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OVERVIEW OF TESTIMONY
Federal student aid programs provide vital assistance to students and further national goals of
increasing educational attainment and economic mobility, especially for students from disadvantaged
backgrounds. The reauthorization of the Higher Education Act provides an opportunity to modernize
and reform these programs to better support these goals.
Student Loan Repayment Crisis
For most students, debt is a tool that allows them to access educational opportunities that pay off in the
long run. But the student loan system is harming too many students while providing arbitrary subsidies
to others.
 4.6 million borrowers are in default, a number that has doubled over the past four years even as
the default rate has fallen.
 Borrowers with relatively small amounts of debt, especially college dropouts, are most likely to
default.
 Income‐driven repayment plans provide a safety net for struggling borrowers but have failed to
sufficiently mitigate defaults.
One Grant, One Loan
Federal aid programs for undergraduates should be streamlined into a single grant program and a single
loan program.
 Federal subsidies to college students should be delivered through need‐based grants to the
greatest extent possible, as grants reduce the prices students pay at enrollment and can be
targeted to students who most need assistance.
 Subsidies currently embedded in the loan programs, such as the in‐school interest subsidy and
Public Service Loan Forgiveness, should be repurposed into need‐based grants.
 Eligibility for grants could be determined through a simplified form or existing government
records, enabling early communication with students and families.
Income‐Driven Loan Repayment
Moving to a single income‐driven repayment plan is a step in the right direction, but it is unlikely to stem
the rising tide of defaults if borrowers must proactively enroll every year.
 Participation in income‐driven repayment should be automatic, with payments made through
the tax withholding system (as is done in England and Australia).
 The percentage of income paid or number of years prior to forgiveness should be tied to the
amount borrowed, to ensure fairness to borrowers and reduce unintended consequences such
as tuition inflation.
 The loan structure could be maintained, or Congress could move toward a system where
borrowers pay for a set period rather than a set dollar amount, eliminating the need for a loan
balance and interest rate.
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FULL TESTIMONY
Chairman Alexander, Ranking Member Murray, and members of the committee, thank you for the
opportunity to testify today about how our nation’s federal student aid programs could be simpler and
more transparent for students.
I direct the Education Policy Program at the Urban Institute here in Washington, DC. My colleagues and I
provide original data and analysis to support education policymaking from prekindergarten through
postsecondary. This year, we will focus significant attention on the Higher Education Act (HEA),
producing original empirical analyses of reauthorization proposals and creating evidence‐based tools
aimed at elucidating trade‐offs created by different policy options.
I am proud of the work we do at the Urban Institute, but I should emphasize that the views expressed in
this testimony are my own, not those of any organization with which I am affiliated, its trustees, or its
funders.
My testimony will provide an overview of how federal policy provides vital support, credit, and
insurance for college students but could greatly benefit form modernization and reform through
reauthorization of the HEA. Most important, the student loan system is harming too many students
while providing arbitrary subsidies to others.
My analyses and recommendations are rooted in three principles:
First, federal support for higher education should be allocated in ways that help students who
need it most, with the goal of increasing educational attainment and economic mobility,
especially for students from disadvantaged backgrounds.
Second, federal aid programs should treat students fairly. This does not mean treating all
students the same, but aid programs should treat students from similar circumstances similarly
and be easily understood by students and families.
Finally, the system should be as efficient as possible so taxpayer dollars are used to maximum
effect.
Student Loan Repayment Crisis
For most students, debt is a tool that allows them to access educational opportunities that pay off in the
long run.1 Loans allow students to borrow from their higher‐income future selves to invest in their
educations today. The federal government, through the HEA, plays a critical role in extending credit to
all college students, regardless of whether a private bank would make those loans.
But for far too many borrowers, student loans are doing more harm than good. The number of
borrowers in default has more than doubled over the past four years, to 4.6 million, even though the
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default rate has fallen over this period.2 This is because defaulted loans are unlikely to return to good
standing.3 Defaulting harms borrowers’ credit and ability to borrow in the future.4
Default affects some groups of student borrowers more than others. Borrowers with relatively small
amounts of debt, especially college dropouts, are most likely to default.5 These patterns are linked to
low college completion rates because earning a degree increases a borrower’s earning capacity and
ability to repay her loans.6 Additionally, new data show large racial disparities in default rates, with black
college graduates more likely to default than white dropouts.7
Broadly speaking, there is a repayment crisis in student lending.8 A fixed monthly payment may work for
a car loan, but the 10‐year standard repayment plan asks too many student borrowers to make
unaffordable payments shortly after leaving college, when their incomes are low. As a result, even
students who have taken on reasonable debt levels to earn valuable degrees may struggle to repay early
in their careers.
Existing income‐driven repayment plans provide a safety net for struggling borrowers, which in theory
should prevent defaults. But those plans have failed to do so, in part because they are too complicated.
There are multiple programs with different rules, which borrowers often need to navigate at times of
financial stress.9 Borrowers need to reapply every year; between 2013 and 2014, half failed to do so.10
Options for Reform
The current federal aid programs resulted from years of well‐intentional policy changes that would now
benefit from consolidation and simplification. In my view, each set of programs should be limited to the
purpose for which it is best suited: grants to reduce the prices that students pay, loans to provide credit
on reasonable terms, and income‐driven repayment to provide insurance against unaffordable loan
payments.
Options for reform range from modest efforts to simplify and reduce the number of grant and loan
programs (and repayment plans) to bolder proposals that would more fundamentally change how the
student aid programs function. I discuss a range of options that Congress should consider as it
reauthorizes the HEA.
One Grant, One Loan
Consolidating federal aid programs into one grant program and one loan program would make these
programs more effective and easier for potential students to navigate.11 The grant program could better
support the college enrollment and completion of disadvantaged students by repurposing poorly
targeted subsidies from other programs. And moving away from multiple loan programs might reduce
the troublingly large number of students who are unaware of how much they have borrowed, or
whether they even have a loan.12
Whenever possible, federal subsidies to college students should be delivered through a grant program.13
This is the most effective mechanism for delivering subsidies to students, as it reduces the prices
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students pay at the time of enrollment and it can be targeted to students who most need assistance. For
example, the need‐based in‐school interest subsidy would be better used to reduce college costs for
lower‐income students at the point of entry rather than the loan payments they make after leaving
college. Likewise, the cost of the Public Service Loan Forgiveness (PSLF) program, which
disproportionately benefits high‐debt borrowers even if their incomes are not that low, could be
repurposed into need‐based grants.14
The primary purpose of the single federal loan program should be to extend credit to undergraduate
students. Policymakers should consider capping or eliminating lending to parents of undergraduate
students, perhaps in combination with increasing undergraduate loan limits, rather than operating a
predatory lending program.15 Limits on lending to graduate students should also be reinstated, or the
eligibility of those loans for forgiveness curtailed, to preserve the fiscal sustainability of the federal
lending program.
Streamlining existing aid into one grant and one loan program would help students who are already
navigating the system, but it would not reach students who lack awareness of their eligibility for federal
aid. Simplifying the Free Application for Federal Student Aid (FAFSA) is a modest first step, but a more
ambitious option is to target aid based on information the federal government already collects rather
than through a separate form.
Eligibility for Pell grants could be determined automatically using tax records. For example, families
could learn about Pell eligibility when their children are in elementary or middle school, perhaps
through an “account” that would increase in value each year the family’s economic circumstances made
them eligible. This notification could be sent to all families who claim one or more children on their
federal income tax returns.16
Providing aid to families based on average income over a long period would preserve needs‐based
targeting, and it would arguably be fairer than considering a single year’s income. It would also allow for
communicating eligibility directly, early, and clearly, without the need for an onerous application.
Research indicates that lowering these kinds of barriers can increase the rates at which children from
low‐income families enroll in college.17
An aid application would not be needed to administer a single federal loan program that provided credit
on the same terms to all undergraduate students. Encouraging colleges to offer federal loans to all their
students could reduce the likelihood that students borrow too little. A recent study found that nudging
community college students to borrow—in this case, by including nonbinding loan offers in financial aid
award letters—increased both the amounts they borrowed and their academic success rates.18
Ending the Repayment Crisis
Streamlining income‐driven repayment into a single plan would be a useful step forward from current
policy, which provides borrowers with several options including the original income‐based repayment
(IBR), a newer version of IBR, pay as you earn (PAYE), and revised pay as you earn (REPAYE). When a
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borrower faces financial hardship, it will be easier to pick a single income‐based option than decide
among several.
But simply reducing the number of plans is unlikely to significantly stem the rising tide of defaults. A
borrower would still have to know that income‐driven repayment is an option and take proactive steps
to enroll and remain enrolled. And moving to a single plan is unlikely to address concerns about the
fiscal sustainability of current policy.19
Making income‐driven repayment automatic would do much more to reduce student loan defaults.
Borrowers could be placed into such a plan after leaving college, using their prior‐year income to
calculate payments (which would change each year). Payments would generally start out low and
increase with the borrower’s income. Although this type of plan would adjust payments annually, it still
would have limitations. For example, it would not be responsive to short‐term changes such as a job
loss. And borrowers might still fail to make payments, even affordable ones.
The boldest proposals would have all borrowers make income‐driven loan payments through the tax‐
withholding system (while retaining the option to pay them off more quickly). For example, under the
Dynamic Repayment Act proposed by Senators Warner and Rubio, employers would collect payments
and remit them to the federal government in the same way that they withhold income taxes.20
In an automatic system, it would be difficult for most borrowers to default on their loans in the same
way that it is difficult to underpay payroll taxes.21 This is the approach taken by several countries,
including England and Australia, and it is also used in the US in the form of “wage garnishment” for
severely delinquent loans.22
A significant downside of current income‐driven plans is that borrowers pay the same percentage of
income, regardless of whether they borrowed $10,000 for an undergraduate degree or $100,000 for a
professional degree.23 Combined with loan forgiveness options after 10–25 years, this means that a
borrower can take on more debt without necessarily paying back any more.24 This could lead to price‐
insensitivity among students, further driving up the prices that institutions (especially graduate
programs) can charge and the costs to taxpayers.
This problem can be solved by tying the amount borrowed to the percentage of income paid.25 For
example, borrowers might pay 1 percent of their income for each $10,000 that they borrow. Under such
a system, the undergraduate borrower with $10,000 in debt would pay 1 percent of income, whereas
the graduate degree holder with $100,000 would pay 10 percent. Payments would continue until the
loan is paid off (with interest), or Congress could specify a maximum period after which any remaining
balance is forgiven (which could also be linked to the amount borrowed).
Even with these changes, two significant drawbacks of income‐driven repayment would remain. First, an
increasing loan balance (i.e., negative amortization) could impose psychological harm on borrowers and
prevent them from taking on other forms of debt such as mortgages. Second, taxpayers assume all the
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risk of nonpayment and reap none of the reward when borrowers are economically successful (beyond
repayment of principal and interest).
An alternative would be to require borrowers to pay a set percentage of their income for a fixed period
(which could vary based on the amount borrowed), even if it exceeds what the borrower would have
paid under a traditional loan.26 A system along these lines, which would be a public‐sector analogue of
“income share agreements,” would eliminate the concept of a loan balance, and interest rates would no
longer be needed.
***
A single need‐based grant program, combined with an easy‐to‐understand loan program that protects
borrowers through automatic income‐driven repayment, will increase the effectiveness of federal
support for higher education and reduce the harm that noncompletion and loan default
disproportionately inflict on disadvantaged individuals.
Optimal design of federal grant and loan programs requires considering how they interact with each
other and with other components of the HEA, such as the rules that govern institutional eligibility to
award federal grants and loans. How to protect students and taxpayers from low‐value programs is
beyond the scope of this hearing, but it is critical to a well‐designed federal aid system.
The reauthorization of the HEA provides an important opportunity for Congress to streamline and
strengthen the federal aid programs that are critical to college access and completion in the United
States. I hope my testimony will contribute to that important effort, and would be happy to answer any
questions.
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