











Chapter 1 Participation by Grade Span
1990-91
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Chapter 1 participation is concentrated in the elementary grades with
70 percent of Chapter 1 of all students in grades 1-6.

Summary of Chapter 1 Participation and Achievement Information, 1990-91,
Unpublished tabulations (Sinclair & Gutmann, 1993).



What were the new features of the Hawkins--Stafford 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.



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 | 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 1970's minorities made gains in closing the
learning gap in reading.

Source: National Assessment of Educational Progress, 1991.



Percentile Scores
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Reading Scores, Third to Fourth Grade, of
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Exhibit reads: The reading scores for Chapter 1 participants in the third-and 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, 19393).
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Why reinvent Chapter 1?

Poor targeting.

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

® Fourteen percent of high-poverty elementary schools receive no Chapter |
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 | participants in low-poverty schools. Chapter | students in the
high-poverty schools score well below other Chapter 1 participants.



Reading Scores for All Students and
Chapter 1 Participants, by Level of School Poverty:
Fourth Grade, Spring 1992
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Exhibit reads: Students in high-poverty schools typically score 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 I: 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 students in low-
poverty schools (6-20 percent poor).



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 schools. 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.





















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).



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

SCHOOL READING PERCENTILES MATH PERCENTILES
SCORES . :
All Schools High Poverty All Schools High Poverty
First Grade
Mean 38 26 ' 35 25
Maximum 86 1Y 82 . - 72
Fourth Grade
Mean 40 24 38 .26
Maximum 86 50 90 .58
Eighth Grade ; |
Mean 38 24 36 24
Maximum 74 60 78 w63
Exhibit reads: First grade students in one high poverty school in the P}_ospccts sample scored at the 72nd percentile. Indeed,

these top performers could set an interim benchmark for similar schools to target.

Source: Prospects (Abt Associates, 1993).
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-g30m ) eroployment,” he said. -
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.commests. Traders apparently in-
torpreted: them s raisiog the spec-
tex, of higher mﬂauoo. which hurts
lhevaluc of bonds, .
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Treasury Undersecretary Law-
rence H. Summess said yesterday
the halting nature of the economic
recovery was still more of a threat
to the economy than irflation.

“There is more roomt on the down
side for disappointment than there is
room on the up side for too rapid
growth,” Summmers told the Senate
Banking Committee.

Economists pay particular atten-
tion to consumer coafidence because
it closely tracks consumer spending,
which has been flat or declining
since January as households have
used what extra money they have to
pay an the large bills they rung up at
Christmas.

Yesterday's report on consumer
confidence mirrors a similar survey
of business managers released Mon-
day by Cahners Economics Inc.,
which registered the third monthly
decline in business confidence since
February.
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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
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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 muddie
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 °

plan.
“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

consunmers and businesses ahke.
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¢ UNITED NEGRO COILLEGE FUND
500 Ease 62 Soect, New York, New York 10021
(212) 326-11M
March 18, 1993
Williow H, Gray, I
Punidegy
Chisy Buesping OYfinsr

-Dr. Robert Arwelt

President

American Council on tducation
One Dupont Circle. NW
Washington, DC 20036

Dear Bob,

| am writing to ask that you comvenc a8 mecting of the major presidential
associations ~ as soon as possible = regarding the issuc of national service and its
relationship to “dircct lending.” As | betreve you know. President Clinton discussed
frequently. during the 1992 presidential campaign. and more recently during a speech at
Rutgers University — the importance of prowding a national program of national and
community scrvice — and some form of loan forgvencss for college students. The exact
paramctcrs of this concept are unknown at thus ume. UNCF's presidents. mecting in New
York last weck, have agreed to oppose mandatory direct kending and to recommend to the
Congress a2 modificd approach with regard to the Presadent’s National Service 1rust Fund
pioposal. (sec cnclosed)

It is clcar. howover: to UNCF premdents that aational service is a potentially
cxpensive undcertaking. and that 3 costly ncw program could compromise the viability of the
curtent Titie [V. Student Assistance programs. especally Pell Grants.  Further, linking
national scrvice to dircet loans may enpple smalkey institutions of higher education. like the
United Negro College Fund (UNCP) member institutiors. and two and four-year public
institutions with small student aid officcs. in thewr ability to scrve iow and middic income
students.

Notwithstanding UNCF's concorns in thas arca. { belicve that the entire higher
cducation community would be best scvwed of we all 33t down and discussed the pros and
cons and the potential impact on studcnts and our institutions. If we could find consensus,
tngether we could persuade the Preudent. or at keast influcnce the formal development of
the Administration’s proposal. In addition to the "Big Six.” | want to strongly recommend






ONCT STZF/NATIOMAL SERVICE OMPROEIBR Pl Bt L Gdo Xt

3. Guarantee @ll atudonts a $14,000 Titiae IV, etudant aid
paciage if they arv—*indepesndent® of are dapensdent with a family
income of $50,900 or less, m::. The rgxr cm::: gf providing a
balanced package of verk (Cws), grant PELL), oans

51as or 613 ( ) vould bs ratainsd
wvith grant aid ampbasized in the $14,000 packsge for the lovest
inceme studants and locans —- both subsidiged and unsubgidiged -
fer—students fres highes income familices. UNCY vill devalop &
table, for {inclusion in theslaw, vhich ¥ill dstarasine the
apportiommant of grant, verk and mudbgidized locan wEssistancy to be
received by aligible etudants acrurdimg to f{amily incams. The
inflation adjustad natuze of ths $14,000 package would
specifically be ixplemanted.

2. The fuppleaantal Educational Qppartunity Grant (SEOG) program
would bBe 2eIyed intoc the JELL Grant progzam. The Purkins loan
:m:fn-'s faderal Cepital contribdutian ¢to sligible ingtitations
vould be terainated. Institutians mm_om!nu_en collect
Perkins Loans and maks nev locans to "needy” studants and to all
students w0 expeot to enter the taacding profession.

3. Ths Presidant’s National fezvice Trust Pund (METF) willd “e
izplamanted Dy providing umsubsidised loans through axietiny.
land capital ecurces to studanta CTum all incoma qToUps, vith
unsubsidized lcans being available only s tiese Srom studants
vith faxilias vith incames above $75,000; stdi=—te fraa familias
vith incomes between $50,000 and $75,000 would bs eligible Lor
both subsidiged and unsubsidized loans if they agrse to perfora
qualified naticnal ssrvicayloara YOUWd be liaited to the cost of
tuitisn; studacts—weuld be required to do ane year of qQualified
nationsl service for evary year of losn assistanca Tecsived
(dsfezrnents would be available for studants enrolling isi graduate
or professiocnel school te pursus an advanced ) eligible
students Vould ba refarred to &8 “"qualifisd®™ natianal sesvics
opportunity provided by axiEting non-profit and -nt.@oou

to PFederal pxogTums

govarnpant agencies, ar :g:nm the
OoN + 8.g., Paace COTps, VISTA, or Departaant of tha

ACTION Aguncy
Intezior (Civilian Canzarvation Corps), or the Departmant of
labor (Job Coxpe).

4., Atudant landing capital wvould continue to ba provided froa
exiasting privets sourcss, with any institutien of higher
aducation desiring to maka ®*direct” lcans to its students having
the option of securing that capital through tha private mackats, .
Studant Loan Marksting Association or any stata Or reglonal
ssgondary markst. Institutions or highar education vhich sleoct
to provide direct loans vould b8 ompansated through an
sdninistrative paynant frum the Dspaxtsant 0f Xduaation foxr each
loan diabursad to an eligible studant in aorder to off~=sst the
persamiel and other adainistrative casts associated with direct
lending. 7Ths Dirwct lending Demmnstratiomrauthorized in the
Righer Education ACt AmandBancs of 1992 would be rwpesled.
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March 24, 1993

MEMORANDUM FOR CAROL RASCO
FROM: ELI SEGAL

SUBJECT: Potentially Conflict’ag 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 proposal to achieve the authorized funding level

of $3,700 per student (which is currently appropriated only to
$2,300 per student), and we have 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.









UNITED NEGRO CO!LLEGE FUND
500 Easz 62 Sarect, New York, New Yerk 10021
(212) 326-111

March 18, 1993

Williom H., Gray, I0
Prorrd s
Ciisf Emewoion Offfcsr

-Dr. Robert Arwell

President

Amecrican Council on Education
One Dupont Circle. NW
Washington, DC 20036

Dear Bob.,

I am writing to ask that you comvenc @ mucting of the major presidential
associations — as soon as possible = regarding the issue of national service and its
relatianship to “direct lending.” As | boticve you know, President Clinton discussed
frequently. during the 1992 presidential campaign. and more recently during a speech at
Rutgers University — the importance of pronding a national program of national and
community scrvice - and somce form of loan forgvencss for college students. The exact
parameters of this concept are unknown at thus time. UNCF's presidents. mecting in New
York last weck, have agreed to oppose mandatory direct Iending and to recommend to the
Congress a modificd approach with regard to the Pretadent’s National Service Trust Fund
pioposal. (sec cncloscd)

It is cicar. howcver: to UNCF premdonis that aational service is a potentially
cxpensive undertaking, and that 8 costly new program could compromise the viability of the
current Title [V, Student Assistance programs. expcaally Pell Grants. Further, linking
national scrvice to direct loans may cnpple smabcr institutions of higher education. like the
United Negro College Fund (UNCF) member institutiops. and two and four-year public

institutions with small student aid officcs. in thawr ability to scrve low and middle income
l students.

Notwithstanding UNCF's concorns in thas arca. | belicve that the entire higher
cducation community would be best acvwed ff we 3l 33t down and discussed the pros and
cons and the potential impact on students and our institutions. If we could find consensus,
tngrther we could persuade the Preudent. of at keast influence the formal development of
the Administration’s proposal. In additton to the “Big Six.” | want to strongly recommend




Dr. Robert Atwell
March 18. 1993 1
Page rwo {

that the following persons be invited. in addition to myself — Dr. Samuel L Myers, NAFEO:
Or. Laudeline Martinez. HACU: Dr. A. Dallas Martin. NASFAA: Di. Amokd L Mitchem. NCEOA;

and Dr. Caspa Hammis (NACUBO). You inay want to include others. T

t will be calling you wathin the next few days to discuss your reaction to my
suggoestions.

-

Sincercly,
£ ¥ 7
, 7

3

//Wimam H. Gray, Il

Enclosure 4

cc: Or. Samuel L Myers

4% TOTAL PARE.BB3 =x
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NMnited States Senate

DAVE DURENBERGER

February 26, 1993
Dear Colleague:

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

Because you may be contacted as part of the CBA "Lobby Day" 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
that’s called "income-contingent direct loans."

Under such a program, loans flow directly to students from the
federal govermment through higher education institutionsa. 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 dirsct 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 the
attached information will be helpful tc you next Tuesday and as

this issue continues to be debated in the Congress and in your
home states.

Finally, 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
Juestions about any of the enclosures, or are interested in co-
sponsoring the bill, please call Bob Shireman at 4-5575.

UR a AUL SIMON

U.S. Senat U.S. Senator

CoMMITTLE ABSIONMENTS!

FINANGE

ENVIRONMENT AND PUBLIC WORKS
LNBOR ANC HUMAN RESOURCES
SPECIAL COMMITTEE ON AGING



Ghapket versinn will appar oo Mavrch | Fof Gff

What the Bankers Won't Say About Student Loans

By U.S. Senator
Paul Simon (D-111)

Bankers who profit
under today's federal stu-
dent loan program have
declared war on President
Clinton's plan to anchor the
national service program to
an improved student loan
system involving direct
loans with income-sensitive
repayments through the IRS.
They‘ve proclaimed Tuesday
(March 2) their "Lobbying
Day” to detend their sub-
sidies by trying to kill the
direct loan plan.

To his great credit,
President Clinton bucked
heavy special interest lobby-
ing in drafting his plan to
transform the Guaranteed
Student Loan (GSL) program
and in including it in the eco-
nomic package. Itisbased in
part on changes that | pro-
posed with Sen. Dave Duren-
berger in legislation we intro-
duced last ycar. QOur Senate
allies have included Sens.
Fdward Kennedy, Bill
Bradiey and Daniel Akaka.
Rep. Tom Petri has been

pushing for these reforms
for years, joined by allies like
Rep. George Miller.  All  of
these proposals save money
by cutting banks and other
middlemen out of the pro-
cess, and instead offer federal
loans directly to students
through their colleges.
Direct loans with income-
based repayments are far
better for students, schools
and the taxpayers. But that's
not what Members of Con-
gress will hear this weck
from bankers and others
who reap handsome profits
from the G5L program.

The barnkers will tout
the GSL program as a “part-
nership” between govern-
ment and business. What
they will not say is that it is a
partnership witk the lax-
payers taking all the risks,
the colleges doing much of
the work, and the lenders
taking all of the profits.
Streamlining the system
with direct lending would
reduce both the financial
andd paperwork burden on
the current system.

But there is much

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

Banks have a small role in
the current program

Banks have success-
fully delivered billions of
dollars cf loans to students,
and for that, the nation
should be grateful. But as
the bankers begin their cam-
paign on Capitol Hill, it is
impertant for Members of
Congress and their staffs to
be aware of what the banks
don’t do:

* The banks do not
carry out their nornal role
of deciding who can and
an’t get loans. (This is by
design, to cnsure that all
eligible students have access
to aid for college.)

d Most bainks 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 the stu-
dent is in school, the bank
bills the Education Depart-
ment for interest payments
quarterly. Then, when the
student leaves school and
the coilection work begins,
the bank sells the loan te a
wholesale lender like the
Student Loan Marketing
Association (Sallie Mae).

Income-contingent repay-
ment is not compatible
with guaranteed loans
Sallie Mae and others
are now suggesting that they
can offer income-contingent
repayment to borrowers
without any need for direct
lending or IRS involve-
ment. There's reason to be
skeptical of that claim, to say
the least. First, the certainty
of payment through the tax
system is higher than any



private entity can offer.
Income-contingent repay-
ment oflered by a bank will
not reduce defaults. Second,
the task of confirming a
borrower’s income is bureau-
cratic and time-consuming
for any collector who does
not already have automatic
access to that information.

In fact, for the past
several vears, the Education
Department tested an in-
come-contingent loan pro-
gram that did not involve
the IRS, and it was a bureau-
cratic nightmare. The magic
of IRS collection is that it can
automatically adjust to
changes in income in a way
that does not require addi-
tional work by the borrowers
or employers.  Income-
contingent repayment is
simply not compatible with
the curtent guaranteed loan
system.

Direct lending can save $1
billion a year

Three government
reports, and cost estimates by
the Congressional Budget
Office and the Office of Man-
agement and Budget, all con-
cdlude that we save about a
billion dollars a year by
switching to a system of

direct government lending.
Last month, the bipartisan
commission on student aid
financing 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 lending not only
would save money but
"would be easier to manage
and would greatly reduce op-
portunities for error and
abuse.”

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

After some in Con-
gress asked GAO to look
more deeply at the Educa-
tion Department’s admini-
strative costs, GAO produced
a new study last Novemuer,
finding that direct lending
could save $4.8 billion over
five years, similar to the
previcus estimate

CRS confirms bank profits

Bankers are anxious
to put their own spin on a
discussion paper released
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
essentially confirms that
there is excess profit in the
current student loan pro-
gram.

They also won’t men-
tion that this discussion
piece does not look at direct
lending proposals that use
IRS collection, and that the
report points to income-
contingent repayment as a
potential solution to some of
the problems of the current
system.

And they certainly
won’t mention the report’s
iwo major recommenda-
tions for the current pro-
gram: redure the interest
rate that is paid to bunks, and
cut some students out of the
program. Doth suggestions
have real practical and policy
problems — for students, for
Congress, and for banks.

Students versus Banks

I certainly have
nothing against banks. 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.

Students 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
deserves credit for standing
up to the special interests
who would tear down his
plan. In the interests of our
students, our taxpayers and
our economic vitality, Con-
gress must not cave in to the
special interests now, wkhen
real reform is at hand.
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Senator Dave DurglllmggL

U.S. Senator for Minriesota

“Income-contingent direct loans:

A good example of getting more for less"
by Sen. Dave Durenberger

One theme in early criticism of President Clintoa’s
economic plan is that it doesa’t do enough to cut
government speading.

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

The difficuity in proposing spending cuts, of course, is
that mest programs have a good purpose -- and, almost
certainiy, a powerful constituency.

So, tie toughest challeage 1n deficit reduction is to find
ways of dsing what good programs are designed to do -- for
less.

One good exampie -- already in the Presidext’s
economic package -- is a pranosal that could accomplish
rwo secemingly contradictory objectives: help make a college
education more affordable for every American and save
billions of dollars now being spent on federal student loan
programs.

The proposal is for a acw program of "income
contingent direct loans.” Such loans are designed to
climinate wasteful and complex overhead in current
programs. and to offer all students the option of repaymg
what they borrow through the IRS as a porcentage of post-
college income.

Thiz etudent loan proposal is hased on legislation I
introcuced ie the last Congress along with key allies iike
Sen. Paul Simon (D-IL) and Rep. Tom Petri (R-WI). A
pilot program (v test the samc concept on a limited number
of college campuses was included in last year's
reauthorization of the federal Higher Education Act.

These proposals would all eliminate the vurseut role of
banks, secondary markets like Sallie Mae, collection
ugencies and other parts of the hugs and profitable industry
that has grown up around cur federal student loan
programs.

Instead -- at a projected savings of a billion dollars or
more per year -- loans would flow directly to students from
a federal trust fund with applications made through any
cligible higher education institution.

Once students complete their education, they would
begin repaying their loans oaly if their incomes were high
cnough to require federal incume tax payments. Loan
collection would be done through TRS withholding.

If student/borrowers are unemployed -~ or

underemployed -- lvan paymecnts will be lower, or even
temporarily waived. Once student borrowers find better
paying positions, loan paymeats will rise, But, if bad
economic times again set in - and the borrowers’ incomes
go down -- so will their loan payments,

This repayment flexibility also helps achieve one of the
major goals of President Clinton's national service
proposal -- by making it possible for student borrowers with
lasge dcbt loads to spend a period of time in Inwer-paying
commurity service jobs.

And, if universally available, this type of flexible loan
program could have saved most of the $3 billion in defaults
federal taxpayers had to subsidize last year.

So, an income contingent direct loan plan not oaly helps
sausfy the access and national service commirments the new
President made last year. It also gaveg meney —~ a "win-win"
bargain that responds to the need to maximize the role that
cuts in spending play in the economic recovery packsge that
the President is now asking us to support.

Unfortunately, any fundamental change in exdsting
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 college -- not to maintain six or seven figure salaries
at Sallie Mae -- and not to protect an important profit
center for banks.

Countering those specia! interests will require strong
Presidential leadership.

But, if we continue to build support for the idea,
income-contingent dircct loans could help keep college
affordable, and help bring down the federal deficit.

EnWWﬂA&m}knmwolmmmm
TN Reeources Committes and 23 Subcommittee on Escxtion.
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Figure 1: Federal Family Education Loan Program: A Complicated and
Cumbersome Process
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Flow of paper or data
‘= === Flow of unds

€ Stdent provides school with financial information and school determines loan eligibility and
counsels student

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

Lender provides information 10 quaranty agency; agency vetifies student eligibility and agrees to
guarantee loan; lender sends promissory note to student; student retumns signed note 1 lender.

Lender issues check to be endorsed by both school and student.
School periodically confirms borrower’s continued student status.

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

Lender bills student when repayment starts, collects payments, and conducts statutory loan
collection services it borewer becomes delinquent or in default.

Guaranty agency reimburses lender for defauited loans and receives reinsurance and an
administrative cost allowanceo from the Department. Thae agency also receives an insurance
premium from students. The agency pays thhe Department a loan reinsurance fee, shares
collecbons on detauited loans, and provides the Department with summary informaton of
loans 1t guaranteed.
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Jack Andersen and Michael Binstein

Banks That Bank on Student Loans

Student laans rank fighl up there
with credit-card intetest as a big
maney-maker (or books. The danks
have gambied and lost on everything
from speculative redd estate 1o junk
boads, det wath qudeal loans there is
no 1all of the dice because the fede:al
govetanent guataniees the loans

In order of profilataliy. student
loans antpace auto laans, raartgage-
backed secuntwes, adjpstable- and
(ixed-rate mocigages and U.S. Trea-
swy secuatics. Only uedil cards and
commescia) and tndustrial loans rank
Mgber for prafaablity, accordng to
the Education 3

But it's anctber story for Lhe tax-
payers who pay when studenta defaali.
in he past Gve years, defauds oo
fedesal student Joam more thaa dov-
bled. 1ast yeas, (hose defiults cont Lhe
axpayrys mare thao $3.6 bitoa.

One by for 8 mypr Eversty
told us thal the system i “as much 2

keoder-d, or almosl lender-welfare
psogram as it is a shxdent-aid program.”

As early a8 nemt week, Coogress
may dexide on reforms that would
saaich this perk from the baaks A )
spocacxed by Sens. Pagl Simon (D-[31)
and David Durenbeiger (R-Mum.)
wid extatdish 3 syatem of duect kend-
ing lo cnlflege cxmses, bymaang the
banks. Cafiectiom would be Banded by
the Interna) Revenue Service as part of
withhaldng from paychecks after grad-
atim—The gparmre say the money
saved would be plowed back inte mure
schalzrabam and grants.

Yesons of the Saman Dwenberger
pls are being amexdered in the House
and the Senate and would mve §1
bdliag a year by lendsig maney drectly
fo the shudents thrngh the whaals,

10 the Goenl Acmanting

xns would be handled by

the IRS, but wauld be bawrd ou 2 Jliding
noxne wezle 80 gradiules whase educa-

tien dudn’t buy them a high-xiyung wb
widd ool be forced 10 choos® belween
paymng thewr loans or valing.

The idea has the banking industry
in 2 lathes. Money lenders aud other
middlensen around the country have
mounted whal congressiom! sources
say is a full cowst press 1o stop any
reform movement. They have won
over the Bush administration, wah
the Education Department ou zecord
a5 oppasing the «dea.

Siman Gods humsell pitted agaisst
sroe ol allws m the Sepate tuo,
wching Sens. Edward Kennedy (D
Mass.) and Caibome Pell (D-R.1) whs
oppose the rhanges. Hul Smon also
has found tamsed some new bedfellows
anmg e Repobicans whoare wgng
the Whte House to back the plan
They bebieve tint affasdable educanon,
ke bedlth case, & an wsue tha wl
win oves the cuddevtass volers.

Beywed the byg banks that do most of

the volune lendmy, there are others
with 12 stakc 1 the statss quo. The
Siudest Loan blarketmy Associatan,
Salbe Mar, s 2 govzrament-sponsored
enterpnse thal makes a sexandary nar-
ket for sdudeot lowis. There abo a ralt
cf sitelevel grrantee sgences hat
are hightng lor their owm wrvival.

Even some universities thal woud
beneft frum rchwTung the sydem aze
loin. One wuversaty lobbyrst tald us,
ok schools sy, ‘We lke ths des,
but we have some tarkers 0o our board
and we really caa't get debind il =

Se2s. Simsan wanls to knaw. °ts this
2 program to help banks o¢ 2 program
1v help students”

Thise who prefer Lhings the way
they ase have wheeled o the ixg puns
for the fight. Sallie Mae has hired the
Washingtan pabie relations firm of HH
and Xnowion—3 move that proayied
some on Capital Hill to ask why an
ustituton created by Congress has

taken o i Me of 1> own and i hinng:
Wwyers to bbby its creator

In a hearug st yeor, Kep. Joseph
Kuinedy 1D-Mass) expressed con-
e about what he called a “schizo
phtensc solmn™ that these usgameza
twns work for the public whik-
puihung paivate nterests too. =

For s part, Sathe Mae thunks thes is
no lime to linkez wth the sysiem. lora
poution goper, Salbe Mae officuls of-
fered thus pretest: “Students and parents
ate 100 rebaxt on lbe flow of sudent
o dollars o psufy @mbhng tat an
uplested proposal will be @ sutlabke re-
picement far a progeim that hus pro-
vied $115 Wlamn o 21 mullion burrow-
ess over the pase Quarter century.”

The way we sec 1. studenls ani
thez parenis are ool the unly oaes
who have become oo reliant ot the
aw of student doan dollars.”

U 1997, Uoed Frarere Syouds ate b
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Wlliam Raspberry

Working Your Way Through College—After Graduation

Federally guaranteed student bans
aever quite seem 1o work out. They
are 10 custly, or the default rate is
too hagh. ot ircome lim:ts cxclude oo
many prospeclive borrawers, of [seu-
do students take the low-cost meey,
drop owt of school and buy the car
they had in mind all along. As Gilda
Radrer used to say, "it's always
swoething.”

Well Sens. Paul Simou an1 David
Durenberger have come up with a
scheme chey Lhunk could Iix what ails
student loans. Their IDEA—for In
come Dependent Edwanona) Assis-
tande—s parhiculasly Lmely, since
Cmgress s onsidenng a fiveyer
reavthonzatvn of the Higher Educa-
twos Act,

Ir a nutshell, the proposal B for
Jrect gavernment Joans fas oppesed
to Yank loans guoranted by Lbe gov-
erument), uaiversal esgibality, aod a
paytack schedule baxed oo post-col-
lege ncome, with payments collected
by the Internal Revenue Service.

The combmnation of symplicity and

dircciness. its spoasors sdy, would
save enough tu nuwke the scheme
essentially revepue neutsal.

But i it wiads up costing more
because i miahes college avalable to
me studeats, that’s all night, too,
they say.

“Under the presert selup, we've
had two kitds of losses—the biss of
students ard a huge default rate.”
Sen. Samoa (B:-11).) noted Thursday.
“The cost of the boans has kept a
nember of young peogte out of college
who olherwise would have attended,
asd the 1epayment sshedule has led
to 3 Lsge number of defauks, parti-u~
larly among students who wund up i
bow-paid jots.”

The plan he is compansoring with
Durenberger (R-Mina.) would peg in-
terest rates at two percentage poinls
above the J2-muith Treasury-ball
rate, with 2 cp of 10 percent. Uoder
the forowby, the cuneM interest rate
sould be about 7 percent.

The bascs of the proposal have
teen arourd lor a white. Thensecre-

tary of e¢ducation Wilham Bennelt
@ame up wilh the idea of incone
contingency, but he included it in a
loo-modest pilol scheme—a fwe-year
program mvolving 30 calleges and a
ymit of $17.500 per student.

Qthers have tnkered with the no-
tion of braadeamg eligibdity to in
clude middiecass siudents but have
worned st some youngsters use the
low-cast bans for von-college purpos-
es—new Gars, {or mslance.

The new proposd) would arcvd the
new-car prodlem by having the loans
go directly to the cslieges. Tde maxi-
mum amuml of the oan would dbe
tased oo the partaalar college’s cost-
of-atteadance focmala. Umversal eb-
givility would eliminate much of the
admirustatve cosl pow iavolved in
chedung parenta) aame asd other
hnancial resources. IRS collection,
through payroll taxes, would mmimize
the appartuaity for default, and the
mome-contmgency  feature  would
runimize the necessity foc default.

Direct lending would save an estr

mated $1 4 billinc 3 ycar. sponsacs
estimate, amd LIRS collecton wouid
save a helly purlion of the defaults,
projected at $3.6 bullioa for this year
alone.

Who could vppose 3 proposal to
increase college altendance, ease the
burden of repaying luition loans and
save money to toot? Sore of the
oppasition is in the Senate Hselff—
from members who would rather re-
fine the existing legislation than try
anything too radial. That opposition
was beiag dissahved (oe at any rate
amelwrated) during negotictivas Late
this week.

The other maip opposition s f[rom
sommercial lendens, who, thanks to
the gorerument gwraniecs, lave
made a ruce proft on student foans.
(On most private and commercial
Joans, bankers undertake lhe nsk of
default; the gmaraeed student loans
ehminaie that risk )

In addition, banks have counted
student boans as fart of ther mandat-

ed guak under tte Communsty Ko
vestment Act.

The bankers’ special pleading
aside, there would almost certanly be
unantipited  costs assaciated  with
the  Durenbergee-Seman  ~chemn
start-wp costs, collection costs and so
on. Byt the benelits seem so obvinus
as 10 merit 3t least serrous conaxder-
ation.

At atwne when we need mor e than
ever 1> educale our young people,
therr parents are. more lhan ever,
unable to send them to ccllege. And
the cost of coliege is so hgh that
wothung ane’s way through las many
mmy genesation did) b scarcely alive

option.

This proposal provides the means
for young peopk (and ocl only the
youngl t0 work thewr way through
college after th (act. aod does su
with enough sateguards to weed vut
e fryralous.

For my money. Pavl Simon ani
Bavid Durenbetger have conie up
with asplendid IDEA
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William J. Byror
Study Now,
Pay Later:
A Good Idea

The oresent system of faderal Gnandal assis-
tance to callege swucents needs creatve modifica.
tion. President Sush said as much ¢o an Allen-
tewn, Pa., high school audience in tnid-April. Biil
Clinton uyshesceshxsownxdcamtthush
proposal to provide a ‘lme of credit”™ up to
$25,000 for any Amenan who wants to wse it
{or higher education. Meanwhils, rnembers of the
House and Senate corference carmmittee on
reauthorization of the Higher Eduaation Act will
soon sit down to hammer out therr dfferences.
How to handie student aid will be an iase.

Candidates offer few apecifica. Legialstors
tend to amend past provisians to meet future
needs. Now that the adminzstration has come
cp with its ‘Ifetime leamning” proposal, the
president cculd put his weight behind a dem-
onstrstion project idea that will surely emerge
in the Senate-House conference. -

It is based on the “working your way
through college” principle, only the sequence
is reversed, College comes first, then “work-
ing your way through” by permitting the
Internal Revenue Service to ‘withhold & fixed
percentage of the post-graduation paycheck
until there has been repayment with interest
of the federal funds advanced. Repayment
would be income-contingent. This makes the
obligation manageable, and, since repayroents
would be extracted from a gross income by
{RS (3 feature favored by the Senate but
absent from the House-passed bill), this obli-
gation moves to the front of the line ahead of
other debt responsibilities,

This 15 what the public policy vocabulary
calls a “direct tending” plan. With appropriate
phase-in provisions, this approach could even-
tually, ¥ the nation so wishes, replace guaran-

teed student loans (Stafford loans) and soine
uther for:ms of federal stodem atid.

Resistance to this proposal comes from
several quarters. College administrators are
wary of excessive governmental intrusion.
IRS involvement, even though it would be
with the student and only peripherally with
the institution, is resisted, IRS itself will not
De snxious to take on additional work., The
banks will vesist. They like the GSL program,
even though it costs Treasury between 35 and
60 cents on every commercaial bank dollar
loaned. The secondary marketers of GSLs
want no change, nor do the various loan-
sarviciog agencies, whose business would be
reduced or eliminated.

Legislators who have laboved to construct owr
present cnoplicatad system of federal student aid
will be anderstandably reloctant to dismantle it,
cr even tinker with it, for an unproven alterna.
tive. But others are grepared to act, with vizion
and care, for chanpe. Notable amang them are
Sens. Paul Simon (D-Il), Dave Duremberger
(R-Minn.), Edward M. Kennedy (D-Maas) and
Bill Brzdley (D-NJ.); snd Reps. Willam D, Ford
(D-Mich.), Tom Petri (R-Wis.) and Robert .E.
Andrews (D-NJ.).

When the Senate remnharized the Higher
Educxtion Act in mid-Febnary, 3 Simon-
Durenberger-Kennedy-Bradley direct-lending
provision wes preparcd but not offcred. Instesd,
Kexnedy, chairman of the comomittee respongible
for Smate ection on renghoratian, agreed to
hoummtbumaud!hmmdndnct-
lending peovizion to Lloyd Bentsen (D-Tex.) for
inciuson i the tax hil. The bearings were held;
the amwndment berwme part of the Senste-
passed tax bll, which was later vetoed

But directdendng is etill alive in the palicy
detate Hame and Senate conferees on the
higher eduaation reauthotization bill may well
approve a direct-endiing demansTration proyect t0
begin perbaps as early as September 1993, 1!
ceraanly hope so. 1 also hope the president will

mwuwmmmxum:wd
the merits of direct lending.

Zoveroment reguhation and administrative com-
nexty. The direct-lending idez2 is, a3 Norman
Corwin caxd many years ago about twotherhood,
"ot 80 wild 8 dream as those who profit by
postponing it pretend.”

The wriler is prendent of the Catholic
Unimrsitly of Aserica




Congress, Stand
Firm for Clinton’s
Student Loan Plan

Bankerswboprofilunder1oday s faderal
studea! l0an prograrn have declaed war oo
Presidem Clinton’s plan to anbr the na-
demal service prograin K an imnproved stu-
deat foan system that involves doeet loans
with incore-sensitive repayments Qrough
e IRS.

The bankers have yocizimed Tuesday a
“Lodbymg Day” 0 defend their subrsidies
by tying o idl) the direct loan plao.

To his great crodit, Pridmi Qlinto
bucked beavy specil-micrest lobbying
doafting bis plan to transfosm the Guaran-
eed Smdent Loan (GSL) program aod in-
duding itin the eoxxxnic package.

His plan saves monry by catling bemks
ad other middlorars 01 0f e prooess and
st oifers fodora losas dioody 0 stv-
dentg Brngd ther Mbegex.

Direa loans wih inooyw-basxd repay-
ments are far betet for stodestC srhools,
and the tatpayers, but that’s nol what Memn-

bers of Congress will hear this week from

tankers and others o today’s sudont lom
industry who reap kandsiimne: wofits from
the GSI. rogram. The bankarywillwoot the
G5L mrogram as 2 ‘patwaship” beteen
govouaxot and dusiness.

What they will not say is that it is a
panperstip withthetaxpayers laking all e

We will save about $1
billion a year by
switching to direct
government lending
from the current system,
which lets banksand
Sallie Maereap profits

as middlemen.
e e TSty
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nsks, the colleges duing much of the work.
and the benders Laking all of the profits
Stcaulining e system with direct lend-
ing would redoce both the financul and
prpawork burden on the cument syslem.

Bm theve is much more 1othe Clintoa plan
than diroct bending. Shifng cotlecions o
IRS withhoidirg will viel more savings by
autting defaults, which cod taxpayers ncarly
$) tillion Iast year. And by allowisg pay-
me (0 vasy scconding o income. shadents
wou't be pressared into high- paying carcars
to handle their debt burdem.

Banks have successfully delivered Uil-
lions of dollars of loans to stadents,and fos
that, the nation should be graseful. But ac
the benkery begin they camgmign on Capi-
ol HIL it is impormnt for Meabers of
Coogress end ther szafls o be asarc of
what the banks dan't do: .

*The banks do not cary oat thefr ncwmal
ok of duciding who ¢ and ca’t get
loans. (TRis is by design to ensure at all
chigible stoderus have acoess to aid for
coirge.)

* Mast banks never see any sudents.
Collcges provide the [oan application, con-
frm stodars’ eligibility for tbe gogram,
and counyd bosrowers about ticy repay-
ot respunsibiites.,

* Most henks do ool oollect paymicnts
from shdents. Iuslead, while the sudent is
in schun), the hank bidls the EducAion De-

partment for inferest payments quarterly.
Then, when the sxdent leaves school and
the collecnion wawk begins, the bank sells
the loas 10 a wholesale lender like the
Stdont.oan Marketing Assoctagioa (Sal
lie Maej.

SallieMae and aders are now suggesting
that they G effz apme~contingent re-
Eyyoet 0 borowers wilbort any need for
direet kending or IRS invotvemers.

But e calory of ghthe
BX SysEm i$ highes than any private eniity
cm offer. [ Ry
afferedby a bank will pot sz defaghs,
ASsp, Se task of omfinming a bustvwe’s
acnme is boraaratic and time-Coraan-
ing €or .

The magic of IRS vollectica is thalit can
avtneatically adjust to changes in ircome
in a way that dors nol rquire additiona)
word by the bovoeers or employers.

Tleor governnent repats, and cost €sli-
males by the Congressional Bodget Office
and e Of fsce of blzmagement and Budget,
all conclude Bt we will save about S1
bifliun 2 year by switching to 2 syseam of
direct govarnmant leading. Lastmonth, the
bipatian canmission oo student aid -
mandng endoreeddirect bant gad ioccme-
seuti yo repaymenny.

The st anlysis of Gret kending was
condocted (and then spaichexd) by he EQ-
ucaticy Departmeam two years 2g% 1t coo-
chuied

Guest Observer

By Sen. Paul Simon

axd would greaily rodoce oppemnitics for
cros and abuse.”

A Geteral Accountiog (Office sundy lasy
November (ound that direct leading coutd
swe $4.8 billion ovet five yeass.

[ certainly have nohing against banks.
Euk 8 good public-private partnership re-
duces e risks and the costs tha: musyt be
bomc by the axpayers. The guaranteed
swdlent loan systom does oot meet that test

Sexdenis must be our top priarty. Presi-
dent Clinton bas proposed a plan for stu-
(ent boans that bot enly belps sadents but
cids axpayers and the catoe. 11e desaves
aredil for standing op o the spacisl interess
who woukd tesr dows his plap Congresg
mast B0t Aave i (o the spocie) interests

ytiecas-whodoes potatreaty therdiect fending wot oaly would
have anamatic aocess to the tnfomatimaoon.  savemoncy but “would becasierlonanage  pelverseeadxefom is ai hand.

Sen. Paui Simon (O-1) &y s mewber of the-



Memorandum

To: Interested parties

From: Bob Shireman, education advisor to Senator Paul Simon
Date: February 24, 1993

Topic: 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 lending (rot of income-contingent
repayment or IRS collection). Contrary to the Post headline, it does not focus on the
national debt implications of direct lending.

The report essentialiy confirms that there is “excess profit” in the current system. It
seems to cunclude 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 an that point it’s not exactly clear. It says that “Any increased
funding available for public spending would be exactly offset by reduced private

sector income.” To rne, that means that the government gets money instead of the
banks.

The report suggests that there are other ways to reduce profit, such as reducing the
special allowance (the interest rate return guaranteed to banks), without going to
direct lending. This assumes that lcans would be collected in the same way as they
are row; under that model, the report points out that there is some risk that the
Federal government would not be as efficient as the private sactor in collecting.
(Although it's important to remember that the Federal government would likely
contract with the same firms that ccllect row, paying them a comperitive rate rather
than the politically-set subsidy). Again, any efficiencies that might be gained from
IRS collection are not addressed by the CRS report.

Lowering the speciai allowance is risky

The report does not get inlo the practical problems with reducing the special
allowance 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 scheols (and politicians) are not willing to go
through the pain. The students who would lose out would be those who are least

profitable to the banks: students at community and state colleges with lower total
borrowing.

Cut some students out of the program?

The report declares that “real economic gains could be made by targeting the
program differently.” The authors say that too many loans are made to students
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who do not benefit enough financially to pay off the loans. NOT making these
loans in the first place would save the government 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 foria college education. CRS says making
loans to “risky” students is only justified (in the parlance of economists) if there are
“external benefits” to society, as opposed to increased earning 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 loans, 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 confirm income--in other words, the IRS. In that case, the loans should be
“direct,” made by the Federai government. Otherwise, imagine the IRS trying to
match borrowers’ 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 clearly establish” Sallie Mae’s responsibilities to Federal taxpayers.
s Require schools to pay a portion of the costs of defaults by their students.

Stop making loans to students who would have access to loans in the private
sector.

Senator Simorn's comuments lo the Washingtor T'ost about the CRS report:

“The report points to the benefits of income-sensitive repayments, a key
component of the President’s plan:

“It confirms that the student loan industry is taking excess profits while the
government assumes virtually all of the risks. The question is how to reduce
the costs while expanding access 1o college. Unfortunately, some of the CRS

suggestions would iead in the opposite direction by cutting costs in ways that
limit access.”

“While portons of the report may be quoted out of context by special
interests, within Congress it will contribute to a healthy discussion.”























