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ABSTRACT ARTICLE HISTORY
This paper seeks to explore how indebtedness increases the Received 7 June 2018
economic instability of Chilean young adults working as Accepted 20 June 2019
professionals who are unable to address their financial

commitments. This is taking place within a context of sustained Debt: .

. X . . ebt; student loans;
increases in consumer debt apd _the ﬁnano_allz.atlon of ppllCles on financialization; transition;
higher education access. This is a descriptive analysis of the young adulthood
results of a survey created in order to characterize the forms of

indebtedness and credit obligations of young professional debtors

in Santiago, Chile. We use this to explore how the transition to the

adult world using debt can destabilize the socio-economic status

of young professionals. Our results show that a rather large

percentage of these youths has more debt than income and that

educational and consumer debts are the reason for late payments.

They also have a harder time handling economic commitments

when they have dependents. Young debtors are generally worried

about their debt levels.

KEYWORDS

Introduction

Finding oneself in a problematic indebtedness situation is the result of a series of events
that begins for many young Chileans at the time they enter higher education. In Chile, just
as other western societies, the high costs incurred by accessing higher education are
borne primarily by the youths and their families. According to the data obtained from
the Household Financial Survey (Encuesta Financiera de Hogares in Spanish or EFH 2018,
Banco Central de Chile 2017), only 12.3% of Chilean households have education debt,
but it is concentrated mostly among the young adult generation. Specifically, individuals
between 25 and 29 years of age (27.82%) have the highest percentage of education debt
at the national level according to this survey. The financing system for higher education in
Chile dates back to the sweeping reforms pushed by the military government in 1980.
These reforms created private universities and other institutions and redesigned the uni-
versity financing structure (Bernasconi and Rojas 2004). Dating back to 1981, the govern-
ment developed a system of student aid based on loans and scholarships in order to
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guarantee access to higher education. Chile was the first Latin American country to intro-
duce fees for public universities in the 1980s and remains the only country with fees above
USD 1000 for undergraduate students at public universities (SIES 2017). While this system
increased university enrollment by more than 60% in twenty years, the economic weight
of this increase was borne in large part by the youths and their families (Meller 2011). In
fact, before the creation of the free education policy in 201 5," indebtedness was the main
financing strategy for higher education for the majority of the middle and lower classes
(Meller 2011; Urzda 2012).

The Credit System with State Guarantee (CAE) is the credit modality that in its 12 years
of existence has done the most to promote access to higher education. The CAE is a credit
system for financing higher education created in 2005 by Law 20.027. This credit is pro-
vided by a financial institution and guaranteed by the State, which functions as the guar-
antor until the debtor has fully paid back the debt. Anyone with proven academic merit
that wishes to pursue a course of study at an institution of higher education that partici-
pates in the Credit System with State Guarantee can be a beneficiary of the CAE. Credit
payback begins 18 months after the beneficiary has completed their degree program.
Repayment is made in installments at a 2% interest rate. The payment period is deter-
mined as a function of the amount received and can extend to a maximum term of 20
years. According to data from the Revenue Commission (Comisién Ingresa in Spanishz),
874,293 people studied using the CAE in 2017; 56.6% of them are women and 43.4%
are men. According to data from the Fundacién Sol (Kremerman and Paez 2017), there
were 295,580 people paying back the CAE in December of 2016 regardless of whether
they had graduated. 28.7% of graduates currently paying this debt are in a problematic
debt situation. Similarly to the US (Houle 2014), non-payment of student debt in Chile
has legal consequences that make it harder to pay off. In Chile, the bankruptcy law
does not apply to student debt. If a young debtor is behind on payments, they enter
the debtor registry, which then prevents access to any credit of another nature (Ley
20.720°).

The sustained increase in the youth expectation of having access to a university edu-
cation is perceived as a symbol of the opening up of the Chilean higher education
system to sectors of the population that formerly were excluded from this education
level (Castillo and Cabezas 2010). Various studies have shown that the expectations that
Chileans put on public education are very high (Araujo and Martuccelli 2014; Pérez-Roa
2014, 2018; Guzman, Barozet, and Méndez 2017). For many ‘education helps one
escape from poverty, move up socially and professionally, and access culture in order to
receive equal treatment. It shortens social distance and creates connections with people
from other groups’, (Guzman, Barozet, and Méndez 2017, 100).

The increase in student indebtedness among young adults has gone hand in hand with
a process of credit market expansion. Credit liberalization policies have aggressively pro-
moted credit access for young people (Lachance, Beaudoin, and Robitaille 2005). Accord-
ing to data from the National Youth Institute (hereinafter INJUV), 37% of young people in
Chile have at least one debt, loan or credit in their name. Of those, 24% have had to stop
making payments and 20% have ended up in DICOM (a credit rating agency) (INJUV 2013).
Banking institutions would explain this debt as a result of unstable incomes in the youth
population, given that many of them work in the informal sector or simply sporadically
(SBIF 2017).
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In a context such as Chile, which is characterized by the expansion of the credit market
(Gonzalez 2015; Marambio 2018) and the mass broadening of student credit as a means of
accessing higher education (Pérez-Roa 2014; Gonzélez 2017), this article intends to explore
the burden placed upon adult life as a result of being saddled with educational and con-
sumer debt. We have asked questions about the situation of those young professional
debtors who had to follow ‘the rules of the game’, namely attending university, obtaining
decent jobs and having consumer aspirations that emulate the behavior of the rich classes
(Ruiz and Boccardo 2015). We dove into the experience of young people aged 25-35. This
generation was born during the implementation period of the neoliberal economic and
political model characterized by the privatization of State goods and the liberalization
of economic markets (Garretén 2012). All of the above suggests that access to education
for this generation, for example, almost exclusively depended upon the socio-economic
position of their parents or the option of accessing education credit. Like Antonucci
(2018), we seek to explore how moving into the adult world with debts can precariously
condition young debtors, particularly those who do not have the economic support of
their families. We claim that exploring the situation lets us question the reach of social
mobility through indebtedness that predominates in the Chilean neoliberal discourse
(Espinoza, Barozet, and Méndez 2013).

To address this goal, this article is structured into three sections. First, we will discuss
some conceptual elements to understand student indebtedness as an economic obstacle
in the transition to adulthood. Then we describe the methodological framework of our
study in order to present the principal results compiled about the situation of young pro-
fessionals in default status in Santiago, Chile, which are then discussed further. The article
closes with a section on the conclusions and projections of this study.

Moving through the adult world with debt: new economic obstacles in the
transition to adulthood

The literature on the processes of indebtedness has notably increased in recent years. The
subprime economic crisis and the sustained increase in the cost of higher education with
the attendant jump in young people’s debt levels (Houle 2014) made evident the precar-
ious nature of indebtedness in general (Dwyer, McCloud, and Hodson 2011) and the risks
facing youths in particular (Elder 1994). Young people are especially vulnerable when it
comes to handling problematic debt (Raijas, Lehtinen, and Leskinen 2010; Robson, Farqu-
har, and Hindle 2017). Youth is a time in life when individuals and households have rela-
tively low incomes, few assets, and scarce resources regarding financial practices (Robson,
Farquhar, and Hindle 2017). However, it is also a time when young people make significant
decisions and investments in their future, such as completing their education, buying a
house and getting married, most of which lead them into debt (Houle 2014). While
access to credit can provide young adults with the financial resources necessary to
reach many of these milestones, overloading oneself with debt at this critical stage of
life may diminish young adults’ ability to achieve economic independence, increase
their risk of bankruptcy, and impact their economic and psychological well-being (Atkin-
son 2010; Dwyer, McCloud, and Hodson 2011, 2012; Houle 2014; Dwyer et al. 2016).

The majority of OECD member countries have unprecedented youth indebtedness
levels (Patel, Balmer, and Pleasence 2012; Russell, Whelan, and Maitre 2013; Oksanen,
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Aaltonen, and Rantala 2016). Difficulties entering the professional world (Nagels and Rea
2008), the sustained increase in the unemployment rate of young degree-holders,* wage
stagnation, the overexposure of young adults to jobs of a precarious nature,” flexible con-
tracts and irregular schedules (Hardgrove, McDowell, and Rootham 2015) are core issues
that affect youth employability at the international level (ILO 2013). These issues remind us
of the uncertainty associated with the transition to adulthood in a context of labor flexi-
bility (Sisto and Fardella 2008; Duarte 2009).

Studies of the indebtedness processes of the young university population have looked
at the effect of debt on an individual’s trajectory within two distinct temporal periods:
during their studies and upon completion. Those who have focused on the effects of
debt during the education process have shown that young debtors develop a feeling of
great responsibility once they've taken on university debt (Bodvarsson and Walker 2004;
Quadlin and Rudel 2015). This feeling of responsibility is shown in their dedication to
studying and working. The evidence concerning the credit behavior of the university
population shows that there is a strong relationship between the attitudes of students
toward indebtedness and their expectations concerning future employment. Using this
logic, students would view their debt as a temporary situation that helps them finance
a project that is manageable after university graduation due to having increased
incomes (Denegri, Garcia, and Gonzélez 2011).

Nevertheless, other scholars view it as part of a process of self-investment (Evans and
Donnelly 2018). Some studies have shown that indebtedness obstructs the participation of
young debtors in extra-curricular university activities, thus limiting their social and cultural
capital (Quadlin and Rudel 2015), and that taking on too much debt can affect the likeli-
hood of completing a university degree (Dwyer, McCloud, and Hodson 2012; Despard et al.
2016). Therefore, the risk of future problems when dealing with university debt is greater
in private and high-cost institutions (Houle 2013).

Those studies focusing on debtors who have graduated from the university system
have shown that youths who pay for their studies with credit have less equity and
greater financial difficulties than non-debtors. Despard et al. (2016) have observed
that young debtors tend to exceed their credit lines and credit card limits more
often than those who did not take on university debt. This means that university
debtors would experience greater degrees of privation. The effects of debt upon an
individual experience can vary widely by the social class the youths belong to
(McCabe and Jackson 2016). While for those of the lower and middle classes it is the
only way to pay for their desired social mobility, for the privileged classes, access to
credit forms only part of the resources available for them (Dwyer, McCloud, and
Hodson 2011). Moreover, Seamster and Charron-Chénier (2017) have observed how
educational debt is a racialized process. Black households in the United States tend
to accumulate larger amounts of student debt relative to whites with little progress
in terms of educational attainment and economic returns. For the authors, the
student debt model is a contemporary institutional practice that promotes ‘predatory
inclusion” that is a process by which members of a marginalized group have access
to a service from which they have historically been excluded, but under conditions
that jeopardize the benefits of access.

In a context of expanding the credit and finance markets as mechanisms of governance,
debt can be understood as a tool for controlling and limiting individual behavior. In
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keeping with the arguments of Doncha Marron (2009) and Mauricio Lazzarato (2011,
2013), debts exercise control upon individuals that extends over time throughout the dur-
ation of the debt. The projection of mortgage debt payments upon the future behavior of
debtors results in a specific modality of subjectification. The debtor, as individually answer-
able to the banking system, must confront their debts alone. Their behaviors of consump-
tion, savings, and labor force participation are transformed by the system, making them
accountable for their financial commitments (Pérez-Roa 2014). In Lazzarato's words
(2011), the primary work of debt consists of creating a guarantor of actions that takes
on the costs and risks of a flexible, financialized economy. When the debt appropriates
the young and therefore their future as adults, their chances of achieving financial auton-
omy and being responsible for the goal of independent living are reduced. Taking on debt
during youth can mold the life paths of young people, thus accumulating a range of dis-
advantages as time goes on (Dannefer 2003).

Study details

The data presented in this article form part of the first phase of the ‘Odyssey of reaching
the end of the month: debt payment strategies of young middle-class families in Santiago
and Concepcidon® project. The National Fund for Scientific and Technological Develop-
ment (FONDECYT initiation research No. 11150161) provided the funding. This research
seeks to analyze the strategies that young middle-class Santiago residents use to deal
with their indebtedness. An online survey through SurveyMonkey was conducted in
order to characterize the types of indebtedness and credit obligations that young pro-
fessional Santiago residents have. In this study, we define young professional as individ-
uals between 25 and 35 years of age who hold a post-secondary or university degree,
but are not necessarily working. In other words, the term ‘professional’ refers to the
achievement of a tertiary education degree. In procedural terms, the survey was sent to
the database using the SurveyMonkey server. It was operational from November 15th
through December 30th of 2016. The ethics committee at the Alberto Hurtado University
certified the contents of the instrument. We were supported by the consumer and debtor
organizations of Santiago as well as the sponsor university database to access the sample.
It was also distributed through our website (www.dedeudasypagos.cl) and our Facebook
page.

By using this method, we chose a convenient sample under a qualitative paradigm
in which the results look for theoretical generalizations and — in this case — exploratory
ones, rather than conducting population inferences (Brannen 2005). This fulfills the
study’s objective of enriching the description of young professional debtors. The final
sample included 770 cases from which we selected 542 individuals with an age
range of 25-35. These young professional debtors answered the question, ‘Are you
up to date on your current debt payments? Those who answered affirmatively were
classified as up-to-date on their debts, and those who responded negatively were
classified as defaulters (problematic debtors). This segmentation is the focus of the fol-
lowing analysis, as this study aims to describe young professionals according to their
default status. There were 319 and 223 cases in the respective categories. The segmen-
ted sample composition by debt status is presented in Table 1.” It is clear that for both
groups the majority is made up of women at an age range of 25-30 years who
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Table 1. Characterization of the selected sample by their default status.

In default Current
Variables Attributes Frequency Percentage Frequency Percentage
Sex Men 73 32.74 92 28.84
Women 150 67.26 227 71.16
Total 223 100 319 100
Age range 25-30 years old 152 68.16 223 69.91
31-35 years old 71 31.84 96 30.09
Total 223 100 319 100
Marital status Partnered 65 29.15 97 30.41
Single 109 48.88 160 50.16
Married 43 19.28 60 18.81
Divorced 6 2.69 2 0.63
Total 223 100 319 100
Education level University degree 178 79.82 249 78.06
Technical certificate 22 9.87 29 9.09
Graduate studies 23 10.31 41 12.85
Total 223 100 319 100

Source: Created by the authors.

followed a course of university studies. The respondents are primarily single, followed
by those with a partner (living together or married). Divorced individuals make up a
small number of the sample.

The variables used for the analysis primarily refer to the socio-economic characteristics
of the survey respondents as well as their employment status (Are you currently working
for remuneration? Yes, No), average income in Chilean pesos by group® (What was your
net income or remuneration level last month? $0-$500,000, $500,001-$1,000,000,
$1,000,001-%$1,500,000, $1,500,001 or more) and whether or not they have economic
dependents. This last variable is complex so four indicators were used to measure econ-
omic dependents including the number of children in the home and outside of it and
the number of dependents in the home and outside. A debt type variable for analyzing
the financial status of the subjects was included. There are four possible categories:
bank debt, non-bank debt, educational debt, family or friend debt, and others. The type
of overdue debt was also considered for the problematic debtors. We included the
number of financial instruments the respondents have (Indicate whether or not you
have any of the financial instruments listed below, and how many: debit card, bank
credit card, non-bank card, bank credit line), their concern level (Is your indebtedness situ-
ation worrying? Yes, No) and a classification that the respondents assign to their debts
(Bearing in mind all of your debts, how would you characterize your debt level? excessive,
high, moderate, low).

To deepen our analysis, we estimate an index in order to enrich the discussion around
assessing the relationship between income and expenses. As stated above, income was
measured in ordered intervals, which were then adjusted by the number of dependents
in the home affecting respondents’ income. A relative growth variable (Rodriguez 2000)
was estimated to measure the debts taking into account the number of debts and the
number of debts in arrears. This new variable shows a multiplier effect at play between
both indicators, where having debts in arrears increases the number of debts owed by
respondents. The next step was to calculate a ratio for the relationship between income
and debt so we could measure the relative weight of the amount of earned income in
relation to the number of dependents over the debt growth relative to the number of
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delayed debt payments using the following formula:

Income;
Dependents; (1 )

R Ind | ft Debtj = ————
aw Ingex Income arter Deby Debts; x Delay;

Then the index was standardized between 0 and 1 for each survey respondent using the
following formula as recommended by Marquez (2006):

Raw Index; — Minimum Raw Index
Maximum Raw Index — Minimum Raw Index

()

The lowest value of the sample was subtracted from the value of the index for each obser-
vation with regards to the maximum and minimum values obtained for each respondent.
Therefore, the zero value is indicative of those who have a debt amount equal to or greater
than their incomes, so the higher the index value, the greater their economic leeway in
terms of debt repayment. This variable was used to classify the subjects into three cat-
egories by thirds in order to simplify the results interpretation: debt that is higher than
income, income slightly higher than debt, income greater than debt. The first category
includes all individuals who have, according to our index, higher incomes adjusted for
dependents than debts handicapped by delayed debt payments. The second and third
attributes consider respondents who have more debts in arrears compared to income
adjusted for dependents. Specifically, the category of income slightly higher than debt
includes those individuals who are in a better position than the ones classified in the
first category, but they do not have much leeway in their debt repayment compared to
respondents in the category of income greater than debt who are in a comfortable situ-
ation when handling their debts.

We made a univariate and bivariate descriptive analysis using absolute and relative fre-
guencies to properly characterize respondents. In order to assess the intensity and type of
relationship between the two variables, effect-size estimates were used to complement
the bivariate analysis in some cases (Levin and Levin 1999), specifically using Cramér's V
(¢o) and Eta? (r]z) in accordance with the measurement level of the variables being
analyzed.

Standardized Index Income After Debt; =

Results

To deepen the analysis on the debt level of young Chilean professionals, an indicator was
designed for observing the relationship between income and debt level of the survey
respondents that considers the presence of dependents in the home and overdue
debts. Using the ratio between both factors, the respondents were classified into three
groups: income less than debts, income slightly higher than debt, and lastly, income
greater than debt. These attributes demonstrate the economic instability the survey
respondents must deal with. It is important to emphasize that this effort to analytically
dive into the problematic indebtedness situation is exploratory since we do not have infor-
mation from a representative sample of the young Chilean professional population.’
Figure 1 summarizes the income after debt index according to age group and default
situation of the young respondents and is calculated in accordance with default status.
Despite the fact that the subjects have a high education level, once the economic
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100% mDefaulters mUp to date
80%
60%
40%
20%
il » it 1
Income Income Income Income Income Income
lower than slightly  greater than lower than slightly  greater than
debt higher than debt debt higher than debt
debt debt
25 - 30 years 31-35 years

Figure 1. Income and debt relationship by age range and default status.
Note: Calculated by the late payment status of survey respondents. Source: Created by the authors.

dependents are considered and late payments penalties are calculated, those who are in a
problematic indebtedness situation have a debt level that is greater than their income
compared to current payers (¢.=0.77, p <0.001). This is higher for those individuals
between 25 and 30 years than for those between 31 and 35 years. The default proportion
is 80% and 73% respectively, and 4% and 2% for up-to-date payers.

When the respondents’ socio-economic situations and their relationships with the job
market are analyzed, specifically via their job status and the income levels of their primary
jobs, important differences relative to their default status can be seen. Most of the youths
indicate that they are working, but those with problematic debt levels also have higher
unemployment levels in comparison with those who are current on their debts (¢, =
0.21, p < 0.001) when they have incomes greater than debt according to the estimated
index (Figure 1(a)). Contrarily, for those with debt levels higher than income, it can be
seen that there is a greater percentage of current payers without jobs compared to
those in default. As shown in Figure 1(b), those individuals current on their debt payments
make up a greater proportion than the defaulters in the three segments with the highest
incomes (CLP $500,000 or more per month). Contrarily, those with problematic debt have
incomes that are primarily concentrated in the first two categories (from no income up to
CLP $1,000,000), differences that are at the mid-range (¢.=0.25, p < 0.001).

Figure 2 shows the distribution of the debt type according to the responses given for
the income to debt relationship index and the default status. The debt type question was
formulated as a multiple response question in which the survey respondents could declare
having more than one debt type. This is why the total number of cases is greater than the
total sample and each default status is represented as 100%. The survey respondents that
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are current on their debts generally have more bank-related debt (¢.=0.28, p < 0.001),
including both credit cards and loans, which is greater for those who have more debt
than income. In the case of those with problematic debt levels, it is mainly a result of edu-
cation (¢ =0.11, p=0.03) regardless of the relationship between their income and debt.
Retail debt is the third debt type relevant to the survey sample (¢.=0.11, p=0.08),
showing up at a slightly greater proportion for problematic debtors than unproblematic
ones. Although the differences are slight when segmenting the results according to the
survey response in the calculated index, it shows that those who are current on their
debts and have a debt level higher than their income have more non-bank debt than
those who are behind on their payments. Additionally, the relevance of debts from rela-
tives or friends is similar according to the default status of the subjects, although this
becomes more significant for the problematic debtors when they have debts higher
than the incomes they earn.

The problematic debtors are in this situation because they are behind on their debts.
Figure 3 has a breakdown by surveyed debt type that clearly shows educational debt
having more relevance for those who have a higher debt level than income. Overdue
bank debt is greater for those delayed payers whose incomes are higher than debt.

In addition to this, those with a degree of problematic indebtedness have, on average, a
greater number of financial instruments compared to those who are up to date (7% = 0.05,
p <0.001). When comparing by means of the income-after-debt index (Table 2), those late
payers with incomes lower than their debts have on average a larger number of financial
instruments (5), but present a greater standard deviation. The survey respondents that are
up to date and have incomes greater than their debts are those who have a lower number
of financial instruments on average (3).

Also, the young respondents that have problematic indebtedness have more economic
dependents than those who are current on their debts. Having children or other depen-
dents in or outside of the home contributes to delayed payments. This is shown in
Figure 4, where regardless of the income-to-debt relationship, the late payers have a
greater number of dependents (¢.=0.18, p <0.001) and is higher for those who have a
debt level that exceeds their income.

When the perception of debt of the survey respondents is analyzed, the majority of
individuals are worried regardless of if they are up to date on their debts or not (¢, =
0.24, p < 0.001) as shown in Figure 5(a). As expected, those with problematic indebtedness
have a greater degree of concern about their debt than those who are current. The young
late payers are the ones who feel more overwhelmed by their indebtedness (¢. =0.20, p <
0.001) and classify it as excessive or high by a significant number of respondents. Very few
of them qualify their debt as low. When considering the relationship between income and
debt measured in all three categories, when income is higher than debt, the level of
concern typically decreases for the respondents.

Discussion

This study aimed to show how the transition to the adult world through debt might pre-
cariously affect the socioeconomic conditions of young professionals. To do so, we focused
our statistical analysis on characterizing the problematic indebtedness of those youths
who have a difficult relationship with the financial system in comparison to those who
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Table 2. Number of financial instruments by income to debt relationship and default status.

Default status Income to debt relationship Average Standard Dev. Number of cases

In default Income less than debts 491 3.56 173
Income slightly higher than debt 4.46 2.40 29
Income greater than debt 4.59 2.71 21

Current Income less than debts 3.26 242 1
Income slightly higher than debt 3.59 3.03 173
Income greater than debt 3.24 2.96 135

Source: Created by the authors.

are up to date on their debts. From there, we looked at their employment status, financial
instruments, and dependents or family responsibilities. We decided to explore the vari-
ables that can help us understand the economic insecurity young professional debtors
in Chile are facing.

The results show that in the selected sample a significant proportion of young pro-
fessionals are in default. In other words, they are young professional debtors facing
financial difficulties that make it hard for them to recover from their debts’ despite
having completed a tertiary education. Regarding the employment status of our partici-
pants, the data shows that young defaulters have greater levels of unemployment com-
pared with those who are up to date. Their incomes are also inferior. While the
literature has shown the importance of income when it comes to keeping financial
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Figure 4. Dependents’ presence by income to debt relationship and default status.

Note: This is calculated by the late payment status of the survey respondents. The analysis was done using age ranges that
are not presented here to not complicate the data visualization. Whether or not they have dependents, the number of
people between 25 and 30 years old was greater than those between 31 and 35 in both cases. Source: Created by the
authors.
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commitments (Despard et al. 2016; Oksanen, Aaltonen, and Rantala 2016), in general
human capital theories claim that salaries should increase as a function of the debtors’
education level. However, our data showed that this relationship is sensitive to the
higher education financing modality employed. Indeed, the results indicate that repay-
ment difficulties are concentrated among young professionals aged 25-35 with a high
level of education debt. These results could be explained by the widespread use of the
higher education credit system (CAE) for this generation of young professional Chileans.

Created in 2005, CAE has been the most used student credit to access tertiary edu-
cation. According to data from Fundacion Sol (2018) as of December 2017, 376,811
people had paid back the CAE, either dropouts or graduates. In the case of graduates,
the current default rate is 30.3%, equivalent to 87,998 people. Also, Fundacién Sol
observed that the highest default rate is found in Santiago, and that these defaulters
have almost double the multidimensional poverty status, triple the poverty measured
by incomes, and half the household autonomous income than the ten city districts
with the lowest default rates. In other words, the higher the default, the greater the
poverty and the lower the income (Krememan and Paez 2018, 33-37). In this sense,
the data from our work showed that educational debt is the type of debt with the
greatest relevance among those who have a debt level greater than income. Moreover,
our results seem to question the assumption that borrowing to access higher edu-
cation is a measurable economic investment in the future profitability bestowed by
a diploma.

Another analytical possibility is supposing that the politicization of the demands made
by educational debtors has led the young debtors toward a greater propensity and a more
demanding position regarding not paying their debts back in full (Stout 2016). In this
sense, debt politicization, in the logic of re-politicization proposed by Wilson and Ebert
(2013) can be seen as a strategy that exposes the common bases of the shared experience
of educational debt, which can integrate debtors into new alliances. In Chile, this analytical
perspective would be interesting to explore given the force of the student movement in
2011 and the prevalence that the educational debtors’ organization have had in terms of
building the student protest movement (Pérez-Roa 2014).

Our results show that defaulters have more economic dependents than those who are
current on their debts. As the international evidence has shown (Lewin-Epstein and
Semyonov 2016; Oksanen, Aaltonen, and Rantala 2016), financial burdens can hinder
debt repayment. Those who can handle their debts tend not to have economic depen-
dents (Despard et al. 2016). We understand economic dependents as children or others
(partners/parents) residing in or out of the home. This is because of the importance of
intergenerational economic support in Chile. The Chilean State has historically tended
to delegate the responsibility for protection and care to the family (Yafez 2016), which
is why it is important to observe these dependencies in wider terms. The financial fragility
of those who provide economic support can spread the insecurity throughout a wider
network of people (Pérez and Donoso 2018). From the point of view of Lazzarato
(2011), this ‘transfer’ of responsibilities from the State to individuals and their families
can be understood as a government technique that seeks to transfer social risks to the
individual by producing a subjectivity that makes individuals responsible for their
financial actions.
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Lastly, concerning more subjective variables, all participating young professional
debtors feel that their debts are a cause for concern. Clearly, the greatest degree of
concern is found among those late payers who feel overwhelmed by their debts, since
they also are those with the greatest concentration of low incomes. However, in a
context of precarious work societies (Wilson and Ebert 2013) where work does not
seem to ensure decent levels of income, individual autonomy or the right work-life
balance, and wherein social protection systems have been dismantled, the concern
around the issue of debt is a massive one. We explore these economic pressures further
in the qualitative part of this study. The results show how these young debtors face
their economic commitments with great uncertainty. The young participants in this
study know that they have to face their own debt problems, so their payment strategies
are conditioned on their ability to earn an income. For this reason, they double their work-
days, create new ways of generating income and savings, devoting a large part of their
time to strategies that enable them to repay their debts (Pérez-Roa 2019).

Limitations

The results of this study enable us to characterize young professionals with problematic
indebtedness in Chile. As with any research, we are subject to the limitations of the
research design that could lead to measurement errors. The main problem we dealt
with was the intentional sampling method used to capture respondents, which is useful
for exploratory studies. Since participation was voluntary, we may have a self-selection
bias, especially considering the methods we used to attract our sample (focused on
youths with Internet access and various types of debt) and their motivations for participat-
ing. A second limitation is how some of the key indicators of the study were measured.
This is especially problematic when we infer that the default status of the participants
through the question ‘Are you up to date on your current debt payments?’ This might
be conditioned by social desirability, i.e. some respondents may not have been perfectly
truthful in their responses due to potentially feeling judged. One possible solution to this
problem is to measure the phenomenon with a range of questions in order to obtain
greater consistency in the responses. Lastly, certain variables were not included in the
instrument that, according to the revised literature, could be interesting to address in
order to have a deeper characterization of the problematic debtors. These could be indi-
cators such as social mobility, family support, and employment contract types for those
currently working, and others.

Conclusion

Our study aimed to explore how indebtedness increases the economic insecurity of those
youths who are professional and have obtained a formal job and cannot properly fulfill
their credit commitments. For this purpose, we analyzed the results of a survey developed
to characterize the types of indebtedness and credit obligations of young people with
post-secondary studies and debtors between 25 and 35 years of age in Santiago de
Chile. We described the situation of young debtors by looking at the relationship
between income and debt, their outstanding financial instruments, their economic depen-
dents, and the level of concern about their financial commitments. Our data showed that
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defaulters had a greater number of financial instruments, economic dependents, and are
more afflicted by their debts than those debtors who were current on their payments.

The high level of young people in arrears earning less than the sum total of their debts
and the large proportion of those who carry educational debts lets us debate the assump-
tion that all educational debt is an investment. Although it was not the objective of this
study to delve deeper into the specific weight of the educational debt in young pro-
fessionals’ income, our data do allow us to say that the unfavorable conditions of post-sec-
ondary lending (years of payment, interest rates, state guarantees, etc.) and the low
salaries received by the participants in this study — particularly the youngest ones -
make it difficult to carry their debt. In addition, the high levels of credit card holders
and the consequent debt lead us to assume that young debtors have levels of indebted-
ness that will be sustained over time.

The young adults participating in our study are invisible to public policy for the most
part, as they represent the ‘elite’ of Chilean society: young people with a high edu-
cational level, many of them with stable jobs and salaries that exceed the national
average. However, the data provided by our work allows us to account for the economic
fragility of accessing the adult world by carrying debt, particularly for those young
people who had to go into debt to access higher education. They are young people
‘included’ in the system through an institutional practice that can be predatory (Seam-
ster and Charron-Chénier 2017), particularly for those who have been historically
excluded from these services and by doing so through debt then jeopardize the very
benefits of access. Thus, we believe it would be interesting to analyze how this
financing of public services (education, health, pensions) can deepen existing socio-
economic inequalities.

Notes

1. In 2015, during Michelle Bachelet’s government, Chile introduced a policy of free access to
higher education for 50 percent of the population from low-income families. Reference:
www.gratuidad.cl

2. Go to: https://portal.ingresa.cl/estadisticas-y-estudios/estadisticas/

For more information, the law can be viewed at https://www.superir.gob.cl/ley-n-20-720/

4. The youth unemployment rate in Chile went from 16% in 2015 to 17.1% according to the ILO.
Source: www.ilo.org

5. According to the National Statistics Institute, 417.98 thousand people in Chile have unstable
work. Source: www.ine.cl

6. When this study was conducted, the survey was given only to young professionals living in
Santiago.

7. There were no statistically significant results when associating participants’ default status with
their socio-demographic characteristics. Despite this, the literature has shown differences in
young people’s debt situations and characteristics such as gender and race. We did not
gather information on participants’ racial classification.

8. One USD =~ 600 Chilean pesos.

9. There is more detailed information in the various study sections.

w
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