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Abstract

Community colleges serve more than a considerable proportion of Americans
who could not otherwise attend colleges by providing access to fulfill their
educational goals. Many of the students enrolled in the institutions look to
the federal government to finance their educational expenses by obtaining
federally guaranteed student loans. The borrowers who default on their stu-
dent loans cut across race, gender, and age, with Blacks and Hispanic Ameri-
can males more likely to default. The research problem addressed in this quan-
titative correlational study was the high cohort default rates at 26 public 2-year
community colleges in Michigan. The high cohort default rates present prob-
lems to the institutions’ ability to generate revenue to meet educational budg-
ets. The purpose of this quantitative correlational study was to identify va-
riables associated with student loan default in the 26 public 2-year communi-
ty colleges in Michigan. The study was guided by the conceptual framework
of the student-institution fit model, focusing on individual student attributes
and institution-level variables that accounted for the willingness to repay be-
havior. A quantitative methodology with a nonexperimental design was used
to address the research questions. Secondary data were extracted from the Na-
tional Student Loan Data System and the Integrated Postsecondary Education
Data System. The results for all the research questions showed that the as-
sumptions of normality, homoscedasticity, and absence of multicollinearity
tests were met, and null hypotheses were not rejected. The study’s findings
showed that institution-level factors did not significantly predict student loan
default among borrowers but rather individual characteristics. I recommended
future research to explore default patterns among borrowers in public 2-year
community colleges after the COVID-19 crisis in terms of federal govern-
ment policies that could result in a recommendation for practice for institu-
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tions. The practice recommendations included institutions developing a fi-
nancial aid education and outreach program, a default prevention guide, and
special attention to students eligible for Pell Grants.

Keywords

Michigan, Student Loan Debt, National Data, Federal Financial Aid,
Variables Affecting Student Loan Default, Repayment, Age, Gender,
Ethnicity/Race

1. Introduction

Public community colleges fill a crucial role in American postsecondary educa-
tion by enrolling students who could not, otherwise, attend college (Inge, 2017).
The general admission policy allowed institutions to admit a person with or with-
out a high school diploma if the institution believed the applicant would benefit
from formal education, and this made admission into public community colleges
possible for many students. The liberal admission policy, coupled with federal
financial aid, allowed students with low-income who were not academically pre-
pared to access college education (Inge, 2017). However, many students at public
community colleges who financed their education through federal loans and other
supported loans by the federal government do not repay them. Nationally, bor-
rowers who attended public community colleges and agreed to repay their loans
during the cohort year of 2018 defaulted at the rate of 11.5% compared to 5.4%
of those who participated at 4-year colleges and universities (U.S. Department of
Education, 2021).

According to the ED U.S. Department of Education 2021 data, the cohort de-
fault rate (CDR) on student loan default continued to rise in Michigan. Michi-
gan is one of the 10 states with the most student loan debt in the country, with a
$49.9 billion (about $150 per person in the US) loan balance (Friedman, 2021).
The rise in the CDR from 11.8% to 12.9% indicated that 1 in 8 borrowers in all
postsecondary institutions in Michigan who entered repayment from 2015 through
2017 defaulted on their obligations to pay their debt (McVicar, 2017). Accord-
ing to the Institute for College Access and Success (TICAS, 2019), approximately
7.4 million students (about twice the population of Oklahoma) nationally, de-
faulted on their loans; of those 1.1 million defaulted over the past 12 months
(Anderson, 2017). The data also indicated that default risks were higher among
low-income, Black Americans, Hispanic Americans, and single-parent borrowers
(Scott-Clayton & Li, 2016; TICAS, 2019). The research focused on the relation-
ship between institution-level factors and CDRs in public 2-year community

colleges in Michigan to investigate student loan default.

1.1. Statement of the Problem

The problem addressed in this quantitative correlational study was the high CDRs
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at public 2-year community colleges in Michigan. The default rates of 10.8% to
21.5% at some institutions exceeded the national average for community colleg-
es. If unchecked, the default rate could reach a level that would negatively affect
the institutions (U.S. Department of Education, 2019). High CDR has become a
national problem affecting institutions’ ability to generate revenue to meet edu-
cational budgets. High CDRs create severe implications for institutions and stu-
dents. Institutions stand to lose federal grants and loan eligibility when the de-
fault rate in 3 consecutive years is 30% or more (U.S. Department of Education,
2019). They would also be required to submit a default management plan to the
ED. These institutions could end up being suspended from Title IV of the HEA
programs (U.S. Department of Education, 2016), impacting their ability to func-
tion effectively. Many researchers attributed the high student loan default rates to
demographics, i.e., age, ethnicity, gender, income, family background, socioe-
conomic status, etc. (Chrisman, 2015; Hillman, 2015; Ishitani & McKitrick, 2016;
Kool & Seaks, 2021; Looney, & Yannelis, 2015). Ganem and Manasse (2011) ex-
plored the relationship between scholarships and student success in a 4-year liberal
art school and observed that financial support contributed significantly to CDR.
The authors recommended future studies on borrowers’” academic skills and mo-
tivation factors to provide institutions and policymakers with an adequate un-
derstanding of CDR. Proper research of this problem and other factors contri-
buting to high CDR would assist higher education institutions, especially public
2-year community colleges, in managing student loan default rates.

1.2. Purpose of the Study

The purpose of this quantitative correlational study was to identify variables as-
sociated with student loan default in public 2-year community colleges in Mich-
igan. I examined the institution-level variables related to the student loan de-
fault. The targeted population was 28 public 2-year community colleges in Michi-
gan whose student loan borrowers enrolled, entered repayment, and defaulted
on their loan during 2016, 2017, and 2018 and were included in the ED CDRs
in 2019. Datasets were compiled from the National Student Loan Data System
(NSLDS) and the Integrated Postsecondary Education Data System (IPEDS).
The NSLDS contained the 2019 CDR for 26 public 2-year community colleges in
Michigan. The two institutions with no default rates were excluded from the
analyses. Data on college size, location, federal student loans, Pell Grants, reten-
tion, and graduation rates were exported from IPEDS for the affiliated institu-
tions and years. Three institutions were missing data on retention rates, and six
institutions were missing data on graduation rates. The missing values were
handled pairwise by including all cases that had necessary data for each analysis.
I used a quantitative correlational design, which showed how analyzing the ED’s

secondary data was associated with CDR.

1.3. Introduction to Research Methodology and Design

A quantitative methodology with a correlational, nonexperimental design was
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used for this study. In quantitative correlational, nonexperimental research, ef-
forts were made to collect numbers to solve problems. The goal was to collect
numerical data, summarize the data, and conclude the gathered data (Sekaran &
Bougie, 2016). The data collected were used to measure variables to establish re-
lationships (Creswell & Creswell, 2017). The quantitative correlational research
was aligned with the problem and purpose statements because it explored rela-
tionships between institution-level factors and CDRs. The research involved the
analysis of secondary data obtained from the NSLDS of public 2-year communi-
ty colleges in Michigan. The aim of this quantitative correlational study was to
better understand the default rates in public 2-year community colleges in Michi-
gan by analyzing institution-level factors, i.e., college size and location; percen-
tage of loans and Pell Grants, and first-year retention and graduation rates, with
the default rates to help the management lower the CDRs. Correlational research
was appropriate for the study because it examined whether a nonexperimental
relationship existed between the CDRs (outcomes) and the institutions. This
quantitative correlational design allowed each independent variable effect to be
measured and separated to determine differences in its impact; it did not show
cause and effect (Bryman & Bell, 2015).

1.4. Research Questions

According to Farrugia et al. (2010), research questions and hypotheses should
align with the research design, and research questions should be specific to the
central idea. Therefore, the following research questions (RQ) and hypotheses
aligned with the problem statement to meet quantitative correlational research
goals.

RQ1

To what degree are institution-level county and region (college size and loca-
tion) related to the student loan default among the borrowers in public 2-year
community colleges?

RQ2

To what degree are institution-level financial aid award factors (i.e., percen-
tage of loans and Pell) related to student loan default among the borrowers in
public 2-year community colleges?

RQ3

To what degree are institution-level performance factors first-year retention
and graduation rates) related to student loan default among the borrowers in

public 2-year community colleges?

1.5. Hypotheses
Hl,

There were no significant relationships between college size and location re-
lated to the student loan default among the borrowers in public 2-year commu-
nity colleges.

Hl,
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There were significant relationships between college size and location related
to the student loan default among the borrowers in public 2-year community
colleges.

H2,

There were no significant relationships between percentage loans and Pell
Grants related to student loan default among the borrowers in public 2-year com-
munity colleges.

H2,

There were significant relationships between percentage loans and Pell grants
related to student loan default among the borrowers in public 2-year community
colleges.

H3,

There were no significant relationships between first-year retention and gradua-
tion rates related to student loan default among the borrowers in public 2-year
community colleges.

H3,

There were significant relationships between first-year retention and gradua-
tion rates related to student loan default among the borrowers in public 2-year

community colleges.

1.6. Significance of the Study

This quantitative correlational study focused on the relevant data associations
with CDRs at public 2-year community colleges in Michigan. I examined how
the institution-level factors were related to CDRs for the borrowers who agreed
to repay their student loans during the cohort FY 2018. The examination of the
data and findings provided insights into the institutions’ high CDRs.

There were implications, i.e., practical, social, political, financial, and eco-
nomical in examining student loan default and its associated CDRs. First, study
results provided opportunities to manage the public 2-year community colleges
in Michigan to identify borrowers with different defaulting risks (Baum, 2016).
Identifying at-risk borrowers would enable the institutions to design plans to
support them, such as alternative college financing methods, aid based on needs,
holding harmless students with the highest financial needs, and private giving.
Actions like these would help the management reduce student loan default and
provide a substantial opportunity to recognize warning signs of the possibility
that borrowers would run into repayment difficulties (Baum, 2016). Second, like
postsecondary institutions with high CDRs, institutions could use the findings to
produce directed and new loan and debt management assistance, i.e., courses on
personal budgets, finance, and collaboration with area high schools on dual enroll-
ment could serves as further information about financial aid resources (Luna-
Torres et al., 2018). Finally, the study results could add to the body of literature
by increasing the amount of limited scholarly research on student loan default

rates.
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1.7. Definitions of Key Terms

American College Test (ACT)

Test institutions make admission decisions on students seeking entry into
colleges and universities (Princeton Review, 2021).

Federal Family Education Loan (FFEL)

Loans made to borrowers and guaranty agencies warranty the loans that allow
students to change repayment plans anytime they choose (U.S. Department of
Education, 2019).

Federal Supplemental Educational Opportunity Grant (FSEOG)

Grant award to undergraduate students who need financial aid. The college
determines this based on the student’s financial need (U.S. Department of Edu-
cation, 2019).

Higher Education Act 0f1965 (HEA)

This federal law is designed to strengthen educational resources for institu-
tions to provide financial assistance to students who attend a postsecondary in-
stitution and higher education (Congressional Research Service, 2020).

Integrated Postsecondary Education Data System (IPEDS)

The National Center for Education Statistics (NCES) collects postsecondary
education data for higher education institutions (National Center for Education
Statistics, 2023).

National Center for Education Statistics (NCES)

An educational unit that serves postsecondary data collection and analysis for
higher education institutions (U.S. Department of Education, 2021).

National Student Loan Data System (NSLDS)

A ED central database for student aid houses received data from institutions,
guaranty agencies, Direct Loans, and other ED programs (U.S. Department of
Education, 2019).

Title IV Aid Program

A scheme that provides students financial assistance to help them obtain a
postsecondary education in individual institutions of higher education (Congres-

sional Research Service, 2020).

1.8. Summary

The number of students who obtained student loans to finance their education
and failed to repay them had increased in public 2-year community colleges in
Michigan, which caused problems for students and their respective institutions.
The increase in student loan defaults affects the CDRs. Public 2-year community
colleges in Michigan experienced high CDRs, which impacted the Title IV fi-
nancial scheme. The HEA of 1965 provides government assistance to Americans
to finance a college education, especially low-income students or other socioe-
conomic status. As part of the Title IV aid program, student loans play an integral
role in attending colleges and achieving the American dream of higher educa-

tion. The rising tuition and fees coupled with inflation created a need for an in-
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crease in student loans, especially for students whose families’ income was two
or three times below the federal poverty level. High student loan debt was a prob-
lem that caused growing concerns to taxpayers, colleges, and the government
over the high default rates among borrowers.

The purpose of this quantitative correlational study was to examine the rela-
tionships between institution-level variables and CDRs at public 2-year commu-
nity colleges in Michigan. The strength and direction of the factors were reviewed
as part of the study. The RQ and hypotheses were obtained for three specific ob-
jectives. Every hypothesis showed the relationship’s degree to the CDRs brought
about by institution-level factors. The student-institution fit model (Cabrera et
al., 1992) was the research design used as a framework. I used the ED’s quantita-
tive secondary data by reviewing institution-level outcome factors and default
rates. The data collected were analyzed. I used the SPSS, version 27.0 to conduct
the analysis, as it was designed to solve statistical problems relating to regression
and correlation. The significance of this quantitative correlational research was
to understand better the student loan defaults among the borrowers at the insti-
tutions. The findings of this quantitative correlational study could help the pub-
lic 2-year community colleges in Michigan design plans to manage CDRs and
provide other postsecondary institutions with a better understanding of reasons
for students not repaying their debt.

In Chapter 2 of this study, I discuss a detailed publication review and relevant
overview of available studies on CDRs, and the factors associated with student
loan default. A critical analysis of the studies helped put CDR issues and student
loan default problems in broader perspectives. By examining the variables, bor-
rowers in all demographics, i.e., age, ethnicity, gender, income, race, etc. would
be less likely to default on loan repayment, making the application processing

more efficient and saving time and money.

2. Literature Review

The purpose of this quantitative correlational study was to identify variables as-
sociated with high CDRs in public 2-year community colleges in Michigan. The
study examined institution-level variables related to the CDRs among Michi-
gan’s 28 public 2-year community colleges. Data were compiled from the NSLDS
and IPEDS. The NSLDS contained the 2018 CDRs for 26 public community col-
leges in Michigan. The two institutions with no default rates were excluded from
the analyses. Compared to 4-year institutions, the high CDRs highlight the need
for a better understanding of the factors related to the increased likelihood of
borrowers’ nonpayment so that students, community colleges, and policymak-
ers, in general, are more informed in managing CDRs.

In this chapter, I discussed student loan history, and summarized the student
loan program of the Title IV of the HEA and its consequences in higher educa-
tion. I examined the possible implications of student loan nonpayment for indi-
vidual borrowers and colleges and universities in the process. I concluded this

chapter with a combination of ideas and critical analysis of the publications on
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factors associating CDRs with student loan borrowers and the institutions they at-
tended. The processes employed included reviewing relevant articles using ERIC,
EBSCOhost, ProQuest, Google Scholar, Refworks, and National Student Loan.

I reviewed publications on CDRs directed in peer-reviewed articles. The lite-
rature review was on peer-reviewed journal articles published in higher educa-
tion, economics, finance, and student loan nonpayment in the last 5 years (ex-
cept for specific seminal works). Searches were reviewed using the following key-
words: Michigan, student loan debt, national data, federal financial aid, and va-
riables affecting student loan default, repayment, age, gender, and ethnicity/race.
A more significant number of relevant studies I found on the association of
CDRs showed limited investigations, resulting in a gap in the literature. Few pub-
lished studies on CDRs included institutions and student factors at community
colleges (Figure 1).

The quantitative correlational design considered the student-institution fit
model for this study as appropriate. The model provided a structure for selecting
independent variables from the inception of student academic success and defi-
ciencies in higher education environments (Hepworth et al., 2018). Cabrera et al.
(1992) were valuable in understanding financial aid, family support, educational
goals, academic integration, and academic achievement as influences in student
loan default outcomes. The factor analysis contained institution-level variables
and how those variables influenced institutions. The student-institution fit mod-
el combined academic and social measurements and the student integration be-
tween the student body and instructors for college completion and departure.

The student-institution fit model connects to this study’s problem statement
to identify variables associated with student loan default among the borrowers
who attended a public 2-year community college in Michigan. The selected theo-
retical framework could help solve business problems and could guide the analy-
sis of the relationship between institution variables (i.e., location, campus size,
loan and Pell Grants, retention, and graduation rates) and student attitudes to
loan default. Other theoretical frameworks found in the literature presented al-
ternative reasons for loan delinquency, including economic and psychological
viewpoints, government policy, and interdisciplinary approaches.

The federal government had established borrowers’ yearly amounts based on
classification and status. Table 1 illustrates the maximum amount.

Dependent borrowers could accumulate up to $31,300 and independent bor-
rowers up to $57,500 (Kelchen, 2019).

In the past, the federal government introduced various programs to assist
borrowers in their monthly repayment loans. The income-driven repayment (IDR)
plans enabled borrowers to cap each monthly payment on loans to portions of
borrowers’ disposal incomes and write off the balances after a certain number of
years (Inge, 2017). The IDR plans assisted borrowers who had experienced fi-
nancial difficulties paying their loans. The plans were first introduced in 2007
under the College Cost Reduction and Access Act (CCRAA) law and enhanced
under the Health Care and Education Reconciliation Act (HCERA). In 2015,
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’ Institution Factors ‘

‘ Campus Location/Region

Campus Size

‘ Performance Factors ‘

H2 [ Retention Rate | | Graduation Rate |

Outcome

‘ Student Loan Default Rates ‘

HI

H3

Figure 1. Conceptual Framework of the Study. Note. The model de-
velopment and the chosen variables for the study integrate research
studies related to student loan default.

Table 1. Maximum annual loan based on classifications

Classification Dependent Borrower Independent Borrower
First year student $5500 $9500
Second year $6500 $10,500
Third/Fourth year $7500 $12,500

Note. The chart is adopted from the Federal Student Aid. Borrowers could borrow up to
the maximum amount if there were needs to borrow (U.S. Department of Education,
2019).

President Obama introduced the IDR choices by establishing Pay as You Earn
(PAYE) and Revised Pay as You Earn (REPAYE) alternatives for borrowers to
make the best choices for them (U.S. Department of Education, 2019). The pro-
grams allowed borrowers to make payments each month equal to 10% of dis-
posable earnings and cap payments so that borrowers did not exceed more than
a 10-year regular repayment plan. The outstanding amount is written off after 20
years for undergraduate loans and 25 years for graduate loans. The government
pays interest benefits that limit the increase on the remaining amounts during the
repayment period even if the interest accrued exceeds each month’s payments. The
government recognized written-off balances as taxable earnings (U.S. Department
of Education, 2019). Table 2 provides an explanation of the various options
available to borrowers to avoid delinquency and default on their loans.

The Government Accountability Office (GAO) explained that 24% of Direct
Loan borrowers were enrolled in the IDR repayment program in 2016, indicat-

ing a 10% increase from 2013.

2.1. Student Loan Defaults

The literature on student loan defaults presented mixed information ranging
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Table 2. Federal government income driven repayment plans.

Type of Plan

Plan Description

Pay as You Earn (PAYE)

Revised Pay as You Earn
(REPAYE)

Income-Based Repayment
(IBR)

Income-Contingent
Repayment (ICR)

Public Service Loan
Forgiveness (PSLF)

The plan provides borrowers to make maximum
monthly payments equal to 10% of disposable income
for 20 years, and the remaining balances are written
off. The program allows the government to make
interest payments for up to three years to prevent the
remaining amount from increasing even if the inter-
est accrued exceeds monthly payments. Internal Rev-
enue Service (IRS) treats forgiven balances as taxable
income.

The plan allows borrowers to make payments equal to
10% of income after paying taxes each month. The
program also caps payments not to exceed the 10-year
standard repayment plan amount. The remaining
amount is written-off after 20 years for undergraduate
loans and 25 years for graduate loans. The
government pays interest benefits that limit the
remaining increases during the repayment period
even if the interest accrued exceeds monthly
payments. The IRS recognizes forgiven credits as
taxable income.

Each month, under this plan, payments are capped at
10% of disposable earnings for fresh loan borrowers
after July 1, 2014. After July 1, 2014, the balances for
new borrowers are forgiven after 20 years and 25
years for previous borrowers. All payments are
capped at 15% of disposable income. The federal
government pays interest benefits for up to three
years to avoid the outstanding balances increasing
regardless of more expensive accrued interest than
the monthly payments. The IRS then treats the
balances as taxable incomes.

The plan allows borrowers to pay either the lesser of
20% of disposable earnings or what the borrowers
would spend on a 12-year repayment plan that adjusts
according to changes in the borrowers’ earning levels.
The outstanding debt is then forgiven after 25 years,
and IRS treats balances as taxable incomes.

The plan provides loan discharge for government and
nonprofit workers after ten years (120 monthly
payments). The loan balances are forgiven and not
treated by the IRS as taxable incomes.

Note. The data were adapted from the Bipartisan Policy Center (2021). The IDPs are af-
fordable options for borrowers to choose to avoid delinquency in their loans (U.S. De-

partment of Education, 2019).
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from student to school characteristics. The student loan default created severe
consequences for the borrowers. Defaulted borrowers faced punishment ranging
from inability to postpone and obtain forbearance on loan; non-participation in
other government programs, including loan forgiveness; the loss of credit facili-
ties and collections; delinquent reporting to the credit agencies, garnishment of
federal and state tax refunds, wage garnishments, and additional interest, and
penalties, ineligible for other federal student aid (Ionescu & Ionescu, 2014; Io-
nescu & Simpson, 2016; Lochner et al., 2013; Looney & Yannelis, 2015; Mueller
& Yannelis, 2019). Woo (2002) concluded that defaulted borrowers had more
significant risks of lawsuits, collections, and low credit ratings. Edmiston et al.
(2013) explained that borrowers who defaulted could face professional sanctions,
including the inability to practice and the withdrawing of licenses.

The consequences of student loan default at the institutional level included the
loss of participation in the FFEL, Direct Loan, and Pell Grant Programs (U.S.
Department of Education, 2019). In 1989, the U.S. Government began to impose
sanctions on colleges and universities with a high default rate of 30% or higher
in a FY (Gross et al., 2009). Institutions with a 3-year high CDR must develop
and implement a default management plan. A 3-year CDR of 30% or more, or if
the current year CDR is 40%, would cause the institution to lose eligibility to
participate in the Direct Loan and Federal Pell Grant Program (U.S. Department
of Education, 2019). A loss of federal funds could create significant challenges
for institutions to implement their programs, such as student recruitment and
retention (Flint, 1997).

A review of the latest CDRs provided higher 2-year community college rates
and lower rates for 4-year institutions (U.S. Department of Education, 2019).
Looney and Yannelis (2015) found that borrowers from vocational schools, pub-
lic 2-year community colleges, and for-profit institutions were more likely to de-
fault on loans. Yet, several other studies did not point to institutional type as a
catalyst for default but to other characteristics. These studies found that ethnicity
and completion status was predicted to be default status (Lochner & Mong-
Naranjo, 2015). Notably, public 2-year community colleges tend to have many
students drop out without completing a degree (Head, 2019; Lochner & Monge-
Naranjo, 2015). Many community college students tend to enroll, stop and re-

enroll over time (Head, 2019). This practice created a gap in the literature on CDRs.

2.2. Examination of Cohort Default Rates (CDRs)

The CDR is one of the metrics the ED uses to measure institutions’ accountabil-
ity in managing federal student loans among the borrowers who enter repay-
ment within the cohort FY (U.S. Department of Education, 2021). A borrower is
considered in default if no payment on a) Subsidized Federal Stafford Loans; b)
Unsubsidized Federal Stafford Loans; c) Federal Direct Stafford/Ford Loans (sub-
sidized and unsubsidized); and d) Unsubsidized Federal Direct Stafford/Ford
Loans (subsidized and unsubsidized) has been received for over 270 days (U.S.
Department of Education, 2021). Since 2014, the ED evaluated institutions using
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three years in calculating CDRs for accountability purposes that begin on Octo-
ber 1 of the FY when the borrower enters repayment, and ends on September 30
of the following two FY (U.S. Department of Education, 2021). In this study, the
cohort FY is where borrowers who entered repayment in FY October 1, 2016, to
September 30, 2018, representing 2019 cohort FY.

Institutions with a default rate greater than 40% in one year for loans received
on the FFEL and Direct Loan Programs were subject to suspension in the par-
ticipation of the Direct Loan, Pell Grant, and Perkins Loans Programs, but not
on other Title IV programs (U.S. Department of Education, 2019). Similarly, in-
stitutions with CDRs that exceed 30% or more in each of the most recent three
FYs for loans made under the FFEL and Direct Loan Programs must submit a
Default Prevention Plan that explains how institutions plan to address the stu-
dent loan repayment. With a CDR of 30% in three or more consecutive years,
the institution loses eligibility to participate in Title IV funds, including federal
student loans and Pell Grants (U.S. Department of Education, 2019). Addition-
ally, institutions with a CDR of 15% or greater in any single year for loans made
under the Federal Perkins Loan Program can be deemed administratively in-
capable. They could be considered ineligible to participate in the Direct Loan,
Pell Grant, and Perkins Loan Programs (Congressional Research Service, 2020).

There were variations in the CDRs by public institutions and type. Figure 2
showed the 3-year 2018 CDRs for public 2-year community colleges and less than
2-year institutions with the highest default rates. Borrowers at the public 2-year
institutions defaulted at the rate of 11.5% compared to 4-year institutions at 5.4%,
and less than 2-year institutions at 8.7% (U.S. Department of Education, 2021).

Certain student-level variables such as race, gender, and family income and
institutional-level factors such as type and sector are associated with high default
rates (Hillman, 2015). Hillman (2015) examined the 3-year CDR of borrowers
leaving college in 2008; he concluded that institutions such as for-profit colleges
with many minority students, and serving more significant percentages of Black
and low-income students were more likely to have CDRs above the 30% thre-
shold that would subject the institutions to additional federal government over-
sight or sanctions. Borrowers who experienced economic challenges were more
likely to face the adverse effects of loan defaults, including single mothers (Hin-
ton-Smith, 2016), ethnic minorities (Addo et al., 2016), and poor socioeconomic
families (Callender & Mason, 2017).

2.3. Cohort Default Rates and Community Colleges

Many factors contribute to why borrowers from public 2-year community col-
leges failed to repay their loans at a high rate (Chamberlain, 2019). The economy
faced with downturn economic activities creates opportunities for those not
working or in school. Chamberlain (2019) found that borrowers who obtained
their degrees during the economic downturn experienced considerable chal-
lenges finding employment contributing to high student loan default. Addition-

ally, borrowers who could find jobs secured employment with minimum wages,
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Figure 2. Official 2018 3-year Cohort default rates, public sector, by type with prior year
comparisons.

making it challenging to meet loan obligations (Chamberlain, 2019). Campbell
and Love (2017) observed that family income, economic hardship, and gender

were vulnerable to making enough money.

2.4. Institutional Characteristics and Cohort Default Rates

There are connections to the high student loan defaults to the colleges and uni-
versities borrowers attend. Chamberlain (2019) concluded that in the student
population characteristics, i.e., Blacks, Hispanic Americans, borrowers whose
parents did not complete college, minimum wage earners, independent, low test
scores, or grade point averages were more likely to default on their loans. Bor-
rowers who enrolled in community colleges and for-profit schools were more
likely to go into loan delinquency than borrowers from other institutions (Cham-
berlain, 2019). Ishitani and McKitrick (2016) found that lower CDRs were asso-
ciated significantly with student retention and degree completion practices.
McKinney et al. (2021) noted that community college CDRs was lower among
college graduates 9% than among non-graduates 27%. Chamberlain explained
that relationships exist between loan delinquency and obtaining a degree. Bor-
rowers who earned credentials were less likely to be delinquent on loan obliga-
tions than borrowers who completed certifications (Hillman, 2015).

Community College Student Characteristics

In their studies, Mezza and Sommer (2015) discovered that individuals with mini-
mum balances and not completing a degree were signs of loan default. McKin-
ney et al. (2021) found that two-thirds of borrowers who have defaulted owed
less than $5000 on the loan balance and have witnessed considerably less achieve-
ment. The ability of loan defaulters to persist and earn credentials reduces the
possibility of delinquency. Also, loan defaulters who have dropped out of college
face challenges in employment and finances, making it challenging to pay the
loan, adding additional interest and penalties (McKinney et al., 2021). They con-
cluded that borrowers in community colleges taking developmental courses and
obtaining loans to pay for the education were more likely to drop out of college

than non-borrowers taking developmental courses.
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2.5. Factors Associated with Student Loan Defaults

The literature revealed that demographic variables affect the default rates among
the borrowers. Many researchers had concluded that borrowers’ age, gender,
ethnicity/race, family income, college GPA, major, degree completion, and atti-
tude contribute to student loan default rates. Lochner and Monge-Narango
(2015) concluded that the age of student borrowers significantly influences them
to default moreso among African Americans than other ethnicities because of
their low socioeconomic status. Men, especially older borrowers, were more likely
to default on student loans because of low income, which competes with another
family’s needs (Luna-Torres et al., 2018). Older individuals have more financial
obligations than young borrowers (Belfield, 2013; Dynarski, 2016; Woo, 2002);
default rates increased by 3% every year after age 21 (Jaquette & Hillman, 2015;
Mezza & Sommer, 2015; Flint, 1997). Not all studies agreed that age contributes
to default rates. Blagg (2018) argued that instead of age, low academic achieve-
ment and low GPA attainment were significant factors as borrowers drop out to

complete course degrees.

2.5.1. Ethnicity/Race

Studies have shown that student loan repayment and default rates among eth-
nicities/races correspond to differences between loan borrowing and debt bur-
den. Black/African Americans accumulate more significant loan debt and had
higher default rates than White borrowers (Addo et al., 2016; Scott-Clayton & Li,
2016). Hispanic/Latino borrowers had higher default rates than White borrowers
(Hillman, 2015; Lochner & Monge-Naranjo, 2015). Hillman (2015) concluded that
Black/African American and Hispanic/Latino borrowers were 9% more likely to
default on student loans than White borrowers after controlling for demographic,
academic, financial aid, graduation, and employment characteristics.

In differentiating borrowers’ ethnic/racial backgrounds, Volkwein et al. (1998)
used regression analysis to compare patterns of predictors of loan default and
concluded that there was no substantial difference among the ethnic/racial groups.
Still, the influence was more significant among minorities. Volkwein et al. noted
that while borrowers’ inability to complete a bachelor’s degree relates to loan de-
fault among all racial/ethical groups, non-completion increased the probability
that White borrowers would default by 8%. Minority borrowers would default by
18.2%. Dynarski (2016, 2018) explained that the relationship between race and
ethnicity and the likelihood of student loan default was real regardless of wheth-
er the student attended a 2-year or 4-year institution. McKinney et al. (2021)
agreed that single female borrowers who received a Pell Grant and were full-time

students were more likely to be delinquent than non-borrowers.

2.5.2. Age
Age was a factor in loan default. Borrowers who were over age 21 when entering
repayment were at risk (Inge, 2017; Podgursky et al., 2002). Flint (1997) con-

cluded that with every additional increase in borrowers’ age over 21, probability
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of default increases by 3%. Herr and Bert (2005) concluded that adult borrowers
have many responsibilities competing with their meager income. Woo (2002)
noted that the older the borrowers were, the more likely they were to default on
their loans. Harrast (2004) explained that the age of borrowers adds $312 to the
total debt, and the chance of defaulting increases on the aggregate amount owed.
The foregoing studies viewed age as a factor in loan default. The findings sug-
gested that older borrowers have limited resources to compete with their ability to

meet financial obligations.

2.5.3. College GPA

Academic achievement is associated with student loan default rates. Studies
from (Barone et al., 2005; Canche, 2020; Castonguay, 2019; Flint, 1997; Herr &
Burt, 2005; Lochner & Manje-Naranjo, 2015; Odle et al., 2021; Perna et al., 2017;
Steiner & Barone, 2014; Volkwein & Szelest, 1995; Woo, 2002) have found the
relationship between GPA and repayment of student loans. Volkwein & Szelest
(1995) concluded that an increase in borrowers’ GPA created a probability of
borrowers’ default to decrease by 5% (p. 59). Nyahende (2013) also found that
borrowers with a higher GPA tended to default less than borrowers with a lower
GPA. Millian et al. (2021) noted that test scores, ACT, or GPA negatively corre-

lated with loan delinquency.

2.5.4. College Completion/Transfer

Not completing a degree or earning a credential was associated with student loan
default rates. Borrowers who dropped out of college before earning a degree or
certificate were likely to default on their loans (Barone et al., 2005; Campbell &
Hillman, 2015; Hillman, 2015; McKinney et al., 2014; McKinney et al., 2021;
Steiner & Barone, 2014). Barone et al. (2005) investigated 5177 student loan re-
cipients from a 4-year institution and found that borrowers who completed exit
counseling were 9% less likely to default on student loans than borrowers who
did not complete counseling sessions. Similarly, Steiner and Barone (2014) in-
vestigated 4621 student loan borrowers from a community college. They found
that borrowers with lower first-semester GPA, higher Pell Grant amounts, en-
rolled in developmental education classes and males were at higher risks of stu-
dent loan default. Establishing early intervention strategies for this group of stu-
dents during the first semester would be vital to avoiding high CDR (Steiner &
Barone, 2014).

Chen and Simone (2016) found that more than two-thirds of community col-
lege students must take at least one remedial education class. The students who
took developmental courses were more likely to drop out of college before com-
pleting the degree (Bailey & Smith, 2016). Students who took developmental
courses obtained federal student loans at comparable rates compared to col-
lege-ready students (McKinney et al., 2016; McKinney et al., 2021). Under-
standing how community college students transferred to other institutions after

the borrower entered repayment remained the community colleges’ responsibil-

DOI: 10.4236/jfrm.2023.124018

342 Journal of Financial Risk Management


https://doi.org/10.4236/jfrm.2023.124018

E. O. Njoku

ity and they became accountable for default outcomes related to the default rates
(U.S. Department of Education, 2019). Analyzing the role of transferred status

would provide an additional explanation in managing CDR.

2.6. Institution Characteristics

Researchers (Dillon & Smiles, 2010; Goodell, 2016; Hillman, 2015; Ishitani &
McKitrict, 2016) have explored institutional characteristics such as college at-
tended, enrollment, cost, expenditures, and accreditation. The results of their
studies concluded that institutions with a more significant proportion of Pell
Grant recipients, minority borrowers, males, and older students experienced
high student loan defaults. Ishitani and McKitrick (2016) investigated CDRs of
479 4-year postsecondary institutions and found that the total institution popu-
lation did not affect student loan defaults, but students’ composition significant-
ly impacted the CDRs. African Americans and Native Americans had high de-
fault rates in community colleges, proprietary schools, and four-year institutions
(Ishitani & McKitrick, 2016). These findings suggested that the institutions’ de-
fault rates differed significantly by race and ethnicity. They might also indicate
that student loan defaulters whose characteristics were GPA, completion, and

degree achievements did not differ in the institution attended.

2.6.1. Cost and Expenditure

The relationship between the cost of college attendance and expenditure and
student loan default rates had no connection or marginal decrease as cost in-
creased (Goodell, 2016; Ishitani & McKitrick, 2016). However, studies suggested
that institutions that allocated resources in instructional expenses significantly
impacted CDR (Dillon & Smiles, 2010; Galloway & Swail, 1999; Hillman, 2015).
Galloway and Swail (1999) investigated CDRs at 80 HBCUs. The authors found
that for an additional 1% increase in the proportion of institutions’ budgets
earmarked for instructional expenses, the CDR decreased 1/3 of a percent (p. 9).
Galloway and Swail concluded that struggling institutions could reduce CDRs by
increasing instructional budgets. Dillon and Smiles (2010) also investigated HBCUs

and noted that as higher per-student expenditures increased, CDRs decreased.

2.6.2. Accrediting Body

A review of the literature showed few studies on the role of accrediting agencies
on student loan defaults. However, Hillman (2015) investigated 4,448 2-year and
4-year colleges and universities and observed systematic patterns among accre-
diting agencies and CDRs. Institutions accredited for vocational programs had a
greater risk of sanctions as default rates were significantly greater than or equal
to 30%. As a result they lost their eligibility to provide federal loan funds and

Pell Grants for three consecutive years.

2.7. Institution Performance

Institutions’ performances have been used as accountability metrics to under-
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stand CDRs as good performances in graduation rates that would translate to
repayment outcomes. Many researchers primarily measured institutional accom-
plishments in graduation rates related to repayment (Belfield, 2013; Goodell,
2016; Hillman, 2015). Hillman (2015) explained that with a 1% increase in insti-
tutions’ IPED graduation rates, the possibility of CDR’s increasing more than
the 30% threshold decreased significantly.

Region

A few studies examined the regional and macroeconomic measures to identify
relationships associated with CDRs and found that area was related to CDR in
terms of geography and government budget appropriations (Ishitani & McKi-
trick, 2016). Ishitani and McKitrick (2016) observed that in areas where ma-
croeconomic instability existed (i.e., poverty, the high unemployment rate in the
region), the institutions that were located there tended to have minimal higher
default rates than institutions situated in suburban neighborhoods. Montalto et
al. (2019) agreed to observe borrowers taking up higher employment levels dur-
ing the school year to meet the rising cost of living, and reduced debt, which

contributed to borrowers’ drop out rates (Baker et al., 2017).

2.8. Synthesis of the Research

The synthesis of research on CDRs showed studies that examined student loan
defaults’ characteristics and explained general student variables associated with
loan repayment. The studies investigated: a) age b) attitude c) college major d)
family size e) GPA f) gender g) graduation h) income i) race and ethnicity j) re-
gion, and k) unemployment (Baker et al., 2017; Charles et al., 2016; Elliot &
Rauscher, 2018; Flint, 1997; Hordosy et al., 2018; Ishitani & McKitirick, 2016;
McKinney et al., 2021; Montalto et al., 2019; Odle et al., 2021; Podgursky et al.,
2002; Stoddard et al., 2018; Volkwein & Szelest, 1995; Volkwein et al., 1998;
Webber & Rogers, 2014; Woo, 2002). Factors identified in some institutional
studies as reasons for default had also been determined not significantly in other
more extensive studies (Harrast, 2004; Podgursky et al., 2002). While there was
general agreement in most students’ demographics that constituted student loan
default, disagreement existed in some limited studies related to precollege bor-

rowers, including age, family background, gender, and income.

2.9. Factors of Precollege Loan Borrowers

The factors associated with the precollege loan borrowers referred to investi-
gated characteristics borrowers brought to college (Barone et al., 2005). The
characteristics included high school graduation; class rank; and ACT/SAT scores
(Podgursky et al., 2002; Woo, 2002). Gender; age; race/ethnicity; family back-
ground; high school class rank/achievement; and income (Akers & Chingos,
2016; Baum, 2016; Flint, 1997; Podgursky et al., 2002; Scott-Clayton & Li, 2016;
Volkwein et al., 1998; Volkwein & Szelest, 1995), and had no institutional effect

on the borrowers.
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Knapp and Seaks (1992) observed that family income was associated with loan
default. An additional increase of $1,000 in income created a decreased risk by
2%, and a $10,000 increase in income reduced the likelihood of default by 5%.
However, Flint (1997) explained that borrowers with discretionary income who
could repay loans refused to do so. Woo (2002) noted that borrowers with li-
mited economic resources did not default on loans, which indicated that finan-

cial status was not a reliable indicator of repayment.

Gender

Luna-Torres et al. (2018) noted that gender had a significant impact on borrow-
ers to default. Women were less likely to default by 36% than their male coun-
terparts. The author explained that male borrowers increased the chance of be-
ing delinquent on loan obligations by 5.8% (Luna-Torres et al., 2018). The find-
ings were consistent with other researchers (Castonguay, 2019; Lochner &
Monge-Naranjo, 2015; McKinney et al., 2021).

2.10. Cohort Default Rates Prevention and Management

Higher education institutions must establish default prevention and manage-
ment plans to reduce student loan defaults if the CDRs exceed 30% in a FY (U.S.
Department of Education, 2019). The Student Loan Default Prevention Act of
1990 required higher education institutions participating in the federal loan
program for the first time or institutions with high default rates to submit a
default prevention plan to the ED. The 1990 Default Prevention Act demanded
that higher institutions must: a) conduct entrance and exit counseling for bor-
rowers; b) maintain accurate enrollment and a satisfactory academic policy; c)
provide financial literacy programs to identify at-risk borrowers; d) perform
an institutional review of cohort default data provided by the ED, and e) hire
competent personnel assigned explicitly for default prevention (U.S. Depart-
ment of Education, 2019). Institutions that failed to manage CDRs would
face sanctions and loss of eligibility to participate and administer Title IV
funds, including student loans and Pell Grants (U.S. Department of Education,
2019).

2.11. Summary

Researchers examined the problem with CDR’s through several lenses in the li-
terature, including individual-level factors, i.e., preadmission, college, and post-
college, and found an association between student characteristics and CDR. The
above factors were linked with institutional-level, allowing institutions to be more
selective on degree attainment than default rates. Institutions with adequate re-
sources were more demanding, and a higher degree attainment rate produced
borrowers less likely to default. The majority of the research concentrated on 4-
year and for-profit institution borrowers. I examined institution-level factors (col-
lege size and location, percentage of loans and Pell Grants, and first-year reten-

tion and graduation rates) at public 2-year community colleges in Michigan to
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better understand which factors contributed to institutions” high CDRs. The goal
was to ascertain what variable the institution should manage to reduce the institu-
tions’ CDRs when viewed through the student-institution fit model (Flint, 1997).
Several areas were deserving of additional examination. With respect to re-
search, the lower default rates for females deserved further study. Researchers
found the existence of within-race differences and low-income borrowers in loan
repayment patterns; the roles of academic ability and student effort as a repay-
ment predictor needed to be thoroughly investigated. Besides, federal laws did
not discriminate on the type of institution. Still, the rising student loan debt of
$1.7 trillion has caused more politicians and congressional leaders to show a
growing reaction against a costly and unproductive policy that would address all
the problems. I hoped the study would significantly provide a different pattern
of default causes among borrowers from a public community college. The study
would shed light so policymakers could overlook borrowers’ institutions and in-
stead devote attention to loan default behavior and the need to craft policies that
would take variable causes into account. Chapter 3 will detail the study’s re-
search design and methodology to justify the research plan, describing the va-
riables studied, nature, and relationships, providing the target population, type,

and sources of the data collection process.

3. Research Method

The problem addressed in this quantitative correlational study was the high
CDRs at public 2-year community colleges in Michigan. The purpose of this
quantitative correlational study was to identify variables associated with student
loan default among the borrowers who attended public 2-year community col-
leges in Michigan. This chapter contains an overview of the study’s research
methodology and design. Saunders et al. (2007) explained that research design
was a framework used as a guide in collecting, measuring, and analyzing data. I
used a quantitative methodology with a correlational, nonexperimental design to
examine student loan default factors. The target population was student loan
borrowers who enrolled, entered repayment, defaulted on their loans during the
3-year cohort period (2016-2018), and were included in the Department of Edu-
cation CDR in 2021. I examined a sample size of 26 public 2-year community
colleges during a 3-year period.

I collected secondary data extracted from the NSLDS and IPEDS of the ED.
The NSLDS and IPEDS data were compiled using Microsoft Excel software for
computation. I analyzed the data using the SPSS, version 27.0 in conducting data
analysis and tests. The software’s selection was based on its robust capability to
perform statistical analysis, logistic regression, and correlation. Logistic regres-
sion was appropriate for the study analysis, especially when the dependent vari-
able was dichotomous, as in this case. Logistic regression helped describe data,
explaining the relationship between one dependent variable and more indepen-
dent variables (Creswell & Creswell, 2017).
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The research design was quantitative correlational. The goal was to establish
relationships without manipulating independent variables. Archived data was
obtained from the NSLDS, which collects information from the institutions on
borrowers who defaulted. The IPEDS provided institution-level factors (college
size and location; percentage of loans and Pell Grants, first-year retention, and
graduation rates). This framework was appropriate because (Creswell & Cres-
well, 2017) explained that using secondary data allowed no manipulated va-
riables and no intervention to occur. For FY 2018, Michigan’s public 2-year
community colleges had CDRs, ranging from 10.8% to 21.5%, one of the highest
in the nation (U.S. Department of Education, 2019).

3.1. Research Methodology and Design

A quantitative correlational design was used for this study to address the RQs:
(RQ1) To what degree are institution-level factors (college size and location) re-
lated to the student loan default among the borrowers in public 2-year commu-
nity collegest (RQ2) To what degree are institution-level factors (i.e., percentage
of loans and Pell Grants) related to student loan default among the borrowers in
public 2-year community colleges?, and (RQ3) To what degree are institu-
tion-level performance factors (first-year retention and graduation rates) related
to student loan default among the borrowers in public 2-year community col-
leges? In quantitative correlational research, efforts are made to describe, infer,
and resolve problems using numbers (Sekaran & Bougie, 2016). The emphasis
centers on collecting numerical data, summary, and concluding on the gathered
data (Sekaran & Bougie, 2016). The data collected measured variables to estab-
lish relationships (Creswell, 2014).

3.2. Population and Sample

The population consisted of 26 public 2-year community colleges in Michigan
whose cohort the ED published default rates. The study was restricted to a non-
random sample of student loan borrowers in public 2-year community colleges in
Michigan who entered repayment on federal student loans between October 1, 2016,
and September 30, 2018, and were included in the latest ED’s official CDRs in 2021.

The target population was student loan borrowers of the federal student loan
program in public 2-year community college institutions who entered repay-
ment and defaulted, and were included in the CDRs; calculated and published by
the ED, using the institutions’ enrollment data for the FYs 2016, 2017, and 2018
(U.S. Department of Education, 2019). The total population sample showed
114,494 students entered repayment and 18,198 students (about the seating ca-
pacity of Madison Square Garden) defaulted, with CDRs ranging from 10.8% to
21.5% in the latest FY 2018 (U.S. Department of Education, 2021).

3.3. Instrumentation

I developed spreadsheet information using Microsoft Excel software in the data
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compilation and computation, which contained secondary data from the ED: in-
stitution-level factors, i.e., college size and location; financial aid awards, i.e.,
percentage of loans and Pell Grants; and performance outcome, i.e., first-year
retention and graduation, and CDRs. The archived data was extracted from the
ED using the Institution Office of Post-secondary Education Identification Code
(OPEID). I used the SPSS, version 27 to perform data analysis and tests. The se-
lection of this software was based on its robust capability to perform statistical

analysis, logistic regression, and correlation.

3.4. Data Analysis

I used archived data from the ED. The NSLDS extracted from the ED contained
details that revealed the basis for calculating the CDRs. The NSLDS data for the
institution’s FY 2018 served as the reference document that identified borrowers
in the CDRs. The institution OPEID was used to determine which institutions
would be used in this study. The borrowers’ social security numbers were not
required to extract the borrowers’ NSLDS. The IPEDS contains institutions’ cha-
racteristics and demographic and outcome data. I used the institution’s OPEID
code to extract the borrowers’ data.

Data analysis was the focus of a research study performed by Sekaran and
Bougie (2016). The researchers employed a logistic regression model or logit re-
gression, which is a statistical model used to predict the outcome of a dependent
variable of one or more independent variables. Park (2013) explained that the
logistic regression model analyzes the relationship between multiple indepen-
dent variables and a categorical dependent variable and approximates the prob-
ability of an event’s occurrence by fitting data to a logistic curve. The logistic re-
gression model was used to examine the effect of the independent variables.
Volkwein and Szelest (1995) explained that the logistic regression model pro-
vides a better result in datasets as in this case than ordinary least squares and
hierarchical linear model. Since the dependent variable—CDRs was dichotom-
ous—with categorical and continuous independent variable data—the logistic

regression model fitted the study to provide a high correlation.

3.5. Assumptions

The study’s primary underlying assumption was that the ED’s institutional aca-
demic and financial aid records, and institutional characteristics data would be
accurate. This belief led to internal validity limitations, as there would always be
the potential for error. Also, the small sample size of this study would lead to es-
timation bias and reduction in power (Creswell & Creswell, 2017), which re-
quired caution in the interpretation of factors. The data for this study met the

assumption of the statistic.

3.6. Summary

This study explored factors associated with student loan default among the bor-
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rowers in public 2-year community colleges in Michigan. This quantitative cor-
relational research study established an association between the variables. Chap-
ter 3 addressed student loan default by employing logistic regression to evaluate
the degree of institution-level variables on the threat to student loan default.

Chapter 4 will examine of the findings based on the data collected.

4. Findings

The problem addressed in this quantitative correlational study was the high
CDRs at 2-year public community colleges in Michigan. The purpose of this
quantitative correlational study was to identify variables associated with student
loan default in public 2-year community colleges in Michigan. A descriptive
correlational, nonexperimental design was employed to examine the relationship
between student loan factors to RQs and obtain the purpose of the study. The
data collection and analysis procedures, RQs and hypotheses, the study results,
and a summary of the research findings are presented in Chapter 4. A discussion
of the findings, implications of the findings, recommendations for practice, fu-
ture research, and the conclusion are presented in Chapter 5.

There are 28 public 2-year community colleges in Michigan. Data were com-
piled from the NSLDS and the IPEDS. The NSLDS contained the 2018 CDRs for
26 public 2-year community colleges in Michigan. The underlying analyses ex-
cluded the four institutions with no default rates. Data on college size, location,
federal student loans, Pell Grants, retention, and graduation rates were exported
from IPEDS for the affiliated institutions and years. Three institutions were
missing data on retention rates, and six institutions were missing data on gradu-
ation rates. The missing values were handled pairwise by including all cases that

had necessary data for each analysis.

4.1. Validity and Reliability of the Data

Data were compiled from the NSLDS and the IPEDS. The NSLDS contained the
2018 CDRs for 26 public 2-year community colleges in Michigan. The assump-
tions of multiple linear regressions were tested for each RQ. Normality was
tested by examining normal P-P plots of the regression residuals (see Figure 3),
Shapiro-Wilk tests, and skewness and kurtosis values of the regression residuals.
There were minor deviations from the normal line (diagonal) of the normal P-P
plots, indicating that the residuals were not normally distributed. Additionally,
the Shapiro-Wilk tests were significant (all p-value < 0.05), indicating that the
distributions of the residuals were significantly different from a normal distribu-
tion. Westfall and Henning (2013) suggested that skewness values greater than
2:00 and kurtosis values greater than 3:00 indicated marked deviations from
normality. All skewness values were within normal limits (values < 2.00), and all
kurtosis values were below 3.00. Homoscedasticity was tested by examining
scatterplots of predicted values versus residuals (see Figure 4) and using White’s
test (White, 1980). The data appeared randomly distributed around zero. The
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Figure 3. Normal P-P plots of regression residuals.

results of White’s tests were not significant (all p-values > 0.05), indicating that
the data were homoscedastic.

Finally, computing variance inflation factors tested multicollinearity among
the predictors in each analysis. All variance inflation factors were below 10, in-

dicating no severe multicollinearity in the data.

4.2. Results

Descriptive statistics for each of the study variables are presented in Table 3.

The majority of the institutions were located in metropolitan areas (n = 22,
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Figure 4. Scatterplots of predicted values and residuals.
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84.6%). On average, 19.08% (SD = 6.40%) of the students at these institutions
were awarded federal student loans, and 33.77% (SD = 7.31%) were awarded Pell
Grants. The average full-time retention rate at these institutions was 62.13% (SD
=9.95%), and the average graduation rate within 200% of normal time was 26.65%
(SD=17.67%).

Research Question 1 stated, to what degree are institution-level county and
region factors (college size and location) related to the student loan default among
the borrowers in public 2-year community colleges? To address this question, a
multiple linear regression was performed. The criterion variable in this analysis
was the default rate. The predictor variables were college size and location. As
described previously, the assumptions of normality, homoscedasticity, and the
absence of multicollinearity were tested. The results of these tests showed that
the assumptions were met.

The results of the regression were not significant, (2, 23) = 0.61, p = 0.550,
R = 0.05, indicating that college size and location together did not explain a sig-
nificant proportion of variance in default rate. Table 4 displays the results for
the individual regression coefficients. No individual predictors were significantly
related to the default rate. The null hypothesis was not rejected.

Research Question 2 stated, to what degree are institution-level financial aid
award factors (i.e., percentage of loans and Pell Grants) related to the student
loan default among the borrowers in public 2-year community colleges? To ad-
dress this question, a multiple linear regression was performed. The criterion va-
riable in this analysis was the default rate. The predictor variables were the per-
centages of students awarded federal student loans and Pell Grants. As described
previously, the assumptions of normality, homoscedasticity, and the absence of
multicollinearity were tested. The results of these tests showed that the assump-
tions were met. The results of the regression were not significant, F (2, 23) =
1.79, p = 0.190, R = 0.14, indicating that the percentages of students awarded
federal student loans and Pell Grants together did not explain a significant pro-
portion of variance in the default rate. Table 5 displays the results for the indi-
vidual regression coefficients. No individual predictors were significantly related
to the default rate. The null hypothesis was not rejected.

Research Question 3 stated, to what degree are institution-level performance
factors (first-year retention and graduation rates) related to the student loan de-
fault among the borrowers in public 2-year community colleges? To address this
question, a multiple linear regression was performed. The criterion variable in
this analysis was the default rate. The predictor variables were retention rate and
graduation rate. As described previously, the assumptions of normality, homos-
cedasticity, and the absence of multicollinearity were tested. The results of these
tests showed that the assumptions were met. The results of the regression were
not significant, 7 (2, 17) = 1.54, p = 0.242, R = 0.15, indicating that retention rate
and graduation rate together did not explain a significant proportion of variance

in the default rate. Table 6 displays the results for the individual regression
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Table 3. Descriptive statistics for study variables.

Variable N  Minimum Maximum M SD

Default rate 26 10.80 21.50 15.11 2.54

Total number of
26 996.00 20220.00 6689.00 5479.75
undergraduates

Percent of undergraduate
students awarded federal 26 9.00 31.00 19.08 6.40
student loans

Percent of undergraduate

26 20.00 54.00 33.77 7.31

students awarded Pell Grants
Full-time retention rate 23 48.00 100.00 62.13 9.95
Graduation rate 20 14.00 43.00 26.65 7.67

Table 4. Multiple-linear regression with college size and location predicting default rate.

95% CI
. Std. )
Variable B Beta t Sig.  Lower Upper VIF
Error
College size 0.00 0.00 0.07 0.33 0.748 0.00 0.00 1.16

Location: Micropolitan -1.30 1.52 -0.19 -0.86 0.399 -444 1.83 1.16

Note. Std. Error = standard error; CI = confidence interval; VIF = variance inflation fac-
tor.

Table 5. Multiple-Linear regression with student loans and pell grants predicting default
rate.

Std. 95% CI

Variable B Error  Beta t Sig. Lower Upper VIF
Percent awarded loans  0.07 0.08 0.17 0.86 0.396 -0.10 0.23 1.05

Percent awarded Pell  0.10 0.07 029 1.44 0.162 -0.04 0.24 1.05

Note. Std. Error = standard error; CI = confidence interval; VIF = variance inflation fac-
tor.

coefficients. No individual predictors were significantly related to the default

rate. The null hypothesis was not rejected.

4.3. Evaluation of the Findings

In an attempt to explain the characteristics that might influence default within
the institutions, researchers have incorporated a range of institution-level factors
related to the student loan defaults:

RQI

To what degree are institution-level county and region factors (college size

and location) related to the student loan default among the borrowers in public
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Table 6. Multiple-leaner regression with retention rate and graduation rate predicting
default rate.

95% CI
Variable B Std. Error  Beta t Sig. Lower Upper VIF
Retention rate -0.12 0.11 -0.24 -1.08 0.296 -0.36 0.12 1.01
Graduation rate  —0.12 0.08 -0.33 -1.46 0.162 -0.28 0.05 1.01

Note. Std. Error = standard error; CI = confidence interval; VIF = variance inflation factor.

2-year community colleges? The measures for institution size and location
(Table 4) showed no individual predictors were significantly related to the de-
fault rate. The finding is consistent with Ishitani and McKitrick (2016) who
found the size of institutions by enrollment was not significantly related to the
default rate, using CDRs of 479 of 4-year postsecondary institutions. In other
studies that evaluated student-level variables, institutions with the larger student
population and a significant number of Pell Grant recipients experienced higher
CDRs (Belfield, 2013; Dillon & Smiles, 2010; Goodell, 2016; Ishitani & McKi-
trick, 2016). Ishitani and McKitrick also observed that institutions located in
towns or rural areas appeared to have slightly higher rates of default when com-
pared to institutions located in suburban areas. The present study found that
college size and location were not related to the default rate.

RQ2

To what degree are institution-level financial aid award factors (i.e., percen-
tage of loans and Pell Grants) related to the student loan default among the bor-
rowers in public 2-year community colleges? McKinney et al. (2014) found that
borrowers who were pursuing associate degrees in applied science or in an oc-
cupational certification were likely to default. Campbell and Hillman (2015) ob-
served that 90% of borrowers who attended a community college institution did
not earn a credential, and 60% did not accumulate 15 credit hours. These studies
found that institutional spending was not significantly related to borrowers’ de-
faults. The present study (Table 5) did not find a significant proportion of insti-
tution-level financial aid award factors, i.e., percentage of loans and Pell Grants
among the borrowers in public 2-year community colleges.

R

To what degree are institution-level performance factors (i.e., first year reten-
tion and graduation rates) related to the student loan default among the bor-
rowers in public 2-year community colleges? As reflected in Table 6, the gradu-
ation rates obtained from IPEDS showed no individual predictors were signifi-
cantly related to the default rate. The finding is consistent with (Inge, 2017) who
found retention and graduation rates were not significantly related to student

loan defaults in public 2-year community colleges in Kentucky.

4.4. Summary

Data from 26 public 2-year community colleges in Michigan were extracted from
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the NSLDS and the IPEDS, and a series of multiple linear regressions were per-
formed to address the RQs. The findings related to RQ1 suggested that college
size and location were not significantly related to the default rate; the null hypo-
thesis was not rejected. The findings related to RQ2 suggested that the percen-
tages of students awarded federal student loans and Pell Grants were not signifi-
cantly related to the default rate; the null hypothesis was not rejected. Finally,
the findings related to RQ3 suggested that retention rate and graduation rate
were not significantly related to the default rate; the null hypothesis was not re-

jected.

5. Implications, Recommendations, and Conclusion

The problem addressed in this quantitative correlational study was the high CDRs
at public 2-year community colleges in Michigan. The purpose of this quantita-
tive correlational study was to identify variables associated with student loan de-
fault in public 2-year community colleges in Michigan. A descriptive, correla-
tional, nonexperimental design was employed to examine the relationship among
student loan factors to answer the RQs and achieve the study’s purpose. There
was a limitation regarding the sample size of 26 public 2-year community col-
leges, which impacted the study, limiting its generalization. The findings relating
to RQ-1 suggested that college size and location were not significantly related to
the default rates; the null hypothesis was not rejected. The findings relating to
RQ-2 indicated that the percentages of students awarded federal student loans
and Pell Grants were not significantly related to the default rates; the null hypo-
thesis was not rejected. The findings relating to RQ-3 suggested that retention
rate and graduation rate were not significantly related to the default rates; the
null hypothesis was not rejected. Finally, implications of the findings, recom-
mendations for practice, future research, limitations, and conclusions are pre-

sented in Chapter 5.

5.1. Implications

Student loan default is at a crossroads as institutions and loan defaulters contin-
ue to feel the negative impact of high student loan default rates (Sattelmeyer et
al., 2019). For students, 15.7% of student loans held were defaulters who were
still in school, making it challenging to continue their education as they lose eli-
gibility for future benefits, including student aid (Pew Research, 2019). A quan-
titative correlational design was employed to identify variables associated with
student loan default among borrowers in public 2-year community colleges in
Michigan. The institution-level factors, i.e., college size and location; financial
aid awards, i.e., percentage of loan and Pell Grants; and performance outcome,
i.e., first-year retention and graduation rates related to the student loan default
were examined in the study. The problem at the center of the study was the stu-
dent loan default rate and how it impacted the public 2-year community colleges
in Michigan. A conceptual model (Nyahende, 2013) was used to present the im-

pact of student loan default at the institutions. Nyahende’s framework diagram-
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matically illustrated how various variables could impact student loan default
rates. The categorical diagram demonstrated how the student loan borrowers’
age groups, gender, and attitude influenced the student loan default rates in in-
stitutions in Tanzania (Nyahende, 2013).

Researchers have examined how various student characteristics and institu-
tion-level variables, i.e., location; campus size; composition of the student body;
faculty FTE; full-time retention and graduation rates; macroeconomic; and
spending patterns had influenced the student loan default rate (Cabrera et al.,
1992; Flint, 1997; Nyahende, 2013). The findings from (Cabrera et al., 1992) had
suggested a limited impact on the student loan default rate. Overall, the findings
of the present study were consistent with previous research that demonstrated
no significant effect on student loan default rates (Belfield, 2013; Goodell, 2016;
Webber & Rogers, 2014).

The institution-level factors did not substantially predict student loan default
among borrowers, even in multi-campus institutions, sometimes defined as “dis-
tricts” as enrollment composition (percentage of students eligible for Pell Grant
versus loan) would emerge as a significant factor. However, the results were sur-
prising, as previous studies had found institutions with a larger student popula-
tion and located in larger towns or counties appeared to have slightly higher de-
fault rates (Belfield, 2013; Dillon & Smiles, 2010; Goodell, 2016; Ishitani & McKi-
trick, 2016). The findings of Ishitani and McKitrick (2016) of CDRs of 479
4-year postsecondary institutions and not community colleges explained the dif-

ference between 2-year and 4-year institutions.

5.2. Recommendations for Practice

The findings present a basis for recommendations to institutions to implement
policy measures and federal government crafting legislation regarding student
loan default rates. The study revealed that many borrowers were low-income
students, males, Blacks, and Hispanics, with poor academic grades. The borrow-
ers, especially those at the highest risk that owe less than $5000 (Inge, 2017; Sat-
telmeyer et al., 2019), exit college before completing studies, which prevents
them from getting good-paying jobs to repay their loans. The investigation un-
covered evidence of race and ethnic differences and raised tough questions on
how race, ethnicity, and gender impacted and contributed to the student loan
defaults. The borrowers’ present risk factors for community college administra-
tors to formulate management intervention strategies for at-risk students. Based
on the findings of the study, the following six recommendations were offered:

Develop a Financial Aid Education and Outreach Program

The first recommendation for institutions is to develop a financial aid educa-
tion and outreach program upon student enrollment. The study found that bor-
rowers who owed less than $5,000 present risk factors for institutions. An eco-
nomic education course will help borrowers learn how to manage money. Seye-
dian and Yi (2011) found that financial education management helps students

make financial decisions and become fiscal-responsible persons as institutions
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design programs meeting the learning needs.

Develop Strong Enrollment Management and Loan Default Reduction
Plans

The second recommendation for institutions is to develop strong enrollment
management and loan default reduction plans to help students’ persistence, re-
tention, and graduation rates. The plans will enable institutions to maintain en-
rollment standards without losing federal funds that support their existence. Re-
search studies have found that institutions could improve the academic achieve-
ment, retention, and graduation rates of borrowers and could create measures
that promote good academic performance (Millea et al., 2018; Wilcox 1991). Ef-
forts focused on scholarship, small class sizes, and set monetary management
systems that allow accurate financial processes should be good investments for
institutions (Millea et al., 2018). Institutions” enrollment system should identify
what is best for students and ensure their success while maintaining the overall
interests of their goals (Banks & Dohy, 2019; Clayton et al., 2019; Wilkinson et
al., 2007).

Develop a Default Prevention Guide

The third recommendation is to develop a default prevention guide mandated
for institutions with high CDRs with trained staff to monitor and implement
measures upon reviewing annual CDRs published by the ED. A default man-
agement plan will provide institutions with necessary activities and tools to
promote student and institutions’ successes. These will increase retention and
graduation and reduce delinquency and default (Price & Tovar, 2014). Charles et
al. (2016) concluded that a default prevention plan was effective when institu-
tions participated in it at all levels.

Pay Special Attention to Students Eligible for Pell Grants

The fourth recommendation is for institutions to pay special attention to stu-
dents eligible for Pell Grants—male, independent, and those in need of deve-
lopmental classes—to succeed in college-level courses at the highest risks of stu-
dent loan default. I found from a literature review that economically disadvan-
taged borrowers had high dropout rates and required developmental courses to
achieve (Looney & Yannelis, 2015). As a result, interventions and practices that
start upon student enrollment, i.e., career counseling and placement services
with the institutions’ job networks will reduce the prevalence of student loan de-
fault (Sampson et al., 2011; Tudor, 2018). Institutions should create a balance
between the communities they serve and their organizational objectives, as it
would help in promoting collaboration in student job placements (Barr, 2020).

Policymakers to Review Current Cohort Default Rates

The fifth recommendation is for policymakers to review the current CDR as a
benchmark to determine who participates in the federal student aid program.
Institutions serving a significantly higher proportion of economically disadvan-
taged students should consider the institutions’ effectiveness and efficiencies in
managing retention, graduation, and job placement rates. I found from literature

reviews that when students graduate and obtain good-paying jobs, they are less
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likely to default on their loans (Lochner & Monge-Naranjo, 2015; Looney & Yan-
nelis, 2015). A retention and graduation rate of 80% and above with job place-
ment would produce positive repayment outcomes (McKinney et al., 2014). An
amendment of the CDR policy that considers the differences in institutions based
upon the composition of student demographics and ability t-pay rather than one
approach fits all would provide equitable CDR (Charles, Sheaff, Woods, & Down-
ey, 2016).

Federal Government to Implement Policy That Eliminates Portion of the
Debt Owed

The sixth recommendation is for the federal government to have paused pay-
ment on student loan interest, repayment, and collection efforts since March
2020, when the coronavirus pandemic impacted the institutions’ activities. Many
institutions stopped physical campus activities, which resulted in various alter-
native methods of instruction, but loan repayment and borrowers struggling in
default will continue to face the same financial challenges when COVID-19 emer-
gency flexibility ends on August 31, 2022. A policy that eliminates a portion of
the debt owed and addresses the individual-level variables impacting the bor-
rowers to default will promote the economy.

5.3. Recommendations for Future Research

The focus of this quantitative correlational study was on student loan default
rates at public 2-year community colleges in Michigan. The institution-level va-
riables measured did not provide significant results, including the sizes and loca-
tions of the institutions. A good explanation of this could relate to the sample
size of the data, as larger samples could have provided higher and more signifi-
cant results (Creswell, 2014). It was clear from studies performed by other re-
searchers (Inge, 2017; McKinney et al., 2016; Steiner & Barone, 2014) individu-
al-level factors, i.e., being independent, male, Hispanic, Black, low income con-
tributed to student loan default, not the institutions that served the borrowers.
Future research that explores patterns of default among borrowers in communi-
ty colleges after the COVID-19 crises in terms of the federal government policies

implemented could result in a recommendation for practice for institutions.

5.4. Conclusion

Community colleges serve more than a considerable proportion of Americans
who could not otherwise attend colleges by providing access to fulfill their edu-
cational goals. Many of the students enrolled in the institutions look to the fed-
eral government to finance their educational expenses by obtaining federally
guaranteed student loans. The borrowers who defaulted on the student loans cut
across race, gender, and age, with males, Blacks, and Hispanic Americans more
likely to default. The data extracted from the IPEDS suggests individual-level
factors, i.e., age, gender, ethnicity and, not institution-level variables, signifi-
cantly affected the student loan default rates. The conceptual framework of stu-
dent-institution fit provided opportunities to examine the variables of borrowers
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to the institutions they attended, as reflected in (Nyahende 2013).

I recommended that community colleges, by design, have the economic inter-
est in enrolling a significant portion of students into colleges and derive substan-
tial revenue develop plans that ensure student retention and completion. I found
that borrowers’” individual-level characteristics significantly impacted federal stu-
dent loan borrowers and contributed more to the risks of defaulting on the stu-
dent loan. Institutions should develop programs that support student loan bor-
rowers achieving career goals so that they do not have to exit the program before
graduation. Policymakers should review the present policy of holding institu-
tions accountable for the student loan default rates that pass specific benchmarks
to determine whether the institutions followed appropriate steps to mitigate the
default rates. Once established, the institution should not be held accountable
for the outcome.
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