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The COVID-19 crisis has profound financial impacts on families across the country and on the economy 
overall. With businesses shuttered (including 40% of Black businesses)1 and record-breaking unemployment 
claims filed since March 2020,2 it is hard to overstate the financial instability and hardship this global 
pandemic has produced. And it will only get worse. The federal government’s response to the COVID-19 
global pandemic has failed to meet the needs of Americans who are forced to choose between staying 
healthy and working in essential, often low-paying, jobs. Even as the recovery lags, the Senate has failed to 
pass a second stimulus package that would bring economic relief to millions of impacted Americans. 
Inaction by our national leaders could sabotage the wealth-building opportunities for a generation. This  
is especially true for people of color and low-income communities that disproportionately rely on higher 
education for social and economic mobility. The next generation pursuing higher education will be dually 
challenged as instruction increasingly takes place online and within a changing economic landscape  
defined by an unknown recovery timeline. 

Although this is the first global pandemic we have seen in over a century, it is not the first economic 
recession or downturn the United States has encountered in recent history. Many lessons can be learned 
from the Great Recession of 2008. Although that crisis was different in nature, examining our recent past can 
give us a road map for policy solutions that avoid repeating failures and unintended consequences. For the 
purposes of this policy brief, we will be illuminating the intersections between higher education financing, 
racial inequality, wealth creation, and the student debt crisis. We provide an analysis of factors driving the 
student loan crisis as well as policy recommendations for reform and warnings for states seeking to protect 
student loan borrowers in the COVID-19 era and beyond. 

Lessons from the Great Recession 

After the shockwaves of the 2008 recession, states made drastic cuts to their support for institutions of 
higher education.3 Nationally, per-pupil funding fell from $9,248 in 2008 to a low of $6,888 in 2012.4 In 
response to falling state support, colleges and universities turned to tuition dollars to fill the gaps, pushing 
the burden of paying for higher education onto students and their families. By 2018, 10 years after the crash 
and nine years after the official end of the recession, per pupil spending remained about 13% lower than 
2012 funding when adjusted for inflation.5 In fact, education spending in most states has never returned to 
pre-2008 levels. These factors, paired with a decrease in state grant aid, foreclosures, job loss, and downturns 
in the market have fractured family balance sheets and created an entire generation of students who  
needed to borrow more than ever before to attend college.

Additionally, as a result of the Great Recession, there was an explosive enrollment in for-profit colleges. At 
the height of the recession, for-profit college enrollment grew 24%.6 This increase in enrollment was due to 
state disinvestment from higher education, high unemployment rates, an increase in the amount of money 
available through the Pell Grant, and aggressive marketing and recruiting tactics by for-profit colleges. 
Where many saw retraining opportunities as a path to the middle class, unscrupulous for-profit colleges 
used the economic crisis to reel in borrowers with the promise of fast degrees and a near-immediate ability 
to make more money. Unlike underfunded community colleges, where waitlists for essential classes was the 
norm, for-profit colleges were constantly starting new classes, often allowing new enrollees to begin their 
course work within a week or less. 

Introduction
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––
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Together, the disinvestment from higher education and explosive growth of for-profit education helped to 
entrench and expand the racial wealth gap. As we will discuss below, borrowers of color took out more 
student debt to pay for degrees that cost them more than they were worth.

To avoid repeating the unequal recovery of 2010, 
states must protect the student loan borrowers who 
are essential to building neighborhoods, small 
businesses, and a strong middle class. To rebuild their 
state economies, legislatures must support the 
students who are the economic hope of the future. 
We must learn from the mistakes of the last decade 
and reinvest in higher education. We now know that 
rising student debt burdens have depressed the 
economy, impacting the lives of families struggling  
to keep up with their payments and causing 
them to delay purchasing a home or starting a 
business, causing a ripple effect throughout the  
larger U.S. economy. 

Impact of COVID-19 on Higher Education

The economic crisis caused by COVID-19 threatens higher education funding with yet another round of cuts 
and disinvestment.7 Indeed, the projections for state budgets are grim. State budgets are highly dependent 
on state income taxes and sales taxes, and both have declined precipitously since March 2020.8 Economists 
predict that some states will face revenue losses of up to 20% this year.9 With balanced budget requirements 
in most states, and unexpected expenditures in state medical and unemployment systems due to the 
COVID-19 crisis, state budget cuts are unavoidably on the horizon. And while initial federal dollars may have 
helped patch budget holes, the funding was too little and too restricted to meet the full need. Indeed, 
despite emergency funding from the federal CARES Act, many states and institutions of higher education 
are already making deep cuts to their budgets as the crisis continues.10

On top of the funding cuts, COVID-19 has changed the face of college education, with campus shutdowns 
and quick transitions to online instruction forcing students to quickly rethink their housing arrangements 
and day-to-day lives. These changes not only require students to access reliable Wi-Fi from a personal com-
puter, but also to figure out how to be resilient as their access to meal plans and dorm rooms evaporated 
almost overnight. These pressures have resulted in enrollment declines at institutions that serve low-income, 
working students, and students who are Black and Latino.11 These enrollment declines and the high costs of 
transitioning to online instruction or safe in-person instruction are creating budget problems that will “touch 
every sector of higher education, [e]very size of institution, every region of the country.”12 

It is likely that ongoing budget shortfalls will lead to permanent school closures: one researcher has 
estimated that hundreds of institutions are at risk of permanent closure, with the pandemic driving an 
almost 50% increase in private colleges at risk.13 Below, we will discuss how states should prepare to protect 
students who are impacted. 

To avoid repeating the unequal 
recovery of 2010, states must 
protect the student loan  
borrowers who are essential  
to building neighborhoods, 
small businesses, and a strong 
middle class. To rebuild their 
state economies, legislatures 
must support the students  
who are the economic hope  
of the future. 
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Higher Education and the Racial Wealth Gap 

The cuts to higher education budgets and rising costs of college weigh most heavily on students whose 
families do not have the money to pay for college out-of-pocket or with savings. Some of these students 
borrow to attend college, while other students from low-income backgrounds simply forego higher  
education, resulting in a profound loss of future income. For those who do seek higher education, the  
cost is increasingly borne by the individual in the form of student loan debt.

While more than two in three students borrow to pay for the cost of college, students of color, and in 
particular Black students, tend to borrow higher amounts than their peers and more frequently (Figure 1).14 
This is due to the historic and ongoing systemic racism that has created a persistent racial wealth gap, 
leaving Black and Latino students with less family wealth to draw upon as they pursue their degrees.

Figure 1: 85% of Black Students Borrow To Cover the Cost of College, and Borrow More

All White Black Hispanic/
Latino

American Indian 
or Alaska Native

Native Hawaiian/ 
Other Pacific  

Islander

Asian

Average Debt for 
BA Recipients with 
Loans in 2016

Share of BA 
Recipients with 
Student Loan 
Debt in 2016

 $29,669  $30,093  $33,993  $25,452  $25,447  $26,380  $26,515 

 
 
 

68.9%  69.4%  84.9%  66.3%  45.1%  76.1%  89.4% 

Despite borrowing at rates similar to their white peers, Latino students also struggle with student loan debt 
as a result of lower household incomes and significantly less wealth. They are also more likely to drop out of 
school because of the high price of education. In 2009, 31% of Latino student loan borrowers dropped out 
of college.15 Once a student stops or drops out of college, they are much more likely to experience trouble in 
repayment because they have debt but no degree or credential in hand.

And after graduation, the disparate impact persists. Black student loan borrowers find themselves  
drowning in increasing student debt despite making regular payments, and almost half of Black graduates 
owe more on their undergraduate student loans four years after graduation than they did when they 
received their degree, compared to 17% of white graduates.16 Given the United States’ long history of  
intentional and specific exclusion of communities of color from opportunities to build wealth, communities 
of color bear the brunt of economic crises. This was true with the 2008 crisis, and the economic impacts  
of the COVID-19 pandemic are proving to be no different.17 Both people of color and lower-income  
earners face disproportionate crisis-related job and income loss—yet have less family and community 
wealth to tap into.18 

It is critical that state legislatures not deepen this wealth gap by continuing to make cuts to higher 
education budgets that will force Black and Latino students to borrow more and more to afford a college 
education, or shift these same borrowers back into for-profit schools. Legislators must understand the 
history that created this gap in order to avoid legislation that would entrench it further and actively promote 
legislation that would lessen it. Policymakers must center solutions around those most impacted, such as 
borrowers of color and low-income communities, and create intentional policy solutions to close the racial 
wealth gap, lift student loan borrowers out of debt, and hold institutions of higher education accountable 
for the quality of their education, so that borrowers get what they pay for.
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Policy Recommendations for State Higher Education Reform
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

States have a crucial role to play in protecting students by ensuring that servicers play their part and provide 
good information to student borrowers in repayment, overseeing institutions that have troubling track 
records, and preparing for school closures.

Student Loan Servicing: Ensure Student Loan Borrowers Can Successfully Repay

Student loan servicing companies, which serve as the crucial link between borrowers and successful repay-
ment of their loans, are a critical piece of the $1.6 trillion student debt puzzle. Among their responsibilities, 
servicers are tasked by both federal and private contracts with collecting student loan payments, putting 
borrowers into the right repayment plans, addressing delinquent loans until they are placed in default, or 
even discharging the debt when a student is eligible under federal law. And when servicers fail, they sabo-
tage borrowers who need information about how to make their payments more manageable, how to get 
out of default, and more.

When the CARES Act created automatic deferral for many federal student loan borrowers, student loan 
servicers were tasked with pausing payments and accurately reporting payments as on-time to credit 
agencies.19 Yet, servicing errors have persisted throughout implementation, resulting in continuing wage 
garnishment and adverse credit reporting. One servicer provided incorrect payment information to credit 
reporting agencies regarding as many as five million student borrower accounts. Another servicer continued 
garnishing wages, despite the fact that Congress had ordered an immediate suspension of the practice 
weeks prior. For millions of borrowers, these implementation failures had serious and immediate impacts on 
their ability to take out a mortgage, secure a new lease, or get a fair, affordable loan.

Efforts to hold servicers accountable at the state level are especially crucial, as the current administration has 
abdicated its responsibilities to protect students and has repeatedly failed to hold bad servicers accountable 
for their errors. 

These errors once again highlight the need for states to step up and protect student loan borrowers by 
overseeing the companies responsible for servicing their loans. Eleven states and the District of Columbia 
already have a “Student Loan Borrower Bill of Rights” enshrined in law, and more than one-third of 
outstanding student loan debt in the country is now held by borrowers from states where enhanced 
consumer protections are in place or are being implemented for student loan borrowers.20 Despite the 
progress that has been made, student borrowers in every state deserve to have their loans handled fairly 
and effectively.
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While these provisions provide the baseline for state Student Loan Borrower Bills of Rights, most of the 
recent wave of bills, including those in Virginia, Colorado, Maine, Rhode Island, and New Jersey, include 
requirements that servicers must evaluate a borrower for an income-driven repayment plan before placing 
them in forbearance or default, if such a plan is available to a borrower. Through income-driven repayment 
plans, borrowers who are struggling to make their payments—which are often disproportionate to their 
incomes—have their payments adjusted to reflect what is affordable based on their income. Critically, after 
successful completion of income-driven repayment plans, the remaining debt is forgiven, relieving 
borrowers of their student loan debt burden.

The ability to participate in an income-driven plan is 
crucial for borrowers struggling to pay their debts, and 
servicers are responsible for determining whether a 
student is eligible for such a plan and actually placing 
them in that plan. Borrower complaints, however, 
commonly include reports of issues with their servicers 
in trying to access these plans. Types of complaints 
include lost paperwork, unnecessary delays in 
enrollment and annual recertification, and being 
misinformed about their options, such as eligibility for 
forgiveness programs like Public Interest Loan 
Forgiveness. Requiring servicers to evaluate every borrower for these plans before placing them in 
forbearance or deferment is incredibly important for borrowers who often have not been made aware of 
these other repayment plans or have not been placed in an income-driven plan by servicers, despite 
requesting one.

Student Loan Borrower Bill of Rights Basics

A Student Loan Borrower Bill of Rights Should Prohibit Servicers from:

• Directly or indirectly defrauding or misleading borrowers; 

• Misapplying payments or providing inaccurate information to a borrower, a credit 
bureau, or governmental agency; or 

• Refusing to communicate with an authorized representative of a borrower.

And Require Student Loan Servicers to:

• Provide timely responses to questions from borrowers; 

• Apply payments that are more or less than the required payment amount as the  
borrower prefers; and 

• Adhere to certain responsibilities when the loan is sold, assigned, or transferred.

The ability to participate in an 
income-driven plan is crucial 
for borrowers struggling to pay 
their debts, and servicers are 
responsible for determining 
whether a student is eligible  
for such a plan and actually 
placing them in that plan.
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For Profit Colleges: Increase State Oversight of Unscrupulous Schools

As noted above, for-profit colleges saw explosive growth following the Great Recession. This growth was 
driven by three factors. First, as older learners returned to college and trade schools after large-scale layoffs, 
they were drawn to promises of quick training and credentials, classes that began almost immediately,  
and easy access to programs that required no remediation. Second, an increase in Pell Grant funds made 
higher education more attainable for millions of Americans. And finally, state cuts in support to community 
colleges led to longer wait lists, over-crowded classes, and the elimination of some programs, making  
for-profit education attractive to adults who needed to quickly re-enter the workforce. 

Unfortunately, the promises of for-profit colleges proved to be empty. When compared to those who attend 
public and nonprofit private colleges, borrowers who attend for-profit colleges are less likely to graduate, 
more likely to default on their student loan debt, and less likely to be employed in the field they studied. 
Over 52% of borrowers who first entered higher education in the 2003–2004 undergraduate cohort at  
for-profit institutions defaulted by 2016, compared to just over 17% for borrowers of the same cohort  
that first enrolled in four-year public colleges.21 And because for-profits tend to enroll more Black and  
Latino students, their bad outcomes fall disproportionately on those groups.

For-profits also spend less money on instruction than other types of institutions, while spending more  
on marketing and recruitment. One study indicated that for-profits spend only 22.9% of tuition dollars on 
instruction.22 Of the 10 education advertisers spending the most online, seven are for-profit institutions, and 
six-month spending on advertising for these seven schools averaged $11.8 million.23 This spending typically 
intensifies in moments of economic crisis, as it has during the COVID-19 crisis.24 

After years of falling enrollment, the COVID-19 crisis 
has provided a lifeline for for-profit institutions as 
their enrollments soar.25 In the early data for this 
school year, for-profit colleges are the only sector  
to see both their graduate and undergraduate  
enrollment increase in the fall of 2020.26 If history  
is any guide, for-profit enrollments will continue  
to grow throughout this economic crisis. 

States should stay vigilant and increase oversight of these schools, ensuring that student loan borrowers  
are protected from colleges that make promises they cannot keep.27 States should also closely monitor  
conversions and purchases of for-profit colleges and pass legislation to ensure schools who convert to  
nonprofit status are operating as nonprofits and not using that designation to evade regulatory oversight. 
Purchases of for-profit institutions by public colleges, such as Purdue University’s purchase of Kaplan 
University28 and the University of Arizona’s recent purchase of Ashford,29 give for-profit institutions a veil  
of nonprofit legitimacy, leading prospective students to believe that their education will be delivered by 
institutions with a long legacy of success rather than a scandal-ridden for-profit school.

Other examples, such as the recent attempt by Grand Canyon University to convert to nonprofit status,  
have been rejected altogether. Grand Canyon University, a for-profit college that enrolls more than 100,000 
students, had their attempt to convert to nonprofit status rejected by the Department of Education, because 
the Department found that too large a portion of the school’s academic operations would still be under the 

In the early data for this school 
year, for-profit colleges are the 
only sector to see both their 
graduate and undergraduate 
enrollment increase in the fall  
of 2020.
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purview of a new for-profit arm.30 The decision by the Department of Education highlights the need for 
greater scrutiny at the state level of these attempted conversions to ensure that they are not merely a way  
to evade regulations meant to protect borrowers and taxpayers. 

For-Profit Accountability Bill Basics

States can pass laws that require their approving agencies to more closely examine for-profit 
schools applying to operate in the state—they can set standards for instructional spending, 
implement basic consumer protection guardrails around loan repayment, and more. 

Increased Scrutiny of For-Profit Colleges Should Include:

• Requiring that for-profit colleges spend taxpayers’ money on instruction, limiting  
the amount of revenues they can spend on advertising.

• Requiring that for-profit colleges produce minimum outcomes by creating meaning-
ful standards for job placement, repayment of loans, and student loan default rates. 

• Requiring that for-profit colleges not enroll students in programs where the student 
is not eligible for employment in the field in the state where they reside.

• Preventing for-profit colleges from steering borrowers into predatory,  
unaffordable loans.

States can pass bills to oversee the conversion process. This year, California passed a bill that 
would require their attorney general to verify that any nonprofit college that operated as a  
for-profit at any time since 2010 meets certain criteria before the conversion is accepted by  
their state oversight committee.31 These criteria include:

• Ensuring the nonprofit acquired the for-profit institution's assets for a fair value.

• Ensuring that any agreements for goods or services do not exceed their fair value. 

• Requiring the nonprofit to conduct, or direct, all of its own "core functions." 

• Ensuring the new nonprofit has not entered into any contracts, loans or leases  
with a term greater than three years with the former for-profit institution's owners 
and managers.
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Some institutions also withhold transcripts to compel the repayment of a debt owed to the school. Any 
school that closes should be required to immediately discharge all the debt owed to them by student  
borrowers, allowing those borrowers to apply those dollars towards rebuilding their lives.

Other states are already working to move similar Orderly School Closure bills through their legislatures.  
Such legislation will be helpful in addressing this pre-existing crisis that the COVID-19 pandemic is likely  
to exacerbate. Students and their families facing a school closure deserve transparency, honesty, and real 
guidance as they navigate their futures.

Protect Borrowers Whose Schools Close

Even before the COVID-19 crisis, many institutions of higher education were facing financial challenges.  
The enrollment frenzy caused by the 2008 recession has long ended, and many schools that are tuition 
dependent—often small private schools without large endowments—do not have sufficient cash reserves 
to withstand even small declines in enrollment and attendance. For small public institutions, a decade of 
disinvestment by state legislatures combined with rising tuition that may price out local students has led 
lawmakers to consider merging campuses or even consolidating schools to keep the doors open. Indeed, 
the authors of a new book on college closure, The College Stress Test, predict that 20% of the nation’s  
colleges face severe financial risk in 2020.32 

With large-scale school closures becoming a real possibility, states must be prepared to ensure that 
students and their families are protected from the fallout. A school that closes abruptly can leave borrowers 
in the position of having incomplete degrees and outstanding credits that do not easily transfer to another 
school. In the past, schools have literally locked their doors, denying former students access to important 
documentation, like transcripts, that allow those borrowers to continue their education.

School Closure Bill Basics

To Protect Students in the Event of School Closures, States Should:

• Require all schools that operate in the state and large online schools that enroll students in 
the state to provide to the higher education oversight commission a close-out plan, which 
describes what steps the school would take to avoid a disorderly closure.

• Require all for-profit schools to have bonds in place that students can access if the schools 
close, requiring the higher education oversight commission in the state to immediately 
refund all non-federal loan money that students enrolled at the time of the closure paid  
to the school. 

• Enhance the ability of the higher education oversight commission in the state to obtain  
student transcripts from closed schools.33 
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Beyond the concrete steps of the legislation described above, state lawmakers and regulators should  
be aware of other challenges in higher education policy, including the proliferation of online education,  
and alternative, private education financing such as income-share agreements—both areas that are rife  
with predatory actors. 

Monitor for Quality of Online Education 

As COVID-19 upends brick-and-mortar higher education and moves more students online, guardrails to 
ensure quality in online education are more important than ever. Prior to the COVID-19 crisis, 34% of all 
higher education students (a total of more than 6.6 million students) were enrolled in online courses, up 
from 8% of students in the 1999–2000 academic year.34 Research and recent history have established  
that online education has a disappointing track record, problematic online programs are particularly  
concentrated at for-profit institutions, and accreditors have not demonstrated that they can adequately 
oversee the quality and consistency of online programs.35 

For-profit institutions offering online education  
often tout their programs and the financing that  
pays for them as “innovative and accessible,” high-
lighting the potential of online education to provide 
a low-cost but high-quality degree. The campaigns 
often target the communities who have traditionally 
been locked out of the higher education system: 
people of color, low-income communities, and 
female heads of households. Unfortunately, extensive 
research has established that online education has simply not delivered on its promise of expanded access 
to low-cost, high-quality higher education, and in some cases, research has shown that these programs are 
downright predatory.36 

The negative impacts of poor-quality online education on low-income and communities of color are  
far-reaching. A 2019 focus group study by the Center for Responsible Lending found that for-profit online 
programs negatively affect low-income students, especially Black Americans, veterans, and female heads  
of households. Negative impacts of poor-quality distance-only education include high rates of poor  
educational performance,37 high rates of non-completion,38 and poor labor market outcomes,39  
including lower wages for online-only degree earners.40 

Federal and state policymakers have been slow to adequately regulate fully online education, leaving too 
many students and borrowers without a way to measure the quality of the school in which they hope to 
enroll. And with the new reality of the COVID-19 economy, many people who are financially impacted may 
choose to enter distance learning programs to train for a new career, only to incur debt for a meaningless 
degree. With loosening standards at the federal level, states need to fill the gap to protect the interests of 
consumers and ensure students do not amass student loan debt to pay for an online education that does 
not ensure a financially sound future.41, 42 

States Beware! Upcoming Challenges in Higher Education Policy
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Extensive research has established 
that online education has simply not 
delivered on its promise of expanded 
access to low-cost, high-quality 
higher education, and in some cases, 
research has shown that these 
programs are downright predatory.
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Legislators Should Be Prepared To Ask Detailed Questions Regarding Online  
Education, Including: 

• How will students interact with their instructors? How much of the course is live instruction? 
How much is pre-recorded?

• Will instructors be available to answer questions and give real-time instruction to students?

• Does the school have the proper and relevant programmatic accreditation that will allow  
students to sit for licensing exams? 

• How will complaints be handled? Will oversight be housed in the student’s home state, or  
the corporate home state of the school?

• Will the state be able to enforce their own laws against the school, even if those laws differ 
from laws regulating nonprofit or brick-and-mortar schools?

Be Wary of Alternative Education Financing

While about 90% of student loan debt is held by the federal government, the reliance on debt to finance 
higher education has attracted private investors. One prominent effort to enter the student loan space is 
income-share agreements (ISAs), which have emerged recently as a private alternative to federal student 
loans. An ISA is an arrangement between a student and a school in which the school provides education  
to the student at no upfront cost; in exchange, the student agrees to pay back a percentage of their  
post-graduate income. This model has the benefit of tying future payments to income, though federal  
loans offer income-driven repayment plans to do the same.

Currently, ISAs are primarily used to fund for-profit online workforce development programs, such as coding 
boot camps. However, ISA financing is becoming increasingly popular in four-year institutions of higher 
education. In fact, about 10 states have considered some type of legislation or action to regulate ISAs within 
their state borders to ensure that new products follow basic consumer protection laws. This movement by 
state legislatures and state regulators signals a rise in popularity for ISAs and a growing need to address  
regulatory gaps and rein in bad actors in the state.

Questions to Ask about Online Education in Your State

In the last several years, states have attempted to rectify the lack of oversight of for-profit colleges by  
joining the National Council for State Authorization Reciprocity Agreement (NC-SARA). However, NC-SARA  
is not a sufficient mechanism for regulating for-profit schools and leaves many gaps in the regulatory  
process that predatory schools are quick to exploit, resulting in inadequate oversight and accountability  
for distance education. As a result, legislatures across the country will need to grapple with how they 
address the quality of online education and ensure that students who spend money to attend an online 
school benefit from the degree.
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There is reason to be concerned. ISA backers repeatedly suggest that the product is not a loan, despite  
the fact that it is money that is taken out at no immediate cost and is repaid over time, and that ISAs should 
therefore be exempt from traditional oversight of financial products. This classic tactic to evade regulatory 
oversight should not be tolerated, and states should ensure that ISAs are treated as the loans they are. ISAs 
should therefore be subject to basic consumer protections laws such as the Equal Credit Opportunity Act 
(ECOA), which prohibits any lender from discriminating against individuals either in credit availability or  
pricing. Before ECOA was enacted in 1974, creditors routinely rejected applicants for credit, based on  
inaccurate stereotypes about women, divorcees, and people of color.

Further, ISAs often do not have fixed payments or transparent interest rates but, instead, create payment 
pricing based on the borrower’s salary. The algorithms by which ISA providers determine the amount the 
borrower will pay back can often be skewed based on factors such as college major and earning potential, 
baking in discrimination against students in majors such as social work, nursing, and teaching or other 
students who are likely to face labor market discrimination.43 Ultimately, this practice will provide the most 
favorable terms to exactly those borrowers who already have the greatest access to higher education:  
white men entering highly-paid fields. Inherent in the repayment model of ISAs is the need to predict  
the future value of the borrower, opening the door to ECOA violations specifically regarding the treatment 
of protected classes.

Among other Issues, ISAs often:

• Lack consumer protections: ISA providers claim that their products are not “loans” or “credit” 
under consumer protection statutes. Borrowers get no APR disclosures and may not realize the 
high price tag or burden of turning over a share of their future income.

• Contain arbitrary pricing: It is unclear how affordable payments will be or how defaults will be 
handled, and, unlike conventional student loans (private or federal) where early repayment saves 
costs, borrowers will have to pay extra to get out from under their ISA agreement early.

• Cover only a portion of education financing: Because ISAs often supplement additional federal or 
private loans, borrowers may stack debt leading to unaffordable debt for low-income borrowers 
and their families. 

• Contain arbitration clauses and obscure collection practices: By signing ISA contracts,  
borrowers waive their rights to jury trials and class actions. Instead, they must resolve disputes 
through binding arbitration. Additionally, ISAs may use heavy-handed debt collection practices. 
In fact, Purdue University has written punitive debt collection practices into their income share 
agreements. Once students sign their ISA contract, they allow for their state tax refunds to be gar-
nished if they do not repay. ISAs with punitive debt collection practices do not provide innovative 
solutions to the student debt crisis. Instead, ISAs fail to prioritize student needs and offer more of 
the same heavy-handed approach for which federal student loans are criticized.44
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Questions to Ask about ISAs in Your State

It is likely states will see a rise in the number and versions of ISAs at colleges and universities, 
especially if state legislatures slash support for institutions of higher education. Legislators should 
be prepared to ask detailed questions regarding these models, including: 

• What is the overall APR for the ISA? 

• Is there transparent pricing? Or is it difficult to figure out pricing? Does the ISA provider 
disclose payment pricing based on a variety of salaries?

• What type of education programs will this cover? 

• Is the ISA industry documenting the demographics of borrowers? 

• Are their market investors making money from this product? 

• Will the total cost of a degree purchased with an ISA net enough to pay for it? 

• How similar is this contract to a private student loan or a federal student loan product?

Fundamentally, ISAs do not adequately address the central failure of American higher education—its costs. 
State resources would be better spent addressing ways to make college more affordable to a greater 
number of students, regardless of their majors. Amid an uncertain future, student borrowers will need access 
to credit that is safe and affordable, not experimental. This is also why states and the federal government 
must commit to funding higher education. Otherwise, industry will continue to try and provide a solution to 
a funding problem that state and federal funding could have addressed years ago.
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Opportunities at the Federal Level
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Recent polling has established broad bipartisan support for solutions such as eliminating student loan  
interest for federal loans, student debt cancellation, income-driven repayment reform, for-profit college 
accountability measures, and more. Polls in states such as Pennsylvania and North Carolina have established 
strong support in swing states among borrowers themselves, while national polls have established broad 
support among the general public (Figure 2).45 

Figure 2: Strong Support from Student Loan Borrowers on Ambitious Policy Proposals46
Here are some ideas that have been proposed by lawmakers. Do you support or oppose each of the following?

Eliminate student loan  
interest for all federal loans

Reduce student loan debt by 
$20,000 for all borrowers

Extended monthly payment 
relief through September 21

Provide debt relief for  
student borrowers who were 

defrauded by for-profit  
colleges or whose schools 

closed while they  
were enrolled

Increase the amount of 
federal grant aid (e.g. Pell) 

available to low-income 
students

Automatically adjust monthly 
student loan payments 

amounts based on income

Designate an office in 
Pennsylvania to take  

student loan complaints 
and enforce state law

Extend federal student aid 
availability to currently  

incarcerated individuals

Extend federal student aid 
availability to DREAMers

 Strongly Somewhat Don't Know/  Somewhat Strongly 
 Support Support No Opinion Oppose Oppose 
 n	 n	 n	 n	 n

Total  
Support

Total Support = Strongly Support + Somewhat Support

58% 24% 12% 4%

10%7%

8%12%25%

14%
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2%

2%

1%

2%3%

82%

81%

78%

81%
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44%

53%

55% 26%

53%
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34%

26%

25% 28% 26% 9% 13%

18% 25% 13% 18%

38% 19% 6% 3%

36% 11% 9%
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Totals may not equal 100% due to rounding. Note: 2020 poll of Pennsylvania student loan borrowers.
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Conclusion
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Student Debt Cancellation

Widespread student loan cancellation has the potential to alter the financial life course of millions of 
Americans. Reducing or eliminating student loan balances could expand consumers’ access to important 
financial products, such as mortgages, and could jump-start consumer spending, wealth-building, and 
family formation for student loan borrowers who are relieved of a significant monthly expense.47 Overall, 
approximately 7.3 million borrowers were in default by March 2019 and almost 10% of outstanding  
student debt ($145 billion) was in default.48 Estimates suggest that almost 90% of the defaulters are  
Pell Grant recipients and that the median amount owed is less than $10,000.49 This suggests that even  
a modest amount of loan debt forgiveness of $10,000 for all borrowers could have a profound impact  
on borrowers in default.50

This is particularly important as the nation struggles to recover from the twin crises of a national pandemic 
and its resulting recession. Borrowers need money to spend in their communities—not to send to student 
loan servicers—and states need that money to be kept in communities. Recessions hit consumer spending 
especially hard. Since state budgets rely heavily on sales taxes, the reduction in consumer spending is  
directly tied to state budget deficits. While state legislatures cannot cancel federal student loan debt, they 
can support national efforts to reduce the debt burden, and work to make sure that student loan borrowers 
are able to invest in their communities in ways that help support not only themselves and their families,  
but their states. 

COVID-19 presents states with two crises: a pandemic that has spun out of control and the resulting 
economic collapse. The decisions made by state governments in this moment will have long-lasting impacts, 
especially on low-income communities and communities of color. States must prioritize higher education 
funding and protecting students and borrowers, while monitoring bad actors and avoiding alternatives that 
may seem promising but do nothing to address the roots of systemic inequality. If legislatures successfully 
address these issues, they will leave a legacy of justice, growth, and long-term economic prosperity for their 
constituents and the country.

Note: 2020 poll of Pennsylvania student loan borrowers
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