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It will come as no surprise that a lot of people are burdened by education-related
debt. What may be surprising is how few of those people even know the terms of
that debt.

This is one of the findings of a survey released today by the National Financial
Capability Study (NFCS). The study, which I co-authored, found that nearly half
(45%) of those aged 18 to 34 owes on at least one loan (for themselves or family
members) and more than a quarter of Americans aged 35 to 54 have student
loans.
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Indeed, the number of student loan borrowers has almost doubled in the past 10
years, from 23 million to the current 43 million borrowers, according to the
Federal Reserve Bank of New York.  And the amount of total student-loan debt
has soared, shooting from $240 billion at the start of 2003 to more than $1.3
trillion today.

The prevalence of student loans is a red flag for anyone concerned about
personal debt levels in the country, even more so because these borrowers
fail—remarkably—to understand what they have taken on.

The latest NFCS data find that about one-in-five loan holders do not know the
terms of their student loans. For example, they can’t say whether their monthly
payments are determined by their income. And the majority (54%) of borrowers
did not calculate their monthly payments when they took out their most recent
loan.

Ignorance is not bliss. The new data also show that 48% of loan holders fear they
will be unable to pay off that debt. If they could go back in time, a whopping 53%
of student-loan holders say they would do it differently.

We should all be worried about
student loan debt. If
individuals and their families
are not financially secure, not
only are they likely to suffer,
but their vulnerability also
weakens the country’s
economic base. For example,

there are concerns about whether young workers with student loans are able to
contribute to their pensions, and to buy cars and homes. And at the current
default rates, student loans are becoming an issue not only for borrowers but for
taxpayers as well. By starting their financial life in debt, America’s young adults
face a daunting challenge, one that puts them and the economy at risk.
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Financial-literacy education, starting as early as elementary school, won’t help
current loan holders but it will prepare the next generations of students. For
example, one new question tucked into the survey was designed to measure
knowledge of interest compounding in the context of debt. What it reveals could
explain why people are ending up with such surprising amounts of debt: Only
33% of respondents know that it takes less than five years for debt to double if
one borrows at a 20% interest rate.

When it comes to financial capability, the field is wide open to help people and,
in particular, the young get savvy about their personal finances. Financial
education is key to repairing our economy’s weak link.

Read the latest Wealth Management Report.
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