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Massachusetts Students ‘Subprimed’
New Report Says College Students Need Protection from Risky Loans
Dartmouth, MA --    Today, the Massachusetts Public Interest Research Group (MassPIRG) released a report detailing that Massachusetts college students are facing unnecessary financial risks by relying on unregulated private student loans to pay for college.  Massachusetts students are graduating with $5,008 in non-federal student loans on average.   

“Students using private student loans to pay for college may as well be putting their degree on a credit card,” said Leah Ofsevit, an organizer with MassPIRG.  “Like credit cards, private student loans carry high penalties and fees.”

Ofsevit praised Congressman Barney Frank (D-MA), chairman of the House Financial Services Committee, for pushing the creation of a Consumer Financial Protection Agency (CFPA), which would ensure that products like private student loans are fair and transparent.  “We need a consumer watchdog to ensure that students don’t plunge headlong into financial risk to pay for a college degree.”

The report, entitled “Subpriming Massachusetts Students: Why We Need a Strong Consumer Financial Protection Agency” found that 62 percent of Massachusetts graduates last year had student debt, averaging $23,125. While most of that debt is in safe, lower-interest federal loans, a significant amount is in private loans that can carry interest rates of over 18 percent.    

Additionally, the report finds that thousands of Massachusetts students attending ‘for-profit’ colleges could fall prey to aggressive marketing of private loans made by their colleges.  Not only do students attending for-profit college have average higher debt levels than those at public colleges -- $32,650 to $17,700—but the risky institutional loans they may carry can prove difficult to repay if the graduate does not get a high paying job.  While the proposed CFPA makes great strides in protecting consumers, a loophole in the House version of the bill to create the CFPA would exempt such institutional private loans from federal regulation.
Almost any school or company can offer a high cost student loan and market it.  Lacking regulation, the products are hazardous.  Interest rates on private student loans can be three times as high as rates on federal loans and fees can be pegged at almost 10 percent of the loan principal.  The report notes that students considering private student loans are not learning about lower cost federal loan options.   Last year, almost 2 out of every 3 private loan borrowers did not reach the federal Stafford student loan limit before taking out a costlier private loan; 26 percent took out no Stafford loans at all.  

“Students in Massachusetts and throughout the country are facing high tuition now and shaky job prospects at graduation,” Ofsevit said.  “Providing strong rules for private student loan marketing and terms will provide security.” 

The report was co-released by MassPIRG, a public interest organization, the United States Students Association, and Demos, a non-partisan research and advocacy organization.  Demos, United States Student Association, and MassPIRG are a part of Americans for Financial Reform, a national coalition pushing for financial re-regulation.  For more information on the Consumer Financial Protection Agency, visit www.ourfinancialsecurity.org.  
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