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College Tuition and Loans:  A Crisis in the Making?
“You can’t place a value on education. Knowledge is food for the soul.” – Plato

Carin Wagner, CFP® and Mike Sullivan, CFP®

Judging by the rising costs of college over the last forty years it appears Americans agree with Plato. Since the 1970’s, 
college tuition expenses increased over 1,200% or approximately 7.3% per year. In comparison, the consumer price 
index (CPI) increased 3.7%, and even inflation for medical expenses rose by only 5.6% per year.  As tuition costs mounted, 
student loan levels likewise skyrocketed.  In the last 15 years, total student loans outstanding grew exponentially from 
less than $200 billion to over $1.2 trillion, of which roughly 90% were Federal government loans. As a result of these 
trends, there is a growing public discourse questioning the value of a college degree at these loftier price levels coupled 
with the escalating risks borne by indebted students pursuing higher education.  

Is College Still a Worthwhile Investment?
Concurrent with increasing tuition costs, student enrollment at traditional 4–year universities more than doubled over 
the past 40 years. Including demand at 2–year and for-profit colleges, overall enrollment now eclipses 40% of the 18-24 
year old demographic, which is one of the highest enrollment rates in the world. This rising demand was spurred by 
three primary factors: 

1. The Baby Boom Echo generation (children of the baby boomers) boosted college enrollment trends.  
2. Expanding Federal lending and financial aid programs increased accessibility to student credit.  
3. Growing earnings premium and significantly lower unemployment rates for college graduates when compared 

to those lacking a degree.
As Americans embark further into the Information Age, a bachelor’s degree is proving more essential to launch young 
employees into higher earnings potential throughout their careers. Those who fail to invest in a college degree are 
falling behind as our economy shifts towards more information technology and service based professions.  

To answer the question “is college still a worthwhile investment?” we created a model to quantify the value, which 
is similar to the financial planning models we build for our wealth management clients. We used the following 
assumptions:

• Average Tuition Costs - $35,000 inflated by 5% annually
• College Earnings Premium (according to the Pew Research Center): $17,500; assuming median earnings for a 

college graduate of $45,500 and a high school counterpart of $28,000.
• Student Loans:  Borrowing cost of $150,000 with interest paid at 6.8% (total $241,000)
• Time Period: 40 year career
• Income Increased for High School Graduate: 2%
• Income Increased for College Graduate: 3.5%

Considering our assumed student 
loan liability of $150,000 along with 
$115,000 in opportunity costs from 
delayed entry into the workforce, one 
can enjoy a 14% lifetime rate of return 
on attending college for four years  
(Chart 1). This rate of return exceeds 
growth expectations for lower risk 
investments such as bonds and real 
estate and even for typically higher risk 
investments such as stocks.

GHP Investment Advisors, Inc. is a member of The GHP Financial Group
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Only 4% of those with student loans, or approximately 1.6 million borrowers (less than 1% of the total U.S. population), 
have debt burdens exceeding $100,000. Further, as the labor market improves, recent 3-year default rates have started 
to decline. According to the U.S. Department of Education, the 2014 default rate dropped to 13.7% from 14.7%, and this 
figure is less than 8% when excluding embattled for-profit colleges. In comparison, subprime mortgage default rates 
peaked at 17% in 2009.  

Beyond the upside return potential offered via the earnings premium, there is likewise downside risk protection 
garnered by college graduates. Chart 2 illustrates the greater job security college educated workers experience. During 
the last recession unemployment rates for individuals lacking a college education spiked to more than 10%, while 
their college educated counterparts had unemployment rates closer to 5%. During times of expansion and boom, the 
disparity between the two is only around 2%, but the Great Recession disproportionately penalized workers with less 
education. 

Will Student Loan Debt Cause the Next Financial Crisis?
Since 2010 outstanding student loan debt represented the 2nd largest form of consumer debt in America, surpassing 
both credit card debt and auto loan debt.  Although total student debt levels now exceed $1 trillion, household mortgage 
debt remains significantly larger at well over $9 trillion. Undoubtedly these swelling student debt levels, carried during a 
difficult employment market for young graduates, present new risk factors which ripple throughout our entire economy. 
These borrowers will likely delay investing for retirement, starting families and buying a first home.  Likewise, as over 
90% of the total student loan debt has been extended by the Federal government, this debt may also present a risk for 
U.S. taxpayers. Nevertheless, more thorough analysis of the distribution of student loan debt offers some softening to 
these potential risks.

Over 40 million Americans or about 12% of our population is saddled with some form of student loan debt. About 28 
million or 70% of those student borrowers have total debt levels of $25,000 or less – roughly the equivalent of what it 
costs to buy a standard American car (Chart 3).

Average Market Value of a U.S. Listed Company

0%

2%

4%

6%

8%

10%

12%
Unemployment Rate - College Graduates & High School Graduates

College Graduate High School Only

19
92

19
93

19
94

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

20
14

20
15

19
95

Unemployment Rate – College Graduates & High School Graduates
Chart 2

Source: Federal Reserve Economic Database

Average Market Value of a U.S. Listed Company

Less than $10,000
40%

$10,000 to $24,999
29%

$25,000 to
$49,999

18% $50,000 to $99,999
9%

$100,000 to $149,999
1%

$150,000 to $199,999
1%

$200,000 or more
1%

Chart 3 Distribution of Outstanding Education Debt Balances
Total $1.08 Trillion (2013)

Source: The College Board



Page 3 GHP Investment Advisors, Inc.

Although current student loan levels do not foreshadow a future crisis near the magnitude of the recent subprime 
mortgage crisis, it is difficult to ignore the correlated trends of the last 15 years – expansion of Federal government 
lending to students and escalation of college tuition costs. As we head into an election year, the political dialogue is 
beginning to percolate with numerous proposals to either rein in Federal lending levels or shift a larger percentage 
of student debt to the private sector. Further, there have been a few interesting ideas to tie loan repayment schedules 
to actual earnings of the recent graduate as well as index loan interest rates to the future earnings potential and job 
placement metrics for a declared college degree or field of study.

Will College Prices Continue to Grow by 7.3% per Year?
Just like your Economics 101 professor lectured, when demand rises and supply is held relatively tight, prices ultimately 
increase.  Universities over the last 40 years enjoyed a doubling of enrollment demand and the exponential expansion 
of student loan credit. These trends accelerated in recent times as the Baby Boom Echo generation matriculated, and 
as the earnings premium for college graduates continued to increase appreciably. Further, elite private universities 
with global brands maintained limited admittance (or supply) for prospective students. For example, in 2013 Stanford 
and Harvard accepted 5.7% and 5.8% of their applicants respectively. This allowed these elite universities to maintain 
pricing power, which consequently influences pricing at colleges throughout the country.

With our market economy, however, supply often catches up to rising demand, effectively curtailing prices. The recent 
emergence of for-profit universities and online college platforms represent a potential increase in higher-education 
supply, despite initial steps fraught with challenges to establish legitimacy. Nevertheless, it is likely these alternative 
higher-education options will take root and eventually could offer less expensive routes to a degree for price conscious 
students.

Moreover, analysis of current U.S. birth rates demonstrates slower college-aged population growth (Chart 4) for the 
next two decades.  Although colleges want to replace declines in domestic enrollment with more international students, 
the U.S. government limits the number of annual student visas granted. Our analysis projects the Federal government 
will not grant enough visas to replace the diminished demand by U.S. students. Enrollment over the last three years at 
4-year universities has declined roughly 3% per year, highlighting a potential secular change in demand.  

On the student loan front, for the first time in over 20 years, annual Federal lending levels started to decline. We are 
now beginning to see regulation to deny or reduce loan dollars extended to students attending universities with poor 
graduation rates or job placement trends. Proposals are likewise mounting to limit student loan credit and financial aid 
only to universities that cap tuition increases.

Considering all of these parallel developments, we find it unlikely aggregate college tuition expenses will continue to 
increase over 7% per year for the next 40 years. While tuition costs at elite private schools may continue to rise, we 
believe overall college tuition increases will grow slower than the last 40 years.  In other words, tuition will keep rising 
but at a slower rate, and some colleges may even be forced to lower tuition as a more competitive landscape for student 
enrollment arises.  

Ultimately we do not see a crisis in the making for future college costs and student loan levels. We do see a growing 
importance for families to save for these expenses and to continue pursuing higher education.
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*Please note that the P/E data reported above are based on “as reported” earnings information rather than “operating” earnings. “As reported” earnings 
include one time write-offs whereas “operating” earnings reflect the profitability of a company as a going concern. We believe P/E ratios based on 
operating earnings are a better long-term valuation indicator, but Standard and Poor’s does not report this information for the style indexes used in 
our calculations. To address this issue we have also included Price to Book Value (P/BV) and Price to Cash Flow (P/CF) data, which are other important 
valuation indicators.

Market Summary

GHP Investment Advisors, Inc. benchmarks are based on proprietary models. P/E, P/BV and P/CF data are provided by Bloomberg L.P. as of 07/07/2015.

The GHPIA Equity Valuation Dashboard

Returns by Index

Index 2015:Q2 YTD

DJIA* -0.29% 0.03%

NASDAQ* 2.03% 5.90%

S&P 500* 0.28% 1.23%

S&P 500/Growth -0.10% 1.96%

S&P 500/Value -0.38% -1.68%

S&P MidCap 400/Growth -1.24% 5.90%

S&P MidCap 400/Value -1.63% 0.72%

S&P SmallCap 600/Growth 0.56% 6.87%

S&P SmallCap 600/Value -0.86% 0.03%

MSCI EAFE -0.37% 3.81%

Asset Class
Price/

Earnings 
2015:Q2

P/E
Benchmark

Over/
Under 

Valuation

Price/Book 
Value 

2015:Q2

P/BV 
Benchmark

Over/
Under 

Valuation

Price/
Cash 
Flow 

2015:Q2

P/CF 
Benchmark

Over/
Under 

Valuation

Large-Cap  
Growth Stocks

21.6 27.0 -20.0% 4.3 5.7 -24.6% 14.5 17.5 -17.1%

Large-Cap  
Value Stocks

15.5 20.2 -23.3% 2.0 2.5 -20.0% 9.3 13.1 -29.0%

Mid-Cap  
Growth Stocks

24.8 24.8 0.0% 3.8 4.5 -15.6% 15.6 16.1 -3.1%

Mid-Cap  
Value Stocks

19.6 19.1 2.6% 1.8 2.2 -18.2% 9.4 12.4 -24.2%

Small-Cap  
Growth Stocks

26.4 23.2 13.8% 3.0 3.5 -14.3% 14.0 15.0 -6.7%

Small-Cap  
Value Stocks

23.6 18.2 29.7% 1.7 2.1 -19.0% 10.2 11.8 -13.6%

Source: Bloomberg L.P. as of 07/07/2015.
*Dividends Reinvested.
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Investment Insight is published as a service to our clients and other interested parties. This material is not intended to be relied upon as a forecast, research, investment, 
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described may not be suitable for all investors.  References to specific securities, asset classes and financial markets are for illustrative purposes only. Past performance is 

no guarantee of future results. 
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Financial Planning 

Financial Planning  
We create a personalized financial 
plan to help you meet your wealth 
management goals – and give you  
peace of mind.
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Portfolio Management
We develop and implement an 
integrated portfolio investment 
strategy, taking into account your 
individual investment goals, time 
horizon and risk tolerance.
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Business Advisory Services  
We help you drive your continued 
success as a business owner, executive 
or entrepreneur. 

Financial Concierge Services  
Financial Concierge Services  
We relieve you of the everyday burden 
of your financial affairs.




