tHe PEW cuaritasLe TrRUSTS Jan 2021

........

i

Personalized Interventions Hold
Promise for Student Loan Borrowers at
Risk of Delinquency, Default

Research demonstrates that insight into behavior and experiences of those in
debt should guide reform

Overview

More than a million federal student loan borrowers default each year, and the U.S. Department of Education
reports that as of June 2020, roughly 1in 5 borrowers with federal student loans was in default.! Since that time,
the coronavirus pandemic and related economic downturn have continued to take a significant toll on households
and businesses across the country.

Failing to repay a student loan can have serious, long-term financial consequences. When borrowers do not
make payments, they become delinquent on their loans, and when they reach 270 days past due, they default.
As a result, borrowers can face collection fees; wage garnishment; money being withheld from income tax
refunds, Social Security, and other federal payments; damage to their credit scores; and even ineligibility for
other aid programs, such as help with homeownership.?

To mitigate the serious challenges confronting student loan borrowers, Congress and the Trump administration
have paused payments and interest charges for most loans and suspended collection efforts for those in
default until Jan. 31, 2021. However, the difficulties that borrowers face are likely to outlast these temporary
interventions. When the pauses end, tens of millions of borrowers—many of whom will need assistance—

will transition back into repayment at the same time, likely straining the system and potentially overloading
loan servicers, the companies hired by the U.S. Department of Education to collect and help borrowers
manage payments.



In many ways, the issues that borrowers face in repayment are a result of the design of the repayment system,
including when and how information is delivered to borrowers, gaps in the repayment benefits and protections
that are available, and the difficulty that borrowers have in accessing those features. As the research outlined in
this brief indicates, people’s experiences inside and outside the repayment system directly influence their ability
to access and avail themselves of these benefits.

Congress has authorized, and the Department of Education offers, a range of options to help borrowers manage
their monthly payments and avoid delinquency and default, including income-driven repayment plans that
calculate monthly payments based on borrowers' incomes and family sizes. However, a series of focus groups
with student loan borrowers conducted by The Pew Charitable Trusts in 2018 and 2019 found that even when
the economy is functioning well, the programs’ confusing enrollment and annual recertification processes can
make it difficult for borrowers to take advantage of these choices.? In addition, participants reported confusion
about repayment requirements, unaffordable payments, inconsistent interactions with servicers, and growing
loan balances, all of which caused frustration with and distrust of the repayment process. Although research
indicates that some borrowers do not engage with the repayment system or can be difficult to reach, focus group
participants who had made payments or interacted with their servicers said failures of the system chipped away
at their resolve to repay, even when they were initially motivated to do so.*

These takeaways reinforce the findings from Pew'’s quantitative research that borrowers' needs, experiences,
and challenges should drive reforms to the student loan system. They are consistent with a growing body

of research pointing to the issues that student loan borrowers face in navigating repayment and complex federal
requirements and showing that borrowers who have difficulty repaying are more likely to question the value

of loans in helping to facilitate higher education, which remains a key pathway to upward economic mobility

for many.®

Gaining a deeper understanding of borrowers’ experiences will ensure that policymakers are better equipped to
meet the longer-term needs of borrowers who struggle and help them repay their loans and avoid the negative
consequences of delinquency, default, and growing balances. In addition, borrowers’ experiences provide
insight into how reducing the complexity of the repayment system can help ensure that those at greatest risk of
delinquency and default are put in a position to succeed.

This issue brief examines research on how borrowers perceive and behave within the student loan repayment
system, and highlights key findings that could reduce rates of delinquency and default:

o Effective communication can increase borrower engagement. Strategically framed, targeted, and
personalized information has the potential to reduce confusion, increase borrower action, and help
borrowers avoid delinquency and default.

¢ Reducing friction points can improve enrollment in affordable repayment plans. Taking borrower behavior
into account when making structural changes to the repayment system could make it easier for borrowers
to repay their loans. Recent research demonstrates the importance of streamlining repayment processes
so that borrowers face fewer friction points and benefit from automated processes where appropriate. For
example, some delinquent borrowers could benefit from being auto-enrolled in income-driven plans that
lower payments before their loans reach 90 days past due.



Accordingly, the U.S. Department of Education and Congress should take the following actions to help borrowers
more easily and successfully repay their student loans:

» Give borrowers clear, actionable, timely, and borrower-tested information. The Department of Education
recently indicated its intention to incorporate ongoing, frequent, and tailored borrower engagement into its
servicing system, and to hold contractors accountable for a host of related, specific performance metrics.
As part of this process, the department should work with its contractors to identify and implement best
practices for communicating with borrowers—especially those most at risk of delinquency and default—
and require use of these practices among servicers to ensure consistency and accuracy. Promising practices
include carefully considering how repayment options are explained, conducting targeted follow-up, and
scheduling times for borrowers seeking assistance to call their servicers. The impact of new practices
on borrowers’ repayment behavior should be carefully tested and studied before being implemented on
a larger scale. In addition, it is critical to help borrowers avoid delinquency during and immediately after
periods of transition—such as the one that will happen after the current pauses expire—by focusing
on those who previously showed signs of distress, such as early delinquency or pausing of payments
repeatedly or for long periods of time.

o Establish strong, clear standards for servicing along with other forms of oversight to ensure proper
implementation. Standards should include a focus on borrower outcomes, such as reducing rates of
delinguency and default. In addition, the department can provide more detailed, regular updates on, and
new statistics about, the status of the federal loan portfolio and borrowers’ pathways through repayment.
Such improvements to student loan data would help identify problems that borrowers are experiencing in
repayment, and improvements that servicers and the department should make.

* Make it easier for borrowers to enroll in income-driven plans. To provide repayment flexibility during times
of great uncertainty, such as the current pandemic, servicers should be temporarily permitted to enroll
borrowers into an income-driven plan without requiring extensive paperwork—for example, orally, through
a website, or through electronic communication. Outside of pandemic-specific considerations, timely
implementation of the Fostering Undergraduate Talent by Unlocking Resources for Education (FUTURE)
Act—which directs the Internal Revenue Service and the Department of Education to securely share
relevant borrower tax return data—will streamline administrative roadblocks and help borrowers more
easily enroll and remain in income-driven repayment plans.

Elements of Loan Repayment

Federal student loans are managed by third-party companies, known as servicers. These firms are
expected to perform functions such as collecting payments and helping borrowers select a repayment
plan and access tools for pausing payments in accordance with federal rules, regulations, and directions.®

Repayment plans

Borrowers who graduate, drop below half-time enrollment, or leave school automatically get a six-month
grace period before their first payments are due.” Unless they select another plan, borrowers start
repayment in the Standard Repayment Plan, which has fixed payments over a 10-year period so that
borrowers will pay off the principal and interest on their loans over that span as long as payments are
made in full and on time.? If eligible, borrowers also have the option to enroll in other plans that lower
monthly payments or extend the repayment period, but these plans may increase the interest accrued
and therefore the amount repaid over the life of the loan.



Graduated Plan: This program allows borrowers to initially make lower monthly payments than those in
the standard plan, but the payment amount increases every two years for 10 years so that borrowers will
pay off the principal and interest over that span as long as payments are made in full and on time.

Extended Plan: Borrowers with balances over $30,000 can enroll in extended or extended graduated
plans, which are modified versions of the standard and graduated plans that generally support repayment
over 25 years.’

Income-driven plans: These plans have monthly payments that are calculated based on a borrower’s
income and family size, which must be recertified annually.”® Congress has authorized the Department
of Education to forgive any remaining balance after 20 or 25 years of qualifying payments.

Pausing payments

A set of tools, known as deferment and forbearance, is available to support borrowers who need to
postpone or suspend their payments. Eligible borrowers include those who are enrolled at least half
time in school, unemployed, disabled, serving in the military, or experiencing economic hardship,
among other reasons.”

Deferment: Borrowers with certain types of loans may be able to pause their payments and avoid
accruing interest during the deferment period.”” Most borrowers who use deferments do so while
enrolled in school or when experiencing financial hardship, such as unemployment.

Forbearance: In general, loans paused using forbearance accrue interest. Borrowers can opt into
discretionary forbearances—typically offered during periods of economic hardship—or be placed in
mandatory forbearances by their servicers. Servicers can apply forbearances while they process income-
driven repayment and other loan-related applications or while borrowers work to submit required
documentation. In addition to pausing future payments, forbearance can be applied retroactively to make
delinquent accounts current so the borrowers can, for example, enroll in income-driven plans.

Borrowers who qualify for a deferment or a forbearance can typically postpone their payments for up to
a year at a time (although some borrowers use these tools for shorter periods) and for a maximum of
three years per tool.”® With some types of deferment and many types of forbearance, when the period
of suspended payments ends, unpaid interest on the loan capitalizes—that is, it is added to the principal
and increases the amount subject to interest charges."

Delinquency and default

When borrowers do not make payments, they become delinquent on their loans, and when they reach
270 days without a payment, they default.” Student loan delinquencies are generally reported to national
credit bureaus after 90 days of nonpayment. Most loans today remain with the servicer while they are
between 271 and 360 days past due. Loans are then transferred to the Department of Education’s Debt
Management and Collections System and eventually can be assigned to a private collection agency.
Borrowers can make payments during the transfer period to avoid being sent to collections.

Unlike most other types of debt, federal student loans continue to accrue interest during default and are
rarely discharged in bankruptcy.



Effective communication can increase borrower engagement

Pew'’s focus groups found that although some borrowers were able to navigate the student loan repayment
system effectively, many others reported facing challenges managing their loans. These difficulties were driven by
borrowers' experiences both inside and outside the repayment system. For example, many said they experienced
confusion and received inconsistent information, especially regarding crucial points in the repayment process,
such as the transition from school into repayment and enrollment in income-driven repayment plans.” At

the same time, borrowers who struggled to repay reported that financial instability was the biggest barrier to
making payments. They reported wanting to make payments but being unable to because of financial difficulties,
including unexpected expenses. These borrowers said they had limited resources and needed to cover costs for
transportation, housing, child care, and groceries before paying student loans.”®

Similarly, research examining financial insecurity more broadly—which many are experiencing as a result of

the pandemic—has found that having limited access to financial resources may constrain families’ abilities to
navigate complex decisions, such as those that many must make within the student loan repayment system.”
Many of the opinions expressed and experiences described by participants in Pew's focus group research echo
those of similar focus groups and reflect the findings of analyses performed by government entities, researchers,
servicers, and consumer advocates.?°

According to the Department of Education, for example, some borrowers report that a lack of clear
communication makes it difficult to navigate the complex repayment system. Specifically, they mention not
having the information they need to select the right repayment option, not knowing how to avoid and get out
of delinquency and default, receiving communications that are hard to understand, and receiving conflicting or
inconsistent information.”!

Analyses of student loan borrower complaints by the department and the Consumer Financial Protection Bureau
found that borrowers reported problems related to communication, customer service, and loan status accuracy,
including indications that they received conflicting or incorrect information about income-driven plan enroliment
or how to exit default.?? Likewise, consumer advocates report that borrowers receive inconsistent information
about similar issues.?®> And student loan servicers and others have indicated that struggling borrowers can

be difficult to reach and that broader improvements across the repayment system—particularly related to
simplifying repayment processes—are needed.?

These analyses, and other research focused on borrower behavior as described below, underscore that
strategically framed and timed information has the potential to reduce confusion, increase borrower engagement,
and promote positive outcomes.

Strategically framed and personalized information can drive borrower
action and lead to better outcomes

Research shows that income-driven plans can help borrowers struggling to repay loans manage financial
insecurity and avoid delinquency and default.?®> (See Figure 1.)



Figure 1

Borrowers Enrolled in Income-Driven Repayment (IDR) Plans
Have Lower Delinquency Rates Than Borrowers Enrolled in Other
Types of Plans

Delinquency rates by repayment plan among direct loan borrowers as of
December 2019
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Note: This figure includes direct loan program borrowers that were either currently in repayment or delinquent on their loans
as of Dec. 31, 2019, the last update to be issued by the Department of Education before payments were paused in response to
the coronavirus pandemic in March 2020. The delinquency rate depicts borrowers who are more than 91 days late in making a
payment. “Graduated” includes graduated and extended graduated plans. “All IDR" includes the Income-Contingent, Income-
Based, Pay As You Earn (PAYE), and Revised Pay As You Earn (REPAYE) plans. Data shown is at the loan level, so individual
borrowers may be counted multiple times across varying loan statuses.

Source: Office of Federal Student Aid, “Federal Student Loan Portfolio,” https://studentaid.gov/data-center/student/portfolio
© 2021 The Pew Charitable Trusts

Enrollment in income-driven repayment plans has increased over the past decade as communication about and
awareness of the plans have improved, and as more borrowers have become eligible. Yet enrollment in such
plans remains lower than in the Standard Repayment Plan, with around 30% of all borrowers enrolled in them.
(See Figure 2.)

Recent research indicates that there may be borrowers currently not enrolled who would benefit from an income-
driven plan.? For example, income-driven plans can help many manage financial distress, repay more money,

and do so more consistently.?’ Still, it is worth noting that income-driven repayment plans may not be the best
choice for all borrowers. These plans can decrease monthly payments to as little as $0 per month for those under
a certain income threshold, but in doing so, they extend the repayment period, have the potential to cost the
borrower more over the long term, and can cause the principal balance to grow if the payments are too low to
cover the monthly interest. The Department of Education projects that, depending on income and loan balance,
some borrowers enrolled in income-driven repayment plans could repay as much as 1.5 to two times what they
originally borrowed.?® This reinforces the need for clear and consistent communication with borrowers about their
repayment options as their financial circumstances evolve.



Figure 2

Almost 9 Million Borrowers Were Enrolled in Income-Driven Plans as
of June 2020

Federal student loan holders by repayment plan enrollment (in millions)
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Notes: This figure includes direct loan and Department of Education-held Federal Family Education Loan program borrowers
in repayment, deferment, and forbearance. “Graduated” includes graduated and extended graduated plans. “All IDR" includes
the Income-Contingent, Income-Sensitive, Income-Based, Pay As You Earn (PAYE), and Revised Pay As You Earn (REPAYE)
plans. Data shown is at the loan level, so individual borrowers may be counted multiple times across varying loan statuses.

In some income-driven repayment plans, a borrower must be in partial financial hardship in order to be eligible; that is,

the borrower would owe more annually under a 10-year Standard Repayment Plan than on an income-driven plan. Among
borrowers counted in income-driven plans, 1.7 million were not making financial hardship payments.

Source: Office of Federal Student Aid, “Federal Student Loan Portfolio,” https://studentaid.gov/data-center/student/portfolio
© 2021 The Pew Charitable Trusts

For borrowers who might benefit from an income-driven plan, the way such plans are framed may affect
enrollment. Recently, researchers from the University of Maryland surveyed undergraduate students about
what choices they would make when selecting a repayment plan in the future. When the researchers
emphasized the financial insurance benefits of income-driven plans—specifically, that these plans could
ensure that payments remained affordable during unexpected changes in income—borrowers, especially
those concerned about unemployment or low earnings after graduation, were more likely to choose them.?®

More borrowers preferred the Standard Plan, in which monthly payments are set at a fixed amount for up to

10 years, when the researchers stressed the additional costs of income-driven plans, including potentially longer
periods in repayment and more paid in interest over the life of the loan. Research conducted by the Office of
Evaluation Sciences in the U.S. General Services Administration found that emails encouraging borrowers to
avoid making loan payments higher than 10% of their incomes, and providing an example of an income that
would qualify for a $0 payment in an income-driven plan, increased applications among borrowers currently in
deferment.3® A separate study found that showing borrowers how much their payment would increase if they
were unable to recertify their income (as required for income-driven plans) increased recertification rates.™
Taken together, this research suggests that policymakers may be able to increase the number of borrowers
enrolled in income-driven plans if information about such plans is appropriately framed and personalized.



Properly timed information can help borrowers make informed decisions

The timing of information given to borrowers is another important factor in their repayment success. When
borrowers graduate, leave school, or drop below half-time enrollment, they are supposed to complete an online
exit counseling course, which provides information about repayment. Qualitative research from Pew indicates
that although many borrowers did not recall participating in exit counseling, even some of those who said they
did participate reported not feeling prepared to manage repayment and instead learned through trial and error.>?

Exit counseling provides essential information about loans and repayment with the goal of preparing borrowers
for success, but research on the effectiveness of such programs suggests that the information provided is

often too general, and that when too much complex material is delivered all at once, it can be overwhelming.

Exit counseling is provided during a period of disruption in students’ lives; students who leave school without
completing a degree—a group that is more likely to struggle in repayment—might not receive this counseling at
all, and many borrowers do not experience financial distress until years after they leave school, making it unlikely
that the information provided, no matter how helpful, will be remembered when needed.

Conversely, studies have shown that directing pertinent information to specific populations when they need it
can be effective: People tend to retain information they can apply to their current circumstances, while advice is
less likely to “stick” when it is not immediately relevant.3® Government research has found that targeted emails to
defaulters emphasizing the negative consequences of remaining in default increased rates of loan rehabilitation, a
process that borrowers can use to get out of default.?* (Research from other fields has similarly found that people
are more motivated to act when they are at risk of losing something, versus when they have something to gain.>)
Notably, scheduling times for defaulted borrowers to speak with a representative and including that information
in email subject lines also increased contact rates. The scheduled times were during low-volume call times at
facilities, suggesting that providing borrowers a time to call could also help evenly distribute resources.®®

Reducing friction points can improve enrollment in affordable
repayment plans

Structural changes to the repayment system that account for borrower behavior and automate certain decisions
could also increase repayment success.

Streamlining processes increases borrower use of income-driven repayment

The Department of Education is developing and implementing the Next Generation Financial Services
Environment (Next Gen), an initiative to modernize and streamline the technology and operational components
of the student loan repayment system.?” As part of this process, the department identified a host of friction
points for borrowers in the current system, including difficulty navigating the application and recertification
processes for enrolling in income-driven repayment plans.®® In Pew focus groups, borrowers reported that

such administrative hurdles made it difficult to manage the repayment process and contributed to them falling
off track.>®

Making it easier for borrowers to provide information when applying for income-driven repayment plans may
increase enrollment in the plans. For example, researchers working with a federal student loan servicer were able
to significantly boost enrollment by emailing borrowers applications that were already filled out and required

the borrower to provide only an electronic signature.*® Other research conducted in collaboration with servicers
found that mailing information to borrowers about income-driven plan enrollment in a “document jacket” that
highlighted only the required parts of the application to fill in also increased enrollment.#



Although the recently passed federal FUTURE Act has the potential to address some of these challenges and
help streamline enrollment in income-driven plans, it has not been fully implemented and leaves some problems
unaddressed. For example, some Pew focus group participants reported that they did not know about income-
driven plans or said their payments were or still would be unaffordable, primarily because those borrowers’
incomes were volatile or because the plans did not account for certain expenses.*? (See “FUTURE Act Could
Improve Access to Affordable Repayment Plans.”)

FUTURE Act Could Improve Access to Affordable Repayment Plans

In December 2019, the federal FUTURE Act became law.** Among its provisions, this legislation includes
measures to improve the system for repaying federal student loans for approximately 9 million borrowers
now enrolled in income-driven repayment plans and those who will enroll in the future by directing the
IRS and the Department of Education to securely share relevant borrower data. This data sharing has the
potential to streamline the burdensome and duplicative income verification requirements for these plans,
bolster the accuracy of income information used to determine borrowers' repayment obligations, and
reduce improper payments.

The act requires the education and treasury secretaries to submit regular reports to Congress on
implementation status, but it has no effective date and leaves much of the process at the discretion of
these agencies. Effective implementation of the act by the Education and Treasury departments would
help ensure that millions of borrowers are able to more easily enroll and remain enrolled in income-driven
repayment plans. However, implementation will be a lengthy process that could create additional barriers
for borrowers, and it raises key questions, such as: How can the actions of each agency best reduce

the barriers that prevent borrowers from accessing affordable repayment plans? When and how can
borrowers agree to having their data shared?**

To successfully deliver on the legislation’s promise, Congress, the Department of Education, and the IRS
should ensure that five key issues are addressed. Implementation should:

e Be prompt and carefully designed to ensure that unnecessary administrative hurdles no longer
prevent borrowers from accessing affordable plans. Data sharing is complex, and it will be helpful for
policymakers to identify and understand the specific steps the department and the IRS need to take
to facilitate data security. It will also be important to ensure that borrowers no longer experience the
consequences of an inefficient system, which are significant.*®

o Putin place multiple opportunities to engage with struggling borrowers. To more easily access
income-driven repayment plans, borrowers will need to agree to having their data shared. Questions
remain as to how and when they will give this approval. For example, can borrowers provide approval
only when applying for income-driven repayment, or also during other interactions across the loan
life cycle, such as the new Annual Student Loan Acknowledgment or when leaving school during
exit counseling?

Recent Pew research indicates that a significant share of borrowers interact with the repayment
system in more than one way, such as by requesting, being placed in, or retroactively using loan
deferments or forbearances.*® Some, however, do not engage before falling behind on loan repayment
or in periods of financial stress. This suggests opportunities for engaging with struggling borrowers,
both before and after they leave school.



o Ensure that borrowers are clearly informed about payment changes. How and when borrowers who
agree to data sharing are notified annually of their new payments is important. Pew's focus group
work highlights that participants’ broader financial realities informed how they repaid their loans.

For example, those struggling the most with repayment indicated that they had limited resources
and needed to cover their costs for transportation, housing, child care, and groceries before paying
student loans.*

o Ensure that the repayment process remains manageable for those who do not give approval.
If borrowers do not give approval, they must still be allowed to access income-driven plans by
using tools that currently exist, such as the IRS Data Retrieval Tool—a mechanism that borrowers
can manually use to transfer tax information into their plan applications—or submit alternative
documentation of their incomes. In addition, a clear process must be established to allow borrowers,
such as those who lose their jobs, to easily recertify their incomes before the next year’s tax
information is available.

o Align with other efforts by the Department of Education to improve the student loan
servicing system. For example, as part of Next Gen, there could be opportunities to request
borrower agreement for data sharing in the department’s Aid Summary or Loan Simulator tools,
which currently act as centralized hubs for customer account information.

Automation, as appropriate, is a powerful tool for reducing friction within
the repayment system

Making certain choices automatic can have a powerful effect on individuals' decision-making. For example,
researchers found that requiring people to “opt out” instead of “opt in” to retirement savings plans increases plan
participation and that many people pursue options that they believe are the most commonly chosen.*® Analysis
indicates that these principles could also apply to student loan repayment. Currently, when borrowers leave
school or drop below half-time enrollment, they are automatically enrolled in the Standard Repayment Plan if they
do not select another option. Today, approximately 40% of borrowers with federally managed loans are enrolled
in this plan.*® However, in a recent experiment, when borrowers were shown a website portraying income-driven
repayment plans as the automatic enroliment option at the start of repayment, they generally elected to remain
in such plans.>®

Although automatic options are promising, policymakers must be careful about how they are designed and used
in the student loan repayment system, given that income-driven plans can increase the time and money spent
in repayment. In addition, income-driven payments may still be unaffordable for some borrowers. For example,
in previous Pew research, several Texas borrowers as well as focus group participants from around the country
who were enrolled in income-driven repayment plans reported using forbearances and deferments to pause
payments, some for long periods. Some indicated that the formula that calculates monthly income-driven
payments did not adequately consider monthly expenses, such as rent payments, phone bills, health and child
care, and transportation.

Other quantitative and qualitative research indicates that many borrowers who struggle to repay are already
experiencing other types of financial distress.>? Pew's work on family financial security demonstrates that the
state of a family’s finances can play a role in its ability to repay a student loan: Many families, even those that
appear financially secure, can have income that varies from month to month or experience financial shocks that
make it difficult to plan and budget, even for regular expenses such as student loans.>
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Thus, it is important to consider implementing automated processes at points in the repayment process when
borrowers are most likely to benefit. This might be achieved, for example, by facilitating the enrollment of
delinquent borrowers in income-driven or other plans that lower payments before loans reach 90 days past
due, which is when loan delinquencies are generally reported to national credit bureaus. Additionally, successful
implementation of the FUTURE Act, as discussed above, would reduce the need for millions of borrowers to
annually recertify their incomes.

More can be done to develop policies and programs informed by
borrower behavior

The Department of Education and Congress should keep borrower behavior in mind as they design and
implement policies related to student loan repayment and servicing.

Information given to borrowers should be clear, actionable, timely, and
borrower-tested

Identify best practices

Student loan repayment policies can be complex and difficult to navigate for even the most seasoned borrowers.
The Department of Education recently indicated its intention to incorporate ongoing, frequent, and tailored
borrower engagement as part of Next Gen and announced that it will conduct iterative user-testing of its
communications with borrowers.>* According to government procurement documents, servicers and other
contractors will have the opportunity to provide feedback and insights to the department about working with
borrowers to help inform development of data-driven outreach campaigns and will be held accountable for a
host of related, specific performance metrics.>

As part of this initiative, the department should work with its contractors to identify and implement best
practices in communicating with borrowers, especially those most at risk of delinquency and default.
Communications that consider how repayment options are framed—such as those that detail the benefit that
borrowers stand to gain through enrollment in an income-driven plan—and scheduling times for borrowers
seeking assistance to call their servicers and avoid long waits seem particularly promising and worthy of
additional exploration.

Once best communication practices are identified, the department should disseminate and require their use
among servicers to ensure consistency and accuracy. The department’s Aid Summary or Loan Simulator tools—
centralized hubs for customer account information—provide additional opportunities for the department to share
targeted information about repayment with borrowers.>

Provide information during periods of transition

Providing borrowers with timely information is even more critical in periods of transition. After the current
coronavirus-related period of paused payments ends, tens of millions of borrowers will transition back into
repayment at the same time.”” And as part of Next Gen, the department recently announced that it is planning
to transition loans from current servicers to vendors selected as part of a procurement for a new servicing
platform, the Interim Servicing Solution.%®

As part of its Draft Strategic Plan for fiscal years 2020-24, the Office of Federal Student Aid (FSA), the unit within
the Department of Education that oversees the federal loan program, indicated that it plans to track and respond
to early warning signs for borrowers in repayment and intervene to offer a range of options to improve borrowers’
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likelihood of repaying.>® Pew research highlights indicators that can help identify at-risk borrowers before they are
in distress, such as those who miss payments early, repeatedly suspend payments, or have previously defaulted.®®
Although these are important factors to watch for immediately after transitions, changes inside and outside the
repayment system can also cause new groups of borrowers to struggle. For example, in the past several months,
millions of Americans have lost their jobs and will continue to experience income volatility because of the
economic downturn.

As part of these large-scale changes, the department and its contractors could use existing data and personalized
information about a borrower’s repayment situation to provide targeted outreach to those who showed signs

of distress before periods of transition, and seek to quickly identify those who go off track immediately after

a transition.®” These borrowers may need additional assistance enrolling in, recertifying for, or modifying their
payments within income-driven repayment plans. This should include borrowers who:

¢ Were delinquent before the transition.

¢ Missed payments within their first three months of entering repayment (if they recently
entered repayment).

e Experienced hardship as evidenced by enrolling in a nonadministrative forbearance or an economic
hardship deferment, making partial payments, or being in default.

e Paused payments repeatedly and for long periods.
e Paused or missed payments or made partial payments while enrolled in an income-driven repayment plan.

* Need to take action soon as part of the existing repayment cycle, including those who have loans
that entered repayment recently or have an approaching recertification date for an income-driven
repayment plan.

After periods of transition, additional leeway could be given to those who miss payments in order to give
servicers more time to reach them. Borrowers may also need time to re-enroll in or change their

automatic debit arrangements or change repayment plans. Delaying negative credit reporting or using an
administrative forbearance period to keep borrowers current will allow borrowers and servicers to focus first
on a successful transition.

Strategically frame and time information

The research in this paper outlines several promising practices for communication with borrowers, including:

e Emphasizing the financial insurance aspect of income-driven repayment plans for at-risk borrowers—
specifically, that these plans could ensure that payments remain affordable during unexpected changes
in income.®?

¢ Following up via email, phone, and text with borrowers who express interest in income-driven plans
when contacted and with those who submit incomplete applications or whose applications are otherwise
not approved.®?

» Emphasizing that borrowers experiencing hardship could be eligible to make a lower or $0 payment in
an income-driven repayment plan.®

e Emphasizing the consequences of inaction, such as highlighting the increased monthly payment that
will occur if a borrower does not recertify for an income-driven plan and the credit-related consequences
of delinquency.®
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In addition, the department and servicers should ensure that the most critical information and messaging are
consistent across platforms (i.e., email, social media, paid media, and websites) and readily available no matter
which means borrowers use to enter the system.

Establish strong, clear standards for servicing and provide oversight to
ensure proper implementation

Within the current servicing system, clear standards and improved oversight could help policymakers

implement policies and procedures based on borrower behavior. Standards should include a focus on borrower
outcomes—such as reducing rates of delinquency and default—and require targeted outreach to borrowers in
periods of transition. As part of Next Gen, FSA intends to centralize some of the responsibilities currently held by
servicers.®® As it does so, FSA accountability for borrower outcomes will be equally important.

In addition, the Department of Education should provide more detailed and frequent updates on the status of the
federal loan portfolio (especially before and after periods of large-scale transition), including types of deferment
and forbearance, length of delinquencies, and repayment plan enrollment. Right now, such data is made available
only once per quarter. Publishing this data monthly would provide more opportunities for real-time analysis and
identification of problems and improvements that servicers and the department should make.

Beyond increasing the frequency of updates for already published figures, the department should publish new
statistics on income-driven repayment plan enrollment, including the balances and payment amounts of enrolled
borrowers, annual recertification rates that include how many borrowers lost their partial financial hardship
status, and rates of balance growth over time. New metrics on student loan servicing could also include the
number of income-driven repayment applications submitted and processed across the portfolio, the volume and
types of communication that servicers initiate and receive, and the questions or issues most commonly raised
by borrowers. Such metrics could be used to identify areas where servicers might need additional resources or
support. In addition to these snapshots, policymakers should support research and policy reform by expanding
access to data from the National Student Loan Data System, the database that tracks the status of federal
student loans.®’

Help borrowers enroll in affordable plans

Since the onset of the pandemic, millions of Americans have lost their jobs and will continue to experience
income volatility because of the economic downturn. This means that the information in their tax returns may not
match their current incomes. The process for updating income information in order to reduce monthly payments,
now and even before the pandemic, can be time-intensive for borrowers and servicers.®®

To provide repayment flexibility during times of financial uncertainty, servicers should be temporarily permitted
to enroll borrowers into an income-driven plan without requiring extensive paperwork—for example, orally,
through a website, or through electronic communication. Borrowers who do not have taxable income are already
allowed to self-certify their incomes and family sizes, giving them access to a more streamlined application
process. The U.S. Government Accountability Office recently concluded that the Department of Education could
do more to prevent errors or fraud in this process.®® Timely implementation of the FUTURE Act will bolster the
accuracy of income information used to determine repayment obligations and reduce improper payments.

The temporary provisions put in place during the pandemic can provide insight into what structural changes
will help meet the long-term needs of borrowers struggling with delinquency and default. Once evaluated,

a more flexible enrollment process could be an important stopgap measure until the FUTURE Act can be
fully implemented.
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The Department of Education and its contractors should also highlight the steps needed for borrowers to enroll in
an income-driven repayment plan or to recertify their current enrollment. Providing a checklist of documents that
borrowers need to enroll or recertify, including examples of the documents and where to obtain them, could help

reduce confusion about the enrollment process.

More research is needed

In addition to improved communications practices informed by research on borrower behavior, larger changes
to the student loan repayment system are needed, and several opportunities exist for additional analysis.

First, streamlining the repayment system may not be enough to address the barriers to repayment that some
borrowers face. More data is needed to show how borrowers use income-driven plans and whether structural
changes would meet the needs of those struggling most with delinquency, default, and growing loan balances.
For example, experts have proposed a range of potential changes, including altering or phasing out the amount
of income that is set aside in calculations to determine a monthly payment amount or basing payments on

a combination of income and amount borrowed, among other variables.”® Stakeholders have also suggested
that the number and variety of income-driven plans can also be challenging for borrowers to navigate and that
reducing the available options would facilitate enrollment. (Currently, borrowers can ask servicers to enroll them
into the income-driven plan with the lowest monthly payment instead of choosing a specific plan.)

The Foundations for Evidence-Based Policymaking Act (Evidence Act), signed into law in 2019, may be useful for
ensuring that any such plan reforms consider the latest data and research. The act emphasizes evidence-based
policymaking and requires each agency to develop a plan containing key research questions and methods for
harnessing federally available data to address them.”' As the Department of Education moves forward with its
plan, evaluating servicer performance and best practices and barriers to enrollment in affordable repayment plans
should be priorities.

Finally, as part of Next Gen, the department has begun employing the use of a virtual assistant using artificial
intelligence to address common borrower questions in real time.”> The assistant can answer questions as well

as help borrowers make payments and contact their servicers. The performance of this new feature should be
carefully monitored, especially as the field of artificial intelligence continues to develop. For example, FSA should
collect and publish data on the number and types of requests received by its new online tools and whether those
issues were successfully resolved. It is critical not only that the virtual assistant provide accurate information but
also that the algorithms used to build the system be inclusive and account for cultural and lingual differences.

A system that fails in this respect may be unable to effectively direct many distressed borrowers to available
relief measures.

Conclusion

Gaining a deeper understanding of borrowers’ behaviors and experiences will ensure that policymakers are
better equipped to optimize the design of the repayment system to benefit those most at risk of delinquency
and default. Although some questions remain about which approaches are most effective, recent studies

from other fields have indicated that some interventions may not be “one-size-fits-all” and that the context in
which individuals experience interventions is important. Efforts to reform the repayment system should heed
these lessons; success will require a combination of streamlining processes, reducing complexity, and improving
servicer-borrower communication.”® Understanding and applying these insights is key to ensuring that
longer-term structural changes meet the needs of those struggling most with delinquency, default, and growing
loan balances.
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