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April 4, 2013 

 

Monica Jackson 

Office of the Executive Secretary  

Consumer Financial Protection Bureau 

1700 G Street, NW 

Washington, DC 20552 

 

Re:  Response of the Consumer Bankers Association to Request for Information Regarding an 

Initiative to Promote Student Loan Affordability   

Docket No. CFPB-2013-0004 

 

Dear Ms. Jackson: 

 

The Consumer Bankers Association (CBA)
i
 appreciates the opportunity to submit comments in 

response to the Consumer Financial Protection Bureau’s (CFPB’s or Bureau’s) request for 

information (RFI) from the public to determine options that would increase the availability of 

affordable payment plans for borrowers with existing private student loans.  We understand the 

Bureau will use this information to provide more detailed information on ways to encourage the 

development of more affordable loan repayment mechanisms for private student loan borrowers. 

 

Our comments reflect the view of CBA’s Education Funding Committee.   The Committee 

includes the largest bank lenders of private student loans. 

 

Our responses to the 16 questions posed in the RFI are included in italics below:    

 

Scope of Borrower Hardship 
1. What are the primary drivers of private student loan borrower distress? 

CBA Responses:   

 

Lack of employment or underemployment 

Income to debt ratio 

High cost of higher education 

Cost of college versus earning potential 

College major choices not aligned with employment opportunities/future earnings 

Failure to graduate/failure complete program of study 

 

a. What characteristics might predict distress at loan origination? 
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CBA notes that banks seek to operate in a safe and sound manner. We are thus somewhat 

confused by the question.    Banks would not originate a private student loan if the 

borrower’s characteristics predicted distress.   Banks consider characteristics that might 

predict distress during the loan application evaluation process.     

 

In reviewing characteristics when evaluating a loan application, banks would look at 

several relevant factors, including, among others,  the borrower’s and co-signer’s debt-

to-income ratio,  payment –to-income ratio, existing debt levels, FICO scores, 

employment and residential stability, school certified eligibility, and negative credit 

factors (delinquency and charge-off patterns).    

 

b. What characteristics might predict distress for borrowers who complete a program of 

study? 

 

CBA Response:    CBA members have not compiled data correlating borrowers’ program 

of study with the incidence of borrower distress.  CBA notes, however, that data relevant 

to this question have been published by groups unrelated to CBA.  For example, the 

February 2012 report “Degreeless in Debt:  What Happens to Borrowers Who Drop 

Out,” published by Education Sector, found that “Borrowers who graduated with 

certificates had higher default rates than the average borrower who dropped out.”    The 

report also notes that:  “Those who dropped out had higher unemployment rates and 

made less money than those who graduated. Borrowers who dropped out were more than 

four times more likely to default on their loans.”   See:    

http://www.educationsector.org/publications/degreeless-debt-what-happens-borrowers-

who-drop-out. 

   

 Similarly, the March 2011 study, “Delinquency:  The Untold Story of Student Loan 

Borrowing,” published by  the Institute for Higher Education Policy (IHEP) found, among 

other things, that borrower repayment behavior varies  depending on the type of 

institution attended. Also see the recent article in the March 2013 Atlantic, which 

correlates degree level obtained with unemployment and income metrics.   See:   

http://www.ihep.org/assets/files/publications/a-f/delinquency-

the_untold_story_final_march_2011.pdf. 

 

CBA also notes that if a graduated borrower (one who has completed their program) 

cannot find employment, or is underemployed, the ability to repay their student loan is 

impacted. 

 

Finally, CBA notes that data exists suggesting that the borrower’s major or course of 

study may be relevant as one of multiple datapoints in predicting distress. 

 

c. What characteristics might predict distress during repayment? 

 

CBA Response:    Clearly, the borrower’s employment status (including whether the 

borrower is underemployed) is a highly relevant factor affecting ability to pay.   Updated 

http://www.educationsector.org/publications/degreeless-debt-what-happens-borrowers-who-drop-out
http://www.educationsector.org/publications/degreeless-debt-what-happens-borrowers-who-drop-out
http://www.ihep.org/assets/files/publications/a-f/delinquency-the_untold_story_final_march_2011.pdf
http://www.ihep.org/assets/files/publications/a-f/delinquency-the_untold_story_final_march_2011.pdf
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FICO scores, credit-line utilization rates, previous payment/repayment performance, and 

additional education indebtedness (federal or private) are also relevant.  

 

Numerous studies indicate that there is a correlation to degree or program completion 

and employment success (both getting a job and a compensation level sufficient to meet 

financial obligations).  A July 2012 report of the National Consumer Law Center, “The 

Student Loan Default Trap:  Why Borrowers Default and What Can be Done,” which 

appears to be based on a sample of student loan defaulters, states that 80% of the sample 

were unemployed.      See:   http://www.studentloanborrowerassistance.org/blogs/wp-

content/www.studentloanborrowerassistance.org/uploads/File/student-loan-default-trap-

report.pdf. 

 

The abovementioned IHEP report also suggests that where the borrower attends school 

may relate to the likelihood of distress in repayment.  The report notes: 

 

A third or less of borrowers at four-year, public or private 

Non-profit institutions became delinquent or defaulted on their loans, while 

nearly half or more (45 percent and 53 percent respectively) of their borrowers 

were making timely payments on their loans….  In contrast, only one-quarter to 

one-third of borrowers at for-profit and public two-year institutions were making 

timely payments on their loans, and more than half of all borrowers in these 

sectors were delinquent or had already defaulted.  

 

Similarly, The Senate Committee on Health, Education, Labor and Pensions reported in its July 

2012 report on For-Profit Education that, “Default rates are driven by students who drop out…. 

Student’s ability to repay their loans is tightly tied to whether they stayed in school and achieved 

a degree”    See:   http://www.gpo.gov/fdsys/pkg/CPRT-112SPRT74931/pdf/CPRT-

112SPRT74931.pdf.  

   

d. What are typical debt-to-income ratios of borrowers in distress? 

 

CBA Response: CBA members do not have this data.  Debt-to-income data is collected at the 

time of origination, not at the time of repayment distress. 

 

2. How do borrowers in distress typically stay current with their private student loans?  

 

CBA Response: CBA members do not have data responsive to this question.  If borrowers are 

current on their payments, the lender typically has no way of knowing if they are actually in 

distress.  Thus, our response to this question is based on anecdotal information and should be 

read by the Bureau with this in mind. 

 

Based on anecdotal information, among the means banks understand borrowers in distress 

use to stay current include assistance from parents, guardians or other relatives; borrowing 

funds from a third party; and securing a second job.   CBA notes that since many of the loans 

have co-signers, a co-signer could possibly be helping make payments.  

 

http://www.studentloanborrowerassistance.org/blogs/wp-content/www.studentloanborrowerassistance.org/uploads/File/student-loan-default-trap-report.pdf
http://www.studentloanborrowerassistance.org/blogs/wp-content/www.studentloanborrowerassistance.org/uploads/File/student-loan-default-trap-report.pdf
http://www.studentloanborrowerassistance.org/blogs/wp-content/www.studentloanborrowerassistance.org/uploads/File/student-loan-default-trap-report.pdf
http://www.gpo.gov/fdsys/pkg/CPRT-112SPRT74931/pdf/CPRT-112SPRT74931.pdf
http://www.gpo.gov/fdsys/pkg/CPRT-112SPRT74931/pdf/CPRT-112SPRT74931.pdf
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   3.   To what extent do borrowers reduce consumption or adjust living arrangements to meet 

obligations? 

 

CBA Response:    There is no industry data to support an answer to this question.   However, 

in analyzing the impact of student debt on consumption, it may be argued that student lending 

brings consumption forward.   College and universities add an estimated $250 billion to the 

economy each year.  If students could or did not borrow and instead waited to attend college 

until they had sufficient savings to meet expenses, the U.S. economy would suffer.    

 

As with any accelerated activity, financed consumption borrows from something in the future.    

Thus, other than the immediate years after college, the use of leverage to create a more 

knowledgeable, productive populace should allow later years of higher consumption growth 

due to the absolute correlation, in the aggregate, of higher lifetime earnings and the 

completion of a college degree.  

 

a. Do borrowers seek to reduce payments on federal student loans in order to make payments 

on private student loans? 

 

CBA Response:    There is no industry data to support an answer to this question.   CBA also 

does not have data on whether borrowers seek to reduce payments on private student loans to 

make payments on federal student loans. 

 

b. To what extent do borrowers in distress accrue other debt (credit cards, family loans) to 

meet private student loan obligations? 

 

CBA Response:  CBA is not aware of data that would be needed to support an answer to this 

question.CBA notes that a large percentage of private loan borrowers have co-signers who 

add a layer of support for repayment of the obligation.  

 

c. To what extent do borrowers in distress forego “other nonessential expenses” to meet 

private student loan obligations? 

 

CBA Response:   CBA is not aware of industry data to support an answer to this question.   

 

Current Options for Borrowers with Hardship  

 

3. What options currently exist for borrowers to permanently or temporarily lower monthly 

payments on private student loan obligations? To what extent have these affordable 

repayment options cured delinquencies? 

 

CBA Response:    As the CFPB has acknowledged, policies of prudential regulators have limited 

the ability of supervised institutions in providing some repayment options to distressed 

borrowers.   For example, forbearances must be very short-term. They also may not be tacked 

together, but must be separated by periods of timely payments.   Lenders believe that if they had 

more flexibility in working with some student loan borrowers before being required to charge-off 

loans, defaults could be prevented along with some of the negative consequences that result, 
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including notations on borrower credit reports that cause problems with future loans, job 

applications and even renting housing.   

 

 Many private lenders have implemented a second grace period immediately after the initial six-

month post-graduation grace. The second grace period is made available based on established 

contact with the borrower and evidence of future willingness and ability to begin full payments.   

Some non-banks not supervised by the prudential banking regulators may offer more options.   

Consolidation is offered by certain institutions to reduce total monthly payments.  CBA notes 

that lenders are able to offer loan modifications under existing TDR (Troubled Debt 

Restructuring) rules, but existing loan systems have operational and accounting reporting 

challenges.   

 

 

4. How do lenders typically evaluate whether or not a borrower qualifies for these affordable 

repayment options? If lenders make use of financial models, what are the key drivers of these 

models?   

 

CBA Response:    Lenders follow defined policy criteria consistent with applicable regulatory 

guidance.  Lenders ask for information from borrowers, verbal or written, explaining the 

circumstances that led to the request, but may or may not require additional financial data.  

Different lenders have different policies with regard to how much supporting data or documents 

are required.  

 

5. Do lenders work directly with co-signers to modify terms? If so, how? 

 

CBA Response:   Based on an informal survey of the CBA Education Funding Committee 

membership, CBA understands that lenders work directly with both the primary borrowers and 

cosigners.   Many lenders accept requests for assistance from either party, whether the borrower 

or co-signer initiates the request.   CBA also notes that not all lenders “modify terms” per se.  

Rather, lenders also work with co-signers to resolve delinquencies based on what was defined in 

their loan program policy. 

 

6. What is the incidence or expectation of re-default rates among restructured private student 

loans?  

 

CBA Response:     CBA is not sure what a “restructured private student loan” is.   Assuming 

that the term references a loan on which the interest rate has been reduced or principal 

forgiven, CBA does not have data supporting a response to this question.  

 

CBA also notes that if a borrower defaults on their obligation, some lenders will work with 

the borrower to work out acceptable repayment plans or settlements. 

 

Past and Existing Loan Modification Programs for Other Types of Debt 

 

7. What are some examples of loan modification programs sponsored by a public entity or the 

private sector that have been successful? Which features of these programs might be 
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applicable to a student loan affordability program? Which features of these programs might 

not be appropriate for a student loan affordability program? 

 

CBA Response:   Interest rate reductions and other limited-term payment relief have the 

ability to work because the student loan borrower will usually be employed and their income 

should appreciate over time.  

 

 CBA suggests a good option is a time-based payment reduction plan, potentially coupled 

with some form of forbearance, but that does not require the lender to forgive any portion of 

the balance due.  This option avoids a borrower facing any negative tax consequences 

associated with principal forgiveness, since the amount forgiven would be subject to federal 

and possibly state/local income taxes.  

 

CBA also notes that some existing loans that were originated using TERI (The Education 

Resource Institute) underwriting guidelines have a Modified Graduated Repayment Schedule 

(MGRS) that is showing some benefit especially for new borrowers.  Under the MGRS option, 

the borrower makes a half payment during the first year, with interest only the second year. 

The borrower in the end pays a nominal increased amount of interest, the present value of the 

loan is retained for the lender, and there is minimal negative amortization.  The loan term 

remains the same.   

 

 

Servicing Infrastructure   

 

8. Is the servicing infrastructure utilized by major lenders flexible enough to process loan 

modifications at scale? What are the limitations of these servicing platforms? Are those 

limitations capable of being overcome? What are the estimated costs of overcoming those 

limitations? 

 

CBA Response:    The answers to this question will differ significantly by lender and by 

servicer.  Lenders can make loan modifications, with modification of some loan terms more 

easily achieved than others due to servicing system capabilities and limitations.     Some 

lenders may experience  difficulty doing so on a large scale, as loan  servicing systems were 

not built with these  modification programs in mind, and many related processes will need to 

be manual in nature.  Servicing systems were also not built to accommodate non-accrual 

loans that would result from modifications which would require the related loans to receive 

Troubled Debt Restructure (TDR) accounting treatment under GAAP.   CBA and its members 

do not have accurate, reliable estimates of the cost of modifying existing servicing platforms 

to support loan modifications at scale, but believe that they will be not be insignificant.  CBA 

understands that the Student Loan Servicing Alliance (SLSA) anticipates addressing servicer 

limitations in their response to this RFI.  

 

9. What are the key differences between servicing of student loans compared to servicing of 

residential mortgages that must be considered when crafting an affordability program? 
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CBA Response:     Most importantly, mortgage loans are supported with collateral that 

involves a borrower’s principal residence.  Differences between mortgages and student 

loans, however, do not stop there.   In fact, every feature of a student loan is different – in 

school deferments, different repayment structures, amortization periods, and other aspects of 

repayment.    CBA also notes that the principal intention of mortgage modifications is to 

avoid foreclosure.  There is no equivalent for student loans.    Because of the collateral 

involved in a mortgage, charge-off does not happen in the same way or with the same timing  

as with a student loan.    CBA also notes that the economy affects student loans and 

mortgages differently.   Homeowners frequently do all in their power to avoid losing their 

home to foreclosure.  As noted above, one cannot foreclose on a degree financed with a 

defaulted private (or federal) student loan.  

 

Consumer Reporting and Credit Scoring 

 

10. How are payments plans for defaulted private and federal student loans currently reported to 

consumer reporting agencies? How are rehabilitated federal student loans reported by 

consumer reporting agencies, and how does that reporting affect credit scores? 

 

CBA Response:   As the Bureau knows, defaulted private and federal student loans are 

subject to reporting to consumer reporting agencies.    Lenders are also required to report 

payment plans, but this varies by lender. 

 

The U.S. Department of Education requires that the record of prior default associated with 

the federal student loan be deleted from the borrower’s credit report.  The default is 

expunged, but the delinquencies stay on the report, and the rehabilitated loans are reported 

as new loans.   CBA suggests that consumer reporting agencies are best positioned to provide 

answers to the Bureau on this question. 

 

Lender Participation 

 

11. How might an affordability program sponsored by a public entity mitigate moral hazard and 

selection bias? 

 

CBA Response:   CBA did not clearly understand the nature of the response sought by this 

question and thus is not providing a response.   

 

Borrower Awareness 

 

12. What are some examples of modification or refinance initiatives that successfully made 

borrowers aware of a new program? Which features of these programs are applicable in the 

private student loan market? 

 

CBA Response:  CBA does not have a response to this question.     

 

13. What are the most effective communication mechanisms to reach borrowers in distress? 
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CBA Response:    It is vital for borrowers experiencing financial distress to reach out to their 

lenders.   CBA members and servicers often experience difficulty in communicating with 

borrowers.  It is crucial for borrowers experiencing difficulty to make content with their 

lender so that the lender can try to help.  Many lenders have communications programs in 

place, for example, for borrowers that will be entering repayment in the immediate future 

(and similar messages on their websites) encouraging the borrower to contact the lender if 

they anticipate they will have difficulty making a payment. 

 

CBA also notes that the use of cell phones continues to increase.   Though mailed letters 

reach more borrowers, letters don’t always result in direct contact.  From contact and 

response numbers received from one large servicer, it appears that a large percent of the cell 

phone-using population responds to text messages, usually within one or two minutes.   Thus, 

if consistent with federal regulation of communications with borrowers, incorporating cell 

phone messaging into communications with borrowers may prove an effective strategy. 

 

Spillovers 

 

14. How do student loan payments impact access to mortgage credit? How does student debt 

impact a consumer’s ability to accumulate a down payment? How does student debt impact a 

consumer’s ability to meet debt-to-income requirements for FHA-insured and private sector 

mortgages? 

 

CBA Responses:  They help enormously because educated borrowers have better careers, 

make more money and establish credit histories.  If a student loan borrower makes their 

payments on time the likelihood increases of getting mortgage credit in the future, at a lower 

cost.  Statistics suggest that attaining a degree significantly increases lifetime earnings.  See:   

http://www.bls.gov/emp/ep_chart_001.htm. 

 

15. To what extent does student loan debt impact the market for automobiles? How does student 

loan debt impact a consumer’s ability to secure an auto loan? 

 

CBA Response:    Same answer as 14.  CBA notes, consistent with Bureau of Labor Statistics 

data, that if the borrower has graduated from college, statistics suggest a much higher 

earnings potential than for individuals who did not go to college.   See:    

http://www.bls.gov/emp/ep_chart_001.htm. 

 

16. What evidence exists about the impact of student loan debt on consumption, savings, 

homeownership, household formation, entrepreneurship, and other indicators of economic 

health? 

 

CBA Response:     The GDP growth of the United States since the year 1900, when only 2.3 

percent of population was college educated, can in significant part be attributed to the fact 

that the number of college-educated Americans has grown.     Again, as documented by the 

Bureau of Labor Statistics, lifetime earnings are much higher for people with a college 

education.  

 

http://www.bls.gov/emp/ep_chart_001.htm
http://www.bls.gov/emp/ep_chart_001.htm
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As we noted in our response to question 2 above, consumption is advanced with the transfer 

of the loan payment to the educational institution.  The borrower may have a temporary 

period of reduced consumption in the period immediately following graduation, but will have 

a significantly greater impact on the economy as enhanced earnings are put to work. 

 

Should the student postpone attending college, lower lifetime earnings and the stimulus effect 

of the school expenditure would be less.  This would lead to a lower long-term GDP growth 

rate in the economy.   

 

Thank you for the opportunity to comment on this RFI.  We hope our responses are useful to the 

Bureau as it continues its important work in this area. 

 

If you have any questions or wish to discuss these issues further, please feel free to contact me at 

(202) 552-6364 or at pbradshaw@cbanet.org.   

 

 

Sincerely, 

 

 

 
Pace Bradshaw 

Vice President, Congressional Affairs 

Consumer Bankers Association 

 
 
 

 

 

 

 

 

 

 

 

 

 

 

 
 
                                                           
i
 1 The Consumer Bankers Association (“CBA”) is the trade association for today's leaders in retail banking  
- banking services geared toward consumers and small businesses. The nation's largest financial  
institutions, as well as many regional banks, are CBA corporate members, collectively holding two-thirds  
of the industry's total assets. CBA’s mission is to preserve and promote the retail banking industry as it  
strives to fulfill the financial needs of the American consumer and small business. 

mailto:pbradshaw@cbanet.org

