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To Whom It May Concern: 
 
Thank you for the opportunity to comment on the Department of Education’s proposed regulations 
governing income-driven repayment (IDR) plans for student loans (ID # ED-2023-OPE-0004). 
 
In my comment, I argue that the Department’s Notice of Proposed Rule Making (NPRM) has failed to 
produce an accurate analysis of the regulation’s estimated effects, including its budgetary effects, 
distributional consequences, and behavioral or efficiency consequences, which are required elements of 
a regulatory analysis (as described in Executive Orders 12866 and 13563, and Office of Management and 
Budget Circular A-4). The analysis understates the costs and overstates the net benefits of the proposed 
rule, and thus the Department has selected regulations that are arbitrary and not justified by the 
analysis. The Department should conduct an accurate and complete assessment of the effects of 
proposed changes to IDR plans and use that analysis to propose regulations that are more cost effective, 
target relief to borrowers experiencing hardship, and which avoid unintended negative effects on 
postsecondary education.  
 
I write as an economist who has conducted research and participated in past federal policy making 
efforts on higher education, including research examining the economic returns to postsecondary 
educational investments, how institutional quality and institutional characteristics affect student 
outcomes, the effects of financial aid policy, and the measurement of student outcomes. I have 
published my research in peer-reviewed economics and policy journals, have directed research centers, 
and worked at high levels of government on the development of education, budget, and regulatory 
policy at the U.S. Treasury Department, the Federal Reserve Board, and the White House Council of 
Economic Advisors.  
 
In this capacity, I write to express my concern that the proposed rules are costlier to taxpayers than 
described in the NPRM, that the benefits (in the form of reduced student loan payments) will accrue 
disproportionately to individuals who already derive substantial value from existing student loan policies 
and are not experiencing financial hardship, and will have serious unintended effects on the number of 
student loan borrowers, the amounts they borrow, and the cost and quality of educational opportunities 
available to students. For example, the likely budget cost of the proposed rule is likely to be several 
times larger than stated in the NPRM—on the order of $500 billion rather than the stated $138 billion—



and that amount will disproportionately accrue to higher income and better educated students, rather 
than the “struggling borrowers” identified by the Department as the motivation for regulatory change.  
 
These negative consequences are obscured in the NPRM because the Department provides only a 
partial and biased analysis of the costs and effects of the rule that rely on erroneous and unfounded 
assumptions. The Administration should conduct a complete regulatory impact assessment of the 
central effects of the proposed rule including accurate estimates of its cost, distribution, and economic 
effects. Those estimates should be based on reasonable estimates of the likely changes in the behavior 
of families, students, and institutions regarding choices like whether to enroll in college and which 
college, whether to finance the cost of attendance with student loans, and what fees and programs 
institutions should charge or offer. When making these estimates, regulators should make the basic 
assumption that students and institutions will make choices that further their own economic interests, 
such as choosing financing options or repayment plans that save them money over those that are more 
expensive. Such estimates are reasonable to expect of the Department. Indeed, the Department of 
Education and the Congressional Budget Office routinely produce such estimates in their budget 
projections, and will do so for this exact rule if and when it is finalized.  
 
Specifically, the Department should augment its analysis to incorporate the following likely effects of the 
rule, produce new assessment of the potential effects of this and alternative regulations, and use that 
analysis to make improvements to their proposal. I identify four areas where the regulatory impact 
analysis is deficient and recommend changes as follows: 
 
First, I recommend that regulators re-assess the budgetary cost of the regulation incorporating the 
changes in behavior that are likely to occur, such as increased enrollment in IDR; opportunistic choices 
of repayment plan and filing status borrowers will make to reduce payments; increases in borrowing 
among students; increases in participation in the loan program of students at high-risk schools; and 
interactions between IDR and other loan forgiveness programs. Incorporating these effects would show 
that the budget cost is several times larger than stated by the Department.  
 
Second, I suggest that regulators provide so-called “fair value” estimates of the subsidy cost of the 
regulation (rather than costs estimated using Federal Credit Reform Act (FCRA) rules). The fair value 
subsidy is the relevant measure of the incentives of individuals and institutions to enroll in IDR, to 
borrow, or to raise tuition. The fair value subsidy cost of IDR is likely to be several times larger than the 
FCRA subsidy cost.  
 
Third, I suggest that regulators provide a distributional analysis describing the characteristics of 
individuals who benefit from the rule based on their income, family background, and demographic 
characteristics. The stated purpose of the regulations is to improve affordability and help struggling 
borrowers. Hence, it is essential to know which borrowers face unaffordable payments or economic 
hardship, how much the regulations reduce such hardship, and what share of the of the aggregate cost 
of the regulation accrues to such borrowers. The Department does not describe and does not appear to 
know which borrowers benefit from the proposed changes.  
 
Fourth, the analysis should consider intended and unintended effects of the rule on the economic 
choices of students and institutions, such as their choice of whether and how much to borrow, the 
effects of additional borrowing on other outcomes, which programs to attend, or which programs 
institutions should offer and what tuition to charge.  
 



The remainder of this comment expands on these recommendations.  
 
What Is the Budgetary Cost of the Regulation?  

To address this central question, the Department’s analysis should consider the following effects and 
provide an analysis of how each element affects the costs and benefits of the proposed regulation:  
 
(1) Existing borrowers will switch from higher-cost repayment plans to IDR. According to Department 

data, about 33 percent of borrowers (and roughly 45% of loans) are currently enrolled in an income-
driven plan. The Department assumes that only these borrowers will select IDR plans under the new 
regulations. However, according to a variety of estimates, a majority of borrowers would benefit 
financially from enrollment, and the proposed changes will make it easier and less costly for these 
borrowers to switch into IDR. Increases in enrollment in IDR will increase the cost of the proposed 
rule and affect who benefits.  
 
According to estimates from the Penn Wharton Budget Model (PWBM), on average borrowers 
enrolled in IDR will repay $0.63 for each dollar borrowed (in present value discounted at Treasury 
interest rates—the actual subsidy to the borrower is larger). As a result, they estimate that between 
70% and 90% of borrowers may benefit from switching into IDR under the proposed rule. Likewise, 
researchers at the Urban Institute estimate that only 11% of borrowers with the average debts and 
incomes of associates degree recipients and 22% of borrowers with a BA degree would be expected 
to repay their loans in full. I have estimated that roughly 85% of individuals with postsecondary 
credentials would appear to qualify for lower payments based on their income assuming median 
debt level given their educational attainment.  
 
These estimates likely underestimate the share of borrowers who will benefit at some point or 
cumulatively from enrolling in IDR, given that income changes over time, borrowers have the option 
to switch between IDR and standard plans from year to year, and (under the proposed rule) married 
filers have the option to use either their joint or separate incomes to determine IDR payments to 
maximize their savings. In fact, essentially 100% of borrowers are likely to qualify for at least one 
year of interest-free reduced or zero payments in the year they graduate from school simply 
because their payments in that year will be determined based on the prior-year income earned 
while enrolled in college or graduate school. The Department should assume that the vast majority 
of student loan borrowers will enroll in IDR. 
 
Instead, the Department assumes that only currently-enrolled IDR borrowers select IDR plans, and 
future borrowers enroll at the same rate as previous borrowers, ignoring the strong incentives to 
enroll in the subsidized plans. According to the PWBM, if current and future borrowers enroll in a 
plan that minimizes their payments, the budget cost of the regulation would rise from $138 billion 
to between $333 billion and $361 billion. If take up is 90%, the budget cost would be $471 billion.  

 
 

(2) Borrowers will switch between plans to maximize their savings. The Department’s analysis in Table 7 
purports to show that graduate borrowers with annual incomes in excess of $100,000 will see their 
payments rise by 2% (an average of $2,800), even though any increased payments are optional and 
can be avoided by switching between IDR and the standard plan. 
 

https://studentaid.gov/sites/default/files/fsawg/datacenter/library/DLPortfoliobyRepaymentPlan.xls
https://budgetmodel.wharton.upenn.edu/issues/2023/1/30/budgetary-cost-of-proposed-income-driven-repayment
https://www.urban.org/research/publication/few-college-students-will-repay-student-loans-under-biden-administrations
https://www.brookings.edu/opinions/bidens-income-driven-repayment-plan-would-turn-student-loans-into-untargeted-grants/


Under the proposed rule, borrowers enrolled in IDR will pay 10% of their discretionary income even 
when that payment amount exceeds the amount imposed under the standard plan, which would 
otherwise reduce the amounts eventually forgiven. Alternatively, some high-income borrowers 
would initially repay more slowly under IDR, increasing the number of years they pay interest before 
completing repayment. The Department assumes these factors more than offset the other elements 
of the regulation allow all other groups of borrowers, who are projected to have their cumulative 
payments fall by between 13% and 55%.  
 
However, all borrowers have the option to switch (costlessly) to the standard plan at any time, 
which would allow these high-income borrowers to avoid any increased payments. In reality, instead 
of making larger cumulative payments, high-income borrowers will switch to the standard plan, 
either to reduce their monthly payments and increase their opportunity to benefit from eventual 
loan forgiveness after 10, 20, or 25 years, or to pay off their loan earlier to reduce cumulative 
interest payments.  

 
The potential magnitude of this error is large. According to Table 7, graduate borrowers with 
incomes in excess of $100,000 owe 39% of all student debt. If these high-income graduate 
borrowers optimize their enrollment between IDR and standard plans and use other elements of the 
proposed rule to minimize their payments, and if as a result they reduce their payments (in present 
value) by 7.5% (half of the amount of other graduate borrowers), then the apparent cost of the 
regulation from future borrowing would rise by 89 percent. In other words, not only would the cost 
of the rule from prospective borrowers potentially double, but all of that increased savings (and half 
of the total benefit to future borrowers) would accrue to graduate borrowers with six-figure 
incomes.  
 

 
(3) Married borrowers will file separate tax returns to reduce their payments. The proposed rule re-

opens a ‘loophole’ (closed in the Revised Pay As You Earn or REPAYE plan) that allows married 
couples to file separate tax returns and enroll in IDR plans using their individual income rather than 
on their joint income. As a result, the rule provides larger savings to higher-income married 
households than is available to single individuals whose income provides a similar standard of living. 
The REPAYE plan closed this loophole out of a concern that borrowers would “game” their filing 
status, increasing the cost of the plan, and making the plan less equitable because it treated married 
couples more favorably than single individuals who have similar standards of living.  
 
In practice, a large share of borrowers and married couples will take advantage of this provision. 
Several years ago, roughly 40% of student loan borrowers were married and, among those couples, 
in about 33% of cases both spouses owed student debt. According to Census data, 30% of married 
couples in which at least one spouse has attended college are one-earner couples. In such cases, 
electing married filing separately status would allow the non-working spouse to make no loan 
payments while benefitting from the interest subsidy and advancing closer to forgiveness, 
regardless of his or her aggregate household income. In short, the opportunities to game the system 
by filing separately seem widespread, particularly in one-earner households, and likely will result in 
additional costs. As a result, the regulations will be more costly and more regressive than the 
analysis suggests.  

 
 



(4) More students will borrow, and will borrow larger amounts. Today, virtually all American 
undergraduate and graduate students are eligible to borrow federal student loans, but those 
students borrow only about 31% of the amounts available to them because loans have typically 
been a costlier way to finance education. Under the proposed rule, however, most students would 
benefit from paying for college or graduate school with loans because it would cost less than paying 
out of savings or income. Those new borrowers are likely to be more affluent than existing 
borrowers. This raises the cost of the regulation and makes it less progressive.  
 
According to data from the Department of Education (NPSAS 2016), undergraduate students 
borrowed about $48 billion in 2016. That year, however, students were eligible to obtain an 
additional $105 billion in federal Stafford loans (based on federal loan limits and unmet financial 
need). Only 40 percent of dependent undergraduates took a student loan in 2016; the 60 percent 
who did not could have borrowed $35 billion, but chose not to. Dependents with loans came close 
to maxing them out, but still could have borrowed $3 billion more. Likewise, independent borrowers 
(those who are not supported by their parents) could have borrowed an additional $11 billion. And 
independent students who did not take out loans (two thirds of independent students) could have 
taken up to $56 billion in loans. Graduate students borrowed $34 billion; they could have borrowed 
$79 billion more. In other words, in 2016 students only borrowed 31 percent of the amount they 
were eligible to borrow ($82 billion out of $266 billion).    
 
Clearly, many students did not borrow either because they or their parents paid for college in other 
ways. Some borrowed for tuition but not for non-tuition expenses (living expenses). Some were 
eligible for loans despite not having financial need, because their costs were paid for by the GI Bill or 
other sources that are ignored for purposes of Title IV aid. But such students are eligible for loans 
and could take them if they wanted. (Even if the GI Bill pays for a student’s entire tuition and living 
expenses, the student still allowed to borrow against the same expenses.)  
 
In the past it made sense for students to minimize borrowing in most circumstances. As recently as 
2017, CBO projected that student loan borrowers would, on average, repay close to $1.11 per dollar 
they borrowed (including interest). Borrowing was often (accurately) perceived to be the least 
favorable way to pay for college.  
 
But under the Administration’s IDR proposal, borrowers who enroll in IDR are expected to repay less 
than $0.63 for each dollar borrowed, on average, and the PWBM suggests that more than 
70 percent of borrowers would benefit from enrolling in the plan. Undergraduate borrowers are 
expected to repay much less than the amounts they borrow. In these circumstances, it would be 
financially prudent to use loans rather than to pay for college through other means.  
 
The likely magnitude and cost of increased borrowing is significant. Assume that students use 25% 
of their currently unused borrowing eligibility because of the regulation. That would represent a 
56% increase in annual borrowing. Under the assumptions of the Department of Education, this 
would increase cost of the regulation by $31 billion. Under the assumptions of the PWBM, this 
would represent an additional $68 billion to $97 billion in cost over the next 10 years. Moreover, the 
cost would represent a transfer to students who would have gone to college anyway and who had 
the financial resources to pay out of pocket.  

 
(5) Automatic enrollment of delinquent borrowers will reduce loan repayments. The regulation intends 

to automatically enroll delinquent borrowers in income-driven plans to avoid those borrowers being 

https://nces.ed.gov/datalab/index.aspx


placed into default. This provision raises the cost of the regulation because it circumvents 
Congressionally-mandated efforts to collect delinquent debt. In 2019, the last year of collections 
from defaulted borrowers before the onset of the pandemic, the Department collected $4.9 billion. 
Since then, the Department announced a loan forgiveness program. If that goes into effect, many 
defaulted borrowers will have their loans discharged. Likewise, many defaulted borrowers have or 
will be “rehabilitated” and would expect at least a temporary reprieve from collection as a result. 
Nevertheless, even if the Department collected only 20% of the annual amount reported in 2019, 
that would increase the cost of the regulation by $10 billion over the next 10 years. Of course, this 
element is highly progressive and benefits distressed borrowers.  

 
(6) Automatic enrollment of delinquent borrowers will increase borrowing among high-risk students and 

institutions because it effectively eliminates the Cohort Default Rate accountability system. Because 
delinquent borrowers will be placed into IDR before they technically default, the Cohort Default 
Rate rules will no longer apply, allowing high-risk institutions to participate in the loan program and 
enroll more borrowers.  

 
The likely effect is substantial. Institutions enrolling roughly 1 million community college students 
did not participate in the loan program, largely because of concerns that their students are at such a 
high risk of default that participation in student lending would jeopardize the institution’s eligibility 
to receive other Title IV funds. Roughly 243,000 students at these institutions receive Pell grants 
annually, indicating that there are potentially hundreds of thousands of borrowers who would be 
newly eligible each year, likely to borrow, but who would be at high risk of nonpayment because of 
their low earnings. Outside of community colleges, these changes would allow low-quality, high-risk 
programs currently threatened with sanctions under existing rules to enroll high-risk borrowers. 
Given the generous terms of IDR for low-balance undergraduate, community college borrowers—
most of whom would be eligible to make no payments and have debts discharged in 10 years—the 
Department should expect most institutions to offer federal loans and for students to take up loans 
at similar rates as at other community colleges. If 250,000 additional students elect to borrow, and if 
they borrow 75% as much as the average individual with an undergraduate certificate or associates 
degree ($9,750), that would represent $24 billion in additional loan volume over the next decade. 
Based on the repayment rates of low-income undergraduate borrowers in Table 3, that would imply 
additional budget costs of $22 billion.   
 

(7) Institutions will respond by raising tuition, reducing institutional aid, expanding low-value programs, 

or increasing recruiting intensity. There’s good evidence that increases in loan eligibility increase 

prices at for-profit schools. High-price law schools have designed schemes to take advantage of 

generous debt forgiveness plans called Loan Repayment Assistance Programs (LRAPs), plans under 

which universities and students effectively shift the cost of tuition to taxpayers by exploiting debt 

forgiveness programs. It is likely that some institutions will change prices to take advantage of the 

program. Likewise research suggests that increases in federal aid (such as increases in Pell grant 

amounts) cause institutions reduce (or “crowd out”) the amounts of aid offered by the institution.  

 
At the graduate level, it is clear that many students will never repay their loans at existing tuition 
and borrowing levels, and thus students and institutions will be indifferent if those programs raise 
tuition. Given the caps that apply to undergraduate loans (which limit the amounts undergraduates 
can borrow to between $5,500 and $12,500 per year), there is little room for schools to increase 
revenue by increasing the amount that existing borrowers borrow. Instead, the evidence suggests 

https://ticas.org/files/pub_files/At_What_Cost.pdf
https://www.aeaweb.org/articles?id=10.1257/pol.6.4.174


that increases in undergraduate financial aid increase college costs primarily by increasing the 
number of (lower-quality) programs and by increasing enrollment of students in those programs.  
 
Increases in tuition and enrollment at such institutions would increase total student borrowing and 
result in higher budgetary costs.  
 

(8) State governments may choose to reduce funding for public institutions. The rate of subsidy implicit 
in the proposed IDR regulations effectively turn loans into grants for most undergraduate and many 
graduate students. States may respond by reducing state appropriations or state grants (which are 
paid by local taxpayers) to federal loans (which are paid by federal taxpayers). “Crowd out” is a well-
known concern regarding proposals to increase grant funding and other aid to states. Indeed, in 
analogous cases where the Department of Education provides funding to state educational systems, 
it imposes so-called “Maintenance of Effort” rules to prevent states from reducing funding. If states 
reduce their funding to take advantage of increases in federal subsidies, this would increase the cost 
of the proposed rule to the federal government.  

 
(9) The regulations will make the Public Sector Loan Forgiveness (PSLF) and other forgiveness programs 

more costly and regressive. The Department’s analysis suggests that individuals will qualify for 
forgiveness only after 20 or 25 years or less for borrowers whose initial balances are small (Table 8). 
The Department appears to assume that no borrowers will qualify for forgiveness under PSLF and 
that the IDR proposal will not increase the cost of forgiveness under PSLF. In reality, a large number 
of borrowers should be expected to have their loans discharged after 10 years under PSLF, 
particularly under the recently-proposed expanded eligibility regulations. (More than 2.4 million 
borrowers have applied for PSLF. While most have not yet met the statutory requirements for 
forgiveness, many will over time, particularly given new regulations.) The IDR proposal will increase 
the number of borrowers who qualify for PSLF and increase the cumulative amounts discharged, 
raising the cost of the regulation.  

 
(10)  The proposed rules will facilitate and encourage abuse of federal loans. A large share of student 

debt is not used to pay tuition, but is refunded to students in cash for rent, food, and other 

expenses. At public colleges and for-profits, living expenses represent more than half the estimated 

cost of attendance (which sets the upper limit on how much students can borrow). At many large 

for-profit schools, more than 30% of student loans are returned to students in cash. For graduate 

students across all sectors, about 30% of borrowing is for expenses in excess of tuition and fees 

charged by the university.  

 
While students need to pay rent and buy food while in school, under the Department’s proposal a 
student can borrow significant amounts for living expenses, deposit the check in a bank account, 
and not pay it all back. Indeed, if they never bother to make a payment they will be automatically 
enrolled in IDR. Gaming the system like this wasn’t possible when students were asked, on average, 
to repay loans in full, and it’s not a problem in systems where loans are used exclusively for tuition. 
But that’s not the system we have. Some people will abuse the system by enrolling in programs 
simply for the purpose of taking out a loan rather than pursuing a degree, which will increase the 
cost of the regulation but not advance the educational purpose of the program.  

 
 
 

https://faculty.chicagobooth.edu/-/media/faculty/constantine-yannelis/research/creditsupply.pdf
https://faculty.chicagobooth.edu/-/media/faculty/constantine-yannelis/research/creditsupply.pdf


The Department should report “Fair Value” estimates of the costs of the regulation to understand the 
regulation’s economic effects 
 
The behavioral and economic effects of this regulation depend on the magnitude of the subsidy to 
individual borrowers relative to their private-market alternatives (a so-called “fair value” accounting of 
the subsidy) rather than the subsidy cost to the government measured according to the Federal Credit 
Reform Act (FCRA) accounting rules. In the case of student loans, the fair value estimates of the 
subsidies are substantially larger than the FCRA subsidies and, thus, the incentives for students to 
borrow student loans or enroll in IDR are correspondingly larger than implied by the FCRA estimates. 
The Department should produce estimates of the cost of this regulation on a fair value basis, and 
describe how students, families, and institutions will respond to the new incentives on the basis those 
estimates.  
 
For budgetary purposes, cost estimates of federal credit programs are measured based on the present 
discounted value of future cash flows discounted at Treasury interest rates (as required by FCRA). 
Because this measure uses interest rates available only to the Treasury rather than interest rates 
available to individuals in the private market (a “fair value” accounting), it substantially understates the 
subsidy value or financial attractiveness to students of financing college with federal loans and repaying 
them through IDR plans. In effect, the FCRA accounting estimate presents the student’s choice as 
between borrowing a student loan or issuing an equivalent Treasury bond at the Treasury rate. In 
reality, the student is choosing between borrowing a student loan to getting a loan from the private 
market or financing the cost from earnings or savings, which are substantially costlier and less attractive.  
 
The magnitude of the difference in subsidy rates is large. The CBO estimates that under FCRA accounting 
the subsidy to students enrolled in existing (pre-regulation) IDR plans was 16.9% but on a fair value basis 
the subsidy is 43.1%. In other words, the FCRA accounting dramatically understates how attractive IDR 
plans are to borrowers and thus provides a misleading guide to the likelihood that students take out 
additional loans and repay them through IDR plans.   
 
 
Who benefits from reduced payments? A distributional analysis of the regulation  
 
The stated goal of the regulation is to increase affordability and better serve struggling borrowers. 
However, the Department does not identify groups or characteristics of borrowers that are struggling or 
whose payments are unaffordable, and has not analyzed whether the reduced payments offered by the 
new IDR terms benefit those struggling borrowers. As a result, it is not possible for the Department to 
know whether the proposed regulations achieve their stated purpose or that the proposed regulations 
are the most effective means to achieve that purpose. The Department should provide an analysis of 
who benefits from the proposed rule by income, family background, and demographics, and that 
analysis should be the basis to assess whether the regulations are reasonable and justified. In short, the 
Department’s analysis should demonstrate that it helps promote affordability for low- and middle-
income borrowers and other borrowers who face economic hardship, and that the proposed regulations 
achieve that reduction cost effectively but directing funding disproportionately to struggling borrowers. 
 
Such an analysis is particularly important in the context of student loans because a large share of 
student debt is owed by well-educated, white, financially successful students from upper-class families 
(as I’ve written in the past), who are typically not experiencing financial hardship and whose loans are 
not unaffordable by any reasonable standard. As a result, it is likely that the majority of reduced loan 

https://www.cbo.gov/system/files/2020-02/55968-CBO-IDRP.pdf
https://www.brookings.edu/research/student-loan-forgiveness-is-regressive-whether-measured-by-income-education-or-wealth/


payments proposed in this regulation will flow to relatively affluent students who are not struggling with 
their loans, expanding gaps between more and less advantaged groups instead of closing them. More 
generally, compared to other federal spending programs intended to reduce poverty or reduce financial 
hardship, broad debt relief programs are more costly and benefit more advantaged Americans, which 
raises the question of whether the standards of hardship and affordability that are applied to college 
graduates are more generous than those applied to less well educated Americans.  
 
Almost all undergraduate and graduate students will be eligible for reduced payments and eventual 
forgiveness under the proposal, which makes it effectively untargeted. Moreover, the amounts 
borrowers save (and eventually have forgiven) are based largely on the amounts students borrow, which 
means the benefits are uncapped and disproportionately flow to borrowers with the largest loans, who 
are more likely to be graduate students and students who attended more expensive programs.  
In contrast to other federal financial aid, the IDR policy is not well targeted. It is not based on financial 
need at the time of enrollment (as Pell Grants are). The total amount of forgiveness is not capped as 
undergraduate loans are. And, unlike the administration’s recent retrospective debt forgiveness 
initiative, forgiveness under IDR is not capped. Indeed, when you consider which debts are projected to 
be forgiven under IDR plans, a better moniker is “debt-driven repayment” because most of the cost is 
associated with graduate borrowers and undergraduates with high balances. Such borrowers are better 
educated, more likely to have grown up in upper income households, not to be members of historically 
disadvantaged groups, and to earn more as a result of their graduate and professional degrees.  
 
While the policy is based on income, that does not mean the proposed changes are progressive or based 
on any standard of affordability. One reason is that the parameters are set so that the vast majority of 
borrowers will benefit, even at high levels of income. But another important reason is that we already 
have a highly progressive IDR plan in place. Borrowers with incomes under 150% of the poverty line are 
already exempt from monthly payments, and borrowers over that threshold pay 10%. Hence, increases 
in the threshold from 150% to 225% only help borrowers whose income is over 150% of the poverty line, 
and then only by a maximum of 5% of their discretionary income (which by definition is greater for 
higher-income borrowers).  
 
As a result, increases in the generosity of IDR parameters primarily benefit higher-income borrowers 
with higher levels of debt. Per CBO estimates, reducing the percentage of income borrowers pay (e.g. 
from 10% to 5%) and increasing the threshold that defines discretionary income (e.g. from 150% to 
225% of poverty) benefits graduate borrowers three times as much as it benefits undergraduate 
borrowers.  
 
Ultimately, who benefits from the proposal is opaque because the Department has not accurately 
estimated the distribution of savings and forgiveness under the proposal. Hence, it is not possible to 
understand whether the regulations achieve the stated goals of improving affordability for struggling 
borrowers.  
 
Beyond the examination of who benefits from IDR, it is also useful to consider how the proposed IDR 
plan compares to other federal spending policies to establish a standard or benchmark for hardship or 
affordability. On many dimensions, the IDR proposal is more generous to its college-educated 
beneficiaries than are programs that are not specifically related to college students, even when those 
policies are intended to help substantially more disadvantaged groups. For example, under the proposal, 
borrowers will be asked to repay a smaller fraction of their income than low-income individuals are 
asked to pay in payroll taxes. Some students who borrow to pay for their rent will repay a smaller 

https://www.brookings.edu/blog/up-front/2021/02/12/putting-student-loan-forgiveness-in-perspective-how-costly-is-it-and-who-benefits/
https://www.cbo.gov/publication/56277
https://www.cbo.gov/publication/56277


fraction of that rent than we require of low-income individuals in public housing. It is important to 
assess whether the benefits of the proposed regulation accrue to individuals in need.  
 
 
What are the intended and unintended effects of the rule on the economic choices of students and 
institutions? 
 
In addition to the cost of the regulation and savings that will accrue to students, the regulation is likely 

to have important economic and behavioral effects which affect the net costs and benefits of the rule. 

Some are likely to be positive, such as if the increased subsidy for postsecondary education increases 

enrollment and degree attainment. But other likely effects have negative effects. The Department 

should assess the economic effects of the rule on the following outcomes:  

Will and by how much will the regulation increase enrollment and educational attainment? At what 

types of institutions and programs will these educational investments occur? How will the quality of 

education change? For example, because the IDR subsidy is based on post-college earnings, programs 

that leave students without a degree or that don’t lead to a good job will get a larger subsidy. 

By how much will the regulation increase borrowing among students? What will be the long-term 

consequences of increased borrowing? For example, under the regulations, more students will owe debt 

and the majority will owe that debt for 20 or 25 years. How will that affect household finances and 

credit availability in the future?  

How will institutions respond to the increases in subsidies for loans? How many institutions will begin 

participating in the loan program? What will be the effect on tuition and cost of attendance? To what 

extent does the Department expect increases in loan subsidies to crowd out or reduce institutional or 

state aid? Likewise, how will the policy affect state budgets and state funding?  


