I * I Human Resources and Ressources humaines et
Skills Development Canada Développement des compétences Canada

Now and Tomorrow
Excellence in Everything We Do

June 2011

Summative Evaluation of the
Canada Student Loans Program

Final Report
June 2011

Strategic Policy and Research Branch
i+l

Canada







Summative Evaluation of the
Canada Student Loans Program

Final Report

Evaluation Directorate
Strategic Policy and Research Branch
Human Resources and Skills Development Canada

June 2011

SP-1014-09-11E
(également disponible en francais)



Note: the departmental catalogue number is placed on the front cover, bottom left hand
side.

You can order this publication by contacting:

Publications Services

Human Resources and Skills Development Canada
140, promenade du Portage

Phase IV, 12" Floor

Gatineau (Quebec)

K1A 0J9

Fax: 819-953-7260
Online: http://www12.hrsdc.gc.ca

This document is available on demand in alternate formats (Large Print, Braille,
Audio Cassette, Audio CD, e-Text Diskette, e-Text CD, or DAISY), by contacting
1 800 O-Canada (1-800-622-6232). If you have a hearing or speech impairment and
use a teletypewriter (TTY), call 1-800-926-9105.

© Her Majesty the Queen in right of Canada, 2011

Paper
ISBN: 978-1-100-19431-8
Cat. No.: HS28-44/1-2011E

PDF
ISBN: 978-1-100-19432-5
Cat. No.: HS28-44/1-2011E-PDF

Information contained in this publication or product may be reproduced, in part or in
whole, and by any means, for personal or public non-commercial purposes, without
charge or further permission, unless otherwise specified.

You are asked to:
» Exercise due diligence in ensuring the accuracy of the materials reproduced;

* Indicate both the complete title of the materials reproduced, as well as the author
organization; and

* Indicate that the reproduction is a copy of an official work that is published by the
Government of Canada and that the reproduction has not been produced in affiliation
with, or with the endorsement of the Government of Canada.

Commercial reproduction and distribution is prohibited except with written permission
from the Government of Canada’s copyright administrator, Public Works and
Government Services of Canada (PWGSC). For more information, please contact
PWGSC at: 613-996-6886 or droitdauteur.copyright@tpwgs-pwgsc.gc.ca



Table of Contents

LiSt Of ADDIeVIAtIONS ........cooiie e i
EXECUTIVE SUMMATY .....eeviiie ettt et te et e s esteeteeneesre e e e iii
ManNagemMeNt RESPONSE .......ooiiiieiiii et ne e v
I o oo (U T 1 o] o (OSSR 1
1.1 Methodology and LIMITAtiIONS .........ccceeririiiieiiniesie e 1
1.2 Organization 0f DOCUMENT ........cecueiieiecie e 3

2. BACKGIOUNG ...t 5
2.1 Program RAtiONAIE..........ccuoiiiiiiiiiee e e 6
2.1.1 A Need for Government Intervention in PSE ..........c.cccooevieeieiieennsiennn, 6

2.1.2  Why StUAENt LOANS? .....coviiiiiieeiesiieeeee et 7

2.1.3 Involvement of the Federal Government...........cccccevvvevveiesieeseeiesee e 7

2.2 Description Of the Program ..........cccoieeiiiieiieiesie e 8
2.2.1 Canada Student Loans (CSL) ......cccciviiieiierieieseese e se e 9

2.2.2 Canada Study Grants (CSGs) and Canada Access Grants (CAGS)........... 9

2.2.3 Loan Repayment ASSISTANCE ......cccccueieerieiieiieie e steesie e 10

3. Achievement of Program OBJECTIVES...........cccoiiiiiiiieieiesese e 13
3.1 Full-Time PSE ENrOIMENT......ccoiiiieiieieee et 13

T S =1 o o [T OSSR 14

TN O o (0] o= USSP 15

3.1.3 Age and Marital StatusS..........cccecvveiieiiiie e 15

3.1.4  Type OF INSTIEULION ....eoviiiiiiiic e 16

3.1.5 Those in Financial Need...........cccceivveiiiiiiiieie e 16

3.2 Part-Time PSE Enrolment and Part-Time Programs...........ccccceeererenereseniennnns 18
3.3 Needs Assessment Approach Used by the CSLP........cccccccovveviiievieve e 19
3.3.1 Assessing the Cost Of PSE........cccoooiiiiiiiiieeeese e 20

3.3.2  Provincial DIfferenCesS........ccciiiiieiieiice e 22

3.3.3  WILhiN PrOVINCES ....cveeiiiiieiiiecie ettt 22

3.3.4 Resources and Parental INCOME..........cccccvvieiiiiecic e, 23

3.4 AcCesS t0 PSE UNAEr the CSLP .....cvviieiie e 23
3.4.1 Existence of Financial Barriers .........cccocevveieiieieeie e 24

3.4.2 Alternative Ways to Pay fOr PSE ..o 25

3.4.3 Impacts of CSLP on PSE Enrolment...........ccccoevieviiiciiese e 27

4. Cost of Objectives AChIEVEMENT ...........ccviiiieeieceece e 31
4.1  CoSt Of CSLP COMPONENTS. ....citiiiiiiieiiieiesieesieeieseesteessesseesseessesseesseessesneesseesseans 31
4.2  Other Costs Related to Providing Direct LOAnS..........cccceevveieeiieiieieciesiena, 32
4.3 Bad DDt COStS....cciiiiieiieiisie sttt ne e 34

4.4  Cost-Effectiveness and Program AIternatives..........cccocevveveiieevecie e 35



5. Indirect Impacts and Effects of the CSLP.........cccccoveiieiiie e 37

5.1 Productivity and Inequality (Income Distribution) .........cccccceeviievierncieineiene 37
5.2 Program INTEIraCtiONS .........cccueruireeieeriesie e sie st sie ettt see e snes 38
5.3 Repayment and DebDL..........cov i 39
5.3.1 DEDLLEVEL ... 40

5.3.2  GraCe PEIOU .......oiiiiiiiiiiieieiees ettt 42

5.4 Interest Relief (IR) and Debt Reduction in Repayment (DRR) Use.................... 42
5.4.1 Profile of IR and DRR USEIS.......cccoooiiiiiiiniiieiee e 43

5.4.2 Evidence on the Effects of Repayment Assistance Programs................. 45

ST B =1 - 10 (] T OSSR 47
5.5.1 Factors Explaining the Default Rate ...........ccccooeviiiiniiiic e 48

6. Program DElIVENY ISSUES........ccuciuiiieiie ettt sreeae e 51
6.1 Client Awareness and SatiSfaCtion ..........cccccveiiiiniiiieeee e, 51
6.2 Complexity of Needs Assessment DeliVEry ... 53
6.3 Performance REPOITING........ccciveiiieieiieie e see e 53
6.3.1 POSSIDIE IMPrOVEMENTS. .....oiieiieieiiierieee e e 54

7. Conclusions and RecomMmMENdatioNS..........ccooviiiiiiiiniiieee e 55
7.1 RECOMMENTALIONS .....oveviiiiiisiieiieie ettt sttt a bbb nbeereas 55
RETEIEINCES ... e bbb b bbbt n et 58
Appendix 1 — Evaluation QUESTIONS ........ccociiiiiiininieienese e 64
Appendix 2 — Logic Model (RMAF) ..o s 70

Appendix 3 — Methodology - Summary of Technical Reports..........ccccveveveniennenns 72



Table 1

Table 2

Table 3

Table 4
Table 5
Table 6

Table 7

Table 8

Table 9

List of Tables

Number of Full-Time PSE Students and Number of

CSLP Participants from 2000-2001 to 2007-2008...........cccccoveevvereereevieseenrenes 14
Number of Part-Time CSLP Recipients from 2000-2001 to 2007-2008........... 18
PSE Participation of 18-21 Year Olds, by Income Quartile

when the Student was 16 Years Old (2001).......c.ccceverereneniienineeeeeeeee e, 24
Total CSLP Program-Related Expenses (in $ Millions)..........ccccoevvvvvivnininnnn, 31
Total CSLP Administrative Costs (in $ Millions) ..o, 33
Total CSLP Net Costs (in'$ MIllIONS) .....ccocviiieiiciccicceece e 34
CSLP Average Debt at Consolidation (in 2002$) — 2000-2001

10 2007-2008 .......ceeetiitiieeeeie ettt neans 41
Socio-Demographic Profile of CSLP and IR Participants from 2001-2002

10 2007-2008 .......cooiiiiiiieii 44

Three-Year Default Rates (%), by Year and Province from 2000-2001
10 2007-2008 .......coeeeienieieiirieie ettt 48






List of Graphs

Graph 1 CSL in Repayment (Millions — in $2002) from 1998-1999
10 2007-2008........c.ceueeeieiiiterieee ettt 40






List of Abbreviations

ASETS  Access and Support to Education and Training Survey
CAG Canada Access Grants

CESP Canada Education Savings Program

CMSF Canada Millennium Scholarship Foundation

CSFAA  Canada Student Financial Assistance Act

CSG Canada Study Grants

CSL Canada Student Loans

CSLA Canada Student Loans Act

CSLP Canada Student Loans Program

DARS Default and Recovery System

DPR Departmental Performance Report
DRR Debt Reduction in Repayment
EIR Extended Interest Relief

HRSDC Human Resources and Skills Development Canada

ICCSFA Intergovernmental Consultative Committee on Student Financial Assistance
LAD Longitudinal Administrative Database

LFS Labour Force Survey

NARS Need Assessment Reports

OECD Organization for Economic Co-operation and Development

OSFI Office of the Superintendent of Financial Institutions

OSAP Ontario Student Assistance Program

PCP Pre-Consolidation Program
PSE Post-secondary education
RAP Repayment Assistance Plan

RAP-PD Repayment Assistance Plan for Borrowers with a Permanent Disability

Summative Evaluation of the Canada Student Loans Program



RESP Registered Education Savings Plan

RMAF  Results-based Management and Accountability Framework
SFA Student Financial Aid

SHS Survey of Household Spending

YITS-A  Youth in Transition Survey, cohort A

Summative Evaluation of the Canada Student Loans Program



Executive Summary

The Summative Evaluation of the Canada Student Loans Program (CSLP) has been
undertaken over the 2006 to 2010 period using an approach of conducting a set of small
studies during each year of the evaluation. This report provides a summary of the results
of 32 studies conducted for the summative evaluation. The studies used a variety of methods
including literature reviews, international comparisons, surveys, focus groups, key informant
interviews, administrative data analyses and econometric analyses. As well, other external
studies were used to complement the 32 studies completed specifically for this evaluation.

Evaluation Findings

Program Rationale

The rationale for the CSLP is still valid because the benefits to society of having an
educated population go beyond the economic costs and because financial barriers would
otherwise exist for many more students without the program, especially those from low-
income families. Students are often unable to borrow from the private sector for their
post-secondary education (PSE) due to the lack of collateral, as well as the inability of
financial institutions to assess future income. The literature review and the international
comparison provided evidence that the credit constraints are sufficient to warrant government
action. As well, key informants were unanimous on the need for a program in some form.

The two main arguments for action by the federal government in this area are equality of
access across the country and historical precedent. However, the rationale for some detailed
features of the CSLP requires a re-examination, specifically the loan system for part-time
students.

Needs Assessment

Although the needs assessment used for the CSLP is complex, most key informants and
focus group participants agreed that those who need a loan get a loan. Analysis conducted
for the evaluation demonstrated that the current allowances for student expenses are
adequate in terms of meeting average monthly total student expenditures for the majority
of students (66%). However, a number of areas were identified for improvement: 1) although
some changes have been made to the parental contribution rules, further adjustments
appear to be needed; 2) consider ways to improve student comprehension of the needs
assessment process; and 3) improving the quality of the needs assessment data files.

Summative Evaluation of the Canada Student Loans Program
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Post-Secondary Education (PSE) Access

According to the 2007-2008 CSLP Annual Report the mandate of the CSLP is to “promote
access to post-secondary education through the provision of financial assistance in the
form of loans and/or grants to qualified students based on financial need, regardless of
province or territory of residence.” The program appears to be achieving this objective.
The literature review, key informants and empirical studies demonstrated that the program is
reducing financial constraints. Five studies provided estimates of the impact of the CSLP
on PSE access. Overall, the estimates showed that each $1,000 increase in student loans
limits increases the enrolment of low-income students by 0.4 to 1 percentage points.
Non-financial barriers continue to play a key role in explaining PSE access issues.

Debt Repayment

The average student loan debt at consolidation time was $9,348 in 1998-1999, increased
slightly to $9,655 in 2000-2001, and increased further to $12,881 by 2007-2008. Accounting
for inflation (which averaged 2.4% over this period) this represents an increase in average
student loan debt of about $1,030. Although the majority of student borrowers are able to
repay their loans with or without government assistance, approximately 16% of borrowers
defaulted in 2007-2008 (i.e. were behind on their loan repayment by 3 or more months
following the loan consolidation date). This was down by more than ten percentage points
from the earlier part of the decade. The literature review and analysis of CSLP administrative
data indicated that many factors influence the default rate such as scholastic results, graduation
rates, employment income, unemployment rates, debt levels, gender, age, and institution
characteristics.

The changes to the Interest Relief and Debt Reduction in Repayment provisions in 1997,
1998 and 2003 generally helped to reduce the default rate. Although key informant
interviews and focus groups indicated that these two provisions (subsequently replaced
by the Repayment Assistance Plan in 2009) helped lower the default rate, the use of a
more pro-active pre-consolidation counselling approach could be further explored by the
department to help borrowers understand debt management measures and to further
reduce the default rate.

Summative Evaluation of the Canada Student Loans Program



Management Response

Introduction

The benefits associated with high rates of post-secondary education (PSE) are well
established. PSE provides Canadians with access to better job prospects and opportunities
for personal growth. Canadians understand the importance of post-secondary education in
today’s competitive world; in fact, Canada leads all Organization for Economic Co-operation
and Development (OECD) countries in the proportion of the population with a college or
university education.

This impressive achievement is, in part, the result of the Government of Canada’s commit-
ment through the Canada Student Loans Program (CSLP) to ensure that Canadians are
able to access PSE. The CSLP provides government funded loans and grants to eligible
Canadians pursuing a post-secondary degree, diploma or certificate program at a designated
educational institution. The main clients are low- and middle-income Canadians, students
with disabilities, and students with dependents. The CSLP also provides assistance to
borrowers who are having difficulties repaying their student loans.

Since the inception of the CSLP in 1964, the Government of Canada has provided close
to $32 billion in student loans to more than 4.3 million students. According to the Office
of the Chief Actuary', approximately 36% of all full-time PSE students in the nine provinces
and one territory that participate in the CSLP? received a Canada Student Loan in the
2008-2009 loan year.

A summative evaluation of the CSLP was conducted between 2006 and 2011 and focussed
on the loan period from 2000 to 2008. Since this evaluation period, there have been a
number of significant initiatives announced by the Government of Canada to enhance
student financial assistance. In Budget 2008, the Government of Canada announced a
series of wide-ranging measures, which have subsequently been implemented:

e The Canada Student Grants Program that provides low- and middle-income students
with consistent and up-front funding to help pay for PSE;

e The Repayment Assistance Plan (RAP) that assists borrowers who are having difficulty
repaying their loans by making it easier to manage their debt by paying back what
they can reasonably afford. RAP replaced the Interest Relief and Debt Reduction in
Repayment programs, and under this new plan, thousands of additional borrowers
will qualify for assistance each year; and

e The Repayment Assistance Plan for Borrowers with a Permanent Disability (RAP-PD)
is available to borrowers with a permanent disability having difficulty meeting their
loan repayment obligations. Like RAP, RAP-PD makes it easier for eligible student
loan borrowers to manage their debt by paying back what they can reasonably afford.

L Actuarial Report on the Canada Student Loans Program, as at 31July 2009.
Quebec, Nunavut and the Northwest Territories do not participate in the CSLP but receive alternate payments from
the Government of Canada to operate their own student financial assistance programs.

Summative Evaluation of the Canada Student Loans Program
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In addition to these initiatives, the Government of Canada has also introduced changes to
increase support to full-time students in certain circumstances. In the past, full-time students
received interest subsidies provided that they remained in school and were eligible to
defer payments on their loans until six months after they completed their studies. However,
in cases where students exceeded the maximum allowable number of weeks of student
financial assistance, the student would be required to begin making payments on their
student loans before they finished their studies. As part of Budget 2008, full-time student
borrowers that reach their the maximum weeks of assistance are now able to continue
their studies without having to begin repaying their loans until six months after they
finish school.

With respect to part-time students, Budget 2008 included significant enhancements by
more than doubling the maximum lifetime loan amount and improving the terms of repayment
of student loans. Like full-time students, part-time students are now able to defer payment on
their loan principal and accumulated interest until six months after their studies are
complete. (Prior to this change, part-time students were responsible for making interest
payments on their loans while in study.)

Given that these significant changes to student financial assistance occurred after the
timeframe of this summative evaluation (2000 to 2008), a supplementary evaluation plan
is being developed to capture the impact of these new initiatives.

In addition, the CSLP continues to work in collaboration with provincial and territorial
partners to implement a number of initiatives to modernize the delivery of student financial
assistance. These initiatives include a master student financial assistance agreement,
electronic confirmation of enrolment, and a single on-line application for repayment
assistance, all of which are designed to significantly simplify the process for the borrower
throughout the student loan lifecycle.

Key Findings

Overall, the evaluation found that the rationale for the CSLP was valid and that there
continues to be a clear need for the financial assistance it provides to students. The evaluation
further concluded that the Program was achieving its objectives by reducing financial
barriers, improving access to PSE, and addressing the financial needs of students by
increasing loan limits and developing policies to support them in repayment.

We agree with these key findings and are pleased to present the following management
response to the specific recommendations in the report. The CSLP Directorate within the
Learning Branch of HRSDC has responsibility for proposed actions. The recommendations
essentially pertain to four broad areas:

« Eligibility for Student Financial Assistance;

e Student Financial Assistance for Part-Time Study;
e Repayment following completion of PSE, and

o Default Management.

Summative Evaluation of the Canada Student Loans Program



For purposes of clarity, HRSDC’s responses to the recommendations outlined in the
summative evaluation have been categorized using these four broad areas.

Recommendations

Eligibility for Student Financial Assistance

To qualify for a Canada Student Loan, a student must satisfy the criteria prescribed by the
Canada Student Financial Assistance Act and Regulations, and demonstrate a financial
need. This needs assessment process is undertaken on behalf of the Government of
Canada by participating provincial and territorial student financial assistance programs.
Among the elements that are considered during the needs assessment process are the
student’s category (single or married, dependent or independent), the student’s PSE expenses
(including tuition, fees, books, and living expenses) and their financial resources (including a
student’s income, savings and assets, parental or spousal contributions). Based on these
criteria, a student’s eligibility as well as the amount of student financial assistance is
determined.

Recommendations 1, 5, and 6 of the evaluation report address specific issues with respect
to needs assessment:

Recommenadation #1.: That CSLP look for ways to simplify the needs assessment process
in order to help students better understand the process.

We agree with this recommendation. In collaboration with provincial and territorial partners,
via the Intergovernmental Consultative Committee on Student Financial Assistance
(ICCSFA), the needs assessment process is periodically reviewed to identify ways to
further improve and simplify the process. ICCSFA is a federal-provincial body that meets
regularly to examine policy and programming elements relating to student financial
assistance in Canada.

Part of this collaboration centers around developing a series of communication tools for
students to help them better understand the needs assessment process. For example, on-line
calculators have been developed to assist students to estimate the amount of funding they
can expect to receive so that they can plan for their education and the associated costs prior to
submitting a student loan application. On-line application processes are also available to
students to help them navigate though the application process. Financial aid offices at PSE
institutions and provincial/territorial student financial assistance offices have the capacity
to respond to student inquiries related to needs assessment.

Communication and outreach activities are undertaken to encourage students with financial
need to apply for student assistance under the CSLP. Given the importance of under-
standing what obstacles may exist to prevent students from applying for support, HRSDC
is currently conducting an experiment in fifty high schools in British Columbia with low
secondary-to-post-secondary transition rates, to examine the impact of providing students
with hands-on counseling on PSE options. Counseling includes support in completing
applications for PSE admission and for student financial assistance. A final report on the

Summative Evaluation of the Canada Student Loans Program
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results of this initiative is expected in 2012 and will enable the CSLP to examine the
application process to ensure it is meeting the needs of applicants.

Recommendation #5: Although the needs assessment system seems to work well, the
provincial uniform cost-of-living allowances should be rethought because some expenses
(especially shelter) can vary significantly from the average provincial expenses,
depending on whether students live in large urban centres, small urban centres, or
rural communities.

We agree that the needs assessment system works well. In collaboration with our provincial
and territorial student financial assistance partners, needs assessment criteria are reviewed
by the Government of Canada on a regular basis so that adjustments may be considered
to reflect increases in student costs over time.

The current CSLP methodology for calculating cost of living allowances within a province is
based on the largest (most expensive) urban centre in each province. As noted in the
evaluation report, this approach can result in students from low-cost regions of the
province receiving cost of living allowances that exceed their actual needs. However, in
our view, the administrative complexity and associated costs of introducing variable cost
of living allowances within a province would more than offset any benefits.

Recommendation #6: Parental contributions were identified as an issue in the 1997
evaluation and in studies since that time. Although HRSDC has modified some rules
related to parental contributions, evidence collected for the current evaluation indicates
that some further adjustments should be made to the parental contribution rules.

We agree with this recommendation. Given that parental contributions are a key component
in determining entitlement to student financial assistance, examination of issues in this
area is undertaken on an ongoing basis as part of the work of ICCSFA.

Parental contributions have been adjusted several times in recent years. In 2004 and 2006,
expected parental contributions were lowered in relation to family income and province
of residence, thereby making thousands more students from middle-income families
eligible to benefit from Canada Student Loans.

For applicants who dispute the assessment of their financial situation, including their expected
parental contribution, an appeal process is in place to allow for a reconsideration of their
assessment by provincial/territorial student aid authorities. This appeal mechanism seeks
to maintain a balance between ensuring that program funds are issued on the basis of
financial need and that students with demonstrated financial need are not denied access to
support required to pursue PSE study.

Student Financial Assistance for Part-Time Study

While students in full-time study are the main beneficiaries of the CSLP, the Program
does offer support to those whose circumstances are such that they participate in PSE on
a part-time basis.

Summative Evaluation of the Canada Student Loans Program



Recommendation 4 addresses the participation rate in the CSLP for students in part-time
study:

Recommendation #4: There is a need to improve the understanding of the part-time
loans program and possibly make changes because the coverage is quite limited (e.g. the
number of participants has declined by 50% since 2000). For example, the rationale is
not very clear and does not seem to respond to the current part-time student situation.

We agree with this recommendation. A number of measures were announced by the
Government of Canada in Budget 2008 to enhance student financial assistance for part-
time students. These measures include:

e Anincrease in the lifetime maximum part-time loan amount from $4,000 to $10,000;

« Elimination of the requirement to make payments on part-time loans while in school;
and

o Deferral of repayment until six months following completion of studies.

These recent enhancements, implemented in 2009, significantly improve the support to
part-time students. Since these changes were implemented, the number of part-time students
who have benefited from the Program has increased by 94% for loans and 22% for grants.
The CSLP will continue to monitor the impact of these changes. The Program will also
analyze data and results of Statistics Canada’s Access and Support to Education and
Training Survey (ASETS) to assess the extent to which the needs of part-time students
are aligned with the current support available under the part-time program.

Repayment Following Completion of PSE

The Government of Canada is committed to helping students throughout the lifecycle of
their student loans. Following completion of study programs, Canada Student Loan borrowers
are required to enter into consolidation agreements to repay their loans. For the majority
of borrowers, this is their first experience with loan management. As such, a concerted
effort is made by the Government of Canada to communicate with borrowers prior to
consolidation of their loans to ensure that they are fully aware of their responsibilities as
well as the repayment options that are available to them, including repayment assistance
programs.

To better assist borrowers experiencing difficulty in repayment, in 2009, the Government
of Canada replaced the Interest Relief and Debt Reduction in Repayment programs with
the new Repayment Assistance Plan (RAP). The underlying principle of the RAP is that
borrowers should not be required to make a student loan payment above an affordable
level and that the repayment period should not exceed fifteen years. Following the calculation
of an affordable payment, which takes into account family income, family size, and the
amount of loan balance, borrowers may receive support under the RAP if their monthly
student loan payment exceeds an affordable payment level. For borrowers who qualify,
the Government of Canada assumes portions of their interest and/or principal and they
are required to make reduced or no payments on their loans during approved periods.

Summative Evaluation of the Canada Student Loans Program



During the 2009-2010 loan year, more than 155,000 borrowers benefited from RAP, of
which approximately 90% were not required to make any payments on their student
loan. In comparison, during the 2008-09 loan year, approximately 130,000 borrowers
received Interest Relief (IR) and approximately 2,500 benefited from Debt Reduction in
Repayment (DRR).

In addition to RAP, the Government of Canada has also introduced the Repayment Assistance
Plan for Borrowers with a Permanent Disability (RAP-PD). Like RAP, RAP-PD makes it
easier for student loan borrowers to manage their debt by paying back what they can
reasonably afford. Under RAP-PD, eligible borrowers make loan payments based on income
and ability to pay, including consideration of disability accommodation costs.

A variety of key communication channels, including student financial assistance offices
at PSE institutions, are used to disseminate information about the repayment options
available to students, including support under RAP and RAP-PD. In 2008-2009, the
redesign of the CanlLearn.ca site provided for clear messaging about repayment options
and support measures.

The evaluation draws attention, under Recommendations 2 and 3, to the awareness level
of CSLP recipients upon entering into the repayment phase:

Recommendation #2: That the program improve student awareness of the support
available to them at loan consolidation time.

We agree with this recommendation. Given that a student loan is often a borrower’s first
experience with loan management, the Government of Canada works on an ongoing basis
to improve communication with borrowers at the time of consolidation.

In collaboration with student financial assistance partners, the CSLP undertakes regular
outreach activities to disseminate information about repayment options and repayment
support. These activities include exhibits, campaigns, online resources, toolkits, publications,
as well as repayment seminars at educational institutions.

Each year, the CSLP, via the Service Provider®, pro-actively contacts over 180,000 student
borrowers who are approaching repayment to discuss repayment options and support.
In addition, counselling sessions are targeted to address borrowers with a high statistical
probability of encountering repayment difficulties, including those who have withdrawn
early from their programs of study and have not continued their post-secondary education.
The CSLP has also developed two online modules to inform borrowers about student
loan repayment. These modules provide information to borrowers who are about to take
their first Canada Student Loan and those who are about to begin repayment of their
Canada Student Loan.

These initiatives, among others, have resulted in positive outcomes in terms of borrower
awareness. According to the most recent CSLP Client Satisfaction Survey, in 2009-2010,
83% of borrowers found their repayment options to be clear.

% The Service Provider is a third-party contractor which administers student loans on behalf of the Canada Student
Loans Program.
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Recommendation #3: That CSLP explore the idea of changing the name of the grace
period, because the use of this term often leads to confusion for students about whether
interest accrues during this six month period.

We agree that the term “grace period” may be confusing to some borrowers, and will continue
to work with our provincial/territorial partners to explore a more effective way to
communicate how the student loan program works. The “grace period” refers to the fact
that borrowers are entitled to defer their student loan payments for six months following
the completion of PSE studies, but that interest on Canada Student Loans will continue to
accrue during this period. However, the confusion on the part of some borrowers may
stem from the fact that some provinces do not require interest to accrue on provincial
student loans during this six-month period. To mitigate any confusion, the CSLP undertakes
to effectively communicate this term in all appropriate communication to borrowers,
including student loan documents, on the CanLearn website, and through the Service
Provider call centre.

Default Management

Given the negative consequences of loan default for both students and government,
the CSLP seeks to improve repayment rates as part of a comprehensive approach to the
effective management of the student loan portfolio.

CSLP’s strategy with respect to default prevention includes: the provision of non-repayable
grants, which reduces debt balances; effective and targeted communication with borrowers
prior to their completion of PSE; repayment assistance for borrowers experiencing difficulty
in repayment; and a performance-based contract with the Service Provider which provide
incentives for improved student loan repayment rates.

To receive Canada Student Loans, students must be enrolled in PSE institutions which
have been designated as eligible by provincial/territorial governments. Designation criteria
are an important tool in pursuing objectives to reduce loan default rates and ensure that
PSE investments are protected.

Recommendation 7 addresses the importance of continuing to undertake research and analysis
of the student loan default rate, including the impacts of repayment support measures:

Recommendation #7: A policy research study should be conducted on the optimal
default rate that takes into account the costs of repayment assistance programs.
For example, the research should examine whether it is always beneficial to the
government to increase assistance through repayment assistance programs in order to
reduce student loan default rates. Similarly, a more pro-active pre-consolidation
counselling approach could be further explored by the department to help borrowers
understand debt management measures and reduce the default rate.

We agree with this recommendation and are continuing to use the latest research and
analysis to build on our understanding of repayment assistance programs and their relation-
ship to default rates.

Summative Evaluation of the Canada Student Loans Program
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The CSLP constantly monitors the student loan repayment portfolio to ensure that loans
are being repaid, and not entering default. The vast majority of student borrowers repay
their loans on-time and in full. In it most recent report (as of July 31, 2009) the Office of
the Chief Actuary reported that more than 87% of loans disbursed are repaid.

The CSLP uses a 3-year cohort default rate as a main indicator of the portfolio’s performance.
Since the Government of Canada took over the lending of student loans in 2000,
the default rate fell significantly between 2001-2002 and 2008-2009, from 38% to 14%.
This decline was observed across all institution types, and was most significant for borrowers
at private institutions (a decline of 28%).

The CSLP has developed a comprehensive Portfolio Management Strategy aimed at
improving the management of the Canada Student Loan Portfolio as a whole. The Strategy
is designed to improve repayment rates, increase the amount collected from defaulted
loans, and reduce overall costs to the Program. There are initiatives in place which focus
on each of the four phases of the loan life-cycle: application and disbursement, in-study
account management, repayment and debt management, and collections. This includes a
number of initiatives targeted at reducing risk to the Direct Loans portfolio. For example,
the CSLP uses its service provider to contact borrowers who are statistically more likely
to default to offer them loan counselling before their first scheduled payment.

There are additional integrity and performance improvement measures which include:
oversight tools such as audits and risk assessments; fraud or abuse investigations which
focus on situations that have been flagged for additional scrutiny; and a pan-Canadian
designation policy framework which supports governments in working with educational
institutions to improve the performance of the student loans portfolio.

Conclusion

HRSDC is committed to ensuring that the CSLP is fully responsive to the needs of Canada’s
post-secondary students, and will continue to explore ways to improve and enhance the
design and delivery of the Program in collaboration with partners and stakeholders.
The findings and recommendations of this evaluation will inform and support that work
and contribute to a more effective and efficient Program for the future.

Summative Evaluation of the Canada Student Loans Program



1. Introduction

This report presents a summary of the findings and conclusions of the summative evaluation
of the Canada Student Loans Program (CSLP). The CSLP is intended to promote access
to post-secondary education (PSE) for students with demonstrated financial need.

The last summative evaluation of the CSLP was completed in 1997. Since then, the CSLP
has undergone significant changes such as the replacement of the risk-shared loan regime
with the direct loan regime in 2000. A formative evaluation of the direct loan regime was
completed in 2004. The formative evaluation was focused on examining issues of program
relevance, design and delivery, but did not assess the impact of the CSLP on access to PSE.

1.1 Methodology and Limitations

Given the size and complexity of the CSLP, the evaluation framework developed for the
summative evaluation proposed a series of smaller studies over a five-year period, rather
than the more standard one large evaluation over the course of two years. As well, as
stipulated in the evaluation framework, each year was focused on and addressed a specific
theme.* The intention was to build up a body of knowledge and encourage a year-to-year
exchange with the program area. Conducting the evaluation over a five-year period also
gave more flexibility to adjust the evaluation.’

The evaluative activities were organized around a set of evaluation questions that included
questions regarding program rationale, program objective and achievement, impacts and
effects, cost-effectiveness, and program delivery issues and communications. The full list
of evaluation questions can be found in Appendix 1 (which also indicates where each
question is answered in the report and the lines of evidence used).

A total of 32 studies were conducted to address the evaluation questions. The range of
methods used in addition to the literature reviews and international comparisons included:

e Surveys — a survey of 1,582 student loan decliners and an examination of existing
surveys (the 2007 CSLP Client Satisfaction survey and the 2007 Omnibus survey).

e Focus Groups — a total of 16 two-hour focus groups in four cities (Halifax, Toronto,
Calgary and Vancouver) with (i) borrowers in study or recent graduates; (ii) borrowers
who consolidated their loans and never used debt management measures nor defaulted,;
(iii) borrowers who were on or had received Interest Relief (IR); and (iv) borrowers
who defaulted on their loan. The key issues addressed in the focus group sessions
were whether the need assessment accurately reflects a student’s financial needs,
whether repayment structures and income limits for extended IR are reasonable, the

The first year of the evaluation focused on program rationale and data quality, with subsequent years centred on the
needs assessment process, PSE access and student debt/repayment.

However, this long time frame implies that some of the evidence used in support of the findings and conclusions
may become outdated.
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extent to which students make use of other sources of funding, and the existence of
program delivery and communications issues.

o Key informant interviews — a total of 45 key informant interviews with respondents
from academic institutions, non-governmental organizations, student associations,
provincial and territorial government employees, and federal government employees.
The purpose of the interviews was to investigate the ongoing relevance of the CSLP,
the perceived effectiveness of the program in meeting its objectives, the perceived
short- and mid-range impacts and effects of the program, areas where the program has
been successful, and areas where the program can be improved.

« Administrative data analyses and econometric analyses of a linked database consisting
of CSLP administrative data and the Longitudinal Administrative Database (LAD)
from Statistics Canada.

A summary of the 32 studies is provided in Appendix 3.° In addition, other academic studies
were used to complement the work done for this evaluation.

The summative evaluation was focused on the direct loan period from 2000 to 2008 (a period
containing more accurate administrative data), although references to the last years of
the risk-shared regime (1998 and 1999) are included for comparison purposes. As well,
the evaluation was focused on the nine provinces and one territory that participate in the
CSLP.” Readers should also note that all amounts presented in this report are expressed in
nominal terms except where otherwise indicated and that all amounts reported represent
the federal portion only.

There are a few limitations with the summative evaluation:

1. The evaluation focused more on the student loans aspect of the CSLP and devoted
less attention to examining student grants, as loans comprise the bulk of CSLP annual
expenditures. Similarly, there is more analysis of full-time PSE students than part-time
PSE students.

2. Findings related to the impact of loan repayment assistance measures on student loan
default rates should be interpreted with caution due to a lack of multiple robust lines
of evidence.

3. Due to insufficient reliable evidence for some evaluation questions, 8 of the 71 questions
have been left unanswered (see Appendix 1 for more detail).

®  For further details, the various technical reports are available upon request.

" Quebec, the Northwest Territories and Nunavut do not participate in the CSLP, but they offer their own Student
Assistance Programs and receive alternative payments from the Government of Canada to assist in the operation of
those programs.
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1.2 Organization of Document

Section 2 of this report examines the program’s rationale, objective and various activities.
Section 3 examines the extent to which the program achieves its objectives of reducing
financial barriers and improving PSE access. Section 4 examines program costs including
cost-effectiveness. Section 5 examines the indirect impacts of the CSLP, such as its macro-
economic impacts, interactions with other programs, and repayment issues. Section 6
focuses on some program delivery issues. The last section summarizes the overall
conclusions and identifies the recommendations arising from the evaluation.
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2. Background

This section begins with a short history of the CSLP, and then examines the program’s
rationale, objectives and various activities (such as the provision of student loans and
grants, and loan repayment assistance).

The history of the CSLP can be divided into three main periods:
e The guaranteed loan regime;

e The risk-shared loan regime; and

e The direct loan regime.

The initial period of the CSLP is often referred to as the guaranteed loan regime. The CSLP
was created in 1964 under the Canada Student Loans Act (CSLA) to promote access to PSE.
Under the CSLA, the CSLP provided 100% government-guaranteed loans through banks and
credit unions to students with demonstrated financial need. The participating provincial and
territorial governments® assumed the general administration of the program.

The period between 1995 and 2000 is often referred to as the risk-shared loan regime.
In 1994, the Canada Student Financial Assistance Act (CSFAA) was introduced. It replaced
the guaranteed loan regime with a risk-shared loan system starting in 1995/96. Under the
risk-shared system, participating financial institutions were paid a risk premium for loans
going into repayment each year. The CSFAA also established Canada Study Grants (CSGs),
which provide non-repayable financial assistance to PSE students with particularly high
levels of need and to women enrolled in doctoral programs.

The current period of the CSLP is referred to as the direct loan regime. When the majority
of financial institutions opted out of participating in a proposed new agreement on the
delivery of the CSLP, the Government of Canada announced on August 1, 2000 that
it would assume the full responsibility for financing and administering the program.
The responsibility was transferred to the Government of Canada through a corresponding
amendment to the CSFAA. Since then, student loans have been provided directly by the
federal government with a 60/40 federal/provincial cost-sharing arrangement with participating
provinces.® It should be noted that Human Resources and Skills Development Canada
(HRSDC) is still managing borrower files from previous regimes and will do so until 2028.°

8 participating jurisdictions included all provinces except Quebec and the Yukon Territory.
AII jurisdictions are participating in the cost-sharing arrangement, except Quebec, the Northwest Territories and Nunavut.
% For further information, see the 2009 CSLP Actuarial Report, Office of the Superintendent of Financial Institutions (OSFI).
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2.1 Program Rationale

The mandate of the CSLP is “to promote accessibility to post-secondary education for
students with demonstrated financial need. The CSLP lowers financial barriers through
the provision of loans and grants which help ensure that Canadians have an opportunity
to develop their knowledge and skills to participate in the economy and in society.”*

The CSLP seeks to promote PSE access for students with demonstrated financial need by:
e Providing loans and grants to eligible individuals;

e Developing and implementing policies that balance requirements for accountability,
integrity and responsiveness to the changing needs of students and society;

e Providing information to help students and their families make informed choices;
« Enhancing and improving the delivery of services, resulting in high client satisfaction;

« Ensuring the development and renewal of a valued, knowledgeable, motivated workforce
within the CSLP; and

e Building on and improving collaborative partnerships with federal, provincial and
territorial partners, stakeholders and student organizations.

The Government of Canada has also highlighted the importance of PSE. For example,
the 2008 Speech from the Throne stated “Our Government will strengthen Canada’s
workforce for the future by continuing to support student financial assistance and taking
measures to encourage skilled trades and apprenticeships.”*

The discussion that follows looks at the rationale of the CSLP by examining:
e The need for governments to facilitate access to PSE;

e The need for a student loan program; and

o Reasons for the involvement of the federal government in student loans.

2.1.1 A Need for Government Intervention in PSE

The main arguments for government support for PSE can be described as increasing
access to PSE, generating positive social benefits that go beyond the economic benefits to
the individual and promoting a more equitable society. There is evidence regarding the
continued value of PSE because, for example, educated individuals usually earn more as
a result of their education.

The basic economic rationale for government intervention to facilitate access to PSE is
that the benefits to society from having an educated population go beyond the economic
benefits to the individual. For example, Riddell (2006) describes some of the potential social
benefits of having an educated workforce. These benefits include an increased overall

1 For further information, see the CSLP annual report for 2000-2001.
12 2008 Speech from the Throne, Government of Canada.
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level of knowledge, improved knowledge creation (e.g. more ideas will be generated), better
lifestyle choices (better health), reduced criminal activity and increased civic participation.

Government intervention to facilitate access to PSE in the case of students with demonstrated
financial need can also promote a more equitable society and ensure that individuals can
choose their optimal level of education. Some students are more likely than others to face
financial barriers, particularly students from low-income families. Student financial assistance
programs can be designed to reduce the financial burden for those with credit constraints
(tuition and living expenses) and concerns about debt.

2.1.2 Why Student Loans?

The argument for providing a student loan program to facilitate access to PSE is that
students are often unable to borrow from the private sector to pay for their PSE due to a
lack of collateral as well as the inability of financial institutions to assess future income.*®
Key informants were unanimous on the need for some form of government program.
They were convinced that a significant number of students would not be able to attend
PSE if the CSLP did not exist. As well, the literature review showed that all of the
reviewed countries have at least some form of student loan or grant regime. This indicates a
general consensus that the credit constraints are sufficient to warrant government action.

The literature review suggests there is also a consensus that multiple forms of student
assistance increase PSE enrolment levels. For example, Singell (2001) found that needs-
based grants, subsidized loans, and work study programs encouraged enrolment in a large
public university. Nevertheless, there is less evidence that loans have a positive impact
on overall PSE enrolment (perhaps with the exception of the Dynarski (2003) study).
For example, the review suggested that if an existing student aid program switches from
providing primarily loans to providing primarily grants or a combination of loans and
grants, then there appears to be no statistically significant enrolment response except for
low-income students.

It should also be noted that studies have found both positive and no enrolment effects
associated with federal grant programs in the U.S. (Section 3.4.3 provides a further discussion
of efforts to measure the impact of student loans and grants on access to PSE).

2.1.3 Involvement of the Federal Government

In most provinces and territories, the student loan regime is a shared responsibility of the
federal and provincial governments. In the case of a non-participating province or territory,
the federal government transfers funds so that the non-participating jurisdiction can operate
its own program.** The main arguments for the involvement of the federal government in

13 1t should be noted that in certain cases private institutions might be willing to lend money (e.g. students studying
medicine and dentistry and/or in cases where parents are willing to co-sign the loan).
 The current non-participants are Quebec, the Northwest Territories and Nunavut.
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student loans to facilitate PSE are equality of access across the country and historical
precedent, as discussed below.

Key informants unanimously agreed that there was a need for a federal program designed
to help different groups access PSE. In general, there was a strong consensus that the
federal government should play some role in student loans, although there were differences
of opinion on what the optimal split of responsibility should be. Some key informants
suggested that the current 60/40 federal/provincial cost-sharing arrangement with participating
provinces could be adjusted depending on the needs of each jurisdiction. However,
student groups and institutions had no problem with the current split.

From a historical perspective, the literature review described how the federal government
has played a role in providing student loans since the late 1930s, when student loans were
seen as a way to help students deal with the economic hardships of the Depression.
The literature review noted that all of the provinces had joined the Dominion-Provincial
Student Aid Program by 1944 which, along with the Veterans Rehabilitation Act (1945),
were the precursors to the CSLP (established in 1964).

International comparisons showed that there are several other countries where loans are
issued by the central government, such as the Federal Stafford Loans in the United States
and Germany’s student loan program.

2.2 Description of the Program

Since 1964, the activities of the CSLP have evolved considerably. For instance, the
government announced many changes to the CSLP under the 1998 Canadian Opportunities
Strategy, which included the creation of new grants (CSGs) for full-time students with
dependants, the creation of the Debt Reduction in Repayment (DRR) provision, as well
as enhancements to the Interest Relief (IR) provision.

Since the shift to the direct loan regime (in 2000), more changes have been incorporated
into the CSLP such as a new CSG for high-needs students with permanent disabilities
(2002), changes to in-study exemptions (2003), and new amendments to the IR and DRR
provisions (2003).

Some additional changes were announced in the 2004 Budget (which came into effect on
August 1, 2005). These changes included increasing the loan limits and the allowances
for computer-related costs, reducing expected parental contributions, increasing the income
threshold for IR eligibility, increasing the amount of DRR, and implementing new grants
(Canada Access Grants).

In the 2005 Budget, it was announced that eligibility for loan forgiveness for direct loans
would be extended in the event of death or permanent disability. The 2006 Budget announced
that parental contributions would be further reduced starting on August 1, 2007. Further
changes were announced in the 2008 Budget, but those changes are beyond the scope of
this evaluation.
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The current evaluation is focused on examining CSLP activities under the following structure:
o Canada Student Loans (CSLs);

o Canada Study Grants (CSGs) and Canada Access Grants (CAGSs); and

o Loan repayment assistance.

2.2.1 Canada Student Loans (CSL)

Under the current legislation, the CSLP provides financial assistance in the form of direct
loans to students with demonstrated financial need.” These loans are available to students
enrolled in full-time or part-time studies at a designated PSE institution.'®

In order to receive financial assistance in the form of a CSL, students must satisfy initial
eligibility criteria.'” Upon establishing eligibility, a needs assessment is conducted to determine
the amount of each student’s financial need. The needs assessment process is designed
to take into account provincial differences and the additional needs of certain groups
(e.g. students with dependents, students living away from home, students who relocated
to pursue PSE).

Provincial and territorial government partners determine both eligibility and level of
need using federal criteria. From 1995 to 2004, the maximum weekly federal loan limit
that could be received by a student was $165. The federal loan limit was increased to
$210 per week at the start of the 2005-2006 loan year.

While a student borrower is pursuing full-time studies, the federal government (through
the CSLP) subsidizes the interest that would otherwise accumulate on the loan principal.
The borrower is required to begin repayment of the loan within six months after ceasing
full-time studies. However, the interest subsidy does not apply to the six month post-
study period. This six-month period is called the “grace period”. Students studying part-time
might be eligible for the part-time student loans program. The conditions for these loans
differ from the full-time student loans program.

2.2.2 Canada Study Grants (CSGs) and Canada Access
Grants (CAGSs)

Up until 2008, the CSLP provided non-repayable financial assistance in the form of
CSGs and CAGs to PSE students with particularly high levels of need who qualified for

5 The program logic model from the RMAF is contained in Appendix 2.

16 CSLP and the participating provinces define (using certain criteria) a list of private and public institutions that are
entitled to participate in the program.

7 In general, to be eligible for student assistance, a student must meet the following criteria: 1) be a Canadian citizen
or a permanent resident of Canada, or be designated as a Protected Person; 2) be enrolled in at least 60% of a full
course load (40% for students with permanent disabilities); 3) be enrolled in a degree, diploma or certificate
program of at least 12 weeks of training and study within 15 consecutive weeks at a designated post-secondary
educational institution. There is also a needs-assessment for part-time students.
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loans (these two grant programs were discontinued and replaced by the Canada Student
Grants Program in 2009).

e CSGs assisted students with permanent disabilities, high-need students with permanent
disabilities, high-need part-time students, students with dependants, students from
low-income families and female students in doctoral programs in which women are
traditionally under-represented.

o CAGs assisted first-year students from low-income families and students with permanent
disabilities.

Eligibility for the grants was determined by provincial and territorial partners using federal
criteria.

Key informants generally agreed that most of the groups should receive grants because
the need of these groups was high (due to a variety of circumstances). However, some
argued that it was difficult to find an explicit rationale for the grant for female students in
doctoral programs in non-traditional fields. Key informants felt that since females now
make up a greater percentage of university students than males, it is likely that any
disparity in the numbers of doctoral students will resolve itself. Their views are supported
by available data which show that the 17-to-29 year-old full-time participation rate was
15.3% for females compared to 11.4% for males in 2005-2006."* As well, a Canadian
Education Statistics Council study showed that the doctorate graduate rate for males was
1.1% in 1994 and in 2005, while the doctorate graduate rate for females increased from
0.5% to 0.9% during the same period.” Additional information from the Statistics Canada
Survey of Earned Doctorates indicates that the proportion of women graduating from
Canadian doctoral programs was just over 50% in 2004-2005. In addition, given that
many Canadian universities now offer guaranteed funding to doctoral students, it seems
unlikely that this group is facing particularly high financial needs.

2.2.3 Loan Repayment Assistance

In addition to providing assistance for access to PSE in the form of loans and grants, the
CSLP provides a variety of assistance to student loan borrowers who are having difficulties
meeting their repayment obligations. Although IR and loan forgiveness existed prior to
1998, some loan repayment assistance measures were introduced in the 1998 Budget,
and most were extended in the 2003 and 2004 Budgets (the Repayment Assistance Plan
introduced in 2009 replaced the existing loan repayment assistance provisions).

o Borrowers experiencing financial hardship in repaying their loans were eligible for up
to 30 months of IR during the lifetime of their loans. Under IR, the government paid
the interest on the loan and the borrower was not required to make any payments on
the principal or interest.

8 For further information, see Post-Secondary Enrolment Trends to 2031, Statistics Canada catalogue 81-595-MIE,
November 2007.

1 For further information, see Canadian Education Statistics Council, Education Indicators in Canada, Statistics Canada,
81-582, 2007.
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e Following 30 months of IR and during the first five years after leaving school,
borrowers continuing to experience financial hardship could apply for an additional
24 months of Extended Interest Relief (EIR). This would bring the total to 54 months
during which no payment of interest or principal was required.

o Borrowers experiencing financial hardship in repaying their loans could ask for a
revision of the terms of repayment.

o Borrowers still experiencing financial difficulties after five years of leaving full-time
or part-time study, and who had exhausted IR and EIR, could apply to have their loan
principal reduced through DRR. Currently, an individual could receive up to three
reductions on their loan principal during their lifetime, for a total of up to $26,000
(depending on their financial circumstances).

e A borrower with a permanent disability could request that their loans be forgiven were
they unable to repay the loan without exceptional hardship due to their disability.
Loan forgiveness could also occur in the case of death.

Key informants had a positive view towards debt management measures such as IR and
DRR. They believed that these measures reduced the likelihood of complete default by
the borrower. Key informants also believed that borrowers present a high short-term risk
while they are looking for employment after PSE, but present a much lower long-run risk.
Therefore, measures that help the borrower get over this initial hurdle will ultimately lead
to higher loan repayment overall. Indeed, most studies confirmed that default occurred
within three years after loan consolidation.
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3. Achievement of Program Objectives

As noted in Section 2.1, the objective of the CSLP is to “promote accessibility to post-
secondary education for students with demonstrated financial need. The CSLP lowers
financial barriers through the provision of loans and grants which help ensure that Canadians
have an opportunity to develop their knowledge and skills to participate in the economy
and in society.”

An estimate of the potential PSE population for the 2005-2006 academic year (based on
the October 2005 Labour Force Survey) indicates that there were about 2,229,600 potential
university, community college, CEGEP* and other PSE students in Canada, or approximately
7% of Canada’s population (this includes Quebec). However, the CSLP is not a universal
program, but focuses on students with demonstrated financial needs. As well, full-time PSE
students and part-time PSE students face different CSLP rules (as noted in Section 2.2.1).
Therefore, to assess whether the CSLP achieved its objective, this section examines:

e The coverage of the program and the characteristics of program participants in the
case of full-time PSE enrolment and part-time PSE enrolment;®

e The needs assessment approach used by the CLSP; and
e Access to PSE under the CSLP.

3.1 Full-Time PSE Enrolment

The actuarial reports of the Office of the Superintendent of Financial Institutions provide
an estimate of the full-time PSE enrolment population each year, which is also used in the
CSLP annual reports. These reports indicated that the full-time PSE enrolment population
was about one million students in 2007-2008, an increase of 24.6% since 2000-2001.%

Table 1 shows the number of PSE students enrolled full-time (using both actuarial reports
from the Office of the Superintendent of Financial Institutions (OSFI) and the Labour
Force Survey) and the number of full-time student borrowers to whom loans were disbursed
by the CSLP since the 2000-2001 loan year. This information shows that the number of
borrowers was relatively stable over the period (with an overall increase of 2.7% between
2000-2001 and 2007-2008), while the CSLP coverage of full-time PSE students declined
between 2000-2001 and 2007-2008 (from 41.8% to 34.4%). The Canadian Education
Statistics Council study showed that 50% of university graduates (40% of public college
graduates) borrowed from a government student loan program in 2005, a proportion that
has been fairly stable since 2000.%

* CEGEP stands for Collége d'enseignement général et professionnel.

2 The detailed examination of the profile of participants led to an appraisal of the rules of the needs assessment system

in place, as discussed in Section 3.1.2 and Section 3.3.2.

21 The significant increases in 2006-2007 and 2007-2008 are due to the large cohorts of births from 1987-1990 and,
consequently, their coming of PSE age in 2006. The peak number of births was in 1990, at just over 400,000.
By comparison, the number of births in 2000 was about 328,000.

22 Canadian Education Statistics Council (2007).
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Table 1 also shows the average loan size since the 2000-2001 loan year. It is worth noting
that the average loan size increased by about $800 in 2005-2006, as a result of an
increase in the loan limit (as mentioned in Section 2.2.1). Nevertheless, a study done by The
Brondesbury Group indicated that the amount of federal disbursement has declined in
constant (i.e. inflation-adjusted) dollar terms over the period.

Table 1
Number of Full-Time PSE Students and Number of CSLP Participants
from 2000-2001 to 2007-2008
Number of PSE Number of PSE Number of | % of CSLP | Average

Loan Students Enrolled | Students Enrolled CSLP Participants Loan

Year Full-Time (OSFI) Full-Time (LFS)** | Borrowers | (% of OFSI) Size
2000-2001 822,040 914,068 343,588 41.80% $4,554
2001-2002 865,452 945,137 328,674 37.98% $4,586
2002-2003 904,763 996,768 328,991 36.36% $4,695
2003-2004 981,425 1,053,795 340,203 34.66% $4,830
2004-2005 998,611 1,087,688 337,256 33.77% $4,829
2005-2006 1,003,841 1,103,925 343,638 34.23% $5,631
2006-2007 1,001,676 1,112,731 343,261 33.93% $5,614
2007-2008 1,024,182 1,108,300 352,708 34.44% $5,706

Source: OSFI Actuarial Reports, CSLP Annual Reports, Statistics Canada Labour Force Survey.

Note: ** LFS figures for 2000/01 loan year reflect the average of 2001 in-school months (January to April and
September to December), figures for 2001-2002 loan year reflect the average of 2002 in-school months, etc.

3.1.1 Gender

A trend analysis study conducted for this summative evaluation showed that PSE enrolment
has increased slightly for both genders, although the increase in the enrolment rate for
females was greater.” Another study showed that, compared to males, young females had
a higher full-time PSE participation rate (by 8 percentage points) and a higher CSLP
take-up rate (by 5 percentage points) in 2000.* This situation continued in 2007-2008,
with females comprising 54.6% of all PSE students and close to 60% of all CSLP
recipients.

The CSLP annual data showed that the increase in the number of CSLP participants from
1998-1999 to 2007-2008 has been entirely due to an increase in female participants
(which increased by 12%), while the number of male participants decreased by 5.3%. The
study done by The Brondesbury Group corroborated this finding, showing that there have
been slightly more female CSLP participants than male participants since 1993.

28 For further information, see HRSDC (2007), “Trends in Post-Secondary Education and Canada Student Loans Use”.
2 For further information, see Kapsalis (2006).
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3.1.2 Provinces

Kapsalis (2006) reported that, in 2000, the average PSE enrolment rate (approximately
30%) was similar in most Canadian regions. The exception was Ontario (36%). The study
indicated that the Atlantic region had the highest CSLP take-up rate (45%) compared to
the other regions (between 28% and 31%). Since 1998-1999, most of the provinces show
minor changes in the number of CSLP participants, with the exception of a major decline
(-51%) in Newfoundland, as well as declines in Saskatchewan (-20.7%) and Manitoba
(-17.5%).%®> The number of Ontario CSLP participants has increased by more than 60,000
since 2001-2002.

The trend analysis study provides a partial explanation for these provincial changes in
CSLP take-up rates, especially in Newfoundland and Ontario. It showed that the number
of full-time PSE students decreased by 18% between 1998 and 2006 in Newfoundland
(according to the Labour Force Survey), while the number of PSE students in Ontario
increased by 17% over the same period. Other factors that may help to explain the large
decline in the number of CSLP participants in Newfoundland is a drop in tuition fees of
$1,174 over the 1998-1999 to 2006-2007 period and a 30% increase in the median
income (12 percentage points higher than all of Canada). This issue is examined further
in Section 3.3.2.

3.1.3 Age and Marital Status

Data from the 2005 Labour Force Survey indicated that the majority (86.0%) of the full-
time PSE population in Canada is less than 30 years old. A review of the annual CSLP
reports showed that most participants (about 80%) are below the age of 25. As well, the
proportion of participants 30 years of age and older declined significantly (from 15% to
10%) from 1998-1999 to 2007-2008. The trend analysis study conducted for this
evaluation corroborated this finding and indicated that “the age of borrowers seems to
have slightly decreased between 1998 and 2005.”

The Brondesbury Group study reported that the younger age group (18 to 22 year olds)
was less likely to take student loans than the older group (23 to 26 year olds). It is possible
that the younger age group is more likely to rely on their family as a source of financing,
while the older group has workforce experience and is more likely to be making
independent financing decisions. Evidence in the study indicated that those who collected
Employment Insurance benefits during the preceding year were more likely to apply for
student loans. Since Employment Insurance is only available to those with workforce
experience, it may support the explanation above.

In 2005, the proportion of single PSE students was 71%, married or common law couples
26%, and all others 3% (based on the Labour Force Survey). The review of CSLP annual
reports shows that since 2002-2003, the number of single participants has increased by
13.3%, while married or other types of students have both decreased by more than 20%.

% Findings are based on published figures found in the CSLP Annual Reports.

Summative Evaluation of the Canada Student Loans Program

15



16

As well, the non-singles groups accounted for a declining proportion of all CSLP
participants. Between 2002-2003 and 2007-2008, their shares of CSLP participants
dropped from 10% to 7.3% and from 6.7% to 4.7% respectively, while the single student
proportion rose from 83.3% to 87.9%. The assessment of the needs for couples (married
or in a common law relationship) might explain the difference between their proportion
of the PSE population and their proportion of all CSLP participants.

3.1.4 Type of Institution

The trend analysis study showed that college enrolment between 1998 and 2006 declined
slightly, while the full-time enrolment rate in university increased over this period.”®
The population of CSLP participants also changed in terms of the type of institution.
Over the decade, participants studying in university increased by 18.2% (the share of
CSLP participants studying in university increased by 6.7 percentage points), while the
proportion of participants studying in college remained constant. Those studying in private
institutions fell by 27.6%. In 2007-2008, 59.3% of all university students were CSLP
recipients, compared to 53% of all PSE students.

A possible explanation for the increased enrolment in university compared to college
might be related to expected earnings. For example, in Drewes (2006) it was noted that
“Past studies...have found real earnings of college graduates... from the 1985 cohort through
to the 1995 cohort...to be in the order of 78% to 82% of university graduates”. Similar
results were found in the trend analysis study, which showed that the earning premium
for university graduates over college graduates increased from 19% to 26% for males and
from 27.6% to 34.9% for females between 1992 and 2002. As the earnings difference
increased during the period, it is possible that students made an adjustment in favour of
universities.

There were also changes in the proportion of CSLP recipients by study level. For instance,
those studying at the undergraduate level and at the Masters level increased by 21.4% and
19.9% respectively over the 2000-2001 to 2007-2008 period, while those studying at the
non-degree level (i.e. completing degree level courses for professional or personal
interest) decreased by 18%. Those studying at the Doctorate level declined slightly over the
period.

3.1.5 Those in Financial Need

The first objective of the CSLP is to lower the financial barriers to PSE for students with
demonstrated financial need. Evidence from the trend analysis study, other studies and
key informants confirmed that the CSLP appears to be lowering financial barriers for
students from low-income families.

% This may be partially explained by the fact that many former colleges across Canada were re-categorized as
universities during this period.
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Some previous studies have indicated that full-time PSE enrolments are sensitive to
parental income and parental education (Drolet 2005; Lambert et al. 2004). Similarly, the
Labour Force Survey shows that, in general, PSE enrolment rates increase with the
income level of the parents, especially in the case of university enrolment.

As expected, there is a negative relationship between parental income and CSLP take-up
and the average loan received. For instance, 60% of students with parental income of less
than $40,000 were CSLP recipients in 2000. The percentages decline significantly as
parental income increases, rising from 51% for students from families with parental
income between $40,000 and $60,000, to 5.5% for students with parental income of more
than $100,000. The average loan for CSLP participants with parental income under
$60,000 was fairly constant at around $4,000 per year. Overall, the trend analysis study
concluded: “While participation in post-secondary education was found to increase with
parental income, CSL eligibility was found to decrease with parental income. The CSLP
seems, therefore, consistent with its goal of improving equity in post-secondary access.”

In the case of independent students®’, student loans are not conditional on the income of
parents. Therefore, the average loan received by independent students was constant across all
parental income groups.”® As well, among independent students, the incidence of receiving
loans was constant for low- and middle-income students (close to 40% for those with
parental income under $60,000). At the $60,000 parental income threshold, however, the
use of the CSLP among independent students started to decline, perhaps reflecting a
correlation between student and parent resources.

Kapsalis (2006) provided corroborating evidence that the CSLP succeeds in lowering
financial barriers for students from lower-income families, especially in the case of dependent
students. Participation in the program falls off dramatically as family income rises.
Many key informants also corroborated this finding, indicating that the program is
effective for low-income students. Nevertheless, some key informants felt that dependent
students from middle-income families were underserved by the program. In particular,
these key informants felt that the expected parental contributions from middle-income
parents are too high, implying that some students from middle-income families whose
parents don’t contribute are denied the required student loan funding (the issues of
parental contributions is discussed further in Section 3.3.3).

2T Students identified as independent are considered to be financially independent of their parent(s), guardian(s)

or sponsor(s) because (i) there is no parent, guardian, sponsor, or other supporting relative (due to death or
disappearance); or (ii) the student has been out of secondary school for four years; or (iii) the student has been in
the labour force full-time for two years; or (iv) the student was previously identified as a married/common-law
student or a single parent student but no longer meets the criteria for these identifications (e.g., widowed or
divorced/separated students).

For further information, see “Trends in Post-Secondary Education and Canada Student Loans Use”, HRSDC,
May 2007.
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3.2 Part-Time PSE Enrolment and Part-Time Programs

Although there is no reference to an estimate of the part-time PSE population in the
actuarial reports, a report developed for this evaluation using the Labour Force Survey
estimated that the part-time PSE population was 460,000 in 2005. As well, the estimated
part-time PSE population has been fairly constant since 2000. Similarly, the fourth
edition of the Price of Knowledge estimated part-time PSE enrolment to be 410,000 in
2005, excluding students enrolled in private career colleges.®

Part-time CSLP loan recipients are a small percentage of the estimated total part-time
PSE population (less than 0.5%), as shown in Table 2. This means that the part-time
group also accounts for a small percentage of all CSLP loan recipients, as well as a small
proportion of total program disbursements. Looking at the part-time group over time
indicates that the number of part-time CSLP recipients decreased by more than 50%
(from 2,980 to 1,436) between 2000-2001 and 2007-2008, while the average loan size
remained fairly stable, even though loan limits increased in 2005-2006.

Table 2
Number of Part-Time CSLP Recipients from 2000-2001 to 2007-2008
Loan Year Number of Borrowers Average Loan Size
2000-2001 2,980 $1,812
2001-2002 2,867 $1,717
2002-2003 2,772 $1,649
2003-2004 2,779 $1,680
2004-2005 2,572 $1,798
2005-2006 2,127 $1,795
2006-2007 1,863 $1,880
2007-2008 1,436 $1,948
Source: CSLP Annual Reports.

The low level of CSLP participation among part-time PSE students may raise some
uncertainty about the rationale and the achievement of CSLP objectives for part-time PSE
students. Some could argue that the rationale for providing loans and grants for part-time
students is weaker than for full-time students because part-time students might have more
resources. However, it is possible that some of these students may not have enough
collateral to get a private loan for studying.

Many key informants questioned the rationale behind having separate policy approaches
for part-time and full-time students. They pointed out that part-time students were not as
well served as full-time students by the part-time program and that the program is not
meeting the objective of promoting “accessibility to post-secondary education for students
with demonstrated financial need”. As well, many key informants suggested that the
part-time program should be thoroughly evaluated because the profile of part-time

2 For further information, see “Trends in Post-Secondary Education and Canada Student Loans Use”, HRSDC, May 2007.
30 For further information, see Berger, Motte, & Parkin, (2009), “The Price of Knowledge: Access and Student Finance
in Canada”, Fourth Edition, Canada Millennium Scholarship Foundation.
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students has changed significantly since the inception of the program. They said that in
today’s environment, many students are often studying part-time because of other obligations
such as family and work. They also said that these students should be encouraged to
attend PSE, for the benefit of the students and for the benefit of society, and that any
policy approach fostering part-time enrolment in PSE should be explored.

Key informants also felt that part-time students should not be charged interest during their
studies. They were also generally opposed to the idea of changing the program so that it
would reward students with a higher academic standing. They felt that there were already
enough incentives in the system to encourage students to have high marks, and that the
CSLP was not an appropriate vehicle to do this. However, a vast majority of key informants
did support the idea of financial incentives for students to complete their studies.

It should be noted that the 2008 Budget implemented some changes in order to make
loans more attractive to part-time students, but these changes are beyond the scope of this
evaluation. Overall, the evidence presented above suggests that further work is needed to
assess the rationale and effectiveness of the part-time program in greater detail.

3.3 Needs Assessment Approach Used by the CSLP

The CSLP operates on the basic principle that the cost of PSE is a shared responsibility
between students, parents or spouses, and the government. Students and their families are
expected to contribute based on their ability to pay, while government assistance is
supplemental and based on the student’s needs. Full-time loans are therefore provided on
a needs-tested basis that takes into account both the student’s available resources and the
costs of PSE attendance. This needs assessment process is performed by provincial
and territorial levels of government who apply the CSLP criteria with some variations.
Many countries providing non-universal loans are using a similar system of needs-based
assessments.

Needs assessments are highly individualized, because a large number of factors are involved
in the determination of needs (e.g. the level of tuition fees, cost of living, marital status, living
arrangements, student income, parental and spousal resources and family size). While this
complexity has the advantage of providing more fairness in the determination of needs, some
provincial officials interviewed during the 2004 formative evaluation found the needs
assessment process to be complicated, especially from the students’ perspective.

A needs assessment is performed for every eligible full-time PSE student who applies
for the CSLP in any participating jurisdiction. The needs assessment process consists of
four main steps:

« Identifying the student’s category: single dependent, single independent, married or
common-law, single parent, and permanently disabled;

e Assessing the student’s costs of PSE;
o Determining the resources available to the student; and
e Calculating the student’s needs.
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The focus group analysis indicated that, overall, the needs assessment process for loans was
reasonably clear to the focus group participants. For example, there was recognition that
financial need drives program eligibility and that the program uses multiple criteria to
determine the amount of the student loan. Focus group participants had mixed views on the
fairness of the needs assessment process, however. They felt that the overall categories of
expenses and resources that are taken into consideration in the needs assessment process
were generally acceptable, but they were less willing to accept the assumption of parental
contributions.

Key informants generally held the view that, because the program is needs-tested, most of
those who need a loan get a loan. They added that there will always be some gap between
intended and actual beneficiaries and that the system can never be perfect. They indicated
that the program generally does a good job and that overall the funding is well targeted.

The maximum loan limit was identified as an issue by some key informants and focus
groups. Some of the key informants said that many student needs were unmet because
many loans were capped at a certain amount. Given the capping of loans, even though
students were assessed as needing more aid, they did not get it because of loan limits.
Similarly, some in the focus groups felt that the borrowing limit could be increased to
enable students to achieve a better balance between their work and school commitments.
However, many of these focus group participants were uncertain whether they would
have borrowed more even if the opportunity had been available to them, given their
experience with repayment responsibilities and the costs of borrowing.

As mentioned earlier (in Section 2.2.1), the maximum loan limit was increased from
$165 per week to $210 per week at the start of the 2005-2006 loan year. The actuarial
reports showed that the percentage of students receiving the maximum loan was 42.6% in
2000-2001, increased to 52.9% in 2004-2005, and then fell to around 35% after the
maximum limits were increased. These results suggest that the maximum limit was
revised on time and probably addressed the issue raised by key informants and focus
group participants. As evidence, a report completed for this evaluation showed that the
percentage of borrowers with unmet needs declined after the increase in the loan limit.**

3.3.1 Assessing the Cost of PSE

Student costs are assessed for the entire academic year in which the student is enrolled
(number of assessed weeks) and include tuition and fees, books and supplies, living
allowances (accommodation, food, transportation, and miscellaneous expenses), return
transportation, and child care costs. As well, discretionary allowances can apply to any
student who faces special circumstances.

The student expenses study conducted for this evaluation compared the student allowances
with the associated student expenses in order to measure their adequacy. Overall, the
study indicated that student allowances were roughly in-line with student expenses.
Looking at different expenses, the report provided the following findings.

3L For further information, see HRSDC (2008B), “An Assessment of the Data in the CSLP Needs Assessment Reports”.
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e Accommodation: The allowances seem to suit the needs of most students. However,
single students in Alberta spent more than the allowable limit by about $61 each month —
only students in Nova Scotia also spent more than the monthly allowance (by less
than $5). In addition, some students pay rent to their parents, although it is not included
in the loan calculation.

« Food: On average, each type of student in every province spent less than the allowance.

e Transportation: Given that the allowance is meant to cover only the costs of public
transportation and that 36% of students (up to 50% in Alberta and Saskatchewan)
own or lease a car, many students spent much more on transportation than the allowance.
It should be noted, however, that students without a car spent less than the allowance.
Public transportation might not be an option for students who attend school in more
rural communities. However, car expenses may be included in the calculation of other
allowances in the cases of students living at home who do not have access to public
transportation and must drive a car to school (CSLP policy procedure).

o Miscellaneous expenses:* When compared with the CSLP allowance, on average,
loan recipients and all students spent below their allowance by an average of $15 and
$33, respectively, without any major difference by province or type of student.

e Childcare: There was no significant difference between the allowance and the average
spending on childcare.

o Books and supplies: Most students spent within the maximum allowance. In fact, only
6.7% of all students reported expenses that exceeded the maximum allowance.

The student expenses study also examined expenses that are not recognized by the CSLP
but that could be seen as being a current expense for students. Examples of these types of
expenses include meals in restaurants, entertainment expenses and other living expenses
that are not captured in any other category. The “unrecognized” expenses category is
relatively consistent across provinces and student types, amounting to approximately
$170 per month. Many key informants and focus group participants felt that some student
expenses were not properly covered, such as computers, internet access, books and other
supplies (which are often more expensive than originally estimated).

Although student focus group participants generally did not feel that student loans are
sufficient in light of the real costs associated with PSE, the student expenses study
indicated that the current allowances are adequate in terms of meeting average monthly
total student expenditures for the majority of students (66%). The allowances were, on
average, approximately $85 per month higher than the average total expenditures.

The analysis by category of students revealed that the allowances for single students were
slightly lower than their monthly expenditures by a range of $13 to $40 per month.
Married students (with and without children) and single parents had a significantly lower
level of expenditures than their living allowances.

32 Miscellaneous expenses include clothing, personal care, health care, household expenses, communication, and other expenses.
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3.3.2 Provincial Differences

Among Provinces

The living allowance provided through the CSLP is adjusted based on a provincial/territorial
average cost associated with shelter, local transportation, food and miscellaneous personal
expenses. Consequently, there are wide variations in the cost of living and the corresponding
allowances among the provinces.

The cost of living study conducted for this evaluation confirmed that there were differences
in cost among the provinces. In addition, the student expenses study indicated that the
living allowances, on average, were slightly above the student expenses in almost all
provinces with the exception of Alberta, where average expenditures were slightly above
the allowances. As could be expected, Alberta had the highest proportion of students
(40%) having expenses greater than the allowances.

Within Provinces

Although the living allowance provided through the CSLP is adjusted among the provinces,
there is no variation in the cost-of-living allowance within a province. This means that the
same costs are assumed within a given province regardless of the location (rural areas,
urban areas and major urban areas). The 2004 formative evaluation reported that some of
the provincial key informants suggested that the cost-of-living differentials could be
considered regionally, within a province, rather than provincially. Some key informants for
the current summative evaluation repeated the view that the standard of living calculations
should be revised in many cases across jurisdictions. They suggested that regional disparity
should be part of the calculation. Focus group participants indicated that they would
generally approve of a system of living cost maximums that would be both sensitive to
provincial differences and differences within provinces.

The cost of living study confirmed that there were differences in cost within each province.
The study reported that, in each province, the average living allowances do not accurately
reflect the average living costs for most of the student types. Living cost estimates for
residents in larger urban areas were, in general, greater than the provincial averages by as
much as 11%, mainly due to differences in the price of shelter. It should be noted that the
study did not take into account that public transportation is often not available in rural
areas, and that students in areas without public transportation would often need to use a
car. Overall, however, these findings suggest that variation in the cost of living within
provinces should be explored to determine how to better reflect differences in current
student expenses within a province. These findings should not be confused with the findings
presented in Section 3.1, which included education-related costs such as tuition, books,
supplies and computer equipment.
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3.3.3 Resources and Parental Income

As mentioned at the beginning of Section 3.3, determining the resources available to the
student is essential when determining student needs. However, although targeting is good, it
is not without risks. This step, specifically determining the parental contribution, raised
concerns in the 2004 formative evaluation of the CSLP and in the 1997 summative evaluation
of the CSLP. Similarly, the current evaluation also found that many key informants and
focus group participants raised concerns about determining the parental contributions.

Key informants reiterated the view that dependent students are underserved by the CSLP
and often have no control over their parent’s ability to contribute. For example, some
dependent students do not qualify for loans based on their parents’ income, although their
parents do not necessarily contribute to their education expenses. At the same time,
however, many federal and provincial key informants pointed out that there is an established
appeals process. Most key informants suggested that the expected parental contributions
of dependent students were too high because some financial factors were not taken into
consideration such as debt carried by the family and the relationship between parents and
the student.

Student focus group participants across all locations raised concerns about the issue of
parental contributions. Many participants noted situations where the assumed parental
contribution either did not match the parents’ ability to contribute or did not take into
account that parents may simply not be willing to contribute. They cited reasons similar
to those provided by key informants to explain smaller than expected parental contributions
such as other family financial obligations and the nature of the relationship between
parents and the student, as well as the parents’ philosophy and values about PSE or their
child’s choice of school or program. Several focus group participants suggested that there
should be some flexibility in the rules related to parental contributions to account for
these situations.

Although HRSDC has modified some rules related to parental contributions®, the
evidence discussed above suggests that this issue should remain under examination.

3.4 Access to PSE under the CSLP

As indicated in Section 2, the most important goal of the CSLP is to promote access to
PSE for students with demonstrated financial need. Also, as discussed in Section 2.1.2,
belief in the need for this type of program appears to be essentially universal. At the
theoretical level, the literature review showed that there is widespread agreement that a
student loan regime should help to remove credit constraints. In doing so, it would reduce
barriers to participation in PSE and increase access. Key informants were unanimous in
their view that the CSLP was crucial and that a large portion of CLSP participants would
be unable to attend PSE without their student loans. Similarly, the international literature

* The 2004 Federal Budget reduced expected parental contributions from middle-income ($60,000 to $100,000)
families, ensuring students from such families have access to additional financial support of up to $2,250 per family.
The 2006 Federal Budget further reduced expected parental contributions for those with family incomes in the
$65,000 to $140,000 range to assist them in gaining access to student financial assistance.
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showed that each of the examined countries had either a loan or a grant program (even
those countries with no tuition fees).

To assess whether the CSLP is working to promote access to PSE as intended, the
following discussion examines:

e The existence of financial barriers to PSE;
o Alternative ways a student might pay for PSE; and
e Evidence of the impacts of CSLP on PSE enrolment.

3.4.1 Existence of Financial Barriers

Table 3 shows the PSE participation rate of students in colleges or universities based on
the income of their parents. It clearly shows that university participation increases with
parental income levels. On the other hand, the connection between parental income and
PSE participation is less pronounced for college attendance.

Table 3

PSE Participation of 18-21 Year Olds, by Income Quartile
when the Student was 16 Years Old (2001)

Family After-Tax PSE Participation Rate

Income Quartile University College
Lowest 21% 30%
Lower-middle 25% 32%
Upper-middle 30% 37%
Highest 38% 30%
Overall 29% 32%
Source: 2005-2006 Departmental Performance Report.

The trends analysis study conducted for this evaluation found similar results. In particular,
the study showed no relationship between full-time enrolment in college and parental
income, but a pronounced relationship between university enrolment and parental income.
About 27% of youth with a family income under $60,000 attended a university, and the
proportion increased with income (up to 39% for students with parental income of
$100,000 or more). This means there was a gap of 12 percentage points in university
enrolment between students from the lowest and the highest income categories. To obtain
a better understanding of the impact of the CSLP on PSE and university attendance, a key
question is what would the gap have been in the absence of the CSLP? This includes
asking what would students have done without the assistance of CSLP? These questions
are examined in part below, in Section 3.4.2 and in Section 3.4.3.
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The literature review showed that many studies have provided suggestive evidence of the
existence and effects of credit constraints for students in a Canadian context.

o For example, the review cited Coelli (2004), Frenette (2005) and Neill (2006) as showing
that youth from low-income households are more responsive to changes in tuition
than youth from high-income households.

o Frenette (2006) used the Youth in Transition Survey to measure the number of youth
at age 15 who wanted to attend university in the future, but who at 19 had not attended
and cited finances as a reason. He found that 12% of the university attendance gap
between the lowest and highest income quartiles is due to credit constraints. He found
the rest of the difference to be explained by other factors such as standardized test
scores in reading, school marks, parental influence and high school quality. Frenette’s
findings were derived under the current system, which includes the CSLP.

e The results of Frenette (2006) are similar to the findings of Carmichael and Finnie
(2007). They found that family income was only relatively weakly related to “non-
participation due to financial barriers”, which led the authors to conclude that the
financial aid system works to remove financial barriers. In the absence of the financial
aid system, the prevalence of credit constraints for students might be much higher.

The study conducted for this evaluation to examine the impacts of being denied a student
loan provided further evidence that the system in place reduces financial barriers and is
well targeted.®* The study found that 48% of rejected applicants were from families
earning $75,000 or more, while 54% of approved loans were from families earning less
than $50,000. The probabilities of attending PSE were estimated at 94% for applicants who
were approved and at 84% for applicants who were rejected. These results suggest that
loan denial reduced the probability of attending PSE by roughly ten percentage points.

3.4.2 Alternative Ways to Pay for PSE

Many PSE students are working while attending school. During the 2008-2009 academic
year, 48% of full-time PSE students between the ages of 20 and 24 worked at some point
during the school year.®

o Part-time PSE students were more likely to work, with 91% of those between the ages
of 20-29 being employed during the course of their degree. This result is consistent
with the view that most part-time students are working while studying and that further
examination of the part-time program under the CSLP might be needed.

e Full-time PSE students who work do so for an average of 15 hours per week, while
part-time students work more than 30 hours per week.

o Female students report working more than their male counterparts. In 2008, female
students were 25% more likely to be employed during the academic year.*

3% For further information, see HRSDC (2010), The Impact of Student Loan Denial.
S For further information, see 2009 Almanac of Canadian Association of University Teachers.
% For further information, see 2009 Master Report of Canadian University Survey Consortium.
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Among students who said that they would have studied without access to a student loan,
the CSLP surveys®* revealed that working (83%) and getting money from parents or
friends (69%) were mentioned as the most common potential means of financing PSE.
Bank loans and lines of credit (57%) were also mentioned along with using a credit card
(41%) and studying closer to home (41%). Some students indicated that they would have
changed their study program. In the absence of the CSLP, 39% of students would have
reduced their course load and 27% would have studied part-time instead of full-time.
Some borrowers included in the focus groups indicated that without their student loan
they would have deferred their education, reduced their course load, taken a private loan
or increased their hours of employment.

Additional evidence from the Omnibus Survey indicated that, of those who did not get a
student loan but still attended a PSE institution, 59% received money from parents/
guardians and/or friends, 55% found a job, 37% studied closer to home, 34% used credit
cards, 22% used a line of credit, 17% borrowed money from a bank, 12% reduced their
course load and remained a full-time student, 10% studied part-time instead of full-time,
6% studied in a different program, and 4% studied at a different institution.

The Omnibus Survey also confirmed that non-borrowers were much more likely to have
worked full-time (19%) than CSLP borrowers (4%). Overall, non-borrowers (68%) were
more likely to have worked full-time or part-time than borrowers (59%). Similarly, findings
from the 2002 Post-Secondary Education Participation Survey indicated that 64.3% of
PSE students said they were able to work less or not at all during the school year because
of their student loans.

Available evidence indicates that students are accumulating debt from multiple sources,
but that the government is often either the sole source of the loans or is used in combination
with other sources.

e The Canadian Student Survey indicated that PSE students are accumulating debt from
government, family and private sources. About 40% of the debt is solely from government
sources, 30% is solely from family or private sources, 24% is from government and
family or private sources, and 5% is accumulated debt from all three of these sources.

e A study by Bayard and Greenlee (2009) corroborated this finding, indicating that nearly
half of all graduates in 2005 that did not pursue further education had some form of
student debt upon graduation.® The percentage with government debt ranged from
74% for Masters level graduates to 80% for those graduating with a Bachelor degree.
About 11% owed debt only to non-government sources.

The above evidence suggests that the CSLP reduces financial barriers to PSE and reduces
the need to work while in study.

37 For further information, see the 2007 Client Satisfaction Survey and the 2007 Omnibus Survey.
% Graduating in Canada: Profile, Labour Market Outcomes and Student Debt of the Class of 2005.
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3.4.3 Impacts of CSLP on PSE Enrolment

Given that there is widespread agreement that PSE students can face credit constraints, a
key question is what empirical proof exists that loan programs increase access to PSE?
When examining this question, it is important to bear in mind that the impact of a student
loans program might be a change in the composition of students, rather than an increase
the total number of students. For example, some have argued that the number of
university and college places should be considered as fixed. Therefore an increase in student
loans would simply increase the number of students from low-income families and displace
less capable students from high-income families.* Similarly, Swail and Heller (2004)
pointed out that supply and demand adjustments in the case of higher education are
different from other goods and services because the price is less flexible, the supply is
more fixed, and the demand may be determined by many factors. For example, the Canadian
PSE supply is primarily driven by government funding and, to a lesser extent, by tuition
fees. Mueller and Rockerbie (2005) corroborated this understanding of supply and demand in
the case of PSE, indicating that enrolment is usually controlled through admission standards
rather than tuition rates since “tuition rates are too low to equate demand and supply”.

The literature review showed that numerous studies have been undertaken to try to quantify
the extent to which student aid programs increase access to PSE. Most of the studies are
from the United States, however, and the number of Canadian studies is limited. Nonetheless,
these studies shed some light on the state of the debate. Often, authors of the studies look
for overall enrolment increases when, as described above, it is possible that only changes
in the composition of the student body will occur. Of the studies that focused specifically
on the impacts on low-income youth, many found that targeted loans and grant programs
had a positive impact on PSE attendance. However, the range of quantitative estimates was
quite large.

Econometric studies conducted for this evaluation provided estimates of the impact of
CSLP on the number of PSE students (enrolment). An aggregate study on student financial
assistance demonstrated that each additional $1,000 of student financial assistance increases
the enrolment in the lowest income tricile (i.e. the lowest third of the income distribution)
by about 0.5 percentage points (or roughly 1,650 students).* Alternative scenarios did not
alter the baseline results. Another study using more sophisticated econometric techniques
corroborated these results.** The latter study showed that loans have a significant positive
impact on the university enrolment level of students with low parental income. Specifically,
a 1% increase in loans led to an increase in the enrolment rate of the low-income group of
between 0.096% and 0.207%.

¥ Finnie (2005) argues that the number of places at universities and colleges can be best described as fixed. Finnie
also gives an in-depth discussion of the issue of the changing composition of the student body rather than an
increase in the number of students.
0 For further information, see Data Probe (2009), Impact of Students Loans and Grants on University Enrolment:
Evidence from Aggregate Data.
! For further information, see HRSDC (2010), Additional Statistical Analysis for the Impact of Students Loans and
Grants on University Enrolment: Evidence from Aggregate Data.
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Three additional studies using microdata also provided some estimates of the impacts of
the CSLP.

e One study reported that a $1,000 increase in loan limits is estimated to increase
enrolment rates by around 0.4 percentage points for male students with low parental
income and by 0.8 percentage points for female students in the same category.*
In addition, the study confirmed previous results that there is little evidence that
increasing the “generosity” of the loan program has any substantial effect on enrolment
rates of students with higher parental income.

e A second study done by Neill (2009) reported that the effect of a $1,000 increase in
grants provided under the student loan program led to an increase in enrolment rates
of 0.9 to 1.0 percentage points.* For students living outside of their parents’ home, a
$1,000 increase in grants increased enrolment rates by 1.1 to 1.4 percentage points.

e A third study found that each additional $1,000 in total student aid increased the
PSE attendance rate in the lowest parental-income quartile by about one percentage
point.*

Overall, the estimates developed for this evaluation demonstrate that each additional
$1,000 of loans increases the enrolment of students from low-income families in a range
of 0.4 to 1 percentage points.

It is possible that some students receiving loans would still attend PSE without the loans.
In the study “Do Increases in Student Loan Limits Increase Access to PSE?” Finnie
reported that 27.8% said their student loan was not required for them to access PSE,
based on findings from the 2002 Post-Secondary Education Participation Survey.

As noted earlier, the key informants interviewed for this summative evaluation emphasized
that many of the students receiving loans through the CSLP would not have been able to
attend PSE without their loan. They felt that the system was crucial to increasing
PSE access. Results from the study undertaken for this evaluation to examine the impact
of being denied a loan seemed to corroborate the key informants’ impressions. That study
showed that a CSLP applicant being denied a loan (21% of applicants between January 2002
and December 2003) reduced the probability of attending university by 4.1 percentage
points (from 28.5% to 24.4%) and attending another type of PSE by 5.5 percentage points
(from 65.1% to 59.6%).

The survey of students who declined a CSLP loan showed that declining a CSLP loan
might also slightly reduce the probability of attending a PSE institution. Although not a
frequent situation (2.9% of loans were declined in 2007-2008), the majority (69.4%) of
CSLP applicants declining their loans decided to continue their PSE, either immediately
or after a delay. As well, another 13.4% were still planning to do so at some point.
Overall, 85% of decliners who found their loan amount too small either went ahead and

2 For further information, see Data Probe (2010), The Generosity of Student Financial Aid Programs in Canada and
their University Enrolment Effects.

43 For further information, see Neill, C. (2009) “Tuition Fees and the Demand for University Places,” Economics of
Education Review, 28(5): 561-570.

4 For further information, see HRSDC, Estimation of the Impact of CSLP Generosity on PSE participation, 2010.
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attended PSE or intended to do so. On the other hand, approximately 16% of decliners
had not pursued PSE and expressed no intention of pursuing PSE in the future.

The evidence provided by the empirical studies, key informant interviews and the survey
of students who declined a CSLP loan shows that CSLP has an impact on PSE enrolment,
and this impact seems more significant for students from low-income families than for
students from other income groups.
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4. Cost of Objectives Achievement

With the introduction of the direct loan regime, the Office of the Superintendent of
Financial Institutions was given the mandate to conduct an actuarial review to provide a
precise assessment of the current costs of the CSLP, a long-term (25 years) forecast of
these costs, a portfolio projection, as well as a discussion of all the assumptions underlying
the results of the review. The results are presented on a yearly basis in the Actuarial Reports
on the CSLP. The analysis reported in this section does not intend to supplant work done
by the Office of the Superintendent of Financial Institutions, but rather to group the
information collected over the last 10 years in order to provide an overall assessment of
the cost of the CSLP and its various components.

4.1 Cost of CSLP Components

In 2007-2008, the CSLP disbursed $2 billion in loans to 352,708 full-time students and
$2.8 million in loans to 1,436 part-time students. As of March 31, 2008, the total value of
the CSLP portfolio for all loans held by borrowers who were in school or who were
repaying their loan was $12 billion, an increase of $409 million over the previous fiscal
year. As shown in Table 4, the cost of supporting students during their study and
repayment periods included the interest subsidies ($362.8 million), IR ($93.2 million),
DRR ($14.3 million), loans forgiven ($17 million), as well as the CSGs and CAGs
($161.5 million), for total expenses of $648.8 million in 2007-2008.

Table 4
Total CSLP Program-Related Expenses (in $ Millions)

CSLP Program-Related Expenses

Fiscal Interest Claims Paid and

Year Loans Grants Subsidies IR DRR Loans Forgiven Total
2000-2001 1,570 56.6 180.7 107.4 2.0 72.2 418.9
2001-2002 1,512 69.7 196.2 85.6 4.2 76.0 431.7
2002-2003 1,549 54.5 219.7 74.6 7.4 40.7 396.9
2003-2004 1,648 66.8 244.1 73.8 10.7 34.8 430.2
2004-2005 1,634 64.5 276.5 63.2 27.1 27.7 459.0
2005-2006 1,939 129.7 282.8 67.2 314 24.8 535.9
2006-2007 1,931 146.4 342.2 84.2 20.1 24.2 617.1
2007-2008 2,015 161.5 362.8 93.2 14.3 17.0 648.8
Source: CSLP Annual Reports from 2000-2001 to 2007-2008.

Table 4 also provides an overview of the costs of the CSLP components from 2000-2001
(before the introduction of the direct loan regime) to 2007-2008.

o Over the period, the government disbursed loans amounting to $1.57 billion in 2000-2001,
rising slightly to $1.63 billion in 2004-2005, and then increasing to $2.02 billion by
2007-2008. These expenditures show that the value of loans disbursed remained fairly
stable until the loan limit was increased from $165 to $210 per week in 2005-2006,
which has resulted in an increase of more than $300 million annually.
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« Based on the fiscal year, grant expenditures have varied significantly over the period,
most notably doubling from $64.5 million in 2004-2005 to $129.7 million in 2005-2006
following the implementation of the CAG for low-income families and those having
permanent disabilities.

e Interest subsidies represent the cost to the Government of Canada of paying interest
on loans while borrowers are still in school. As the expenditure is determined by the
number of CSLP participants, the loan amounts and interest rates, there is significant
variation from one year to the next. Over the period, the amount that the government
spent on interest subsidies ranged from $180.7 million in 2000-2001 to $362.8 million
in 2007-2008.

o The federal government spent $107.4 million in 2000-2001 on IR. The cost of this
component declined to $63.2 million in 2004-2005. Since 2004-2005, its cost has
increased mainly due to the higher income threshold for IR eligibility, which makes IR
accessible to more borrowers. Although DRR spending increased to $31.4 million in
2005-20086, it has decreased since then to $14.3 million in 2007-2008, even with the
increase in the maximum amount of DRR assistance to $26,000. It is important to
note that there is an inverse relationship between IR and DRR expenses — as one goes
up, the other goes down and vice versa.

e The amount of claims paid and loans forgiven declined significantly over the period,
from $72.2 million in 2000-2001 to $17 million in 2007-2008 due to the phasing-out
of guaranteed loans.

Overall, total program-related expenses dropped from $418.9 million in 2000-2001 to
$396.9 million in 2002-2003 (equivalent to 25.6% of loan disbursements for that year).
As explained above, this was mainly due to a decrease in claims paid and loans forgiven,
as well as a decline in IR costs. Since 2002-2003, total program-related expenses have
increased to $648.8 million (or 32.2% of loan disbursements). This change was brought
about mainly by increases in interest subsidies and grants paid.

4.2 Other Costs Related to Providing Direct Loans

Following the shift from the risk-shared regime to the direct loan regime (in 2000), there
was a transfer of responsibilities and associated costs such as collection costs, and other
administrative costs. Implementing the direct loan regime also involved assuming the
total burden of the default cost. In 2004, the CSLP formative evaluation indicated:
“It was too soon after the shift to the direct loan provision to ascertain actual changes in
the program’s administrative costs... For example, the costs of making the transition
from the risk-shared loan program to the direct loan program inflated the administrative
costs... In addition the program’s own analysis suggests that administrative costs are
not likely to settle until 2004-2005.” Accordingly, this summative evaluation included an
examination of these costs.

Collection costs were different under the two regimes.

e Under the risk-shared regime, there was no direct collection cost to the government
because the government paid a risk premium to lending institutions participating in

Summative Evaluation of the Canada Student Loans Program



the regime (who incurred the collection costs). The risk premium was 5% of the value
of loans being consolidated (i.e. value of loans issued to students). In return, the
lenders assumed the risk associated with non-repayment of these loans.

e Under the direct loan regime, the collection costs represent the cost of using private
collection agencies to collect defaulted CSL (as was the case under the guaranteed
loan regime). As of August 1, 2005, the CRA undertook the responsibility for the
administration of the collection activities of the guaranteed, risk-shared and direct
student loans.*

As shown in Table 5, the collection costs have remained stable since 2000-2001, while
the risk premium has decreased significantly following the introduction of direct loans.
Today, these costs have almost disappeared.

Table 5

Total CSLP Administrative Costs (in $ Millions)

Total Program- Administrative Costs

Fiscal Related Risk Service Other

Year Loans Expenses Collection | Premium | Bureau | Administrative | Total
2000-2001 1,570 418.9 16.8 88.1 1.3 79.1 185.2
2001-2002 1,512 431.7 14.3 51.0 27.9 25.7 118.9
2002-2003 1,549 396.9 12.8 23.0 41.2 14.2 91.3
2003-2004 1,648 430.2 134 11.7 41.0 131 79.2
2004-2005 1,634 459.0 14.8 55 46.0 13.6 79.9
2005-2006 1,939 535.9 13.6 2.7 50.2 18.2 84.7
2006-2007 1,931 617.1 12.4 1.8 65.6 194 99.2
2007-2008 2,015 648.8 14.4 1.3 70.8 175 104.0
Source: CSLP Annual Reports from 2000-2001 to 2007-2008.
Note: Transition payments from the shared-loan regime to the direct loan regime were paid in 2000-2001 and 2001-2002

Under the direct loan regime, new costs were introduced such as the Service Bureau
(provider) costs. Beginning on March 1, 2001, the CSLP uses a third-party provider to
administer direct loans disbursement, in-study loan management, post-study repayment
activities, and debt management. Since the implementation of the direct loan regime,
the annual Service Bureau costs have increased from $1.3 million in 2000-2001 to
$70.8 million in 2007-2008.

Other costs related to the three regimes include a paid fee to finance the administration of
the CSLP by the participating provinces and territories. This expense was fairly stable
over time except in 2000-2001 and 2001-2002, as transition payments were paid.

Overall, as shown in Table 5, total administrative costs remained stable over the period,
with the costs in 2007-2008 ($104 million) being similar to 2000-2001 ($91.3 million).
As noted earlier, provinces choosing not to participate in the CSLP are entitled to receive
alternative payments to assist in the cost of delivering similar student financial assistance

45 Some risk-shared and guaranteed loans that have gone into default have been bought back by the government from
the private lender. Therefore, the government has been responsible for the collection of these loans as well.
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programs. These types of payments are made to Quebec, the Northwest Territories and
Nunavut.

4.3 Bad Debt Costs

As mentioned above, one major change with the direct loan regime is that the federal
government owns the loans and the associated risks. Consequently, the government must
record them as assets. As a result, a provision has to be made for potential future losses
associated with the loans based on generally accepted accounting principles. The provision
iIs made the year the loans are issued, although the losses may occur several years later.
Consequently, an annual expense against the provisions for bad debt and DRR has been
reported since 2000-2001 based on a percentage of the value of loans issued in a year
and on historical information. Starting in 2000-2001, the provision was established at
$169.9 million.*® Since then, it has grown almost every year (with the exception of
2004-2005), to $318.1 million in 2007-2008 (as shown in Table 6).*

Although the direct loan regime has generated several new costs, the regime has also
generated more revenue from loans. Since the introduction of direct loans, revenue from
the CSLP for the federal government has almost multiplied by five, increasing from
$126 million in 2000-2001 to $612.6 million in 2007-2008. This is due to a maturing
portfolio with a greater percentage of students in repayment each year, who pay interest at a
variable rate of prime plus 2.5% or a fixed rate of prime plus 5% to the government on
their loans once they leave full-time studies. There is also some revenue coming from
recoveries of loans under previous regimes.

Table 6
Total CSLP Net Costs (in $ Millions)

Total Student’s Total Bad Debt Final Net
Fiscal Program Admin. | Alternative | and DRR Total Operating
Year Loans Expenses Costs Payment Provisions | Revenue Results
(A) (B) (C1) (C2) (C3) (C4) (D) (C-D)
2000-2001 | 1,570 418.9 185.2 138.9 169.9 126.0 786.9
2001-2002 | 1,512 431.7 118.9 144.9 182.0 172.1 705.4
2002-2003 | 1,549 396.9 91.3 76.0 186.6 222.8 528.0
2003-2004 | 1,648 430.2 79.2 244.8 204.8 275.2 683.8
2004-2005 | 1,634 459.0 79.9 175.8 467.7 313.8 868.6
2005-2006 | 1,939 535.9 84.7 158.2 310.5 395.6 693.7
2006-2007 | 1,931 617.1 99.2 91.3 270.0 523.1 554.5
2007-2008 | 2,015 648.8 104.0 113.9 318.1 612.6 572.2
Source: CSLP Annual Reports from 2000-2001 to 2007-2008.

6 The actual amounts for 2000-2001, 2001-2002 and 2002-2003 were revised due to a change in valuation accounting
methods in respect of the calculation of the IR allowance as indicated by OSFI.

4" The Bad Debt Expense figure for 2004-2005 includes an adjustment of $257.1 million following the revised Bad Debt
Provision Rate published by the OSFI.
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Administrative data indicates that after accounting for the benefits provided to students
(e.g. in-study subsidies, repayment assistance, etc.), administrative costs (e.g. service provider
costs, administrative fees, etc.) and bad debt, each $1 in student loans issued by the govern-
ment to new borrowers costs approximately 30 cents.*® It should be noted, however, that
any new initiatives which do not increase the level of administrative work (i.e. do not
generate new borrowers or require system changes), would reduce the cost for each $1 in
student loans issued. For example, an initiative which only increases the amount of
funding to students, like raising the loan limit, would not impact the administrative cost,
as no new students are added to their portfolio and there would be no new systems costs.

4.4 Cost-Effectiveness and Program Alternatives

The international comparison study conducted for this evaluation indicates the use of
some alternative approaches. For example, many countries such as Denmark, Norway,
Sweden, the United Kingdom, Australia and New Zealand provide student loans without
income testing. In the case of Australia, the system involves deferring tuition payments
until after graduation. Although universal grant programs are less common than universal
loan programs, a few countries also provide non-repayable aid without taking into
account parental income.

Comparing the total government contribution of each country as a percentage of the total
costs (education and tuition costs, living costs) per PSE attendee, Canada ranks in the
middle with Australia and the United Kingdom. Given Canada’s middle ranking, it could
be argued that the total contribution in Canada is generally providing adequate student
financial assistance.

At the time of the evaluation, there was no evidence to indicate whether the alternative
programs in other countries were being provided in a more or a less cost-effective way
than the CSLP. Nevertheless, providing more loans is more cost-effective than reducing
tuition fees both in terms of increasing equality and labour productivity (as reported in
Section 5.1).

8 These figures were provided by the CSLP Directorate.
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5. Indirect Impacts and
Effects of the CSLP

The final outcome of the CSLP was described in Section 2.1 and Section 2.2 as “promoting
accessibility to post-secondary education for students with demonstrated financial need.
The CSLP lowers financial barriers through the provision of loans and grants which help
ensure that Canadians have an opportunity to develop their knowledge and skills to
participate in the economy and in society.”

This section assesses the indirect impacts and effects of the CSLP by examining:
e The results for productivity and the distribution of income;

e Program interactions;

e Student loan repayment and debt;

e The use of IR and DRR; and

o Defaulting.

5.1 Productivity and Inequality (Income Distribution)

An economic simulation model was used to estimate the possible impacts of the CSLP on
the economy as a whole. Although this approach is subject to possible bias due to the
nature of the model, it is accepted as a possible way to link an individual program to the
broader economy.* To minimize the potential bias, five separate scenarios were explored.
All five scenarios assumed that the government introduced a policy that raised total
government expenditures on PSE by 5%. The increase in PSE expenditures was kept the
same across the five scenarios in order to make the policies comparable.®

e The first scenario consisted of an increase in the maximum possible loan amount from
$14,000 to $17,405. The model estimated that the share of the general population
that are PSE graduates would increase by a couple percent. Also, GDP would increase
slightly and the measure of inequality (income distribution) would decrease. One factor
contributing to the limited size of these effects is the model’s assumption of balancing
the government’s budget. Specifically, an increase in government spending on PSE
implies an increase in taxes, which lowers the gain from the PSE investment.

e The second scenario estimated the impact of a reduction in education fees from
$8,220 to $7,606 (same total cost as in first scenario). The model showed more limited
impacts, with a smaller increase in the share of the general population that are PSE
graduates, as well as a smaller increase in GDP and a lower reduction in inequality.

4 For further information on simulation models, see Treasury Board Secretariat, “Program Evaluation Methods:
Measurement and Attribution of Program Results”, Third Edition, pages 96-97.

% For further information, see Caponi (2007), “The General Equilibrium Long-Term Effects of the Canadian
Education Policies,” HRSDC.
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Comparing these results with the first scenario indicates that an increase in loan limits
could be a better policy choice than a reduction in tuition in terms of its aggregate
effects on the share of PSE graduates, increasing productivity and reducing inequality.

e Two other scenarios were based on different policies for discounting the outstanding
loan amount: (i) a discount which is given uniformly to all students and (ii) a discount
that is based on the academic attainment of the student, with students achieving
higher grades receiving a larger discount. The two discounts performed better than
any other scenarios in terms of aggregate effects on PSE graduates and in terms of
increasing productivity and reducing inequality.

e The last scenario, a pure ability-based grant policy, had the most limited effects on
the aggregate variables, since it is not students in financial need who received the
grant but those who performed well at school.

Consequently, the results from the general equilibrium study indicate that the CSLP is
pursuing the appropriate approach in terms of general effects by increasing the loan limits
and by developing policies to assist borrowers after PSE. Furthermore, these two policies
seem to be more cost-effective than the alternatives, since all five scenarios were developed
assuming the same overall cost for the government.

5.2 Program Interactions

For program evaluation, one area of interest is the extent to which the evaluated program
is interacting with other government programs. There are a number of programs with goals
similar to the CSLP, such as the Registered Education Savings Plan (RESP), the Canadian
Education Savings Grant, the Canada Learning Bond, the Canada Millennium Scholarship
Foundation (which ended in 2010), education-related tax credits (tuition fees, education
amount, textbook amount), and the student loan interest tax deduction. This section examines
the program interactions between the CSLP and some of these programs.™

The Canada Millennium Scholarship Foundation (CMSF) had the goal of increasing access
to PSE as well as reducing student debt. Millennium scholarships were provided to students
with a high assessed need, based on the needs assessment of the province and the CSLP.
In most cases, the Millennium scholarship simply reduced the student’s debt. For example, if
a student received $10,000 in student loans and received a $3,000 Millennium scholarship,
the student would owe $7,000 on their student loan. This means that while the CMSF
clearly reduced debt, it is unclear how much it impacted PSE access, as the student did
not receive more total dollars in aid to attend a PSE institution. This might explain the
results found in two studies done for the Millennium Foundation that the CMSF probably
had no impact on PSE participation.®

The RESP is a tax-sheltered education savings account for PSE. Although the contributions
are not tax deductible (as in the case of a Registered Retirement Savings Plan), the
accumulated interest is not subject to income tax. Once a student (the beneficiary) is

5L Analyzing the impact of student tax credits is beyond the scope of this evaluation.
52 For further information, see Lavalle & Backus (2007) and Neill (2008).
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enrolled full-time or part-time in a qualifying PSE institution, withdrawals from the RESP
are possible under certain conditions. Moreover, the government announced in the 1998
Budget that the Canadian Education Savings Grant (the government contribution equal to
20% of an individual’s annual RESP contribution) was created in order to provide an
incentive for parents (or relatives) to save for their children’s PSE. In the 2004 Budget,
the government expanded the Canadian Education Savings Grant for low-income families
(increasing the government contribution) and established the Canada Learning Bond (a lump
sum government RESP contribution). Both government contributions are deposited directly
into RESPs in order to encourage low-income families to save for their children’s PSE.

Expected PSE student withdrawals from an RESP (in the form of an Educational Assistance
Payment) are taxable for the student and are treated as in-study income at the time of
applying for a student loan. Accordingly, the primary interaction with the CSLP occurs at
the needs assessment stage, where money saved and accumulated in the RESP is considered
to be part of the income contribution and, as a result, leads to a reduction in a student’s
loan amount equal to 80% of the net income during the study period. This means that most
parental RESP contributions and government contributions through the Canadian Education
Savings Grant and Canada Learning Bond result in a reduction in the amount of the student
loan. It should be noted, however, that these contributions also reduce the accumulated
student loan debt that PSE students would have to repay.

5.3 Repayment and Debt

The student loan repayment period is a critical period for student borrowers. Although
students borrow from non-governmental sources (as indicated in Section 3.4.2), this section
focuses on the repayment of CSLs only. On average, government student loan debt (both
provincial and federal) for graduates accounts for 60% of total student debt, as indicated
in the 2009 Canadian University Consortium report.>

Full-time student CSL borrowers must begin repaying their student loans six months after
completing their studies. Loans are typically scheduled to be repaid through monthly
payments over 10 years (including the 6 month grace period), but often borrowers choose
to repay their loan more quickly, especially in the event of small amounts. In some cases,
the loan repayment period can be extended to a period of up to 15 years.

The international study indicated that each country varies in how and when they expect
students to repay debt, but most can be categorized into two types: a fixed-term repayment
plan, and an income-contingent repayment plan. Most countries (including Canada) are
using the fixed-term method, which is similar to a “mortgage-style” method. A few other
countries, such as New Zealand, Australia and the United Kingdom, are using the income-
contingent repayment method. In those countries, payments are required once income
reaches a certain threshold.

53 For further information, see Canadian University Consortium Report (2009), Graduating Students survey: June 2009.
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5.3.1 Debt Level

The total amount of loans in repayment in 2007-2008 was around $7 billion, up from
$5.5 billion in 2000-2001 (the year the direct loan regime was introduced).* In order to
have a more accurate idea of the changes in overall debt level over time, Graph 1 shows
the amount of student loans in repayment in constant dollars (2002 = 100).

Graph 1

CSL in Repayment (Millions —in $2002) from 1998-1999 to 2007-2008
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Source: Canada Student Loans annual reports.

As expected, Graph 1 clearly shows that the proportion of direct loans increases every
year, while the proportion of loans under previous regimes declines. Since 1998-1999, the
total amount of loans in repayment has increased by 45%. Since the introduction of the
direct loan regime in 2000-2001, however, the graph shows the CSL amount in repayment
has remained almost constant (i.e. increasing by 10% since 2000-2001). It should be
noted that the increase in the maximum loan amount in 2005-2006 might only be partially
captured in Graph 1, because many students affected by the increase may not have completed
their studies by 2007-2008.

The total amount of loans in repayment is expected to continue to grow in the next few
years, especially due to the bigger loans provided to students since the increase in the
maximum loan limits.

As might be expected, the average debt per borrower (in nominal terms) who began
repayment has also risen significantly over the period. The average debt at consolidation
time was $9,348 in 1998-1999, went up to $10,263 in 2002-2003, and then up to
$12,881 in 2007-2008. In 2007-2008, more than 20% of borrowers who began repayment

* Note that this amount does not include loans held by borrowers who are still in school. Thus, the figure is
significantly different from the $12.0 billion figure reported in Section 4.1.

Summative Evaluation of the Canada Student Loans Program



had a CSLP debt higher than $20,000, including 6% with student loan debt of more than
$30,000.

The average debt figures were also expressed in constant dollars (all figures in the table
indexed to 2002 prices) in order to measure the real growth over the period (see Table 7).
The average debt in constant dollars was $10,121 in 2000-2001. By 2007-2008, the
average debt in constant dollars had increased to $11,552, as shown in Table 7. This
represents an increase of 14.1% since the introduction of direct loans.

Table 7

CSLP Average Debt at Consolidation (in 2002$) — 2000-2001 to 2007-2008
Loan Year|Canada| NL PE NS NB ON MB SK AB BC Yukon

2000-2001 | 10,121 | 11,806 | 10,307 | 11,317 | 10,797 | 10,682 | 7,867 | 9,753 | 8,939 | 8,881 | 6,379

2001-2002 | 9,754 | 10,726 | 9,584 | 11,234 | 10,060 | 10,353 | 8,002 | 9,771 | 9,014 | 8,952 | 7,798

2002-2003 | 10,265 | 11,367 | 11,177 | 11,768 | 10,419 | 10,537 | 8,530 | 10,428 | 9,713 | 9,623 | 9,176

2003-2004 {10,339 | 11,504 | 11,516 | 12,048 | 10,746 | 10,354 | 8,653 | 10,937 | 9,932 | 9,942 | 10,610

2004-2005 | 10,555 | 11,818 | 12,440 | 12,713 | 11,088 | 10,297 | 9,317 | 11,110 | 10,130 | 10,513 | 10,713

2005-2006 | 10,582 | 11,816 | 12,416 | 12,806 | 11,541 | 10,181 | 8,952 | 11,234 | 10,087 | 10,902 | 10,563

2006-2007 | 11,212 | 12,015 | 13,445 | 13,504 | 11,922 | 10,647 | 9,453 | 12,100 | 11,034 | 11,879 | 12,101

2007-2008 | 11,552 | 11,651 | 13,932 | 13,794 | 11,929 | 11,055 | 9,879 | 12,613 | 11,502 | 12,354 | 11,787

% change | 14.1% | -1.3% | 35.2% | 21.9% | 10.5% | 3.5% | 25.6% | 29.3% | 28.7% | 39.1% | 84.8%

Source: Canada Student Loans Annual Reports and Statistics Canada Consumer Price Index.

Looking at the different factors that might explain the increase in average student debt
loads, the province of residence appears to be a significant factor. As Table 7 shows, the
growth of a borrower’s debt varies significantly by province (from -1.3% in Newfoundland
to more than 39% in British Columbia), which likely reflects tuition policy in each province.

Other factors such as gender, type of institution and age also seem to have influenced the
average level of debt. For example, female borrowers had a higher average debt load than
male borrowers by over $900 in 2007-2008 (it is worth noting that females also have
higher repayment rates).> Over the years, the gap has slightly broadened — likely due to a
greater presence of females attending university. Indeed, borrowers attending university
tend to have higher debt loads (60% higher) than borrowers attending colleges and
private colleges, likely due to university program durations being longer and university
tuition costs being higher. The age of the borrower also seems to be positively correlated
with the average level of student debt, although the general pattern of age has not
changed since 2000-2001.

The average debt levels in Table 7 reflect the amount borrowers owe once they begin
repayment, which includes any interest that may have accrued in the six months between
the time borrowers complete their studies and consolidate their loan. The study done by
the Canada Education Statistics Council shows that 27% of the 2005 PSE graduates still
had government student loan debt two years after graduation. In comparison, 33% of
graduates were in the same situation in 2000.

% For further information, see TNS (2010).
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5.3.2 Grace Period

In Canada, interest begins to accrue on a student loan starting at the time the borrowers
complete their studies, but no payment is required until the end of a six-month grace period.
For loans issued prior to August 1993, no interest accrues during the grace period.*

Almost all countries provide a grace period and most of those countries have interest
accumulating for at least part of the grace period.

e The length of the grace period varies by country, ranging from 6 months (Canada and
the U.S.) to 5 years (Germany). As noted earlier, there are also countries (Australia,
New Zealand, England and Sweden) where payment is only required when income
reaches a certain threshold.

e In the case of countries that have a grace period, there are only two (U.S. and
Germany) where no interest accrues during the grace period. Finland, Estonia, Latvia,
Norway and Denmark have interest accumulating on the loan for most of the grace
period, but not necessarily during the first month after the end of studies.

The vast majority of provincial and federal key informants felt that the six-month grace
period is sufficient, and many felt that students should start paying as soon as possible to
enforce good financial habits. Several provincial and federal informants indicated that
six months was too much, particularly since interest accrued during this time. Other groups
of key informants were evenly split on the question.

Regardless of what key informants thought about the length of the grace period, most of
them felt that interest should not accrue during this period. As well, the vast majority felt
that the name *“grace period” was contributing to confusion among borrowers because
many borrowers understand a grace period to be a period that is interest free. Many students
participating in the focus groups confirmed this view. These students indicated that they
were unaware that interest accrues during the grace period and that they only became
aware of this when they began repayment. In fact, some only learned of this during their
focus group discussions. Similarly, the 2007 CSLP Survey showed that only 35% of
borrowers were aware that interest accrues during the grace period. Another study done
with data from the Canadian Student Survey revealed that only 23% of graduates were
aware that interest begins to accrue during the grace period. Even the majority of those
who were aware of the grace period thought that interest only accrues after 6 months.*

5.4 Interest Relief (IR) and Debt Reduction in
Repayment (DRR) Use
Most students succeed in paying off their student loans without major difficulties. However,

the study by Bayard and Greenlee (2009) reported that more than 25% of college and
university graduates with government debt at graduation experienced hardship in repaying

% For further information, see Actuarial Report of Canada Student Loans Program, July 2001.
5 For further information, see Kramer, Rogers & Usher, (2010).
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their loans. For those who do face difficulties in meeting their student loan obligations,
the government offers support through loan repayment assistance programs (as discussed
in Section 2.2.3).

The rationale study (HRSDC 2007) conducted for this evaluation reported that repayment
assistance programs may increase the participation rate in PSE, because the fear of going
into debt and being unable to pay off that debt could act as a deterrent to the use of
student loans and PSE enrolment. This view was corroborated by the survey of those who
declined student loans, which found that 8.7% of the decliners cited “fear of debt/did not
want to go into debt” as one of the main reasons for declining their student loan. This
suggests that the proportion of decliners would have been greater without the repayment
assistance programs. Also, the international comparison showed that student loans programs
in other countries are typically accompanied by loan repayment assistance measures.
For example, several countries offer income-contingent repayment plans. Most of the
other studied countries provide interest assistance, partial debt reduction (e.g. due to
occupation, the presence of children and financial hardship) or debt cancellation.

In Canada, the two main programs that assisted borrowers in financial hardship to make
payments for their student loans (prior to the introduction of the Repayment Assistance
Plan in 2009) were IR and DRR. As noted in Section 2.2.3, IR existed prior to 1998 but
was enhanced in that year along with the introduction of DRR. These provisions were
extended through amendments announced in the 2003 and 2004 Budgets. For example,
the 2004 Budget increased the income threshold for IR eligibility and increased the
amount of DRR.

This section examines whether IR and DRR worked in helping to promote access to
PSE by assisting low-income borrowers after PSE and reducing the loan default rate.
Specifically it examines:

e The profile of IR and DRR users; and
o Evidence on the effects of repayment assistance programs.

5.4.1 Profile of IR and DRR Users

The IR provision was the first program that eligible borrowers could make use of when
facing temporary financial difficulties. Over the 2001-2002 to 2007-2008 period, the
number of IR users declined from roughly 140,000 users to about 116,000 users. IR users
tended to have a higher debt (25% to 30% higher) than the average student loan debt at
loan consolidation time. The Brondesbury Group study corroborated this finding.

Table 8 shows that females accounted for a greater share of IR users than males, comprising
close to two-thirds of users in 2007-2008. Since the introduction of direct loans, their share
increased continuously. It is possible that these results reflect the fact that the average
debt of females was slightly higher than the average debt of males (see Section 5.3.1).
As well, greater use of IR by females may also have explained their lower default rates.
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Table 8 also shows that the type of institutions that IR users attended changed over the
period. In 2001-2002, 38.8% of IR users attended colleges, while 34.1 % attended
universities and 27.1% attended private institutions. By 2007-2008, however, 46.3% of IR
users attended university, while 37.7% attended colleges and 16.1% attended private
institutions. These new percentages seem to reflect, in part, the changes in the distribution of
CSLP participants. The variation by province also seems to be correlated with the CSLP
participation in each province and may also be correlated with the average cumulative
debt (due to tuition levels in the different provinces).

The Brondesbury Group study on CSLP repayment assistance showed that the proportion
of borrowers seeking IR rose with age, although it was virtually identical for the 27 to
30 age group and for the group that is 31 years of age or older. Younger age groups
always had a smaller proportion of IR users, although the gap in the different proportions
among age groups narrowed since 2001.

Table 8
Socio-Demographic Profile of CSLP and IR Participants from 2001-2002 to 2007-2008
2001-2002 2007-2008 % Change
CSLP IR CSLP IR CSLP IR
Total 343,588 140,461 352,888 116,530 2.7% -17.0%
Gender
- Female 57.4% 63.3% 59.9% 66.1% 7.0% -12.8%
- Male 42.6% 36.7% 40.1% 33.9% -3.6% -23.1%
Institution Type
- Universities 51.4% 34.1% 59.3% 46.3% 18.5% 14.0%
- Colleges 35.3% 38.8% 31.0% 37.7% -10.0% -18.4%
- Private 13.3% 27.1% 9.7% 16.1% -25.1% -50.2%
Province
- NL 4.6% 6.4% 2.4% 4.8% -46.3% -36.2%
- PEI 0.9% 0.8% 0.9% 1.1% 8.2% 13.1%
-NS 4.9% 8.1% 4.3% 6.0% -9.4% -37.9%
-NB 4.6% 6.4% 4.4% 6.2% -1.7% -17.3%
- ONT 46.1% 44.7% 58.9% 55.1% 31.2% 4.0%
- MAN 3.2% 3.1% 2.3% 2.1% -24.4% -42.0%
- SASK 4.8% 4.6% 3.1% 3.2% -32.8% -41.8%
-ALT 12.6% 8.6% 9.4% 6.8% -23.4% -33.3%
-BC 18.3% 17.2% 14.2% 14.7% -20.6% -27.8%
- YK 0.1% 0.1% 0.1% 0.0% -20.7% -38.2%
Source: Canada Student Loans Annual Reports.
Note: For 2001-2002 and 2007-2008, ‘CSLP’ refers to the number of loans issued in the given fiscal year, while
‘IR’ refers to the number of IR recipients in the given fiscal year.
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Since 2004-2005, IR was used by an increasing share of low-income borrowers every
year.”® At this point, it is not clear why there was such a change in the distribution. A
detailed statistical analysis might provide additional insight into this change.

A study done by Situ (2006) for Statistics Canada showed that about 35% of borrowers in
repayment in 2000 were estimated to be eligible for IR, but less than 45% of them took
advantage of the program, resulting in a 16% utilization rate for IR. As well, IR take-up
was higher among borrowers in the first year of repayment, those who were older, those
coming from the Atlantic region, and those who studied at a university. At the same time,
there were groups with high financial difficulty for who the take-up was low, such as
borrowers on social assistance or with large families. The multivariate analysis done in
The Brondesbury Group study confirmed that the likelihood of seeking IR increased with
the number of years that the student borrowed. The study also corroborated the finding
that students with a higher risk of defaulting (i.e. the unemployed, disabled, or in need of
child care) were more likely to use IR.

Borrowers who exhausted IR and continued to have exceptional financial difficulty in
repaying their loans were eligible for DRR. Since DRR was implemented, the number of
beneficiaries increased from 44 in 1998-1999 to 5,029 in 2004-2005, but declined to
2,808 in 2007-2008. The significant increase during the middle of the decade was due to
a large wave of borrowers with guaranteed and risk-shared loans who had exhausted their
IR and became eligible for DRR.

The profile of DRR users was very similar to the profile of IR users. The use of DRR
tended to increase with age, females, those with no employment income and higher debt.

5.4.2 Evidence on the Effects of Repayment
Assistance Programs

The following discussion provides some preliminary evidence on the effects of the IR
and DRR on student loan default and savings for government. The following discussion
also highlights the potential importance of pre-consolidation counselling.

Effects of IR and DRR

In a study conducted for this evaluation, modelling was done for three main sets of changes
to the IR and DRR programs (i.e. the changes implemented in 1997, 1998 and 2003, as
discussed in Section 2.2.3) to measure their effect on the cost of default.>® The study
found that the three program changes significantly lowered the CSLP default rate by
16 to 19 percentage points. The effect of the three combined changes showed a reduction
of $14 million to $39 million in the costs of default (based on findings from three
separate statistical models that controlled for business cycle effects). As well, by reducing
the default costs and default rate, these programs likely reduced the collection costs for
the government.

%8 See CSLP Annual Reports.
% TNS Canadian Facts (2009), Analysis of the CSLP Default Rate: Program Level Data.
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The positive results of the modelling analysis were corroborated by the focus groups and
key informants. In general, the student focus group participants and key informants
perceived debt management measures to be important elements of the CSLP. For example,
focus group participants who had received IR indicated that the program was effective in
preventing them from defaulting on their loan. Similarly, key informants were almost
unanimous in their view that the main benefit to having debt management measures was a
lower rate of default and a greater proportion of students who are able to pay the full cost
of their loans. Some key informants said that debt management measures also help
borrowers to avoid poor credit ratings. Most key informants also felt that the government
could increase take-up if communications and awareness were improved.

Analysis presented in the 2001 CSLP annual report indicated that IR recipients had a
22% default rate, which was comparable to the default rate of borrowers in repayment.
It could be argued that, given that IR recipients were more likely to be in financial
difficulty, a default rate comparable to the overall default rate provides further evidence
that the IR provision was working to assist low-income borrowers after PSE.

As a cautionary note, however, another internal study showed that the CSLP policy shifts
introduced in 2003 and 2004 had a small impact on default, reducing the probability of
default by 0.5%.% Similarly, the study from The Brondesbury Group indicated that “there
is some indication that the IR program impacted default, but that relationship was
affected by economic conditions. Debt relief had such low uptake, that attributing impact
is not feasible”. Therefore, although the work conducted for this evaluation has provided
some preliminary findings on the effects of IR and DRR on student loan default and
savings for the government, more technical studies would be needed to obtain additional
evidence of the effects of IR and DRR.

A review of the U.S. literature on student loan default provides some further evidence
that assistance programs have positive effects on loan repayment and often reduce the
student loan default rate. A study by Woo (2002) showed that those who had used a
deferment or forbearance were less likely to default, perhaps because borrowers who
were organized enough to use deferments were also better able to handle repayment in
general. Using deferments might be an effective way in the short-term that borrowers can
use to postpone a default claim. However, it is unclear whether such a program had an
impact over a long-term period. Choy (2006) reported that most borrowers who deferred
or had periods of forbearance were able to recover financially and did not subsequently
default. On the other hand, Meyer (1998) demonstrated that with a 6 1/2 year timeframe,
borrowers with deferred loans defaulted almost as often as borrowers who never deferred.

Pre-Consolidation Initiatives

Another aspect of the U.S. experience regarding repayment assistance programs is related
to the effect of financial counselling for student loan borrowers. Seifert (2004) provided
solid evidence of the positive effects that an early intervention program can have on the

8 For further information, see HRSDC (2010), Evaluation of the Impact of CSLP Policy Reforms on Student Loan Default.
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default behaviour of student borrowers.®* The study indicated that the average default rate
for those receiving the intervention was significantly lower than the average for the
sample of the population. Even two years after the intervention there was still a significant
effect on default rates. Steiner (2003 & 2005) indicated that borrowers who did not receive an
in-person exit counselling session had a probability of default that was eight percentage
points higher than borrowers who received exit counselling.

The 2003-2004 CSLP annual report announced a pilot program called the Pre-Consolidation
Program (PCP) to assist medium and high-risk borrowers in public institutions. These
borrowers were contacted by the National Student Loans Service Centre prior to their
first payment due date and received a telephone counselling session. It was reported in
the 2004-2005 CSLP annual report that the PCP was effective in decreasing delinquency.

The 2005-2006 CSLP annual report indicated that the department has developed an
econometric model to pre-emptively identify borrowers who might miss their first payment
once they have entered repayment. These borrowers were called by the departmental service
providers and received information on repayment obligations, repayment options and other
assistance programs. The 2005-2006 CSLP annual report showed that the first payment
delinquency rate continues to improve as a result of this initiative. However, a completed
assessment of this initiative would be required to determine its effectiveness.

As well, an exit information session is available to students on the website of the National
Student Loans Service Centre (the session has a duration that is 15 to 20 minutes, but is
not mandatory). Some key informants suggested assigning a debt management specialist
to students in order to advise them of their options before they default. Focus groups
participants also suggested that the government should be more proactive (like financial
institutions) in identifying borrowers’ obligations and laying out the process for
repayment.

Overall, the American experience and the preliminary experience in Canada with pre-
consolidation initiatives suggest that these kinds of pre-consolidation counselling approaches
should continue to be investigated by the department to help borrowers understand
various debt management measures and to help reduce default rates.

5.5 Defaulting

Although the majority of student loan borrowers are able to repay their loans with or
without government assistance, approximately 16% of borrowers defaulted in 2007-2008.

The default rate decreased from 28.7% for the 2002-2003 cohort to 16% for the last
two cohorts in 2006-2007 and 2007-2008 (as shown in Table 9). There was a spike in the
default rate in 2001-2002 (at 37.7%) following the switch to the direct loan regime.
In 2007-2008, the default rate was the highest in Prince Edward Island (at 28%), followed

81 The intervention program was an “Advocate Unit”, which provides information on repayment options.

82 The three-year cohort default rate is used as the prevailing definition at HRSDC, with a loan deemed to be in default when
payments are in arrears for more than 270 days. Although default on a loan may occur anytime during repayment, the cut-
off of three years is based on the fact that most defaults (more than 75%) occur within three years of consolidation.
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by Nova Scotia (at 20%), while the lowest default rates were in Alberta and Manitoba
(at 11% and 13% respectively).

Table 9

Three-Year Default Rates (%), by Year and Province from 2000-2001 to 2007-2008
Loan Year | Canada NL PE NS NB ON MB SK AB BC

2000-2001 23.1 211 315 24.6 23.7 23.2 21.9 20.5 245 255
2001-2002 37.7 45.3 35.2 40.4 39.3 35.7 41.1 38.4 34.4 40.3
2002-2003 28.7 22.4 28.3 35.2 25.4 27.6 30.5 32.5 25.6 32.6
2003-2004 28.0 26.0 23.0 32.0 31.0 34.0 28.0 30.0 31.0 25.0
2004-2005 19.0 20.0 18.0 25.0 27.0 17.0 21.0 21.0 17.0 23.0
2005-2006 17.0 18.0 16.0 22.0 21.0 15.0 17.0 19.0 13.0 18.0
2006-2007P 16.0 18.0 14.0 21.0 22.0 15.0 15.0 19.0 12.0 17.0
2007-2008F 16.0 18.0 28.0 20.0 19.0 16.0 13.0 16.0 11.0 17.0

Source: Canada Student Loans Annual Reports.

Note: The results for 2006-2007 are preliminary (P) and the results for 2007-2008 are forecasted (F). Older
versions of the Annual Reports provided figures with decimal places, while more recent versions do not.

The U.S. uses a different definition of student loan default rate, making it difficult to
compare the Canadian and American results. Although the U.S. Cohort Default Rate was
6.7% in 2007, the U.S. default rate definition (i.e. be in default by 270 days or more
within a two-year window period) was narrower than the CSLP definition.® ®

5.5.1 Factors Explaining the Default Rate

A U.S. literature review that was developed for this evaluation examined the factors and
predictors of student loan default. The examination focused on a series of aspects such as
student debt levels, academic success, program completion, employment income, student
characteristics and institution characteristics. Most of the U.S. studies demonstrated that
school success (borrowers with a high grade point average (GPA)) and graduation
(completing the study program) were the two most significant factors in lowering the
default rate. Other factors such as employment income, the unemployment rate, debt
levels, attitudes toward loans, gender, age, and the number of student loans had a modest
effect on the default rate. At the same time, most of the U.S. studies showed that PSE
institution characteristics had little or no effect on defaulting.

An internal study using CSLP administrative data identified some of the determinants of
CSLP loan default.

e The study reported that males were about five percentage points more likely to
default than females and that married borrowers were roughly five percentage points
less likely to default than single borrowers.

8 For further information, see HRSDC (2010), “U.S. Literature Review: Default Rate”.

8 The U.S. Congress made changes in the Higher Education Opportunity Act of 2008 to expand the cohort default rate
window from 2 years (end of the following fiscal year) to 3 years (end of the second following fiscal year). This
modification is expected to substantially increase the cohort default rate (on average by over 70%).
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e Other factors such as the type of institution also influenced the default rate. Borrowers
studying at private institutions were more likely to default than those studying at
college or university (43.3%, 28% and 16% respectively).

« Some fields of study also appeared to affect the probability of defaulting. For example,
borrowers studying medicine were less likely to default (7% default rate) than any
other field of study, while borrowers studying trades and administration were more
likely to default than any other field of study (39% versus 29% respectively).

o Borrowers who obtained a Masters degree (9.3%) were less likely to default than
borrowers in any other program, especially compared to those with a diploma or a
certificate (33.5%).

o Defaulting borrowers were about the same age as non-defaulters (27 years old).

e The study also examined the correlation between the amount of the CSLP loan and
the default rate. The results showed that the amount of the CSLP loan slightly increases
the probability of default, which could be expected because a larger loan means a
larger amount to be paid off from borrowers.

Another study suggested that the income of borrowers is a much more important factor
in defaulting than the amount of the loan.%® That study (Kapsalis 2006) reported that:
“Regardless of the amount of the loan, the percentage of students defaulting within three
years drops by about 1.2 percentage point for each $1,000 increase in own income.”
Kapsalis concluded that: “the choice of field of study, employment opportunities for new
labour market entrants, and general income trends will be the key determinants in the
ability of students to repay their loans”.

A study using published default rate data in Ontario also confirmed that institution
characteristics have an impact on default rates. Specifically, the study found that private
colleges had a higher default rate than public colleges, while universities had a lower
default rate. The study also reported that the field of study, the location of the PSE
institution, the number of loans issued to students at a PSE institution, the number of
programs offered by a PSE institution, and labour market conditions were other factors
that may have had an impact on default rates. In discussing the limitations of its analysis,
the study noted that individual characteristics were not available and, therefore, not
included in the model.

Another study (Data Probe 2008) looked at repayment patterns and the default rate.®
The study indicated that borrowers with small indebtedness (under $4,000) and university
borrowers have the strongest repayment performance. After three years, they had repaid
37.1% of their loans and defaulted on 7.8% of their initial indebtedness. By contrast,
private borrowers, college borrowers in arts and sciences, borrowers from the Atlantic
Provinces or Saskatchewan, and divorced or separated borrowers had the weakest repayment
performance. After three years, they had repaid 17.4% of their loans and defaulted on
24.5% of the initial indebtedness.

8 For further information, see Kapsalis (2006b).
% For further information, see Data Probe (2008), Repayment of CSLP Direct Loans.
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6. Program Delivery Issues

This summative evaluation was focused on examining the outcomes of the CSLP for the
clients. The actual delivery of the program was not examined in detail. There are, however,
some basic findings regarding program delivery that can contribute to an overall under-
standing of the program. Accordingly, this section presents findings on:

o Client awareness and satisfaction;
o Complexity of needs assessment delivery; and
o Performance reporting.

6.1 Client Awareness and Satisfaction

In general, the Government of Canada does well in comparison to other countries in
terms of delivering programs and its use of technology.®

As discussed in Section 2.2.4, the CSLP engaged the cooperation of the provinces to
make some program changes. Since 2001, the Government of Canada has signed separate
integration agreements with Ontario, Saskatchewan, Newfoundland, and New Brunswick.
The goal of the integration agreements was to have federal and provincial student loans
programs operate with a common set of rules, principles, and assistance measures, so that
students could receive financial assistance as a single loan product.

The 2007 Omnibus Survey (which was a random sample of 1,205 individuals between
the ages of 17 and 30) showed that 43% were aware of the CSLP, which includes those
not enrolled in PSE. CSLP awareness levels were similar in integrated provinces and in
non-integrated provinces. This level of awareness may simply be a federal branding issue
and not an overall student loan awareness problem. For example, in Ontario, students
aware of the Ontario Student Assistance Program (OSAP) may not know that in applying
for an OSAP loan, they are automatically considered for a CSLP loan.

The 2007 CSLP Client Satisfaction Survey (which randomly sampled 1,010 borrowers in
study, in repayment and in grace, and 400 individuals in collection) showed that almost
70% of borrowers who had been in contact with the CSLP in the previous six months
were satisfied with the service they received. The level of satisfaction among those in
collection was significantly lower, with 44% satisfied.

It should be emphasized that students who applied for a loan but did not qualify were
excluded from the Client Satisfaction Survey as well as those who sought information but
did not apply. Including the first group would likely have reduced the overall satisfaction
level. Consequently, since the Omnibus Survey included non-borrowers and those who
applied for a student loan but didn’t receive one, satisfaction levels were much lower
(40% indicated they were satisfied). Not surprisingly, the level of satisfaction among

87 For further information, see Accenture (2005), Leadership in Customer Service — Building the Trust.
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respondents who applied for but never received a loan was far lower (15%) than among
those who received a loan (44%).%

With the exception of borrower status (receiving or not receiving a loan), the statistical
analysis of both the Omnibus and the Client Satisfaction Surveys showed that the satisfaction
level did not vary across group (gender, marital status, presence of child, urban/rural,
income). The evidence also showed no significant difference in client satisfaction
between provinces with integrated loans and provinces with non-integrated loans.

Satisfaction with the program was moderate among all focus group participants, but had a
tendency to be lower among those who borrowed under the risk-shared regime. Focus
group participants who had difficulty in repayment were also more likely to express less
satisfaction with the program.

Comparing the CSLP to other programs delivered by HRSDC, the level of satisfaction
reported in the CSLP Client Satisfaction Survey (70%) was lower than the levels of
satisfaction reported among clients of all 7 programs included in the 2008 Service
Canada Client Satisfaction Survey. Among the 7 programs included in the survey, client
satisfaction levels ranged from 72% for Apprenticeship Incentive Grant clients to 90%
for 1-800 O-Canada clients.

Almost 70% of survey respondents felt that the repayment options were clear to them at
the time of loan consolidation and 79% were clear about the total loan amount they owed.
However, the percentage of borrowers in collection who said that they found their options
clear was much lower (55%) than among borrowers in the grace period or in repayment
(72%).

Borrowers’ knowledge of their CSL obligations at the time of the survey was lower,
however. Specifically, 57% of the borrowers were clear about the number of years needed
to pay back their loan, 59% were clear about the interest rate, and 53% were clear about
the options available if they could not make their loan payments. This latter percent was,
unexpectedly, much lower among borrowers in collection (36%). Females, low-income
borrowers, and those in collection were statistically less likely to be clear about their
obligations.

As part of client relations, the CSLP is responsible for communicating information to CSL
borrowers, potential applicants, and the Canadian public in general. The CanLearn
website was launched in 1999 as a method of improving communications with borrowers
and potential applicants. For example, the CanLearn website provides information about
saving, planning and paying for PSE as well information about the website of the
National Student Loans Service Centre. The satisfaction levels with the CSLP websites
were relatively low (53%) compared to provincial websites (69%), which suggests that
provincial websites could be looked at for ways of improving service delivery.

88 The satisfaction levels among borrowers in the Omnibus Survey need to be interpreted with caution, as the samples
for the two survey differ markedly by borrower status, province and age. For example, only 219 of the 1,205 individuals
surveyed ever received a loan, with a significant portion of those surveyed (17%) residing in Quebec. By comparison, only
1% of the Client Satisfaction Survey sample resided in Quebec.
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The majority of focus group participants indicated that students do not have a sufficient
initial understanding of their obligations as borrowers. For most students, a government
student loan would be their first experience with a significant financial transaction. Many
admitted that they did not fully appreciate the significance of their obligations under this
contract or the implications for them financially in the future. The greatest frustration
seemed to occur around completing and returning paperwork to the office. Utilization of
the CanLearn tools appears to have achieved a moderate level of satisfaction, with some
users noting that they found the information they needed, while others were more critical
of the site design.

6.2 Complexity of Needs Assessment Delivery

As discussed earlier, CSLP delivery is based on the student’s needs assessment. Essentially,
there is a trade-off between having a process that is simple and easily understood (but which
does not take into account as many details of the student’s situation), or having a process
that takes into account more individual details at the expense of more complexity for students.

Students are currently faced with a long application form when applying. As well, it is
very difficult for students to understand how changes in the variables (e.g. their own earnings)
will affect the amount of their loan. Full-time students can, however, use the CanLearn
Student Loan Estimator to estimate their total student loan and how much they could
potentially receive from the CSLP and provincial funding authorities.

The general feeling among most key informants was that the needs assessment process is
currently too complicated. They felt that the program should be simplified and made
more universal. Some suggested that there should be bands of eligibility, resulting in less
need for various levels of detail. As well, several key informants added that there should
be some mechanism to deal with unique circumstances. A similar statement also came
from the focus groups, which indicated that the awareness among borrowers of the
reassessment process varied across locations.

6.3 Performance Reporting

This summative evaluation included a review of the performance measurement and
results reporting of the program.

The bulk of the performance information on the CSLP is reported in the Departmental
Performance Report (DPR) and in the CSLP annual reports. As it currently stands, the
DPR provides only a few high-level indicators of CSLP performance. These indicators
include basic information such as the number of students receiving a loan and the default
rate. Otherwise, most of the information is reported in the CSLP annual reports. While the
annual report does a good job of describing the program, it does not report on all of the
performance indictors listed in the program’s Results-based Management and Accountability
Framework (RMAF).
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In the 2007 Client Satisfaction Survey, the majority of respondents reported that they
received their loans in time to pay their tuition fees without penalty. However, for 27% of
borrowers the loan did not arrive in time (there was no significant difference between
integrated and non-integrated loans). This result was significantly lower than the target
developed in the RMAF, which was described as “90th percentile response time”.

6.3.1 Possible Improvements

A study done by Jones (2007) reviewed the performance indicators listed in the RMAF
and provided a number of overall suggestions for improving the program’s performance
indicators as well as specific recommendations for some indicators.*®

The study noted the difficulty in creating a performance measurement system given
that some of the goals of the program may potentially conflict. For example, improving
PSE access may be in conflict with the goal of lowering the default rate, because it is
possible that less credit-worthy people may get a loan.

Some indicators are in absolute numbers. Therefore, it can be difficult to appreciate
whether higher values of the indicator are positive or negative. Consequently, indicators
should be presented as a percentage of the potential population.

There were also some measures listed in the RMAF that were perceived as being
either not useful or not measurable. These indicators included such things as “sustain
relationships with provinces, territories and service providers” and “research/analysis
reports in progress.” While maintaining relationships is certainly important, there is
no obvious way of quantifying the program’s success at meeting these objectives.
Similarly, measuring the number of reports produced is not a good indicator of the
quality of the research undertaken.

It was also emphasized that an additional indicator should be included. As a natural
supplement to measuring “the percentage of students who would not have gone to school
without a CSL”, the additional indicator should measure “the percentage of non-CSL
recipients who would have gone on to PSE if they had been able to access a CSL.”
Currently, the RMAF indicator that does exist is “the percentage of the 17-24 year-old
population not enrolled in PSE because of financial constraints,” but it was noted that
financial constraints do not exactly match with non-receipt of a CSL.

% Jones, Stephen (2007), “Comments on the Performance Measurement Strategy of the Canada Student Loans Program”.
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7. Conclusions and Recommendations

The summative evaluation of the CSLP has been undertaken over the last five years using
the new approach of conducting a series of 32 smaller studies over that period. Overall,
the work of the summative evaluation found that the rationale for the CSLP is still valid.
The evaluation also clearly demonstrated that the program achieved its objectives by reducing
financial barriers and improving PSE access. The macroeconomic results seem to indicate
that the CSLP is pursuing the appropriate approach in terms of general effects (e.g. GDP
and equity) by increasing loan limits and by developing policies that assist borrowers
after PSE. In addition, the evaluation shows that the main changes to the IR and DRR programs
generally reduced the default rate. At the same time, however, there is room for improvement
and perhaps changes to some features of the program.

7.1 Recommendations

1) Look for ways to simplify the needs assessment process in order to help students
better understand the process.

2) Improve student awareness of the support available to them at loan consolidation time.

3) Explore the idea of changing the name of the grace period, because the use of this
term often leads to confusion for students about whether interest accrues during this
six month period.

4) There is a need to improve the understanding of the part-time loans program and
possibly make changes because the coverage is quite limited (e.g. the number of
participants has declined by 50% since 2000). For example, the rationale is not very
clear and does not seem to respond to the current part-time student situation.

5) Although the needs assessment system seems to work well, the provincial uniform
cost-of-living allowances should be rethought because some expenses (especially shelter)
can vary significantly from the average provincial expenses, depending on whether
students live in large urban centres, small urban centres, or rural communities.

6) Parental contributions were identified as an issue in both the 1997 and 2004 evaluations.
Although HRSDC has modified some rules related to parental contributions, evidence
collected for the current evaluation indicates that some further adjustments should be
made to the parental contribution rules.

7) A policy research study should be conducted on the optimal default rate that takes
into account the costs of repayment assistance programs. For example, the research
should examine whether it is always beneficial to the government to increase assistance
through repayment assistance programs in order to reduce student loan default rates?
Similarly, a more pro-active pre-consolidation counselling approach could be further
explored by the department to help borrowers understand debt management measures
and reduce the default rate.
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Appendix 1 — Evaluation Questions

Section of this report
or Available in
Technical Report (TR)

Source Documents

Rationale
1. Isthere a need for government to 211 HRSDC 2008E
facilitate access to post-secondary HRSDC 2007D
education?
2. Does providing loans to students 2.1.2 HRSDC 2008E
make sense as a way to encourage HRSDC 2007C
post-secondary education? Key Informants
a. Is the rationale equally valid across TR HRSDC 2007D
different types of institutions and
educational programs?
b. Is rationale valid across types of 2.1.2 HRSDC 2008E
assistance? Key Informants
c. Is this an appropriate intervention 2.1.3 HRSDC 2008E
for the federal government? International Comparison
HRSDC 2007D
Key Informants
3. What is an appropriate mix between 2.1.2 HRSDC 2007D
loans and grants? Key Informants
4. Does it make sense to restrict the 3.3 International Comparison
loan program to students with Key Informants
demonstrated financial need? Focus Groups
a. Does the definition of “demonstrated 3.3.1 Focus Groups
financial need” make sense? Students Expenses, EPI 2008
b. How consistently is the definition 3.3.2 Key informants
applied across Canada? Cost Living
Students Expenses, EPI 2008
c. Is the target of grants appropriate? 2.3.1,232 Key informants
Should the goal of the grants be equal
access or a more targeted approach?
d. To what extent does the requirement 3.3.3 Focus Groups
for parental contribution support or Key Informants
inhibit access to PSE?
5. How detailed should the needs assess- NA NA
ment be in context of results and costs?
6. Is there areason to do more than the 2.3.3 Key informants

standard practice of loan collection?
(i.e. — in-study subsidies; DRR, interest
relief etc.) What role should debt
management play?
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Section of this report
or Available in
Technical Report (TR)

Source Documents

assistance to attend PSE but who are
not eligible for CSLP?

Is it appropriate to have a payment 5.3.2 International Comparison
deferral (grace) period? Should it vary Key Informants
by financial need?
a. Should interest accrue during this 5.3.2 Key Informants
period? Focus Groups
b. Does this period provide real relief NA NA
for repayment?
Does it make sense to have a separate 2.3.1,32 HRSDC 2007D
program for part-time students? Key informants
a. Does it make sense to require NA NA
part-time students to pay interest on
their loans while in study?
b. Does it make sense that the full-time NA NA
loan program is restricted to the
current specified course duration
requirements?
Should the program design include 23.1 Key Informants
additional elements that would better R Focus Groups
motivate program completion, more
rapid graduation, and completion
with good academic standing?
Objective and Achievements
10. What is the detailed profile of CSLP 3.1 Brondesbury Group
and CSG participants? HRSDC 2007B
CSLP Annual Reports
a. By region, gender, age, field of 311t03.14 Kapsalis (2006)
study, type of institution, etc Brondesbury Group
HRSDC 2007B
b. Are there useful segments to NA NA
describe the borrower population?
11. What percentage of those eligible for 3.3 Key Informants
CSLP does not receive it? HRSDC 2010D
a. What are the characteristics of these TR HRSDC 2010D
people?
b. Do they still attend PSE? 3.4.1,34.3 HRSDC 2010D
12. What percentage of CSLP recipients 3.4.3 CSLP Decliners Survey
didn’'t need it? What factors explain why CSLP Increase PSE? — Finnie
they do not need CSLP?
13. Are there those who are in need of 3.1,343 Key Informants

CSLP Decliners Survey
HRSDC 2010D
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Section of this report
or Available in
Technical Report (TR)

Source Documents

14. What are the long-term trends in 3.4.3 Data Probe 2008B
participation in PSE and CSLP and to

what extent can changes be attributed

to the various program changes versus

external influences?

a. What are trends in levels of TR Data Probe 2008B
assistance?

15. Does the needs-assessment accurately 3.3 Key Informants

reflect a student’s financial needs Focus Groups

(costs less resources) during the school Student Expenses, EPI 2008

year?

a. Is a needs-assessment based on 3.3.2 Key Informants
provincial costs of living sufficiently Student Expenses, EPI 2008
fIQX|bI¢ for students living in regions Cost of Living, SP Cons
with high costs?

b. Are the loan maximums sufficient to TR Focus Groups
cover costs? Student Expenses, EPI 2008

c. Are there areas of costs not 3.3.1 Key Informants
covered/recognized by the CSLP? Focus Groups

Student Expenses, EPI 2008

d. Does the assessment of parental 3.3.3 Key Informants
income make sense? Do the Focus Groups
students actually receive the
parental contribution?

16. Are income limits reasonable for TR Focus Groups

extended interest relief?

17. Are the repayment structures 233,54 Key informants
reasonable? International Comparison

Program Impacts and Effects

18. Did CSLP, including Canada Study 3.4.3 HRSDC 2008E

Grants and Canada Access Grants, Data Probe 2009

facilitate access to PSE for students Data Probe 2010

with demonstrated financial need?

a. Is CSLP more likely to facilitate 3.4.3 HRSDC 2010B
access for lower income HRSDC 2009
families/students?

19. What are the macroeconomic impacts 5.1 Caponi (2007)

of the CSLP?

a. What are the impacts of the CSLP 5.1 Caponi (2007)
on national productivity?

b. What are the impacts of the CSLP 5.1 Caponi (2007)

on the income distribution?
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Section of this report
or Available in
Technical Report (TR)

Source Documents

20. To what extent would private loans or 3.4.2 HRSDC 2010A
other financing be available to students TR HRSDC 2010D
if the CSLP did not exist?

a. In the absence of CSLP, what 3.4.2 HRSDC 2010A
percentage of CSLP clients would Data Probe 2008B
still have attended PSE? How would HRSDC 2010D
these students have financed their
education? Would they have been
able to take the same programs?

b. How does the CSLP interact with 5.2 HRSDC 2007D
other programs designed to increase
access such as provincial programs,

Millennium Grants and the CESP?

21. Are CSLP recipients staying in school 3.4.3 Decliners, Malatest 2009
longer? HRSDC 2010A

22. Are CSLP recipients more or less likely 3.4.2 HRSDC 2010A
to work part-time during the school year Data Probe (2008)
and does affect academic
achievement?

23. Are debt management measures such 5.4,5.4.2 Decliners, Malatest 2009
as Interest Relief, Debt Reduction in The Brondesbury Group
Repayment, and revision of terms U.S. literature review
working as intended? To what extent TNS Canadian Facts 2010
do they reduce the default rate?

HRSDC 2010F

Cost Effectiveness / Program Alternatives

24. What is the cost of the CSLP overall 4.1 CSLP Annual reports
and its various components?

a. What were the administrative costs 4.2 CSLP Annual reports
under the different regimes?

b. What cost drivers are particular to 4.3 CSLP Annual reports
direct loans or to recent program
changes?

25. Is the current CSLP a cost-effective 4.4 International Comparison
program (relative to previous regimes)
and are there more cost-effective
alternatives?

26. To what extent do students make use 3.4.2 HRSDC 2010A
of other sources of funding? HRSDC 2007B

27. What are the costs of the Interest Relief 4.1 CSLP Annual reports
(IR) and the Debt Reduction in
Repayment (DRR) provisions?

28. Who is making use of the IR and DRR 54.1 The Brondesbury Group
provisions?

29. What are the long-term trends in the 55,551 CSLP Annual reports

default rate and to what extent can they
be attributed to various changes in the
program?

HRSDC 2010C
HRSDC 2010F

Summative Evaluation of the Canada Student Loans Program

67



Section of this report
or Available in
Technical Report (TR)

Source Documents

understand that interest accrues
during the grace period?

30. What are characteristics of those who 5.5.1 HRSDC 2010F
default? HRSDC 2010C
HRSDC 2010E

Program Delivery Issues / Communication
31. What is the level of client satisfaction? 6.1 HRSDC 2010A

a. How does this compare across 6.1 HRSDC 2010A
regimes? Focus Group

b. Compared to other programs? 6.1 HRSDC 2010A

32. Did the program maintain effective N/A N/A
communications with clients and

stakeholders since the introduction of

direct loans?

33. To what extent are prospective PSE N/A N/A

students aware of the CSLP and its

rules and requirements?

a. To what extent can students and 6.2 Focus Group
parents predict the amount of Key Informants
student loans they will receive?

34. Have integrated loans improved client 6.1 HRSDC 2010A
satisfaction?

35. Does the CSLP have an appropriate 6.3.1 Jones, 2007
performance measurement and

reporting strategy? What elements of

this strategy could be improved?

36. Do loan applicants find the process TR Focus Groups
understandable?

37. Are applicants aware of the TR Focus Groups
reassessment process?

38. Do students receive their loans or 6.3 HRSDC 2010A
grants in a timely manner?

39. Do applicants for extended interest N/A N/A

relief find the process straightforward?

40. Are students well-informed of their 6.1/TR Key Informants

repayment obligations? HRSDC 2010A
Focus Groups

a. To what extent do borrowers 5.3.2 Key Informants

HRSDC 2010A

68

Summative Evaluation of the Canada Student Loans Program




Summative Evaluation of the Canada Student Loans Program 69



70

Administer loans
to provide
funding to eligible
students in

Activities

Appendix 2 — Logic Model (RMAF)

financial need

Canada
Studant
Loan
racipiants
provided
with In-
study
intarast
subsidy

Outputs

Short-Term
Outcomes

FUNDING PROVIDED

Grants provided to:

= Women in doctoral
studias
Students with
dapandants
High-need part-
time students
High-need studant
with disabilities
Studants from low-
income families

Provide grants to
eligible students
in financial need
and particular
need*

Reimburse-
mant for
equipmeant
and
services for
students
with
disabilitias

Medium-Term
Outcomes

Long-Term
Outcomes

Build relationship
with borrowers
and prospective

borrowers

CanLaarn wab site
Info Packages
Student Contacts
Casa Management
Comespondence

Manage loan
repayment
proc

Dabt rapaymant
planning including:

Loan Agreament
Interest Relief
Debt reduction in
rapaymant
Revision of loan
tarms

Sustain
relationship with
provinces &
territories/service
providers

* Agroemants
» Contracts
= Arrangamants

Better employment opportunity
and mobility for studarts in
financial nesds

Strengthened ability of
baorrowers to better help

themselves within the

community
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Appendix 3 — Methodology - Summary of
Technical Reports

1. HRSDC, 2006, “An Assessment of the Data in the CSLP DARS Files”

This report examines the Default and Recovery System (DARS) database (CSLP adminis-
trative data files) in order to determine the extent to which it could be used to answer the
evaluation questions developed in the evaluation framework. The database contains
information on borrowers whose loans have gone into default. It includes information on
the current debt amount, the debt amount at default, and the total debt amount (principal
and interest).

The report indicated that the numbers derived from the DARS database in general appear
to be reasonable. However, the report finds that of the 34 variables in the DARS database,
11 are of no use for analysis, either because there is no variation in the data (i.e. contains
only 0’s) or because the variable duplicates another variable. There might be a high degree
of variation in the number of observations from one year to the next, although it cannot
be determined with certainty that this is correct. The most important finding from the
evaluation perspective is that the DARS database was not very helpful in answering the
evaluation questions due to its nature (an administrative database).

2. HRSDC, 2007, “Trends in Post-Secondary Education and Canada Student
Loans Use”

This study examines the issue of PSE access by looking at participation in the CSLP and
population education levels over time. The study describes the recent trends in PSE and
the demographic profile of students attending universities and colleges using the October
Labour Force Surveys, the 2001 Census, and the CSLP administrative files from 1998-1999
to 2005-2006.

The analysis revealed that the majority of the PSE students were attending a university
(53.2%), aged 29 years old or younger (74.9%), female (56.1%), single (63%), and full-
time students (72.6%). In comparison, full-time CSL borrowers were younger and more
likely to be single compared to the average PSE population. The analysis also showed
that both parental education and income was correlated with PSE participation but, as
expected, CSL use was found to decrease with parental income. Over the period, the
proportion of CSL recipients attending university increased significantly, as well as the
proportion of recipients aged 29 years old and younger.
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3. HRSDC, 2007, “International Comparison of Direct Financial Assistance
to Post-Secondary Students”

This literature review compares PSE financial support in 16 countries, focusing on loan
and grant programs. The report examines the characteristics of the loan and grant programs,
looks at eligibility requirements, coverage, maximum entitlements, and treatment of debt
repayment.

Most countries had both student loans and grant programs for PSE students, with the
exception of Ireland and Austria. Nevertheless, the characteristics of the programs varied
in terms of eligibility requirements (e.g. citizenship, residence, etc) and the intended
covered population (variation by age and income). Most countries also had plans for debt
repayment (income contingent or mortgage-type payments) as well as assistance programs
for students in repayment. The characteristics of the repayment plans often differ from
one country to another.

4. HRSDC, 2007 “A Discussion of the Rationale of the Canada Student
Loans Program”

This discussion paper provides a deeper understanding of the rationale of the CSLP program,
including its various components. The paper examines the theory behind the government
intervention to encourage PSE and the theoretical role of the CSLP. It also examines the
rationale for some of the details of the CSLP such as the Canada Access Grants and
Canada Study Grants.

The overall CSLP rationale remains strong in spite of Canada’s very high participation in
PSE, as credit constraints exist for students (e.g. low-income families). The rationale for
some features of the CSLP might need to be revisited such as grants for part-time students.
The paper also revealed that the impact of the Millennium Foundation grants on PSE
access was limited even though the grants reduced, in most cases, the student’s debt.

5. HRSDC, 2008, “An Assessment of the Data in the CSLP Needs
Assessment Reports”

This report describes the Need Assessment Reports (NARS) files from the CSLP adminis-
trative database. These files are created by the participating provinces and territories and
contain information on the needs assessment performed for each CSLP applicant. The report
explores the extent to which the information in the files lines up to those in published
reports, in order to ensure that analyses using these files are accurate.

The report indicates that the majority of variables in these files were found to be not useful
due to either a large number of missing values, odd variation across files, or inconsistency
with published numbers. The NARS files cannot be used to generate statistics on most
socio-economic characteristics related to PSE access and does not allow any detailed
analysis of the needs assessment procedures. Consequently, the NARS files have a limited
utility from an evaluation point of view.
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6. HRSDC, 2008, “An Assessment of the Data in the CSLP Disbursement
Files”

This report examined the three CSLP administrative data files relating to the disbursement of
student loans. The report investigates the extent to which the numbers in the database line
up to those in published reports. Two out of the three databases were found to contain good
information on loans disbursed to full-time and part-time students. Thus, all the statistics
derived from these databases were found to be consistent with numbers published in the
CSLP annual reports, such as the number of loans and borrowers, loan amounts, and
various socio-demographic characteristics of borrowers. The third database, which contains
data on loans authorized since 1970-1971, was found to be of poorer quality since almost
all of the information included was found to be unreliable prior to 1993-1994.

In conclusion, the disbursement files have been determined as having some utility for
evaluation purposes as they could be used to generate a profile of loan recipients,
calculate the percentage and the characteristics of students authorized or not authorized to
receive a CSL, and examine the trends in CSLP participation and the level of CSLP
assistance.

7. HRSDC, 2008, “An Assessment of the Data in the CSLP Repayment Files”

This study focuses on the four repayment databases. The report explores the extent to
which the numbers in the databases replicate those in published reports. The file providing
information on borrowers who attended public institutions was found to be complete in
terms of the information and few discrepancies were found. The file covering loans granted
to borrowers attending private institutions was still in the testing stage and contains many
discrepancies. The file containing information on borrowers who have applied for or received
IR was found to have a large number of missing values, outliers or to be inconsistent over
time and with other variables. By contrast, the file which includes information on borrowers
who benefited from the DRR contains consistent and reliable information.

In conclusion, the report revealed that the repayment files have some utility for evaluation
purposes as some questions identified in the CSLP Evaluation Framework could be partially
addressed with the Repayment data files.

8. HRSDC, 2008, “Post-Secondary Access and Student Financial Aid:
A Historical Overview and Literature Review”

A review of the literature was conducted on the rationale for student financial assistance
programs, whose goal is to increase PSE access. The review also examined the extent to
which student financial aid programs facilitate PSE access by removing financial barriers
to education.

Results of the literature review on enrolment effects of student aid varied by type of aid
received. The PSE enrolment effects associated with grant aid were found to be ambiguous
as cited in the literature surveyed. Student loans were also found to have an ambiguous
impact on enrolment. Merit-based aid appeared to generate positive enrolment effects but
also appeared to worsen the income disparities in PSE attendance.
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9. HRSDC, 2008, “In-Depth Study of the Canada Student Loans Program
Needs Assessment Reports (NARS)”

This study takes an in-depth look at the Needs Assessment Reports (NARS) files.
The objective was to determine whether the quality of the NARS data was good enough
to replicate the needs assessment performed by the provinces. While the NARS data was
found to be consistent with most key personal characteristics used in the calculation of
needs, the costs and resources variables were found to be less reliable. Many of these
variables did not contain any positive values in some provinces.

For a significant number of assessments, the sum of all assessed items did not equal the
total as it should have. These problems with the data explain the difficulty in replicating
the needs assessment. Indeed, the needs assessment has been replicated for only 5% of
the assessments reported in the 2005-2006 NARS database. For 95% of the assessments,
the student’s needs estimated by applying the CSLP rules to the NARS data did not equal
the student’s needs reported by the provinces (within a 5% percent margin of error).

10. HRSDC, 2008, “Analysis of 2007 Canada Student Loan Program (CSLP)
Client Satisfaction Surveys”

HRSDC conducts two public opinion surveys every year in order to identify potential
delivery issues. This report presents results from two surveys: the 2007 Client Satisfaction
Survey and the 2007 Omnibus Survey. The Client Satisfaction Survey focuses on CSLP
clients. The Omnibus Survey has a larger scope as its population target consists of Canadians
between 17 and 30 years of age who may or may not be PSE students and/or CSLP clients.

The main findings are that the satisfaction levels with CSLP websites were relatively low
(53%) compared to provincial websites (69%); that 27% of students did not receive their
loan in time to pay their tuition fees without penalty; that only 35% of borrowers were
aware of the interest accrual during the grace period; and that 46% of clients were not
clear about the repayment options available to them if they cannot meet their scheduled
debt payments.

11. HRSDC, 2009, “Estimation of the Impact of CSLP Generosity on PSE
Participation”

This study seeks to estimate the impact of CSLP generosity on PSE participation, by
determining whether CSLP removes financial constraints for credit-constrained students.
The study uses data from a merged CSLP-LAD database and covers the 1999 to 2006
period. To determine the impact, an unbalanced panel logit model was estimated.

The results from the study indicate that the CSLP program has a small and statistically
significant impact on the PSE participation rate. Each additional $1,000 increase in total
student aid increases the PSE attendance rate in the lowest parental-income quartile by
about one percentage point.
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12. HRSDC, 2010, “Additional Statistical Analysis for the Impact of
Students Loans and Grants on University Enrolment: Evidence from
Aggregate Data”

The report looks at the impact of the CLSP on the university enrolment rate of students in
low-income families using statistical analysis approaches (pooled cross-sectional statistical
analyses). This report was a supplementary analysis of the “Impact of Students Loans and
Grants on University Enrolment” report. Aggregated data from CSLP/LAD file for the
1998 to 2006 period was used.

The study indicates that loans had a significant positive impact on the university enrolment
level of students with low parental income. It also reports that loans and grants were not
significant for the enrolment level of students from middle and high parental income
families. The study shows that the average level of university tuition had a negative effect
on the enrolment rate of students with low parental income.

13. HRSDC, 2010, “U.S. Literature Review: Default Rates”

This report provides a comprehensive review of many U.S. studies on student loan default
rates in order to obtain a broad idea of the factors affecting repayment and default rates.
In the report, most of the studies have roughly identical weight as there is no attempt of
assessing their quality even if some reports do not measure the causality of their results.
Instead, the ultimate goal of this literature review is to pull out the consensus among the
U.S. literature of the factors affecting repayment and default rates.

The report suggests that some factors such as graduation, academic success, revenue and
the unemployment rate had more impact on the default rate than, for instance, the educational
institution and field of study. Other factors such as the level of debt, attitudes toward
loans, gender, age, and the number of student loans had a modest impact on the default
rate. The report also indicates that financial counselling and consolidation have an impact
on reducing the default rate, while deferment programs had a short-term impact which
tends to disappear after several years.

14. HRSDC, 2010, “The Impact of Student Loan Denial”

This study used a sample of government student loan applicants from the third cycle of
the Youth in Transition Survey, cohort A (YITS-A) to investigate whether being rejected for
a loan had an impact on PSE enrolment. The choices of attending or not attending PSE
institutions were modeled using multinomial logit regressions. The model used in this paper
includes a standardized test to control for student’s abilities in order to provide a remedy
of a critical mis-specification in prior research on the impact of SFA on PSE access.

The study shows a strong correlation between the loan application result and participation
in PSE: the odds of attending PSE institutions were 67% and 63% lower respectively for
youth who did not have their loan approved compared to those who had their loan
approved. In terms of probabilities, loan denial reduced the probability of attending any
type of PSE institution by almost 10 percentage points (from 93.6% to 83.9%). Consequently,
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the results from the study suggest that credit constraints exist and that student loans play
an important role in removing financial barriers to PSE.

15. HRSDC, 2010, “Internal Statistical Analysis of the Impact of Ontario
Educational Institutions on Default Rates: Aggregate Data”

This report examines the impact of PSE institutional characteristics and a student’s field
of study on the student loan default rate in Ontario. Ontario was chosen for this study
because the province published time series data on the student loan default rate from
1998 to 2008. A database was built from this information to conduct statistical analyses.
The database includes 715,659 loans issued by the Ontario Government, with each loan
assigned to an institution and a field of study.

The study provides some evidence that institutional characteristics and field of study had
an impact on the default rate in Ontario. The different types of PSE institutions seem to
have an impact on the default rate. The study also shows that a lack of employment
opportunities for recent graduates increases the difficulty students have in paying back
their student loans.

16. HRSDC, 2010, “Evaluation of the Impact of CSLP Policy Reforms on
Student Loan Default”

This study assesses the effectiveness of the enhancements of IR and DRR in 2004 and
2005, which aim to reduce the default rate on student loans. This study used the CSLP
administrative data from January 2001 to October 2008 and developed a model using a
difference-in-differences approach to measure the impact of the enhancements, as well as
identifying factors affecting the CSLP default rate.

The study shows that the enhancements of IR and DRR have a small but significant
impact on default rates, reducing the probability of defaulting by 0.5%. The report also
indicates that the CSLP loan amount slightly increases the probability of defaulting.
Furthermore, the study identifies factors affecting the default rate. For instance, males are
more likely to default than females, as well as borrowers who studied in private institutions
compared to those who studied in public colleges or universities. On the other hand,
married borrowers are less likely to default than other types of borrowers and those who
studied in a Masters program are also less likely to default than those in other programs.

17. Caponi, Vincenzo, 2007, “The General Equilibrium Long-Term Effects of
Canadian Education Policies”

This study use a general equilibrium model of the economy developed by the HRSDC
Policy Research and Coordination Directorate in order to study the theoretical impacts of
a student loans program on the economy. An academic expert was contracted to create
the model to include the analysis of student loans. The model examines, on a theoretical
basis, how changes to loans program would affect attendance in PSE and their effects on
the productivity (GDP) of the economy and income inequality (distribution of earnings).

Summative Evaluation of the Canada Student Loans Program

77



78

The study compares the effect of five different government policies. The main results are
that the general equilibrium effects of all policies are small; that increasing the maximum
limit of student loans is preferable in term of productivity and inequality than reducing
tuition fees; and that a policy mixing need-based and merit-based grants (or only need-
based grants) is also preferable in terms of productivity and inequality than a policy using
only merit-based grants.

18. Data Probe, 2008, “Analysis of the Canada Student Loans Program
(CSLP): Does the expected parental contribution affect the marginal tax
rate in a reasonable way?”

This study uses the NARS database (2005-2006) to examine how parental contributions
expected by the program impact parental marginal tax rates and how the impact varies
across provinces. The amount of parental income taxes was calculated using a personal
income tax calculator. The results show that CSLP parental contributions can have a
significant effect on marginal income tax rates. Families with incomes above $100,000
can face an increase in marginal tax rates of approximately 18 percentage points, on top
of their marginal income tax rates. However, less than 5,000 students have parental incomes
in excess of $100,000 (about 1% of CSLP borrowers).

19. Data Probe, 2008, “Estimating the Impact of Student Financial Aid on
Post-Secondary Enrolments: Trends”

The objective of the study is to estimate the impact of changes in loans and grants on the
PSE enrolment rate, particularly among youth from low-income families. The study compares
the LAD to Labour Force Survey trends in the population and full-time PSE enrolments
over the 1998 to 2006 period.

Using the existing literature and an explorative analysis, the study reports that the PSE
supply is inelastic, dominated by supply factors. If the supply remains unchanged, higher
student financial aid tends to have a marginal effect in overall PSE enrolment. Consequently,
if the goal is to increase the overall enrolment regardless of family income, the government
should increase the supply through more financial resources.

20. Data Probe, 2009, “Impact of Students Loans and Grants on University
Enrolment: Evidence from Aggregate Data”

The study estimates the impact of the CSLP on the university enrolment rate by parental
income level, focusing on students from low parental income families. The Longitudinal
Administrative Database (LAD) from 1998 to 2006 was used to estimate the impacts of
the CLSP.

The results from the study show that each additional $1,000 of Student Financial Aid
(SFA) increases the university enrolment rate of youth in the lowest parental income
tricile by about half a percentage point. However, each additional $1,000 of SFA has no
effect on the youth enrolment rate in the middle parental income tricile. Sensitivity analyses
were conducted but did not alter any main findings.
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21. Data Probe, 2010, “The Generosity of Student Financial Aid Programs in
Canada and their University Enrolment Effects”

The key objective of this study is to estimate the effect of student loans on university
participation rates. Two approaches are used in estimating the effects of the CSLP. The first
approach estimates the response of enrolments to changes in the maximum loan amount
in a province/year combination. The second approach takes into account changes in program
generosity for students across the parental income spectrum. The linked CSLP-LAD
database from 1999 to 2005 has been used to estimate the impact.

The results of the study suggest that the CSLP successfully achieves its goal of supporting
enrolments of students from low-income backgrounds. A $1,000 increase in the maximum
loan amount is estimated to increase enrolment rates by approximately 0.4 percentage
points for low-income males, and 0.8 percentage points for low-income females. A $1,000
increase in overall CSLP loan “generosity” is estimated to increase enrolment rate by
0.85 percentage points for low-income females, but has no apparent effect on the enrolment
rate for low-income males.

22. Educational Policy Institute, 2008, “Does the Calculation of Total Need
Include All Relevant Factors?”

Research was conducted to determine whether the needs assessment process of the CSLP
takes into account all relevant PSE student expenditures. The study compares the matching
samples from the CSLP administrative database and the Canadian Post-Secondary Student
Financial Survey.

Overall, the study indicates that the current allowances are adequate in terms of meeting
average monthly student expenditures, and that there were few instances where student
expenditures were vastly different from the program allowances. For the most part, the
expenses of married students and single parents are accurately assessed. However, the
calculation of assessed expenses falls short for single students, mainly due to shelter and
transportation costs (personal car expenses). The study found that a significant number of
students own or lease a car, and consequently have substantial transportation costs.
This situation occurs often for students living in rural communities where public transport-
ation is not available.

23. Educational Policy Institute, 2009, “International Comparison — Student
Financial Aid and Population Education”

This study proposes an international comparison of 17 countries in order to establish whether
there is a link between the generosity of student financial assistance programs and the
percentage of the population that attends PSE. To achieve the paper’s objective, qualitative
and quantitative analyses were also produced in order to compare the principal features of
student aid programs. The study gives ample information on the major aspects of student
aid systems (loans, grants, repayments, repayment assistance) in most of the 17 countries.
The comparison among the countries illustrates the major differences and common features
of student financial assistance for PSE.
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24. EKOS, 2008, “Focus Groups for the Summative Evaluation of the
Canada Student Loans Program (CSLP)”

A total of 16 focus groups across Canada were conducted with four types of CSLP
borrowers: borrowers in study/recently graduated; borrowers who have consolidated their
loans and never used debt management measures (nor defaulted); borrowers who are on
or have received IR; and borrowers who have defaulted on their loan. The focus groups
primarily examine issues related to the needs assessment process, repayment, program
delivery, and client satisfaction.

Overall, the needs assessment process was reasonably clear to borrowers. The overall
categories of expenses and the resources allocated were generally acceptable to participants,
with the exception of parental contributions. The majority of participants thought that
students do not have a sufficient initial understanding of their obligations as a borrower.
They believed there was too little information available to borrowers on repayment
obligations. There are also key aspects of the repayment process that were not clearly
understood such as the total amount owed, the interest rate, and the expected monthly
payment. Overall, the satisfaction with the program was moderate, and tended to be lower
among those who subsequently had difficulty in repayment.

25. Fleishman Hillard, 2007, “Expert Interviews for the Evaluation of the
Canada Student Loans Program”

A consultant was hired to conduct 45 interviews with program administrators (federal,
provincial and institutional), representatives from student associations, and academic experts.
The interviews focused primarily on issues related to the rationale for the program and
issues surrounding the needs assessment process.

The general view of the key informants were that a federal program is required to help
key target groups access PSE; both the federal and provincial governments have a role to
play in funding PSE; that students and their families should also contribute to a student’s
PSE education; non-repayable assistance could be increased; middle income students may
be underserved by the CSLP because of the expected contributions from parents; and that
the grace period should be renamed because it is confusing for students.

26. Jones, Stephen, 2007, “Comments on the Performance Measurement
Strategy of the Canada Student Loans Program”

An external academic expert was contracted to provide comments on the performance
indicators, as described in the program’s RMAF. This study consists of a review and an
assessment of the CSLP performance indicators. The study also provides a number of
suggestions for improving the performance indicators as well as some recommendations
on a few specific indicators.

The study noted the difficulty in creating a performance measurement system as some of
the goals of the CSLP may potentially conflict, such as increasing PSE access and
lowering the default rate. The study suggests using the percentage of the population for
performance indicators rather than absolute numbers (population), since it is more
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difficult to appreciate changes with absolute numbers. The study also reported that some
measures listed in the RMAF were perceived as being either not useful or not measurable.
Italso suggests an additional indicator in order to better measure the percentage of
non-CSL recipients who would have gone on to PSE if they had been able to access a CSL.

27. Malatest, 2009, “Survey of Canada Student Loans Program (CSLP) —
Applicants who were Approved for a Government Student Loan but
Declined their Loan”

Every year, there are individuals who are approved for a CSL but decline it. In order to
gain insight into the factors influencing this phenomenon, a telephone survey of 1,582 CSL
applicants was conducted. In order to determine whether or not student loan decliners had
different profiles from those individuals who accepted their loans, the results from the
telephone survey were compared to the CSLP administrative database.

The main findings from the comparison of the profiles were that students living outside
of Ontario are much less likely to decline a student loan than those living in Ontario and
that student loan amounts of less than $3,000 have a greater likelihood of being declined.
The survey shows that the main reasons for declining a CSL were: being able to manage
PSE without a loan, not attending PSE, and deciding that the CSL amount was too small.
It was also reported that the majority of CSL decliners had continued with PSE, and most
of the others are still planning to pursue PSE in the future. In order to pursue PSE, they
relied slightly more than originally planned upon work income, personal savings, money
from relatives, and bank loans or credit cards.

28. SP Consulting, 2008, “Technical Report: Analysis of the Canada
Student Loans Program (CSLP): Does the needs assessment reflects the
geographic differences in living costs?”

This paper examines whether the needs assessment methodology currently in use is flexible
enough to adequately account for differences in living costs across regions in Canada and
properly addresses these disparities. The report compares expenditures from the 2005 Survey
of Household Spending (SHS) collected by Statistics Canada to the 2005-06 CSLP Student
Living Allowances.

The results suggest that the current needs assessment methodology does not adequately
account for cost of living differences associated with the size of the urban area in which
the student resides. In each province, the average cost estimates for students do not accurately
reflect the CSLP allocations for these costs for any of the student types. In almost every
case, cost estimates for residents of larger urban areas are greater than the provincial averages
by as high as 11%. The main explanation for these differences is due to the higher shelter
cost in large urban areas.
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29. TNS Canadian Facts, 2010, “Analysis of the CSLP Default Rate:
Program Level Data”

This report provides an analysis of the CSL default rate using aggregated data at the
CSLP level. The study uses annual data from the CSLP database as well as Statistics Canada
information for economic aggregated indicators (e.g. unemployment rate). The analytical
approach relies on multivariate regression models. The analysis aims to assess the effect
on default rates of the IR and DRR changes that occurred in 1997, 1998 and 2003.

In the study, the cumulative effect of the IR and DRR changes was statistically significant,
reducing the default rate and the default costs. The model shows that the cumulative
effect of the changes resulted in a reduction of over $14 million in the cost of default.
Alternative models (adding the inflation rate or/and the lead inflation rate) shows a larger
cumulative effect on the reduction of the default cost. It should be noted that the effect of
each change fluctuated considerably in the different models.

30. D.M. Gray and J.T. McDonald, 2011, “Burden of Repaying”

Forthcoming.

31. The Brondesbury Group, 2010, “Examination of EIR and DRR”

The study examines the use of the IR and the DRR provisions. The study includes a
descriptive analysis as well as a multivariate analysis. The report attempts to demonstrate
whether the increased flexibility in repayment provided by the IR and DRR has an impact
on loan default. The study made use of the linked LAD-CSLP database for the 1990 to
2007 period.

The results from the study suggest that IR use increase with age, being a female, and having
children. The study indicates that the loan size has a minimal effect on IR use compared
to the other variables. In terms of program impacts on default rates, the study reports that
there is some indication that IR changes have impacted default rates, but that the relationship
is affected by economic conditions. Regarding the DRR, there is no evidence of any program
impact. The DRR incidence is so low that it is difficult to associate it with changes.

32. TNS Canadian Facts, 2011, “Analysis of the CSLP Default Rate:
Personal Level”

Forthcoming.
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