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Issues to be addressed in this briefing:

• What is Chapter 1?

• How well is it working?

• Why reinvent Chapter 1?

• What are recommended new directions?
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What is Chapter 1?

3

• $70 billion appropriated since the program’s inception in 1965—$6.1
billion in FY 93 to serve over 5 million children.

• The federal government’s largest investment in elementary and secondary 
education, accounting for 19 percent of the U.S. Department of 
Education’s total budget.

• Financial assistance to school districts with high concentrations of low- 
income children for instructional programs to meet the needs of 
educationally disadvantaged children.

Predominately a program for elementary school students. In 1990-91, 70 
percent of participants were in grades 1-6.
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Exhibit reads: Chapter 1 participation is concentrated in the elementary grades with 
70 percent of Chapter 1 of all students in grades 1-6. 

Source: Summary of Chapter 1 Participation and Achievement Information, 1990-91, 
Unpublished tabulations (Sinclair & Gu�mann, 1993). 
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What were the new features of the Hawkins--Staff ord Amendments? 

Congress reauthorized Chapter 1 as part of the Hawkins--Stafford Elementary and 
Secondary School Improvement Amendments of 1988. Congress enacted provisions 
designed to: 

• Strengthen accountability for student outcomes via program improvement;

• Encourage flexibility through schoolwide projects in high-poverty schools;

• Emphasize the teaching of both basic and more advanced skills;

• Improve the targeting of resources by strengthening concentration grants;

• Offer intergenerational educational services to disadvantaged young children and
their parents through the creation of the Even Start program; and

• Defray the cost of serving students in private religiously affiliated schools by

adding capital expenses funding.
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How well is Chapter 1 working? 

Chapter 1 has helped close the learning gap between disadvantaged and more 
advantaged students� but has gone about as far as it can go. 

Although longitudinal data are available for only one year, the evidence 
indicates that Chapter 1, as it is currently configured, cannot enable students to 
achieve the high standards set by the National Education Goals. Keeping in 
mind that Chapter 1 is not' a monolithic program and that averages mask 
individual outstanding projects, 

• Chapter 1 participants did not improve their relative standing in reading
and math in the fourth grade and in math in the eighth grade; only eighth
grade reading participants showed any improvements.

• Overall differences were minimal in gains between Chapter 1 participants
and nonparticipants matched on student background.

• The percentile level of students in high-poverty schools declines at higher
grades, indicating that schools are unable to close the learning gap.
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TRENDS IN AVERAGE· READING PROFICIENCY OF 
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Exhibit reads: During the 19!0's mi_norities made gains in closing the 
learning gap 1n reading. 

Source: National Assessment of Educational Progress, 1991. 
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Exhibit reads: The reading scores for Chapter 1 participants in the thircf �d fourth grades 
were in the bottom quarter for students nationally. Chapter 1 students in 
high-poverty schools had the lowest scores. 

Source: Prospects (Abt Associates, 1993). 
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Reading, by Level of School Poverty

Grade
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Exhibit reads:

Source: Prospects (Abt Associates, 1993).
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On the fall reading test, first graders in low-poverty schools on average 
performed better than 60 percent of students in the nation.

Exhibit 1
Achievement Scores in Percentiles, by Level of School Poverty: 

Grades 1, 3, 4, 7, and 8
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Why reinvent Chapter 1?

Currently, Chapter 1 works on the margins, focusing on basic skills.
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• Extended learning opportunities through before-or after-school programs or 
summer school are rare (9 percent and 15 percent of programs, respectively).

• Chapter 1 employs about as many aides as teachers, many of whom provide 
direct instruction. However, over 80 percent of aides only have a high school 
diploma.

• Chapter 1 instruction is generally 30 minutes a day but adds only an average of 
about 10 minutes of extra instructional time.

• Although in-class instruction has risen since 1985-86, 70 percent of regular 
classroom teachers report that Chapter 1 participants are pulled out of regular 
instruction for services.
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Exhibit reads:

Source:

Activities missed during Chapter 1 
reading/language arts 

(Percent of teachers reporting)

Doing seatwork or 
something else

Activities missed during Chapter 1 
mathematics 

(Percent of teachers reporting)

Main Activities Missed When Public Elementary Students Receive 
Chapter 1 Reading/Language Arts and Mathematics Services, 

As Reported by Classroom Teachers, 1991-92

I Receiving or
■ reviewing instruction

Seventy percent of classroom teachers report that students miss basic 
instruction when they receive Chapter 1 reading/language arts services.

Chapter 1 in Public Schools: The Chapter 1 School Implementation
Study (Millsap, Moss, & Gamse, 1992).



Why reinvent Chapter 1? 

Poor targeting. 

• Almost all districts (95 percent) receive Chapter 1 funds, and half of all
schools (50,000) receive Chapter 1.

• Fourteen percent of high-poverty elementary schools receive no Chapter I
funding, and half the low-achieving children in high-poverty schools do
not receive Chapter 1 services.

• Students in high-poverty schools typically score about the same as
Chapter 1 participants in low-poverty schools. Chapter 1 students in the
high-poverty schools score well below other Chapter I participants.
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Reading Scores for AU Students and 
Chapter 1 Participants, by L�vel of School Poverty: 

Fourth Grade, S·j>ring 1992 
Percentile Scores 
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Students in high-poverty schools typically s¢ore about the same as Chapter 1 
participants in lower-poverty schools. Chapter 1 students in the high-poverty 
schools score well below other Chapter 1 participants. 

Source: Prospects (Abt Associates, 1993). 
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Why reinvent Chapter 1? 

The needs are great. 

Benchmarking the performance of students in high-poverty schools (75 percent 
or more poor children) with their counterparts in low-poverty schools (less than 
20 percent poor children) against the National Educational Goals: 

• Goal 1: More than a fifth of the first-graders in high-poverty schools are
perceived by their teachers as having general health problems, almost
twice the percentage in low-poverty schools.

• Goal 2: Students in high-poverty schools (50 percent or more poor) are
57 percent more likely to leave school by grade 10 than stuqents in low­
poverty schools (6-20 percent poor).
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The needs are great (cont.) 

• Goals 3 and 4: First graders in high-poverty schools start school scoring
27 and 32 percentile points lower in reading and math, respectively, than
their peers in low-poverty scihools. High-poverty schools appear unable
to close the initial gap which increases in both grades 4 and 8.

• Goal 5: One-third of parents in high-poverty schools lack a high school
diploma compared with only 3 percent in low-poverty schools.

• Goal 6: 81 percent of students in high-poverty schools have principals
who see physical conflicts as a problem compared with 31 percent in
low-poverty schools.
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Why reinvent Chapter 1?
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Student assessment and accountability not linked to the 
curriculum.

• National accountability drives testing by requiring comparable data across 
States using normed-referenced tests. States that are working toward 
content-based standards and newer assessment methods, are nevertheless 
compelled to use normed-referenced tests.

• The national aggregation of individual test score information has yielded 
inflated and incomplete information virtually useless for either 
policymaking or program management.

• Chapter 1 is one of the largest testing programs in the country, requiring 
testing of over 5 million students each year.
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Note: Data are for the 50 states, the District of Columbia, and Puerto Rico, 
cases, no information was available, so the data do not sum to 52.

Exhibit reads: Fifteen states are implementing new curriculum frameworks.

Status o( Now State Curriculum Frameworks. Standards, Asoecemcrit^ and
Monitoring Systems (I’ochman & LaGuaxia. 1993).



Why reinvent Chapter 1?

Program improvement set low standards.
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About half the schools tested out of program improvement without ever 
implementing an improvement plan.

Written plans are vague, fragmented and rarely describe specific 
objectives.

In 1991-92, 27 out of 50 states required only that achievement gains 
must exceed zero percentiles. This is an improvement from 1989-90 
when 36 states set improvement at the statutory minimum. Change 
scores are a problem because schools with high achievement but slight 
declines are identified for improvement, schools with low achievement 
but meager progress are not.



Why reinvent Chapter 1?
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• According to local Chapter 1 directors, much of their assistance from 
SEAs focuses on regulatory matters of program compliance (60 percent) 
rather than program quality (34 percent).

• With small resources (0.1 percent of Chapter 1), Chapter 1 technical 
assistance centers provide short-term assistance across a broad variety of 
strategies, rather than covering topics in depth. Schools rely primarily on 
local sources for assistance.

Technical assistance spread too thinly; monitoring focuses on 
compliance.
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If we are to expect the children served by Chapter 1 to reach the National 
Education Goals adopted by the president and the nation’s governors in 
1990, fundamental changes to the program will have to occur.

The Chapter 1 program should be a model that adheres to the highest 
standards for curriculum and instruction, driving the strategies of other 
education programs, rather than one that follows outdated methods or lags 
behind national reforms.



What are new directions for Chapter 1?

High standards - the same expected of all children
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Concentrated funding to provide the resources to affect changes in 
high-poverty schools

Strategies that support high standards
intensive staff development and assistance
monitoring and enforcement that focus on continuous progress 
assessment tied to curriculum
integration of education and social services in high-poverty 
schools.
expansion of family involvement

Operating as a separate supplemental program, Chapter 1 has gone 
about as far as it can go in raising the skills of at-risk students. To 
prevent children in high-poverty schools from being left behind, Chapter 
1 must support:



Seventh-Graders' Grades and Percentile Test Scores: 

Low- and High-Poverty Schools, 1991 
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Exhibit reads: An A student in a high-poverty school would be about a C student 
in a low-poverty schoot when measured against standardized test scores. 

Source: Prospects (Abt Associates, 1993). 
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SCHOOL 
SCORES 

First Grade 
Mean 
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Exhibit reads: 

Reading and Math Percentile Bands for 
All Schools and Schools with 75-100 Percent. Poveny 

READING PERCENTILES MATH PERCENTILES 

All Schools High Poverty All Schools High Poverty 

38 26 35 25 

86 72 82 72 

40 24 38 26 
86 50 90 58 

38 24 36_ 24 

74 60 78 63.. 

First grade students in one high poverty school in the Pr.ospects sample scored at the 72nd percentile. Indeed, 
these top performers could set an interim benchmark fot similar schools to target. 

Source: Prospects (Abt Associates, 1993). 
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Treasury· Undersecretary Law­
rence H. Summeii &ai4 yesterday 
the halting nature ot the economic 
recovery was still more of a threat 
to the economy than inflatioo. 

"There is more room on the down 
side for disappointment than there is 
room on the up aide fOI' too rapid 
growth," Summers told. the Senate 
Banking Committee., 

Economists pay particular atten­
tion to consumer coofidence because 
it cloeely tracks consumer spending, 
which has been flat or declining 
since January as households have 
used what extra money they have to 
pay pn Uie large bills they rung up at 
Christmas. 

Yesterday's report on consumer 
confidence mirrors a similar survey 

According to the survey, which fo. 
cuses on goods-producing sectors of 
the economy, only half of the 400 
executives surveyed rated the cur-

; rent business climate positively, 
down from 64 percent in February. 

But neither the business nor con­
sumer confidence report were un­
equivocal in their pessimism. 

In spite of their pessimism about 
employment and income over the 
next six months, the percentage of 
consumers who expect to buy a new 
car, home or major appliances rose 
this month-a reflection, said ana­
lysts of pent-up demand after months 
of putting off such purchases. 

And despite the gloomier outlook 
by business executives, there were 
six companies planning to expand of bu�iness managers released Mon­

day by Cahners Economics Inc.,
which registered the third monthly •
decline in business confidence since I 
February. 

payrolls next month for every one 
that was planning to cut back. 

"So what's new?" said Samuel D. 
Kahan, chief economist at Fuji Secu­
rities Inc. "We continue to muddle 
along." 

Analysts said the government 
bears some responsibility for waning 
confidence, citing disenchantment 
with the dnft of economic policy­
making following what seemed to be 
the strong initial push behind Presi-
dent Clinton's economic and budget " 
�n. 

"The bloom is off the flowers in 
the Clinton Rose Garden," said Ste-
phen Roach, chief economist at Mor- :: 
gan Stanley & Co., who said con- � 
cems about higher taxes and the · 
cost of health care reform hang over 
conswners and businesses alike. :,



’ Simon Attacks Lobbying
By Student Loan Industry

I

j

£

J

last year. The money ^distributed as div-

for its chief executive officer. Staff writer Albert B. Crenshaw contributed

i

WED\E*Dn. May 26.1993 the Washiscto* Post

obtained directly from the federal govern­
ment, his plan would cut out the profit-mak­
ing middle men, saving the government $1 
billion a year in excess interest, administra­
tive costs and loan defaults.

Sallie Mae and the state institutions such 
as SLFC technically compete against each 
other in the secondary market. But they 
have allied to fight Clinton’s proposal and 
put together a lobbying juggernaut, leading 
critics in Congress to question the princi­
ples of an industry created and largely sub­
sidized by the federal government.

Some of the most powerful lobbying firms 
in Washington have been hired to stop di­
rect loans. Sallie Mae employs Williams and 
Jensen and the Cushenberry Group to lob­
by, and the Wexler Group, well-connected 
with Democrats in Congress, to help plot 
strategy. Other firms such as Patton Boggs 
& Blow, O’Connor & Hannon, Walker/Free 
Associates, and Akin, Gump, Strauss, 
Hauer & Feld have been hired by lenders 
and second market institutions to fight the 
Clinton plan.

SLFC, which has three firms lobbying 
here to protect its business of $200 million 
a year in student loans, set up the “Ohio 
Students" group in April and spent about 
$25,000 on ads in student newspapers, 
posters, the 800 line and a salary for a stu­
dent who coordinates it, said Mark 
Weadick, the chief financial officer.

He said the idea came from Andrew Gold- 
ner, a University of Cincinnati student who 
opposes direct student lending and agreed 
to work part time for SLFC for $7 an hour 
to organize student opposition at more than 
a dozen Ohio colleges.

Weadick said that the materials did not 
reflect his company’s sponsorship because 
of an oversight and that Goldner always 
reveals his backers when he is asked.

“It’s never been our intent to mislead 
anyone in any way,” said Weadick in a tele­
phone interview. “We believe that students 

- and Jheir families are the true constituents, 
and they don’t have the resources to make

ary markets, which rai& money at favor­
able rates because of their government im­
primatur and use the funds to buy govem- 
ment-guaranteed student loans from com­
mercial lenders, thus keeping capital flow­
ing through the student loan market and 
ready for new student boirowers.

Because the interest they earn on stu­
dent loans they buy is higher than they pay 
to raise the money, the institutions profit

By Michael Weisskopf
Washington Post Staff Wnter

Written in campus patois, the posters
handed out at colleges across Ohio last week
warned darkly that President Clinton’s plan
to overhaul the national student loan pro­
gram was “kind of like pass-fail with your fu­
ture on the line." Pre-addressed postcards to
both of Ohio's U.S. senators were attached,
pleading for a “no” vote on the measure. An
800 number was given in bold print to “reg­
ister your concerns by phone.”

Although the credit line in small print
read “Ohio Students for Loan Reform,” ap­
pearances often can be deceiving in the
murky world of “grass-roots" lobbying.

The organization actually is run out of the
Cincinnati offices of Student Loan Funding
Corp. (SLFC), a secondary market for stu­
dent loans that would lose the core of its
business if Congress passes Clinton’s plan
for direct government lending to students.
SLFC paid for the posters and contracts out
the toll-free phone line.

Far from Washington, the Ohio effort is
designed to augment the work of powerful
lobbyists here, hired by such financial giants
as the Student Loan Marketing Association
(Sallie Mae) to preserve a system that costs
taxpayers about $5 billion a year.

Clinton criticized Sallie Mae May 11 for
piling up excessive profits and for trying to
block his proposal. Yesterday, Sen. Paul Si­
mon (D-Ill.), chief sponsor of the direct loan
plan, joined the attack at a Capitol Hill news
conference where he disclosed the Ohio ef­
fort, calling it a “sham” group and “the latest
outrage in an all-out lobbying campaign or­
chestrated by Sallie Mae and its allies.”

Simon implied that the industry was us­
ing student “fronts” in more states than
Ohio, and he presented a University of Wis­
consin student leader who said that Sallie
Mae had tried to enlist him to set up a sim­
ilar organization on his Madison campus—a
charge denied by the institution.

Sallie Mae and SLFC were created by
Congress to implement the existing student theuT^wTkno^i*” 
loan program. They are' known as second- "___ ____________________ * f. .

A$ yesterday’s news conference, Robert 
Kraig, a Wisconsin graduate student, said 
that.Sallie Mae flew him and a friend here 
Mayi.17 and arranged a meeting at its 
Georgetown offices with the institution’s 
top legislative officials.

. A, Sallie Mae spokeswoman said the stu­
dents were flown in to hear “our perspec- 
tive” on the issue, and they were shown the 
Ohio materials. But she denied that they

•

_ for its chief executive officer. Z
Clinton claims that with student loans Iblhis report.
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· Or. Robert Atwell

President
American Council on Education
One Dupont Circle. NW
Wa.shington. DC 20036

Dear Bob. 

TO ,1566;12C3 

VNlTED NEGRO COLLEGE FUND 
SqD£utl2.s'crw(.,-.V"',NulVM 1D021 

(212) JU-1111

. 

March 18. 1993 

I am writin1 to ask that you col'WC'nC a 1JK·•c·ung of the major presidential 
associations - as soon as possible - rqard1n1 the issut- of national �rvice 3hd its 
relatinnship to "direct lending.■ /\s I bCiac'vt- you know. Prc5ident Ointon discussed 
frequently. during the J 992 prcsidcntul campaa,n. 2nd more recently durinJ a speech at 
Rulgers University - the importance of prowtd1n1 a national program of national and 
community service - and some form of loan forpvmcss for college students. The exact 
parameters of this concept arc unknown at this ttftK'. UNCF's preside"ts. mt-eting in New 
Y nrk last week. have agrc,.:d co OPJ)OIC' �o,y dJrro lending and to recommend to the 
Congress a modified approach with ttptd 10 the PrNadmt's Natioiwl Sel"\licc lrust Fund 
p1uposal. (Stt enclosed) 

It is clear. howcvci: to UNCF prC'lldc-nu &Ml uuonal service is a potenti.illy 
cxpcn5ivc- undertaking. and 1hat I COSIiy N"W pto,rant could compromise the viability of the 
current Titic IV. Student AssistllK'C' pn,pmu. � h-D Grants. Further. linkin, 
national service to direct loans may mpplr snYlkr ,nsmutions of higher education. like the 
United NcJro Collcic Fund CUNCF) �r uur11U1101'\. and rwo and four�ar public 
institutions with small Stud<'flt met off'acn. ,n their abibry to $CJVC �">w and middle income 
srudc-nts. 

Notwithstanding UNCFs concC'fflS 1ft this •ci. J believe that the entire hid\er 
education community would � be-ti tc'r.nS al w al ut down and discussed the pros and 
cons and the potential imp.a on 1tudc-nl1 .nd our tns&ituuons. If WC! could find conscnsl&.), 
rogcthc,r we could pcnuad<' the Pl"nlclmt. Of at k-aa anllucncc the formal development of 
the Administration's propogl. 1n addmon to the -a., Sall.• I want to strongly recommend 



PAGE . 003.''303FROM TO '15GS420

Dr. Laudeline Martinez. HACU. Dr. A. Dallas Marrin. NA5FAA; Di.

reaction to my

.-'7

/William H. Gray, m

/Enclosure

Dr. Samuel L MyersCC:

** TOTAL PAGE.003 **

that the following persons be invited, in addition to myself - Dr. Samuel L Mveis naffo- 

and Dr. aTpa L NC5°A;

Dr. Robert Atwell 
March 18. 1993 
Page two

I will be calling you wjthin the next few davs to discuss your 
suggestions.

Sincerely. /

MAR 29 ’93 10 = ^10

✓
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March 24, 1993 

MEMORANDUM FOR CAROL RASCO 

FROM: ELI SEGAL 

SUBJECT: Potentially Conflict� 1g Policy Directions 

In the last two weeks, our concern has grown regarding 
potentially conflicting policy initiatives. Two in particular 
seem to place the President's national service initiative in 
some jeopardy with Congress. 

First, the President's program since the campaign has 
inextricably linked national service with student aid reform. 
Accordingly, all interested education groups have examined the 
initiative as part of a package of Executive branch actions. 
Recognizing that the national service program is not expected 
ever to involve many more than 150,000 individuals at one time, 
and that the number of Pell Grant recipients greatly exceeds that 
number, Pell Grants have a large and important constituency in 
the country, as well as on the Hill. Although the Administration 
has funded the deficit left from its predecessor for Pell Grants, 
there is no proposai to achieve the authorized funding level 
of $3,700 per student (which is currently appropriated only to 
$2,300 per student), and we ave been told that approximately 
72,000 students from families with family incomes between 
$30,000 and $50,000 will be denied Pell Grant eligibility to 
preserve the Grants for all students with family incomes under 
$30,000. 

These actions may well be seen as a scaling back of the federal 
government's commitment to the principal form of student aid. 
Because the national service initiative calls for substantial 
new spending, we worry about funding being achieved at the 
expense of the existing student aid programs. several key 
constituencies behind the broad support for national service 
will be nearly certain to abandon the effort if national 
service is pitted against Pell Grants. 
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possible coordination.
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Jack Lew

Bill Galston
Shirley Sagawa

the nature and extent of charitable deductions, liav 
unintended effect of significantly reducing private

Second, the principal delivery mechanism applying nation 
service volunteers to.the Nation's unmet p?obleml S the

for ensuring that these and other
are fully discussed within the Executive branch,^for greatest

dsliyefy mechanism applying national 

. . ----- ----------------- - ** *****mw^v. £/.&. vrjuxeill&i Xt> Lfie

not having enough qualified programs in place that are able 
to receive the volunteers we will have stimulated with our 
national service initiative, or of having to replace private 
sector donations to the non-profits with federal program funds. 

*T„WOUld aPPre.ciate your recommendation of the best venue 

--  -----• cross-cutting policy issues

Let's discuss how best to proceed.
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· Or. Robert Atwell
President
American Council on education
One Dupont Circle. NW
Washington. DC 20036

Dear Bob.

UNlTED NEGRO COLLEGE FUND 
SfltJ Eat 62 �Netty� JJa# Vmr 10021 

f21V 316-1111 

. 

March 18. 1993 

I am writin1 to ask that you coM'ffle a nM."ninJ of the major presidential 
associations - as soon as possible - rC'latd1n1 the issu<.· of national service and iu 
relationship to •dircct lending: As I bCiK'¥t" you know. President Ointon discussed 
frequently. during the 1992 prcsidcntul c�,n. ind more rcc-cndy during a speech at 
RuLgcrs University - th� importance or provtd1n1 a national program of national and 
community service - and som<- form or lo.an (orpvmcss for college students. The exact 
parameters of this concept arc unkno.n at Uu11unc. UNCFs presidents. meeting in New 
Ynrlc last we�k. have agreed ro opJ)OIC' mancb'lo,y dlrm lending and to recommend to the 
Congress a modified approach with rt'pld to tht- PrNadmf s National service Trust Fund 
p,uposal. (Stt enclosed) 

It is clear. howcvci: to UNCF P,nMknn tu uuonal service is a potenti;dly 
cx�nsiv<- undc�eking. and 1t\at a cosily new ptopasa could compromise the viability of the 
current Titlc IV. Studmt Assistincc- Pf0Sf.un1. � Pen Grant1. Further. linking 
naLional service ro direct loans may mpplr snwkr ,nsmutions of higher education. like tht 
United Nc�ro Collc,c Fund CUNCF) fflC'ftlbcr 1m1n11110P\. and rwo and four--ycar public 
institutioru with small StUd('flt aid off'accs. an thc-ar ability to serve �-,w and middle income 
uudcncs. 

Notwithstanding UNCFs tonefflll 1ft thas •c1. I believe that the entire hid\er 
education community would be lw'lt tcnc'd d _. all ut down and discussed the pros and 
cons md the potential impt11C1 on .cudfflts Md our 1n1tituuons. lf wt could find consensu.), 
rnsr-th� we could pCJsuadc the Prc-stdmc. Of M lr•st antlucncc the fonna1 development of 
thr Admirustration·s propou!. In addmon 10 1hc- -a.J Sn: I want co strongly recommend 
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" 
Dr. Robert Atwell "/ March 18. 1993
Page two 

that the following persons be invited. in addirion to myseJf - Dr. Silmuef L My�rs. NAFEO; 
Dr. Laudeline M�rtincz. HACU, Or. A. D:,11.:,s Martin. NASfAA; 01. J\mold L MitC'hem. NCEOA; 
and Dr. Casp.:, J•fanis (NACUOO). You tn4iy want to lncfudc others. 

I will be calling you \VJthin the: next few days to discuss your rt'acrion to my 
suggestions. 

enclosure 

cc: Dr. Samuel L Myers 

** TOTAL �AGE.003 �* 
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I $4 l'IUSSiLL !ENATI OFnct IIUII.CING 
WASHiNGTCN. oc 201 1 o-no I 

203) 224-3H4 

Dear Colleague, 

�. '•IQ\! 
- • ·'· .1 

�nittd �tatt.s i,mGtt 
DAVE OURENBEAGER 

�-Bf/r � 
1020 �LVMOU'tH IUILOING 

12 SOUTH 51>Cl14 S'Tl\i5l 
MINHiAl'OL1$, MN Of402 

10111 :no l�12 

February 26, 1993 

Tuaeday, May 2, the Consumer BankerH Association has scheduled a 
"Lobby Day" on Capitol Hill -- to urge Senators and Representa­
tives to oppose fundamental changes in federal student loan 
programs. !n particular, CBA will be opposing plans to eliminate
the role of banks, guarantee agencies, Sallie Mae, and other 
parts of the current loan eystem. 

Because you may be contacted as part of the CBA ''Lobby Day 11 we 
wanted to provide you with the attached background information. 
We have been part of a bi-partisan coalition of senators and Rep­
resentatives who support what CBA opposes -- a new program 
thot's called "income-contingent direct loans." 

Under such a program, loans flow directly to students from the 
federal goverrunent through higher education in&titutionR. They 
are repaid based on post-college income through the IRS. A 
demonstration program to test the concept cf direct lending was 
included in the Higher Education Amendments approved last year. 

Income-contingent direct loans are also strongly supported by 
President Clinton as part of his proposal to make college 
affordable for every American. And, because it offers the 
potential for substantial budget savings, President Clinton 
included his own income-contingent direct loan proposal in the 
economic recovery package he unveiled last week. 

Despite growing support all around the country for this type of 
program, banks and others who now profit from the current system
are attempting to rally opposition. It is our hope that tha 
attached information will be helpful to you next Tuesday and as 
thie issue continues to be debated in the Congress and in your 
home states. 

�inally, our bi-partisan group of Senators and Representatives is 
now working on an income-contingent direct loan proposal that we 
intend to introduce in the next several weeks. If you have 
queetiono about �ny of the anolosurGs, or ara interested in co­
sponsoring the bill, please call Bob Shireman at 4-5575. 

(OMMIOU AIIIOHM(NT�. 

,1NANCC 

�NVIRONMINT AND l'UIILIC WORKS 
U\11011 AND HUMAN RE&OUl'ICES 
$1',CIAL COMMITT!E ON Af'IIIJQ 
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What the Bankers Won't �3ay About Student Loans 
By U.S. Senato, 
l'aul Simon (D-110 

Bankers who profit 
ur,der today's federal stu­
dent loi\n program have 
declared war on President 
Clinton's plan to anchor the 
national service program to 
an imp10ved student loan 
system involving direct 
loans with income-sensitive 
repayments through the IRS. 
They've proclaimed Tuesday 
(March 2) their "Lobbying 
Day" to defend their sub­
sidies by trying to kill the 
direct loon plan. 

To his great crecLit, 
President Clinton bucked 
heavy special int-er�t lobby­
ing in drafting his plan to 
transfo1m the Guaranteed 
Studt'l1t Loan {GSL) program 
and itt including tt in the eco­
nomic package. Jt is based in 
part on changes that I pro­
posed with Sen. Dave Duren­
berger in legislation we intro­
<luced last year. Our Senate 
allies have included Sens. 
F.dward Kennedy, Bill 
Bradley and Daniel i\kat.a. 
Rep. Tom Pt>tri has b�n 

pushing for these re forms 
for years, joined by allies lik,e 
Rep. GE:Orge Miller. All of 
these proposals save money 
by cutting banks and othe·r 
middlemen out of lhe pro­
cess, and instead offer f eder3J 
loans directly to students 
through their college5. 
Direct loans with income­
based repayments are far 
better for students, schools 
and the taxpayers. But that's 
not what Membe1s of Con­
gress will heilr this week 
from bankers and othe:rs 
who reap handsome pro.fl.ts 
from the GSL program. 

The bankers will tout 
the GSL program as a "p.irt­
n�rship" between govern­
ment and busine:;s. What 
they will not say is that it ii; a 
partnership with the l�P<­
payers taking al l the ri.c;Jcs, 
the colleges doing much of 
the work, and the lend1:rs 
taking all of the profits. 
Stre.imlining the systc•m 
with direct lending would 
reduce both the financial 
and paperw,·,rk hurden rm 
the current system. 

But ll1t're is much 

more to the Clinton plan 
than direct lending. Shifting 
collections to rRS withhold­
ing will yield more savings 
by cutting defaults, which 
cost taxpayers nearly $3 
billion last year. And by 
aUowing payments to vary 
according to income, stu­
dents won't be pressured 
into high-paying careers to 
handle their debt burden. 

flanks have a small role in 
the current program 

Banks have success­
fully delivered billions of 
dollars of Joans to students, 
and for that, the nation 
should be grateful. But a,; 
the bankers begin their cam­
paign on Capitol Hill, it is 
important for Members of 
Congress and their staffs to 
be aware of what the banks 
tfon't do: 

• ThP. banks do not
carry out their nonnaJ role 
of deciding who can and 
r.m'l get loans. (This is by 
design. to ensure that all 
eligible students have accPS.c; 
to aid for college.) 

• Most banks never see

any students. Colleges 
provide the loan application, 
confirm students' eligibility 
for the program, and counsel 
borrowers about their re­
payment responsibilities. 

• Most banks do not
collect payments from stu­
dents. Instead, while Ute stu­
dent is in school, lhe bank 
bills the Education Depart­
ment for interest payments 
quarterly. Then, when the 
student leaves school anrl 
the collection work begins, 
the bank sells the loan to a 
wholesale lender like the 
Student Loan Marketing 
Association (Sallie Mae). 

Income-contingent repay­
ment is not compatible 
with guatanteed Joans 

Sallie Mae and others 
are now suggesting that they 
can rJffer income-contingent 
repayment  to borrowers 
without any ueed for direct 
lending or IRS involve­
ment. There's reason to be 
skeptical of that claim, to !aY 
the leclSt. First, the certainty 
of p;J.yment th1ough U1e tax 
system is higher than any 
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private entity can offer. 
Income-contingent repay­
ment oflered by a bank will 
not reduce defaults. Second, 
the task of confirming a 
borrowe(s income is bureau­
cratic an d time-consuming 
for any collector who does 
not already have automatic 
access to that information. 

In fact, for the past 
several years, the Education 
Department tested an in­
come-contingent loan pro­
gram that did not involve 
the IRS, and it wa s a bureau­
aatic nightmare. The magic 
of lRS collection is that it can 
automatically a djust to 
changP.S in income in a way 
that does n ot require addi­
tional work by the borrowers 
or employers. Income­
contingent 1epayment is 
simply not compatible with 
the current guaranteed loan 
system 

Direct lending can save Sl 
billion a year 

Three government 
reports, and cost estimates by 
the Congressional Budget 
Office and the Office of Man­
agepient and IJudget.. all con­
dude that we s;:ive about a 
billion doll.1rs a year by 
switching lo a system of 

direct government lending. 
Last month, the bipartisan 
commission on student aid 
financi ng endorsed direct 
loans and income-sensitive 
repayments. 

The first analysis of 
direct lending was conducted 
{and then squelched) by the 
previous administration's 
Education Department two 
years ago. It concluded that 
direct len ding not only 
would save mo11ey but 
"would be easier to  manage 
and would greatly reduce Ol)­
port unities for error and 
abuse." 

The U.S. Gericral 
Accounting Office (CAO) fol­
lowed up with a September 
1991 study which concluded 
that a direct loan program 
could save more than $1 ril­
llon and 
simplify paperwork for 
schools. 

After some in Con­
gress asked GAO to look 
more deeply at the &iura­
tion Department's admini­
strative co��, GAO produced 
a new study last November, 
finding I hat riirecl lending 
could �ve $4.8 billion over 
five years, :;imilar to thP 
previous estimate 

CRS confirms bank profits 
Bankers are anxious 

to put their own spin on a 
discussion paper relea sed 
last week by the Congres­
sional Research Service 
which posed several ques­
tions about some direct lend­
ing proposals. What they 
won't say is that the report 
essentia Uy confirms that 
there is excess profit in the 
cunent student loan pro­
gram 

They also won't men­
tion that tliis discussion 
piece does not look at direct 
lending proposals that use 
1RS collection, and that the 
report points to income­
contingent re-payment as a 
potential solution to some of 
the problems of the current 
system. 

And they certainly 
won't mention the report's 
two major recommenda­
tions for the current pro­
gram: reduce the interest 
rate that is paid to banks, and 
cut some studen� out of the 
program. Both i-uggestions 
have real practical and poUcy 
problems - for students, for 
Congress, and for ban ks. 

Students versus Banks 
I certain} y have 

nothing against ban'ks. But a 
good public-private partner­
ship reduces the risks and 
the costs that must be borne 
by the taxpayers. The guar­
anteed student loan system 
does not meet that test. 

Stu dents must be our 
top priority. President 
Clinton has proposed a plan 
for student loans that not 
only helps students, but aids 
taxpayers and the nation. He 
dt-serves credit for standing 
up to the special interest s 
who would tear down his 
plan. Jn the interests of our 
students, our taxpayers and 
our economic vitality, Con­
gress must not cave in to the 
special interests no·N, when 
real reform is at hand. 
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Senator Dave Durenber\ler 
,. U.S. Senator for Minnesota 

"Incom.contlns,ent dllflt:I loans: 
A good example of getting more for lesli' 

by sen. Dave Durenberger 

One theme in early criticism of President Clinton's 
economic plan is that it doesn't do enough to cut 
government spendicg. 

The President has promised co do more, but also 
challenged critics to tell him where more cuts could be 
made. 

The difficulty in proposing spell.ding cuts, of course, is 
chat mcst programs have a good purpose -· and. almost 
certainly, a powerful constituency. 

So, tl:e toughest challenge in deficit reduction is to find 
wayi; of ck,ing what good programs are designed to do -- for 
jw. 

One good example -. already in the Presidc&t'6 
economic pad;� -- is a pro:Pcwtl that could acwmplish 
two seemingly contradictory objectives: help make a college 
education more affordable for every American JWl save 
billions of uollats now bei.as spout on ledor� ,tudent loan 
programs. 

The proposal is for a new program of "income 
contingent direct loans: Sueh loam arc designed tu 
eliminate wasteful 1U1d complc."( overhead in current 
rrograms. and to offer all students the option of repaying 
what they borrow through the ms as a porcentage of post• 
college income. 

Thi£ etudent loan p.roposftl is; b,u;ed on leiiis)ation 1 
introcuced in the last Coagress along with key allies like 
Sen. Paul Simon (D-ll..) and Rep. Tom Petri (R-WI). A 
pilot program to test � z;ame concept on ll limited number 
of college camp1.Uie$ was included in lBSt year's 
reauthori.?.ation of the federal Higher Education Act. 

These proposals would all ellmlnatc the cw-rout role of 
banks, secondary markets like Sallie Mae, colloction 
�oncies and other parts of the huge and profitable industry 
thal bas gro-wn up around our federal student loan 
programs. 

lnJ.tead - �t a projected savinas of a billion dollars or 
more per year - loam would flow directly to students from 
a federal trust fund with applications made through any 
c:ligibl� hlabcr educatioii bistitution. 

Once students complete their education, they would 
begin repaying their loaus only if their incomes were high 
enough tCI require federal inC(Jmc: � payments, Loan 
collection would be done through IRS withholding. 

If student/borrowen arc unemployed - or 

underemployed -- lo1U1 payments will be lower, or evesi 
temporarily waived. Once student borrowers find better 
payma positions, loan payments will rise. But, if bad 
economic times again set in - and the borrowers' income& 
go down •· so v.ill their loan payments. 

This repayment flexibility also helps achievo one of the 
major goals of President Clinton's national service 
proposal -- by making it possible for student borrowcn with 
large debt loada to 3pe11d � period of time in lnwer-paying 
coDUDunity service jobs. 

And, if universally available, this type of flexible loan 
program could have saved mobL uf the $3 billioo. in defaults 
federal caxpayen had to subsidize last year. 

So, an iDcomo contingent direct loan pl.an not only helps 
satisfy the acccu and nAtionaJ service commitmcnta the new 
President :nade last year. It also §IYS!§ money - a "win-win" 
bargain that req,onds to the need tCl roaxirniz� the role that 
cuta in spending play in the economic recovery package that 
the President is now asking us to support. 

Unfortunately, any fuzaclamental change in existing 
student programs will run up against strong and well• 
entrenched special interests. 

But, we must remember that the purpose of the federal 
student loan program is to help students and their families 
pay for collogc -- not to maintaui six or seven figure salaries 
at Sallie Mae -- and not co protect an important profit 
center for banks. 

Countering those special interests will require strong 
Presidential leadership. 

Bur, if we continue to build support for the idea, 
iacome-co�nt direct loam could help keep college 
affordable, and help bring down che fedora! deficit. 

llltW9 Qnn� (R-�) .- • nvmt-r of� S-- LMJor and 
lunan Aileoun:n Oommftbltl and Ila SubeommltlN on �-
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Figure 1: Federal Family Education Loan Program: A Complicated and 

Cumbersome Process 
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Student prcvides scll004 with financicd information Md school determines loan eligibility and 
counsels student 

Student generally obtains loan application from lender. fills out his or her ponion and forwards 
it to school; school completes application forwards it to lender. 

Lender provides information to quaranty agency; agency verifies student eligibility and agrees to 
guarantee loan; lender sends promissory note to srudent; student returns signed noie ID lenue,. 

Lender issues check to be endorsed by both school and student 

Schooi periodically conmms borrower's continued student srarus. 

Lender bills the Department of Education for interest subsidy, reports loan origination fees 
collected, and provides summa,y information on its guaranteed loan pomolio. 

lender bills student when repayment siarts. collects payments, and conducts statutory loan 
colJection serv,ces 1r borrower b8comes delinqutmt or in default. 

Guaranty agency reimburses lender for defaulted loans and receives reinsurance and an 
administrative cost allowance from the QQpartmQnt. The a99ncy also receives an insurance 
premium from srudents. The agency pays lhe Department a loan reinsurance fee. shares 
collectio� on defaulted loans, and provides the Department with summary information of 
loans 1t guaranteed. 

Page 11 GAO/HR-93-2 Gutt.ranteed Student Loa 
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Jack Anderson ond Michael Binslein 

Banks 1Dat Bank on Student Loans 
SI� lams r.:mk 1i••1 II(> lherc 

wich cffdlt-c�rd intern! as a Iii&
-1 arhtr for lwik1. 11w bMks
M¥t pnt,led Mid lost on tve.rylbing
fnNR -,ecullltaYC reil note to judl
boaa. "9t with ttudeAl louutbereis
10 rol � the dKe bttalile Ille fedt1.d
to'fflamnl 11Wanfta • mns. 

ht CNer cl profiubihly. stucknt 
iu.s wtpKe aiato loam, rnortp�
lackH .lffllritn. adjuu.1blt-- ud
[UltAI_,. nlOClpftt ud U.S. Tru·
wry _,.,Ilia. On:, c,e'1 ardl and
c�c:w aad indlaslriiJ klMI rri.
hilber b pnauililr. awird:nc lo 
the FA.catioa Orp,.rtmoit. 

Dul ••• n;ithtr ,..., for 1hr tu-
'8Jffl w11o ,a, wtmi •vclaita � 
IA lhe ,-t fM ,an,. ddaul, ce
lledetll •lldal& � more Iha d»
bled. Lui ,eM, lbae .._.«-I.be
tup17tnU11Rlhm$.Utiaioa. 

O..� Jor• ID,lpC Wfflr .. ,
tcld10IMttbelY!lmlil-i.maactia 

ndrr·aicl. CIC' anoat lmdtMl�lwe
P-oenm • itil a IIIU:bl·aid p,oenm.• 

At mt, » nnt 1teti, Cciarreu
iuy daide OIi reform �t would
-,ldl dli9 pttl from lht bulb. A �II
ipOIIIOfflS by Sea PIIII Smort �U!.)
.., Dan! Dundlrrse, (R-Miml.)
.... � • .,...oldirectltnd­
i,i. SO a6&t (:llltllUSft. bnmaiil the
....... ulectm ..... �b-.lcdby 
thtla!a'IIII hwBue Smite •9111 ot
..;, ........ (rom PIJdiuu l.ftv trail·
lllliaD. The ..,... MY the rnoney
11,ed ...ad be plo,,ed biidf in111 more
ldirlllnliipa Md ,nnts. 

VeniaM ct Ille Simot1-1Ju,triic.recr
pa ae lleiac CDllllikied ill tlll! House
illlll • Smate 11111 .uulr1 MYe Sl 
b6la a 'JOI ti,, lem,a money .,ectly
1o u. ltwttw dwOI: ... the lthoub,

4'XW� 
to lht (jmn1 �

Olioe. ledicm ..... lie bandkd i,, 
the DIS.�� lie llasedoo a�
il0:l:III aalrao�ID who:lecclaa·

tion didn'I buy thnn .1 hi1h•"tna Jnb
would DOI be form IJ> Lhoo,_. bd..,ttll
payilc thrir �n:s °' .-;i1 Inf. 

The i,ik-, bu the 11u.kin1 ind11�rr
in a Llthu. Maner lewrs 311.d Of�r 
middltllJffl ;uomd I.he C01111lry h�
mCJUJ1ted what c11111r�I SOUl'h
say is a fwkourt P,f'N lo �lop an,
rtfoma nm:mml. They lta� woo
ovtr tht &ash aJmirli$tr.i10R, w,111
the E.duutiOft �nl 011 rcc,11d
_,, OJ>POiin1 the m. 

Suuan 6ads bin\wlr pittfd a1aii1� 
10111£ .U � 11 the Seoa1c too.
lnCblinc Stns.. E.dw;ard Kennedy (I).
�.) m � Pdl (D-R.I.) woo
oppooe 1hr WllftL But SmlOft .ilt.o
1m toum tllllltdl tlJIM 11Nbc-didlows
amon, lit R� whoa,r l&lllfll
ihe While Hoae to �-- the plln.
They � that �ardablr cduarior\
like a.JIii Wt. is an issue tha2 911
win� the middle-dns v(lltfs.. 

Be� Ifie tJw hws llut o1o Cl'I05l d

tilt• vuluni,, lrnwnl(. 1bm ;vc othm
1t-1lh l �,..Jr� 111 the.· �bli.s q,-,. lht­
Studtat 1.-. "1arktti111 �i.t1u1.
S311� �. W a g<l't'llRnltflt�cd 
t'lllf'lf'ISI' th;al IMktS ll SUond.u)' R:llf·
kel fo, �udrot alfti.. ThCft i:i.a!so� �I
cl suic-lrvd ,aratee -arncits lh.lt
,>Jr 111,'hlinc Car lhe.ir OM! UVIVIL 

EWJ1 � llllimsitirt I.bit wwld 
bttltlt frum rclorrnina lht �cm &IC 
l<ltn. � au� � !aid us, 
�It xhocm wy, ·we Ile Iba ilb, 
but we hlwe � o;uwrs • CU' bolnl
.t wr rt'ill), w't JC( tlttind il.' • 

Sea. Siaion wams ta blow. •b this
a prog.im to htlp banb o,, prognin
tu help Sludtnt� 

Tinse who prdtc lllinp the way
1ber .,r hiw •httltd a., the bia fllll.i 
f« Che fipl. SI& Matlw bircd the
WuhinatOD patic: rdllilm finn of Hit
and lnolrton-a move dlat proafled
somr on Capital Hill to ail! why an 
U1Slitult00 creatNI by Conrreu �

lall'n oo ;1 l,f� 1.11 ,i. o,.n 3ntl L, hmn,:
l.i•).,I) tu •Alb)' ,1� crt•llur. 

In� ht-.11111(l bst yeu, l!cp. J11,...ph
Kl�1ntdy :0-M�.) nprc�sed COi•·
,tm itn:t whit � c,lkJ a ·:.:h1zo
pltrtruc l�l- ,�, l�!,t- Ofg,IIIIZA 
IMAS �•k for the public wll1I,·
pu--Junr p,n,Ut UKtft:Sl$ 100. 

F« u Pitt- S-lllie Mw thinks Illas h
no time to liillltt 111th the system. hn
pou!IOII pap«, Sllit M,e otfcuk «·
fffld Ulisprctes; "5tudrnts �nd p1m1S
ar, too reb,r oa lhc Dow cl silldcnt
ml ddbn k> ,sly (aff'.blmf IUI ii/I 
IMl!esl� p,opoSil will be ., $Wt.bk IC·
plir:etntat la< a progwn lhil hJ� ,,,,,.
widr.d SJ 1� � lo ZI nullto,t barrow•
CIHlftf Ille pis! Q\&Mttr �lllury.• 

Tht ••J wt )CC rt. students Jntl
lheir Pll'C:nts Mt DOI 1hr onl) �
wlo lane bfcocnt ,011 rrlLJnt on tht
Daw ot saudtnt loan dol�rs." 

Ul91'l.11'..,..fu,wc,,...,H'°""
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IVilliam RaspberrJ: 

Working Your Way Through College-A£ ter Graduation 
FNkralty �rantl'ff uudenc � 

oi:Y<r quite &ttm I<> wurll o:111. Thty 
are toe costly, oc the �fault ri:e i'li 
k10 li£h, er if.come lim:ti; ndudt loo 
,-any pr�l)l!(li11e borrowers. o, ,�u· 
du �•nts tw the tow-<:0$1 �·. 
dr09 WI ol school and buy the car 
tht7 M4 in mind all iloft•. As &lid• 
lbotier used to WJ, "lt's always 
�lli111.· 

Wd Seni.. Paul Simon an1 David 
Ou.mlbcr1tu hav.e ('Oll1e up -.ilh 11 
schtme they think could rrc wh,1 ails 
11uclc11t loans. TMir IDEA-for In 
coar [)ependffll Edu.:.honal A�i,,;­
twe-,.s pul.JOIWly umdy. ;ince 
Coacrns is Ci01151deNJ I fiV�)"Uf 
rta.lboriuloo o( the Higher Eit!JC.a· 
tlOI Art. 

b a I\UtSM.-11, the propoul & far 
;1tncc gover11rnent loans las OflllOSfd 
to -,_ loam 1-r•nlutt by lb,,.-,. 
fflllllftll), uai-wer� eii81biity, Mid a 
111,-k dedwe baad 00 poQ-af­
� lllCQITle. with paymmt, rolkctfd 
by I� lnttrMI Rntollf' �rvlft. 

TM comttrunun of s1mplici1, arid 

llircctlle'SS. ils spcmers say, would 
i.aYe t110111tll tu make die S<IM:rne 
c�ntwl,. rr:veout antral. 

Out if it winds up co1ti�1 more 
btcaase 11 niake� rnlh:ge �v,11labk· to 
m)I(: !.lvdcnts. th.a!'� all ri�lil. too.
theys.ay.

"Under tile prcsecr setup, we've 
had two killlb of loue$-t he hs.s of 
stllllfflt.s ;ard a huse default r.ite: 
Sen. Sanoa (0-IU.) noltd Thursday. 
� C05l of the bM has kt-pl a 
n,mwr of )'Ollng JltO'te out d colltge 
who 01henri'Sf wouJd have attended. 
Hd the JrJaymtnt tttaedule � led 
lo a wae nJmber or ddal&tls, p,rti:ir 
brly non1 s&.o.desit.s who wine! 11P lll 
low-paid jotcs.� 

Tbe pLu he is C'ClipOfleOrini witb 
Durmbtr,er (R-Miu.) WOllld �R in• 
tnrst r,tes al two ptrct11Uge points 
,� I.Jae 12-mOlllh Treasury-bill 
nie, with� cap of JU pettdlt. Uodtt 
tlle fonnub, the ainent lnlucst rate 
.-oukl be about 7 �nt. 

The basics or tht p,� have 
tnn arour.d lor .t wb1le. Thc,�:.<'crt:· 

1ary or (ducation Wil�m IJe1111tlt 
ume up with Ille �, ol isicootC 
('C)ll!ingmcy, but hf idldc4 it in 1 
too-mode!l pilot schemt-a f,ve-�u 
prO_sr.lm 11111olvin1 10 colleges and a 
)mil of $17,SOOpersludrnt. 

Othtrs ha� llnktrrd with the nc>­
tion of llroadNin1 dJibility to ift. 
elude middle-dase studrots but hive 
IIW0rTled Jrst some �en me the 
iow-cost mm for DOIH:olitl!lC ptlt'pOll-­
es-ne• cars. for ir:st.nlce. 

The new� wowd a,oid lbr 
new-or protiftn bf b:nilla 111c lolllS 
go directly to the ollcaa,. Tk mw­
mwn am:,unt al * loa.o IIOU!d be 
tm.ed oo the parucuar �·s (106(• 
oht� focmab. Uiivuul �li­
libilit)' would ewnmle mucll CJl t.ht 
adminislnt,ve C� DOW iavolftld in 
chedci!l1 pareabl � ud ot.htt 
ll.ClanCW rnovrr.c. IRS collcaion, 
tluoulla pyrol wes. -W millimut 
the � (« clefM&lt. &1111 lbe 
ioc:ome-tofttilqtncy ftalUR woukt 
rrun,mize the necemi foe debult. 

U1rect lending 'WOuld �v� in nu· 

rNltd $1.4 biOior a yru. �sors 
t$tinute, and IHS coll«tion ..-oukl 
UYC i lltlly purl ion of tilt dc(aulu. 
projeatlf :it $3.6 billion for this yur 
aloe". 

Who .:ould upJme J prlll)O)JI to 
increase rolle3e illltncbncl'. t� tbe 
burden in repayillJ tuitio11 loons and 
SIYe money to toot? Sorrt ol 1he 
opposilian is in tht Sto.1tr itstlf­
lrom mtmbtrs who wllllld rather re-­
fme t� existing Jegjsution 1ha11 1,y 
anJtbi,li too r� Thu opposition 
wu bei:is dis.solwd (or ill anJ rate 
ameliorak'd) duriti ntfOCt;IIUIU ble 
this Wttk. 

Tht ethtt nwm opposicim is from 
COftlJllfflial lffldm, who. ,hinks lo 
the �ot fll'ranlCCS. bnt 
rnade a ruoe prvtc oo ll.-at loans. 
(On most 11rm11t and C0111111ercial 
leans, � wdrruu Ille rislc of 
d.dault; the IQlnlllml studnlt loins 
tliminale � risU 

In addition, banks hnt counttd 
student loilns as �rt of 11'!.-lf m.id�t· 

f'll tl'),11> Uftder ltK Commvmly lk,n• 
vestmmt Act. 

The Nllllers' special plt.tdint 
•�. 1hrre wouW almost certa,nl7 b(
un:inl�ttd cosls ,s.SO(iatt-d wi,�
1hr DurmMrgt'r-$.mnn �ht-lllt"
SC;t"•up (OMS, cdlect,on COSb 3M SO
on. &t t� benefits s«m so obm,u
u t.o mtrit illl lt-lSC 5enou, cooillkr•
aiion. 

Ar a� WVR we nttd 1M1 i: 1h.iw 
t�r t,> etueaie our youog ·peop1t, 
tbeir putllts are. more tlwn c�er. 
uNble lo tend IMm to �- M4 
Ille c� ol colwge is ,e Jugh that 
lllOl'lulll -·s �y lhrou,ill la.s l'I\A_�,
.iii my #J)tntiao did) b �ti)' 1 J,vt 
option. 

Tbil propoul pcovide:r. thr ITK'iln5 
for YQIIIJ ptOpk (and DCt only th� 
yoonJ) to work tllctr war tluougll 
colJqt after the f,ct, ,Jd does so 
with� Qteiiua,ds to wf'NI out 
the frivolous. 

For ,ny moflty. P'ilul Sirnon an:t 
Di'id Dlirf'flllert<'r h;ave con1r up 
-.,th :uplelld,d IDEA 
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William ]. B_yron 

Study Now, 
Pav Later: 

J 

A Good Idea 
The present system ot f!dcral finaDciaJ assis• 

lance; to coikge �\u�ts need5 creative modiflc.a• 
tio:-i. P!e&ident &sh said as much to an Allen­
to�7l. Pa .• iugh school ai..dience in tnid-April. Bill 
Clinton says he sees his own idea in the Buah 
proposal to provide a "line c! credit" up to 
$ZS,OOO !or any American who ,iqnts to me it 
for higher education.. Meanwhile, meml>erl ol the 
House and Senate Q)'der� ccmmittee on 
reauthori::ation of the Higher Educatiml Ad will 
soon ,it doWTI to M.tnmel' out d.eir �-
How to handle student aid will be 1111 mue. 

Candidates offer few apecifica. Leswators · 
tend to a.mend past proviaion1 to meet future 
neecis. Now tl'.2t the administration bas come 
cp with its "lifetime learnin(' propoaa1. \he 
president could put liis weqht behind a diem- · 
onstrat1on project idea that will surely emerae 
in the Senate-House conference. 

It is baud on the "working fOW' way 
through college" p:-inciple, only the sequence 
is reversed. College comes first, then "Work• · 
ir.g your way through• by pertnltUnf the 
Internal Revenue serv;ce to 'withhold a 6u<S 
percentage of the poat•,raduatioo paycheck ' 
until there hu been refllyment with interest 
o! the federal funds advanced. Rep1)'1DUlt 
would be income-contingent. This makes the 
o�ligation manageable, ind, ainc e repayments ,
wnuld be ""t1'11Ct�c from ;a IJ"OU UKOCM by '
!RS (a feature favored by the Senate but '
absent from the House-passed bill), this obli· · 
gation moves to the front of the line ahead of
01her debt responsibilities.

This is what the public policy .ocabwary 
calls a Mdirect lending" plan. With approPriate 
phaae•in prevision,, this approach cowd nen• 
tllaUy, if the nation 10 wi&hes. replace� 
tef!d student loans {Stafford loans) a.'Xl aoiDe • 
othet lonn, oi federal 1tlildc:nt aid. 

?G C 

Resistance to thia proposal comes from 
several quarters. Co1\e1e administrators are 
wary ol ucessive governmental intruaion, 
IRS inYOlvtment, even U,ough it would be 
with the student and only peripherally with 
the institution, is resisted. IRS itself will not 
be arwou, lo tuc on 1dclition11l work, Tbe 
bank, will �&ist, They like the GSL proa,am, 
even thou1h it C<>Sts Trea11.1ry between 35 and 
60 cents on every commerc.Jal bank dollAr 
loaned. The secondary marketer& of GSLs 
want no cha11ge, nor do the various loan• 
-,.rvicitS8 qencies. whose business would be 
reduced or eliminated. 

l..qialatota wbo have labored to conatruet our 
pruent � aystem of federal student aid 
will be anderltlndably relaetant to diamantle it, 
or ftffl dnlc.er with it, for an W\Pl"O¥erl alterna­
tive. But othen are oreiared to act. with Vlliorl 
and care, for chanr�. Notable amcmg tt>eDl are 
Sens. Paul Simon CD-DL), Dave Durellberpr 
CR-Minn.), Edward M. Kennedy (D-Mas.) and 
Bill Bndley (!).NJ.); IPd Reps. William 0. Fon:I 
({)-Mich.), Tom Petri (R•Wis.) and Robert .E. 
Mdrewl(I).NJ.). 

Wben the Senaie rambartzed thl: ffiltier 
Ed-..auan Act in mid-February. • Sanon• 
Dwenber,er•KanedJ-Bradley direct·lencbl 
p:0¥ilion wa prepared but not o&tcd. Imtead, 
Kem,ed,/, chalrmm ti Che committee �ble 
for &.nate actioQ on rmathori:ation. qreed to 
bald aubaequeot hearinp ad U\tlft Mod a direct­
.._ pro.i.iar, to I.Jayd Bentsen �Tex.> for 
ilV:lulial m the ta bill. The bearinll wtte held: 
me IJWldmmt tm part o1 the Senatb­
paaed tax t.11. whichwa laterntoed.. 

But direct-leftdina is still alive in the policy 
d,ellm. Haalf! and Smite ainferees CID the 
biper ed&aratioG rtaut.hoiiatioa biD may well 
lppnM a direct-llmlins demonltrabell project tO 
belin perhaps as early u September 1993. l 
certai:\lr bope ao. 1 allo hope tht pmident will 
��aprqeci. 

Polic:J architects could desiln a lbadent wian­
clal wirtmce p.VjpiUl that ii dwlcWiled by 
UIUVffllJ eiiallilitY, direct leQdina, incnme contin• 
sencv, llinlpk:ky, workable tmns and phne-in 
dlClica tbat would � prcRnl � la 
viable .... Nt1 demonltntion � wOWd 
need to be tarae � to produce a valid test of 
the mcrics ol dina lendins· 

lnltitutiona '-" hiatier education must not be 
scared olf by thole who raise the ll)ecter o! 
� re,ubtion and administrative com­
fllexity. The direct·lendil'.a idea is, as Nonnan 
Corwin aid many ye.in i,o about btotllerhood. 
"not 10 wild a dram as those who profit by 
postpaninl it pretend." 

TM tmllf' if fm,ridntl of tltt CalJ.oJic 
Uni.-mt, II/ A� 
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Congress, Stand 
Firm for Ointon's 
Student Loan Plan 

Bmm'Swtioprofi11mdenoday'sfClktal 
auka t lOM plt'gr.llll have detbre.l w.ar 011 
l'M:sidcnl ClifllOD•� pbu\ ID andKx' the U­
dmalservia: progr.MD IO 1111 itnprovcd !All· 
bl loall !)'!'1CIII tb:11 involTCS din:ct kxms 
r,-MIJx0f0(�1i1e n:paymentslbroug!I 
lklRS. 

'tk lxums have �Tuesday a 
"'Lobt>yiDJ 0.y" IO dcrend dim SGbsidia 
l,y trying IO kill lbe tircct loaD piall. 

To his gr'Cil Cffllif.. Pn:sidclll Clilllm 
budlcd heavy specw-�k:MJi.nc b 
ddiltlog bis plaD to lrlmfono lkGuu­
ad Sllldmt LoaD (GSL) ..,,._IDdht­
c:WiDJ it In tbe ccox:imic plda&e. 

His plu saves moaey 'Y Cllllllla llaml 
adomernrickJlcmel ... ofibtJl'(,cas..a 
ta..a oft'm fcdrral kasdinlctyu• 
.. IMll&fl lllcir� 

l>m.'t � widl � � 
mm11in&,beaeffarnxlen.sdlcdl. 
allllebrtpeyU'S,.bur tbal'sDOt wbalMm­
ller'I d Cooi,it:u wi.11.JJr:s Jhh �t � 
bdal llDd cibCIS ii Wdly's !Wdmt 1olll -
illdvs4ry •ho rcap liandsrme Jmlts from 
lbc GSL ffOPlllll. 1bc banb:nwill IDOi IIIC 
GSL program as a "p1111,!tss.t.p- 1ia­
&'O"fflllDWI and � 

What �y will oot say is dlill ii is a 
r-arnlip ,.;th l.becupay-crs IMillg llll 1k 

We will save about$1 
billion a year by 
switclting to direct 
government lending 
from the current system, 
w1iic11 fots banks and 
Sallie Mllerea11 profits 
as middlemen. 

Moaday,Mndtt.Jm IOU.CAU h31tS, 

mu,theco1Je(l:$doi.og11ucboflbewttrk. Gue,rf Obsera.1.er a11d llie leaden. taking all of Ille pro6� J I V I 
Sll'CDliolng 1k system wil.b direct lend-
ing wooJd n:doce bod! lbt ftnancill a..d By Sen. Paul Sim_ on
Jll2P'N'OR bur.len 00 I.be NTtlll S)Mnll. 

BIii 1111:re ismudl more ti 1J1c OiD10a pwi PB'UICD b intmsl paymeats quartnty. Ttemap:cf IRS colleclioo is 11:lal i1 can aad v,'OOJd �really reduce O(lfl'llblOitics ror 
lban cfinxt lmfiag.. Sbi!IJng coUectoos 10 lben. � die sadmt lesvu 5oCbool aod aul.OIIWl&lcaUy ;djusa 10 da1es ill iu:iame mor and abisc." 
IRS witbboldkll will yiel4 more .13\•rtl:,\ by lbe a>Ucaion watt begias. tic km sdls io a way tbaL dclCS IIOI � ad4itionol A Gcuml Accoonriog Office )IUlfy lasa 
cwi!gde!aulu. wmdl � 13.�pe.yen nearly lhe loo IO a wh>ltsale leader like tic wen by the bonowm or cmploycn. tl"ovcmber loom! that diia:t lelding routd 
S3 tillloa last year. And by allowi.Dg pay- SIOClaltl.oan MarteciDg A.wci.11ioa (531 Tul:IC gO\'CnllDCIC,q,arts, ad COit all• Solve $4.8 biUlo• 0\·cr live yca,s. 
mell 10 V9rJ aoaxdinJ III illromc. wdcnu lie Mae°). lllillC$ by dlc C"Jsn:ssual BudgN OfTtc:e l a:nainly have 110liint! apilll( �. 
1'(111'tbe�in1Db¢•P3>iogc:aru:n SalllcMacaadothersarc-suggcslillg andGleOfficxef'Mamgcm:ntaJIIIBudJtl, Bal a goodpisbliic-pm·ate � � 
!DlwwJledlrirdcb

t
burtfffl. 

lhal dlq ca olla �gait so- all <OOCIIMle !Mt ,w: will� lbtot $1 wccadle risl5 ¥Cl llle«1Sts ma:llJUM be 
Bmks i.vc SUCCIClSf ulJy dtllYC!'Cd bil• paymm bbonolras wil1Mx.110y needrcr blllioo a yar l>J nriuul IO uymn or tXllnc by tbe wpaym. ne pmnrced 

lions ol'dollan orlOlll$11) slDdenls,and for cfinQ lclKmg Of" IRS in� direct go\'U?llllClllit.lllliD&,.LaslllDOlll1i, Ix 51udcnl l081lsySl011Ulccs 1101mcr1 lbat !al 
diet. dlcDaDCD slnaJdtc grasefulBula.t Bllllleca1aiaryofpaymcnttllrouglutie bl.,.._ (Qlll!Us,icJa m llltdmtaid ft. S..._mmtbeowM,ppricr'.ty.� 
Cbc ballktn begin die.ifampaigtl ui eap.. IUJyslanisbl&'Cf._atJprtnlemdty llllldllsaidoneddift:d Ioemllldiu:omo- � OiDlat ba prop,cd a p1aD ra �-
Ill HlJI. it b impor1m1 tor Mcden or cm lftr. � n:piQ'IIJCGl semid'ltl ftJll.)m!S. dtlll loam 1bat DO( mJy bdP5 sltldmts but 
O.pm llld tlleir statu 11> be aware or oA'aedby a -.twill aou� dcfilllb. n. 6nt amlysis ol dililla adila was ads I.DJII&� 1111d dlr llllioe. llcdcsavea
wbat die banks clrm't do: Alie.* la!k ol� • tomwu's • CHIM re H_,lbatMJ,lddlcd)by lie f.d. crcdlaf'ou•di,qopt,lbesped,lialaem 

•Theblllbdonotoayoatlbcir!X"IIDll iKmle b buteu::.adc DI�- ucaat ()qaWtwo,atS.,O.laaiD- wk> wouJd 11Cm' .,_. llis ,am_ a.,,a., 
,olc of dccidilll wllo cai UICl 011•1 &'I ma bmyCIOlkaarwbodcienot.altmy chmltblldilrlcl lmlilll DDIOlllywoold llG5t 110t cave ill oo Ifie lp:Cil! 111� 
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Memo.rand um 

To: Interested parties 
From: Bob Shireman, education advisor to Senator Paul Simon 
Date: 
Topic: 

February 24, 1993 
Overview of CRS report on direct student loans 

' 
The CRS report referred to in loday's Washington Post is "Federal Family Education
Loans: Reduced Costs, Direct Lending, and National Income" (93-247 E). It is a 
theoretical economic- discussion of direct iending (r,.o..t of income-contingent 
repayment or IRS collection). Contrary to1 the Post headline, it does not focus on the 
national dabt implications of direct lending. 

The report essentially confirms that there is "excess profit" in the current system. It 
se�ms to co11clude that if there was not excess profit (if rates were "competitive"
rather than "more-than-competitive"), then direct lending would not save money. 
However, even on th.:!t point it's not exactly dear. It says that "Any increased 
funding available for public spending '"·ould be exactly offset by reduced private 
sector income:' To me, that means that tihe government gets money instead of the 
banks. 

The report suggests thot there are other ways to reduce profit, such �s reducing the 
special allowance (the interest rate return guaranteed to banks), without going to 
direct lending. This assumes that leans Jould be collected in the same \•vay as they 
are now; under that model, the report points out that there is some risk that the 
Federal government would not be as efficient as the private sector �n collecting. 
(Although it's important to remember that the Federal government would likely 
contract with the same firms that collect r-.ow, paying them a competitive rate rather 
than the politic<1lly�set subsidy). Again, a;ny efficiencies that !night be gained from 
IRS collection are not addressed by the CRS report. 

Lowering the special allowance is risky 

The report does not gel jnlo lhe practical problems with reducing the special 
aUowance in order to save money. There is no way for the Federal government to 
know what the "optimal" rate is, and as we experiment to figure it out, there will be 
schools and students who are not served.' This "temporary" problem could actually 
take quite a long time, and most schools (and politicians) are not willing to go 
through the pain. The students who would lose O\Jt would be those who are least 
profitable to the banks: students at comrirnnity anci state colleges with lower total 
borrowing. 

Cut some students out of the program? 
I 

The report declares that "real economic gains could be made by targeting the 
program differently." The authors say ttiat too many loans are made to students 
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who do not benefit enough financially to pay off the loans. NOT making the�e 
loans in the first place would save the gov�rnment default costs. 

Again, the practical problem is figuring out which students are "failures" before they 
nave failed. This runs counter to Congress's and the President's assertion that 
everyone should have the opportunity for1a college education. CRS says making 
loans to "risky'' students i3 only justified (�n the parlance of economists) if there are 
"external benefits" to society, a, opposed to increased eo.rning potential for the 
individual borrower. For these students, CRS says that grants are better than loans (I 
can't argue with that)•-or, if they do take I<!>ans, income�contingent repayment may 
be a better approach. 

(CRS doesn't get into any details of income-contingent repayment. But experience 
from past experience suggests that it cannot be effective unless done by an entity that 
can easily conflnn income-in other words, the IRS. In that case, the loans should be 
''direct," made by the Federai government. Otherwise, imagine the IRS trring to 
match borrowPrs' payments with the bank that originally made the loan. It would 
be a mess.) 

Other Suggestions from CRS

CRS makes some other suggestions which, again, are far from clear in actual
implementation: 

• 

• 

• 

''More clearlf establish'' Sallie Mae'1s responsibilities to Federal taxpayers .

Require schools to pay a portion of the costs of defaults by their students . 
I 

Stop making loans to students who would h;ive access to loans in the private 
sector. 

I 
Senator Simm�·s comments lo Lhe Washingto" I'ost about the CRS report:

I 
'The report points to the benefits vf income-sensitive repayments, a key 
component of the President's planJ 

"It confirms that the student loan fudustry is taking excess profits while the 
government assumes virtually all of the risks. The question is how to reduce 
the costs whilt: t:xpanding acc�ss lcf> college. Unfortunately, some of the CRS 
suggestions would lead in the opposite direction by cutting costs in ways that 
limit acce�." 

"\.Vhile portions of the report may he quoted out of context by special 
interests, within Congress it will contribute to a healthy discussion:· 
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Paul Simon, D-lll.: Sen. Dave
Andrews. D-N.J. CONTACT: David Carle (Simon), 202-224-7115.

Lawmakers Set Tuesday News Conference 

As Bankers Stage “Lobby Day1'

To Fight Shift to Direct Student Loans 

Under The National Service Program 

(In The Clinton Economic Package)

news from

Paul Simon

FROM snn
• V * -aJl SIMON D.

DIRECT STUDENT LOANS - Tues.. March 2.11:30 a.m.. Senate Radio and Television 

Gallery. S-325 Capitol. News conference by lawmakers supporting the direct student 

loan reforms in the National Service component of the Clinton Economic Package, In 

response to "Lobby Day" bankers have set for March 2 to try to derail the plan. Sen.

Durenberger. R-Minn.; Rep. Tom Petri. R-Wise.: Rap. Rob

------- i - q

I

--------

i

’"‘Si"*

T?T
-1L



P0I4TO 94562878PROM SEN. PAUL SIMON D. 0.

pockerbook importance to every family needing htlp in sending a kid to college. Bankers have targeted

stunning progress in advancing this issue, against great initial odds and entrenched sPe^i^

income-sensitive repayments, and IRS collection - in its final report, issued Feb. 3.

Every family struggling with a college tuition - and particularly middle-income families shut out of

>

pilot program to test IDEA Credit in the Higher Education Act, and it was enacted last summer.

Its leading opponents continue to be those who profit most under the today’s Guaranteed Student Loan

concepts have been the big new idea in higher education for the last year, since introducuonjif Sim

Sen"DlVeTurenb^^R-M^n.\ is the leading Republican cosponsor of the Simon hill.
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labor ano human resources 
JUBICIARY

FOREIGN RELATIONS 

BUDGET

INDIAN AFFAIRS

2SO WEST CHERRT 
ROOM 1 1 5-B
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TOD: 217/544-7624

:aicLproems during the 1980s - will benefit under th^e changes, if Congress approves them. 

The phase-in from the Guaranteed Student Loan (GSL) program to Simon’s plan which features

package (including a nighttime visit to a key transition official at his home). Here’s some background:

One of the biggest financial rewards,of the Clinton economic package for working families - and one 
that is still largely unnoticed and unreported - is the Presidents decision to back Senator Simon’s push

* universal (available to all),
* direct loans,
* for both first-time and lifelong learning students,

* with income-sensitive repayments,
* collected through IRS withholding,

- would be the most significant reform of student aid policy in decades. In addition to the benefits to 
students and families, these changes yield massive savings at both the front end and the collection end 
of the student loan process, and they simplify the process and make it moreU«“ountable^piese key 

Income'D^ (IDEA Credit) plan during the o**®

Education Act. Sell. — —------------- o . (
Rep. Thomas Petri, R-Wisc., has been the stalwart advocate of these same ideas in the House, and Rep. 
Rob Andrews, D-N.J., is another ally. Last year, they pushed to include a $500 million floan volume)

FROM: David Carle, press secretary, 202-224-7115

A rare opportunity comes March 2nd to catch a glimpse of members of a powerful special interest as 

they pad the halls of Congress trying to kill a key provision in the Economic Package that has

March 2nd as their lobbying day to try to smother in the cradle the proposed direct student loan plan. 
During the transition, opponents like Sallie Mae went to great lengths to keep direct loans out of t^ie

PAUL SIMON
LLINOIS

lanittd states gtnatt
WASHINGTON. DC 20510-1302

for a new kind of federal loan to college students, and a simplified structure to imriement.fr.

Clinton announced in his Feb. 17th address that he will anchor his national service plan to the key 
features of Simon's IDEA Credit student loan plant Simon has worked behind the scenes for months to 
convince the President and his advisors to reach this decision and deserves great credit for steady and 
stunning progress in advancing this issue, against great initial odds and entrenched special interests. 
The President deserves great credit for bucking concerted lobbying by these same powerfiu interests and 

for deciding this on the basis of good public policy.

Another major victory for Simon’s plan came weeks earlier when the bipartisan National Commissioni on
Responsibilities in Financing Postsecondary Education endorsed IDEA Credits key components - direct 
loans, income-sensitive repayments, and IRS collection - in its final report, issued Feb. 3.

)l-93 II:43AM

Please call if you have questions.

230 S. Dearborn
KluWYNSKI Blog . 38th Floor

Chicago. IL 60604
312/353-495 2

TOD. 312/786-0308
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I

system, which has grown into an intricate maze that has become impossibly complex, costly and 
unaccountable. Sallie Mae, the government-chartered secondary marketer of student loans nas hired 
Washington’s top "hired gun" lobbyists to kill rhe direct loan idea, and ±ere will be more fights ahead.
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With this vital program, 
Republicans appear to prefer 

a wasteful monopoly to 
effective competition

i
\

bo"

'ouiig people in Ulis country are feeling tile 
squeeze. Even as it’s getting harder to get a 
decent job without a college degree, college 

itself is becoming prohibitively expensive for more 
and more people. Erom 1984 to 199.3, median fami­
ly income increased by 3 percent, while the average 
cost of tuition and fees at private colleges went up 
91 percent. In real terms, the median lamily income 
keeps going down while tuition—at public as well 
as private schools—keeps shooting up.

The story gets even worse. As tuition explodes, 
federal and state education money is drying up and 
students are bearing a larger and larger share of the 
tuition burden. Reflecting the need for more aid, the 
federal student loan guarantee program saw loans 
grow 57 percent between 1992 and 1994. And these 
loans leave students with huge debts. Paying back 
$50,000 at 8 percent over 10 years, fur example, 
would mean a monthly payment <tf $644. This 
makes it impossible for many graduates to go into 
low-paying lines of work like teaching, and it also 

BY JONATHAN COHN discourages many from seeking a college education 
in the fmt place.

Meanwhile, a host of Cmancial institutions have 
been making a mint off struggling students. Until 
recently, tlic federal government did not actually 
loan niuney to students directly; rather, it guaran­
teed private loans. The system proved expensive 
and wasteful. Private lenders made huge sums of 
money while doing little work and taking no risk. 
And service tn students was decidedly not a priori­

ty-
in 1993, President Clinton decided to do some­

thing about if. Under his plan, which passed in 
Congress that summer, the govcmmetti went be­
yond merely guaranteeing bank loans. Studeiils 
were given the option of borrowing money directly 
from the Treasury. “Direct lending," as this pni­
grum is called, quickly became wildly popular 
among studeiils mid schools, in pan because the 
government streamlined die process to reduce pa­
perwork. It has also saved taxpayer dollars by cut­
ting out die middlemen.

The crucial element of direct lending, though, is 
the option of what's called income-contingent 
loans, which lets students pay olY titeir debt as a

JtMuulxm Cuim a nuuiuftuix triUnrii/'ne Anicntan Pi'inpcd.
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Ils the student loon program, Republicans seem 
intent on breaking it again.

the business they’ve lost. And the GOP is in- for poor petto nuance. Worse still, the guaranty 
dined to give it to them, even though it’s a bad agencies actually had an incentive to do their job 
deal lor everyone else. Instead of doing more to poorty. if they reported a lazy bank lor failing io

Hut there were serious problems wilh this
plan, l or one. guaranty agencies were literally 

c guaranteed the contract by law, so they never had
iike bandirs have been lobbying hard to get back to bid for the work or worry that they’d get axed

try to collect a loan, (hey got no reward. But if 
they ignored the banks, and went after all the 
loans themselves, they got to keep 27 percent of 

the money they recovered.
Federal Loan tomes N()l gljanH11y at,CI1Cics were cunupt, many

Since 1966, lite Federal Family Education jjd their jobs honestly and well. But there were 
1 .oan Eiogmm (MtiLF) has helped more than 40 enough bad apples—-and enough oiler loopholes 
million Americans iltrough college. But the pro- that allowed private companies to make a killing 
grain carrying out this admirable mission also off the student loan program—that the federal 
develi)|red a reputation as one of the federal gov- government found itself wasting taxpayer dollars 
ernment’s most inefficient, 'lite program cost bil- that were supposed to he helping young people 

lions to nm- iiiosi of which worn not to students gu m college, 
but io quasi-govemmenwi corporations that liad When he assumed office, Clinton pushed to 
learned to scam the system. For years, the loan reform this system, both to improve (he pro-

<>viutx.T I *>15 / me Wuslun(lUMi Mtuuhly 43

percentage of their income, rather than set, program was denounced from both sides ot the 
munllily sums. Tying debt repayment io income aisle as wasteful; it prompted a constant stream 
was Clinton's original goal in reforming the stu- of investigations and warnings iron the General 
dent loan piogium; tic wanted to encourage col- Accounting Office. In 1991, for example, loans 
lege gradnaics to take low-paying jobs in public lost to default cost the federal govcrnmcia S3.6 

service. billion.
The benefits of direct lending, then, arc cun- The trouble was inherent in I'l-kEP s basic tlc- 

ncctctl both to government reform and to the sign. Until Clinton's reforms, the government tlid 
broad social good. As a reform, it has injected not actually lend money to students, but rather 
competition inu> a student loan system once mo- coaxed banks to do so—by both guaranteeing 
nopolized by lethargic private lenders. The social loans and offering subsidies. Because the banks 
good is that by allowing flexibility for students had vciy little incentive to get the money back 
repaying their debt something that banks were once they’d loaned it—they’d gel their money 
unwilling to du—the government encourages regardless, whether from the student or the gov- 
post-graduate jobs in Teach for America and the ernment—’’guaranty agencies" were created to 
Peace Corps, as opposed to just Wall Street and police the banks. These guaranty agencies, state- 
Madison Avenue. For these reasons, student loan chartered but privately owned, had three jobs, 
reform is an all too rare success story in the fed- When a bank asked the government for rcim- 
eral government’s recent history. “Il’s the best bursement, claiming that a student had defaulted 
thing since miemwaveaWe browmes,’’ Colorado on the loan, the guaranty agency would: (1) find 
State University student Anthony Gallegos raved out If the bank had made a ’’goud-faitli” el fort to 
in (/.5. /Vcwj & World Report. collect; (2) if it had, pay the bank wilh money it

Sound like a good candidate for a round of bi- was holding on behalf of the federal treasury; 
partisan back-slapping? It would seem so. but de- and (3) finally, pursue the loan ilscll. in a last 
spite direct lending's clear successes, Republi- ditch effort to save the federal government trom 
wins in Congress arc moving to limit sharply—or swallowing the cost of the loan. ....

eliminate entirely- die program, which would
also spell the end of pay-as-you-can loans, t he
financial institutions who were once making out
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options for students. The same benefit was cvi- c-ause CBO didn’t account for administrative
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private utilities from gouging their customers.
The great disappointment of the battle over 

student loan reform was the loss of the IRS uoi-

deniahlc. Since direct lending eliminates all the 
subsidies to hanks, guaranty agencies, and other 
intermediaries, it is bound to bring significant

simplify the process of tying Icuuj payments to 
income.

So if these reforms were so smart, why do Re-

.heir C- n - - perccnlage Of a reforn) 10 kccP P1Khi"g, *»ncc i( would vastly
their income. Since the govenuuent was assuin- --—, J ' ■ '
ing the risk anyway—and since the maze of
banks and guaituriy agencies had proven to be a

long, term savings, since taxpayers wouldn’t have who prefer the old system of inefficient

a 27 percent cut to guaranty agencies. Clinton’s
idea was to have the IRS—which would have the

r

method of maintaining efficiency. Sure enough. jlsdf wouldn’t be. objectionable if the CBO ap- 
when the government implcutenied a simplified plied it equally to both programs. Hut this way. 
application process and a speedier transfer of (he direct lending |trognun is portrayed as much

more expensive than the old guaranteed loan pro­
gram. In fact, the original CBO estimate showed

lions.
In a compromise with Congress, the bill the 

President signed implemented direct lending 
only partially. The Department of Education 
would have to compete with the private loan 
providers—hanks and government-chartered

loLT™ was P01*"1.'8! for tWng riS,ll? cavi"f ,o P^vatc hinders.
te’t^Ws'L'fakover

lection plan. As Steven Waldman recounts in The savings. “As long as it is necessary to provide a 
HiiL this idea died not due to corporate lobby- profit to induce lenders to guarantee student 
ing- which was fierce—but because of congrcs- loanSi- Federal Reserve Board member 
sional turf battles. In the current political climate, Lawrence Lindsey wrote recently in a letter to

Direct lending would be capped at 5 percent of 
the total loans in rhe first year, but eventually 
anyone who wanted to could participate.

example, $160 million in annual subsidies to 
guaranty agencies that existed in the old pro-

The Republicans’ new accounting method by

—.-n. .. • . , 
-It/;?

monopu- 
, ... way?

The answer is ‘•both." “It’s pretty ridiculous to 
turn the Department of Education into some big 

necessary data on income—handle loan collec- lending institution, and the government has not 

exactly proved itself adept nt this,” says an aide 
tn House Education and Opportunities Commit­
tee Chair William Goodling. clearly playing the 
anti-government card. “’I’his is not something 
most Americans are comfortable with,1’

Tb make their point. Republicans cite figures

sivc than the old system of banks and guaranty 
agencies. But their calculations are screwy. The 
Republicans changed the scoring rules for stu­
dent loans, instructing the Congressional Budget 
Office (CBO) to count the administrative costs of 
Hie direct lending program—but not the guaran- 
iccd loan program. In other words, the CBO had 
to take into account all the costs associated with

of paying their loans back as a ] 

government was assum-

Blinded by the Right

Actually, the final bill was in many ways an
i - —
ed. Setting up dual programs—both the Educa­
tion Department (through direct lending) and 
private lenders (through the old system) would 
make loans to students—is a tried and (rue

funds, private lenders followed suit. E'orced to
compete with direct lenders, Sallie Mac, which e ...   ^..^i v .... 
holds more student loans than any other lending direct Tending couTd^vc $] i bTlfion over fi^ 

agency, now' offers all kinds of new repayment years. That estimate may have bceji infhticd be- 
uptions for students. The same benefit was cvi- L 3-3 _i_„ .  ;w.  
dent in the early years of the Tennessee Valley costs (the Republicans did have a point on that), 
Authority, which acted as a yardstick to keep but ||jc existence of at least some savings is un-

617 547 3896 1Q-Q3-95 05:11PM P004 S41
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GOP Senator Spencer Abraham, "direct lending 
will be cheaper."

ing the rule is difficuli. 'Ihe houom line- is that 
pay-as-you-can loans simply aren’t feasible with­
out direct lending. Private lenders don’t want io 
do anything that might lose them money, and 

with the government removed 
as a coinjjclituj, tlicy’ll have 
no incentive to offer compli­
cated payback plans. That 
means fewer graduates doing 
noble or necessary- -but low-

*k

If Gooding’s bill passes, who will pay for 
these anti-reforms? Students, most likely. Al- 

Thc best*system would have direct lending though the government requires incomc-contin- 

and private banks compete, so that each could pent payback options for idl student loans, pri- 
keep the other tn line. The Republican solution, vaic lenders have shown great resistance In the

have direct lending 
and private banks

compete, so that each 
could keep the other in college students 

line. The GOP 
prefers a monopoly.

on the other hand, is to give the private-lending absent of govcmmeni competilion. and enibrv- 

industiy back its monopoly and then make it
very difficult for the government to prevent
abuse. Cioodling’s proposal would cut adminis­
trative funding for loan programs by two-thirds.
Some of these cuts account for
staff reduction in the direct fhe pgst SyStCM WOUld
lending program. But they
would also force scalcbacks in 
the Administnition’s ability to
oversee die banks and guaranty 
agencies. Over seven years, cuinpcLC, so mui cuv.. • olher putentia! loss for 
those cuts could precipitate jj R j col] e studentR iR the cul.
anywhere froni $j.3 imhon to wuiu nwp subsjdjcs (|)a( (|iey

$4 billion in new waste and 11116. I lie vlUi nuw receive Io ease the loan

prefers a monopoly.
Department. sidy—which pays interest on loans while stu-

Thc conspicuous beneficiaries of these dents in school, so they can complete ihcjr 
changes would be the guaranty agencies and Judies before having to worry about loans—on 
banks, both of which showed their strength in the blocks. Under Republican plans, the average 
)993 student loan debate and came back with a student debt under the Stafford Loan program 
vengeance this year. Republican proposals ex- ^uid increase by more than $1,400 for a four- 
plicitly forbid the Bducation Department from year undergraduate, and more than $10,000 for a 
culling subsidies to the guaranty agencies. Re- four-ycar graduate student, according to the Edu- 
publleans have also thwarted the Administra- cation Department. Again, it’s not just tint siu- 
tion’s effort to take back a $1.8 billion fund that dents will be left with big bills. Many will be 
the guaianty agencies arc stlliug on- -taxpayer scared ofT from college in the first place. 
Iiitniey ciriginully <l{»ignated to repay banks for The Republican proposals on student loans arc 
simlc.Ml loan defaults that the agencies now use to indicative of their ideological world view and the 
invest and make profit true nature of their political loyalties. GOP fond­

ness for the “private sector" is defended on the
i— grounds of efficiency and fairness: CitizensLess Competition, More Waste shou|d recejvc lhc bcs( pussib|c .uld

Republicans claim to be seeking free market bloated government bureaucracies oilen can’t de 
efficiency'. But with student loans, they are mov- liver. But, in this ease, reducing government 
inp. toward a system with less competition and presence means worse service, and a worse deal 
more waste. A provision in Goodling’s bill for taxpayers as well.
would foihid tlic Education Department from ad- With the student loan program. Republicans 
vcilising to students the option to transfci a pri- have an oppmunitv to prove that they arc truly 
van: loan to the government, and thus get the inicrcsitxl in fighting government waste and pm- 
benefits of paying back as a percentage of in- tccting die working, class—just as they have al- 
come, lenders had complained they were losing ways claimed. Instead, they are choosing to act 
business 25,000 loans have been switched over as patrons for rich financiers, assuming no one 
since 1993. But they were only losing business will call them on It. 
because students saw a lienor deal elsewhere. It’s not too late, to prove them wrong.




