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filed a complaint against student loan servicer Navient Corporation, Navient 
Solutions, Inc., and Pioneer Credit Recovery, Inc. that, among other allegations, 
claims that “Navient’s acts and practices related to steering of borrowers 
into forbearance caused or was likely to cause substantial consumer injury.”1 
The CFPB’s argument states that “since at least July 2011, despite publicly 
assuring borrowers that it will help them identify and enroll in an appropriate, 
affordable repayment plan, Navient has routinely disregarded that commitment 
and instead steered borrowers experiencing long-term distress or hardship into 
forbearance."2

Whether borrowers will benefit from loan modification is difficult to determine 
ex-ante, that is, when the loan modification is performed. Student loans, by 
design, are outstanding for months, if not years, after they are modified, and the 
net effect of any modification cannot be known until the full amount is repaid. 
Loan repayment terms may depend on multiple factors, including income, 
expenditures, and interest rate changes. Different terms lead to different total 
payments, durations of repayment, and instances of default. Quantifying the 
benefit of one measure versus another, however, depends on the individual 
borrower.

A few examples better illustrate the point. By way of background, federal 
student loan borrowers have several loan modification options.3 For the 
purposes of the illustrations in this article I focus on the contrast between 
income-based repayment (IBR) and forbearance. IBR modifications can 
extend the term of a loan from the standard 10-year loan to up to 20 years for 
borrowers who are new borrowers as of July 1, 2014.4 The US Department 
of Education determines payments based on “discretionary income,” which 
is calculated as “the difference between your income and 150 percent of the 
poverty guideline for your family size and state of residence.”5 The payments are 
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then set at the maximum of 10 percent monthly discretionary income or the borrower’s original monthly payment 
under the standard plan.6 Borrowers experiencing financial hardship can also suspend their payments by requesting 
forbearance, with the condition that interest will accrue and their future payments may be reamortized.7

For the first example, consider two borrowers, Borrower A and Borrower B, who both initially borrow $30,000 at a 
fixed 6.31 percent interest rate, which corresponds to the current Direct PLUS Loans rate for newly disbursed loans.8 
Suppose that both borrowers make on-time payments for 12 months after their grace periods, but then experience 
periods where they have $0 in income. After these periods of $0 income end they will both start earning $45,000 
per year, with 2 percent annual wage increase. At the beginning of the period where they have $0 income, Borrower 
A chooses to modify his loan using forbearance, so his loan will reamortize after he exits forbearance. Borrower B, 
meanwhile, chooses IBR, so his payments will be the lower of 10 percent of his discretionary income or his original 
$337.75 monthly payment. Even with a relatively comprehensive understanding of their future earnings, based on 
the information at hand, it is still unclear whether Borrower A will be paying more than Borrower B over the life of 
the loan.

The missing piece of information to make this comparison is the number of consecutive months the borrowers will 
have incomes of $0. If we knew this we would know that, given these assumptions, Borrower A would pay less in 
total nominal payments than Borrower B if they have fewer than 49 consecutive months of $0 income, as illustrated 
in Exhibit 1. For example, with 25 months of $0 income, the total paid by Borrower A under forbearance would be 
$45,640.46, whereas the total paid by Borrower B under IBR would be $58,715.75.

Exhibit 1
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Furthermore, as illustrated in Exhibit 2, the repayment period, conditional on making all payments, would be longer 
for Borrower B than Borrower A until 120 months of having $0 income. The comparison of Borrower A to Borrower 
B illustrates the challenge in assessing the trade-off between a longer term with potentially lower monthly payments 
and a shorter term with potentially higher minimum monthly payment once the $0 income period ends, and what 
this means in terms of total payments.

The example of Borrower A versus Borrower B includes only one period of $0 income and has predictable income 
for the remaining repayment period. Labor markets, however, are more complicated, and borrowers may experience 
multiple spells of low income or large differences in income between years. Exhibit 3 plots the annual income of 
three respondents from the Bureau of Labor Statistics’ National Longitudinal Survey of Youth 19979 who have a 
bachelor’s degree and had a government loan. These borrowers were born between 1980 and 1984, and the years 
since they received their bachelor’s degree in the figure correspond to years between 2004 and 2013. While each of 
these borrowers experienced a year that they were not enrolled in school where their nominal income was less than 
$10,000 post-graduation, their income paths are very different after experiencing a sub-$10,000 income year. 

Borrower 1 made only $500 two years after graduating, but that jumped to over $75,000 two years later and 
remained high for the rest of the survey period. Given his relatively short period of low income, retrospectively 
it appears that Borrower 1 may have been better off choosing forbearance over IBR. While Borrower 2 similarly 
experienced one year with lower income and then relatively stable earnings, he earned $9,750 the first year after 

Exhibit 2
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graduating, $36,750 the next year, and then earns between $26,000 and $30,000 in all subsequent years. In light 
of these lower earnings, the appropriate choice for Borrower 2 may depend on how much debt he has and how 
that affects IBR payments. Borrower 3’s income profile, meanwhile, illustrates an issue abstracted away from in the 
stylized example in Exhibit 1 and Exhibit 2: the possibility of multiple spells of low income. Borrower 3 experiences a 
large increase and decrease in income: household income is below $19,000 for the first four years after graduating, 
then $78,982 five years after graduating, and $14,500 in year 8. The contrast between these three income profiles 
demonstrates that borrowers who experience similar incomes early on may experience different income profiles in 
later years.

In considering a possible ex-post, or after the events have occurred, analysis of a student loan servicing program, 
there are a few considerations to keep in mind. First, most loans that have been modified since July 2011 have not 
all run their course, so there are future income and employment outcomes that may affect the total paid and duration 
of these loans. Loan characteristics interact in complicated ways with labor markets, including unemployment 
duration and benefits,10 wage growth,11 and income dynamics.12 Evaluating observed outcomes involves assessing 
the myriad ways in which repayment may have been affected through customer income and individual consumers’ 
preferences for longer terms, lower periodic payments, or lower total payments.

Exhibit 3



www.edgewortheconomics.com   |   5

Student Loan Repayment in Light of CFPB v. Navient

Determining if one repayment plan is better than another for a given borrower is a complicated question even when 
the data is at hand and there is some distance between the selection of the repayment plan and when the analysis is 
performed. The task of “trying to determine the income-driven plan that is most-appropriate for each borrower”13 is 
to provide guidance under uncertainty, and it can be a tall order even given information about the current “particular 
financial situation.”14 Since there may not be a clear “best” plan at the time of the loan modification, nor even clarity 
about whether an income-driven plan or forbearance are appropriate, protocols ought to capture the nuances and 
complexity of this uncertainty for a given borrower. Consequently, it would be helpful to illustrate the trade-offs 
between the different programs for the borrower.

The US Department of Education has created an interactive online repayment estimator that illustrates the contrast 
between different repayment options based on current income.15 The online tool is a decent initial resource for 
borrowers, but it has limitations. The calculator omits forbearance as an option, restricts discretionary income growth 
to 5 percent each year, and holds family size constant. A more robust tool—provided either by the government or 
servicers—that allows borrowers to see full amortization schedules as well as varying income profiles, family size, 
and other parameters would be beneficial. Adding these parameters to the estimator would not only allow borrowers 
to see more potentially realistic repayment scenarios but also to raise awareness of the parameters that may affect 
the appropriateness of particular financing decisions. n
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