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he U.S. Department of Education recently 
confirmed that it will cancel the nearly $28 million 
of federal student loan debt incurred by attendees 

of the now defunct for-profit education chain Corinthian 
Colleges Inc. This is great news for the 1,300 students 
defrauded by Corinthian, which filed for bankruptcy in 
May. Not long before the company’s filing, the Obama 
Administration had announcement that it would study 
whether to expand bankruptcy options for “all student 
loan borrowers.” Days after the Administration’s 
announcement, the Fairness for Struggling Students Act 
of 2015 was introduced in the Senate. A Congressional 
Research Service summary of the bill says it, “Revises 
federal bankruptcy law with respect to the exemption 
from the exception to discharge in bankruptcy for certain 
educational loans if excepting such debt from discharge 
would impose an undue hardship on the debtor and 
debtor’s dependents.” Over nine months have passed since 
the bill’s introduction and there has been no movement on 
the legislation.

Student loan debt has ballooned by more than 200 
percent since 2007 to become the second greatest source 
of American household debt after home mortgages. 
Outstanding student loan balances now total more than 
$1.3 trillion dollars and almost a quarter of borrowers no 
longer in school have fallen behind on payments. The 
administration’s bankruptcy proposal would likely only 
apply to privately held debt, which accounts for a mere 10 
percent of student debt nationally; the remainder is held 
by the federal government.  The announcement came as 
federal agencies had been expanding programs that lower 
students’ monthly payments and eventually forgive some 
debt for borrowers in good standing.

Currently, there are very tight restrictions on the 
expungement of student loan debt through bankruptcy. 
Generally, a debtor must prove “undue hardship” by 
satisfying three criteria:
1. The debtor cannot maintain, based on current income 

and expenses, a “minimal” standard of living for the 
debtor and the debtor’s dependents if forced to repay 
the student loans;

2. Additional circumstances exist indicating that this state 
of affairs is likely to persist for a significant portion of 
the repayment period of the student loans;

3. The debtor has made a good faith efforts to repay the 
loans.

If these criteria are met, then the student loan is canceled 
and the remaining balance expunged. Creditors are 
not permitted to perform collection actions until the 
proceedings are completed, or until the court grants 
permission to do so. Lenders have argued that easing 
these restrictions would lead to higher borrowing costs for 
everyone due to the greater risk lenders would have to take 
on. In response to the bankruptcy proposal, the Consumer 
Bankers Association, the industry’s main trade group, said 
in a statement that less than 3 percent of borrowers with 
private student loans are in “financial distress.”

However, an April 2015 report by the Federal Reserve 
Bank of New York titled Student Loan Borrowing and 
Repayment Trends, 2015 paints a far less positive image 
of the financial circumstances of student loan borrowers. 
The report found that in the fourth quarter of fiscal 
year 2014, more than a third of graduates of four-year 
institutions with outstanding loans faced an increasing 
loan balance despite always having been current on 
payments. Meanwhile, 20 percent of borrowers were 
current but had previously fallen behind, and another 
17 percent were either delinquent or in default. Only 29 
percent of borrowers were both current on payments and 
seeing decreasing loan balances. A separate report by 
the nonpartisan Institute for College Access and Success 
found that between 1993 and 2012, the average debt load 
for graduates of four-year institutions climbed from $9,450 
to $29,400.

These data clearly demonstrate that our present student 
lending system is unsustainable over the long-term. To be 
sure, student loans are a necessary means of expanding 
educational opportunity to those who would not otherwise 
be able to afford college. But the loans themselves must 
ultimately be repayable for this to hold true, and thus 
allowing student loans to be discharged in bankruptcy 
does nothing to address the underlying issue of 
affordability. In order to find an appropriate solution, it is 
necessary to first examine the various factors contributing 
to the explosion in student loan debt. 
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While greater levels of student lending can be a reflection 
of higher rates of college enrollment, the New York 
Fed report concludes that increases in the number of 
borrowers and loan amounts have grown at rates roughly 
three times faster than enrollment. This suggests that 
present levels of student debt are primarily a result of 
students needing to borrow more money to pay for 
postsecondary education, and that higher postsecondary 
enrollment was an important but less significant 
contributing factor. 

This explanation is further supported by the immense 
increases in postsecondary tuition over the past 30 years. 
Between the 1982-83 and 2012-13 enrollment years, average 
tuition at public institutions increased nearly 54 percent in 
inflation-adjusted dollars. Tuition at private nonprofit and 
for-profit institutions grew by more than 52 percent over 
the same period.

A Cornell University report by Ronald Ehrenberg, Ph.D. 
found that one important contributor to the declining 
affordability of higher education is federal policy. The 
Justice Department used antitrust regulations to end 
collusion among elite institutions with regard to the 
allocation of financial aid. The schools had previously 
agreed to primarily distribute aid based on financial 
need, but the termination of this agreement has helped 
to fuel the growing use of expensive merit-based aid 
packages as institutions vie for the most accomplished 
students. Meanwhile, the value of federal grants to lower-
income students has not kept pace with inflation, driving 
institutions to make up the difference by raising tuition 
further. 

The report found that tuition growth is primarily a result 
of the “arms race” among colleges and universities to 
attract the most qualified students. Ehrenberg’s report 
stated that in order to keep up with competitors, colleges 
must constantly spend more to improve research, faculty, 
education, facilities, and instructional technology. At 
the same time, parents and students want to purchase 
the “best” education possible. High-scoring students 
have increasingly decided to enroll in selective (read 
“expensive”) private institutions, and the gap in pay 
between those who graduate from these schools and 
other graduates has increased substantially over the past 
30 years. Rather than reduce costs or reallocate funds, 
universities have largely chosen instead to spend more 
money. The growing importance of published college 
rankings, which include spending per student as one 
measure of educational quality, has served as a catalyst to 
this arms race.

One proposal put forth by the Obama administration 
would seek to slow the rate of tuition growth by ordering 
the Department of Education to rank colleges on 
educational outcomes, cost-effectiveness, spending per 
student, and other factors to measure the quality and 

cost-effectiveness of the education students receive. 
These rankings would be used to determine the amount of 
federal aid granted to each school. This plan came under 
intense criticism from higher education institutions, who 
argued that such rankings would be arbitrary and that 
tying federal aid to these would only further exacerbate 
the educational arms race that is primarily responsible for 
tuition growth in the first place. 

In response to this backlash, the Department of Education 
abandoned the ranking system in favor of an information 
campaign to increase student awareness of the costs 
and outcomes of higher education. The Department 
offers College Scorecard (collegescorecard.ed.gov), an 
online resource where prospective students can look at 
information including graduation rates, annual cost, and 
average salaries, compared to national averages. While 
this resource does not provide the incentive structure of 
the previous plan, it does offer students an abundance of 
data to help them make an informed choice about higher 
education. 

Unfortunately, the College Scorecard program alone is 
unlikely to significantly slow the rate of tuition growth 
and other measures must be taken if higher education 
is to become affordable for every student who merits 
enrollment. One proposal would cap loan payments 
at some proportion of borrowers’ pay (10 percent, for 
example) so that payments remain sustainable even if 
the education received does not provide a good career 
outcome. Others have argued in favor of a system in 
which student loans are forgiven after 10 years of on-time 
payments. 

Yet another option would be to increase funding for 
federal aid programs, which has seen its real value decline 
substantially over the years. However, it is possible that 
this would give schools an excuse to raise tuition in 
proportion to the increased aid, so that cost of attendance 
increases and more or less negates the effect of greater 
funding. A possible solution to this would be to tie 
increased aid to College Scorecard data without “ranking” 
the institutions as the Administration had desired 
previously. In theory, this would provide an incentive for 
schools to improve educational outcomes without raising 
costs unnecessarily. 

Regardless of the specifics, no policy alternative can solve 
America’s student loan crisis without addressing its root 
cause: skyrocketing tuition costs. ◀


