parental contributions appear quitelow, wedid not
have accessto the needs assessment datafor theindividua sin our survey so weare unableto
say if they arelower than the program assumes.

Both provincid officia sand student borrowers (in focus groups) aso raised questions about
the accuracy of theinformation used in the needs assessment. Two difficultieswereidentified.
Frt, sudentsmust often estimate quantitiessuch assummer earningsand it wasoftenimpossble
for them to provide accurate assessments. Second, both studentsand provincid officidswere
concerned that some studentsdeliberately providefdseinformation. Both groupsfavoured an
increasein the extent to which audits are conducted. In the student focus groupswherethis
was discussed, no one had ever heard of astudent’ s application being audited.

4.5 Performance Measurement & Information Systems

While the program’s monitoring systems allow for reporting of general information to
Parliament, standard performance measures have not been devel oped for the program.

According to program staff, in order to understand the M onitoring System or thelack thereof,
thereisarequirement to understand the systems context in which information is maintained
and processed. The databaselanguage was designed inthe 1960'sand isbased upon COBOL..
Itisslow to run, difficult to support and does not allow the implementation of newer data
mining techniques. Thiscapability isaugmented by anumber of desktop systemswhich are
good but are not linked or coordinated.

At present, standard program performance measures are not used and thereis no ongoing
management reporting system. All reporting is provided asaone-off report. Intermsof data
qudity, thereare very few good edit checksbuilt into the system and al ot of errorsoccur at the
inputting stage. For purposesof policy andysisthe databaseisvery difficult to keep current.
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Longitudina andysesaredifficult because historica filesare maintained on tape and thefact
that in the past when datafiel dswere not seemingly used, other thanintended dataended upin
thesefields. Thisrequiresthat alot of editing be performed before thesetypes of anaysescan
be undertaken. Aswell, the current systemislimited in that not all necessary informationis
captured and additiona datafieldscannot be added to thefilestructures. Having said this, the
monitoring systemsdo alow reporting to Parliament of such information asnumber of loans,
vaueof loans, monies payed to banks; and, other generd information. Educationisaprovincid
respong bility and the program relies on the provincesto provideinformation. At present there
isnot much capacity to monitor the program’ s performance and the Situation ismade even
moredifficult with Ontario not utilizing the program’ s new needs assessment methodol ogy until
1997, whichisasignificant source of information.

Some provinces stated that they have good cross-sectional dataand detailed demographic
breakdowns. They know who' sgetting what but have some difficulty with longitudinal data.
Some provincesa so Sated that they were unableto devel op therequired computerized systems
and therefore are not ableto provide the data sets requested by HRDC.

When provincial representatives were asked what performance measuresthey do or would
use, responsesincluded: turn-around time (i.e., number of weeks) required for the processing
of applications, appea sand other cases; volume of telephone enquiries(if volumeincreases
thissuggestsinformation islacking from brochures, pamphlets, student financia aid officesand
lenders); volume of complaints; volume of appeals, volume of errors corrected; number of
students served; average student award; percentage of studentsgraduating; student placement
rates, percentage of totd student population receiving maximum award (re: potentia for unmet
need); detailed profile of ass stance provided; and, quality of service measures.

Interms of performance datarel ated to program reforms, provincia representatives stated
that they: require additional data on student debt levels; don’t have good loan re-payment
data; would liketo haveinformation on theimpact of grant and loan remission on thecompletion
of sudiesinatimely and successful manner; require additiona dataon the potentia impact of
a 5% premium paid to lenders; should have statistics on the number of courses taken by
students; would like to have more data pertaining to student persistence, and the successful
completion of sudies; and, they require more datato determinethe extent to which the program
isneeds-based (e.g., parental income and student demographics).

4.6 Responsiveness to Students

In this section, we addressthe last aspect of service - the extent to which the system responds
toindividua Stuationsor circumstances.

Overall, the CS_P ischaracterized by rigid regulationsrather than responsive processes.

There are numerous examplesof rigidity.
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Disbursement of Money

Under the Canada Student L oan Program, the student hasno control over when they receive
their money. In our focus groups, someindividuasindicated that they would prefer toreceive
their fundsin negotiated periodic installments but that thiswas not possible. By requiring the
lendersto disburse all fundswhen a certificateis provided, the program hasfailed to take
advantage of theexpertise of their partnersin assisting clientswith money management. Many
studentsrecognizetheir lack of expertisein thisareabut the system does not allow them to
safeguard themsel ves against premature spending of essentia funds.

Needs Assessment

Living Arrangements and other Special Needs

CSL Peffectively dictatesthe standard of accommodeation inwhich needy studentsmust live.
Some mature studentsfind this quite unacceptable and fail to understand why they cannot be
provided with alarger |loan and maketheir own choices. Of course, giventhe potentia impact
onthegrowth in program expenditures and therisksto borrowers associ ated with accumul ating
high levelsof debt, thisisacomplex matter.

Assessment of Financial Resources

Theassessment of resources containsagreat deal of arbitrariness. Parenta contributionisthe
most obviousexample. The Needs A ssessment assumesacertainlevel of parental contribution
whether thisoccurs or not. The biggest difficulty with thisrelatesto the imperfection of the
agorithmwhichrelieson parental income and family size. However, two familiesof the same
size and with the sameincome may have quite different resources availableto them. And, of
course, thetwo familiesmay have different degreesof willingnessto contributeto their child’'s
education. The system responds poorly to such situations although exceptiona casesmay be
addressed through the appeal process. Some

provincid officiasnoted that increased flexihbility for provincid officids, inthismatter, would
be beneficidl.

Themajority of participantsin our focus groups disagreed with the program’ s policy with
regard to the treatment of parental income. Several respondents stated that it isamistaketo
assumethat parentsare ableor actudly willing to hel p their children with their post-secondary
education. When parents are not willing to help (for instance the parents do not want to
liquidate someof their assetsor draw from their retirement savings) the sudentsareobliged to
gothroughalot of hardship to get aloan. A number of individualsnoted that whilether parents
haverdaively highincome, they aso havehighfinancid obligationswhich hinder their ability to
contribute.

According to several respondents, the needs assessment process does not allow for the
consideration of obligations other than the number of dependentsin the household.
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Lack of Transparency of Appeal Process

Students have limited understanding of how the appeal process works and what they can
expect fromit. They fill inaform and eventualy adecision comesback. Studentsin our focus
groupsgeneraly believed that the appeal s process does not work asit doesnot alow themto
adequately demongtrate need.

Lack of Processes to Update Information

Asprevioudy described, student borrowersin our focus groups and provincia officidsboth
identified concerns about the accuracy of information used in needs assessment. Students
indicated that they do not aways understand what information is requested and when they
make enquiriesto ensure that they arefilling the form in the correct manner, they havethe
impression that the resource person on the other end of thelineis*trying to get them off the
phone’. Students a so noted that attempts to notify the student aid office or their lending
ingtitution of any significant changeintheir Satusaretreated in asimilar manner.

4.7 Other Issues

4.7.1 Effectiveness of Timely Completion
Provisions

The existing mechanisms to encourage timely completion are likely ineffective.

According to some program staff, thereisdoubt that the criteria (which hasexisted sincethe
beginning of the program) requiring a60% courseload and completioninyearsof study plus
1 year will lead to timely completion. In their opinion timely completion requires an 80%
courseload (thisisarequirement in Quebec). However, thereare still problemswhere courses
arenot availableand thereisareal need by studentsto work part-time. It wasa so noted that
the program changeswereintroduced only two yearsago and it isimpossibleto be certain of
their effectiveness.

4.7.2 Transition to the Revised Program

The transition to the revised program was awkward and continues to provide problems.

Program staff stated that from an administration point of view the program changes present a
number of difficulties. For example, there are different regulations applying to pre 93'; pre 95'
and post 95' periods and there are active accountsfor each of these periods. Intheir view, the
changesin 1995 were substantia enough that anew program should have been created and dl
“old” programming delivered by adistinct adminigtrative entity. Theregulationsfor the CSLP
arecomplex and difficult towork with and having to work with morethan one set of regulations
and procedures exacerbates these difficulties. One person year isfully dedicated to training
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staff and advising lendersabout the program. Aswell, the problems created by these changes
were compounded by the short time allowed for implementation - the announcement of the
revised programwasmadein August, 1995 for implementation in September.

Looking forward, the most troubling aspect relatesto individua swith amixed loan (i.e. part
borrowed pre-1995 and thus guaranteed and, part borrowed in 1995 or later and not
guaranteed) who experience repayment difficulties. Anincentivewill exist for lendersto submit
aclamfor the guaranteed portion while pursuing collection for the non-guaranteed portion. To
the extent that this happens, the ratio of recoveriesto clamsmay belower than traditional
norms. An additional risk relatesto the uncoordinated attempts at recovery.

A defaulter may bedealing with three coll ection attempts (lender for non-guaranteed portion;
collection agency for federally guaranteed portion; and, collection agency for the provincialy-
guaranteed portion). Theresulting inefficiency would not gppear to be beneficia to the partners
and may beamajor irritant for defaulters- at least some of whom may be perfectly willing to
repay all partiesastheir resourcesallow.

4.7.3 Part-time Student Loans

Part-time student loans are used in a very limited way and are generally viewed as an
administrative nuisance which is not responsi ve to the needs of students. Accommodation
of needy part-time studentswithin the standard systemisgenerally viewed as preferable.

Program staff stated that, initially loansto part-time studentswere created to help with their
cash flow, however, thisisnot the current case. For singlemothers, therdatively smal amount
of money that resultsfrom this program may be very significant according to these officias.
Outside of thistarget group, theimpression isthat the program is not working. Informants
believethat most of the studentsreceiving part-time loans are actually enrolled infull-time
studies and the default ratesfor these borrowersare quite high.

Most provincia representatives stated that therewasavery low take-up for part-timeloans
e.g. 175 for Nova Scotia as opposed to 19,000 full timeloans and, the numberswerevery
low in other provincesaswell. However, some respondents expected moretake-up by part-
time students as awarenessincreases.

Most lenders stated that the market for loans to part-time students is either too small or
unknown. In any event, the demand is too low to justify the investment in systems and
infrastructure required to accommodate this program. Intheir opinion loansto part-time
students should be diminated.
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5.0 Impact of the CSLP

The assessment of theimpact of the CSLPlooks at four aspects of intended and unintended
impacts of the Program. The timing of the Evauation®, the evaluation issues, and the
methodology employed haveimplications onimpact assessment. Consequently, each of the
four aspects are addressed to avarying extent. Overdl, our evidenceis strongest with respect
to default and some aspects of timely and successful completion. Thefour aspectsof program
impacts addressed by the evaluation are asfollows:

B enrolment. Specificaly, the evaluation examined whether the program ensuresthat all
Canadians have accessto post-secondary education by providing financial assistanceto
those who otherwise would be unabl e to attend a post-secondary program;

B timely and successful completion. Doesthe program assist studentsto completetheir
sudiesin atimely and successful fashion? An eement of thisis persistence. Specificaly,
the evaluation examined whether the program affectsthe persistence of post-secondary
students; i.e. whether the program alows studentsto continue their education oncethey
haveenrolled;

B repayment and defaults. What isthe impact of the program on studentsrepaying their
debts? What is the default experience of the program and what are the major factors
explaining student loan default?; and,

B student debt. What isthe impact of the program on student debt levels? What arethe
consequences of thislevel of debt?

We report separately on each of theseissues below.

5.1 Enrolment

The central objective of the CSLPisto help low-income students obtain a post-secondary
education. Asaresult, akey indicator of the success of the program iswhether or not the
availahility of CSLPloansaffectssudents decisionsto enral in school. The Eval uation provides
avariety of evidencerelating to theimpact of the program on post-secondary enrolment.

Overall, we have found that:

B the CSLP allows some individuals - who would otherwise be unable to do so - to
enrol in post-secondary education;

16 The Evaluation commenced in the summer of 1996 - one year after the introduction of major changes
to the Program.
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B |ack of sufficient financial resourcesremainsabarrier to enrolment in post-secondary
education for some individuals. As well, significant risk exists, under the current
program terms and conditions, that the size of this group may expand over time;

B reforms to the Needs Assessment Process appear to have improved the extent to
which the program truly targets individuals in need; and.

B the program continuesitslong history of extending aid to all individuals regardless
of their creditworthiness. However, the increasing numbers of mature students have
increased the controver sy of this provision and raised new questions.

Theremainder of this section provides supporting evidencefor each component of the above
findings

The evaluation provides strong evidence that CS_P allows individuals - who would
otherwise be unable to do so - to enrol in post-secondary education.

Respondentsto the Survey of 1995 Borrowerswere emphatic that availability of a student
loan wasacritical factor intheir decison to enrol in apost-secondary ingtitution. Overall, an
estimated 78% of CSLP borrowersreported that they would not have enrolled if they had not
received a Canada Student L oan. Attendance at a private college appearsto be especialy
dependent on the availability of astudent loan with 87% of borrowersindicating that they
would not haveenroled if they had not received a Canada Student L oan (as compared to 78%
of public college sudentsand 69% of university sudents).

Moreover, the survey collected detailed information from each student on their expensesand
financial resources. For student borrowersfrom all threetypesof ingtitutions, student loans'’
accounted for, on average, morethan 50% of their total financial resources:

Revenue Source Public College Private College University
Student Loans $5,203 $8,036 $5,104
All other sources * $4,092 $5,747 $3,958
TOTAL $9,295 $13,783 $9,061

Source: Survey of Borrowers

17 This includes loans from provincial governments. Typically, CSLP provides 60% of the student loan
although variations exist among the provinces.

18 A detailed table outlining the average revenue from various sources is provided in the Technica
Report for the Survey of Borrowers.
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Given that the CSL Ploan amounts accounted for such asignificant portion of borrower’s
financia resources and thefact that these amountswere determined by the Needs A ssessment,
itisapparent that the program played asignificant part in enabling these studentsto enrol in
post-secondary education.

Focus groupswith borrowers produced similar results. Roughly two-thirds of al participants
inthe borrower’ sfocus groups stated that they would not have been ableto attend a post-
secondary ingtitution without their Canada Student L oan.

Key informantsa so cited theimportance of the CSLPin promoting enrolment decisions:

B HRDC program staff stated that therole of the program wasto assist qualified students
who otherwise could not afford the cost to attend post-secondary ingtitutions; and,

B Respondents from the National Advisory Group on Student Financial Assistance
(NAGSFA) dated that the CSLPwasavery sgnificant program, some used theexpresson
critical. They estimated that between 30%-50% of all borrowers would not have had
accessto post-secondary education without the CSLP.

Despitesignificant research over the past 25 yearsrel ating to thismatter, however, theliterature
review provided ambiguous evidence of the impact of student loans on post-secondary
enrollment decisions. Most of the research looked at American longitudina data setswhich
alow analyststo relate the types and amounts of financial aid received by studentsto their
enrolment decisons. Theempiricd resultsobtained thusfar, havefailed to establish any consstent
rel ationship between loans and enrolment. Thisisin contrast to the consistent finding that
students do respond to changesin tuition fees and to non-repayable grants. Whilethisfailure
to firmly establish that |oans encourage enrolment isimportant, thereasonsarelargely dueto
universal accessof individuasin need to student |oans over the period which hasbeen studied.
Inthiscontext, it isof course difficult to prove that accessto loansimpacts on enrolment.
Nevertheless, from areview of the various studiesit seemsthat loans haveless of animpact
than grants on post-secondary enrolment decisions.

The evaluation provides evidence that enrollment in post-secondary education is difficult
for someindividuals. Furthermore, strong evidence existsthat, with the program's current
terms and conditions, this group may expand over time.

Theevduationdid not directly addressthisissueasit would haverequired asurvey of individuas
who wished, but were unableto attend, a post-secondary institution and this survey wasnot
part of the methodol ogy employed. Consequently, the evaluation hashad to rely onindirect
evidencefrom multiple sourceswhich indicatesthat substantia numbersof CSLP borrowers
have suffered financia hardship inthe pursuit their post-secondary education. Thissuggests
the possibility of an accessibility barrier since other individua swould, presumably, have been
unable or unwilling to attend post-secondary education in theface of such financia hardship.
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Specificdly, theevauation found that:

B nearly hdf of private collegeborrowersindicated that their student loanswereinsufficient,
with 31% describing their loans as not nearly enough;

B studentswith children were more likely to indicate their loan was not nearly enough.
Provincid officias confirmed that thisgroup is proneto insufficient awards since their
assessed need often exceeds the maximum that can beloaned under the program?;

B theprogram assumesthat parents contribute to the post-secondary education of their
dependent children. Many individualsin our focus groupsinformed usthat their parents
wereunwilling or unableto make such acontribution;

B somemature studentsin thefocus groups noted that accommodation allowances provided
by CSL P are based on shared accommodation and that they areunwilling or unabletolive
insuch asituation; and,

B anumber of key informants noted that assessed need frequently exceeds program limits.
In 1995-96, 18% of borrowers (based upon provincid data) received the CSLP maximum
award of $165 per week.

Over time, if education costs continueto riseand student’ sfinancia resourcesdo not or riseat
alower level, theloan limitsmay become amore significant accessibility barrier. Under such
circumstances, more individuals will have needs which according to the agreed Needs
Assessment algorithm exceed their resources and the size of the gap can be expected to
increase.

Askey informantstold us, thisisnot easily addressed sincethe solution of increasing loan limits
would increase student debt load. As noted in Section 4.4, even with current loan limits,
concernsabout debt load are high.

Thebarriersto accesswould appear to be greatest for prospective studentsat private colleges
and universities. Private colleges, becausethey are not subsidized, have higher tuition rates
thus increasing resources required at least on a per week basis. Aswell, private colleges
attract more mature studentswhose cost of living may be higher whether because of what they
are useto or because of the presence of dependents. Consequently, it islikely that theloan
limitsaremore problemeatic for private college applicants.

However, because many programsat these collegesare of brief duration, increasing loan limits
for thispopulation will not, in general, have the sameimpactson overal debt burden aswith
university students. Increasing loanslimits, therefore, may be afeasible option.

1 CSLP authorizes loans of 60% of the provincially assessed need up to a ceiling of $165 per week in
school.
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Potentia university students, especialy if they are matureindividual s and/or havefinancia
dependents, areasolikely to face barriersto access:

B tuition, whilenot ashigh asfor private colleges, ishigher than for public collegesand has
increased rapidly. Itisgeneraly expected that university tuition will continueto increase
substantialy over the next several years; and,

B thelonger length of university programscreatestwo difficulties. First of dl, itismuchmore
difficult tolivein asituation whereyour costs exceed your resourcesfor alonger period of
time. Secondly, thereisalready astrong concern that the debt levelswhichwill beincurred
by today’ suniversity studentswill be asubstantial burden (see Section 4.4). Increasing
loan limitsfor this popul ation wasviewed by our key informantsasarisky and unappealing
option.

Reforms to the Needs Assessment Process appear to have improved the extent to which
the program truly targets individuals in need and therefore at greatest risk of facing
access barriersin the absence of financial aid.

Theevidencefor thisfinding derivesfrom thekey informant interviews. Virtualy dl individuas
interviewed described the current system as much improved relative to the previous system
which had been in placefor many yearswithout any substantial reform. Provincid officias,
who dedl most directly with student borrowers, noted reductionsin both complaintsand gpped's
and, ingenerd, higher levelsof satisfaction. Themgority of key informants stated that the new
needs assessment worksrelatively well. Overal, most (provincial officias) fed the needs
assessment doestarget those who aremost in need. Nevertheless, these official's (and student
borrowers) noted three typesof problemswhich limit the program’ stargeting to individuals
most in need:

B identified need can not dwaysbe met dueto theloan limits;
B theneedsassessment isnot alwaysaccurate; and,
B theneedsassessment isbased oninformation whichisnot awaysaccurate.

Thesethree concernsare addressed at length in Section 5.5.

5.2 Timely and Successful Completion

In Section 3.3, we addressed the relevance of the program’s goals relating to timely and
successful completion. In thissection, we addressthe extent to which those goa sare achieved.
Wefollow the same gpproach asin Section 3.3 by reporting first inregard to timely completion
and subsequently in regard to successful completion.
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5.2.1 Timely Completion

Theevauation included amultivariate econometric analysisof student persstence. Theresults
of thiswork are described in aseparate technical report.

Themode used datafrom the Survey of Borrowers, which collected information on students
who had borrowed for the first year of a post-secondary program. The students were
interviewed oneyear after that first year. The structure of the model was devel oped based on
numerous studies on post-secondary persistence asdescribed intheliteraturereview.

Asdefined in previousliterature, “ post-secondary persstence’” has severa dimensions.
Within-year persistenceisdefined as successfully completing asingle period of study; for
example, sudentswho completethefirs year of university have perssted within-year. Across
year persstenceisusualy definedinthe previousliterature asre-enrolling in asecond year of
study at the sameingtitution.

We adopted the conventional definition of within-year persistence but dightly modified the
definition of across-year persstence. Most previous studiesfocused on particular ingtitutions,
usudly one American university. A student who switched post-secondary schoolsfromone
year to the next wastreated as not having persisted, aview that implicitly adoptsthe point of
view of their first-year ingtitution. Because the CSLPisanationa program, we considered
studentswho stayed in school from oneyear to the next, evenif they had switched ingtitutions,
ashaving persisted in post-secondary education.

Evidence suggests that the CSLP - and other parts of the student financial aid system -
assist in timely completion of at least the early years of post-secondary education.

The CSLPisintended tolevel theplaying field by alowing individualswith limited financial
resourcesto enrol and persist in post-secondary education. We found that financial factors
(i.e. proportion of incomethat comesfrom student |oans and borrower satisfaction with amount
received) were not strongly or consistently related to student persistence. This suggeststhat
the CSLP (in conjunction with the other parts of the sudent financia aid system) isworking as
designed and ishelping studentsto persist through their first year of sudiesand fromthelr first
year to their second year.

Raw datafrom the Survey of Borrowersa so providesevidencethat individua swho withdraw
without completing their first period of study citefinancia factorsinfrequently:
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Reason for withdrawal during % of those individuals withdrawing early

first year

Program not suitable 34.9%
Financial reasons 17.9%
lliness 17.9%
Family responsibilities 10.8%
Failing grades 7.2%
Other personal reasons 15.3%

Source: Survey of Borrowers

Whilefinancia factorswere not important predictors of persistence, wedid find anumber of
other important factors.

The most important determinant of persistence was how well students were integrated
into the social and academic life of their institutions.

Weincluded anumber of variablesrdating to academic and socid integration and, in agreement
with past research, wefound these factorsto be consstently important explainersof persistence.

Borrowers from private colleges were substantially more likely to withdraw from school
within their first period of study than were public college students. While most private
college students and many public college students were enrolled in one-year programs,
those few who began in two-year programs were less likely than university students to
continue on into the second year of the program.

Thewithin-year persstence model was estimated only for college students because very few
universty students (only 3 per cent) reported withdrawing beforetheend of their initia period
of study. Whilethe raw dataindicatesthat withdrawal ratesare similar for the two typesof
collegeingtitutions (11 per cent for private college studentsand 12 per cent for public college
students), the econometric model predicted that, after adjusting for differences in the
characteristics of thetwo groups, private college borrowerswere 9 percentage points more
likely to withdraw before completing thefirst year of studies.

Theacross-year persstence model involved largely university students, because many college
students had been enrolled in one-year programs. Nevertheless, the college studentsinthe
samplewerelesslikely to persist than the university students. Once again, the private college
studentswerelesslikely to persist than the public college students.

Sudents from British Columbia were more likely to persist than borrowers from other
provinces.

Ingenerd, the provincein which students had borrowed was not rel ated to the probability that
they persisted. Holding other variables constant, however, borrowersfrom British Columbia
weremorelikely to persast, acrossyears, than borrowersfrom other provinces. Weknow that
British Columbiaisone of the provincesthat still providesstudent financid aid grants. But the
variable* percentage of incomecoming from grants’ wasincluded inthemode, suggesting that
the size and significance of the BC coefficient may be dueto other unmeasured factors.
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5.2.2 Successful Completion

Available evidence suggests that the CSLP assists students complete their studies
successfully by limiting the amount of time they must devote to work while at school. As
well, programterms and conditions which reduce |oan authorizations based on earnings
whileat school provide a disincentive to working large numbers of hourswhilein school.

Roughly one-third of al borrowerswho participated in the focus groupsindicated that the
amount they received under the CSL P was sufficient to alow them to study full-timewithout
havingto divert ther effortsto raising additiona revenue. Participantsindicated that thisimproved
their chances of completing their program in atimely manner as they had no other major
digtractions. In addition, anumber of respondentsindicated that the nature of their program
was such that they did not have any timeto devoteto work. The assistance provided under
CSLP played avery sgnificant role under such circumstances.

Datafrom the Survey of Borrowersindicated that, on average, only about 6% of therevenue
for their education came from work during the school year. Nevertheless, some studentsdo
need to work whilein school and they noted the distraction whichit created.

In our survey, only 29% of respondents reported working during the school year. These
individualsreported that, on average, work during school accounted for about 20% of their
revenue. The median hoursworked were 14. In other words about 15% of all borrowers
worked two daysaweek or morewhile attending school and earned more than 20% of their
total revenueinthisway. Past research, mostly conducted with high school students, indicates
that up to apoint ( about 15 hours per week), work enhances compl etion but beyond that
point it becomesanegetivefactor. However, inthe pers stencemode , anumber of formulations
of independent variablesrelating to hoursworked were attempted asindependent variables
and no sgnificant effectswerefound.

In our focus groupswith student borrowers, most of theworking studentsindicated that they
were obliged to work in order to meet their basic education-rel ated expenses, while others
stated that they worked in order to have extramoney availablefor discretionary spending.
Approximately half of al students (focus group participants) working part timeindicated that
their gradeswere negatively affected asaresult of the effort devoted to part-timework.

5.3 Repayment and Defaults

Earnings is an extremely important predictor of default in the Canada Student Loan
Program.

Common sense, buttressed by theliterature review, suggeststhat borrowerswho have higher
earnings after leaving school will belesslikely to default. Thisisstrongly supported by our
econometric analysisof student loan default. Each $1,000 increasein average earningsover
thefirst two years after graduation leadsto adecline of 1.5 percentage pointsinthe default
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rate. Thisisamuch larger effect than has been reported by American researchers. In part, at
leadt, thisdifference may be attributable to the higher quality data- especially on earnings-
whichwasavailableto us.

Job volatility, as measured by the number of Records of Employment (ROE’s) issued is
also a significant but less important predictor of default.

Each additiona ROE issued is predicted to increase the probability of default by 1 percentage
point. Thisisnot alarge effect since the average number of ROE’ sissued was dightly above
one. However, thisvolatility effect isin addition to the earnings effect®.

Borrowers from colleges - especially from private colleges - are more likely to default
than university students. University graduate students are least likely to default .

Mogt previous studiesof default, with the exception of Dynarski (1994), havefound that once
post-schooling earnings were held constant, the default rates acrossthe different types of
schoolswere not sgnificantly different. However, our results show strong ingtitutiona effects.
Community college students are 15 percentage points more likely to default than university
students who achieved similar post-school earnings. Private college students are 20 - 25
percentage pointsmorelikely to default. University graduate Sudentsare 9 percentage points
lesslikely to default than university undergraduate students.

It isimportant to note that these effects arein addition to the effects of lower post-school
earningstypicaly experienced by public and private college sudents.

Evidence exists that the behaviour of financial institutions affects student loan default.

The pre-1995 system provided little encouragement for financia ingtitutionsto do morethan
legally required to collect student loans. Thiswastherationalefor program changesin 1995
whereby theloan guarantee was discontinued and lenderswere provided with arisk premium
to cover unavoidablelosses.

Theevduation providesampleevidencein support of these changes. Inthe Survey of Defaulters
(pertainsto the pre-1995 period for the program):

B 52% of respondentsfound out they were considered to have defaulted on their Canada
Student Loan only at thetimethey were contacted by acollection agency;

B amost onethird (29%) were completely surprised that they were considered to have
defaulted;

2 High volatility is not necessarily accompanied by lower earnings since some individuals may leave
one job and immediately commence another.
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B 52% of respondentsdisagreed or strongly disagreed with the statement that the financial
ingtitution waswilling to beflexible; and,

B only 34.5% of respondents had knowledge of the availability of Interest Relief.

Studentswereread alist of factorswhich may or may not have contributed to their default.
Two of themost important factors mentioned were:

B thefinancid ingtitution didn’t try hard enough to get you to repay (54%); and,
B thefinancid inditution wastoo inflexible (44%).

| nterviews with representatives from collection agencies confirmed much of this. They cited
the primary reason for default aslack of employment. A secondary reason wasthat individuads
had moved and had not informed their financia ingtitution of their new address. Another reason
cited wasthat financial institutions had failed to inform individual s about the Interest Relief
program. One Agency estimated that 60% to 70% of their portfolio wasgenuinely shocked to
find out that their CSLPloan wasin defaullt.

However, the strongest evidence comesfrom our econometric model of default. Weincluded
dummy variablesto test whether clientsof different financia institutionsweremorelikely to
default. Our model sestimatethat the probability of default was 3 to 6 percentage pointshigher
for clientsof onemajor lender ascompared to clients of itsmaor competitors. Morestriking
wasthat the probability of default for clients of smaller institutions (caisses populaires, credit
unionsand small chartered banks) was 14 percentage points|ower than the lender with the
highest default rate and about 8 percentage points lower than the other large lenderseven
though the characteristics of borrowerswere similar acrosslenders.

Our resultsmakeit clear that these differences are dueto differing behaviour by theingtitutions
sgncethe” defaulters’ fromtheingtitution with the highest default rateweremorelikely torepay
their loan infull when collection action was undertaken. Conversaly, defaultersfrom other
ingtitutionswereleast likely to repay their loaninfull to acollection agency indicating that a
higher proportion weretruly unableto repay their loaninfull.

For borrowersunder the old program, the cumul ative amount borrowed had a significant
but small impact on the probability of default. However, extrapolation of these resultsto
the higher loan amounts which will be incurred under the new program may not be
valid.

The cumulative amount borrowed affected default ratesin the expected way, that is, thosewith
larger loansweremorelikely to default. But the Size of theeffects, whiletatigticaly significant,
isnot large. A $1000 increasein the cumul ative amount borrowed (an increase of about 15
per cent from the mean) would raise the predicted probability of default by lessthan one
percentage point. However, aword of cautionisin order. Theloan amountsreportedinthe
survey of defaultersarenot likely to beindicative of thoseincurred by futuredefaulters, therefore,
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conclusionsregarding theeffect of |oan sze on default may beinvaid for loan amountsoutside
of therange addressed in thismodel.

However, today’ sborrowersareworried about their ability to repay their |loans both because
of concerns about the amount of their loans and a so because of concerns about finding
employment. Themgority of participantsinthefocusgroupsfor borrowerswerevery concerned
about their chances of finding employment upon graduation and thustheir ability to re-pay their
loans.

5.4 Student Debt

Growing levels of student debt are a major concern.

Weknow that student [oan borrowing in Canadahasincreased dramatically since 1990 (Finnie
and Schwartz, 1996, p.85). The CSLP estimatesthat the average debt |oad of abachelor’s
graduate who borrows in each year will be close to $25,000 by 1999 (CSLP, 1996) as
opposed to the $9,000 leve reported by Finnieand Schwartz for 1990 graduetes. It istherefore
not unredigtic toimaginethat in the near future, the debt/earnings ratios of Canadian graduates
will besimilar to those of bankrupt debtors(if they are not aready).

We note that the median debt/earningsratio of Canadian student loan borrowers has probably
risen subgtantialy in recent years. Thetotal amount borrowed has surged upwards (Finnieand
Schwartz, 1996, p. 85) whileearnings have remained rel atively flat. The median non-mortgage
debt/earningsratio of bankruptswas 0.7 for a 1980s sample of American bankrupts. Since
Finnie and Schwartz report that the median student loan debt/earningsratioswereinthe0.2-
0.4 rangefor 1990 graduates, we suspect that current debt/earningsratio of recent Canadian
graduatesis now approaching the level of the sample of American bankrupts. If weassume
that the median debt/earningsratio for bankruptsis, by definition, “unmanageabl€’, thenthe
problem of rising debt burden among student |oan borrowers certainly bearscareful review.

Concernsover debt loadstake two forms. First isthe potentia for higher default rateswhich
was emphasized in our consultation with lenders. At present, as reported in Section 5.3,
amount borrowed isafactor in default rates. At higher debt levels, default ratesarelikely tobe
at least assignificant. The second factor istheimpacts of repayment onindividua’ slives As
noted in theliteraturereview, high student loan debt may limitindividuas accessto credit as
well astheir ability to follow chosen careers, marry and have children.

Program staff stated that while the approach taken by the CSL P continuesto be reasonable
because of the leverage obtained from the loan and program targeting, thereisincreasing
concern about the high levelsof debt studentsareincurring.

NAGSFA officia s stated that the changesto the CSLP haveresulted in asignificant increase
in student debt levels. Asaresult of theincreasesin weekly limits, studentsare allowed to
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borrow more. Subsequent to the new cost-sharing arrangementswith the provinces®, severa
jurisdictions have replaced grantswith loansresulting in further impact on debt levels.

NAGSFA officidsaso stated that high need students are experiencing thelargest increasesin
their debt load. Observers have commented that thisis contributing to aperpetuation of their
economic hardship (i.e,, entrenching socid mohility barriersrather than diminating them). There
isaperceived danger of putting studentsin asituation of life-long debt.

Lendersared so becoming increasingly concerned about the level sof debt being accumulated
by studentsand have some seriousreservationswith regard to their ability to re-pay theloans.

Findly, studentsthemsel ves are concerned about their ability to repay their student loans. In
the Survey of 1995 Borrowers?, 39% were extremely concerned and an additional 33%
were somewhat concerned. These concernsexisted among studentsfrom all threeingtitution

types.

The program continues its long history of extending aid to all individuals regardless of
their creditworthiness. However, the increasing numbers of mature students have
increased the controver sy of this provision and raised new questions.

When the CSLPwasfirg introduced, and for many yearstheresfter, virtudly al post-secondary
sudentswereyoung individuasproceeding directly fromhigh schoadl. Typicdly, theseindividuds
had no previousexperiencewith financia ingtitutionsand no established credit rating. A large
part of therationdefor the program has awaysbeen that financia institution wererel uctant to
grant credit when they could not assessrisk. Thisexplainstheincluson of the- now discontinued
- loan guaranteeswhich diminated risk for thefinancia ingtitutions and thusmade themwilling
partnersin the program.

Theincreasing number of mature students meansthat many more potential students have
established credit ratings and, of course, not all of those credit ratingsaregood. Thefailureto

Extent of Concern about ability Public College Private University
to repay College

Extremely concerned 35.7% 47.7% 37.0%
Somewhat concerned 34.0% 28.3% 36.5%
Not at all concerned 30.3% 23.9% 26.4%

Source: Survey of Borrowers

2 Severa respondents noted that the new arrangements resulted in the move to loans by the provinces.
With the provinces assessing need and the CSLP meeting 60% of assessed need, it was difficult for
provinces to provide an amount of resources less than the remaining 40%. This resulted in increased
financial aid from the province in many cases which in turn motivated a change from grantsto loans.

2 \Weremind the reader that the Survey only included individuals who were borrowing for the first time
in 1995.
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include specific provisonsfor individualswith poor credit ratingsisamajor irritant to the
financid ingtitutions aswasindicated to usin our interviewswith their representatives. At the
extreme, thefinancial ingtitutions note that the program requiresthem to issueloans, with no
specid provisons, toindividuaswith previousfraud convictions.

Canada Student Loans Program 45



46 Canada Student Loans Program



6.0 Alternatives to the
Program’s Design

Thischapter presentsadiscussion of two issues (designation of educationa institutions and
income contingent repayment) which have received much recent attention in termsof their
potential asdesirable modificationsto the current program’ sdesign.

6.1 Designation of Educational Institutions

Thissub-section ded swith the designation of educationd ingtitutionsasamechanismto reduce
default rates on student loans.

Current approaches for designation of educational institutions are not satisfactory.
Student loan default ratesfor institutions are a potentially useful indicator for reviewing
designation of institutions.

Our evidence indicates that designation of educational institutionsis a concern. Existing
processes date from atime when most educational institutionswere publicinstitutionsand
provincid governmentswere ableto assessthe quality of education offered by thesmal number
of privateingtitutionsintheir province.

Program officid snoted that some privateinditutionshavehad high default ratesover an extended
period of timeand that reason existsto question the quality of education offered. Aswell they
noted that the nature of the education offered by someingtitutions does not meet what most
Canadianswould consider to be a post-secondary education. They aso noted that provincia
responsibility for designationisnot alwaysworkablewhenindividuaswish to attend foreign
institutionssince it may be beyond the resources of the provincial education department to
investigate the qudity of education offered by aforeign school.

Another example of evidence of designation problems came from one of our focus groups
with defaulterswhere6 of 10 participantsfelt that their school should not have been designated
under the CSLP. The concerns of these studentsrelated to the quality of education provided.

A dightly more complex matter rel atesto the nature of education offered by aningtitutionorin
aparticular program. For example, should students at an expensive pet manicuring school or
an Astrological Training Institute be digible for astudent loan? Part of the complexity for
CSLPrdatestothe posshbility that different provincesmay ruledifferently. Theprogramwould
benefit from more precise definitions of what constitutes a post-secondary education. In
practice, however, thisislikely only achievableif al provincesagreeto participatein devising
such definitions.
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Overdl, our evidence suggeststhat designation of canadian educationa ingtitutions should
continueto bebased on the natureand quality of education and should remaintherespongibility
of the provinces. Student |oan default rates have potentid, but limited utility asasecond-best
alternative, in the absence of provincial assessment of quality, intermsof designation. First,
they are potentially one line of evidence which may be used in a de-designation process.
Second, to the extent that aprovincelackstheresourcesto investigate all ingtitutions, they
might enter into an agreement with CSL Pto usedefault ratesto identify ingtitutionswhich may
warrant moredetalled investigation. Third, if evidenceexigtsthat aningtitutionisacting directly
to affect default rates (such asfor example, by counselling its studentsto default their loans),
student loan default ratesfor theinstitution would becomeaprimary line of evidencein de-
designation.

American experienceindicatesthat use of default ratesin decisonsto review the designation
of institutions can provide savings. According to areview undertaken by Professor Sandy
Baum, since a set of legidative reformsin 1992, american post-secondary schools with
persistently high default rates (greater than 25 percent for three consecutive years) have been
removed fromthelist of ingtitutionswhose sudentsaredigiblefor student loans. Partly because
of that policy (and partly because of other policiesrelated to default reduction), the net cost of
default to the american government fell from US$1.2 billionin 1993 to US$245 millionin
1996. Most of the school s affected were private colleges.

Itisimportant to note, however, that anumber of other reformswere a so adopted to address
high default ratesin the U S. Other measures taken to solvethe U S default rate problem
include astronger oversight of high-risk schools, animproved processfor granting digibility
and certification of schoolsand programs, and arequirement for financia counselling to student
borrowersupon enrolment and a graduation. Aswell, borrower |oan defermentsweresmplified
and more repayment options were added in an effort to provide borrowers with more
opportunitiesto avoid defaulting. Stiffer pendtieswered soimposed upon defaulterseg. income
tax refundswere applied to |oan defaults and defaulters had their wages garnisheed.

Development of processes for de-designation of institutions will be troublesome. While
it offers potential savings, it also has numerous disadvantages.

A primary cond deration isthe american experience. Our interviewswith USofficidsindicate
that their experience with using default ratesto des gnate school s has had some negative aspects.
Thesystemsput in placeto control schoolswith high default rates (primarily proprietary schools)
seemsto be ontheroad to increasingly complicated regulationsand thelitigation initiated by
these schoolshasbecomeincreasingly expensve as havethe costsfor dl partiesof complying
(and auditing compliance) with the designation policy.

Another consideration rel atesto the appropriateness of default rate data. Individuals default
for individua reasons. Consequently, ingtitutiona default rates may be high (or low) because
borrowers attending the institution share common characteristics rather than because of the
nature of their training. An obvious example would be an institution which islocated in a
geographic areaundergoing asevererecession. Most graduates, at least inthe short term, may
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continueto livein the areaand experience employment difficultieswhich may lead to high
default rates. Thismay occur regardless of the quality of the education received. Thispoint
may be supported by our finding that defaultersare not inclined to blametherr ingtitutions. In
the survey of defaulters, respondents were asked who was primarily responsiblefor thefact
that they defaulted. Only 4% of 400 respondents stated that their educationa institution was
primarily responsiblefor their defaullt.

However, thereisevidencethat individual characteristicsare not theonly factor in default. In
termsof thefindingsfrom thiseva uation, thetechnica report on default found that, even after
avariety of individual characteristicswere held constant, statistically studentsfrom private
schoolswere morelikely to default than those from other post-secondary institutions.

Finally, aprocess addressing designation of educational institutions would need to avoid
conflicting with canadian atitudeswhich support theindividud’ sright to maketheir own choice
of educationa ingtitution and program. Our focus group participants believed that the student
should retain theright to study inwhatever areaone chooses and at theingtitution they choose.
They recognized that for this approach to work it wasimportant that prospective students
have access to information about the program and institution and, conduct their own
invesigations.

Existing procedures for designation of foreign institutions are unsatisfactory.

Current practice as we understand it is that provinces address this matter in response to
applicationsfrom prospective students®. If the province has no previous knowledge of the
ingtitution (i.e. hasnot previoudly designated it), thefirst step isto check whether any other
province hasdesgnatedit. If so, theingtitution isdesignated in the provincewhich hasreceived
the application and the student |oan application isaccepted. If theinstitution has not been
designated in any other province, the province must determine - usualy with limited timeand
resources- whether theingdtitutionislegitimate. It seemsinevitablethat somedesignation errors
will occur insuch aprocess. The extent and impact of such errorsislikely smal but might be
further reduced by sharing of “best practices’ among the provinces.

6.2 Income Contingent Repayment

Thissub-section addresses, inalimited way, apotentid mechanismfor dealing with theproblems
associated with increasing level s of student debt.

Income Contingent Repayment is an appealing approach and experience in other
countries provides evidence that it can be implemented on a large scale.

2 This may have less obvious consegquencesin the future than has been the case in the past given the new
approach to Interest Relief.

2 Given the large number of education institutions in the world a reactive system is the only viable
approach.
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Theliteraturereview provided abrief comparison of the UK, Canadian and Australian student
loan systems. Each systemn contains some degree of income-contingency. Inthe current Canadian
and UK systems, income-contingency takestheform of payment deferral. Inthe UK, those
with low income can defer repayment for all yearsin which their incomeislow; in Canada,
those with low income can defer payments (under the Interest Relief Program) for upto 3
years. Inthe Australian system and under the Nicholas Barr (London School of Economics)
proposd, income-contingency isautomeatic; therelevant nationd tax authority would determine
therequired level of repayment which isdependent ontheleve of reported earnings.

The Canadian system (and the American aswell) usesthe private sector asasource of funds.
In both the current Australian and UK systems, the public sector isthe source of funds; inthe
UK, the government provides |oans directly while in Australia the government provides
ingtitutional subsidiesto make up for deferred charges. Under the Barr et al. proposal, the
original source of fundswould be the government but the government would quickly secure
theloans by salling them to the private sector.

In Canada, there are substantial government subsidiesin theform of interest paymentswhile
theborrowersarein school (or in Interest Relief) and in theform of the 5% risk premium. In
the UK, thesubsidy involvesthe cost of alowing deferment for thosewith low incomeandin
the (implicit) cost of charging azeroredl interest rate ontheloans. In Australia, theloansare
subsidized only by thezerored interest rate. Inthe Barr et al. plan, the subsidy would takethe
form of the difference between the amount of |oans provided and the amount for which the
loans could be sold.

Insummary, there haslong been astrong theoretica casefor income-contingency. The practical
experience with income-contingency in Australia has now added an important facet to the
argument. Not only isincome-contingency theoretically appealing but thereisnow evidence
that it can actually beimplemented onalargescae.

According to program staff, current optionsare not adequate for dealing with high debt loads
associated with the CSLP. However, only asmall portion of borrowers have high debt loads.
Depending upon the degree obtained, ahigh debt load may be $15,000. While recent changes
haveincreased theflexibility to extent the repayment period and thereisamoveto look at
Income Contingent Repayment (ICR), there are questions as to whether there are any
differences between the two approaches other than eliminating the demand for immediate
paymen.

Lendersstated that they werenot in favour of extending repayment termsbeyond 114 months
(thiswasthelimit at thetime of the interviews). One lender suggested using interest relief
before considering any extension of the repayment period. The rationale being that after
graduation, students move on with their lives and take out car loans, houseloans, etc. The
cumulativeimpact of the CSLP and these other |loans overwhelm the graduates capacity for
repayment. This same respondent wasin favour of ICR but felt that from an administrative
point of view, the government would haveto create aservice bureau to dea with such entities
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asRevenue Canada. Therationaleisthat ICR will require accessto Revenue Canadadata
and thisdepartment will not want to deal with 6 to 8 lenders.

Onelender stated that they had yet to see much in the way of repayment. However, inthe
short term, the current repayment options seem sufficiently flexible. Inthelonger term they felt
that more work needed to be doneto address such issues aswhether there should be rewards
for prompt repayment. Thislender a so stated that they were at animpasse asto what could
be done at the time loans are consolidated. They would liketo be ableto offer the student
more alternatives than what currently exists. For example, at what point should loans be
consolidated - there should beflexibility with respect to consolidation and, there should be
flexibility to capitalizeinterest (6 month period). Thisrespondent doesnot see| CR asaviable
option but rather favoured escal ating payments asthe loan agesasapreferred option.

Focus groups with borrowers provided indirect indications of the possible meritsof Income
Contingent Repayment. The present system will result in high debt loads for the neediest
studentsespecially if they enrol inlonger programs. Interest Relief, asit has been recently
refashioned, will provide some insurance against school to work transition difficulties.
Neverthdess, individua swho make choicesto train for occupationswhere demandislow (or
becomes|ow by thetimethey graduate®) take on agreat risk. The studentswe met understood
that risk but felt they had little choi ce since post-secondary education at |east givesthema
chanceat future prosperity and they could not obtain that education without going into debt.

Students described to ustheir attemptsto minimizethat risk (e.g. consulting labour market
information at HRDC and placement ratesfor programsthey applied to). Nevertheless, many
of them had aready concluded that they had made apoor choice when we met them lessthan
twoyearsintotheir program. To a least someextent thisisinevitable. Labour market information
isdifficult to compile and interpret and isinevitably incomplete given the complexity of the
labour market. Aswdll, thelabour market is subject to rapid changes meaning that high quaity
information for today may not be especidly hel pful for thefuture.

The concern that arisesfrom these focus groupsrel ates to theimpacts on future generationsif
large numbersof today’ sor tomorrow’ sstudentsfind that the benefitsfrom apost-secondary
education are severely limited by the resulting debt burden.

Income Contingent Repayment has both advantages and disadvantages. Given the policy
objectives of the CSLP - to encourageindividual sto pursue a post-secondary education - the
major advantageisthat it reducestherisk for prospective students, making their decisonto
attend easier.

% An example of this from our focus groups was individuals who were training for occupationsin the
health field. Shortly after their enroliment - and incurment of a large loan - freezes and downsizing
occurred in hospitals across the country. Inevitably, these individuals were very concerned for their
future when we talked to them.
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7.0 Conclusions

Thissection of the report presents conclusionsrel ative to the more significant findingsthat
werederived from the eva uation of the Canada Student Loans Program. The conclusonsare
asfollows

1. Froman historical perspective, the CSLP has been a good program that appears
to have fostered access, choice and perhaps encouraged persistence in completion of
post-secondary education. However, for the future, it is not apparent that the program,
as currently designed, is equipped to achieve these same goals.

2. The CSLP has not sufficiently addressed repayment problems associated with
increasing debt burdens for current and future borrowers under the program.

3. While the CSLP has made some progress towards reducing costs and increasing
efficiency through harmonization, much more progress is required. The program must
continue to struggle for harmonization in such areas as designation of educational
institutions; communication; needs assessment; information sharing; and, with issues
related to debt burden. Without harmonization, a whole range of issues will remain
unresolved.

4.  Theprogramsuffersfrom seriousinformation management problemswhichrange
fromalack of performanceindicators, alack of data and, a limited facility for electronic
data interchange among the program’'s partners. The CSLP isnot an information driven
organization and it should be.
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Appendix A
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Table A.1: Average Amount Borrowed by Province 1992/93 to 1995/96 *°

Jurisdiction 1992/93
Newfoundland $3,054
Prince Edward Island $2,892
Nova Scotia $3,087
New Brunswick $3,160
Ontario $2,840
Manitoba $2,927
Saskatchewan $3,461
Alberta $3,216
British Columbia $3,198
Yukon $2,036
Canada $3,010

1993/94
Amount Increase

$3,104 $50
$2,985 $93
$3,176 $88
$3,372 $211
$3,401 $560
$3,434 $506
$3,462 $1
$3,267 $50
$3,206 $8
$2,005 ($31)
$3,337 $327

1994/95
Amount Increase

$4,105 $1,001
$3,077 $92
$3,769 $593
$3,085 ($287)
$3,990 $589
$3,679 $245
$3,987 $525
$3,382 $115
$4,490 $1,283
$2,147 $142
$3,934 $597

1995/96
Amount Increase

$4,718 $613
$3,169 $92
$3,403 ($366)
$3,019 ($66)
$4,039 $49
$3,778 $100
$3,908 ($79)
$3,659 $277
$4,553 $63
$4,074 $1,927
$4,021 $88

26 Source: Main Estimates, Government of Canada, Part Ill Expenditure Plan, Human Resources Development Canada




Table A.2: Characteristics of CSLP Borrowers 1989/90 and 1995/96 **

Province 1995/96 *° 1989/90
# CSLP % CSLP # CSLP % CSLP
participants participants participants participants
Age Group
Under 25 232,296 68.6% 156,335 72.7%
25 - 29 years 56,682 16.7% 34,075 15.8%
30 - 34 years 23,813 7.0% 13,191 6.1%
35 & over 26,077 7.7% 11,433 5.3%
All ages 338,868 100.0% 215,034 100.0%
Gender
Male 153,174 45.2% 94,745 44.1%
Female 185,694 54.8% 120,289 55.9%
Institution Type
Universities 170,269 50.2% 122,667 57.0%
Colleges/Institutes 118,302 34.9% 67,533 31.4%
Private 49,163 14.5% 21,588 10.0%
Other 1,133 0.3% 3,226 1.5%
27 source: ibid

% preliminary estimates




