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Executive Summary

          As we inaugurate the 46th President, 45 million Americans owe over $1.6 trillion in student debt, second 

only to mortgages in terms of total consumer indebtedness (1). Specifically, over the last fifteen years, we’ve 

seen student loan balances balloon by $1.25 trillion as US education policies promoted higher education with 

little regard for cost and value. At the same time, student debt has yielded significantly different outcomes for 

students across America. While most students will still find the benefits of attaining a post-secondary degree 

to be meaningful, they may still struggle to repay hefty loans if they do not secure an economically stable 

career. Hence it is a national imperative to implement solutions to help alleviate this burgeoning personal and 

national financial crisis (2). 

          We believe there are three broad categories of reforms involving both public and private actors that can 

help create a more student-friendly financing regime, while also expanding access to higher education. The 

first category of interventions seeks to provide students with better information before enrollment so that 

they can make more informed choices about their likelihood of financial success in a given school or program 

of study. While there are some existing resources, such as the College Scorecard from the Department of 

Education, the information available varies in depth and availability from institution to institution, frequently 

preventing students from making meaningful comparisons. The second category of solutions aims to 

incentivize improved program performance, with an emphasis on both in-school offerings and post-

graduation outcomes. While the Obama administration took some steps to increase accountability, such as 

introducing the Gainful Employment metrics that presented debt-to-income ratios of a program’s graduates, 

future efforts should focus on aligning the incentives of institutions and students such that schools have 

more “skin in the game” with regard to student outcomes. The third area of reform focuses on providing 

students with more manageable payment options. These innovations can take a variety of forms, with 

opportunities for sponsorship by both private parties and public institutions. One such payment option that 

seeks to address multiple issues underlying multiple categories is outcomes-driven funding options, such as 

income share agreements (ISAs).

          Taken together, this three-pronged approach would provide students with the necessary resources to 

become more informed consumers prior to embarking on their program of higher education, while also 

incentivizing schools to provide tangibly better courses of study with more direct ties to the labor market. 

Thereafter, simplified, and more widely available outcomes-driven funding options will maximize successful 

repayment outcomes and minimize adverse credit incidents. In aggregate, these reforms would provide the 

holistic approach needed to meaningfully address the burgeoning student loan crisis, while continuing to 

encourage the pursuit of higher education and workforce development.
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(1)  Statista Research Department, “Value of Household Debt in the U.S., by type,” https://www.statista.com/statistics/500814/debt-owned-by-consumers-usa-
by-type/
(2) Peter G. Peterson Institute, “Student Debt Continues to Rise,” https://www.pgpf.org/blog/2018/07/the-facts-about-student-debt
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Introduction

          The headline is familiar: “Student loan crisis reaches $1.6 trillion.” The statistic calls to mind the image 

of a student going to college to improve her life, only to be left saddled with insurmountable debt 

encumbering her financial future for decades after leaving campus. Maybe less salient, but just as important, 

is the macro-level impact: a nation whose next generation of employees and entrepreneurs are too saddled 

with debt to fuel broader economic growth and investment.  While public discourse disproportionately 

focuses on a few solutions such as broad loan forgiveness and taxpayer-funded tuition, recent research has 

called into question the very nature of the underlying problem, and has begun to elucidate new  solutions that 

may serve as more effective remedies.

          Recently, the Brookings Institution reported that “6 percent [of students] owes one-third of the 

outstanding...debt. At the other extreme, 18 percent of borrowers owe less than $5,000 in student loan debt. 

They collectively owe 1 percent of the debt outstanding” (3). Observations such as these imply a more 

complex reality, wherein borrowers at different points along the indebtedness spectrum face diverse 

challenges, requiring more tailored solutions. We set out to  further explore the underlying and distinct factors 

plaguing the nation’s student loan borrowers, assess the array of challenges it presents, and examine 

innovative, long-term solutions to provide future generations of students with a better way to fund education. 
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(3)  Kadija Yilla and David Wessel, “Five facts about student loans,” https://www.brookings.edu/blog/up-front/2019/11/12/five-facts-about-student-loans/
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          The first question to answer when seeking to understand the student loan crisis is simple: who actually 

holds the debt and is at risk of a bad financial and life outcome? After analyzing the data, a few important 

insights emerge:

 

1. Classroom outcomes and graduation matter. Students who drop-out or do not finish their program 

represent a disproportionate share of borrowers who go on to default on loans. 

2. The degree program and school that a student chooses matter. There is great variation in labor market 

outcomes both between different programs within a single institution and between the same degree 

program across different institutions. 

3. The amount borrowed matters. Paradoxically, borrowers with smaller outstanding debt balances are 

more likely to default, relative to their higher balance peers who have completed graduate and 

professional degree programs.

 

These three observations provide a better understanding of the student borrower landscape and also spur 

ideas about how to mitigate future unsustainable borrowing and best provide targeted assistance to those 

most at risk.

 

1. Graduation as a Key Indicator

          Borrowers who do not graduate from their program are disproportionately likely to struggle with student 

loan repayment. A review of borrower data from the early 2000s found that dropouts represent 30 percent of 

borrowers, but a disproportionate 49 percent of defaulters (4). Conversely, those who successfully attain a 

bachelor’s degree represent 34 percent of borrowers, yet only 10 percent of the defaulters (5). A recent 

analysis by the Wall Street Journal found a similar result. The reporters determined that 12 percent of 

borrowers who graduated from their program defaulted versus a staggering 35 percent default rate amongst 

borrowers who did not graduate (6). The general conclusion—that graduating leads to better financial 

outcomes—may seem obvious, but is of paramount importance when seeking targeted solutions to the 

student loan crisis.

The Different Types of 

Student Debt
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(4)   Ben Miller, “Who Are Student Loan Defaulters?” https://www.americanprogress.org/issues/education-
postsecondary/reports/2017/12/14/444011/student-loan-defaulters/
(5) Ibid.
(6)  Douglas Belkin and Dylan Moriarity, “Calculating the Risk of College,” https://www.wsj.com/graphics/calculating-risk-of-college/
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          Other researchers have reached a similar conclusion. Michael Itzkowitz, a senior fellow at Third Way, found 

that program “completion matters regardless of institution type, as ...those who are able to complete an award or 

degree are more likely to be able to pay down their educational debt than those who never finish” (7). According to 

Pew Charitable Trusts, for Other researchers have reached a similar conclusion. Michael Itzkowitz, a senior fellow 

at Third Way, found that program “completion matters regardless of institution type, as ...those who are able to 

complete an award or degree are more likely to be able to pay down their educational debt than those who never 

finish.” According to Pew Charitable Trusts, for example, over 75 percent of student loan defaulters in Texas never 

graduated from their program (8). In fact, 50 percent of the student loan defaulters in Texas dropped out before the 

start of the second year of their program (9). Additionally, according to the Center for American Progress, “About 

half of all individuals who default on their student loans never earned a college credential. These individuals 

typically owe relatively small balances, with about 64 percent owing less than $10,000 and 35 percent owing less 

than $5,000” (10). 
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(7)   Michael Itzkowitz, “Want More Students To Pay Down Their Loans? Help Them Graduate,” https://www.thirdway.org/report/want-more-students-to-pay-
down-their-loans-help-them-graduate
(8)  Pew Charitable Trusts, “Student Loan System Presents Repayment Challenges,” 
https://www.pewtrusts.org/-/media/assets/2019/11/psbs_report.pdf#page=31
(9) Ibid.
(10)  Ben Miller, Colleen Campbell, Brent J. Cohen, and Charlotte Hancock, “Addressing the $1.5 Trillion Student Loan Debt,” 
https://www.americanprogress.org/issues/education-postsecondary/reports/2019/06/12/470893/addressing-1-5-trillion-federal-student-loan-
debt/#:~:text=Borrowers%20who%20do%20not%20complete,percent%20owing%20less%20than%20%245%2C000.
(11)  Georgetown University Center on Education and the Workforce, “Buyer Beware: First Year Earnings and Debt Data for 37,000 College Majors at 4,400 
Institutions,” https://cew.georgetown.edu/cew-reports/collegemajorroi/
(12) Ibid.
 

2. Different Programs Yield Different Outcomes

          Looking more deeply, these divergent financial outcomes can partially be 

explained by dramatic underlying differences in labor force outcomes associated 

with various fields of study and schools. Researchers at the Georgetown 

University Center on Education and the Workforce recently found that programs 

that yield high long-run incomes are good investments even if they also lead to 

high indebtedness, whereas real challenges exist for lower cost, seemingly more 

affordable programs that yield worse occupational outcomes.

          For example, let’s consider the master’s degree programs in educational 

administration across a few different institutions. In the first year after graduation, 

graduates from Fordham University’s program earn an average of $82,400 per 

year in income net of loan repayments (11). After completing the same degree 

program, Old Dominion graduates earn an average of $44,700, and Taylor 

University graduates on average earn $27,500 (12). In this instance, even though 

each student pursues a similar degree and takes home income after accounting 

for debt payments, they each face very different financial outlooks.
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          Similarly, consider the differences in outcomes for students in master’s programs at Penn State’s Main 

Campus. Students studying Student Counseling and Personnel Services, Human Resources Management and 

Services, and Computer Engineering each face similar education costs and have an average annual debt 

payment of $5,740 (13). However, average annual incomes vary widely, with Computer Engineering providing 

the best post-graduate wages ($95,900), Human Resources Management and Services ranking second 

($66,504), and Student Counseling and Personnel Services providing the lowest income ($43,100) (14). While 

the standardized, one-size-fits-all approach of federal student loans implies that all degrees provide similar 

workforce and financial outcomes, such market signaling is misleading and can have severe consequences 

on borrowers’ long-term financial health as they enter repayment.        

          Perhaps with good financial planning the aforementioned educational administration students will be 

able to pay off their loans without defaulting and may even do so in a timely manner. For other students, 
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(13) Ibid.
(14) Ibid.
(15) Anthony P. Carnevale, Ban Cheah, Martin Van Der Werf, Artem Gulish, “Buyer Beware: First Year Earnings and Debt Data for 37,000 College Majors at 4,400 
Institutions,” https://1gyhoq479ufd3yna29x7ubjn-wpengine.netdna-ssl.com/wp-content/uploads/CEW-Buyer-Beware.pdf
 

however, such an outcome is unlikely. In the worst-case 

scenario, students may face net earnings (income less 

student loan debt payments) that are so low as to preclude 

affording basic necessities, such as housing or healthcare, 

while some may even face negative net income. For 

example, according to the Center on Education and the 

Workforce, the worst performing program in the country, 

ranked by the ratio of debt payments to income, was a 

master’s degree program that has average annual debt 

payments exceeding annual income by over $6,200 (15). 

When students drop out of a program and do not graduate, 

one can plausibly understand how they may fall into financial 

hardship from the combination of student loan debt and 

diminished income resulting from non-completion. However, 

if students are graduating and still unable to find jobs that 

provide suitable income, there is a different problem. When 

students aren’t graduating, the question becomes how to 

improve retention and graduation rates. However, when the 

problem prevails still, even when students are graduating, 

the question shifts to the viability of the program, and the 

alignment of educational cost and value.
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           The Obama administration tried to answer this viability question through its Gainful Employment (GE) 

regulations that provided debt-to-income comparisons across programs to assess the financial health of 

students one year after graduation. However, these regulations, which would cut off taxpayer funding for 

programs that failed a debt-to-income test, were primarily focused on for-profit colleges, leaving many non-

profit public and private institutions largely excepted from this fact-based review and its subsequent 

implications. After the Trump administration discontinued these Obama-era regulations, researchers at The 

Texas Public Policy Foundation created a methodologically similar Gainful Employment Equivalent (GEE) 

metric to see how different programs are providing value for their students. The results were revealing. Data 

found that only 70 percent of programs at public colleges pass the GEE test, along with around 60 percent of 

those at private non-profit schools, and 56 percent at for-profits (16). 
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(16) Kery Murakami, “Many Nonprofit Colleges Would Fail Gainful Test,” https://www.insidehighered.com/news/2020/01/16/profit-programs-not-only-ones-
would-fail-gainful-employment-test
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This means that nearly a third of programs at public colleges, two-fifths of private non-profit programs, and 

nearly half of programs at for-profit schools would have been placed on probation or failed under the Obama-

era guidelines, as these programs lack a clear pathway for graduates to achieve financial success.

 

3. Outcomes Matter More than Loan Balances

          Reviewing aggregate borrowing levels across degree programs further elucidates the situation. 

Amongst undergraduates, the Brookings Institution found that approximately 30 percent graduate with no 

debt and another 25 percent graduate with less than $20,000 in debt (17). Furthermore, according to Adam 

Looney and Constantine Yannelis, only 9 percent of borrowers entering repayment in 2014 for their 

undergraduate loans had a balance over $50,000 (18). On the other end of the spectrum, Kadija Yilla and 

David Wessel find that “While only a small share of households with student debt have a graduate degree 

[approximately 26 percent], loans associated with graduate degrees account for 50 percent of the total 

outstanding student loan debt” (19).

           Not all outstanding debt is the same, however. A student who has a large student loan balance but is 

entering a field with strong job prospects and a degree from a reputable institution is well-positioned 

compared to someone entering a declining field with a less marketable degree. This observation suggests 

there are a few different categories of student loan borrowers that must be understood and supported with 

individualized, tailored solutions. At the tail end of the positive side of the ledger, there are students who 

attend high-prestige institutions, graduate, and enter into a field with strong job prospects. On the other 

extreme is the negative position, there are students who attend low-prestige institutions, do not graduate, and 

are in job fields with fewer prospects and lower earnings (Figure 1). 
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Figure 1: Spectrum of Student Outcomes
Low-Prestige University
Does Not Graduate
Field With Low Job 
Prospects

High-Prestige University
Graduates Program
Field With High Job 
Prospects

 
(17) Kadija Yilla and David Wessel, “Five facts about student loans,” https://www.brookings.edu/blog/up-front/2019/11/12/five-facts-about-student-loans/
(18) Adam Looney and Constantine Yannelis, “Borrowers with Large Balances: Rising Student Debt and Falling Repayment Rates,” 
https://www.brookings.edu/wp-content/uploads/2018/02/es_20180216_looneylargebalances.pdf
(19) Kadija Yilla and David Wessel, “Five facts about student loans,” https://www.brookings.edu/blog/up-front/2019/11/12/five-facts-about-student-loans/
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This framework is supported by the recent finding from Beth Akers at the Manhattan Institute, who finds, “a 

high level of indebtedness alone does not necessarily indicate overborrowing, and a low balance does not rule 

out the possibility of overborrowing and related hardship” (20) In fact, she found that the “highest rates of late 

bill repayment, an indication of financial hardship, are observed among households with outstanding debts 

less than $5,000” (21). Thus, a low balance does not mean a borrower is primed for smooth repayment. In 

fact, many of the borrowers with comparatively small debt obligations may be at the highest risk of default 

because of other factors, such as poor labor market outcomes, and inflexible repayment structures. 

 

Tying the Factors Together

All of these considerations lead to a few important takeaways. First, there are two main groupings of 

problematic debt that warrant the most attention. Of primary interest is student debt held by those who do not 

graduate. The research is clear that those who do not graduate are at a higher risk of financial burden and 

default, even when loan balances are on the lower-end of the distribution. These are the students who have 

taken on the financial risk of education but who received minimal, if any, workforce or economic gains due to 

non-graduation. The second group is students from the many programs that have poor student outcomes, 

namely the one-two punch of high-debt (and cost) and low-earnings outcomes. While there are many different 

proposals to help the students currently dealing with these myriad issues, finding solutions to help prevent 

these specific situations is essential to addressing the cycle of problematic debt.
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(20)  Beth Akers, “How Much is Too Much: Evidence on Financial Well-Being and Student Loan Debt,” https://www.ats.edu/uploads/resources/current-
initiatives/economic-challenges-facing-future-ministers/financial-issues-research/Evidence-on-financial-wellbeing-and-student-loan-debt.pdf
(21) Ibid.
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A Three-Pronged 

Approach to Reform

 

           There are three main types of reforms 

that would help students avoid the 

burdensome (and risky) debt situations 

discussed. The first category of reforms are 

policies to help students make more informed 

choices when selecting a school and degree 

program before enrollment. The second are 

reforms that focus on incentivizing 

improvements in student outcomes across 

educational institutions. Third are reforms and 

innovations that incorporate more 

manageable repayment options for students 

through outcome-driven models. Individually, 

these proposals would each have a positive 

impact on the future of higher education 

financing. Taken together, they represent a 

paradigm shift, providing students with a 

better chance at leveraging education to 

achieve the American Dream, without the risk 

of financial ruin.
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(22)   Rachel Fishman, “Deciding to Go to College,” https://www.newamerica.org/education-policy/policy-papers/deciding-to-go-to-college/
(23) Ibid.
 

Better Informed Consumers, Better Student Outcomes

         Students increasingly view higher education as a means to an end. In a 2015 report, New America 

asked students their top reasons for attending college. The top three responses were:  to improve 

employment opportunities (91 percent), make more money (90 percent), and land a good job (89 percent) 

(22). Simultaneously, 63 percent of students isolate the cost of a college as their most important factor when 

considering which school to attend (23). However, it can often be difficult for a prospective student to make 

an informed consumer choice, as the necessary information to balance cost and outcomes are often not 

readily available.
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          Students take on significant financial risk when they seek to pay for school, regardless of whether they 

use savings, income, loans, income-share agreements, or any other method. However, unlike the market for 

just about any other good or service, students have very little insight into the risk-adjusted returns of their 

investment, not only because of the inherent variability in individual student experience, but also because of 

the dearth of reliable available data. Making this information readily available will enable students to make 

more informed choices when selecting a school and program, allowing them to avoid underperforming 

programs.

           One possible way to operationalize this solution, would be to require, either through legislation or 

administrative rulemaking, schools to forthrightly disclose such information. When a student applies for a 

private student loan, the lender must make a series of disclosures in compliance with the Truth In Lending 

Act, such as the range of financial terms as well as what repayment could look like. Such disclosures allow 

students to meaningfully compare offers from providers to other private lenders and to federal loans that may 

be available. However, no comparable disclosures exist when a student seeks to enroll in a degree program 

that frequently represents the largest single purchase at that juncture in a student’s life. Requiring schools to 

prominently display Truth in Enrollment Disclosures inclusive of meaningful outcomes data in enrollment 

agreements or as part of the application process would go a long way towards providing the transparency 

students need to behave as informed consumers when deciding on a program.

          The Department of Education has led the effort in mandating such data collection via its College 

Scorecard, covering a range of important outcomes surrounding financial aid, student debt, likelihood of 

graduation, employment opportunities, and earnings. While many schools and majors do not yet have data for 

all outcomes metrics, more data is released each year to cover more schools and students. In addition to 

continuing their efforts to expand coverage for existing metrics, we would like to recommend that the 

Department of Education release new metrics in several categories of student outcomes. 
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          First, because defaulting on your student debt is one of the most important adverse outcomes that 

students should seek to avoid, the Department of Education should release default rates by field of study. 

Currently, default rates are only available at the institution-level, such that a student can compare default 

rates between different schools, but not different majors within those schools.  As College Scorecard’s field 

of study earnings data has shown, outcomes can vary dramatically for different majors at the same school. 

We were pleased to see the Department take a step in the right direction on this issue by recently announcing 

it will update its data to include borrower-based repayment rates broken down by individual field of study (24). 

In future editions of the College Scorecard, a student deciding their major should be able to see the historical 

default rate for students at their school broken down by field-of-study. 
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          Second, while current 

data offers a detailed view of 

outcomes for graduating 

students, it remains 

surprisingly quiet about the 

outcomes of non-graduating 

students. Burdened by student 

debt but lacking a degree to 

show for it, non-graduates are 

often a high-risk population 

facing potential for 

unemployment, low earnings, 

and default. But these 

students are not included in 

many of the Department of 

Education’s key outcome 

metrics, including the most 

recent debt and earnings data 

by field of study. To 

 

 

 

help students understand the risks of not graduating, and to begin holding schools accountable for the 

outcomes of all their students, the Department of Education should release institution-level data on earnings, 

debt, and defaults for non-graduating students. 

 
(24) U.S. Department of Education Press Office, “U.S. Department of Education Announces Additional college Scorecard Updates, Providing Greater 
Transparency on Borrower Repayment Progress and Postsecondary Costs,” https://www.ed.gov/news/press-releases/us-department-education-announces-
additional-college-scorecard-updates-providing-greater-transparency-borrower-repayment-progress-and-postsecondary-costs
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          For students who do graduate, further detail on career and placement outcomes would be particularly 

helpful in addressing three questions. First, how long does it take students to find jobs after graduation? 

Reporting the median number of months after graduation without an increase in work-related income would 

 

 

 

help inform expectations of how long a job search 

will last. Second, looking towards students who do 

not immediately enter the workforce, how many re-

enroll in further higher education? Current reporting 

covers employed, unemployed, and idling students, 

but glosses over the sizeable portion of students 

returning to school driven by lack of other options 

and widely available grad PLUS loans. Lastly, beyond 

the currently-reported median salary for employed 

graduates of a program, what does the broader 

distribution of incomes look like? A fuller 

understanding of possible incomes would include 

statistics such as the 10th and 90th percentiles of 

income, or the standard deviation of the sample incomes.

 Finally, perhaps of less interest to a general audience but no less vital for the accurate and beneficial 

interpretation of this data, the Department of Education should clarify naming conventions for fields of study. 

College Scorecard reports major-level data using CIP Codes, a standardized and widely-used system of 

names for the field of study. But schools do not offer degrees in CIP Codes; each school has their own unique 

set of program offerings that vary widely in curriculum, post-graduation outcomes, and student body makeup, 

and might or might not accurately map onto one or more CIP Codes. Therefore, when reporting data on a 

particular program, schools should list not 

only the standardized CIP Code they’ve 

used to label their program, but also the 

official name of the degree program as 

used by the school. Links to online 

descriptions or references to course 

catalogs and other official material would 

further clarify the relationship between CIP 

Codes and real-world degree programs, 

enabling field of study data to be 

understood in reference to the correct 

underlying degree program.
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 Such detailed outcomes reporting is an ambitious undertaking by the Department of Education, validated 

by early successes in publishing more detailed earnings and student debt data than was previously available 

through any public source. Doubling down on this commitment to a thorough and transparent documentation 

of educational outcomes would benefit not only students, but also the policymakers, academics, businesses, 

and schools that rely on such data to help improve our higher education system.

 

 

 

 

 

 

 

 

 

 

 

 

Revamping Incentives Through Risk Sharing

          The second major reform is to configure the funding system to align with real-world outcomes. 

Currently, schools earn eligibility for federal student loan funding by meeting the standards of non-

governmental accreditation bodies. Unfortunately, the accreditation system prioritizes the inputs of a school, 

such as minimum program length and staffing requirements, over measurable labor market student 

outcomes. Instead, making federal student loan funding dependent on an acceptable standard of student 

outcomes including graduation, job placement, time to placement, and living wage attainment would 

incentivize schools to align curricula to relevant workforce skills, improving outcomes and spurring 

innovation.

          The history of federal student loan policy clearly demonstrates that schools will respond to focused 

federal incentives to improve their students’ outcomes. Writing in Reason in May 2020, Mike Riggs notes that 

similar to the current student debt crisis, there was a smaller, more intense default crisis in the late 1980s 

(25). The federal government had made loans readily available with few restrictions on the funds, allowing 

students to attend poor performing programs and for-profit schools that did not position students well for 

future success yet saddled them with burdensome debt (26). Partially as a result of these policies, such as 

allowing students who had dropped out of high school to access federally guaranteed loans to attend for-

profit colleges, the default rate reached 22.4 percent in 1990, an increase from 10.7 percent just six years 

earlier (27).
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(25) Mike Riggs, “Student Loans Aren’t Working,” https://reason.com/2020/04/12/student-loans-arent-working/
(26) Ibid.
(27) Ibid.
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             In response to this ballooning default crisis, the government placed a number of restrictions on federal 

student loan funds, including a stipulation that “schools whose students had default rates above 30 percent 

were barred from receiving aid” (28). In a research paper analyzing these policies, Looney and Yannelis found 

these regulations led to a reduction in the size of the for-profit college market (where the defaults were, and 

are still today, concentrated) and a decrease in the default rate (29). However, the default rate and number of 

for-profit schools began to rise after Congress once again imposed less strict regulations (30). 
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(28) Ibid.
(29) Adam Looney and Constantine Yannelis, “The Consequences of Student Loan Credit Expansions: Evidence from Three Decades of Default Cycles,” 
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3474356
(30) Ibid.
(31) Beth Akers, “Risk Sharing: How to Hold Colleges Accountable for the Education They Provide,” https://www.manhattan-institute.org/how-to-hold-colleges-
accountable-for-education-they-provide
(32) Ibid.
 

          While these policies were well-intended and sought 

to increase access to higher education for low-income 

students, as Beth Akers has written, “Access to a college 

education that doesn’t pay financial dividends is simply 

access to unaffordable debt” (31). Cutting off or severely 

curtailing this funding  to underperforming programs—and 

not reopening the spigot in the future and restarting this 

cycle—would be one way to help students avoid 

problematic debt they have little chance of repaying. More 

broadly, implementing an outcomes-based system, which 

incentivizes schools to both prepare students for 

workforce success and manage costs, can have a large 

effect both on the actions of schools and the results seen 

across the education landscape.

          Even more important than introducing an outcomes-based system is choosing the correct outcomes to 

measure and leverage as incentive triggers. For example, the current definition of cohort default rate ignores 

any defaults or repayments occurring after the end of the second fiscal year in repayment. While useful for 

some purposes, this limited definition could systemically hide defaults occurring later in the repayment cycle.  

One possible alternative would be the loan repayment rate, which is the percentage of a school’s borrowers 

who lower their balance over a given time period. As Akers notes, “the advantage of [loan repayment rate] is 

that it reveals when borrowers don’t make progress in paying down their loans because they are eligible for 

programs that postpone payments without causing their loan to be reported as delinquent" (32). An even 

better benchmark would be a broader application of the aforementioned Gainful Employment (GE) metric, 

which would help ensure funds are not going to schools and programs that are consistently leaving students 

in unsustainable borrowing positions. 
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These could be helpful factors for determining which schools are able to access funds, as schools that fail on 

these measurements could see their access to federal and private funds wane. However, while these types of 

reforms would be helpful and necessary, there are other ways to more directly incentivize schools to invest in 

improving student outcomes.

          A policy solution to achieve an outcomes-focus need not be all-or-nothing. Federal loans can be 

available at schools with worse outcomes, but the amount available and the timing of funds received by the 

school can vary alongside outcomes. One effective intervention would be to make schools share the risk of a 

student not benefiting financially from attending. This would force schools to have more “skin in the game” 

and be more accountable to real-world outcomes. Preston Cooper, writing for The Foundation for Research 

on Equal Opportunity (33), suggests that schools who use federal loans should face a $1,000 penalty for each 

student who has an adverse repayment outcome (34). Needless to say, that is just one approach amongst 

many that could force schools to share in the risk of adverse student outcomes.

          Another promising risk-sharing model is to make school payment contingent on the student achieving 

certain milestones. For example, schools may only receive a portion of the funds until a student graduates, 

finds work in their field of study, or repays a given portion of their initial loan balance. Illustratively, if a student 

takes out $10,000 in loans, the school will receive part of the funding, say $8,000, upfront and then only 

receive the remaining $2,000 upon the student achieving graduation, employment, or repayment milestones. 

Given the importance of graduation as a barometer for likelihood to default, a risk-share with graduation as 

the benchmark outcome would be an effective way to incentivize schools to invest in students, raise 

graduation rates, and improve financial outcomes.
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(33) Preston Cooper, “A Borrower Centered Plan for Student Loan Relief,” https://freopp.org/a-borrower-centered-plan-for-student-loan-relief-3999ed8d08e8
(34) Cooper defines an adverse repayment outcome as “1) defaults on their loans within five years of entering repayment, 2) is at ninety days delinquent on 
their loans five years after enter repayment, 3) has a higher balance five years after entering repayment than they did upon leaving college, or 4) requires 
interest subsidies on their loans for at least 30 of the first 60 months of the repayment cycle.”
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          There is reason to believe that schools both have the ability to improve student outcomes and will try to 

do so if incentivized. One example schools could consider would be deeper academic advising. The median 

ratio of students to academic advisors nationwide is 296 students to 1 advisor, with large universities seeing 

that ratio balloon to a median of 600 per advisor (35). This state of affairs can have harmful effects on 

students and set them back in their academic pursuits. For example, students pursuing a physician assistant 

(PA) path recently told the James G. Martin Center that their academic advisors were unfamiliar with the 

undergraduate course requirements that PA schools were looking for in applicants, causing them to take 

unnecessary courses or delay their graduation as they sought to take the proper course load (36). Given that 

52 percent of students who dropped out of school cited cost and tuition as a reason for leaving school, and 

43 percent noted having to take courses they did not think were useful as a contributing factor, such mistakes 

in advising can have serious effects (37). Additionally, 68 percent of students noted that having the 

opportunity to meet with advisors would have helped them complete their degree (38). Some schools have 

shown that innovation in this space is possible. For example, Arizona State University introduced eAdvisor, an 

online platform that gives students all of the information they need to complete their degree (39). Or take 

Georgia State University, which developed a predictive analytics based system that uses over 800 different 

risk factors to help academic advisors intervene at the first sign of a student having issues (40). Increasing 

schools' incentive to improve outcomes would make them more likely to research and innovate like Arizona 

State and Georgia State in order to improve student outcomes. 

 

Flexible and Affordable Repayment Options

          As we’ve detailed throughout, adverse financial circumstances are frequently caused by poor 

educational outcomes, as opposed to unfair funding structures. That said, there are meaningful opportunities 

to improve the repayments structures offered to student loan borrowers to best assist those struggling to 

repay. These are the students who either did not graduate, or who did graduate but are burdened with debt 

that simply does not align with their income potential. For these two groups of students, more flexible and 

affordable repayment options could help alleviate their types of situations in the future. There are a number of 

different payment models that might help these students, such as improved income-driven repayment (IDR) 

(41) and income share agreements (ISAs).
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(35) Rich Robbins, “Advisor Load,” https://nacada.ksu.edu/Resources/Clearinghouse/View-Articles/Advisor-Load.aspx
(36) Megan Zogby, “The Importance of College Advisors for Academic Success,” https://www.jamesgmartin.center/2020/12/the-importance-of-college-
advisors-for-academic-success/
(37) Jean Johnson, Jon Rochkind, Amber N. Ott, and Samantha DuPont, “With Their Whole Lives Ahead of Them: Myths and Realities About Why So Many 
Students Fail to Finish College,” https://www.publicagenda.org/wp-content/uploads/2020/05/With-Their-Whole-Lives-Ahead-of-Them.pdf
(38) Ibid. 
(39) Josh Moody, “Staying On Track: A Guide to Academic Advising,” https://www.usnews.com/education/best-colleges/articles/2019-08-28/staying-on-track-
a-guide-to-academic-
advising#:~:text=Questions%20to%20Ask%20About%20Academic%20Advising&text=What%20is%20the%20student%2Dto,than%20300%20students%20per%2
0adviser
(40) Ibid. 
(41) IDR does not refer to one program, but rather is a catch all term for the various income-driven repayment options offered by the federal government, such 
as Revised Pay As You Earn Repayment Plan (REPAYE), Pay As You Earn Repayment Plan (PAYE), Income-based Repayment Plan (IBR), and Income-
Contingent Repayment Plan (ICR). 
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          The current federal loan system allows borrowers to enroll in a number of different IDR plans, with each 

program differing slightly given the profile and potential desires of the borrower. However, many students 

who are eligible for IDR do not actually enroll. Additionally, one recent study found that a majority of 

distressed student borrowers managed their debt sub-optimally, which resulted in higher delinquency rates 

(42). Part of the reason for this is that many students are not fully aware of their options to enroll in these 

programs as well as the complexity of the application process. Researchers at the Manhattan Institute found 

that either automatically enrolling qualifying borrowers into these types of programs, as is the practice in the 
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(42)  Kimberly Rogers Cornaggia and Han Xia, “Who Mismanages Student Loans and Why?” https://privpapers.ssrn.com/sol3/papers.cfm?
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(43)  Katerina Nikalexi and Constantine Yannelis, “How to Lower Student Loan Defaults: Simplify Enrollment in Income-Driven Repayment Plans,” 
https://www.manhattan-institute.org/income-based-student-loan-repayment
(44) Ibid.
(45) Ibid.
 

United Kingdom and Australia, or streamlining the application 

process to make it less cumbersome would lead to increased 

enrollment, which could be of great benefit to qualified 

borrowers (43). In one experiment, a servicer gave pre-

qualified students pre-populated electronic applications that 

simply required the students to e-sign the application, which 

resulted in more than twice as many students in the treatment 

group enrolling in the IDR program (44). This resulted in the 

enrolled students seeing monthly payments that were $355 

less on average, as well as a 7 percent reduction in 

delinquency (45). Increasing enrollment in IDR could provide 

much needed relief to students who find themselves with 

difficult-to-repay loans and could easily be attained through 

reforms like simplifying the application and enrollment 

process to provide students a more affordable and flexible 

payment option.

          While IDR may be a more manageable mechanism for 

students to repay their loans, exploring alternative funding 

instruments could provide a better way for many students to 

fund their education. One of the most promising among these options are income share agreements (ISAs). 

ISAs differ from loans because there is no fixed or minimum repayment amount. Instead of principal that 

must be paid down, ISAs only have a payment term—measured in number of payments, not dollars—that must 

be paid down. With ISAs, students receive needed education funding in exchange for a pledge of a fixed 

percentage of their future income for a fixed number of months, only paid in months where they earn more 

than the minimum income threshold. 

Stride Funding | A Whitepaper on Higher Education Funding | stridefunding.com



         For example, a student may take out an ISA that provides them with $10,000 of funding in exchange for 

5% of their income for 60 monthly payments (5 years). Additionally, if at the end of the repayment term the 

student has paid back less than the funding amount (e.g. $7,000), the student is not responsible for paying 

the difference. Conversely, a student may pay back more than the amount funded (e.g. $13,000), but never 

more than the prescribed maximum payment cap. Unlike with a loan where a student continues to indefinitely 

accrue interest, payments on an ISA are complete after the student either: i) makes the prescribed number of 

monthly payments, ii) reaches the payment cap, or iii) reaches the maximum number of deferred months, 

whichever comes first. 
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(46)  Ben Miller, “Who Are Student Loan Defaulters?” https://www.americanprogress.org/issues/education-
postsecondary/reports/2017/12/14/444011/student-loan-defaulters/
 

           While IDR may be a more manageable 

mechanism for students to repay their 

loans, exploring alternative funding 

instruments could provide a better way for 

many students to  Furthermore, ISAs can be 

structured to achieve one of the best 

features of existing IDR programs—

automatic payment relief when a borrower 

earns less than the minimum income 

threshold. In an effort to simplify the 

complex threshold calculation in existing 

federal IDR programs, most ISA programs 

establish a clear threshold well above the 

poverty line to ensure that ISA recipients 

only make payments once they’re earning enough to cover other basic living expenses. For example, if the 

threshold is $40,000 annually, students would only make payments when their income is above the monthly 

equivalent of $3,333. In totality, these protections can provide ISA recipients a more flexible repayment option 

compared to loans. 

          This flexibility is particularly important for distressed students, as according to the Center for American 

Progress, the median borrower took only 2.75 years to default (46). This means that a large portion of 

borrowers who default are doing so early in repayment due to a combination of high monthly payments and 

poor labor market outcomes. That timing can make the built-in flexibility of ISA payments very attractive as it 

can help borrowers avoid large fixed payments, especially early in repayment when borrower incomes are 

typically lower. Simply put, when students make less, they pay less; when they make more, they pay more. 

Thus, as students’ income increases throughout their careers, their ISA payments move in tandem, providing 

much needed flexibility and reducing defaults.
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          Avoiding default and its attendant negative financial consequences is also a laudable goal in its own 

right. As Pew Charitable Trusts relates, there are a number of outcomes connected to default that can have a 

significant negative effect on a person’s long-term financial health. Once borrowers enter default, they lose 

the ability to enroll in a variety of federal programs and repayment options, such as income-driven repayment 

(47). They may also face substantial fees in the process of having wages garnished—which itself is a serious 

potential consequence of default—and debts collected (48). Additionally, the default will appear on their credit 

reports for up to 7 years, and research has shown that these borrowers’ credit scores can decline between 50 

to 90 points because of default (49). Such a massive effect on someone’s credit can take years to improve, 

meaning that borrowers can have difficulty accessing other credit products—such as personal, auto, and 

home loans, as well as credit cards and other financial services—just as they are seeking to establish a strong 

financial footing for their adult lives. Additionally, in some states, professional licenses and driver’s licenses 

can be suspended or revoked because of adverse credit histories, making it difficult for people to earn a solid 

income at a point in time when they need the most opportunity to do so (50). The flexibility of ISAs presents 
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(47)  Pew Charitable Trusts, “Student Loan Default Has Serious Financial Consequences,” https://www.pewtrusts.org/en/research-and-analysis/fact-
sheets/2020/04/student-loan-default-has-serious-financial-consequences
(48) Ibid.
(49) Ibid.
(50) Ibid.
 

one promising solution to avoid this cascade of 

financial ruin by helping students avoid default in 

the first place. 

          Students across the country have already 

begun to use ISAs to fund their education as an 

outcomes-based approach. Purdue University 

launched its ISA program in 2016 and has already 

funded over 1,000 students, including many who 

are now entering repayment. Schools that 

implement ISA programs are betting on the 

outcomes their educations provide: the school will 

only get repaid if the student commands a 

sustainable income in the labor market. 

Additionally, while there are some proposals for the federal government to administer an ISA program either 

in conjunction with or as a replacement for the current loan system, a number of private ISA providers, such 

as Stride Funding, are already driving innovation by helping schools establish their own ISA programs and 

offering individual ISAs to students seeking education funding.  A competitive market for ISA programs 

offering students a variety of funding options would greatly aid students to select funding options that align 

incentives and promote educational access. 
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Conclusions

          $1.6 trillion in outstanding American student loan debt shocks the conscience. But, despite the national 

headlines, this is not the figure that we should be acutely focused on. As policymakers and higher education 

administrators seek to triage the societal issues that accompany problematic student debt, students most in 

need of a solution are those who are likely to struggle with repayment, of whom there are two main groups. 

First are students who enrolled, incurred tuition and other costs, and began borrowing, but who did not 

graduate. Research indicates that those who do not graduate are at a higher risk of over-burdensome student 

debt and potentially defaulting, even when their balances are relatively low. These are the students who have 

taken on the financial risk of higher education, but who have, generally speaking, not received the labor 

market benefits. The second group are students from the many programs that have poor ratios of outcomes 

relative to their investments in higher education. This combination of low graduation rates, low placement 

rates, and low earnings results in high debt and unsustainable repayments relative to future income. 

          While there are many proposals to help the students currently dealing with these issues, we propose a 

few reforms to help address the most at-risk populations:

 

1. Provide students with better information before they enroll by updating and expanding data in the 

College Scorecard, and also mandating school disclosure of key data points. By making such 

information more readily available, students will be positioned to make better, more informed choices 

when selecting a school and program. 

2. Incorporate outcomes-driven incentive structures into the higher education financing system, 

especially through risk-sharing. These funding models would incentivize schools to invest in improving 

student outcomes, in turn helping students avoid problematic debt. 

3. Provide students with more manageable payment options. There are a number of different payment 

models that might help these students, but of particular interest are income share agreements (ISAs), 

which provide students a flexible, outcomes-driven funding option. Also, simple fixes such as 

streamlining the application and enrollment process for IDR plans would allow a larger share of 

students to benefit from existing federal programs, providing a nice complement to innovations like 

ISAs. 

          While the standardized, one-size-fits-all approach of the existing federal student loan program might 

have been the only way for these students to access and attend school, varying employment outcomes may 

render these loans unaffordable and may place unmanageable constraints on  students’ financial freedom. 

ISAs are a very promising option, as they align incentives between students and schools, while offering 

flexible monthly payments for downside protection in instances of unemployment or under-employment. 

          Each of these reforms and innovations would help students avoid burdensome debt and would assist 

them if financial distress occurs. Taken together, these changes represent a paradigm shift that could create 

a sustainable  higher education financing system that results in greater access to education, better student 

outcomes, and financial stability. 
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