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INTRODUCTION:
The Democratization of Consumer Credit:
Empowerment or Impediment in the Pursuit of
the American Dream

Consumer credit has played a central role in enhancing the standard of living of
American families throughout the history of the United States.! Traditionally, rural
farmers depended on credit to manage cash flow pressures between the planting and
harvest seasons; bank loans were required if the harvest was poor or farmers wanted
to expand their production capacity through the purchase of land and machinery. In
the cities, urban residents relied on diverse networks of consumer credit in order to
mitigate employment and income fluctuations arising from the vagaries of the
business cycle. Prior to government-sponsored unemployment and poverty relief
programs of the New Deal, urban workers relied on multiple sources of credit from
employers, merchants, family, friends, churches, and fraternal organizations.
Furthermore, Americans disciplined their household spending in order to save
money for unexpected needs as well as wants by tithing to the church or “saving for
a rainy day.” This is reflected in the historic U.S. household saving rate that rarely
dipped below eight percent after the Great Depression—peaking at more than 25
percent during World War 117

In the 20" Century, formal and informal credit contributed to the lifeblood of
small communities—especially those without banks—as the United States was
still primarily a rural society until World War I. Big corporations with finance
departments and small local merchants with informal “book™ credit satisfied the

“needs” and “wants” of Americans through “convenient” installment loan



programs. These included “big ticket” items such as a thresher, tractor, or a car
as well as smaller items such as a sewing machine, shoes at the General store, or
even food at the grocery. In pre-World War II America, household savings and
the prudent use of consumer credit became the twin financial pillars of the family
budget. Furthermore, personal trust and social reputation or “honor” in
accepting personal responsibility were crucial factors in receiving a consumer
loan. Also, unlike today, a substantial down payment was required in order to
qualify for a consumer loan. Hence, the most “trustworthy” borrowers had
demonstrated their worthiness by repaying previous financial obligations, and

their prudent budgeting skills were rewarded with new consumer loans.’

After World War II, urban manufacturing centers began to be replaced by
sprawling suburban Levittowns as the residence of choice for American middle-
class families. Although “cash and carry” and “lay-away” still reigned supreme,
new federal spending and loan programs accelerated the reshaping of the
American Dream. For example, returning U.S. soldiers qualified for the GI Bill
and VA Loans, which provided low-cost loans and credit insurance for U.S.
veterans to attend college and to buy new homes. The booming post-war period
featured rising U.S. wages and an escalating standard of living even though single-
income households were the norm. Faced with suburban communities that
required private transportation, home furnishings, appliances, and landscaping,
the demand for consumer credit soared as American families eagerly assumed a
multitude of installment loans. In summary, the growth of consumer borrowing
was influenced by traditional cultural attitudes (Puritan ethos) that promoted
“good” debt such as an asset accumulating home over “bad” debt such as a
rapidly depreciating new sports car. This delicate balance between satisfying
household needs versus wants was often arbitrated by risk averse community
bankers whose underwriting standards tended to err on conservative estimates of

consumer debt capacity.



By the 1970s, the economic forces of globalization had begun transforming the
U.S. economy as it shifted from goods production to consumer services. De-
industrialization in American cities and the expansion of international corporate
subsidiaries led to a sharp decline in unionized, blue-collar employment that
contributed to the decline in real wages (adjusting for inflation). Together with
spiraling inflation in the late 1970s, Americans’ receptivity toward consumer
credit began to change, as debt-based consumption became a rational, cost-
efficient strategy for balancing household budgets. In fact, President Jimmy
Carter attempted to suspend the extension of new credit card accounts in 1978,
further eroding public support for his domestic economic policies.* After the
election of Ronald Reagan in 1980, double-digit inflation fell to less than four
percent within three years, an important condition that contributed to less
restrictive consumer lending.  Moreover, the plethora of national and
international pressures on the U.S. banking system resulted in a policy of federal
“de-regulation” that resulted in a dramatic shift from wholesale (corporate

lending) to retail banking or consumer financial services.’

The dismantling of Depression-era banking regulations such as the liberalization
of interstate branching privileges by national banks and the repeal of the 1933
Glass-Steagall Act which separated commercial (consumer) banking from
investment (securities) banking is responsible for the first trillion dollar, financial
services conglomerate (Citigroup) in 1998.° In the process, the consolidation of
the U.S. banking industry proceeded at a breakneck pace, from 14,351 FDIC
Insured Commercial Banks in 1980 to 7,630 at the end of 2004 ‘This
contributed to the rise of super-regional banks outside of the traditional money
center cities of New York, Chicago, and Los Angeles. Furthermore, the
absorption of state-chartered, FDIC- insured institutions eroded the market share
of local community banks.  These factors, along with the increasingly
sophisticated use of technology in the underwriting process, have contributed to

the “democratization” of consumer credit, making more credit products available



to more people. A new source of financial empowerment and a powerful tool in
household consumption decisions, this trend has greatly enhanced America’s
present material standard of living. It has also led to changes in social attitudes
toward the appropriate use of credit and debt in satisfying needs, wants and
desires. The result is that consumer credit has been recast from an earned
privilege to a social entitlement with the consequence that Americans have
assumed unprecedented levels of both “good” and “bad” debt. This has led to
growing concern over use of consumer credit as mirrored in escalating consumer

bankruptcy rates over the last two decades.”

The Spiral of Consumer Debt:
Financial Band-Aid or Household Cash-Flow Crisis?

The sharp growth in the consumer debt levels of American households is a topic
that has recently gained the attention of public policy-makers and the national
media. Some economists and government officials have argued that it is not a
serious national problem since it reflects an associated increase in net household
wealth over the past ten years. That is, the enormous growth of stock market
wealth in the 1990s and housing equity in the 2000s have made Americans
wealthier than past generations. According to this view, the household “wealth
effect” has spurred many Americans to enjoy an enhanced standard of living
through installment loans (autos, furniture, electronics), revolving credit (credit
cards), and more recently “cash out” mortgage refinancing and home equity

9
loans.

On the other hand, critics of “easy credit” policies warn that escalating consumer
debt levels have substantially increased middle-class household debt service
obligations and thus their vulnerability to unexpected family crises such as health

care expenses, job loss, and divorce."” This view points out that primarily the top



10 to 20 percent of income earners has enjoyed the wealth effect and that most
Americans have experienced a much greater increase in household debt than
assets.!  This view tends to portray consumer dependence on debt-based
consumption such as home equity loans as a serious problem that threatens the
economic stability of middle- and working-class households. They conclude that
the majority of Americans are more vulnerable to rising consumer debt burdens
as their household assets are disproportionately concentrated in home equity that
will decline or at least stagnate with the eventual deflation of the “housing
bubble.”"? As will be shown, the extraordinary range of borrowing options that
characterizes the post-1980 banking era has provided tremendous opportunities
for asset formation and quality of life enhancements for some households while

creating unprecedented levels of burdensome debt for other households.

Clearly, in examining the major socio-economic trends of the past 25 years, the
role of American consumers has emerged as a defining feature of the post-
industrial economy. As reported in Figure 1, the proportion of total U.S.
economic activity that is accounted for by consumers has climbed from 62
percent in 1980 to over 70 percent in 2005."” This trend highlights the critical
importance of sustaining the purchasing power of American households—both
for the United States as well as the global economy.'"* Indeed, in the post-9/11
era, spending rather than saving has become the civic “duty” of patriotic
Americans. Today, the ability of families to sustain their “effective” demand or
purchasing power is based on a combination of the following: (a) rising wages,
income, and wealth formation, (b) lower household savings rates, and (c) greater
borrowing through consumer loans. As will be shown, recent fluctuations in the

former have intensified pressure on the latter two factors.



FIGURE 1

US Consumption as A Percentage of GDP vs.
US Personal Savings Rate as a Percentage of Disposable Income
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*Data for 2005 U.S. Personal Savings Rate is for the second guarter of 2005.
**Data for 2005 Consumption versus GDP is based on the second quarter of 2005.

Sounrces: U.S. Burean of Economic Analysis, “Personal Income and Its Disposition” (Table 2.1) and
“Gross Domestic Product (billions of Dollars),” seasonally adjusted at annual rates (Table 1.1.5)
avatlable at bttp:/ [ www.bea.gov/ bea/ dn/ nipaweb/ SelectTable.asp?Selected=Y

The soaring purchasing power of American households in the mid- to late 1990s
contributed to the record $600 billion U.S. balance-of-trade deficit in the early
2000s." First, as shown in Figure 1, American families opted to drastically reduce
their household savings rates. The national household saving rate fell from nearly
eight percent in the aftermath of the 1989-91 recession to -0.6 percent in the
second quarter of 2005." Second, as shown in Figure 2 and Table 1, the
traditional economic pillars of wage/salary growth registered substantial gains
between 1993 and 2000."" Similarly, as reported in Table 2, net household wealth
accumulation (house equity, stocks, mutual funds) increased substantially in the
late 1990s—albeit the vast proportion was received by the top 20 percent or most
affluent U.S. households.”®  Significantly, even during the robust economic
conditions that preceded the 2000 recession, American consumers dramatically
increased their consumer debt obligations. For example, non-mortgage consumer
liabilities (installment, revolving) jumped from $865.7 billion in 1993 to $1.7
trillion in 2000."” See Table 3 and Figure 3.

Personal Savings



Total - Millions of $

FIGURE 2

Median Household Income by Age of Head of Household,
2004 Dollars
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dual income households.

— Young Singles 25-34

— Young Families 35-44
— Mature Families 45-54

— Empty Nesters 55 - 64

Sounrce: U.S. Census Burean, Historical Income Tables, “Age of Head of Housebold: All Races” (Table H-10),

available at bttp:/ [ www.census.gov/ bhes/ www/ income/ bistine/ h10ar.btm!
FIGURE 3
Growth of Outstanding Consumer Debt in the United States
1980-2005*
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Sounrce: U.S. Federal Reserve Statistical Release, “Consumer Credit Outstanding,” G.19, (Juby,
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* 2005 data as reported for July.




Since the collapse of the NASDAQ in 2000, the escalating levels of consumer
debt have overtaken the wealth effect of financial assets. Indeed, falling real
household income in the 2000s has been compounded by the decline in non-
housing financial assets. For example, the overall annual growth in total net
worth of all American households averaged a post-World War II high of 4.4
percent in the period 1989 to 2000. In terms of financial assets, the booming
equity markets produced impressive yields of 8.9 percent for stocks, 14.4 percent
for mutual funds, and 10.2 percent for stock and mutual funds. Even so, the
growth in household financial assets was outstripped by the increase in consumer
debt for most middle- and working class families. For example, between 1989
and 2001, the middle or third economic quintile of American households (40
percent above and 40 percent below) reported stock/investment gains that
jumped from $4,000 to $12,000 compared to an increase in total non-mortgage
consumer debt that climbed from $37,000 to $50,500. Indeed, the overall
increase in net worth of these middle-class households—from $63,900 to
$75,000—is primarily attributed to the appreciation of their homes.” See Table 2.
Furthermore, total net worth also declined between 2001 and 2003 by an annual
average of -2.9 percent led by stocks at -6.7 percent. Fortunately, net financial
assets during this period rebounded by an average of 4.2 percent (primarily
housing assets) followed by mutual funds at 4.1 percent.”’ The financial savior for
most American families has been the appreciation of the asset value of their
homes. Hence, a striking feature of the past five years is that housing prices have

soared while median wage and income levels have declined.

Numerous factors contribute to the record-setting debt burden of American
households—especially middle-class families. First, as measured by share of
disposable income, the 1980s and 1990s feature the unprecedented growth of
aggregate household consumer debt—from 73.2 percent of disposable personal
income in 1979 to 114.5 percent in 2003. The overwhelming proportion (75.7

percent) of these financial liabilities is attributed to escalating home mortgages.



Between 1979 and 2001, the share of discretionary household income allocated to
housing jumped from 46.1 percent in 1979 to 85 percent in 2003. In addition,
home equity loans, which were not offered in the late 1980s, jumped to more
than one-tenth (10.9%) of disposable personal income in 2003.” See Table 4.
According to Harvard University’s Joint Center for Housing Studies, home equity
loans climbed from $86 billion in 2001 to $108 billion in 2002 and to $139 billion
in 2003.* This trend has contributed to the decline in average homeowner equity:
from 68.3 percent in 1973 to 55 percent in 2004.** The enormous increase in
housing costs over the past decade has diverted discretionary income that
previously had been allocated for other personal or family needs. Although
mortgage and home equity debt are generally the least expensive consumer loans,
this sharp increase has squeezed the ability of households to pay for other
purchases and/or finance unexpected expenditures such as medical expenses or

auto repairs.

Not surprisingly, most American families have steadfastly defended their standard
of living by financing household expenditures with lower personal savings and
greater credit card and installment loans. In fact, as the personal savings rate fell
to record lows in the late 1990s—plummeting to zero in the last quarter of
1998—credit cards became the financial “safety net” for financially distressed and
economically vulnerable households. In 1980, three-fourths (74.5 percent) of all
non-mortgage consumer debt was financed through installment loans such as for
furniture, appliances, and electronics. During and immediately after the 1989-91
recession, revolving credit card debt soared—from 37.9 percent of installment
debt in 1989 to 54.9 percent in 1992. This was accompanied by marketing
campaigns that promoted credit card use for wants as well as needs such as
groceries, rent and mortgage payments, and even income taxes. By 1998,
outstanding credit card debt peaked at 68.8 percent of outstanding installment

debt.” See Table 3. This proportion has fallen due to new debt consolidation



options such as mortgage refinancing and home equity loans, as well as the

marketing of low-interest auto loans.

In the decade following the 1989-91 recession, the longest economic expansion in
U.S. history, net credit card debt surged from about $251 billion in 1992 to over
$804 billion in mid-2005, while installment debt jumped from $532 billion to
$1.35 trillion.*® Scholars disagree over whether these high debt levels can be
maintained without sharp income growth or low interest rates. Juliet Schor of
Boston College has received national attention for asserting that much of this
debt is avoidable, since the pressures of competitive consumption are social and
thus can be resisted by embracing values such as thrift, frugality, and material
simplicity that discourage unnecessary consumption. Hence, Schor asserts that
“keeping up with the Joneses” is a voluntary decision that can be rejected by
“downshifting” to a simpler, less expensive, and environmentally sustainable
lifestyle.”” On the other hand, Harvard University’s Elizabeth Warren and Amelia
Warren Tyagi argue that soaring debt due to the “two-income trap” is primarily
attributable to middle-class necessities such as housing in good school districts,
automobiles, and insurance. Their highly influential book contends that the
dependence of middle-class households on two-incomes leaves them highly
vulnerable to income fluctuations (loss of job, overtime, commuting expenses)
and therefore they have little recourse but to assume higher debt burdens as a
rational response to increasing economic pressures such as job loss/interruption,

medical crises, and education-related costs.™

As debt levels of middle-class households have climbed over the last decade, two
measures of financial distress as measured by the U.S. Federal Reserve merit
attention. They are households with high debt burdens (40 percent or more of
household income) and late payment (60 days or more) of bills. For instance,
between 1992 and 2001, lower income groups reported the most economic

difficulty. The high debt service burdens of low-income households (less than

10



$20,000) rose from 26.4 to 27.0 percent while modest-income households
($20,000 to 39,999) increased from 15.1 to 16.0 percent and moderate-income
households ($40,000 to $59,999) rose from 10.1 to 11.7 percent. The higher
household income groups declined the most sharply; upper income ($60,000 to
$79,999) fell 7.6 to 5.6 percent and high (§90,000 to $100,000) fell from 2.5 to 2.0
percent. Only the $80,000 to $89,999 group increased from 2.9 to 3.5 percent
while all other groups registered a sharp decline from 1998. Similarly, late
payments increased among the low-to middle-income households (less than
$60,000 and especially under $40,000) while the upper income groups experienced
a marginal increase or modest decline. All groups reported a sharp improvement
since 1998 which suggests that rising interest rates will probably increase debt

burden distress and late payments.”’

Significantly, since the sharp decline in consumer interest rates beginning in late
2000, lower finance costs have provided some measurable financial relief to
American households. That is, a profound shift in family finances has occurred.
Improving a household financial situation does not necessarily entail increasing
income/revenues or reducing consumption/costs. Rather, all things being equal,
negotiating more favorable terms of borrowing can be as important as negotiating
a higher job salary or bonus. This is a new source of financial empowerment that
prudent use of consumer credit offers to American households. Even so, it is
important to note that the major beneficiaries of this low interest rate period are
those groups with the highest family incomes. Between 1992 and 2001, middle-
and upper-income households ($40,000 - $89,000) experienced an aggregate
increase in their debt service burden (as a share of household income) whereas
upper income households have experienced a significant decline—from 11.2 to 8
percent.  Overall, the debt service burden of the upper income-earning
households ($90,000-$100,000) is about one half of the level of lower- and

middle-income households (8.0 percent versus 15.9 percent).”
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The association between household income and cost of credit/debt service is
consistent with credit card debt rates whereby convenience users receive free
credit (plus loyalty rewards such as free gifts and cash) and revolvers pay double-
digit interest rates and high penalty fees. Admittedly, the working poor (under
$20,000 household income) have witnessed a modest decline in their debt service
burden, from 15.8 percent in 1992 to 15.3 percent in 2001.”" However, some
important sources of financial liabilities are not included by the Federal Reserve in
its reports on outstanding non-mortgage consumer debt and thus understate the
degree of household economic distress—especially among lower income families.
These include car leases, payday loans, pawns, and rent-to-own contracts. As a
result, the data indicate that during the recent decade of robust economic growth,
the lower and middle income households utilized increasing levels of consumer
credit while straining to service their escalating debt levels—albeit at lower rates

than 1998.

One particularly salient outcome has been the extraordinary rise of consumer
bankruptcy—from 0.6 million in 1989 to over 1.6 million in 2004. It is
particularly noteworthy that—for the first time in U.S. history—unemployment
declined in the late 1990s whereas bankruptcy filing jumped sharply.” It was not
until the 2000 recession that the traditional relationship between unemployment
and personal bankruptcy resumed. See Figure 4. Furthermore, ongoing research
suggests that the sharp appreciation of housing values in major metropolitan
suburbs has served to delay rather than evade the rise of personal bankruptcy

among upper- and middle income households.”

12



FIGURE 4

US Employment Rate and Total Bankruptcy Filings
(1980-2005)
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*2005 unemployment data is the average of monthly national nnemployment fignres through Augnst.
**Bankruptey data for 1980-2005, year ending June 30.

Sonrces: U.S. Bankruptey Courts (2005) at http:/ [ www.uscourts.gov/ Press_Releases/ 60312.x15;
bttp:/ L www.uscourts.gov/ bnkrpetystats/ 1960-0312-Month]une.pdf and U.S. Census Burean (2005) at
bttp:/ [ www.census.gov/ popest/ states/ tables/ NST-EST2004-01.x1s and

bttp:/ [ www.census.gov/ statab/ hist/ 02HS 000 3.x1s.

LIVING WITH DEBT:
A Life Stage Approach to Changing Attitudes and
Behaviors

The increasing importance of credit and debt in American society underlies the
persistent duality of their resonating influences: financial independence/bondage,
asset formation/financial loss, and economic optimism/pessimism. Indeed,
when consumers are well educated and understand the advantages of the skillful
use of credit, then the ying of economic prudence can overcome the yang of
financial exuberance. Clearly, as this study shows, careful examination of
personal attitudes toward spending and saving together with educational
programs that promote an efficacious approach to utilizing the increasingly
complex array of consumer credit/loan products can have a profound impact on
self-awareness and understanding of the socio-cultural forces that shape our

economic behavior. These historically-conditioned attitudes can not be neatly
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compartmentalized in our economic consciousness nor can their social impacts

necessarily have benign outcomes.

Today, the number one source of conflict within personal relationships is over
the prudent/irresponsible conduct of personal and household finances.” In fact,
it is becoming increasingly common for potential spouses to conduct credit
history investigations in order to better assess their partner’s compatibility in a
long-term relationship. As will be shown, the inherent incompatibility of “oil and
water” is analogous to an attitudinal “saver” coping with the behavior of an
intractable “spender.” Indeed, many participants in this study report that they
adapted to their spouse’s attitudes toward spending (conservative and liberal)
simply to minimize marital discord. Similarly, employers are more likely to
examine the personal-financial affairs of prospective employees as indicators of
the prudent/moral qualities that they value in the workplace. Furthermore, the
increases in consumer debt can provoke intense cognitive struggles over the
personal anguish resulting from the loss of personal control and perceived social
failure.” Not only is consumer debt strongly associated with emotional distress (a
sharp contrast to its often liberating personal empowerment) but its lingering
effects can engender other negative emotional and behavioral responses such as
overeating, chemical dependency, and despondence. For the first time, a national
survey at the end of 2004 found that concern over personal consumer debt
exceeded the anxiety over finding and retaining employment. In fact, 50 percent
of the 1,000 adult respondents reported that they worry about the total amount of
their debt “at least some of the time” and 42 percent replied that their debt causes
a “great deal” of stress.”” Only after peeling a large number of socio-
psychological-historical layers of American’s views toward borrowing and saving

can these conflicted attitudes be objectively examined.

In an attempt to better understand America’s rapidly changing attitudes and

behaviors on the topic, this study specifies a complex life stage approach.”” More
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specifically, it examines six distinct age and family structure cohorts based on the
assumption that their experiences illuminate current and future trends related to
consumption and saving/borrowing patterns: College Students (17-27 years old),
Young Singles (under 35 years old), Young Families (under 35 years old), Mature
Families (35-54 years old), Empty Nesters (45-64 years old), and Seniors (65 years
and older). This approach helps to distinguish the unique influences of particular
household dynamics from behaviors and experiences that vary across historical

periods or what is commonly referred to as “cohort effects.”

The central research question of the study is whether the six basic life stage
groups have different attitudinal and behavioral responses toward the use of
consumer credit and debt. The underlying assumption is that different
generational, family structure, and work/career factors influence the views and
use of consumer credit in American society. Hence, each life stage group is
specified as a methodologically and sociologically discrete category; two focus
groups comprised of randomly selected members of each of the six specified life
stage groups were conducted on consecutive days in three distinctly different
geographic regions. In order to enhance the representation of the socio-
demographic variation of U.S. society, the regions were selected based on the
following criteria: type and vibrancy of the local economy, cost of housing, and
mix of educational/skill demands. Ultimately, Rochester, New York, was selected
as a declining industrial city with moderate cost of living; Washington, D.C., as a
rapidly-growing new economy city with high skill demands/salaries and high cost
of living; and Orlando, Florida, was selected as a mixed Sun Belt city with a rising
but moderate standard of living. Hence, the research methodology—by
specifying  regional  differences—permits the explicit examination or
methodological “control” of crucially important factors such as cost of housing in
influencing changing attitudes and behaviors toward personal finance (budgeting),

intra-regional mobility, and investment decisions.
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Year
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004

TABLE 1

Median Household Income by Age:

Young Families
25-34
$41,986
$40,715
$39,880
$39,126
$41,066
$42,002
$42,585
$42,881
$43,586
$43,873
$42,546
$41,714
$41,218
$40,269
$41,796
$42,713
$43,019
$44,802
$46,374
$47,709
$48,717
$48,105
$47,615
$45,982
$45,485

1980-2004
(2004 dollars)

Mature Families
35-44
$51,301
$50,383
$49,417
$49,800
$51,532
$52,016
$53,913
$55,950
$56,085
$55,366
$54,040
$53,220
$52,583
$52,602
$52,533
$53,500
$53,246
$54,409
$56,074
$57,592
$58,971
$56,898
$56,219
$56,523
$56,785

Source: U.S. Census Burean — Historical Income Tables
Table H-10. Age of Head of Honsebold: All Races
bttp:[ [ www.census.gov/ bbes/ www/ income/ bistine/ b1 0ar.html
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Empty Nesters
45-54
$54,544
$53,678
$52,443
$54,610
$54,529
$55,628
$58,638
$59,162
$58,630
$61,085
$58,751
$59,174
$58,630
$59,483
$59,585
$59,153
$60,500
$60,882
$62,668
$64,497
$63,227
$61,940
$61,996
$61,861
$61,111

Seniors
55 - 64
$42,442
$41,763
$41,368
$40,983
$41,687
$42,792
$44,029
$43,825
$44,346
$45,339
$45,357
$45,044
$44,851
$43,092
$44,419
$46,868
$47,726
$48,537
$49,959
$50,627
$49,199
$48,942
$49,582
$50,538
$50,400



TABLE 2
Households Assets and Liabilities by Wealth Class in the U.S.:

1962-2001

(Thousands of 2001 US dollars)
Assets & Top Top Next Next Middle Bottom
Liabilities  1.0% 9.0% 10% 20% 20% 40% Average
Stocks!
1962 $2,617.4 $133.9 $14.9 $4.8 $1.2 $0.3 $41.6
1983 1699.5 109.7 13.1 5.0 1.7 0.4 30.1
1989 1,282.8 141.0 27.6 9.7 4.0 0.7 31.7
1998 2,743.7 316.7 86.4 29.9 10.0 1.8 78.0
2001 3,568.4 512.3 131.9 41.3 12.0 1.8 106.3
All other assets
1962 $2,847.4 $491.6 $233.6 $129.9 $70.3 $16.7 $142.0
1983 6,540.8 849.0 343.2 176.6 86.9 18.3 235.8
1989 9,090.9 933.3 368.9 201.5 96.8 21.0 279.3
1998 8,649.8 897.7 360.0 196.8 106.0 25.9 267.3
2001 9,449.5 1,221.1 438.4 234.6 113.5 26.6 328.3
Total debt
1962 $193.3 $37.8 $28.0 $29.0 $28.7 $16.1 $25.9
1983 444.5 74.0 53.5 36.4 28.3 13.6 34,9
1989 484.7 98.7 53.3 48.2 37.0 26.1 46.3
1998 307.1 114.0 71.7 51.5 49.7 26.5 51.7
2001 325.8 122.3 79.9 60.5 50.5 25.5 54.5
Net Worth
1962 $4,271.5 $587.7 $220.4 $105.7 $42.8 $0.9 $157.7
1983 7,795.8 884.7 302.8 145.2 60.3 5.1 231.0
1989 9,889.0 975.6 343.2 163.0 63.9 -4.4 264.6
1998 11,086.4 1,100.3 374.7 175.3 66.3 1.2 293.6
2001 12,692.1 1,611.0 490.3 215.3 75.0 2.9 380.1

"All direct and indirect stock holdings.

SOURCES: Unpublished analysis of Survey of Consumer Finance data by Edward B.Wolff (2004), cited in
Lanrence Mishel, Jared Bernstein, and Sylvia Allegretto, The State of Working America, Ithaca: Comell University
Press, 2005, page 28
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TABLE 3
Growth of Outstanding Consumer Debt in the U.S.

1980-2005
Revolving as a %
YEAR Total Revolving Non-Revolving of Non-Revolving
1980 351920.05 54970.05 296950 18.51%
1981 371301.44 60928 310373.44 19.63%
1982 389848.74  66348.3 323500.44 20.51%
1983 437068.86 79027.25 358041.61 22.07%
1984 517278.98 100385.63 416893.35 24.08%
1985 599711.23 124465.8 475245.43 26.19%
1986 654750.23 141068.15 513682.08 27.46%
1987 686318.77 160853.91 525464.86 30.61%
1988 731917.76 184593.12 547324.64 33.73%
1989 79461217  211229.83 583382.34 36.21%
1990 808230.57  238642.62 569587.95 41.90%
1991 798028.97  263768.55 534260.42 49.37%
1992 806118.69  278449.67 527669.02 52.77%
1993 865650.58  309908.02 555742.56 55.76%
1994 997126.89  365569.56 631557.33 57.88%
1995 1140994.6  443491.83 697502.72 63.58%
1996 1242862.6  499624.58 743237.97 67.22%
1997 1320091.3  536720.95 783370.31 68.51%
1998 1417306.8  577987.78 839319.04 68.86%
1999 1530387.5  606826.23 923561.25 65.71%
2000 1707386.3  678529.59 1028856.75 65.95%
2001 1838832.9  716597.69 1122235.25 63.85%
2002 19255439  736357.02 1189186.91 61.92%
2003 2015335.5  758277.91 1257057.6 60.32%
2004 2110064.3  793514.52 1316549.75 60.27%
2005* 2156527.6  804995.54 1351532.08 59.56%

Sounrce: Federal Reserve Statistical Release. G.19 - Consumer Credit Outstanding.
* 2005 data as reported for July.
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TABLE 4
U.S. Household Debt by Share of Disposable Income and
Type of Consumer Debt:

1949-2003
(Percent)

As share of disposable personal income As share of assets!

Al Home Equity Consumer Al

Debr Mortgage Loans Credit Debr Mortgage
1949 32.9% 19.6% n.a. 10.2% 6.1% 15.0%
1967 69.1 42.5 n.a. 18.8 12.0 30.8
1973 66.9 39.6 n.a. 19.7 12.6 26.3
1979 73.2 46.1 n.a. 19.5 13.7 27.5
1989 86.4 57.1 n.a. 19.8 14.8 31.4
1995 94.3 62.4 6.2% 20.7 15.8 40.2
2000 106.8 70.3 9.2 22.7 15.4 40.2
2003 114.5 85.0 10.9 24.0 18.3 44.1
Annual percentage point change
1949-73 2.8 1.6 n.a. 0.8 0.5 1.1
1949-79 2.4 1.5 n.a. 0.6 0.5 0.9
1989-2000 1.8 1.2 n.a. 0.3 0.1 0.8
2000-03 2.6 4.9 0.6 0.4 1.0 1.3

"All debt as a share of assets; mortgage debt as a share of real estate assets.

Source: Lanrence Mishel, Jared Bernstein, and Sylvia Allegretto, The State of Working America, 1thaca:
Cornell University Press, 2005, page 299.
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Chapter Il

CREDIT RULES, REALITY BITES:
COLLEGE STUDENTS LEARN THE POWER OF PLASTIC
AND THE PERIL OF DEBT

The analysis of American attitudes and behaviors toward consumer credit and debt
begins with the first adult life stage: College Students. In this chapter, a
representative mix of College Students from Metropolitan Rochester, New York are
examined that reflect the varied social and economic backgrounds of American
College Students; it includes private and public universities with the inclusion of a
few graduate students and junior College Students." Overall, 86 percent of the
students are undergraduates and 13 percent are graduate (M.A.) students. They
include 73 percent from four-year institutions and 26 percent from two-year
community colleges; 54 percent of the participants attend public schools. There are
slightly more female (55%) than male (45%) students, as mirrors the general college
population, with nearly one-third (31.8%) minorities (Latino, African-Americans).

The age range is from 19 to 27 years old.

The selection of colleges in the Rochester Metropolitan area was designed to
explicitly examine the influence of parental/family values on students’ attitudes
toward saving and spending. That is, whether students’ consumption/lifestyle
activities differ between those remaining strongly attached to their families (many are
commuters to local public and private universities) and those from outside the
Upstate New York area whose activities are not directly monitored by their parents.
Hence, the key research question to be addressed concerns the primary influences
that shape young adults’ behavior toward spending and saving. Are students with

strong personal ties to their families more likely to mirror their parents’ relatively
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more conservative attitudes toward consumer credit or reflect the more liberal

attitudes of peers as influenced by social relationships on college campuses?

The social and cultural forces that profoundly shape the consumer credit and debt
experiences of college and increasingly high school students is dramatically different
from their parents’ generation. This is due to four key factors. First, the inability of
families to adequately save for their children’s college expenses, combined with the
soaring costs of higher education, have led to a sharp increase in the dependence on
educational loans and other forms of borrowing.” Second, as shown in Chapter 5,
the traditional Puritan values (“4 Penny Saved is a Penny Earned”) that were passed on
to their parents (Mature Families) by their grandparents (Seniors) have not been
embraced by their teenage and young adult children (16-24 years old). This
resistance to conducting financial affairs within the strict economic confines of a
personal budget—based on current income—is a pattern that has become most
pronounced in the recent efforts of parents to enhance the lifestyle activities of their
children in particular and family in general. This is discussed in more detail in
Chapters 4 (Young Families) and 5 (Mature Families). Third, the intensifying
“competitive consumption” pressures on college campuses—fueled by easy access to
consumer credit—has substantially increased the social acceptance and even
desirability of increasing levels of personal debt.’ Finally, the lack of personal
finance education in high school and college has created a sense of complacency and
even resignation among those students unaware of the long-term financial

consequences of their reliance on credit.

The Democratization of Higher Education:

The Spiraling Costs of Borrowing to Pay for College

In the academic year 2004-05, more than six million students were enrolled in over
5,000 post-secondary education institutions and more than one-half of young adults

have attended college or vocational school. About two-thirds matriculate in public
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colleges and universities and about 15 percent in private institutions. The fastest
growing component of the U.S. post-secondary system is in the burgeoning junior
college system with its large proportion of non-traditional and foreign-born students.
The rest are enrolled in private vocational and technical institutes.* The multitude of
institutional revenues, public monies, and subsidized loans that flow into the U.S.
college system underscore its central mission: the democratization of higher
education for all Americans. This huge allocation of public resources is justified
based on the assumption that education is the great “equalizer” in American society
and that individual benefits will spur the social and economic prosperity of the entire
nation. Indeed, the GI Bill and Federal Student Loan programs are arguably the

most successful government loan programs of the post-World War II period.

The most striking trend in higher education is the widening affordability gap. Over
the last thirty years, the cost of a college degree has soared due to declining federal
and state financial contributions to colleges and universities as well as sharply rising
inflation beginning in the late 1970s. Overall, college affordability began to decline
in 1975-76 as average government grants and institutional aid peaked at about $3,000
per student or about 85 percent of total financial aid packages. By 1982-83,
government grants and institutional aid had dropped to only about $1500 per year
and remained at that level through the late 1990s. Today, government and
institutional grants average about 30 percent of financial aid packages with the rest in
the form of subsidized and unsubsidized student loans.” As shown in Figure 1, both
the cost and the amount of student loans required for an undergraduate degree have
soared. For instance, tuition and fees in current dollars for a private college has
jumped from $2,534 in 1976-77 to $20,082 in 2004-05 while the cost of public
university has spiraled from $617 in 1976-77 to $5,132 in 2004-05; the comparable
cost for junior college jumped from $283 in 1976-77 to $2,076 in 2004-05.°
Together with declining household savings, especially over the last 15 years, most
families have shifted to borrowing in order to finance their children’s college

expenses through a patchwork of government and private bank loans; in 1992-93,

26



about 40 percent of College Students received loans, which jumped to nearly two-
thirds at the end of the decade. For example, Nellie Mae reports that average total
undergraduate student debt has nearly tripled since its first survey in 1987, rising 236
percent between 1991 and 2002 to $18,900—an almost 50 percent increase since
1997. Overall, it reported average total debt for public school graduates at $17,900
and $21,200 for private school graduates in 2002.” Not surprisingly, student credit

card debt also has risen dramatically during this period.”

FIGURE 1

4 Year and 2 Year Public Schools Tuition and Fees
1983-2003 (2003 Dollars)
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FIGURE 2

Four Year Private Tuition and Fee Costs
1983-2003 (2003 Dollars)
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Source: Data from Annnal Survey of Colleges, The College Board, New York, NY (1987-88 to 2004-05), weighted by
Sull-time undergraduate enrollment; data for 1976-77 to 1986-87 are from Integrated Postsecondary Education Data
System (IPEDS), U.S. Department of Edncation, National Center for Education Statistics, weighted by full-time
equivalent undergraduate enrollment. See Trends in College Pricing and Trends in Aid, 2004.

Decline of Parental Influences Makes Way
for “New School” Financial Values:

The Cognitive Shift from Earned Privilege to Social
Entitlement of Consumer Credit

The most influential factors that shape students’ attitudes toward credit and debt are
family based. Parents/guardians are the single most formative influence with almost
90 percent of the study participants citing early educational experiences with their
parents, grandparents, or older siblings. The centrality of the family in passing on
traditional attitudes toward personal finance is crucial for three reasons. First,
enhanced lifestyle activities and rising material expectations contribute to the
intensification of peer “competitive consumption” pressures outside the purview of
parental control. Second, students’ access to revolving and installment credit is

occurring at a progressively younger age—even in high school before full-time
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employment.” Third, few students remembered any personal finance curriculum
during high school; less than 15 percent of the student participants reported any

formal instruction in secondary school."

For example, 21-year-old Peter is a senior at a public university whose college-
educated parents stressed the importance of managing money: “My parents started me
saving money when 1 was five and always said that saving was important for college. They just
started planning really early with me. They are definitely the biggest influence in my spending habits
because they wouldn’t let me spend money frivolously. ... I'm glad for it now.” Peter has three
credit cards with an aggregate balance of less than $200. Similarly, Holly is a 25—
year-old MBA student in a private university whose college-educated parents are
economically prosperous in comparison to Metropolitan Rochester household
incomes. Their strict emphasis on frugality and industriousness have been the most
important formative influences in her attitudes toward spending: “My parents saved
money since I was born for me to go to school... so I didn’t have to take out loans to go to school.
In my family loans are frowned upon...and so I've never taken out a loan for anything...I think
my parents [would] look at it as a failure if they take out a loan.” Holly has eight credit cards

but insists on paying her outstanding balance in full each month.

Early emphasis on saving and deferring immediate gratification is an important
attitudinal factor in distinguishing between good versus bad debt. Robert, a 24-year-
old MBA student from a single parent household in Upstate New York, describes
the importance of his parents encouraging him to save and manage his personal
resources:

My first experience was when 1 was little. We always got this weekly allowance
from my parents and they said ‘It’s yours, you can do whatever you want with it.’
And then [my siblings and parents] would go out to a store and I'd want [to buy
things|. Well, you can’t have it. [My parents would say] ‘Do you have the money
for it? No, okay, so you have to start saving for it.” 1t was like they were indirectly
teaching me how to save money for things that I wanted to get and conldn’t
necessarily have it now. 1 kind of had the same experience in college. . .
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Both parents do not always agree on the importance of frugality and debt, which
sends contradictory signals to their children.  For instance, William is a MBA
student whose family endured financial difficulties in his early childhood but is now
financially secure; his father is a plumber and his mother, a corporate risk assessment
administrator. William did not receive guidance in personal finance from his parents
as a child and is now “training himself” via challenging life experiences following the
loss of his job and marriage in his mid- 20s. Today, William has between $40,000 -
$45,000 in consumer debt obligations and $60,000 in student loans; he routinely uses
student loans to pay down his credit card debt. According to William, he

experienced cognitive confusion as a child due to the divergent attitudes and

For the most
part, | was
spoiled. If my
mom wasn't
giving it to me,
Daddy!!! If they
weren’t giving it
to me,
Grandmalll... |
grew up with the
delusion that
everyone’s
going to give me
everything, this
is awesome...

-Aleesha, 23

behaviors of his parents toward personal financial issues:

My dad always stressed paying for everything in cash. My mother had a
problem with spending money on credit cards and 1 knew that. My father,
on the other hand, as much as he would tell us to save our money, pay the
bills, pay everything in cash, he never really had any money [after paying
bills].  [So] here he is telling us to be financially responsible, and he would
spend all that extra money.

On the other hand, many parents with good intentions seek to
insulate their children from financial pressures at an early age
and, in the process, often fail to adequately prepare them for the
economic realities of adulthood. In the case of Aleesha, a 23-
year-old community college student who regrets her parents’
reluctance to teach her personal financial discipline, this
educational deficiency is having serious economic consequences

on her:

For the most part, I was spoiled. If my mom wasn't giving it to me,
Daddy!!! If they weren’t giving it to me, Grandmal!l! ~ So it was always
coming from somewhere else. I grew up with the delusion that everyone’s

going to give me everything, this is awesome. . .

Lastly, 22-year-old Jeff who is from Upstate New York and experienced financial
sacrifices throughout childhood: “A/7 my friends had money to buy baseball cards and new

bikes. I got hand-me-downs and didn’t have any money to waste.” Jetf learned his economic
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lessons without parental guidance and emphasizes the importance of individual
responsibility through personal experiences:

I learned [my] first value of a dollar when I turned 16 and I had to buy a car. But I
never got a real understanding of personal financial management until I gradunated high
school. .. coming from a large family of seven, it was OK you have to pay for [the car].
I [then] applied to 11 colleges and got [accepted] and had to start making some money

. 50 1 put myself through [college] and that’s how I got an understanding ... that
savings is going to come first over spending, cash and carry—you have to free up your
credit. So my views are all personally driven.

Although nearly all of the study’s participants responded positively to their early
personal finance learning experiences, as guided by their parents, it is striking that
their views are changing so rapidly today. The traditional or “Old School” emphasis
of saving, living on a budget, and self denial is being successfully challenged by a
“social entitlement” ethos or “New School” values where you can have it all—
without personal sacrifice—through the use of consumer credit and acceptance of
debt. The focus on instant gratification and the cognitive denial of long-term
consequences shifts the view of responsible spending from living within a budget to
more quickly acquiring the material accoutrements associated with professional
success. Indeed, mass marketing campaigns and young adult social pressures
promote such new school financial attitudes as spending over saving as a strategy for
escaping parental or self-imposed denial (loss of socio-financial freedom) whereas
debt-based behaviors are portrayed as assertions of adulthood/independence,
freedom, and market-based self worth/social status. As a popular credit card
advertisement marketed to College Students exclaims, “Free from parental control at last,
now all you need is money. Cha-ching.” Hence, students can demonstrate their personal
empowerment through consumption that does not differentiate between debt-

versus cash-based purchases.

The most notable feature in the cognitive development of students’ financial values
is the dramatic decline in parental influences as shaped by the growing power of
peer-based, competitive consumption pressures. The overwhelming majority (nearly

80 percent) of project participants report resisting “barental influences intended to modi
p project p p p g

31



[your] consumption bebavior” because their parents are “Much More Conservative” or “More
Conservative” in their views on personal spending.  This underlies a much more
expansive definition of “good” versus “bad” debt as well as the priority of time-
frames: long- versus short-term. As one female undergraduate student asserted:
“Living within_ your means is. .. not necessarily where you are now but what you expect to need [in
the future].” This helps to explain why, at the cognitive level, more than 90 percent of
the students responded that “Saving” was “Very Important” or “Tmportant” at “this stage
of your life” whereas at the behavioral level only one-tenth reported that they sought to
respond responsibly by “hav|ing] a monthly budget.” A similar pattern emerges in
regard to the self-reported importance of “Financial Planning.” In summary, College
Students recognize the importance of creating and following a financial “game plan”
but believe that their economic circumstances are already too constrained to make
modest lifestyle adjustments that will have little positive impact on their long-term

financial future.

The changing attitudes and receptivity toward consumer credit and debt are striking.
As LaShana, a 20-year-old African-American Business student from Brooklyn
explained:

I definitely believe that debt is good. 1 definitely agree [that] buying a house, a car,
paying for [college] education and... even general family things... the basics that 1
need and have to leverage [consumer credit] to get what I want. [But] I do agree that
over indnlging via the wrong [reasons| of envy can lead to [bad] debt... I personally
know that this bad debt has gotten me a lot of stuff that 1 want and from a
psychological standpoint, indulging has actually shaped, redefined, and bettered mryself
as an individual. So from a sociological standpoint, there is that [bad] debt. But then
it comes down to the point that even bad debt can be viewed as good. ..

Peter explained that the distinction should be based on long-term financial returns:

I would say that any debt conld be good or bad depending on your financial
circumstances. If you plan on getting a_job where you're not going to make a lot of
money, 1 don’t think that you should go to a school [and] pay $25,000 for tuition
[per year]. If you're going to be a teacher, you should go to a school that is
affordable. 1 have a friend that just bought a house [that] he conldn’t afford, it’s
only a $100,000 house... As long as you're living within your means, I don’t
think it is necessarily bad to have debt unless you've got credit cards and have debt
that you are still paying for after [the purchases| are gone.
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Other students defined good debt as based on realistic personal expectations even if

As | was
growing up, |
was taught [by
my parents]
that debt was
bad. As |l got
older, |
realized that
debt was
going to be
something
that would
always be with
you so... I'll
always be in

debt.
-Andrea, 21

it required long-term dependence on credit. Stephanie, a 21-year-old
Biology major from rural New York, described good debt as “schoo/
and a house and a car as long as its not a $§80,000 or $100,000 car, that wonld
be a little extreme to take out a loan for... I think it’s a case of planning ...
For example, they might have money to pay their rent and other [expenses] but
they haven't taken a vacation in 10 years. So that would be something they need
and they’ll be able to pay it off eventually assuming that it’s not a ridiculons
vacation.”  Andrea, a 21-year-old Latina Psychology major from
Brooklyn who attends a local public university, describes her
changing views:

As I was growing up, I was tanght [by my parents] that debt was bad. As I got
older, I realized that debt was going to be something that would always be with
you so... As long as I'm here in America, I'll abways be in debt. Because U.S.
society is... so materialistic. So when I have kids, even though I might not think
clothes and stuff are important, 1 know when they go to school, that they’re going
to want to look nice, so either way, debt will be fine. Debt is good!

For others, consumer credit is less of a want than a need. For
example, Clenita is a 25-year-old single mother who attends a local

community college. Clenita must work as a receptionist in her

campus activities center in order to pay tuition and other childcare-related expenses.

Despite receiving personal financial training during high school, which included

managing a personal budget, Clenita has approximately $10,000 in consumer debt —

accrued over six credit cards which she later consolidated; her parents did not discuss

with her the potential problems of credit card debt. Clenita’s attitude toward various

forms of personal debt (furniture, student, pawnshop, automobile, payday, rent-to-

own loans) is ambivalent, describing them as “neither good or bad...[but] depends on the

situation and the person.” This reflects her father’s view toward consumer credit as a

valuable, empowering resource for achieving a variety of personal goals: “When I was

a teenager, my father wanted to get a sports car — and he told me and my sister, if you want to get
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something, you can take out loans or use a credit card... if you want something bad enough you can

always get it.”

Is a Starving Student Still Hungry?

The Rise of Competitive Consumption

Like Young Families who view consumer credit as a reward for their hard work,

College Students similarly justify their elevated lifestyle demands as a reward for

unpaid “work” in school. Significantly, this generationally perceived social “right” or

entitlement to material goods is no longer tied to one’s current level of income or to

a realistic budget that includes a savings component. Moreover, it is reinforced by

college administrators and loan providers who assert that higher education is the

Nowadays
people are
graduating and
they want
everything
now..the
house...the car
and the picket
fence... and you
can pay for it
later because
the money is
available to us

now.
-Robert. 23

most important investment that students will make.
According to this perspective, students can and should
enjoy their college social life since they will obtain a great
job and salary after graduation. This attitude is articulated
by Holly: “T don’t keep a budget now becanse — compared to all my
Sriends — I'm a 100 times better off than them [in terms of consumer
debt] and it just got to my head. .. I kinda feel like I earned it. Once
I finish grad school — I'll go back to that lifestyle where. .. you have to
Pplan a budget.” In contrast, Robert remarks that the end of a
thrifty lifestyle is a cherished goal of students: ‘T think
everyone s trying to rush towards the American Dream. Nowadays
people are graduating and they want everything now. . .the house. . .the
car and the picket fence... and you can pay for it later because the

money is available to us now.”

Like other life stage groups, College Students are not immune from the pressures of

“competitive consumption,” even among the fiscally prudent. A key point of

departure for College Students is that most are still financially and emotionally

dependent upon their parents, who serve as a form of social control over
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inappropriate spending. For example, Stephanie is financially cautious but she

explained that her spending activities could offend her family with potentially serious

consequences:

Around Christmas time, everyone was going shopping [and] it was about the time
that I got my student loan refund... I was planning [on] $600 but it turned out that
it was only $§100. [Later in the week aj credit card came in the mail... and it had a
$1200 limt on it. I went shopping three days over the week and on the fourth day I
got [my credit card] declined. .. I did not even realize that I had spent §1200 on gifts.
I would never get another credit card... [Futhermore] my parents are always there to
help me out if something comes up that 1 need. [Even so,] I know that if I were to buy
all this stuff and tell my parents...they wonld cut me off. So if I did make a big
purchase, 1 wonld definitely try to hide it from them.

Josh, a 19-year-old sophomore whose father is a financial planner in suburban

Rochester, New York noted his generally frugal attitudes and rejection of a

consumer-oriented lifestyle. Even so, Josh often finds himself succumbing to peer

consumption pressures such as when his buddies want to hang out at a sports bar.

Last year, he made a shockingly impulsive purchase that he still regrets due to the

economic and emotional costs:

This past winter I got my scholarship check in the mail. One of my friends happened
to mention to one of his buddies that we were going to pick up my scholarship check.
They stopped me and said we’ve got to go and look at this snow mobile we saw on sale.

I said oh no — I got to get home. [And] about four
hours later, didn’t 1 have this brand new snowmobile
sitting in my driveway. 1 had to hear about that from
my parents for weeks.
Even financially disciplined Holly acknowledged the
influence of peer pressure on her spending behavior: “When
Student loan checks come in [the mail].. Rochester is alive that

weekend.  [Last year] I was working three jobs and conld go ont and
spend more...You'd [feel the need] to have to keep up with everyone.”

The pressure to consume is often attributed to the

newfound power of “plastic” and the strong sense of

empowerment derived from its use. Indeed, the lack of
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[ don’t want to
rely on money
that | don’t have.
People in my
family and
others that /
know have
horrible
experiences
with credit cards
and | shy away
from them...
-Jermaine, 25




preparation for this financial responsibility often results in high levels of debt due to
the “cognitive disconnect” between the understanding of one’s income and the
standard of living that it can support.'’  One important finding is that some students
accumulate high levels of credit card debt within weeks and even within days of
receiving their line of credit. Oftentimes, this “shopping spree” phenomenon
reflects the psychological need to satisfy cravings for independence, self-esteem, and
financial freedom as students cope with a plethora of personal, emotional, social,
academic, and economic issues in their lives. For example, Clenita notes that: “When
I first got my credit card, I spent $500 the first day and I bought stupid things.” Catherine, a
19-year-old community college student, explained: “When 1 first got my credit card, 1
waited two weeks. 1 pondered and then 1 just went out and spent $300 on shoes and clothes. I
kept putting it off and the interest accumulated and I ended up paying $900. 1 had to get a student
loan to pay it off.” And, as Robert noted, “I# provides you with an opportunity to get what you

want now. . .without really thinking of the consequences...”

Of course, not all students succumb to the temptations of “easy credit,” including
those from economically disadvantaged backgrounds. For some, the negative
experiences of family members provide a psychological deterrent for controlling
impulsive and irresponsible spending behavior. As Jermaine, an African-American
computer science major from Brooklyn explained,

I don’t want to rely on money that I don’t have. People in my family and others that 1
know have horrible experiences with credit cards and I shy away from them... when I
was 18 or 19, 1 kind of got forced out of my house by my mother and I had to start
living on my own, so right there I really had to start saving my money. I've done pretty
good 1 think. . .especially when 1 have family members who are homeless. .. I never
wanted it to be me, so I made sure I saved my money.
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Student Financial [Il]Literacy:

Balancing the Development of Job Skills
with Personal Finance Education

Numerous media accounts have described the undisciplined spending behavior of
young College Students that have resulted in excessively large consumer debts with
occasionally tragic consequences. But, even among seemingly unrepentant student
debtors, the demand for financial education is palpable —especially among those
whose learning curve has matured. This is especially significant since poor personal
credit histories can impact the ability to obtain future college loans, rent an
apartment, and even obtain a job. Consequently, for many College Students, their
ignorance of the consumer credit system and how it can negatively affect their lives

has contributed to increasingly persistent efforts to assume personal responsibility

th h fi 1al educati . As Aleesha declared: ,
rough financial education programs. As Aleesha declare If you weren’t

If you weren’t taught then you don’t know. They don’t sit you down when taught then you
they give you [a credit card] and say, ‘Listen dear, we’re giving you this don’t k

credit card, but you have to understand that if you can’t pay the bills you're ontkn O’W.

going to pay 20 times more than what you expected... After all, they They don’t sit
make a lot of money off [interest]... and that’s why they make it sound 5o | you down when
good. 1 had a credit card that was 21percent and 1 ended up losing a job th :
that I didn’t expect to lose... I ended up paying $80 for a $§20 pair of ey ,gl ve you [a
pants! credit card] and
say, ‘Listen dear,
we're giving you
this credit card,

. L _ but you have to
educational guidelines and contract disclosures. As Jeff, a understand that

Similarly, even assertive proponents of personal responsibility

and free-market business policies emphasize the need for

recent Business School graduate remarked: if you can’t pay

I think that there should be an educational requirement. .. the bills you're
you should have 100 percent full knowledge of the contract going to pay 20
that you are signing. 1If you had the proper education you

might not get into that situation. Maybe there should be a times more than

$500 limit for when you first start out. .. what you
expected..
-Aleesha, 23
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Finally, students’ general lack of personal finance knowledge underscores their naive
view of their personal credit reports which further reinforces their negative attitudes
toward the financial services industry. Many students assume that you start with a
positive credit report or that a negative credit report will benignly “wash away” by
the time that they graduate. Other students expressed outrage that late payments
while in school are used as indicators of their credit worthiness before obtaining a
job and that negative information remains on their personal credit reports for seven
years; few understood how their credit score is calculated and the various ways that it
is used. Indeed, a large number of students expressed shock that credit reports are
used to justify job rejections and higher cost loans. According to Aleesha:

You need education before you get a credit card... I just heard the other day from
someone that credit could affect you getting a job — and I'm 23! I'm going to be 30
by the time I have good credit. If I had known that it would affect me [in terms of]
getting a job or a house. . .1 would've never done some of the things that I've done.

In fact, Jetf retorted, “T have had three different employment opportunities where I've had to give
them the right to review my credit report. Y ou are going to need that 700-800 credit score for them

t0 say yes. 1t was the very first question.”

These issues are especially important since the banking experiences of most students
are based on de-personalized interactions such as online bank solicitations, payment
systems, and correspondence. According to Peter: “the banks don’t know who you are or
seem to care.” As a result, students are becoming increasingly cynical about the
financial services industry, which is perceived as encouraging individual responsibility
and yet often relying on confusing or misleading contract disclosures and financial
naiveté in their marketing campaigns. A particularly frustrating topic for Students is
the emphasis of the banking industry on building a healthy “financial DNA” early in
their adult careers while being aggressively marketed loan products that exceed their
ability to repay. Not surprisingly, then, the limited employment experiences of
students and their lack of understanding of the consumer financial services system

often produce a state of emotional paralysis.
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As LaShana explains:

I haven't really looked down the line. ..it’s really hard to make plans for years abead
exactly to achieve what yon want. So, the best I can do for now is to evaluate my
[economic] situation now, my job now. Until better days come along, then I will start

Pplanning [for my future].
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Chapter Il

FREE FROM PARENTAL CONTROL AND PROFESSORS, TOO:
Y OUNG SINGLES PURSUE THE UNLIMITED OPPORTUNITIES
OF THE NEW ECONOMY

The transition from student (high school, vocational, junior college,
college/university) to young adult entails the balancing of a new professional
career/job and active social life with the responsibilities of financial independence.
In this chapter, a representative mix of Young Singles (25 to 34 years old) from
Metropolitan Washington, D.C. are examined as they participate in a rapidly growing
regional economy and adapt to the financial challenges of a soaring real estate
market. Overall, the socio-demographic characteristics of the participants represent
a broad group of white-collar clerical and professional occupations with a wide
educational range. The median age is 28 years old with more men (59%) than
women (41%). Like the general profile of the D.C. Metropolitan suburbs, the group
is primarily White with almost one-fourth (22%) minorities and very highly educated;
nearly two-thirds (63%) have a college degree and nearly one-fourth (22%) have a
graduate degree. Not surprisingly, the median income is moderately high, nearly
$50,000, ranging from less than $20,000 to over $90,000. Significantly, all expressed
a strong desire to own their homes, both to control the cost of spiraling rents and as
a major asset-building investment. Even so, only about one-fourth (27%) are
homeowners—evenly split between condos and townhouses. This reflects the
problem of housing affordability in the region and the geographic mobility of this
highly educated pool of workers.

As an example of the “post-industrial city,”' the Metropolitan Washington, D.C. area

(Northern Virginia, District of Columbia, Maryland) was selected for its dynamic and
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rapidly growing metropolitan economy (mix of high-tech, public sector, consumer
services) in the Mid-Atlantic States region. By attracting highly educated white-collar
professionals and unskilled blue-collar laborers, it has become the engine for
enormous demographic and spatial growth of the Metropolitan Washington, D.C.
area—especially its proliferating suburbs and exurbs. In addition, these conditions
have attracted an unprecedented influx of blue- and white-collar immigrants, who
have contributed to the sizzling housing market—one of the fastest growing and
most expensive in the nation. The “effect” of escalating housing prices on individual
attitudes toward spending, saving, and investing offers an important methodological
“control” for comparisons with other project participants residing in the lower cost

metropolitan areas of Rochester and Orlando.

The social and cultural forces that profoundly shape the consumer credit and
consumption experiences of Young Singles differ sharply from their parents’
generation. This is due to four key factors. First, the traditional Puritan values
(“Saving for a Rainy Day”) that were passed on to their parents (Mature Families of
Chapter 5) by their grandparents (Seniors of Chapter 7) have not been embraced by
Young Singles. Second, this resistance to adhering to a strict personal budget based
solely on current income—the ‘“cognitive connect’”—is a pattern that was reinforced
in college with its debt-based lifestyle (featuring escalating student loan obligations)
that promotes immediate gratification as reported in Chapter 2. Third, relatively
high starting and early-career salaries among young adults who have not experienced
major macro-economic fluctuations (high inflation, employment loss, falling
property values) have created a heightened sense of optimism about their economic
resources, which is reflected in their high debt obligations. Lastly, soaring real estate
prices have shifted their focus from long-term investment planning to allocate much
motre of their income to the purchase and maintenance of a home, condo or

townhouse.
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Not Broke But in Debt:

Rising Expectations and Negative Cash Flow

The most significant financial decision affecting future wages of young adults is the
decision to attend college and to acquire the job skills for pursuing a professional
career. As shown in Table 1, the economic returns to high school educated, blue-
collar workers have shrunk significantly—especially among unionized, male
workers.” This decline has been most pronounced in the 1980s and early 1990s. For
example, the average hourly entry wage of high school educated men in 1979 was
75.9 percent of college educated men (who averaged $16.75 per hour); the
proportion for entry-level women with a high school degree was 70.9 percent of the
$13.25 per hour earned by college educated women. By 1995, the wage rate for high
school educated men had fallen to 59.8 percent of $15.98 per hour for college
educated men, and dipped to 56.3 percent of $18.64 in 2003; women fell at a similar
rate from 55.4 percent of $14.68 in 1995 to 55.2 percent of $16.20 in 2003 (all
reported in 2003 dollars).*

Over the last 25 years, the financial returns to higher education have benefited white-
collar and professional workers. For example, the annual salary of all males between
25 and 34 was $34,051 in 1992, rising to $45,756 for those with at least a bachelor’s
degree; young women’s salaries were lower at $27,834 and women with at least a
bachelor’s degree averaged $36,177. In 2001, all young males averaged $35,778 with
college-educated workers averaging $48,782; in 2002, the average fell slightly for all
males ($35,487) and rose slightly for the college educated ($48,955). Among women,
the income trend is moderately more favorable as all young women earned $30,093
in 2002 while college educated workers earned $40,021.° Today, a recent college
graduate in a major metropolitan area can expect a starting salary of almost $39,000.°
As explained in Chapter 2, however, the cost of attending college has nearly doubled
since 1990, with most of this increase financed with student loans.” And, rising costs

are not the only burden borne by recent graduates. According to Nellie Mae, when it
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asked its borrowers in 2002, “To what extent do you feel burdened by your student loan
payments?” 55.5 percent reported that they were “Burdened” compared to 17.4 percent
that reported that they were “Noz Burdened.” Similarly, when asked, “If you conld begin
again, taking into account your current experience, would you borrow:” the response was 54.4

percent “Less” versus 44.7 percent “About the Same.””

Over the last decade, young adults have endured more frequent job interruptions
such as the recession of 2001 while the rise of part-time and contingent work has
reduced income and subsequently increased dependency on consumer credit.”
Furthermore, sizzling real estate markets have made Young Singles more vulnerable
to rising rents. Harvard University’s Joint Center for Housing Studies reported that
3.2 million households earning between $17,500 and $50,000—which includes the
median earnings of Young Singles—spent over half of their income on housing
expenditures (rent, mortgage) in 2001." This is confirmed by the U.S. Department
of Labor’s Consumer Expenditure Survey data, which reports that young adults
spent over 10 percent more of their incomes (in inflation adjusted dollars) on rent
and on transportation between 1992 and 2002."" In addition, large purchases, such
as automobiles and entertainment systems, are increasingly financed by young adults
almost entirely on credit. The result is spiraling consumer debt obligations. For
example, according to a recent analysis of the 1992, 1995, 1998 and 2001 Survey of
Consumer Finance surveys, credit card debt among young adults (25-34 years old)
with an annual income between $25,000 and $49,999 jumped from $2,510 in 1992 to
$4,152 in 2001."” See Figure 1. Due to measurement flaws and data collection

biases, these debt levels are probably understated by 25 to 40 percent.”
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Figure 1

Average Credit Card Debt Among Middle-Income ($25.000-49,999)
(1992-2001)
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Sounrce: Demos caleulations based on data from 1992, 1995, 1998, and 2001 Survey of Consumer Finances (SCF),
cited in Tamara Drant and Javier Silva, Generation Broke, The Growth of Debt Among Young Americans, New
York: Demos, 2004, page 4.

Not surprisingly, the Survey of Consumer Finance data indicates that the average
debt service-to-income ratio for young adults has jumped from 19 percent in 1992 to
24 percent in 2001; this trend is understated due to rising rents, car leases, and other
consumer borrowing (“payday” loans, rent-to-own) that are not recorded as formal
“debt.”"* As a result, the proportion of young adults in debt hardship—defined as
debt payment to income of over 40 percent—jumped from 7.9 percent in 1992 to
13.3 percent in 2001. As shown in Table 2, only the highest income category
(850,000 - $74,999) registered a decline, from 7.8 percent in 1992 to 5.2 percent in
2001. The middle income category—between $25,000 to $49,999—doubled from
6.7 percent in 1992 to 13.4 percent in 2001."° It is in this context that consumer
bankruptcy trends have experienced a dramatic increase among young filers—with
young adults having become the second largest filing group after 35 to 44 year olds."’
This is significant since they have had the least amount of time to accumulate

consumer debt since graduating from college.
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To Save or Not To Save:

The Waning Influences of the Generation of Scarcity

Young Singles are coping with the economic reality of a credit-dependent lifestyle
while struggling with the cognitive conflict over the traditional values that shaped
their parents’ and grandparents’ attitudes toward saving and debt. Indeed, the
influence of these generational influences of thrift and saving on their cognitive
views toward spending is striking. For example, over 90 percent of the Young
Singles participants report that saving is either “V'ery Important” or “Important” at this
stage of their lives. The past experiences of scarcity resonate through many personal
anecdotes. For instance, Justin, a 29-year-old architect who is originally from
Lancaster, PA recounted:

[My grandfather] was one of seven and they had no money whatsoever so the men
would scarf down food because that was [all they had]. W hatever was in front of
them. .. whoever got [to the food), got it first. 1 honestly have never seen a meal last
more than fiwe to 10 minutes. So, there are the memories that they have [of
scarcity]. I think their general attitude towards money is that it doesn’t grow on
trees... My grandfather would empty his pockets at the end of the day and [with
the change] buy a savings bond at the end of every month with it. ..

For Glenn, a 31-year-old analyst with an international organization in Washington,
D.C. and originally from Fairfield, CT, his childhood attitudes toward saving were
strongly shaped by his mother: “She’s always the type of person who has a rainy day stash.
She puts money in this location where she says if she needs it for an emergency [when] she doesn’t
have any cash on her [then] she goes into her little cup or where ever she keeps it... it’s her rainy day

money.”’

For some Young Singles, the generational ethos of frugality is a good attribute that,
when taken to an extreme, can become an irrational “end” rather than the “means to
an end.” As Tanya, a 29-year-old African-American public employee of Prince

Georges’ County, MD, relates about her father, a D.C. building contractor:
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One thing I've noticed in my family is that sometimes saving for that rainy day is
almost a detriment [becanse] you put things off. My dad is very much like this.
He’s a very good saver and I admire him for that but sometimes he doesn’t do things
that he should do for himself. [Such as] buying a new car, he just keeps repairing
the old one to the point where it’s beyond repair or putting off house repairs... he
has the money but he doesn’t want to spend it becanse [life] could get worse, there
could be worse times coming.

[Historically],
you had liquid
assets [for]
those rainy days.
Now I think in
society you have
your credit
limit... so if they
have an
emergency they
can just swipe it.

-Brian, 26

The generational experience with material scarcity has profoundly
influenced older cohorts’ views toward money, especially the time
horizon and “earned” rewards for planning. This perspective is

explained by Helen, a 34-year-old insurance agent from Arlington,

VA:

Both of my grandfathers were veterans of World War 1I and one set of
grandparents was very much affected by the [Great] Depression. .. especially my
grandmother, she’s a wonderful woman and she’s incredibly generous, kind and
giving but she has a tendency to focus so much on money. With regards to
purchases, to providing financial opportunities for her grandchildren, whatever.
She doesn’t keep tabs on where her money goes in terms of providing money for
her grandchildren per se but everything is qualified with regards to money. I've
often times asked her about it and it can be a very sensitive topic.

Of course, not all members of this generation are culturally averse to spending

money on themselves.

related:

The waning

As 27-year-old Jennifer, a criminologist in Chantilly, VA

My grandparents didn’t have a lot of money when they were growing up. My
grandfather was in the military and my grandmother didn’t work since she was
raising four kids on her own. So they had to watch their money a lot. He was in
the military for 27 years so he bas a retirement plan [and] his second job has a
pretty big pension... Now they have all these benefits and they do have a lot of
money. So they spend a lot more and they take every opportunity to take trips and
do things because they feel like it’s their time now to spend money.

influence of these generational attitudes is reflected in the conflicting

views toward saving and spending. For example, 26-year-old Eryn, a first-generation

college graduate from Virginia Beach, discussed her views of the contemporary

influences of traditional values toward thrift and frugality: “T zhink today it means that
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because everything in this country is so consumption minded that anything that you save is almost the
same as earning or working for it because so many people just spend, spend, spend as soon as they

get any money.” Similarly, 26-year-old Brian, a biologist in Manassas, VA explained:

[Historically], you had liquid assets [for] those rainy days. Now I think in society

you have your credit limit. 1 think people just leave a buffer on their credit limit
available, so if they have an emergency they can just swipe it. They don’t worry
about saving for a rainy day. 1t is just the |available] credit that they need for a
rainy day.

These remarks highlight the changing socio-historical forces that shape and
transform the role of consumer credit and debt in American society. As Glenn
explained: “My grandparents’ attitudes toward savings were largely shaped by the Great
Depression, and their attitudes are different from my parents, and [my parents’ attitudes| are
definitely different from miine.”

Out of College and Into Debt:

The Erosion of Puritan Values and the Rise
of the Cognitive Disconnect?

The cognitive attitudes of young adults are fundamentally shaped by past familial
influences as well as formal school experiences and the realities of life in the ‘new’
economy with its ubiquitous mass marketing campaigns. Although more than 90
percent of the participants responded that “Az zhis stage of [my] life... saving money is”
either “Very Important” or “Important,” this attitudinal priority is not mirrored in their
behavioral responses; only 52 percent reported devising a monthly budget and fewer
reported adhering to it. Furthermore, among those with budgets, about 40 percent
do not specify any savings such as for investments. This lack of budgetary discipline
is facilitated by the role of consumer credit in their daily lives. Nearly 70 percent
described consumer credit as either “Tmportant” or ‘“Somewhat Important” in their
monthly consumption decisions. For instance, Peter, a 32-year-old book editor from

Louisville, KY, has no student loans and minimal consumer debt: “T way buy on credit
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towards the end of the month if cash is tight...I have purchased many things I could not pay for
with cash... and bhave taken cash advances from credit cards to pay bills [on occasion].” Elaine, a
33-year-old researcher confides: “I'd rather not use it but it really makes things accessible.

With 0 percent APR and time to pay it off, it has become nnch easier [to borrow].”

Unlike older life stage groups, their lack of concern over minor financial
expenditures—implicitly rejecting “A  Penny Saved is a Penny Earmed’—clearly
distinguishes their spending behavior and underlies their inability to save effectively.

As noted by 31 Glenn:

No, I'm not big on [spending] rules. 1ts a very puritanical philosophy that still
exists in our society. Do you need to be miserly to be a prudent manager of your
money? That may be true if you look at a few pennies per day of interest earned or
not earned, accumnlated over a time, sure. But if you're looking at a budget or how
you spend your money, I'm not going to look at expenses under §5 in my daily
expenses. The places I'm going to look to cut [are much larger] expenses, you know.
It doesn’t matke sense to me [otherwise].

As a result, smaller daily “wants” that have become intertwined with lifestyle “needs”
are rarely recorded/tracked on a monthly basis and the cumulative costs of these

“routine” indulgences are seldom acknowledged. This is illustrated by Jason, a 29-

year-old college-educated technology specialist: “You buy a Starbucks here

No, I’'m not
big on
[spending]
rules.

-Glenn, 31

and there. .. next thing you know you're spending §8 a day on Starbucks that adds
up.”  Joseph, a 33-year-old graduate student, notes the impact of
consumer credit in his rational calculus as it undermines the cognitive

connect: “When spending cash, there is a moment of reflection [that occurs for me]

where yon are considering where that money came from, the effort that went into
obtaining that money. So you think, do 1 really need that §4 latte? Whereas with credit, you
think, I'll worry about it at the end of the month.” Hence, these purchases are viewed as
“off-radar” spending entitlements—the “Latte factor’-so long as they do not exceed

self-imposed limits that are as high as $20.

The generational changes in attitudes towards spending and saving may appear

nuanced but have profound ramifications. For instance Rosalyn, a 25-year-old
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college-educated communications specialist from San Diego, CA, who has been

living in Northern Virginia for several years, explains:

I a bargain shopper [in order] to save money, but being a bargain shopper can be
a bad thing too. I think the difference between a spender and a saver is if you see
something on sale and its half off... a saver is someone who is excited because they
got half off... a spender is someone who says, now I can get two.
It is not a sutprise, then, that 71 percent of the participants report that ‘parents/ family
[still] attempt to influence [my] consumption bebavior” as their generationally-defined
“needs,” “wants,” “desires” become more distinct from their parents’ and
grandparents’. Furthermore, as a more risk tolerant generation, Young Singles are
more likely to recognize the powerful economic leverage of credit and recast their
behavioral views toward “good” versus “bad” debt in a more rational, cost-benefit
analysis. As Jason, a transplant from Crystal Lake, IL. explained:

Debt is debt. 1 don’t see how a house is a good debt versus [bad debt|. 1.ook at it
mathematically. You can have debt and investments at the same time. If you're
reasonably confident that over 10 years your investments are going to out gain
whatever debt you have at whatever the interest rates are, then that debt is fine.

The Financial Pressures of Starting From Scratch:

Young Singles Balance the Reality of Cash Flow with
Rising Home Prices

One of the most powerful forces shaping attitudes towards savings and debt among
Young Singles is the booming regional housing market; only 27 percent of the
participants are home owners. Significantly, both groups—owners and renters—
share the popular view that purchasing a home simultaneously fulfills the need for
shelter while serving as an attractive investment vehicle. Furthermore, the rapid
appreciation of the D.C. Metropolitan housing market over the last decade has
engendered a psychological receptivity to high levels of consumer debt (student

loans, credit cards, auto loans). Not unexpectedly, the median down payment of five
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percent reported by the study’s homeowners reflects the dual reality of booming

regional housing costs and their lack of saving discipline and success.

The reality of accumulating high financial liabilities together with the building of a
personal investment portfolio underlies the emergent view of consumer debt as a
dual economic relationship. That is, generational empowerment (accumulating
wealth such as homeownership) and impoverishment (high debt service for past
lifestyle needs) fundamentally shape this group's behavior toward rising levels of
debt. Among older age cohorts, such as Empty Nesters and Seniors, strategic
investment decisions are typically delayed until household indebtedness is “retired,”
or at least until “bad” debt is retired. Today’s Young Singles, in contrast, are eager to
jump into the home ownership market despite rising property values and an average
of more than $14,000 in total consumer debt. As a result, new loan products such as

interest-only loans appeal to this group by contributing to their social status and

wealth accumulation goals.

The current generation of Young Singles expects bountiful career

The equityin
my house
provides a
little comfort
blanket; and
you definitely
take that into
consideration
in your
consumption
habits.
-Jason, 29

opportunities in the technologically driven “new” economy while
acknowledging that economic forces outside of their control may
disrupt the achievement of personal objectives. Although some
experienced major financial setbacks during the stock market
decline of 2000, most view home ownership as a financial security
blanket that can insulate them from capricious economic trends.
This increases the psychological importance of home ownership as
a stabilizing factor in an increasingly uncertain world. For instance,
Jason commented that, “Zhe equity in my house provides a little comfort
blanket; and you definitely take that into consideration in your consumption

habits.” This “wealth effect” is especially important to Jason, an

airline employee, since he faces regular job uncertainty while repaying $26,000 in

consumer debt. For 29-year-old Jeremy, the erosion of corporate loyalty underlies
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his increasing economic insecurity, ‘% no longer 40 years and the gold watch... there’s no

sense of loyalty between you and the company you work for [anymore].”

Most Young Singles commented enthusiastically about the soaring Metropolitan
Washington D.C. area housing market. This newfound financial anchor, however,
entails greater spending and less liquid saving for unexpected financial demands (e.g.
job loss, medical expenses). Also, many participants confided that they were less
motivated to begin long-term financial planning due to the housing-driven wealth
effect. As a result, very few are financially prepared for the possibility of short-term
housing flattening or depreciation and the subsequent budgetary response of
increasing personal savings that would be required. Rosalyn, a 25-year- old native of
San Diego, CA, who has resided in the Washington Metropolitan area for the last
tew years commented: ‘T just bought my condo before it was too late to enjoy [housing
appreciation]. I'm assuming that it is going to go up. Don't even scare me. It’s already gone up
and so I'm happy about that.” When probed about the possibility of housing
depreciation, 33-year-old Elaine optimistically replied, “waybe the real fact is that if this

economy continues to get better and better, then we may never have the bubble burst.”

Although home ownership is the primary preoccupation of this group, the vast
majority are renters, and their anxiety is exacerbated by sharply rising housing prices
that constrain their opportunities for home ownership. For example, Helen, who
rents a three bedroom apartment in Arlington, VA for more than $1,500 per month,
commented: T guess I could’ve afforded a house in Alexandria — but it would’ve only been a two
bedroom. ..and 1 have a G-year-old and a 7-year-old, and there is no way [that would’ve been
possible].” Helen’s situation is worrisome since her annual, pre-tax income is less than
$50,000, which indicates that housing expenses exceed 40 percent of her income.
With approximately $15,000 in consumer debt, higher rental costs may preclude
Helen’s ability to enter the real estate market and thus the possibility of accumulating

home equity in the future.
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Smart but Needy:

Generational Optimism and the Challenges
of Financial Planning

A defining feature of Young Singles is their optimism about the future—they expect

career success and upward social mobility.

Although they typically have not

experienced long-term job loss, their perception of diminished company loyalty has

produced a short-term orientation towards early career advancement. For example,

the primary strategy of many Young Singles is to enhance their compensation

through job and/or geographic mobility. This contributes to their psychological

detachment in selecting a home as an investment. As Matt notes:

Clearly people aren’t looking 30 years out... that’s why the one year,

fve year, seven year ARMs are becoming so popular. 1 did the same
thing. 1 said, I'm going to do a five year ARN and get a killer rate.
I know I'm going to be gone by the time the ARM starts to flex
again. So why not? 1 don’t think anybody is thinking I'm going to
pay this mortgage off in 30 years. At least in this particular vicinity.

In contrast, several participants expressed their reluctance to buy a home
due to uncertainty regarding their career plans. As Jason laments: ‘7
looked at a condo that was [selling] for $70,000 before the housing boom about seven
years ago and I decided not to buy it because I never thought that 1 would be here.
And bere I am. That sense of career instability definitely makes it more difficult to
make long-term plans.” Others question the imperative of home ownership.

As Glenn commented:

[1t is] weird to be a young person living in Washington, [D.C.] with
this sort of housing bonanza, a psycho-frenzy thing going on. It'’s just
so very tiring.  Sometimes 1 feel like for me, yeah, having a house
would be great but it’s almost become something that 1 feel like we’re
being programmed to do, that it is [an unquestioned] part of the
American Dream.
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Significantly, Young Singles pride themselves as financially savvy, often attributable
to their educational achievement and generational arrogance via their technological
sophistication in the new economy. As a result, they tend to be financial risk-takers
with little professional guidance. This tendency raises important questions about
their ability to effectively manage their assets. As Glenn explains: “I'here is a feeling
that you can secure your future better than these companies [can]. Just look at all those people [who
lost everything] with Enron.” This willingness to pursue financially aggressive and even

risky investment strategies is echoed by Terak:

I studied finance. .. I learned about stock investments when I was 18 or 19. I took
money that 1 saved since 1 was a kid and invested in stocks. 1t was §10,000. 1
made it into $80,000 in 2 years in stocks. But I had §150,000 invested because of
margin and 1 lost all of it. Now I'm looking at the real estate market. I'm like,
bub. 1 learned my lesson in the stock market. Should I sell my real estate that has
gone up in valne by 80 percent?

The generational bravado of Young Singles tends to manifest in status anxiety as
expressed through competitive consumption pressures. These include personal
wardrobes, new automobiles, furniture, and other household accoutrements. As 26-

year-old David, a real estate management professional, exclaimed:

I want to seem like the smartest person, the one that’s going to give them the best
deal, the most intelligent person so I'll go out and spend more money on a suit so it
makes me look better when 1 come face to face with a client because it’s the President
of HP and she’s sitting across the table. She’s got on the best suit so, being so much
younger, 1 kind of have to raise myself up... I certainly want to look better and
project a better perception of myself.

The emphasis of Young Singles on projecting an image of being “hip” and
“successtul” through lifestyle accessories is illustrated by Alesha, a 27-year-old MBA
and HUD employee. According to Alesha, demonstrating success through lifestyle-
based consumer purchases is paramount, “../ke with an iPod. 1t’s all about the image
and if you can project it, regardless of if you can afford it, or if you are getting the best MP3 player.”
Alesha’s annual salary is about $60,000 but she has $42,000 in debt mostly due to

college expenses, plus an additional $8,000 in consumer debt. She continues: “Where
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You're taught
constantly to
have
everything
and if you
don’t have
everything
you don't fit
in, if you don’t
fitin then
you're
nobody.
-Jennifer, 27

are onr values? It’s all about projecting that you can maintain a certain lifestyle

even if you can’t afford it.”

Similarly, Eryn, who has approximately $7,000 in credit card debt,
notes: ‘I bought a brand new car when my [old] car was perfectly fine and 1
still owed money on the previous car... my older car was worth less than the
trade [but] it was a prettier car. To me my auntomobile is everything. It
projects the image of what 1 want people to think about me.”  Jennifer, a
27-year-old airline employee, summarizes the undetlying dynamics
of competitive consumption that leads to escalating consumer debt

levels: “You're tanght constantly to have everything and if you don’t have

everything you don’t fit in, if you don’t fit in then you’re nobody. So all this

insecurity grows and everybody feels that they have to have something, so as soon as they get a check

they go ont and keep up with the Jones.”

Balancing the Optimism of Youth with the Responsibility of

Financial Independence:

A Beacon of Light at the End of the Financial Tunnel?

Despite this group’s intellectual savvy, many are uncertain as to where to turn for

financial guidance. The small number of Young Singles with financial advisors tends

to defer to their professional expertise. However, most are not seeking professional

advice and continue to rely on family members, followed by friends, for information

regarding personal financial issues. As Bryn lamented: “T zhink that they’re the only

people I can trust, my parents. And they don’t know too much about it so it’s like, where do I go?”

Overall, less than one-tenth of the participants rely on a professional financial

advisor.

Significantly, a much greater number of participants read financial

publications and Internet sources than meet with trained experts for financial advice.
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“Who do I go to at this stage in my life to learn how to figure how [financial] risk and interest
work? I don’t know where to go from here? How do I know that they are not going to screw me over
or try to make money off me?” asks Jennifer, a 27-year-old North Carolina native, who
does not have any student loan or other consumer debt. Another participant
responded: “Where do yon go to trust someone that is going to tell you really what you should do.
I can talk to my dad, but he’s going to tell me what his [plan] is. Who do I go to at this stage of ny
life to learn?” Jamal, a 35-year-old African-American event manager from Pittsburg
complains, ‘T look at financial education as one of the most important types of education that
anyone can have in America; and 1 find it appalling that they don’t teach it in high school. No one
teaches you the repercussions of credit card debt — no one taught wus this when we were in high

school.” Although Jamal does not have any consumer debt, he still owes about $7,000

in student loans.

Finally, in terms of establishing a family in the near future, almost one-half of Young

Singles indicate that their current debts will influence
when they will be able to marry; about 40 percent expect
that their debts will probably delay their plans to start a
family. In fact, the participants reported that they expect
to begin their families with substantial debt burdens.
This suggests that psychologically they have accepted the
integral role of consumer credit and debt in establishing
their households—even with two incomes. As David
explains: “T think_you go through three different phases. Yon go to
debt, typically where people start. Then you figure out at some point
how to get that turned around into a savings. Then yon get
comfortable in a savings mode where then yon can move into the
Not

third stage, which is more of an investment mode.”

surprisingly, few respondents have begun to develop

Who do | go to at
this stage in my
life to learn how
to figure how
[financial] risk
and interest
work? | don’t
know where to
go from here?
How do | know
that they are not
going to screw
me overor try to
make money off
me?

-Jennifer, 27

retirement investment goals, despite the fact that 90 percent describe financial

planning as either “Important” or “V'ery Important.” This point is further demonstrated
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