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ABSTRACT

This study aims to examine the effects of student loan debt on the decisions of U.S. married households to invest in
stocks located in non-retirement accounts. Using longitudinal datasets from the 2011 to 2017 U.S. Panel Study of
Income Dynamics and a fixed effects logit model, the results show mixed findings. The presence of student debt
decreases the probability that married households will own stocks, but the amount of student debt does not show
a statistically significant effect. The findings suggest that the incidence of student debt raises the perception of
liquidity constraints and debt burden among married households.
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1. Introduction

Why should households invest in the stock market? According to Campbell (2006), utility maximizing
households are expected to invest in the stock market when positive equity premium is prevalent. However, almost
50% of American households do not own stocks (Bricker et al., 2017), although research shows the prevalence of
positive equity premium in the stock market (Haliassos, 2003). Several scholars have examined this stock holding
puzzle and identified many contributing factors such as illiquid projects, financial sophistication, participation costs,
trust and 1Q, housing effects, life-cycle effects, awareness, and social interaction (Calvet et al., 2009; Cocco, 2005;
Cooper & Zhu, 2016; Faig & Shum, 2002; Georgarakos & Pasini, 2011; Grinblatt et al., 2011; Guiso et al., 2008; Guiso
& Jappelli, 2005; Haliassos & Michaelides, 2003; Hong et al., 2004; Vohra & Kaur, 2016). A recent study focusing on
U.S. households in general finds the incidence and amount of student debt as contributing factors (Korankye &
Guillemette, 2021). Given the magnitude of student debt in the United States (Federal Reserve Bank of New York,
2021), more research is needed to examine the role of student debt in influencing stock market participation among
different segments of the populace.

The current study examines the effect of student debt on stock ownership decisions of U.S. married households.
The study performs the analysis for married households because the utility of the married household is
interdependent. Research also indicates that the decision of married households may be influenced by bargaining
effects among the household members (Kim et al, 2017). Married households also could benefit from
specializations in financial management functions (Pearson et al,, 2021).

2. Theoretical Considerations and Hypothesis

Households have to make decisions regarding the level of tangible and intangible assets to hold over time. The
tangible assets could be classified into real and financial assets such as stocks, bonds, mutual funds, exchange traded
funds, real estate, collectibles, and business ownerships. A household’s intangible assets are generally its human
capital. Human capital is non-tradeable unlike stocks and other investments (Campbell, 2006), but it is an
indispensable asset that helps households maximize wealth over time. Guiso and Sodini (2012) describe human
capital as “the stock of individual attributes - such as skills, personality, education and health - embodied in the
ability to earn labor income” (p.11). The human capital theory indicates that households that anticipate receiving
positive net benefits from education would want to invest in postsecondary education to maximize utility (Becker,
1993).

The household makes a decision to finance college education in many ways, including family resources or
savings, scholarships, and student loans. The life-cycle theory of consumption and savings points out that
households make their spending and saving decisions to maximize utility over time. Thus, financing college
education through student-loan debt is a useful mechanism for financially constrained households.

While funding college education through education debt is acceptable within the framework of economic theory,
research shows that the student-loan debt serves as a constraint to the utility maximization of the household
(Korankye & Kalenkoski, 2021a). This constraint could influence the ability of the household to make important
economic decisions such as the decision to hold stock investments in their asset portfolio. To maintain their
standard of living, Merton (1973) suggests that households that seek to maximize lifetime utility have to consider
the risks to their wealth and the returns that their wealth could generate. This is important particularly as the return
of human capital is known to diminish over time (Guiso & Sodini, 2012; Boscaljon, 2004). As such, households are
expected to make financial decisions that transcend from the short- to medium-term timeframe to across the life
cycle. However, studies show that the financial strain associated with student debt could jeopardize the ability of
households to make important economic decisions over the life cycle (Kim & Chatterjee, 2019; Korankye &
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Kalenkoski, 20214, b).
Motivated by the theoretical underpinning and prior studies, the current study hypothesizes that:
H1: Married households with student-loan debt have a lower probability of owning stocks compared to their
counterparts without student-loan debt.
H2: Student-loan debt amount is related negatively to the probability of owning stocks among married
households.

3. Data and Model

The study uses data from the U.S. Panel Study of Income Dynamics (PSID). This is a longitudinal survey dataset
that collects individual- and family-level data from American households (Arbor, 2019). The specific datasets for
this study belong to the 2011, 2013, 2015, and 2017 waves.

This paper uses stock ownership as the dependent variable to measure a household’s decision to invest in stocks.
The PSID asks respondents “Do you (or anyone in your family living here) have any shares of stock in publicly-held
corporations, stock mutual funds, or investment trusts, not including stocks in employer-based pensions or IRAs?”
Stock ownership is measured as a dichotomous variable that equals 1 if a household owns stocks and 0 otherwise.

The main explanatory variables are student debt dummy and the amount of student debt. The student debt
dummy variable equals 1 if a student debt is owed, 0 otherwise. The student debt amount variable is measured
continuously, and is scaled to US$10,000s.

The study controls for other factors that could influence the stock ownership decisions of the household. These
control variables include age, educational attainment, number of children, retirement status, and employment
status of the household head. The other control variables include household income, credit card debt, mortgage
debt, other debt, non-stock financial assets, and non-financial assets including home, other real estate, vehicles, and
farm or business values. In the PSID, the non-stock financial assets of a household include checking or saving
accounts, annuity or individual retirement accounts, and other assets such as bond funds, cash value in a life
insurance policy, and collectables for investment purposes.

This paper estimates two individual-specific fixed effects logit models as follows:1

Stock ownership;, = By + fiStudent loan dummy;; + ﬂ;x“ +a; +¢&; €Y

Stock ownership;, = B, + fiStudent loan amount;, + ﬂ;x“ +a; +¢&; (2)

1if Stock ownership;, > 0
Stock ownership;; =
0 if Stock ownership;, <0

Stock ownership;, is the latent variable, while Stock ownership;, is the observed variable for a married
household i owning stocks at time t. The matrix of other explanatory variables is x;; with the corresponding
Bj coefficients. The «; and ¢; connote the unobserved time-invariant individual effect and error term,
respectively. The parameter of interest is [§;, computed as a marginal effect to assess the partial derivative of the
change in stock ownership with respect to a change in each student debt variable.

1 A Hausman specification test between random and fixed effects indicated the appropriateness of the fixed effects model over the
random effects model for this study.
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4. Results

Containing the descriptive statistics, Table 1 shows that about 20% of married households have student debt

and the average amount of student debt, including married households with zero balances, is $7,450. For married

households who own stocks, nearly 14% of them have student loans and the average student debt is $5,753. On the

other hand, among married households who do not own stocks, about 23% of them have student debt and the

average student debt, including those with zero balances, is $8,066.

Table 1. Descriptive Statistics for Married Households.

Variables Overall Dependent Variable

Sample Owns Stock Do Not Own Stock
Main Explanatory Variables
Student loan dummy (1=Yes) 20.38% 13.67% 22.82% ok
Student loan amount ($) 7,450 5,753 8,066 oxk
Other Explanatory Variables
Age 54 58 53 ok
Education (years) 14.17 15.34 13.74 ok
Number of children 0.71 0.50 0.79 ook
Employed (1=Yes) 68.67% 62.23% 71.00% Hrk
Retired (1=Yes) 25.80% 34.59% 22.61% ok
Household income ($) 114,503 164,073 96,516 ook
Credit-card debt ($) 3,597 2,658 3,938 oxk
Mortgage debt ($) 94,297 111,137 88,186 ok
Other debt ($) 746 303 907 ok
Non-stock financial asset ($) 172,054 354,938 105,692 *xx
Non-financial asset ($) 441,398 751,872 328,737 *xx
N 13,161 2,775 10,386

Source: 2011 to 2017 PSID. Survey weights are applied. The T-test compares households with stock ownership to those
without stocks. ***significance at 1%, **significance at 5%, *significance at 10%. The study adjusts all variables with dollar
amounts for inflation using the 2011 U.S. consumer price index as the base year.

Table 2. Fixed Effects Logit Results for Student Debt and its Effects on Stock Ownership for Married Households.

Variables

Model 1
Marginal Effects (Standard Error)

Model 2
Marginal Effects (Standard Error)

Main Explanatory Variables
Student loan dummy
Student loan amount (10k)

-0.0185** (0.0084)

0.0015 (0.0013)

Other Explanatory Variables
Age - quadratic

Education (years)

Number of children
Employed

Retired

Household income (in $100,000s)
Credit-card debt (in $10,000s)

Mortgage debt ($1m)
Other debt (in $10,000s)

Non-stock financial asset ($1m)

Non-financial asset ($1m)
N

-0.0038*** (0.0014)
-0.0501*** (0.0065)
-0.0006 (0.0039)
-0.0392*** (0.0132)
-0.0198* (0.0118)
0.0183*** (0.0055)
-0.0152*** (0.0049)
0.1261*** (0.0402)
0.0160** (0.0063)
-0.0959*** (0.0270)
-0.0169*** (0.0051)
2,976

-0.0034*** (0.0013)
-0.0520*** (0.0072)
0.0011 (0.0038)
-0.0393*** (0.0134)
-0.0206* (0.0118)
0.0178*** (0.0055)
-0.0152*** (0.0050)
0.1294*** (0.0415)
0.0163** (0.0064)
-0.0945%** (0.0272)
-0.0166*** (0.0051)
2,976

Source: 2011 to 2017 PSID. Survey weights are applied. ***significance at 1%, **significance at 5%, *significance at 10%.

The marginal effects resulting from the fixed effect logit estimates are contained in Table 2 for Models 1 (student
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debt dummy) and 2 (student debt amount). Table 2 shows that it is only the incidence of student debt (as measured
by the student loan dummy variable) that has a negative relationship with stock ownership decisions of married
couples. Specifically, having student debt decreases the probability that a married household will invest in stocks
by 1.85% compared to married households without student debt. The amount of student debt does not have a
statistically significant effect on the decision of married households to own non-retirement account stocks. Thus,
Table 2 shows only partial support for the hypothesis of the current study.

The findings relating to student loan dummy agree with Korankye and Guillemette (2021) who observe that the
presence of student debt makes U.S. households less likely to own stocks in non-retirement accounts. However, the
findings relating to the amount of student debt disagrees with Korankye and Guillemette (2021) who find that a
$10,000 increase in student loan amount is associated with a 0.38% lower likelihood of owning stocks among
American adults. The results based on the amount of student debt suggest that household bargaining, opportunities
for specialization, economies of scale, and risk sharing among married households may influence their stock holding
behavior differently from American households generally. However, the results on the incidence of student debt
suggest that the presence of student debt could demotivate married households from owning stocks in non-
retirement accounts.

5. Conclusion

The current study examines the effect of student debt on stock ownership decisions for married households,
using the 2011 to 2017 dataset from the U.S. PSID, and estimates fixed effect logit models. The estimated results
from fixed effect logit models show that the incidence of student debt has a negative effect, but the amount of
student debt has no statistically significant effect on the probability that married households will own stocks. The
empirical results support existing studies that student-loan debt may contribute to the stock holding puzzle. The
findings suggest that the presence of student debt raises the perception of liquidity constraints and debt burden
among married households. Thus, married households are likely to regard the incidence of student debt as an
illiquid project just like other personal projects such as investing in private business and buying a primary residence
as described in Faig & Shum (2002). The findings underscore the need for financial planners and educators to
educate U.S. married households to understand the need to invest in stocks, although the households may have
student-loan debt on their balance sheets.
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