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The Dow Jones Industrial Average fell more than 1,000 points last Friday, as investors react-
ed to Fed Chairman Jerome Powell’s speech regarding intentions to continue rate increases, 
betting that growth would slow as a result. Powell’s comments were the thrust of the selloff , 
but the stage was really set when the Biden Administration announced its student loan for-
giveness program earlier in the week. The more the public learns about the details, the worse 
it looks.

Debt Forgiveness - At a Major Cost
President Biden’s executive order will further disrupt an already dysfunctional student loan 
system. The program will generate massive costs for taxpayers, increasing college prices, and 
create a massive shift in fi nancial resources toward an already bloated college sector.

The Biden Administration says the changes will cost $240 billion over the next 10 years. How-
ever, the Committee for a Responsible Federal Budget estimates a fi gure closer to $440-600 
billion, representing about 2.5% of GDP. A budget model from the Wharton School projects a 
cost of $1 trillion, but even that fi gure may be too low.

As fi nancially bad as it is, the cancellation of a portion of student debt that already exists 
is only a fraction of the policy change. The much bigger change, and the one that markets 
have fi nally begun to absorb, is the proposal to limit future student debt repayment to 5% of 
income, but only after the borrower’s income rises above roughly $30,000 per year. For ex-
ample, if someone makes $70,000 per year, then no matter how much they borrow, they are 
limited to paying $2,000 per year (5% of the extra $40,000). After twenty years, any remaining 
debt would simply disappear!

For most students, choosing this “income-based repayment” system would be a given. And 
once they choose, there would no longer be a fi nancial incentive to exercise prudency with 
incurring student debt (i.e., tuition, room, board, and fees). In fact, students will now have an 
incentive to pick the most expensive college with the best amenities they could fi nd and pay 
for it with federal loan money, because their future loan repayments will be capped.

Furthermore, students will now have the incentive to borrow more than what they need for 
education because the excess cash can be deemed as “living expenses.” They could then 
mostly use it for whatever they please. And because the government has said it will limit their 
future loan repayments, there are little future fi nancial repercussions for doing so.  In short, 
the government has now added loopholes and moral hazards to an already questionable sys-
tem.
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Higher Costs, Lower Standards
The worst part of all is that colleges will now have an incentive to enroll students even if they-
have poor future employment and earning prospects. In other words, the new system expo-
nentially grew the pool of potential customers overnight.

By enrolling students regardless of how prepared they are, college standards could inevita-
bly be lowered and prices will continue to rise. This is because theoretically, colleges can now 
charge whatever they want and get huge checks from the Federal government. And the un-
prepared students won’t care because they know they really don’t have to pay it all back.

The new student loan program is virtually certain to face political and legal opposition, so it 
is possible that revisions will be made, and the initial version will not be fully implemented. 
But, if it is, taxpayers will lose badly. Not to mention it will add an additional drag on eff orts to 
reduce infl ation.
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