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\SUMMARY

The Guaranteed S udant Loan Program, authorized by the 1965 Higher Educa-m
tion Act ‘ (Title/ IV~ -B), is intended to prov1de students with a means of flnan-
«cing part of the|cost of education, It works toward equalizing educational
' opportunity by helping students overcome financial barriers. The principal
of the loan is provided by commercial lending institutions or state iending
s ) agencies, N ‘ e
ST Federal operations began in FY 68, with rapidly increasing levels of ) .
funding each.year since. By the- enﬁ of FY 75, it is expected. that loan
disbursements in the program will total $7 billion, with more than fi 1
billion having been disbursed in FY 75 alone. These loans have been %ade v
- Ef approximately 19,000 lenders to over six million students in 8,200 edu- i
h cational inStitutio;s Aﬁong the institutions whose students are~eligib1e ’ o
for loans are traditional two-year and four-year pcolleges, as well as
specialized and vocatlonalv(proprletary),schools. The latter sector ha§ :
.. increased its participation most rapidly from $2.9 million in FY 68 to
218.2 million in FY 73. For this and other reasons, the Office of
ation has required funds beyond those griginally anticipated for ,

the pregram as a whole\and certaln spec1f1c aspects of it: \

e Federal iosts have increased steadily.!

o The extent of future federal’ liability 1mp11c1t in néw or.
issued loans is not precisely known.

_® Default rates have increased to a level far beyond those that
' had been expected. -~




1 ’ :
. ® Because' lenders are reducing or eliminating their financial
participation, it is not clear that GSLP can fulfill 1its
objective of providing a major part of the financial *
assistance to college students.

x

e ~ The program's social efficiency and cquity are questioned
by the high defdult rate for certain demographic groups
and types of schools.

Even though large data files arc maintained on all GSLP 1oans these
issucs were not read11y addressed hy existing data for two-reasons: (1)
much of the data needed to address the issues of current 1mportgnce are
ot routinely collected, and (7) the quallty of data in existing files is
questiopable. As part of a program to close the data gap and prqylde clear
answers to these questions, the Office of Ilanning, Budgeting, and Lvaluation
(OPBL) contractedﬁRYC Péscarch to, survey and analyze new data relating to a

representative sample of GSLP lenders and borrdWers. The survcy.was to
focus orl repayment deta115, default status, lender wrocedures, and lender
attitudes. This research was also to validate certain items in the existing
datu basc and to obtain specific data needed to further quantify and expand \
the Loan Estimation Model being developed under a separate contract.

;on closely inte;related surveys, one of lenders and-one of borrowers,
were required to fulfill these gcneral‘ohjectives. The specific objectives

of cach are distinct. For the lendofs survoy they are as follows:
(1) to expand on.the information lenders currently report to the
0ffice of Lducation, particularly for data needed on a one-’
" time ba51s for OF's Loan Estimation Model; A ’

-

(2) to determlne lender experience with loan-defaults that will" t.% ’
be used both to validate the Ol {ile data 'and to assess '

certain qualitative -aspects of the loan portfolio; ‘.

(3) to determine some of the important procedures\relating'to
lender administration of guaranteed loans--that is¢ the
approval, servicing, and collection of such lvans; . : .

(4) tq estimdtc some of the primary costs as%oc1atod with the
‘adm1n1<trat10n of guaranteed loans

(5) to determine some of the onlnlonq viewpoints', and morc formal
nolicics that constitute lendor response to the structural and
adm1n1%trat1vo requ1rcncnts of the 06Sl, nrogram;. and

(6) to determlqe certain abpccts of borrower reanment experience
N with lenders, including the gctting of repayment teyms and
amount of monthly payments./; :
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RESEARCH DESIGN C : ‘

The research design for this study. reftects the primary interest in GSLP
repayment.and,default processes; The ponulation of interest consists of
borrowers who had obtained federally guaranteed loans, including state
guarantee agency loans, ;nd who had one or more loans converted into repay-

’

.ment. Since lending institution praetices, policies, and procedures and *

borrower behavior are key 1ssues of thls study, two types of data were

required: (1) data on classes of lending 1nstqtut10ns and (2) data about

classes of borrowers who are, or have been, in repayment status. '

"This research design led to the need for a representative sample of .

GSLP lending institutions and a representative sample of GSLP borrowers L
who had reached or - completed the repayment stage. Mail questlonpalres were ,
de51gned and sent to sample lenders. Included were a Part ., covering

¢ aggregate institutiOnal operations, and‘a separate Part II, covering the

? behavior of each sample borrower associated with that lender. To further
investigate the possible causes of default by borrowers, a separate"questlon- )
- naire was also sent d1rect1y to each, sample borrower,,; however, a large nro- " Jﬂq\**
port;on of invaljd addresses and many n@irespondents resulted 1n a poor
overall response, particularly for/tﬁe?§;:t 1mportant subgroup-wthe defaulters

»The resulting low precision of estimates from this direct borroWer survey

\\‘<\ limited its usefylness, and this rep6/?
data supp11ed by lenders. 1 In any case, the sample, which was drawn to

,represent the borrowers 1n repayment could be (and was) used fqﬁ a direct
survey. ‘uy '

t draws only on the 1nd1rect borrower

RIC prepared a sampllng frame by extracting tbezborrowers 1ﬁ’repayment »
status from the larpe GSLP data file on participants maintained by the OE = "
Jivision of Insured Loans. This produced a total of about 1.6 million sample o
candidates. The universe file was processed to produce a cluster, sample of
‘ SR

L - - ‘ (

{

A separate report incorporating an analysis of.tﬁe direct borrower
SUrve dat; was prOV1ded by RMC to OPBL for internal use. See A Survey of
Lend€rs and Borrowers in the Guaranteed Student Lean Program, RMC Report

UR-228, November 1975, I
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appro%imately 10 borrowers from each of 800 lende}s. Lenders were*sampled
| with a probability proportional to the number of borrowers who had reached
} repayment status. It was believed that a sample of 800 lending institutions
would be adequate to provide the desiged data by the major types of lenders,
The lender sample was stratified by 13 lender categories used by the Bivision
¢ of Insured Loans, Steps were taken to ensure ‘that the sampfes were statis-
’ tieally adequate and thét questionnaires were not sent concerning borrowers

who were not in repayment status. These stéps arc discussed in more detail
in Chapter 3. . '
| Two questionnaires were developed, one conCernlny individual born\ ers
..and onc¢ concerning 1enders which reflected the major issues of concern to
Ot and the specific research questlons related to those pollcy issues... The
aucstlonnalres vere de51gned to minimize respondent burden and to focus on
the prlorlty items that were developed with the assistance of the Offlce of
Education. The lender instrument was/ﬁ}ctesteé in eight lending inStitutiohs,
which were asked to note any areas Qf difficulty: After their review,
approval was obtained from the U.S. Office of ﬂanaﬂement and Budget (OvB),
as is required for all such surveys. Appendlces B and C present the full
questionnaires and the answers obtained. Questlons were then red051gned to
. feerrg;£B:He d1ff1cu1t1es .experienced bygthe pretest ?roupév—*’// ‘
///y/r Questionnaires were then” malled to lenders in accordance with the sampling
plan. In ‘addition, site visits } ﬂére made td 39 lending institutions to dis-
cuss lender operatqons thdt mﬁght bear on the 1mberpretat1®n of the study

data, and to probe more fu than a queqtlonnalre Allows in some areas.

The completed questighnaires were rcturned to RMC and kept under lock
and lkey to ensure the comfddentiality of the results. Open-ended questions
were coded | hé basit questignnaires had been nrecoded)f and computer data’
files were f onstrﬁcted for the subsequent analyéls }

fhe T nc1951dns of thls study- should be read with some sen51t1v1ty to?

the complexitigs and dlgflcultles

ed by any study that relies on collect-

1ng loan 1nformat10n ‘rectly from a sampl®\of lending institutions. Since
//f;?’concluelons and(x%ébmmegdatlons have beefn prepared with these caveats
“in mind, andm;9¢ﬁ§01d conpllcat'rq this eummary with the details of the

/l.

4




N

i : P ; .

- / i : oo
1]
- a . '

L]
v

study process, the reader is referred to Chapter 2, which discusses the
following aspects of importance to an informed assessment of the quality of
the observed data and resulting conc1u51ons

® sampling process, : .
® ® nonresponse to questionnaire items,
) N . 8
\ ® incorrect answers, "
® timing, and . ¥
e sampling and weighting procedures. '

‘ “hile the reader Ls urged to refer to that materlal, it is approprlate
to indicate here that no major study finding is megated by any of the - )
matters covered”in Chapter 2. Its principal a  1s°to present the'analytic
process undérlylng the results of thlS study. D& ' .

t “ ]‘.
'\ STUDY CQNCLUSIO'\IS o !
ﬂ, . . . ) [ ) -
"Conclusions Relating to Lenders o
*"Lbr’ " o
‘This shrvey obtained vélid responses from ‘about 70 percent of the selected
lenders, wh1ch represented about 72 percent of, all borrowers in repayment
Thus RAC feels that theé survey data for 1endgrs provides a solid base for
conc1u51ons about lendér behavior and attitudes. The following paragraphs
summarize conclusions relating primarily to lenders.

" The lender survey was able to achieve its major objectives with the
follow1ng exceptions: only limited quantltatlve 1nformat10n could be ac-
quired on default. Moreover, the survey did not completely succeed in

» obtaining lender costs for administering GSLP owing to the inability or
unwillingness of lenders to provide such data. We did, however, obtain
relative cost information: frem'major cost categories involved in the ad-
mlnlstratloq of the GSLP. .

&\%\Nm Part1c1pat10n of Lenders in ( R
4 Lenders participate to serve their cus tomers or the community in general.

They see the pronram as a way to fulfill a 1eg1t1mate/heed of the ‘tonstituent

populatlon ) , &

iX/ \
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Nevertheless, lenders are broadly interested.in the economic_return to
be gained from participatioh Howéver' they are more concerned about not
sufferlng ‘any losses from participating in the program than they are about
maximizing profits. Lenders are dissatisfied with the* extent and growth
~of the federal paperwork and red tape required by the program. For most
Ienders, the GSLP represents a very small portion of their total loan in-
vestments but takes a dl:proportlondte amount of administrative effortigs
In fact, some lenders regard this as a reason for dropping out of the pro-p

" gram. Many feel that regular operating procedurcs in a lending environment °
are adequate and they could achieve good results without the extra require-
~ments imposed by the GSLP. _

Student Access to GSLP ’ .

The C%LP ha$ not evolved into a student aid program acgess1ble t all
Jstudents._ large numbers of lenders have 1ntroduced constraints on Atudent
eligihility in addition to legislative and OE regulations. For gxample,
some lenders restrict loans to existing customers, do not give loans to
. firﬁtlxéar studgnts, do not give loans to vocational school students,‘orA
P\QS not give loans to students helding GSLP loans'f{rom other lenders. Their
' itionale for impesing’ these constraints reflects their judgment that the -
student~or program is bhest served by not gréhting some loans and that
lender fun

must be ratiomed in any program operating at a net loss.

liffects of Lender Size

Many - of the d1fferences in lender response’to questlons appear related )
to .their level of participation; that is, the size of their 1nvei¥%ent in E
GSLP. For example, smaller lenders tend to have fewer defaults and spend
proportionately less of their costs in finding defaulters and preparing
claims. They are also more likely to require cgstomcr status‘before\gténting
loans.

A

Distributjon of Defaults . _ >3

» ~

The phenomenon of default was unevenly distributed among lenders. Defaults
are concentrated in certain geographical arcas. [However, since lender size . ®

» 3\
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is also con;elated with default rate, much of the geograph1ca1 differentia-

tion can be ributed to the fact that certain areas have higher concen- _
ti of larger lenders. Of particular interest is the* fact- that Vocatlonal

25

schools that act as direct lenders experlence much higher than average de-

fault rates, ‘as do savings and loans associations. Credit unibns had sub-
stantially lower ‘than average' default rates. % -

Lender Difficulties in Finding Borrowers : ’ '

Locating borrowers at repayment time was a significant problem foy
most lenders. . Lenders alééZCbnsistently compiained of the. lack of coopera-
tion and assistance from, the schools in verifying loan status and trac1ng
defaultlng borrowers. '

Dat&'Validity b ‘ .,

, \ * N ll "
RMC found considerable d1fferences between its survey data and OE's

GSLP master file for borrower 1oan “status. For | example 44 percent of the |
defaulters identified by the 1enders were<115ted as pondefaulters on the
GSLP master file. Thus, any ana1y51s u31ng data from the GSLP master file

»

must be carefully interpreted. . . E

Conclusions Relating to Borrowers

Analysis\of the data provided by lenders about the sample of sglected
borrowers plus other related data suggests tHat the defaulter population
can be distinguished from the general GSLP popuiatlon on a nuriber of drmen51ons

|
e higher attendance at vocatlonal 'schools—in particular, vocatlonal
schools that act as direct lenders; :

e higher dropout rate; and L.

- weaker relationships with the lender. - .

It is interesting that neither the number of loans nor the afount of debt ' .
was in any way significantly related to default rate. — .
Defaulters as a groun have a very loose relationéhip~with the lender
: f//;th‘the lender.
:lany detault\rs are never found by the lender %29n repayment is scheduled

. i .
» - -
. . P ) L .
. _ c !
. : N .
N .

' : 1 2, t . .

°
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from which they borrow. Mary of them do not ever mee




) X " L) - (O @ o u: . .

"s..  to begin. Sixty nercent of - the defauLmers come [rom fam111es W1th no daecount
. g, .

o . relltlonehln with the 1e1der ,only 30" percent of the nondefaulters do oL o

N
- \ )

- \Aq a group, avocatlonal echbole exhibit default rates more than tw1ce as
L hlth .as calleges “and unlver51t1es Vocational schoals that also act: as o L -
direct: 1endere eXhlblt default rates near 50 percent, which is about four - i , i_
times, h10her-than the default\rates for c@&legce and wniversities. Nearly o |
.-Q all of the students who eventually default in: vocat10na1 schools enter with ‘
the 1ntent}6h of qettlng asjob in the1r fields. However, two-thlrds find = °
~the. schools are of no help in plaC1ng them,. and only 17 percent eventually "
end uyp with Johs close to their fields of tralnlng' We cannot conclude that

the ntpblem is a lack of quality ¢m thia;9éatlona1 program, although our - ) N
the Vi3 1ts have eonflrmed th1< in’certdin cases: - : ST :

TMg. e,

[}

oA lem‘.‘.,.ml)'&e N, ‘ - . )
' s R4 - . . "‘g‘ ,1.‘ ] \\ | '
e AT T ‘
IOr the: to”f’dﬁtof aklng recommendat1ons is not a stralghtforward process . N
+eedspecially fora plogran o capié¥ i s objectives and.impacts as ot

» -

P Recommendations requirt value Judgments--trad ffs between,~£or example pro- - “

o Lram cffeetlvcness and eff1c1ency on the one‘h d and- 502131 u1 on thea Ala o
’ EJ{ eq o

3s

other. RMC hae not attempted to. resolve such trade -offs in the recommendat1ons
that follou oft the principle that this would requ1re pof1tha1 deC151ons beyenu ’%[ ¢

o the mandate of a contractor. R o - e T

"

Recommendations .Affecting Lenders’ - - S CoL
. .
ERCIL - ° Lompetltlve ‘rates of return tg leﬁg%rs are 1mportant if GSLP
: investment levels are to be maintained. Administrative
actions that would reduce lendetr operating costs or am in-
crease in the spec1a1 allowance rate both contribute to\
"lender net returns. ‘ . . S, \.: o
@ . Economié¢ returns ‘to 1enders should be 1ncreased 51gn1f1cant : J
if Investment levels of GSLP are to be increased. It does \\
- not appear likely fhat lenders will d1vert additional- funds
. from;,ather investment areas in the absence of increased com-
; o parative ratés of return. Increases in interest Tevenue or -
: reduced lender costs would be steps in the right direction. \

o " Increased efficiency of lender operatlons could be achieved A\ _—
. through OE actions in three areas: ; o \ —
(1) defining due diligence in specific termg,
(2) "redesigning forms and procedures, and- '

(3) 1investigating the £feasibility 8f OE doing more . -
central recond keep1ng, thus reducing 1ender : . _ .

costs. ’ R o 5\)
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Recommenﬂatlons Intended to Reduce, Loan Default - ) M X P oo

- o’ Certain types of borrowers or lgnders should be ellmlnated v S
' from the programﬂlf the current high deéfault rate continues L
& .~ and if its impact is as seriousas it, seehs to be. Although @
- . it is possible that equitable access to student ‘loans may,
o be compromised by such an action, it should be recalled that
other programs (e.g.,»BOEG) are almed at assisting many of . ;
the -borrowers that woﬁld be affected by such a change. : d

. Some spec1f1c suggestlons 1nc1ude addlng the ability to -, §
.’ pay as a criserion for loan eligibility, eliminating voca: aal S
+ . tional schools from GSLP. e11gib111ty, eliminating ¥oca- ;
‘ tional schools as. direct lenders, ‘and- establishing sep-
T arate programs, one for vocatlonal schools and one for
: © regular academld'oolleglate programs ‘”Flnally, lenders =~ -, )
could be.allowed to require co-signers and encouraged - N S
to require preyious family account:-relationships. . : c '

. OE should implement varipus administrative and pollcy T e
S L changes afmed at reduging high borrower default through 5o - “
-+, 1improving the ability tor locate borrowers at repayment . - w i
time and otherw15e improving the ab111tx to collect B _ o o
. loan obllgatlons . '

.. OE's loan collectlon'process on defaulted Yoans. should
'  be tightened up and a harder line taken. ) o

v L S OE shomld establlsh direct contact with the bOrrower L

“ﬂf\j'”*“i*j;w ﬁ‘?;r the student or the school should be, requ1red to
- ‘provide: annual‘notlflcatlon to 1enders about change in - .
‘status and loéaﬁlon.uﬁm@a . . £ 0 o, 4

&

e Con51derat10n should be gﬁveﬁ tO'llmstlng the extent "t

%;u’_ m.,,‘
“%-% which GSLP schiool$ or lenders with exce551vely high de- - ¥ ¥
‘ » ' fallt rate experlence are continued in the program ,d“’-.mwv ’ N ‘
T ° w7 A
- Recommendatlons for Further Research e M T
\ .The' following sugge§¢1ons for further researc ant1c1pat@ further Te- '
Lo qugrements for program evaluatlon and control: ’ ‘ :
I o ¥
A X e  continue, to in roveuthe quallt of’ the GSLP ‘data, base, .
A . w y o
A LW perlodlcally update the flndlngs of thlS sur#ey, :
. o study the operatlng costs borne by lenders ' AR T;;é
%
; £ e - study ‘the operatlons of selected GSLP state:guarantee : Cee
4 . . . agencies, and . » ] }
{ ., 7 e .  exanine the problems faced b? GSLP schools in part1c1- : _ /
~x" . . .. pating in the program . ‘ Lova s -
\ el R S
\ t Y . - ,u‘b ; ' ) TR T B |
Q ‘ . ~' . - l. L\“)(1_11 . ) . . -k ’ g
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tany bf the recommendatlons We haVb made about changes #n GSLP pollcy
. are already belng seriously considered for 1mp1ementat10n-—nartlcularly
those that relate to ellmlnatlng'certaln groups or institytions for eljgi- .
bL11ty “RMC strongly urges OE to initiate studies 1nto the 1mpac s of such
actlong/ both on :the, schools ‘and on the students Srmllarly, somg of the
“recommendatlons mely the establlshment of admlnlstratlve standards. * These
shpuld also bé studled For: example if financial abillty to repay a loan ’
15 add@d as a crlterlon for e11g1b111ty, then . further rescarch into earnlngs
levels that, are suff1c1ent fdr»repaylng selected loan amounts would be
" s esséntial. \f, T Lo ) - ’
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* BACKGROUND OF THE GUARANTEED STUDENT LOAN PROGRAM ' -/

The Guaranteed Student Loan Progr (GSLP) is authorized under ‘the pro-~
v151ons of the-Higher Educatign Act of 1965, Title IV-B, as amended, and is
currently one .of the‘maJor Student aid programs of the Offlce of Education. 1
. The objective of the program i3 to’ prov1de students with a means of f1nanC1ng
part of the cost of educatign.- GSLP supports the goal of, equallzlng educa~
tlonalhopportunlty by helping students ovqfcome financial bafriers to post-

7 seconéarY'educétion. Theﬂprlnclpal of the student loap is prlmarlly provided
by over 19 OOQJlendlng 1nst1tut10ns, such ‘as commerc1a1‘banks, savings and

’ " loan assoc1at10ns, credltwunlons, insurance- companies, pension funds, and eli-
gible-educational[ihstitutioné. Over 200 educational institutions and a few

i“

state agenc1es make direct loans.

o

;b’ GSLP,prov1des federal funds for "1nterest beneflts‘" a special allow-
ance to 1endexs »and payment of default claims to ienders. While the - 7
"student is in school -during a maximum 12- month grace. perlod and during
periods of authquzed deferment, the federal government. pays the total in-
terest .on behalf of eligible students. For 1oans made pr10r to March 1,
1973, students, whose adJusted family income- was less than $15 000, quallfled
for subsidized loans. Under the Education Amendments of 1972, which became
effective on March 1, 1973, interest is paid on behalf of students whose
loans are determined to be eligibié for such payment on the basis of a recom- . .
mendation Tresultipg from a needs analysis made by the school. The special
allowance,‘whicl was authbrized under the Emergency Student Loam Act of 1969.

! e , . @ . .
1. The program is also reféiied to as the Federdlly Insured Student AN
Loan (FISL) program. - For purposes of this report, GSLP and FISL are con-
sidered synonymous. T ' * ' ‘
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" and which may not excded three percent per annum, varies with the condiéﬁon
of the money market and\is pald on the average quarterly\unpald pr1nc1pa1 a
fter August 1, 1969. - - y ’

The .most recent amendneny “to the-lligher Education Act ¢PL 32- -269),

balance of all loans made

whth became effective on June\, 1974, changed the basis for determining

-011g1b111ty for interest beneflts
\ ol less ‘than $15,000 previously werg eligible for interest subsidies,\the_
amendment established a different nee¥s test that, as applied by,le‘dere,'
tended to reduce the number and/or siz
provide for automatic eligibility for ann 1 loans up to $2, 000 but requ1re .
a needs test for-the loan 1dﬁmement from $2 000 to $2,500:

Currently, the maximum individual 1oan may not exceed $2, 500 per acai%ﬁi}
year. The total aggregate loans outstandlng may not exceed $7, 500 for undey-
graduate students and $10,000 for graduate or profe551ona1 study, including
amounts borrowed at'the undergraduate level. -

Any student may apply for a “loan who has been accepted for-enrollment in
an e11g1b1e school or who is alregdy in attendance’ and in good standlng, and
who is a citizen of the Unit%d States ‘or is in the United States for other
than a temporary purpose In most states, half-time studentS-are eligible, Y
but some state agency programs requlre full -time attendance. Residency re-.

”
qulrements also vary 1inu- some states.

Twenty-eight states or private: agencles and the District of Columbla ad-
minister ‘their own guaranteed loan programs . The agencies may contract with -
the comm1551oner of education to reinsure_ 80 percent of the principal of the
]oan if loss 1is incurred by the agency in meeting its ob11gat10ns to lenders
on guaranteed 1oans in default. No fee is charged for the reinsurance: The//

A : Federally Insured Student Loan Program operates in the remaining states.
~add1t;on, the Acf authorizes federal insurance for lendérs operating on

~ 1ntere9t basis ‘for students who by virtue of their residency do not havé

“ access.to a state program. Under the federal program, the comm1e51oner w111

insurc the lender tor 100 percent of the unpaid principal and 1nterest out -

"""""" standing at the time the loan enters into default. The insurance premium

charged is one- quarter of one percent per annum on the principal amount GT“

the loan for the period from dlsQUrsement through the expiration of the 12-

I month perlod follow1ng the expected date of graduatlon . 2

. . 4 .
[}
. . R

- While students with»adjusted family i ncomes

of subsidized loans. These regulations
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By tﬁz’end of Fiscal Year 1975, it is.expected that Oanjdiebursements
totaling $7 billion will have been made to students uader this program. More
than $1.1 billion will have been disbursed in Fig Year 1975 alone. These-
doYlar figures translate to‘participation by over/6 miilion students, 19,000
- - lenders, and 8,200 educational institutions. " Féderal, operatiéns began’in '
Fiscal Year 1968 and the amount of insured logns increased rapidly dufing
the succeed1ng six f15cal~7ears . Although loan volume increased ik all typesA
, of educat1onal institutions part1c1pat1ng in GSLP the specialized and voca-
. tional (proprietary) sector increased its part1c1pat10n most rapidly. It
accounted for $2.9 million in loans in Fiscal Yedr 1968, $19.4 million in.
F1scal Year 1969, '$15.2 million in Fiscal Year 1970 $143.2 million in Fiscal :
« Year l97l $242 2 mkllion in F1scal Year 1972 and $218 2 million in Fiscal ‘
. Year 1973 / With this growth in all sectors, there ‘has been a corresponding ‘ :
1ncrease in 1nterest beneflts and special allowance ‘payments as well as in
.claims payments, for.death, disabi ty, bankruptcy, and default. In fact, L
' because these paymefits have increZzed so rapidly, it has been progressively
; i _ more d1ff1cult to, estimate aceurately the amoynts that should 'be requested in
' the Pres1dent s Annual Budget to operate the Student Ldan Insurance Fund (SLIF).
\\*; g F¥r each of the’ lasd"Several years, the Office of Educatlon.has requ1red '
" far more money than originally requested for payment off its GSLP obllg@t1ons

Because of this, OE initiated research activities (includirg the present
RMC survey) té better understand the lending/default process and go develop

XE;}fEr data/technlqges for estlmatlng GSLP revenues and expendltures. y
/ PURPOSE OF THE STUDY -~ ., e .
. MTh general purpose ahd specific research obJect1ves .of thlS study may be

' best; understood by br1efly examlnlng the conditions that prompted 1ts initia-
t1o£gby e Offlce of Education. Before and during the prOJect formulat1on
period, an 1ncre351ng number of questions had ,been ralsed concernlng the cost .
and effectlugness of the, Guaranteed Student Loan Program. Federal costs _were
increasing stead1ly for both its 1nterest subsidy and re1mbursement to‘lenders

when students had not fulfilled repayment obligations on their loans (i.e.,
defaulted) Of even greater concern was the unknown extent of future federal
liabilitigs that- were implicit in new or already issued GSLP loans.  In parti- \ P
cular, it appeared that default rates were increasing to levels far above ex-

pectatlon and _had already caused several supplemental approprlatlon requests T

_to cover unexpected GSLP costs. In addition, there was increasing concern that

18 -




the program would be’ able to fulfill its obJectlve of providing substan-_
tial financial a551stance to college students becayse many lenders were re- .
duc1ng or ‘eliminating their financial part%c1pat10n in GSLP (due to dlssatls-
. . factlon as well as a tlghtenlng money market). Furthermore, the very hlgh
y \defauﬂt rates for certaln demographic -groups and types of schools raised ot
\ several questions of eff1c1ency and equity (e.g,, Was it !fair'’ that large '
. \ percentages of certaln types of students were refusing to repay their lpans?).
- Addresslng these issues and queétlons was compllcated by the lack of
adequate. data from existing 1nfonnat10n systems malntalnedfby the Divisien
" of Insurced Lodns (DIL), the group within OF with operational responsibility
l “far GSLP. Lven though Iérge computer—baséd files were main@ained on all; .
g 1oans ever granted by GSLP@(bdmh federal-and state guarantee parts), there
. were two 51gn1f1cant dlfflcuLmles (1) much of the infbrmation needed to

address current issues was nbt currently collected, and (2) some data in exist-

\

@ng files were pf qucst1on1%le quallt) since theére was“often a.-cofsiderable
.l avoidunec or 1/2 in lender and 5Lh001 report1n& of status‘changes. It is dgalg'g
this background. that OF (spccifically the Office of Planfing, Budgeting, and
/// Evakuatdon-OPBE)_initiatqd two projécts related to*GSLP. Tﬁe first was to
analyze existing GSLP data files on default relationships and to develop a -
‘Loan-;stimatiOH‘Model that would allow‘projection of OF future cash flow re--
quircments (for 1n;erest,and default obligations) based on the present mix
of;rclafig;;?lps_gf .GSLF loans. The second study (RMC's presgnt contract)
required t collé@tlon and analysis of new data, spec1f1cally a, comprehen-

yive survey of “a. rép;esentatlve sample of GSLP lenders and borrowets, This

o survey was 1ntended td dhtaln txpes of data not otherwise avallable,'in-“

“y;

haet®
Pyrvin, s

an&‘“l“enden.w
iftems of

cluding rcpayment detallb borrowefs*\attltudes, lender procedures

, attitudes. At the same tlme this survey would validate certain

N.‘,«mmw

<
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the ex1qt1ng data base aﬂd obtaln scveral data 1tems.needed ‘to estimate para-

meter values (or reflne earlier estlmates) in the internal relatlonshlps of

. the Loan Iistimation Model being developed by the first project,
\ , S ‘ N '

\e

1. More recently, this organization has been renamed the Office of
Guaranteed Student Loans. In this report, the older title,.Division of-
Insured Loans, is used. o .
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-~ In summary, both of these projécts were designed and superV{sed by OPBE
to improve available data and knowledge about the GSLP loan/default process
and to explore the rmportant issues that are critical to/ongoing policy de- | .~
liberations in O and Congress concernlng GSLP. While ofh”are exploratory
and one-time in nature they will add con51derab1y the limited hase of
. knoyledge about the student/lender process. '

During the early ppases of this projeot, and OPBE expanded the gen:
eral purpose of the survey into more specific objectives that could serve ias
7 guidelines for the subsequent questionnaire de51gn and data analysis act1v1-
ties. The follow1ng paragraphs summarize this information.
" The lender and borrower surveys are designed for three general purpose :
first, to collect information for' the Loan Estimation Model t ‘ot cur-
rently collected; second to collect program 1nformat10nztﬁat is currently
‘collected;, .but for which there has never been any/?orm of validation, and,
third, to collect ‘data that will be used to better understand the possible
causes of fncreas1ng loan defaults among student borrowers. * ‘

4The_spec1f1c obJectlves of the lender survey are as follows:

' :5 o "
C (1) - to expanﬁtogﬁtbe information lenders currently report to the
- Office of Education, particularly for data needed on a one- - L
e basis for OE's Loan Estimation Model;- N

,’kZ) to determine lender experience with loan defaults that w111 S
- be used both to validate the OE file data and to assess ~
certaln qualltatlve aspects of the loan portfolio; ®

(3) to detgeimine Some of the important procedures re1at1ng to
‘ lepger dm1n1strat10n of guardnteed loans-—-that is, the .
approval, servicing;.amd collection of such loans;

(4) to estimate”some of the primary costs ussoc1ated with the
administration of guaranteed loans; and -

-(5) to determine some of tHe opinlons viewpoints, and more
e, TOTMAl policies that constitute lender responseg, to the _
structural and administrative requirements of the GLS -
 program; and

' (6) to determine certain aspects of borrower repayment cx- - 3
4 perience with lenders, including the setting of repay-
. Jment terms and amount of monthly payment.
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Related to each of the specific pbjectives of the survey are numé rous 1@?&
pélities, procedures, and.administrative»variations'that are important for ,%gjf
a more complete knowledge of the default phenomenon, but for which a ques- 'gng
tionnaire is Aan inappropriate instrument. The study design thereforé in- h'ﬁfif’ |
. cluded exten51ve interviews at 40 lending institutions, with each 1nd1v1dua1 §o
‘1ender or group of lenders crosen in relation to a particular aspect of the Qé;“
‘default process or a particular set of -questionnaire 1tems for'whlch RMC ) e
“ished to gather additional backgruund information. W’ o
Te lender and Lorrower data are also related to the OF Loan Estlmatlon ,‘
Model. The Guaranteed Student Loan Program currently,;olleets a largg o ,}'
amount of data relating to the characteristics of the borrowers (including T
the characteristics of their'loané), the l'Qding institutions, and the educa-:f
tional institutions attended (which are sometime§'also the lending institu- [

tions). Theser data,are ppart.of the individual loan transaction records, g
parts of which are retorded in,fivehseparate computer files maintained to 7: ,
pfov1de processing flex1bllity for- program operations.. - S
However,®the usefulness of the GSLP Loan Estlmatlon Model is d1rect1y

dependent on the validity and rellablllty of these data, which represent .
over 5.5 m11110n loans, to over 3 million borrowers. To the extent that the
recorded data do not accurately represent. tbe actual characteristics of
borrowers, loan transactions, and 1end1ng and educaﬁional institutions,  the

' Loan Estimation Model will ﬁroduce dlstorted foredasts of future defaults,
interest Hepefits, and pre 'um income. Presumed/inaccuracy of data may be-
partlally caused by deficierncies Fnd problems in &he data delivery and re-
cord1ng phases of the GSLS 11 system. The 1ende# survey-constltutlng an
1ndependent _randomly atraé f1ed2representat1ve Bample——was 1ntenéed to
reveal the ruugh d1men51ons of data lnaccuracy ﬂrom the GSLS II tlles cur-
rently being used by the Loan Estlmataon Model:) In addition, certain bor-
rower repayment and frnanc1a1 data ﬁh ;'the program,does not collect were

‘ obtained. These data relate to a:sumptlons about the distribution of de- o
'fault claims over “gtime (partially a functlon of the length of repayment

ns) ;and to the employment and income- characterlstlcs of repayers on the
ind and defaulters on the othef', o
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S\M-‘IPLE DISIGN N\

The sampllng plan flowed\dlrectly from the study's primary interest in .
’nthe GSLP repayment and default processes. The universe was therefore defined -
- to 1nc1ude borrowers and assoc1ated 1enders who had obtained federally ™~
guaranteed loans (including state guarantee hgency 10ans) "and who had one '
or more loans converted into repayment. This included borrowers who had

- ever become obligated for repayment (even if they never started repaying),

' and those who had already fully repaid their loans.

The research design led to the heed for ‘a representative sample of GSLP
lending institutions and a representative sample of GSLP borrowers who had
reached or completed the repayment stage. Mail questlonnalres were designed
and sent to sample slenders. Included were a Part I, coverlng‘aggregate ‘
'institutional operations, and a separate Part II, covering the behavior‘o}
oach sample borrower associated with that 1ender. A separate questionnaire
was also sent directly to each sample borrower. However, a 1arge propor-
tion of invalid addresses-and many nonresoondents resulted 1n a poor overall
' ~ " 1 Tesponse, particularly for the most important subgroup--the defaulters.

| " The resul ing low pre€ision of estimates from-this direct borrower survey =
limited its ysefulness, and this report draws only on the indirect borrower(
data supplied by 1enders.1 In any case, the sample was drawn to represent
the borrowers in repayment that could be (and waa) used for a direct survey.

‘The only usable sampling frame for the survey was the large data-file - \//<~ﬂ\‘

on ﬁSLP'partrsipants maintaineduby the Division of Insured  Loans of the
Office of Education. A series of separate, byt interrelated, computer files
are maintained by DIL covering all GSLP loans since the federal program
started in 1965. RMC prepared a consolldateduundupllcatpd computer file
of borrowers and -associated lenders with converted loans to usé as a universe

' . . - “ : \

e ’ H

data was proV1ded by RMC to OPBE for internal use. See A Su of Lenders
and Borrowers in the Guaranteed Student Loan Program, RIC Report UR-228,
November 1975. ) ] ©

|

} o N

1. A separate report 1ncorporat1ng analysis of the d1rec borrower survey
|

|

|
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for sampling (since most DIL files are kgpt by individual Joan and do have

overlaps). Borrowers were selected £6r this file if there was.a. reason to P

have eptered repaymént status, even if @ confirmation of the status was not

on the master file. /ThiS/ﬁ;gsedure wa, adopféd to avoid possiﬁle bias from
certiin hoerrower types not being properly updated on the central OF file,

cven though it was reco ,'2éé_that some sanmle members drawn from this.uni§er5e
would be dropped latefffii;nitiai status confifm%;ions from lenders indicated
them to be deferred'or otherwise not ye@llﬁable for Tepayment. The resdlting
total number of borrowers in this universe file was about 1.5 million.

gxpect (based‘on such fgézgzi/as/éxpecte graduation. date) that they should.,

The universe file was processed to produce ar cluster sample of approximately
10 borrowers from each of 6§00 lendérs.1 Although the detailed procedures
were those best suited to.computer pperations (since all sampling was done
that way), the ré§q&;@n£ sample wasvdeéigned to satisfy standard statistical .
rules and criteria. , : . .,

With respett to lender data, Ienders were sampled with probability pro-
portional to the number of borrowers who had reached repayment status. Thus,
a lender with 1,000 such borrowers wodld have 10 times as much chance of
sclection as one with only 100. This ipproach of oversampling .the large ¥
lenders tended to reduce théisampling ariability of aggreﬁate estimates
since, in makingresfimates, theirepbgt_pf a lender with 1,000 borrowers
was rultiplied by a weighting factordonly one-tenth as great as that of a
lender with 100 borrowers. It was believed that a sample of 800 lendipg
institutions selected in -this fashion would be adequate to provide the de-
sircd data-by the"major types of lenders.. To ensyfé representativeness,

ey
.

1. Initial examination of the lender data base indicated a sample of
-more than 10 borrowers would be needed for a few very large borrowers to

\\\ avoid le sampling rates for them.  RMC was prepared to hold special dis-

cussions with those few lenders to gain their cooperation, but no signifi-

cant problems of this type were encountered. The number of borrowers per ,

lender was not important for analytical purpeses since the Tresponses were

not used to estimate characteristics of that lender, but rather for examining
. the universe of borrowers. in repayment as a class. -

R . i -

s . * I
2 o E ‘-'"'y’*z ¢
* = \‘% T e
. ! P & .

l 23 R .

' . N . 8 s K ) {';
g : ’ : S~ . BN e
Y - , - , ¢ . - .

i




v - a N - -
-
. ' ‘ | r o .
. . ) ‘, .
B . ., ;* ,

. . ) e 5, . , |

T ’ ‘. .

. hY £

€ " oo ?
. ‘ " BN P ST
. . . r ‘ i

u},"“b
the sample of 1enders was stratified by all 13 lender categories even though
-\,flt was known that tabulation and ana1y51s was only feasible for’ about six or
seven composite categories having sufficient samp]e size. It was not posslhle

to specify the specific,categories until the sample data had been examlnedv
Since lenders having over a specified number of’/orrowers in repayment were
‘selected with certainty, the sampling variation was reduced. Thus the
srange of variablllty of lender size within a lender category must be con-

51d$red along with the absolute number of lenders. \\\ )

The general appreach was that 1enders were ordered by type of lender and

ZIP Code and then a systematic sample was taken w1th.the aj propr1ate skip in-
tervals of borrowers. Singe the skip interval was expect d to be about 2,900
(1.5 million dividex »by 00), this meant that any lender aving over 2,000 "\‘\g::*\\
borrowers converted to repayment was sure to be in the lender sample. For f
categorical data--i.e. , proportlon of borrowers associated with lenders. that
had a given characterlstlc or proportions of lendets with a given charac- )
teristic--the sample size was de51gﬁé to produce standard dev1at10&s of 1ess~\\
than two percentage points. For aggr:;ate data,/zuiinas total loan volume by
~year, the sample was expected to be quite e ient, but the sampling errors
were not known until estimates were made fIx thngUrvey data.

It was further felt that. there was~a need to verify the eligibility of the
i e.addresses were requested from the lender.

selected borrower 4t the sam
The need for ver1f1catloﬁ'of current borrower status stemmed from many indi-~
’catrzgia;;it’;he”chP maSter files used for sampling mlght be out of date
rorgi:; s1gn1t1cagtjamount3”“TTff@greerfors concernlng the e/} ibility .

Perererrermar e nen
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j>/§eiected borrowers
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The borrowers itrthe _survey were selected by a systematic samp11ng pro-
7 cess from the borrawers converted to repayment in the.selected lending in-
U stitutions. Thgs'process ensured that each borrower within a stratum who had
reached repayment status would have the same initial chance of selection. It
was planned that a sample of about 8,000 borrowers would be drawn. The

chance of selection would then be on the order of 1 in ZOb,icorresponding

to a borrower file of 1.5 millicn. If data for each of 8,000 sample cases

t | . "
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were/ébtained, it would be possible to geke estimates for the entire file

by giving each sample return a weight of 200. However, we did not, of course,
xpect to get data for all 8,000 sample borrowers. | . S

We emphasize that, although the cluster sample design Qinimized the number

: iof lenders that had tn be contacted for borrower data, it did not mean that the

sample of borrowers was disproportionately concentrated in large lenders.

" Since 4 sma]fer fraction of borrowers was taken from a large lender than from

a small one, each borrower had the same chance of selection regardless of the
size of the Tender with which he was associated. Overall probability of
being selected was the product of the probability of the particular lender being

~selécted and the probabilitykof the selection of that borrower from among

that lender's eligible group.  The borrower sample should give adequate repre-
sentatlon of any ¢lass of borrowers constltutlng 10 percent or more of the
universe. For example, if the universe contains 10 ‘percent from proprletary
vocational schools,, the borrower sample should allow proper estlmatlon of p_f
the characteristics of that group. - S _ *
The recommended borrowér sample slze was chosen after consideration, of
its effect on sampling variance. In the’unlverse of spec1f1c borrowers, we .
had various universe control counts, so the sample need only be used to
estimate proport{ons. Since the sample of borrowers was clustered within each p
institution, it will have a somewhat'larger variance than would a simple‘,}
random sample of the same size. On the other hand, the systematlc natire ¢
of the sample should produce some galns of strat1f1cat10n” For an est1m1te ﬁ? _
of a propertion (p) of borrowcrs who have a given characterlstlc based upon R
i responses, the standard deviation is governed by the relationship; ) T

= p(l'p) ’ A 4
P p no.
Thusg, an estimate‘of an upper bound on.the tahdard'&eviation can be made by
assyming the ‘cluster sample doubles the variance, p equals the worst case of . g
0.5) and 2,500 comp eted questlonnal es w e rece1ved The maximym standard
devratlon is ‘then Qr

!
..\. o

14 or 1.4 percen ge 01nts
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QUESTIONNAIRE DESIGN

" To implement the surtéy objectives,'it-was necessary fdr'RMC to design
and test questionnaires for collecting data about GSLP 1énders and borrowers.
The following paragraphs'describe/that design process.

" The two quest1onnalres were developed in several steps rklng with >
the original materials from the RFP, a list of maJor polliY"l sue//ef concern
o OE was first drawn up and spec1f1c research quest1ons WETE [41d out. _
Preliminary consultations were held between RMC staff "and OE personnel who b
deal with GSLP loans, in particular with repayment terms and claéas. Working

'with informatioh'already available in OE records, it was determined_that the

terms of ‘repayment per se were not of central importange, as had or1g1na11y
been thought since a very high percentage of borrowersAWho were repaylng were
d01ng 40 at the m1n1mum monthly rate. Rather, the problem of the default
phenomenon--1ts frequency, the reasons for its occurrence, and the impdcts

it might have on such things as lender participation--was determined to be

ﬁf the Jevel

of participation of lenders in the GSL progfam was singled out a, the p imery
focus of the lender survey.

a central focus for the borrower survey. Similarly, the concept

|
d

j /
Thus RMC project staff, workl p imatrilly with the project m?nltor n

OPBE, compiled potential questions thatfwere intended to address these-major,
‘issues. For instance: What are the majyot

ctors that might accpunt for

borrower default7 Do default rates differ s bstantlally between types of oo 8

school attended? ‘What -factors tend tq discourage lender part1c1patibn-3f "

cost’ of handling these loans compared jwith hers, experlence with having-

/ W
Working with these questions, RMC staff”“seﬁb{ed a first,wo king draft
questionnaire that laid out all the irforma 1on required to addre s the ques-
tions ana gave tentative foxﬁlt&lthe cuestlon themselves~ These first
versions were quite lengthy and. ‘were sed to afid in the furthdr spec1f1ca
tion of priorities for the study. T e-drafts yere reviewed by OPBE, by \
RMC.staff and management, and ﬂy Consultants fam111af\w1th ‘the, policies and -

}

many defaults, low returns on loans? >

=
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\officers of a small mumbet of lenders in the Jocal area were interviewed
informglly to determine how burdensome some of the proposed questions_ for’
lenders would be and whether questlons of confldentlallty of information

- s

rould be anolved 1n mounting the surveys. .
] *

RMC ‘stdff thcn redrafted the 1nstruments, taklng into"account the need

to reduce respondent burden by reduc1ng ‘the length ol the items and focu51nx

on prlorlty items. A second working draft was assembled and c1ftulated
tion of student®loan programs, as well as within OPBE.
ments on thlS, -a slightly revised ver51on of each inmstrudfént’ (the revisidns

malnly corrected errors in R‘ at) was used’ for pretest purposes.
the Otfice of hducatlon(g&dﬁided RMC with a list-of 16 iendhng lnstltu—

e

tions acros% the@gountry. . The 1list 1nc1uded the name a?dgtelephone number

of a coﬁtact person at eaeh bank. Nine of the lending
oth Part I and Part-

'Each lender.was asked t note any axeas of

tacted and eight agreed to assist in the pretestlng of
IT of the lender questionnaire.

ambiguity and to suggest any improvements. Six of these pight Institutions
re5ponded w1+h1n the necessary time spa ,

1

The pretest proveq to be’ extremely helpﬁul in po1nt1ng up broblem areas.
These d1ff1cu1t1es were Ebr(\cted 1p the following ways:

s -

(1) Questions that require  tog, ‘much detall or that were a .
*burden to complete werf\pared down,to their essentlal

) . components. ) s
(2) ,Questlens to which mostupartrc1pants could not provide _
_answers were eliminated if not critical to the analysis.,
. N
5 ..(3) Questions that were reduudant or irrelevant. were elim~ .,
- - inated, R Lo Y .
. ! hRE. I ' °
) Questhns that were amblguous or coffusing were clarified-
: and refined. f”q_n;
..+ (5) Questions that had 1nadequ&tq response categorles were en-
larged. , . . - R

within the offices of QE concerned wigh program development and admlnlstra:

" While awaiting com-

]

énstltutlons were con~

IT
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B o ~ 'UNDERSTANDING THE STUDY'RESULTS - L.

. 6 e . v

STUDY LIMITATIONS | o .

?
1 . To understand the'resul%s of this study, it is essential to~bear in mind the
' complex1t1es and d1ff1cultles 1nherent in any study that “rests on the collec~ %
-  tion of loan 1nformat10n from lending 1nst1tut10ns and borrowers, - Many of
~ these featuyes re51de in the details of the pnocesses by which data were iden-.
_-tlfla@,and collected Appendix: A is a detailed descrlptlon of. the field pro-
cedures that were used in this project, and the reader is urged to read that-

» /&aescrlptlon carefully. However, for those whose time and interests w1ll not
bermit this, weé present here the key features of an 1nformed assessmént of the . S
quality of data collected and stability qf the conclu51ons drawn in the course

“of this study. R :

To prevent thé readef\s comlng away from this discussion with the wrong . /
conclusions, it is useful to re1tera{e that' these complexities and difficulties
are characteristic of many stud1es of this sort. RMC's preparation of con-*
clusions and recommendatlons has taken these pbssibilitieg.into\account. Even
though. these<llmitation were” cognized by OE and RMC -in advance, this sdrvey ‘
was initiated because dath about GSLP were not otherwise avallable and thls g :

“ was con51dered the most feasible ‘way of obtaining that information. Of. the o
'#,*{ potentlal’llmltatlons nonresponseiblas is the most significant. Con51derable |
=" attention has been given to better\understandlng its 1mpact The other quall-

fications appear w1th1n the range, of‘aCceptablllty for studles of thl% type '

‘and are not expected to have 51gn1f1ca~t impacts on the study conclusions.

A Immedlately follgglng are br1ef disch sions of the major 1ssues 1mportant

\ngﬁ_ “t0 understandlng the s tudy results. The)" al sections of this chapter examine® . .

k‘ o [if
the more 1mp01tant of these at greater leng h._\% W ’ s i
- Y ) {?’* a ,::‘ ' ‘;“; e "
R N . N
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Sampiing Process = - : ' .

¢ »

For both lenders and borrowers, it was obviously necessary for this s
survey to address a sample of paréiggpants. Whilelany sampling process
introduces the possibility of errors, this particular source of limitation
is relatively small and controllable. As diéhussed*elsewhere in this re-

LR
'\\uport RMC  prepared h~carefully structured”étratified sample of lenders and

I ]

[

borrowers from the universe _of all GSLP part1c1pants who had ever become
liable for repayment, as indicated by the master data File at the Offlce

of Educarlon, Although this was, clearly the best. unrverse available for
sampling purposes, the file apparently misclassified some participants and -
had incorrect or missing dara&elements for others. Therefore, the universe
represented by the sample used may be slightly different from the un'i\_;erse~
of interest. All things considered, RMC does not believe that the 1im§fd¥

T

tions produccd by this éampling procedure are of major cconcern.

Nonresponse Bias . o oo

s

Thespurpose of the sampllng process is to e inferences about the gen-

eral population (the universe) from whichthe sample, was drawn. We would ’
therefore like to‘be able to say that the characteristics exh1b1ted By the .
sample\respondents are representative the general survey: populatlon. ) ‘
This statement rests on the asstmption’ thatb he response phenomenon 1is ran-
dom; i.e., -all the ‘people in the sample have an equal oppor;unlty to- respond
uﬂd have exercised it. o :
Although this is generally not true, it appears to be a very. reasonable, .
' assumptlon in ‘the cases of the lender survey and the survey of borrower data
supplied by lenders. =~ . ' ‘ o A
_ First of all, the 70 percent of the 1enders in the sample who returned
questlonnalres represents a substantlar ngorlty ;and 1nc1udes 18 of the 20 .
largest GSLP lenders in our sample. Secondly, the known reasons 'for not, com-
pieting the questionnaire do not point to a systematlc deletlon of certaln“%”;;“
lenders<from the sample (and thus any systematlc source’ "of bias). No adJust-
ments for nonresponse b1as were theréfore‘nmﬁk;;ﬂ;;-~
tions or attributes because these adJustments woul

value to the data. : . “ —

e_data on 1ender opera-

S

- y . RN 4,,‘ R
o, -6 . v e
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leen that no 51gn1f1cant sources of bias are. apparent ‘in’ the lender .
survey, the. only way in which biases could appear in the borrower data would

" be @s a result of lenders' systematlcally not supplylng data on certain
. classes of bdrrowers. In ‘this regard fhe only systematic patterns dis-

. covered by’RMC were:- related to the 1ender s recordkeeping methods: Certain ) ©
lenders tended to destroy or put in 1nact1ve storage the records of loans " . ¢ ;\\
that were pa1d off (whether normally or by default) and were unwilling to’ , :
retr1eve the 1nfo§mat10n requested by thls survey. Lender responses about’ - =

1nd1v1dual borrowers covered about. 60 percent of the original borrower
sample. Coverage of the borrower responses was ‘compared with the’ original : _"3
sample to investigate for nonresponse bias and adJustments were made where
significant ‘response differences were found (all adjustments were small) "

Q 4

Ttem Norresponse oo ‘
A somewhat different type of nonresponse bias‘isfcrea;ed‘when.particular

questions or groups of questions are“left unanswered on a survey form that  °

is-.otherwise usable. This presents'llttle dlfflculty in’ the tabulation o S

) . ) 1
process since only the. valid answers are tabulated and data summatlons can ' B

- be expressed in tewms of percent of those respondJng to a glVEn questlon -
- However, the" 1nterpretat10n of the data results may. be weakened since ‘the
effectlve sample size for part1cu1ar areas of 1nqu1ry may be reduced by
% such. items of nonresponse-.- e e ‘ e e ,
"The 1ender replies often 1ncluded a 51gn1£icant number of unanswered St
questlons. “In most cases, this appeared t¢ be- because the'lenders did not
. maintain their records such’ that they could canenlently answer a given .\::\

questlon.1 Somexlenders commentted that thay were too-bySy to look for the‘ 8

. 1nformat10n ‘or even to est1mate it séparately - The largest category of in- N
L]

| compLetc nswers wds from the Part It form of the, 1endefs' survey, wh1ch ' \ff
1 o N a\\ﬁi 'i e , ‘-~ - R o
- ® 1. Somé of\this effect was expected since one questlonnalre had to i T

bé designed for tge. with many stypes of lenders (from small credit unions
 to the ‘biggest banks) who kept theit records in many ways and at different °,
Tevels of detail. . . -
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or, did not otherw1se meet- established criteria for vagid data

requested‘information about individual samplc borrowers. A Iarge/nUmber of
these were returned’ almost totally incomplete, because the lender/did not

have records ava11abLé on the borrowers. 'In some casés, this wds because the

lender could find no tecord for thé loan. However, the reason for this was .

i usually besause the 1oan had been fully repaid (by gtatip or borrower) and
' therefore the records had been destroyed ar put in dead, storage. RMC was

careful to make maxjimm yse of all data prov1ded but we were not in ‘a

" position to go back to individual . responoents and ask a second tlme for

specific data 1tems that werc. m1551ng . -

Hd

fIncorrect Answers

v
-

An addit jonal COHtflbUthH to low data quallty gccurs if the respon~ 5
/demtt proviaes an incorrect answer o one or more questions on a (ompleted
questlonnalre.u Although RMC has .no way’ of knowfng how often this occurred,

‘ spec1a1 attention was given to mlnlmlzlng this "factor where it could be

observed AlL.survey responses were subJected to computer ed1t1ng that

checked, for 1nva11d answers.-that were outside prev1ously establ;shed ranges.

This ed1t1ng
process also identified errors caused by imcorrect data trahscrlptlon,
punching, or computer processrng
rected.

key-
These errors were then checked *and cor-
-validation study, RMC has no way of determining
whether the- respondents told\the truth; as.long as the apswers appeared
reasonable they were accepted as correct statements,
tudes and’'opinions,

Short. of a separa

In the area of &ttl-
ve were partlcularly interested ifi the behav1or of the

respondent even if that Behavior was determ1ned bv nerceptlons that

»
9

reallty, were not correct “‘;,' o

« Y hd

- ’ v
» .

Another factor that must be kept 1n mind when 1nterpret1ng the results

" of thls survey and, the conclu51ons drawn from them is the timing of the

e

survey. All of the stat1st1cs and most of ‘the‘opinions in thls sUrvey "

relate to aqperlod several months prior to this £inal report. Statlstlcal

-data for ]oan status and other finantial data were requested as of January \

1, 1974

v ’

a1 S R
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Since respondents were completing the survey about six to eight = . \\\ o
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. the lenflers the most current statiis and address of each borrower selected

" readily ayailable in their record-keeping systems. Most-lenders had records

.. months after that .date, the rvesponses from some lenders probably reflect
. their sté\hs_and -attitudes at the time they filled out their questlonnalres°
. In addition, the present ﬁrocedures for GSLP are somewhat different from

what they were during the response period: =3It is also certainly true that
economic condltlons continued to change, some for the better- and some for ™

‘the worse. These changes probably affected the f1nanc1a1 situations of

both the lenders and the borrowers. However, these kinds of lags are 1n—
ev1tab1e in a survey of this sort because of the time required to de51
the survey, obtain OB cléérance obtain responses, and write the flnal
report

Although changes in economlc condltlons and program regulailons have
occurred, the major problemEQbf rising-defaults and lender relatlons Te-
mdin, RMC believes that thls normal timing 1ag does not 51gn1f1cant1y re-
duce the usefulness of the results and conc1u51ons of ta1s study,
RESULTS OF INITIAL REQUEST T0 LENDERS S , ' “

As mentioned earlier, a two-Stage proéess was designed to secure from
for the sample. .This provided an bpbortunity for, validation ofkcertdin GSLP
data and deflnltlon of tne borrowers - tm be covered by 1ater detailed ques--
tionnaires. Follow-un requests welre sent to tﬁese 1nst1tut10ns as required,
and eventually responses were received from all but 30 of .the 784 sample

”1ender§‘ Approx1mate1y 97 pércent of the sample of borrowers was. accounted

1
for by this lender response The remaining 30 lenders were sent SpeC1a1 re-
quests for borrower addresses along with thelr:questlonnaxres.

5

' 1. RMC cannot be sure of the 1n¢1dence qﬁ the reasons ome lenders gave

~ for not sending addresses. for all sample borrowers. RMC received comments - ‘
from, some lenders, but cannot be sure .f the 1mportance or extent of these '

reasons’ among all nonresponding lenders. Based upon' telepone calls and
writtén comments, it appears that many lenders#did not have the addresses

for "closed'" loans (fully repaid by borrower or GSLP) in inactive storage
and were unable or urwilling to search thdt file system. Of course, many
defaulters were in,that status because the lender was unable to find the
current 1ocat10n of the borrower. ;

32 - .
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The responses provided by lenders constitute one important result of -

this survey and they are presented in Table 1. °All the categories are self-

exnlanatory,:w1th the possible exceptlon of columms 6 and 7.

Mere the

1end1ng 1nst1tut10n indicated 1t had no record of a borrower, two subcate-

gories were established by RIC.” Tf the bank indicated it had fully examined

its recon@iwor otherwise indicated it had exhaustéd its ability to check,
the borrower was recorded as classification.6 and no further follow-up by

.RC was conducted for that instituinn, If, however, no reason Was giyven

for checking™'mo record, " the borrower was categorlzed as 7 and questionhaires

and other follow- -up activities. were carrled out by PMC,

This approach was

used because RMC Had indications that many of the "no record" de51gnatlons

by lenders involved records in dead storage or similar s'tuat&ons.
honed that additional follow-up with questionnaires would

(category 6), a printout'by individuals was provided to OE so further inwves-

fivince these™
*lending institutions to pursue the matter further., For the "no record"

tigation-of tine true existence of sucH loans coukd be -pursued by OC if

’

de51red

Lable 1 reveals that only about 11 nercent of  the borrowers were not

covered by addresses, with the bulic of these being from the "no record
/ _

mIt was

-

£y

exists'" category. . ) '
/ .
v
T, Table 1
BORROWER PROFILE BASED UPON INITIAL LENDER RESPONSE
Bbrrower Status Indicated by Lenders
/ . ' "
3 o . 6 7
- (Blank) 1 2 Default 5 Ng Record | No Record
Category " No Status In Paid (except 4 Not Yet (no No Record
. Indicated | Repayment | In Full | deceased)| Deceased Due follow-up) | (follow-up) Total
With Addresses .8 3,158 | 1,988 736 22 | 1,128 22° 782 7,150
" S
Without Addresseb T 22 314 43 15 9 107 415 926
Total 9 3,180 2,312 779 37 1,137 129 -~ 493 8,076
Colum % of Tetal 0.1% .39r4% 28.6%, 9.7%1 0.5% 14.1% 1.6% 6.1% 100%

Q

ERIC

Aruitoxt provided by Eic:

a. lenders piovided addresses for some horrowers for which they did not provide a record of loan stutus.i

-

o

L]
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The second biggest‘category is "paid in full," which, of course, covers OIZEY

" loans and many lenders who no, longer keep records on such individuals. All
» things considered,

believes that fairly good results were achieved in this

o

Two categories of barrowers were not uséd further in RMC's studly as a resuit
of the information received from lender resnonses. Category 5, ."not yet Jdue for
repayment," concerned thos

ment status and therefore weke not pursued further. This amounfed to 1,137
students, or about 14 percent.\ Category 6 was also dropped. This category en-
“compassed borrowers for whom no ecord existed at the lenders and, therefore,

no addressés could be obtained fo them by RMC (except for the small number cf
cases where tie lender provided an address), despite checking "no record of loan
status exists." These two groups were not used furthet for thersurvey since it
_had been decided earlier that the lender-reported loan status was more likely: to

be up-to-date. Based upon‘this assumption, neither group of studengg should hove

oeen in- the 1ntended sample of borrowers known to be in repayment, but there was

incomplete 1nformatlon to“know thlS when the sample was selected,

Table 2 tabulates the borrower sample in a dlfferent way (The vertlcal di- '
men51on lists the loan status of the students as or1g1nally identified on the
master control file of DIL at the Office of Education. ThlS is the cétegory by '

which the borrowers were originally identified and #$ampled, although at that t1me =
we knew that some of the classification data were incorrect or oyt of date. TheA

other dimension, identified by coiumn headings, lists the loan stat ; ?nformation
reported by the lenders for the same students. This cross- tabulation\
type of Va11d1ty check on the loan status data as reported-afid malntalne
trally in the Office of Educatlon The cross-tabulation of Table 2 covets th
fu%l 8,346 students sampled' The approx1mate1y 350 borrowers covered by the 30

nonresponding lenders have heen comblnéd in the f1rst column (1ndlcated by '"no /

sistent with Table 1, although a slight difference ex1sts because the tabulatjion,
was: prepared"at a slightly different time. '
One significant observation concerns the mumhgr of defaulters. As expe¢ted

a significantly larger.-number of defaulters was identified by lenders as‘o?bosed
- 2 ' ‘

code" for the purposes of this tabulation). ., This 1nformat10n is generally cozf

34

students not meeting our criieria for being in repay-
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"1 I
Jabic 2 ?
. . ‘. . -CROSS-TABULATION OF LOAN STATUS .
ﬂ Lender Reported Status
2 = o N ~No Record
. Defaalt ) - —
O Reporred | 41 ufhe In Paid (except p Not Yet No Row
Loan Status 1 (N"Cide) | Rempvnent | udn Tull | deceased) | Meceased Due Follow-Up | Follow-Up | Tetal
N, 3 ) 0 1 ) (U 0 1 1 14
) INefault-Teatd 7.2 0.0 0.0 7.2 1.2 0.0 7.2 7.2 0.2
(Coue O or P} 0.3 V.0 0.0 0.1 278 0.0 0.8 0.2
- 0.0 0.0 0.1 0.0 0.0 0.0 0.0 0..0
o 0 0 0 7 0 0 0 3 10
gf‘(f\;“n . 0.0 0.0 0.0 0.y 0.0 0.0 0.0 30.0 0.1
. g 0.0 0.0 0.0 , 0.9 0.0 0.0 0.0 0.0
® . -oee .0 0.0 0.0 0.1 0.) 0.0 0.0 % 0.0
26 12 a1 492 1 8 12 56 648
. " Default 4.0 1.9 6.3 5.9 0.2 1.2 1.9 8.6 7.8
P (Code N) "ol 0.4 1.8 63.” 2.8 0.7 9.3 11.6
. 0.3 0.1 0.5 5.9 0.0 0.1 0.1 0.7
67 1,06 108 68 1 95 . 16 58 1,519
In .Repa,ment* 4.3 67.5 12,8 4.4 0.1 6.1 1.0 3.7 18.6 .
(Code M) 18.4 33.3 8.6 8.8 2.8 8.5 12.4 12.0 .
0.8 12.5 2.4 0.8 0.0 1.1 0.2 0.7 .
. 34 79 682 | 16 0 53 34 89 987
Paid in Full 3.4 8.0 69.1 16.0 0.0 5.4 3.4 9.0 11.8
. (Code L) 9.3 2.5 | -29.7 2.1 0.0 4.7 26.4 18.4
0.4 0.9 8.2 0.2 0.0 0.6 ¢ 0.4 1.1
’ 114 v 787 538 129 3 | 658 30 107 2,366
W1 thdrawn 1.8 33.3 227 5.5 0.1 27.8 1.3 4.5 |- 28.3]
(Code 1) 3t.2 25.1 23.4 | 16.7 8.3 58.6 21.3 22.2 -
N . _ 1.4 9.4 6.4 1.5 JF 0.0 7.9 0.4 1.3 .
122 1,213 837 48 2 309 35 169 2,731
Graduat@ 4.5 4.4 30.6 1.8 0.1 11.3 1.3 6.0 32.7
(Code G) 33.4 38.7 36.4 6.2 P 27.5 27.1 3432
s 1.5 14.5 10.0 0.6 8 0.0 3.7 0.4 2.0
1 1 4 11 19 0 1 4 41
LM Blank 2.4 2.4 9.8 26.% 46.3 0.0 2.4 9.8 0.5
* - (Ne Code) 0.3 0.0 0.2 . 1.4 52.8 0.0 0.8 .8
: . 0. 0.0 0.0 0.1 0.2 - 0.0 0.0 0.0
Colum 365.0° 3,138.0 {2,300.0 7720 36.0 11,123.0 129.0 . 483.0 8,346.0
Total 4.4 SEB | 3ME 9.2 0.4 13.5 1.5 5.8 109,0
. L] . -~
% " slegend for Cell Contents e
- . 4 el Count’ RS
»
v 6.3 gemmt- Percent of Row Total
1 ' 1.8 w— Porcent of Colurm Total .-
. » 0.5 et Percent of Grand Total
. .
»
o * . »
\) o R 20
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to the central OEvrecords. Where the'oviginal sample had 8.l oe‘cent'in the
default and deceased category, approximately 10.3 percent fell in this cate-
gory based .on the more recent lender indicationg. This-higher percentage

of defaulters was expected (and desired) due t advance indicatidns that

. the GSLP claims and collections file (from which the sample was drawn)

omitted significant numbers of claims that had pot-yet been processed or

submitted., The desired result was a larger number of defaulters [for the
purpodes of this study. ‘ |

~ In terms,of tﬁe resu1t1ng sample. that could be used for mail purposes
RMC was satlsfled with these results.. While it is true that the ‘effective
sanple slze declined ow1ng to the exclusion of about 1,500 borrowers (be-'
cause they were not yet due for repayment or no record existed), almost All
of the decline was in-the nondefaulter category. Such sample attrltlon was
expected and was one reascn the initial borrower sample had been 1ncreased

?me,4,000 to 8,000 during the design phase.
SAMPLING PROCEDURES ’ 0

The lender, sample was drawn and structured in standard ways, without any
<ignificant adjustments that would need to be explained here. However, a few
features of the borrower sample, and of -the welghtlng procedures for both
samples, deserve to be mentioned.

T

Borrower Sa%ple »' ' . ;/;;>/, ]

A primary concern of the borrower sampling was to ensﬁre that defaulters
were represented adequately. Tables A-3 and A-4 in Appendlx A display the dlS
' tribution of the ldan status of borrowers by the lender's ZIP Code area, both
- for the un1Verse and for the sample. - The proportlon of borrowers with default

codes in the sample (8.1 percent) 1s about . the same as the proportlon in the

‘overall unlverse (8,4 percent) We do not, however, place much credence in
this proportion as a measure of the program's default rate 51nce there was

a known lag in obtalnlng that status from the DIL claims and collect1ons
file, which at the time of sur selection had 138 ,000 records. ~Several months
later, the file contalned over 215,000 records, which was probably the result

\
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. of lutensive effcrts by the Offlce of EdUeatlon to update its records and -

the capa dly 1nc¢eas1ng number of cldims| reeelved by OE. It is likely that,

12 percent to 15 ercent of its borrowe

the borrowers and lenders sample nre—

s in default status.
RMC be11eves that -in general,

duced bY'fhese procedures 'is very sui for’aéseésing the status and

problems of GSLP relétlve to repayment.

Order1ng lenders by ZIP Code -
before taking a systematlc sample en%Q\ed a goad geographlc dlstrlbu 1on .

! even though that varlable was not éxpecdted to have any major effe * The
distributions of“théx ample and un1ver%e presented in the previbus two para- °
graphs show the resugg Although the questioéngble quallty of data on de-

‘ faulter stagus precluded strat1f1cat10n on-that b8315, the resultlng sample

" sured a good representatlon on that bagis.

rcent when the 1enders reportedwﬂhelr latest loan status).

Weighting Procedures .

The 1en&er selection procedure out
1enderzein/the universe below a/certatn size (1 416), bydﬁype””and then by
LIP Co That line was_split into intervals reg;eseﬁtlng 1,416 borrowerS"
_each, one lender was-selected from each interval. The lender selected is
v1eWed as,representatlve.of the lenders in its 1nterva1 and that lender's
horrOWers as re“xesentatiye of’borrowers for lenders in that interval. '
. terms £aanaly§/s, 1t was apparent that if estlmated parameters for
qvfiveaéh 1nterval were de51red then the sample 1ender\§hou1d be welghted by

— %~ the ratio of the interval size to the lender “size. For example if the
‘ sample - I'ender had 20 borrowers and reported 10225 of $1OO then a reason-
able estimate for the interval (51nce we expected -a hlgh degrée of homo- .
geneltyﬁ was the av%rage 1oan amount fqr the lender times the number—ef
borrowers in the interval (1,416), i.e., $100 (li%%éa

The quantity

if our universe hdd been-created four months 1#ter it might well have shown ‘

Stratiflcatlon By lender type en- -
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— (1 416/20) 1s the lender's welght Thus{f:h:\estimate of total responses ' M,
of lenders should be weighted by the inverse of the1r probab111ty of enter-
1ng the sample Weights are

‘ 1if n, > 1,416, and | : v

LA s¢n, < 1,416, .
1 ‘ R , .

where ny is the number -of borrowers for lender i.

» e . -
.r/ o

One problem aroSe in connection with the weighting of the 1ender ques-
@ample lenders had consolldated
‘or merged with other lenders. For example, although the~Bank of America
\ was represented several times in the/léhder sample--usually as a certalnty
lender, but sometimes as a noncerfalnty 1eAder--1t returned one questlon-
naire for ‘the entire bank. There iS no prgblem in treating the certalnty e © "
Bank of America branches as one lender. However, if the noncertainty‘ 2
branches had been properly excluded, additional noncertainty lenders may
well‘hare‘been'included in the sample. 1n"any event, itﬂwould have re-
“sulted in a different selection of nadoh taimty Ténders. We have chosen to
. use the original weights,. ignoring the very slight adjustmeﬁts that. could
be made to re leet™the fact that several certalnty lenders are "representa-

tlonnalrJ; because a’significant number of

tive\ of a set of borrowers slightly f Tger than ‘their own. s
S mllar procedures using the inverse of.

, reir prqbablllty of selection, . .
*  were-u d so borrower responses would be. welglted to produce accurate est1-
e ates o£~totg13_for_ggrrgyerg,ln/the program.

sta~ technlque Whlle ‘the sample characterlstlcs were compared with other‘

( . ) N
sourceig, to establish their representativeness, the p0551b1e effects of non- co
‘response dre a separate question. In this section,: the problems that arose

© A

° . e P
3 \
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" because of the‘relatlonshlps between the lender responeegrate and 1mportant
program variables will bé ﬁlscussed Respondents. and nonrespondents will ‘
also be compared to examlne the nature and strength of differences between

~ them, ' \ - ' . B
The variables used in this, section come from the files of OE and provide

+ unbiased classifjcations with respect to responee/nonresponse Although the ,.
data defined by these classifications are known to have significant error
rates;, there is no reasen to believe that the .errors are related to the Te-

* sponse/nonresponse divisiorn. Therefore no systematic errors should be in-
- troduced into the «ross-tabulations. . ) -
1he source of information aheut sample berrOWcrs came from lenders. ;&
This survey has a‘m1n1ma1 nonrespense problem because the 60-percent\response %
, rate for lender- supplled data" about borrowers was relatively high and be -
cause the self-interest motive does not impact upmon the soc1oeconom1ﬁ pro«
file of the fesgondents as it would in a direct borrower survey. Ndvertheless

-1t was felt th it some consideration should be given to possible biases.

" o substantiaf soprces of nonrepresentativeness were dlgzovered when the
re;pondentsaggre contrastedﬂalth the sample alofig the dlmen51ons of sex,

race, loan, l&atus school control, program type, and school size.-

One nogable difference, however, was that defaulters were sllghtly'dﬁer-
© represent ed, accountlng for 10.2 percent of the responses, while cbmp051ng
only 8.2.percent of the sample. Table 3 shows the complete distribution of
. loan statuses. The table also displays the approprlate weight adJUstment.
Almést no other differences were as large as 2 percent, thedlargest>were

obsefved in the vécational category of the program type varlable (25.9 percent
vs, 23.5 percent), Table 4. The percentage difference is very small’ and .
~ cannot be expected to impact significantly on the study's. flhdkngs.
The defaulter adjustment will be uséd throughout\thefdefaulter analysis;
it will allow the reader to interpret the following tables a% prov1d1ng
. estimates of the characteristics of the populatlon.in repayment and in the .°

GSLS II files as-of December 1973. The 1mportant point here §s that comi- * .
pensating for bias by making the respondents "1o0k" 11ke the GSLS f11es allows” .
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Tabhle 3 .
CONT INGENCY TABLE FOR RESPONDENT /NONRESPONDENT BY LOAN STA'IUS
(percent)
- Borrower ' - .
dﬁtatus Respondents | Universe
Death 0.1 0.1
Disability 0.0 ‘ 0.1
" Bankruptcy 0.1 | 0.7 .
Default 10.2 - 8.2,
In Repayment 23,2 19. 7’
Paid in Fdll 12.3 14.2°
Withdrawn 23,1 27.5 .
‘Graduate 30.1 £ 29.8
Unknown 0.7 I0.5
Adjustment--defaulters: G.78 A
nondefaulters: -1.00-
Table 4
CONTINGENCY TABLE FOR RESPONDENT /NONRESPONDENT BY PROGRAM TYPE
 (pexgent)
Program Type Nonre,spondentsu © Total
I
-College. and . e
University " 68.9 , 65'2ﬂ
./ -
Junior College i .
and Institute . B 8.6,
Y RS p *
Specialized® . ‘
and Vocatiténal p 23.5 25.9
ps
4,903 respondentf* cases
7,800 total cases : "\ ; ‘
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021= | population.1 ec1f1ca11y, adjustlng the resnondent default rate to th
file default rﬁﬁe Wwhen the actual default’ rate is probably much hlgher, 3

* cannot be said to truly compensdte for this blas. Therefore when default
is examined, the percentages of defaulters with 3 glven characterlstlc w111
be estlmated and the ratio of default rates w111 be- con51dered but not the
abé&lute percentage of 2 partlcular group who are defaulterss o
"~ No attempt will be made to estimate the prec1510n Qf the estimates; how-
ever, cach table will show the underlying number of resppnses in gach rele-
vant subpopulation. A reasonable measure of precision is (under the assump-

., tiom that the characterlstlc 1s approx1mate1y binomial):
" s PR ~a . ]_»/2 - '. L
\ Standard Error = [E_BL};EA_] . Vs .
. or, 51nce P (1- P) 7 ¢ B , Doy R ‘
f: ” . ™ Standatd-Error = [ —& | - | -
S L . o 2 Cases\ A

[}

~ . 4
» s L4
A

' See~Figure 1. For quantlmtlve varlables, _the usual sample standard de-

v1at10n will sometlmes be dlsplayed o N - .
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1y Whlle it is assumgd that,the central GSLP files include uli loans. .
‘puaranteed; inaccuracies in certain classidication data for-some loamns (suchr'
as default/repayment status) will contribute tq differences-‘'in defining theé

~6 popﬁﬁatlon of interest for this study; i. e., the borrowers in repayment
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SQRVEY RESULTS . N
" ANALYSTS APPROAEH \ . .
. e‘ . Thisvchapter‘hresents.and discusses the results of the survey of 1enderv
nolicies, procedures, and problems. As discussed in Chapter 2, the study
' design included a compreheneive qoestionnaire sent to a stratified, system-
atic sample of 784 eliglble GSLP lenders. Although a separate chapxer sum-
marizes the results of the site visits to .approximately 40 1enders, this
_ chapter draws: upon that information and experience when it can help interprét
| ' or explaln the data from the mail survey. Data from Part IT of the lender
survey about specific borrowers 1n the RMC sample are dlscussed in the
. final section of this chapter. )

. " Almost all the‘subjects covereé by the-questions are'discussed in this
Chapter under the assumptlon that iteis important to examine al; available
1nformatlon that mlght help-in understangnng the behavior and attltudes of
GSLP lending 1nst1tut10ns. .

: There are two approaches to exam1n1ng the data from the lender survey.
\\‘ A meaningful argument can be made for‘ each depending on the type'of 1ssue
being examined or the type of decision- maker 1nvolved The two approaches
___are to tabulate (or weight) the survey answers considering (1) each lender
L "eQually, or (2) the proportionate level of activity ‘cach lender has in GSLP.
The first approach assumes each 1eﬁher‘participating in GSLP is/of
equal interest to OE. In one sense, each 1ender that is’ unhappy Sr

complalns to its Congressman cannot be 1gnored However, is a wide

range of lender sizes and OE should probably be more concerned if one or
)

o T gy
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1 | N , . : ‘ ,
more 1arge lendelrs had serious problems or dropped out of GSLP.-‘Thus the
second . approach would . exp11c1t1y take 'into account "the impact of each lend-
er respondent on the loan program by weighting its responses by its relative
lodan volume. In other words, instead of listening to each lender voice
equally, each lender is considered to be speaklng for the whole number of
GSLP Borrowers it represents. In the lender ana1y51s and presentatlon that

follow,. RMC has taken this latter approach-in most cases. Each lender res- -.,f?
L\ . B
'~ ponse has been represented in the tabulation by its number of borrowers in- .
.repayment ; 1 this -use is consistent with the defined interest of &hns study ' o

' in the processes of repayment and defpult. (An_alternative would have been Y
) to use total dollars, invested in GSLP as a measure of a 1ender size, but an
»extremely close corre1at10n exists between the two measures ‘in any case. ) )
The end result is tabulatlons of total borrowers correspondlng to a parti- - . "

) cular answer; appropriate inflations have been included for differential )
sampling proportlons for lenders and for the size of the lender in the pro- "

—_— gram. "Estimates of populatlon totals are not of concern since the dnalysis

s

is in terms of proportlons Nonresponse adJustments were not judged neces-
- sary because the 1ender response rate was suff1c1ent1y high (about 70 percent)
and 51nce only proportions and ratios ‘were needed for the ana1y51s "
The analysis of the leridgr survey requires examlnlng_the mass’ of 1ender
N data from a variety of p01nt5 ‘of view, . In fact, ch0051ng the part1cular
dimensions from among the many ava11ab1e ‘that mlght provide*insights into
- lender behavior or effects is an 1mportant task. RMC first examined I
(i.e. d1saggregated) ‘lendet responses along several dimensions t¢ see
“which ones were’ useful in exp1a1n1ng or understanding lending behavior.
The criteria focused upon variables that had a logical or "theoretical basis
for affect1ng lender activities and that served to differentiate relatien-
ships in the actual survey data. The several Varlables that best sulted

th;s purpose have been used for further ana1y51s and are brought 1nto the

. . L *

o 1. Borrowers in repayment include all those who ever reached the point of ~ ~»
becoming obllgated for repayment, whether they actually repaid, .defaplted, or

are still repaying. This value was calculated from the OE GSLP master file

(dated January 1, 1974) and is .therefore consistent with the data and criteria
Qused for se1ectlon of the lender sample. This source was considered prefer-

‘able for weighting because it prov1ded consistent data for all lenders

-
‘

- -
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i eubsequen@ dlSCUSSlOﬂS of this chapter wherever they contribute 0 1dent1fy1ng

or explalnlng relationships. For example, the level of act1v1ty of a 1ender
in GSLP varies greatly and almost all subsequent analyses separately con- .

- sider ‘the effect of this explanatory variable (measuyred by number of bor-

rowers in repayment) Geographic location of the lendet was sepaﬁately used
for cross- tabulatlons and is dlscussed in several places where it had a
meaningful effect For this study, geograph1ca1 1ocat10n was measured :by

~ the 10 ZIP Code riational areas (1dent1f1ed by the first digit of the five-

digit ZIP Code) The tyne of 1end1ng 1nst1tut10ns (i.e., cqmmerc1al banks,

’ 'ZIP-CODE NATIONAL AREAS

, ALASKA &

M‘AWMIE ‘

b
«

¢redit.unions, etc.) was separately tabulated for most survey questioné, but

it was judged useful in only a small number of areas of investigation (partr,

because about 70 percent of GSLP loans are handled by one type--natlonal and
S{)iL commercial banks) In addltlon other research has shown commercial
1ender type to be of 11¢t1e use in. exp1a1n1ng GSLP defAult

Con51derat10n was glven to looking separately ‘at GSLP loans insured di-
rectly byothe federal goVérnment and loans insured by state gudrantee
agencies. However, examlnatlon of state agency programs\reveaJEd such a

-wide variety of program &ifferences that 1t is not logical tq accept state

agencies as a group to be a meaningful un1t of ana1y51s The- number of

sample lenders in a given state is net large enough to do separate ana1y51s
on that basis.

RESPONSE PATTERN OF LENDERS } ]

The overall respbnse pattern of‘GSLP 1e¥§ers in the RMC :ample\whs very
good. By the time the survey cut-off was applied, 512 compl'ted responses
had been received by PMC In addition, these responses included another 41

" sample 1enders that were subs;dlary to other sample lenders or had been -

?otherw1se consolldated‘ Since the1r financial data were consolldated and

" lender pollties/management were common for- each of these parent subsidiary

°
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showed them to be separate decision- maklng units. '

v 1nfbrmat10n sent out by the GSL program office produced response rates much

. would be towaFd over-representation of larger lenders (only if théir re-

combinations, it seemed appropriate to use their responses in the consoli-
dated’ form. 1 This problem of consolldatlon among lenders was recognlzed ‘
during the stué& design,since the GSLP master file used for sampling pro-
vided no way of 1dent1fy1ng such dependént status. The declslon was made
to treat as separate reporting un1ts all sample lenders whos. responses

Including these consolidated lenders, a total of 553 lenders of the
ample of 784 are accounted for by the final data, for a gross response
jate of 70.5 percent. This response rate comphres very well with r tes ob-
ained from other lender, surveys with which we are familiar. RMC was \told

informally that the American Banking Association (ABA) questionnaires to
its commerc1a1 bank members often obtained about a 50 percent response rat
In addition, many of the regular or special requests to GSLP lenders for

1ower than 70 percent. " L \ ) ﬁ - R
"With a response rate-on the order of 70 percent RMC be11eves amy,blas ’ B
from nonresponse is 11ke1y to. be small and have little, if any, effeCtpon
conclusions drawn from the analysis of the’ data Therefore, no attempt has
been made to adjust the lender data for nonresponse. However, one,area of

d1fferent1al response that m1ght be expected (and could be examlnedJ i8 by

i

lender sizej Table 82 presents the- resths of that exam1nat10n gt is |
een that lgrger lenders (as measured by GSLP borrowers in repayment) re-

;pondea'at somewhat- higher rate than small lenders. ' This effect is. prob--

ably a combipation of (1) the téndency of small lenders not taklng the time

to complete he survey form (some said they did not have the time or the

manpower available), and (2) during the telephone follow- up to ndnrespondlng
1enders RMC>concentrated on the larger lenders to have as many GSLP bor-

rowers represented as p0551b1e ‘As a result .if any nonresponse b1as exists it

sponses ‘are different from other lenders). In most of the analysis in ’

this chapter, lender responses are examined separately by 1ender size to

ensure the ability to 1sdlate any p0551b1e bias.

v »

1. Alternatlrely, it could be considered that those 41 lenders should . d
not have been identified separately in the universe (or in the sanle) re-

‘ducing the effective sample size to 743. : T

L

; - .
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Table §
LENDER RESPONSE RATE JY LENDER SIZE |

Lender Size - Rbsponse
(borrowers in . Sample Responding Rate
repayment) Lenders | . Lenders (percent)
0-100 - | 210 | 127 - 60
100-199 1210 76 . 63
200-299 1 68 48 71
300-499 %6 © 65 | s
. 500-999 97 71 A 73
1,000-1,999 ’ 84 ‘1 ' 69 82
2,000-2,999 1 25 18 | 72 \
3,000- 3,999 9 8 1 8 | .
4,000~4,999 1t 9 - %
5,000 and over 23 21 . |. 91 v
Total | 743 5122 69

a. Not listed separately are 41 lenders in the original sample
that were reported to be consolidated or merged with other
lenders in the sample. Data covering those lenders are in-
cluded in other lender responses.

\
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"The response ‘rates above are based upon unweighted data that consider ,

\each lendex equally, irrespective of its size or probability of sample se-
1 ction. The discussion of survey resu

ts in subsequent sections is based -
on\data that were normalized to reflect the fact that cep#ain sized lenders
were selected with greater probability.
the responding lenders represent 1,112,000 borrowers , wh1ch is 71 percent of
the total,564,343 borrowers known to be in the repayment un1verse at ‘the
time of the sample selection. Even though this survey can only technically
make assumptions about the remaining nonrespending greup, RMC believes thaf
conclusions and récommendations based upon the lender experience,with over
1.1 million GSLP borrqwers ought to be on fairly solid ground. \\\MJ

LENDER PARTICIPATION IN

o -

The. level and trends in participation of eligible lenders in the
Guaranteed Student Loan Program is a significant question for the Office of .
Education.  Without the availabilit of investment funds from lenders, there
would be no loan program. The $uccess the program is directly dependent
on such partitipation but it is basically woluntary on the part of the
lenders. Except for persuasion and exhortation, OE cannot force the lenders
to commit funds to this program. It is hoped that some combination of the
ability to obta1n interest on funds loaned and service to the commun;ty and
to  lender customers W111 mot1vate lenders to commit funds to the program.
During 1973 and 1974, the level of part1c1pat10n by lenders started to de-
cline and the Office of Education was. concerned that lenders would eliminate
or decrease their dollar participation. ks a result, this subJect became -
one area of focus for the current survey to lenders.* \

J Fspec1a11y during the past two years, it is likely that there has been

" an interaction of many factorsdgffectlng lenders' motivation to commit funds.

During part of this period, modification to the federal legislatioﬁ insti-

tuted a needs analysis as a criterion for determining the amount of loan

,funds an individual student needed and ceuld be loaned.l 1In addition to - ,
creating a somewhat confusing situation about the amount of guaranteed loan

funds a student could be provided, this requirement tended to reduce the . _
& - .

1. RMC did no&icollect data nor conduct analysis on the effect of this
needs analysis requirement’ since its recent introduction date'prevented its
having much impact on the areas of default and repayment, which were the main
areas of the study. . ’ ‘

fter adjusting for sampling'ratios,“

L]
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average size of loans. Another important Eﬁctor that operated during this
period was, the unusually high commércial interest rates (which implled a
high cost for funds obtained by lending 1nst1tut10ns) - National economic Ct
conditions remained unsettled and uncertain during this period as well. ‘

It is important to recognize that lenders answered the questions to N
this survey during the third quarter of 1974 (and in the fourth qﬁ%rter for "
slow respondents). As a result, their answers to some questions mlght
have been diffcrent at an earlier or later perlod In fact, the site visits-
at lenders during the fourth quartdr of 1974 and the first quarter of 1975
revealed signs of increasing interest in'GSLP investments, proba?ly moti-
vated by the declining commercial interest rates. and slowing demand for
business loans (whlch constitute alternatlve investment opportunltles)

One section of 'the RMC Ilender survey asked lenders what importan
~their institutions attached to various reasons$ for cont1nu1ng,part1ci§atlon in
GSLP. Table 6 presents the results of the lender replies. Lehders identity
three reasons as very unlmportant in their decisions to part1c1pate in the ‘
GSLP. The mdst interesting of these is the profitability of the loan. 1n
other words, even though almost all of the participating lenders are in
business to make an overall profit, by far:the bulk of the respondents said
this reason was either not important'or'only soméwhat important in governing
their part1c1pat10n This factor ranked fourth out of six factors identified.

- In one sense, the intensity of this reply is;surprising, partlcularly g1ven
the stt‘bng tendency among t}ae"’“lenders interviewed during our site visits to
be concerned about _the low prof1tab111ty and high cost of operating the

» GSLP. Admlttedly, there may be a factor here of lenders wanting to maintain
\\  ‘a’ good image; i.e., be1ng known as service-oriented rather than profit-

. oriented, espec;\}ly concernlng goverriment-guaranteed loans for educatlonal
purposes. This question could also have been interpreted by lenders to refer
onlY"to the situations where proflts were positive; ‘i.e., income exceeded

s+ cost. JDuring our site visit 1nterv1ews, it was commonly expressed that the
lender would be satisfied if the program at least broke even (recovered the
lender'sscbst of operation, including the cost of money) and.that a positive
‘profit in excess o£<£his was not really ﬁeeded to justify participation. , In '
¢ " the same breath, however, the lenders added that they could not rdally justify
S accepflng significant losses to remaln in the program. Even recognizing

these qualifications, it appears 51gn1f1cant that, ‘the bulk of the lenders

J@[ o 49 . )
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claimed in a formal questionnaire that the profitability of the loans was
not a very 1mportant factor in their GSLP investment decisions.
At the same t1me, however, a strong lack of importance was att@ched to

the federal government S request or encouragement for GSLP partlclpatlon
The federal leverage here is admittedly limited. This statement on the

part of the lender 1nd1cates that incentives and technical assistance may

be more important in obtaining lender commi tments ‘han a mass of rhetorlc
appeallng to the1r support of public pOllCY and federal’ goals.

The third un }@porthn area involved service to clients of an.afflllated '
educat10na1 1nst1tut10n (which rated‘as extremely unimportant im the 1ender9"

‘view). This. area .was investigated partly because of claims that close ties

between’ educatlonal institutions (partlcularly vocational- or1ented) and
lenders had 1ed or could lead, to abuses of GSLP.. Our site visits to a
few of these school lenders indicated this factor héd an extremely important
effect for some particular institutions. It may well be that this factor
was very important for.the small number of institutions affected, but hi@hly
unimportant for the large number of instftutions not affected. In answer |
to a separate question; 13.5 percent of the 1endérs surveyed stated that they
did have an association with a particular educa;;onal institution such that
many or all-of the school students received fhelr GSLP loans through that
institution. (In only 19 percent of these cases, the lenders and schools were
both affiliates of a common parent company; the rest of the lenders conducted
a large amount of school banking activities.) -

The reasons hav1ng the hkghest p051t1ve4#4pact on 1ender4p§rt1quat10n in

the prqgram was clearly service to family members of existing customers and

general assistange to the community in assisting educational attendance and

financing. Of course, both of these are key elements in the lender's claim to
serving the commmity. Our site visits found many'institutions where access

to GSLP loans was re§tridted to present customers of the lenders‘or'their family
members. This was Ver1f1ed by the fact that, in a separate questlon 61 ber—
cent of the 1ender$ in this survey indicated they alwaxé determlned whether\\
the applicant or hls“famlly was a current customer when they processed the

original GSLP loan application. In some cases, the lenders used their custo- ..

mer requirement as a way of rationing the availability of limited GSLP loan

funds. It also reflects the lender's view of the objective of the progrmn "
Access to potential future customers was llsted 3s an important reason,

but at a much lower level of intensity. This, of course, is related to the
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business interests of the institution in that granting a GSLP loan would-
theoretically £reate future economlc benefrts by bnlnglng .in customers for
other 1end1ng activities. ,

The righthand column in Table 6, ranks the reasons for 1ender participa-

“tion based on the lenders' 1dént1f1catlon of the two most 1mportanﬁ factors

for the1r institutions. The rank shown is based on the combined effect of
the factor bélng either first or second. The rank order of importance is
consistent with the prgvious dlSCUSSlOHS of the facfors considered on an
individualvbasiS" serVice to- the communlty and customers rank as most
important, w1th federal government requést and service to affiliated in-

‘stitutions as the 1owest.1

In later questions, RMC asked if there were conditions that would en-
courage the lender to substantially increase the level of its current finan-
cial participation in the GSLP. Over 70 percent of these lenders answered

no tq this question. This 70 percent represents 52 percent of the borrowers ]
in repayment thus indicating that small GSLP lenders are eVen more freluctant
to increase their participation than 1arge lenders. The questlon gave ex- o
amples of such changes as operating procedures of GSLP; the money market, in-
terest rates of GSLP loans, or terms of repayment. The fact that changes in

any ‘of these condltlons would not encourage 70 percent of the lenders part1c1-
9/ ,
/cant to the Office of Education if it attempts to prevent decline$ in total

ting in the program to increase their current level should be very signifi-

dollar partlclpatlon or to increase that total. e _
Table 7 presents the results of RMC's question concernlng short -range
expectat.ons of -the lenders with regard to GSLP. It is seen that only a
small percent of lenders expect to cease 1ending under the program. This
information is important because at one time there was strong concern about
lenders dropplng out--even to the point of threats by $ome lenders to carry-
out this action. . In the same veln, lenders representing only 12 percent of

-the GSLP borrowers plan to Significantly reduce their current level of 1ending.

Most lenders (49 percent) plan to continue their present level or state
. S . ‘

1. The rank order of these factors was essentially the same when re-
sponses_were weighted equally by 1enderscn'by their GSLP volume, thus indi-
cating lender reasons for pgrticipating were not materially affected by
size. The only major difference involved an interchange of the first and
second ranked factors. Small lenders tended'to evaluate service to existing
customers higher and large lenders evaluated general a551stance to the com-
munlty h1gher : .

38 %
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Table 7
LENDER GSLP PARTICIPATION EXPECTATIONS

Lender Short- tern@ExpectatL +C
' for GSLP Part1c1pat10na Percent
- —
Plan to cease new lending ’5
Plan to reduce lending 10 percent 12
or more )
Plan to continue present level 49
(plus or minus 10 percent)
,Plan to increase 1end1ng 10 percent 6
"or more
Participation will deperd on 23
" customer demand

Lenﬁér responses have been weighted by borrowers

-in repayment.

Lender nonresponse on this questlon was only 1.5

percent.

Above items do not add to 100 percent because of
respondent use of "other" category to reflect a

variety of miscellaneous expectations.
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that their participation 1eve1.depends'direct1y on customer demand (23 per-
cent). At the same time, orly 6 percent f the lenders have plans to 51gn1f1-
cantly increase their level of 1end1ng Presumably, this short-term expecta-
tion situation should reflect possible 1mpacts oh the total GSL program
since these data have been weighted based\on the number of borrowers in re-
payment and almest all sample respondents answered this questlon The dlS-
tribution of lender expectatlons reflects the lenders' 1ntentlons at the
time of the survey (which was a time of a bery tight money market) during
which lenders were likely to have reassessed their p011c1es All in all,
the stated lender expectations, indicate a V1able situation concerning the
availability of loan funds. It would appear that expectations leading to
declines in participation would be even 1ejs under better and moré stable
national economic cciditions. )ﬁr iy

Table 8 summar::es the lender crit: Clsms that &;scour;ge GSLP 1nvest-
ment. The survey asked the lender to evalqate various Lactors that might

discourage 1t from contxnu1ng or 1ncrea51ng part1c1patlon The relative
1mportance of these various lender- dlslncedtlves is obtalned from a ques-' e
tion that asked the. lender to s t)ec1ty the tro most 1mpor§ant disincen-

tives. The righthand colum in lable 8 pre sents the combined rank based

on the factors that were identified as elthEr tirst or second.- "Low in-
terest rates compared to ‘competing uses of kunds” was clearly the most im-
portant disincentive to lenders This is not surprising at all and warrants

no further 1nvest1gatlon While-seven other|criticisms are evaanted about

the same (very 1mportant), two factors are rated unimportant: the high
cost of processing payments 1s only,”somewhav‘lmportant% and other student
assistance programs are strongly "not important." ' v

The second. ranked cr1t1c1sm is governmezt delays in paying claims. )

against defaulters.' The 1arger lenders ranHed this factor hlgh as a dis-

1ncent1ve In fact, this factor shifted, frod ranking sixth when lenders were *
- weighted equally to ranklng second when welghted by borrowers in repayment.

When examining this, variable by 1ender size categor1es, RMC found that -
1enders representing over 78 percent of the borrowers in the largest banks
(over 5, 000 borrowers in repayment) rated thﬂs factor ”very important."

The larger GSLP lenders must have been more %ntensely affected by cldim de- .,

2

lays in the recent past.
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levels of “1lenders. There are of course, Sts to the ederal government
for 1mprovements in some of these’ areas (such as high interest rates) aga1nst
which contemplated changes must be compared . s ¢ . e
RMC also asked an ‘open- ended questlon of the lenders to 1dent1fy
“¢onditions that would encoumage 1ncreased GSLP part1c1patlon. The various
suggestlons of the 1enders in respdnse. to this question were coded and
categor1zed by RMC and the\results are presented in Table 9. A tdtal of '
3,102, separate suggest10ns were identified from approximately 30 percent of

-~ the 1enders who adm1tted the1 comm1tment of loan funds could be increased

' under certa1n cond1t10ns. ‘The bulk of these suggest1ons ‘for changes related v

in ‘one way oT; another to the; economlc return to the lender. /Increased interest
rates were the. most common, follow d by redyced adm1n1strat1<e costs, re-

duced cost of,borTOWed mohey and Shorter_repayment per1ods. Al1 but one of .’

) these‘factorsiare potentially under the control of the Office ®f Education

or Congress. The fluctuating Tase of interest 1n the money market (the cost
of money to the 1end/r) 5s dete;:ined by d comb1nat1od of market cond1t10ns.
The types and freqﬁenc1es of these _suggestions are consistent with the 1nter-
UV1ew with 1enders during site visits, although of course .; s1te visits did
not necessarhly 1nc1ude @.representat1ve sample of 1enders - “
Table, 9 qlso prcsents the percentage d1str1but10n “the suggest1ons ’

E

of1ered we1ghted both.by lenders equally and byab rowers in repayment. The
relative rank of _the categorles is essent1a11y the same under both weighting
h.approaches except for two cases (both of wh' déal with low- frequency itéms).
When the 1arge GSLP lender suggestions aré g1ven we1ght proportional to the
\~borrowers they represent, 1ncrea51ng the special allowance becomes much more
.deslred (and 1ncrea51ng 1nterest rates less de51red) «Similarly, estab11sh1ng
"a GSLP central admlnlstratlve agency that would process loan records, pursue
collection, and trace mlsslng borrowers for the lenders becomes far less de-
sired wheén the 1arge lenders carry more weight.’ Clearly, the larger lenders

prefer 1ncrementa1 changes 1n the special allowance to’ regular interest rates

Moreover, they probably see no neéd for a. central agency to handle GSLP. ad-

m1n1strat1on because their 51ze already benef1ts from.economies of scale.

42
56 .




“+  ENCOURAGE INCREASED GSLP LOAN FUNDS

Table 9
LENDER SUGGESTIONS OF CONDITIONS THAT WOULD

C oo

—— -
Percent of
. . Total Suggestiens
, - - : ‘When When.
Category of'Change Number of Lenders | Weighted by
. - Suggestions | Weighted | Borrowers in
a . Offered | Equally | Repaymept
Administxative costs 508 . 17 ' 18
infereét rates fp iLSZZl// 43, Qi 35
Cost 'of money o 463/' 15 ] 17
‘Shorter repayment periods 310" 10 ]Aj 10
Increase special allowance in lieu of ) 37 g 1" é 0
“higher interest :
24 / ' :

. More prompt attention to default cialns /w ”136 ' -4 4 '
Establish central agency to handle.* T 125 \Y 1 ! ‘ N
administration ) . A T ' R
100 peré nt guarantee of interest and ] "
pr'incipaﬁa . I 35 1 1

" (ﬁﬁscellaneous_ ‘ 166 1 5 9
: — A = L ‘ :
N |\ Total 3,102 100 | 100

| ‘ '
a. Suppospdly suggested by 1enders in states where state guarantee agents
. do not already: provide a 100 percent guarantee. ] , /

)
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RMC ‘asked lenders to e _gplaln the reasony t at prompted their expected
changes of 10 percent or more (1ncrease or de¢rease) in GSLP loan investment.
Table 10 sumarizes the types and dlstrrbutlbn of over 1,500 reasons that were

. ‘provided (of courée, many lenders indicated more than one). Even though only
about,}B'pereent of the lenders had reason to answer this question, RMC is
prgwiding a full deeerygtion of the results under the assumption that the
Office of Education will find this background useful in its planning and
operations with lenders. The answers provided by lenders to this open-endedb
question were coded and categorized by RNE fqr presentation in Table 10.

» Of the reasons given for expected decreases in participétien,’the bulk
relate to economic motivations; i.e., interesf.rates are not high enough,
administratiye‘costs are too high, and the cost‘of funds is too high. The )
fact that high default rate was frequently cited

surprising since
theoretically no losses occur in GSLP from this cause. | However, some “circum-
stances led to losses of interest income before defaul claims are paid, and
in addition there may be a psychological peblic relations effect Whgn‘the )
défaultfrate becomes very high. The time period necessary for the maintenance .
of GSLP Fecords was cited, but it constltuted only a small perceng of the
total reasons given.. Durlng our. lender site visits, this reason (and_the
associated complaint of excessive government paper work requirements) was
often mentioned as a discouraging: factor. The more complete p1cture repre-
sented by Table 10-apparently shows that t1me is of far less concern than the
economlc-related areas in leading to behavior changes by lendérs. The tabu-
latrons of Table 10 show the frequency distribution of reasons when (1) lenders

are we1ghted equally, and (2) when weighted by their ‘GSLP -level of “activity. .
The shifts-between these two approaches show that large lenders are much more B
'concerned about high administrative costs, ‘high default rates, and high cost

of funds than the smaller lenders; correspondingly, they are far less in-

terested in high interest rates and record majntenance requirements.

Three reasons were glven for expeqted increases 'in GSLP participation,.

although the frequency of mention was not high. Some lenders expected

o ' . ) £ “~
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/ N ' able 10 .
' o % LENDER JUSTIFICATION FOR EXPECTED CHANGES
S i+ ' 1IN GSLP LOAN INVESTMENTZ
- - ) * Percent: of
’ - o " " Total Reasons
. ) . When | = When .
S o ‘ Number of | Lenders Weighted by
Reasons for Expected Change Reasons , | Weighted| Borrowers
: R Offered Equally | in Repayment
E)CPECI‘EDDECREASE B I R
 Interest rates , ; : 392°f . . 25 1
Administrative costs ¥ 176 . 11 20'
High default fqte . 86« .| " -6 } 16
- Cost of funds ‘ = 77 R | 5 . 20
Time period necessary for 3 ’ : 4 - )
~maintenance. B | 6 ‘ »
Government methods of ’ S “ . '
, Tepayment .~ . % A .4
Ava11ab111ty of fhnds - 34 4 3
EXPECTED INCREASE: . *
Y ‘ . . ‘
If Sallie Mage used - 151 10 - 4 .
0 Increased demand - . 93 .6
. Commmity relationships 93 6 -1
. N , " T s :
- MI'SCELLANEOUS: - © 291 19 14
1 - ’ : L.
Total 1,532 100 100
a.. Expected changes of 10 percent or more.
\\ “ ~
. <o
5 9 . A
\
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increases if Sa111e Mae (Federal Student Loan1ﬁund) was used . The ather two\
reasons given for increases are increased demands fOr loans and connnn11ty Te-
1at&onsh1ps--both of wh1ch are affected 1n very timited ways by OE pollcy de-

cisions. : . - .

_ RMC attempted to obta1n measures ‘of lénder behavior by asklng about the
lenders' views on how the GSLP should be operated to “constitute a sound edu- e
cationat loan program. They were specifically asked how important they con-
sidered,each of the listed factors: in approving GSLP loans.” Table 11 sum-
marizes the lender views on these desirable borrower characterlstlcs  Pre-
sumably the same preferences would be applied by the lender whenever it has
a choice or a more~subt1e opportunity to influence outcomes Several factors
are rated very important. The two highest are that the'applicaﬂt should not
have many other debts and that the applicaut should not receive a subsidized
loan greater than ‘the school-certified financial need. Although tﬁe lender
may be concerned with what is best for the borrower (i.e., ‘that he not be
‘eventually overburdened with personal debts), this facfor also reflects the

. "'"banker's" concetn*for’an ability to repay even though the loan is guaranteed

1

v \Con51stent with t%lﬁ is a relatively hlgh belief that the applicgnt's finan- -

cial situation should indicate a low probability of default. Given the ob-
jectives of the GSLP and the government guarantee against default, it is in-
teresting that the lender should be so concerned about this p01nt

Another very highly related category was that the appglcant of his family

should be a customer of the lending institution This apparently reflects
the lenders' conception of GSLP as a vehltle to fulfill the needs of theyr
customers At the same time, of coursg; 11m1t1ng loans to customers €an be
.used as a method for Timiting total GSLP\lnvestment when that is desired,

. ~

1. Since the potentlal use of Sallld Mae may be of 1nterest to,QE plan—
ners, RMC examined the distribution of this reason in more detail. 'In terms
of geographical location, about 40 percent.were grouped-irrZIP Code Area 4

(North Central), 20 percent 1n ZIP Code Area New England), and 10 percent
in ZIP Cofe Area 1: gNewrgg- nnsytvenia), ZIP e Area 2 (Middle Atlantic),
g ZIP.Qode Area 8 (we ";J;:“ Cod: « (West Coast). In terms

numbers of GSLP bor-
rowers gave Sallie Mae as reason for expected 1ncrease than did larger lenders.

- This effect is also shown in Table 19, where 10 percent of the lenders gave
Sallie'Mae as a reason, but this accounted for only 4 percent of total GSLP
borrowers- in repayment. - Almost all the Sallie Mae citations weré given by

" commercial barks rdthefr. than other lender types, but 'this is not unexpested
since suchﬁLenders constitute a high percentage of the GSLP loans. It must

- "be remembered in interpreting these Sallie Mae breakdowns that the total
number ,of c1tat10n§ was relatively small. ' o .\\
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' :4M7& nsuch a; when 1£terest rate conditions mean lower lender profltablllty for‘
~ GSLP l@gans. All these above elements are consistent with information prOV1ded
’Adby lenders to other questions in this survey and comments received during the -
the site visit interviews. ¢ o
Several other factors listed in Table 11 are seen as prlmarlly un1mportant
y the lender. . One 1nterest1ng factor 1s an apparent lack of concern for
the applicant be1ng other than a first- year studept. In other words, loans
are granted independently of the student's status within a school program,
About one- 51xth of the lenders interviewed dur1ng the site visits had such
restr1ct10ns they felt these restirictions kept their default rates down.
ThlS requlrement is also an effective way of limiting demand for new GSLP
loans when: the lending institutions want to achieve that obJectlve ‘Such
.a restriction also effecrlvely proh1b1ts loans tQ most vocational school
students. Many lending institutions interviewed expressed the belief that
lower risks of nonrepayment or financial difficulty for the borrower existed
if the borrower had already completed at least one year of school.M'While it
" is true that a higher percentage of first-year students default,'it remains
a value judgment whether this should be an eligibility criterion. N
Lenders shhilarily'Beiieve it is not important that the applicant be
e _‘gtﬁending a degree-gran;ing institution, as opposed to a vocationél-training
insfitute During our site visits, many lenders expressed preferences for.
avoiding the vocational training segment in the belief (Justlfled by facts)
that the default rate for this group was considerably higher. Other lenders
felt that, since Congress defines the vocational school students as fully .
eligible borrowers, this means the government is willing to fully underwrite
the resultfng default situation. ‘Therefore, most lenders go albng with the Jﬁ“
vocational school eligibility. o
Almost all lenders do not believe that minority‘grdups should be favored
over others. While it would be illegal to discriminate by race in the- ., -
» '~ awarding of these loans, there also appears to'be no preference toward re-
verse discrimination. ‘ .
Almost all lenders alsoﬁﬁeit that particular age groups- should not be
given priority. However, during its site visit interviews, RMC found some
'lenders nhat limited loans to borrowers under certain ages (usually 26) on the
: assumptlon that students. above that age were more able to prOV1de for their

own expenses and less likely to succeed in thelr educational programs
'- 1
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v | © Table 11 T
LENDER VIEWS OF DESIRABLE GSLP BORROWER CHARACTERISTICSa’b
;o ' . (percent)
" Lender Views of Desirable -GSLP | Very Somewhat Not

-Borrower Characteristics Important Impor?aqt Important

Appllcant should be attending a degree- L

ranting 1nst1tut10n (not a vocational 22 24 'f‘"‘ 54
T spec1allzed training institution) . o !
Applicant should not be a first-year - ' .. ' L
' student _ A 30 16 24
pplicant or his family should be a - 47 30 . '23
stomer of the lending 1nst1tut10n R ¢ ‘
Appllcant should rot receive more . for a e , '
- | subsidized loan than the amount of’ 80 - 15 7 5.
| financial need certified bv his school : /
Aﬁplicant should be attending particular 10 1 .30 b 60
,schools in your local operating area
. Applicant should show a strong academic 27 55.. _ 18
record. o ‘ 1 .

. | . : P
Applicant's financial situation should 44 39 17
indicate low probability of default
Appllcant should not have too many other 69 ‘ 27 -
debts
Minority groups should be favored over 1 10 89
others ‘

Particular age groups shbuld be excluded .4 14 82

a. Data are percentages of responding lenders answering th/)questlon
Lender nonresponse for this questron was very small--not exceedlng
1.3 percent on any part.

b. Lender responses have been welghted by number of borrowers in re-
payment.
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Clearly, this is not a commonly held view basedxon_the responses from this
- representative sample of lenders. o . e
»  To better understand the influence of certain types of lenders on the
factors summarized 1nafab1e 11, RMC cross- -tabulated those responses by lender
. size' and geographic location. The interesting relatlonshqps that emerged are

o

discussed below.

[

Xt As far as attending a degree-granting institution more large lenders

said this was important (i.e., large lenders tend to prefer degree programs

and would therefore not accept vocational students). In terms of\borrowers
in repayment, there was a definite relationship that the larger the\lender size,
the greater the preference téward students in degree programs. When examined -
by ZIP Code location, a difference was found indicating that ZIP_Code National
Area 9 (Callfornla Oregon, and Washington) felt, much more than any other ZIP
area, thatapﬁllcants should be attendlng degree-granting 1nst1tutlons. This-
could be the result of+recent poor (1 e., high) default experlence with many

| vocational school loans, partlcularly in Ca11forn1a .

As far as belng a first-year student, ZIP Area 9 stood out much above all.
others as feeling it is important, to be other than a first-year student. All >
sizes of 1enders felt about the same concerning first- -yedr students.

Customer relationship requlrements were also related to lender nge.'/A‘

! slgnlflcant number of large lenders (in terms of GSLP borrowers in repayment) .
felt it less 1mgortant for the applicant to have a customer_relationship than
did smaller lenders, While fewer lenders in ZIP Areas 2, 7, and § thought it
was ﬁnportant to have a customer relationship, ZIP Areas 3, 4, 5, and 9 had
s more lenders than average stating tHis was imbortant. )
. A The other interesting cnaracteristic was related to the applicant's fi-
nancial 51tuatlon 1nd1cat1ng 1ow probability of default (even though GSLP

H ra.‘-: Cos

guarantees aga1nst default). Larger lenders considered this factor 1mportant
¢at a significantly lesser raté than smaller lenders. More lenders than average
in ZIP ‘Areas 8 ‘and 9 think it is important to be in good financial condition
and less than average in ZIP Areas 0 and 7 think it is important.
B A summary of common re1ationships réveals that, relative to small lenders,
2o ' large lenders lean toward borrowers in degree- grantlng 1ns¢itntlons without
requiring prior customer relationships and w1thqut“Eon51der1ng finarcial
conditions. ZIP Code Area 9 (West Coast) préfers to exclude first- -year
students, include degree program sﬂpdehts include students in good f1nanc1a1'

L

P
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condition, and include students with prior customer relatlonshlps gmore
- so than other ZIP Code areas).

LENDER GSLP POLICIES AND PROCEDURES

One objective of the current study was to obtain more 1nformat10n about
the policies that govern GSLP lender activities and procedures followed in
administering GSLP loans. In addition to being useful to OE in its normal
operations, knowing the different lenders' policies and procedures’ may be -
én important factor in explaining and understanding other lender behavior,
such as default rates and loan investment levels. The following sections
present and discuss information in the area of policies and procedures
based on the lender replies to several related questions on the survey

 form.

One area of inquiry was the kind of appraisals (financial or otherwise)"
that a lender makes of a GLSP applicant when deciding to approve or reject
the loan. Lenders were asked to check how often certain types of appraisals®
were made. Table 12 presents the results of their replieé Not surprisingly,‘
almost all lenders (represen 1ng 96 percent of the borrowers) state that
they always check eligibilipy agalnst GSLP regulations. It may be more sur--
prising that the other 4 percent do not, but there may be some spec1al cases
where an organization other than the lender does this eligibility checklng.1
Almost half of the lenders said that they always or frequently check personal
or family credit experience. This is an interesting fact since one purpose
of the GSLP is to provide, credit where the young student or his family does
not have an established record. In th15 regard, the GSLP loan is guaranteed
by the government against nonrepayment. One explanation may be related to
statements of some lenders during site visits that loans under GSLP would
not be granted if the person or his immediate family had defaulted on pre-
vious loans or had particularly bad credit experience. Most lenders did not _
check students' past school records very often and this is consistent with
the purpose -of the program which relates to financial need rather than

. academic abikity. . N

»K‘
) ]

1. For example, site visits in Puerto’'Rico found that the Bankers As-
sociation of Puerto Rico did the original proce551ng of loan applications on
. a consolldated b351s -

‘ | 64
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| _ Table 12
. LENDER APPRATSALS MADE DURING PROCESSING

OF GSLP LOAN APPLICATIONS

(percent)
Evaluation®®
Appraisal Checks ) Rarely

Always Frequently Sometimes | or Never |-
Check eligibility against 96 . 2 1 1
‘GSLP regulations -
Check personal or family 26 22 25 27
credit experience
Check student's past school 16 16 27 41
record .

. Determine whether applicant

or his family is current 62 9 10 19
.customer '
‘Assess the program or school’ <
the applicant is pursuing 30 8 26 36
(academic versus Vocatlonal) A .
Compare to your previous -——§. ' o
history with similar app11- 12. 17 21 50
carnts | .

N

Data are percentages of respondlng lenders answering the questlon
Lender 'nonresponse- for this questlon was very small--not exceeding

7.5 percent on any part.

.

Lender responses have been weighted by number of borrowers ih re-,

péyment




- Perhaps the most interesting of the factors is that 62 percent of the
lenders always (and another 9 percent frequently) determined whether the
applicant or his family was a current. customer. This implies a requirement
(or at least a strong preference) for this status for receiving an approved
loan. However, nothing in the purpose or regulations of GSLP relates to this
.~ criterion. Still, it is understandable if the usual loan process and obJeg;
tives of the lenders are considered. RMC cross-tabulated this variable by
ZIP Code to help investigate how lender customer requirements are related
to geographlc location. These requ1rements do vary by geographlc area,
based on the lender responses. While the United States’ aVerage was 62 per-
cent, ZIP Code Areas 2 (Middle Atlantic), 4 (Great Lakes), anq&9 (West Coast) -
had much hlgher percentages of borrowers represented by lenders™ ‘who always
appraise customer status of applicant (79 percent, 81 percent, ana\gp per-
cent, respectively). In contrast, ZIP Code Areas 6 (Central Plalns)\‘7
(South Central), and 8 (West Central) always appraised customer statu;\ﬁq\n
less than averége (44 percent, 43 percent, and 46 percent, .respectively).
Several lender site visits revealed another type of geographic effect.
Within a specific lending market area (e.g.,'a city or SMSA), if one lender
limited GSLP loans to customers, the other lenders tended to do the same.
Their rationale was: that otherwise a more libéral lender would end up with
more than its share of GSLP loans, which by their claim was unprofitable
for each loan.

A specific relationship is also evident based on lender size. If the
"borrowers in repayment elways'affected by customer status appraisals are
cross-tabulated by lender size, it becomes clear that smaller lenders are
“the ones who regularly check customer status. All lender 51ze categorles
smaller* than 3, 000 borrowers in repayment always appralse customer status
significantly more than average (with those below 300 borrowers.belng the
highest), and lenders above ;,OOO’always do so significantly less than average.

Two-thirds of the lenders never or only sometimes assessed the academic
or vocational nature of the applicgnt's school. Certainly GSLP regula- !
tions allow loans for attending any eligible pchool but our site visits
showed some lenders do not-welcome or aIIOW‘loans for vecational- pro--
grams. It would appear from theasurvey that pnly one-third of the lenders
are seriously concerned about this issue. While experience clearly shows

(and the lenders apparently recognize) that a higher default rate exists

kN
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among vocation&l school bortowers, the GSLP guarantee against honrepa?ment
equally covers vocatlonal situations. Over 70 percent of the lenders do not
normally compare the app11cant against the previous hlstory of similar ap-
p11cants Thls is consistent with the absence of SUCh criteria as a ba51s

. for loan approval 1 ‘ '

- Another area of great interest to O and others concerned W1th the col~
lection and default process is the partlcular activities carried out ,by the
lenders when they find it difficult to locate a GSLP borrower whose loan has

" come due. GSLP regulatlons requlre lenders to carry out reascnable but un-
specified attempts to find the borrowers during this "due diligence" period
before a claim can be submitted to the-government guarantee agency, The sur-
vey included a question about how many times certain activities were uged
in the prOcess of trying to contact a borrower before filing a default claim.

_ Table 13 summarizes the experience of the lenders. Telephone calls and
letters are the primary method of folléw-hp and a significant number are-

used for a given loan. This is very consistent with RMC's observations

and answers obtained ﬁuring the site visits. When it comes to using a

private skip trace or credit bureau to locate the borrower, almost two-

thirds of the lenders never maké use of such service. An interesting
variant here is the relative use of this tracing service by different types

f lenders. The respective percentages of those norially using this service

at\ least once per case are: compgrcial banks (42 percent), savings and

iorfs - (21 percent), mutual savings banks (32

percent\, and Vocatlonal 1 oo 1s (15 percent) Since commerc1a1 banks are

much _more regularly inve ved 1nsta11ment loan and collection activities,
] : Y abl th make e@ff of credit bureaus and-
ether tracing services< Mor of the/l_rger Tey ders do not make use of such

3 1cj;€f2ét/thls may mean they can use their own internal
ices. . -

collection and tracin »

o

" private tracing,

Vo )

1. énders were consistent and rational in their behav1or it

might be expected that,- f*they went to a lot of trouble to check personal
or credit experience, they would also compare-the previous history with
similar applicants. Otherwise, how would they know if it was useful, or,
valid to judge an applicant on that ‘basi§? Td investigate their relation- -
ship, RMC prepared a cross-tabulatiop”of these two factors.' Of the.62 per-
cent who always appraise credit expérience, only 32 percent also always ap-
praise the history of similar applicants (another 26 percent frequently do,
26 percent sometimes do, and 15 percent never do).  Consistency is therefore
not a strong factor in this aspect of lender behavior.

. | [

Q | N . '533"
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Table 13 ‘

-+

LENDER PRE-CLAIM EXPERIENCE

(percent)

' o . Two or More than.' Not ét
Pre-Claim Collection Methods | Once Three Three ALl
ot ‘ S Times Times

Telephone calls 8 34 s9 | ?1
Letters, telegrams, or mail- 2 21 - 77 A LR
grams : _ .
Pr1 ate skip-trace serV1ce or

it bureau ‘ 25 - 9 3 §3
U.S. Office of Education pre- ' .
claim assistance program _ + 64 6 2 28
(mailgram sé{v1ce) \
Commmication with borroWer'sb “ ‘zri' :
relatlves +.28 9 Y 2 8 SR
Communlcatlon with borrower s A
school (s) 58v ) - 22- 9 11

- - :

I3

Data are percentages of responding lenders answerlng the questlon L?'

Lender nonresponse “for thls»quest1on was very small--not exceedlng

¥
. 7.2 percent,-
b.
repayment
/S

-

uo

Lender resﬁonses have been welghted by number of borrowers 1n o
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The use of thé“next collection method was particularly interesting to

- the Office. of Education when this study was originally designed. " This !

L3

method is the pre- cla1m assistance program’ offered by the Office of Educat
“¢ion to lenders that send a mallgram (telegram by mail) to borrowers who do
not otherwise’ respond Replies 1nd1cate ,thdt lenders representlng 28 per—
cent of theé;epayment population have never uged this service, but that. the ~
rema1nder normally-use 1t once or more in trying to contact the borrower be
fore flllng a default clalm" The differential experience by types of. lende ,

is also of 1nterest The respective percentages of lenders regularly using

) mallgrams one Or more t1mes per case arg: commgrcial bamks (66 percent),

sav1ngs andfloans {73 peraent), credit unlons (64 percent), mutual sav1ngs
banks (43 percen and vocatlonal schooels, (100 percent) It is very in- .
teresting that all atlonal schools report they always use this" serv1ce at
least once. .This mai\be bkcause of partlcular efforts by OE in assIstlng
.such schools with'’ thelr larger than-average collecthn problems.

The last two pre- cla1m methods’ involved communlcatgon with borrowers' .

K

relatlves or schools. It 1s seen that lenders almosg,always attempt to con-

- tact. the borrower s relatives orfe or more tiMes. In centrast, 11 percent of -

the lenders never contact the borrower s school when . attemptlng to ldcate

the bqrrower Dur1ng the s1te visit 1nterv1ews, lenders very cons1stently

. A telated procedure concerns the methods tha lenders use in establlshlng
repaynent terms, Again th1s is of interest for a better understandlng of ’
program operatlon%but it is also a péssible explanatlon of borrower default
Lénders were spec1f1cally asked’about how frequently ‘they used the spec1f1ed
procedures in establlshlng repayment for: bcrrowers.u1normal 31tuat10ns. The
question also spec1f1cally stated that it: d1d not refer to procedures used
~for locat1ng and collegting from defaulters onee repayment terms had been
establrshed Lenders probably interpreted tHe questlon to refer to nonde-

faulters onl‘ since many defadtleers never reach the point of establlshlng

Table 14 summarizes the lender responses. It is seen thag
lenders use a ixed package of mail, telephone, and perSonal meetings to

establlsh repayment ‘terms. While only a -small percent of lenders always

‘ utlllzed telephone or face-to-face meetings, almost all the rest did So

frequently or sometimes. Probably because »of, the heavy work load 1n¥olved
the larger-lenders used face-to-face meetings at a mich lower level than °
‘r:. 09 - T o
o 55 S co
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) . LEADER METHODS FOR ESTABLISHING INITIAL REPAYMENT TERMS WITH BORROWERS
. . ] ~ (pergent) < e
o g _ _ - o ' EvaluEtiona’b‘ ' \
Methods ‘ —T. — ; _
i Always Frequently Sometimes, Never
‘Face-to-face meet1ng with 9. ; a1 O Y
borrower , : B . AN I
‘ Telephone contact with g K| >43ﬁ“ .46 3
borrower - ¥ ‘ . B . )
ﬁall correspondence with 57 . 90 ‘ 13 1-
orrower ‘ P A
) '.-Wbrkﬁnglthrough a state ) "f g B 34 ‘61
‘ ‘guarantee~agency , - : ~ o
. Working through another 10 - 8 T 4 . 40
o thlrd party . . ‘ . - ;

a. Lender nonresponse varies between 2 percent and .9 percent
b. Lender“responses have been weighted by number of borrowers in repayment
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# v
"smaller ‘lenders. Mail corrgspondence’ with borrowers is always used §7 per-
///cent of theitime and frequently or sometines used for the rest of th bor?‘ |
rowers. Limited use is madg-qf third‘ﬁ}rties in estaﬁfﬁshing»repayment
tems. Information fromsiz;j&isi% interviews and other sources indicates
that lenders had little problem in establlshing repayment terms. once the
contact had been established w1th the borrower; the real problem was in
findlng the borrowers ‘ &
A somewhat different area of lender procedures also 1nVest1gated by
" the study was the way in which the lender was organized to administer the »

GSLP One speculation raised during the questionnaire dusign task was that

the way in which the lender was 1nternally organized to carry out GSLP act1V1-i,

" ties could well affect how it viewed the program and what success it had.

. Of course, until this survey, there was no systematic 1nformetion available
on how the lender organized itself to carry out its act1v1t1es Therefore
a question’ was 1ncluded in the lender survey seeklng this information. In
add1tion,wthe 1nterv1ews during the lender site visits also investigated
this arep. Im overall terms the £ollowing results were obtained when each
lender was con31dered equally (i.e., no weighting by lender size):

[ 4 percent of the lenders have a specific depa%tment that handles
‘ ’nothing but GSLP loans, .

69 ppercent of the lenders have personnel, within one of the depart-
pénts who are assigned to GSLP loans and

27 percent of the lenders have a Var1ety of other types of organi-
zations.t ' - . : . .

» . . ih
v . °
-

This'organizational distribution is in comparison to thé overall type of

3

- lending unit indicated by the responding lenders (weighted equally) as

[y

follows:
. o 42 percent-—headquarters with decentralized units, P ) .o
10 percent~-branch of a larger lending organization, . ) \;;3

°
e - 36 percent-—1ndependent, unaffiliated organization; and -
o 12 percent-—other B _ \/F - ' ’ - ;:

0

It might be expected that the sizé of the lender (1n terms of number of bor-
TOWeTS ) has’a big effect o how it 'is organized Although 4 percent of- the

-lenders have separate departments for GSLP this category accounts for 34 .

percent Of the borrOWers 1n repayment .@
B =24

v - @

. 1. Many of the ”other” categories invelve such things as two or more
centralized GSLP departments w1th1n separate ‘branches of the lender

.57
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During our sfite visits, we alae found a variety of organizatignal struc-
tures. Based on these few cases, the type of internal organization seemed
to be related to the cycle of GSLP development for the lender For \example,
when ' GSLP started, ©olume and default/collection probléms were not 1arge
Administration of GSLP loans was usually done as a part of a, lender s other

: installment loan activities. Changes were often made when evolution of these
GSLP borrowers brought a large number of them into the repayment and collec-
tion phases and unique types of problems began to be evident. For. some
lenders, this maturing of loans also brought large default problems Ad-
ditional types of specialized needs were crdated, such as tracing lost bor-
rowers, preparing claims, and following up on collection problems -When
this growlng or maturing GSLP loan structure caused these latter problems to
hecome stgnlflcant lenders often establlshed separate departments wlth

AN

CSLP responsibility. This evolution is not surprising--it is basically a

. reflection of two criteria: econamies of scale and giving speEfalized at-
tehtion to the more serious problems. RMC found a variety of organizational -
arrangements within the lenders interviewed, many of which seemed to reflect
the particular circumstances of the individﬁal organizatioﬁ. At the same
tlme, most appeared to be operatlng effectlvely -Most likely, the factors .
that determine organizational eff1c1ency and effectlveness are determined
more: by personnel and ldcal c1rcumstances rather than the partlcular type

> »

of organ12at10na1 structpre . ’ . -,

LENDER OPERATING COST

-

RMC attempted to 1nvest1gate the area of lender GSLP costs. This area

was of interest because lenders often cite the h1gh costs of ‘administering

e

this program and the resulting low (or negatLNe) profit. To what extent

-this is correct and justifiable is a meanlngjul area of .analysis. Many claims
or. be11efs concerning GSLP lender operatlng costs exist. These were usually
based on isolated complalnts or random comments. One reason the subject was
addressed in this survey was to at least provide a systematlc examlnatlon of :
certain lender questions from a reprgsentative sample of GSLP 1enders.
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It was recognized during the design phaée that the co;t of the lender's
‘operation was a very diﬁficult area for which to obtain d:ata.1 Two reasops
contfiﬁute‘to this: (1) lenders are reluctant to provide such .data fqr'com-
petitive or confidential reasons, and (2) a large number of lenders do\hot
maintain a record sYétem that .would provide these data. Interviews with
lenders'ddring the first phase ofthe contract and during the pretest\of

. the questionnaire failed to resolve this diffiéulty. However, this é;ég\was\
 pursued in _the survey where questions could be formulated with a regsonable;:yl

chance of‘expecting answers. , In addition, lender site visits also investi- W

gated this cost area wherever possible. This section presents cost infor-
mafién obtained from lenders, even though the limited data from this sﬁr&eyé~
do not allow any -extensive analysis or consideration of this topic. , Z:,
Given that the structure and detail of the cost accounting systém$ of‘/“

the wide variety of types and sizes of lenders involved in this program pre-
‘cludgd;directly asking for any costs,'RMC established several major cost ‘
categories covering GSLP administrative activities and asked the lender

about the relative importance of these categories. Tablge 15 preseﬁts the,
results of the survey question asking 1endérs to compare tﬁeir admihistrétive
costs of GSLP with their experience with algernative loans. to which they might
-commit funds (such as cpnsﬁner installment loans or other short-term uses)’

The basis identified was cost per loan and lenders were asked to what degree

7

I. similar difficulties were encountered in obtaining comparable lender
“GSL}' costs during a recent study by Technology Management, Incorporated -(TMI),
for OPBE in which it sought data concerning student loans, spectal allowance
- rates, and servicing costs. The study involved jnterviews with 13 lenders
and 3 servicing iirms’concerﬁing operating costs. TMI encountered great
difficulty in making cost comparisons among lenders because of the lack of
or different bases for documenting the administration costs. Even though
that study concentrated completely on obtaining cost data that could.be made
. comparable, monthly operating costs during the in-school period could only
' be obtained from three lendeérs and thé loan acquisition cost.data obtained
for only seven. TMI.judged that student loans had been marginally prof}t—
able for commercial banks since 1970, and clearly unprofitable for institu-
tions having higher than average servicing costs. Other.than data in the
ublished report ‘(dated August 21, 1974), cost data obtained by-that study
are not available to RMC for comparison or integration with the current study.
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’bulk of responses ''about the same,' with a skewed distribution toward higher

‘strative GSLP costs attributable to each of the several cost categories

'gory\w1th the largest percentage of codt is "maintenance of special reCOTds.”-'

. . .
. .
N .- .

. ‘ ’ -
each\of the cost categorles spec1fleg/was higher or lower .than the alterna~-

tive loans. Although a small percentage of the GSLP- lenders rated the f1rst s

:category (cost of acqulrlng the loan) in the two lower ranks, the overall

thrust was somewhat higher. For the second cost category (establlshlng re-
pdyment terms), the thrust of responses was clearly toward much higher costs
for GSLP. The normal processing of loans during repayment category had”the
costs. Maintenance of special records was again clearly ranked much hlgher
and searching for defaulters had lenders’ representing almost three quarters

_of the program, giving their ratings in one or .the other of the two higher

ranks, Lender response on the question covering these data accounted for
about 88 percent of the borrowers in repayment under GSLP. For some lenders,
of course, this question was het“applicable since they had no similar -
alternative investment; e.g., vocatiomal schools operating as direct 1endere;
.ife insurance compagges, and direct Stéte 1eﬁding programs. The lender
results indicating higher than average GSLP costs are not surprising, how-
gver. - They -are consistent with other lender responses and with the results = . o
of other studies However, these results do.provide distribution of lender
claims by cost category from a large and representatlve sample.
- Table 16 summarizes lender estimates of the percentages of total admlnl-

identified. It presents the mead;value reported by lenders for each of the
cost categories. The mean values reported by lenders are presented two ways:
(1) weighted equally by lenders, and (2) weighted by borrowers in repayment.
Welghted by borrowers in repayment tends to reflect total impact on the pro-
gram as a whole and, as a result, larger banks are given greater weight.

This tabulation Was based on responses from about 57 percent GF thie-<lenders
since: (1) many iemders were not able to-(or did not) answer this question-
at all, and (2) parti

answers not totaling 100 percent of administration

“costs could not be averééed in with other complete answers. The cost cate-

Presumably this was 1nterpreted by lenders to 1nc1ude ‘the heavy féderal
paper worﬁ requirement usually described by lenders as "excessive red ‘tape
and paper work.'" The lowest category is "establishifig claims on defaulters,'
which, of cghrse, *has no comparable category ugggrdregular lender loan pro-

_grams since th\\\\}s no guaranteelng agency for them. . -On the other 51de of

the cozﬁﬁ>f§6§g\ere no. GSLP costs due to default of principal (except in.

“~~\...,_ B ' ‘ ‘ ) ’ 61 ‘
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Table 16

LENDER GSLP ADMINISTRATION COSTS BY CATEGORY.

Cost Category for Lender
Administration of GSLP

Reported Mean®
Percentage of
Total GSLP
Administration Costs

il ’ qﬁﬁﬁﬁﬂié bngégﬁgzgrs

[" by Lenders ‘in Repayment
Placing -(agfuiring‘the loan) 20.0 15.2
. Establishing repayment terms 17.2 '16.8
Normal processing of loans during repayment 18.7 18.2
Maintenance of special records (meeting | _

reporting requirements, interest billing, etc.) 26.2 " 21.6

Searching for defaulters o 10.6 18.1
Establishing claims on defaults 7.3 £ 10.0
. 100.0 | 100.0

Mean values for lenders reporting usable data, which averaged about 57
percent of lenders responding. o

—




state agencies guaranteeing less than 100 percent of the loan value). - . ’
As stated prev1ously, RMC also attempted to obtaln cost 1nfbrmat10n

during its site visit interviews to approx1mately 40 lenders.

cess was obtained in that endeavor. The lenders regularly f ~ 1 to poor

recordrkeeping systems within their organlzatlons that did not rovide th

with management cost data of this type. In a couple of cases, lenders had \\\\%\\
conducted a special cost study, but were not w1111ng to pass on the d ‘

Little suc-

since it was considered proprietary. In some ingXances, gross estimates\
were available, such as it cost.1.5 percent of ‘thé\oytstanding value tb
administer the GSLP portfolfo These estimates ranged“hetween 1 and 2,

precluded pursulng thlS area further All in all, there.f littlé further
ana1y51s that RMC can do with the available cost data, al
no questlon that this is a useful area for further research,

de'—ypes b cost (planning
the loan and maintaining spec1al records) show distinct trg:

repayment terms and normal payment processing).

granted. " The remaining two cost categories (searching for defaulters and

establishing default claims) show, a very strong trenv/toward larger lenders

spending larger shares of their GSLP costs in these/areas. It must be that

economies of scale do not operate when it comes to the default and due
diligence area. Furthermore, it may be that small lenders spend propor-
tionately less -on defaulters because they have lower default rates (which
they apparently do) ‘and therefore can keep better track of them. A better

examination of lender costs by size could be done if absolute dollar costs

{
- were known, but such data are not available. ‘
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BISTRIBUTION OF DEFAULT : AM&%& LENDERS
Yoa,

kS TNy

"~ This suf;Ey”*Tlg1naﬁ£§\%?tended to 1nvest1gate how borrower default
affects lenders and the wa?? in which lender défault rates are affected by
lender operations and other characterlstlcs RMC was only able to carry
~out limited analysis in this area because of the inability of manywlenakxe\\\
to provide comparable.gata on defaults. Con51derab1e nonresponse wa ;f%
obtained on the survey items about the amount of default (even among the
lenders who completed other parts of the questionnaire). mﬁmﬁ

The first question that must be faced is what type of default rate should
be defined. Clearly, it needs a nUmerater\that is some measure of the aﬁohnt,
of default--either for a given year or cumulative for the program as a whole.
In addltlon a denominator is needed that prov1des some measure of total
‘ameunt of 1oans--e1ther total GSLP loans outstanding at ‘a g1ven point in
time o1~ the tgtal amount of loans granted by that lender during its history

D s
in-the-program. For a more precise measure the denominator should only. [.‘

include
Tepayment,

“$Hat have matured to ‘the point of being 11ab1e for
e loans for-students still in school or deferred have not ‘
yet had’aﬁ/opportunify to default. Unfortunately, for most of the above in- :
gredlents, data are hard to obtaln at the level.of 1nd1V1dua1 lenders. 1

In the questlonnalre RMC asked thekleﬁéers to specify the total dollars
for GSLP loans on which claims were filed for repayment because of Borrower

-

e

R

. L. Probably the main reason mogt 1enders did-not prov1de~quant1td{1ve
estimates of default the inability or inconvenience: to obtain siuch esti-
mates from their; guiir record- keeplng systems. Some lenders commented on
the questlonnalre¥%ha§ethey did not maintain records on.default that way. .
Moreover, during our Qﬁer site-visit interviews’, similar answers were often
received. Apparently mény lenders do not keep separate records:once the doan
is repaid by the guaranteeing agency. To many 1enders it has the same effect,
whether it is repaid by the borrower or by a guarantee agency., .In othgt cases,
records are kept on défault claims paid, but they are not able to aggregate
these for any given time period. Although it is possible that some Jdenders
may have been ashamed of high default rates on their loans, and thus obscured .
this fact by not calculating or providing default measures, there is no way
RMC can prove their motivations. During some site visits, it was obvious that
the récord-keeping system in use did not focus én this measurement, but focus- .

sed management attention on potential problems such as delinquent 1oans and L

late payments
79 , B
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default during 1973. The value was of little analytical benefit unless it
could be converted into a ratio,. which meant that the lender also had to
provide an answer to a separate question céncerning the total: amount of .
GSLP loans outstanding and the total amount of loans not yet due for repay-
ment. In a large number of cases, one or another of these three variables’
were not provided. As a.result, comparable default rates could Ee calculated

for only a small subset of responding lenders, and this was considered too

. smallzigroupwvith\d1ich to do meaningful analysis. RMC was able to complete

-,

some analysis of the distribution of default among types of lenders and -
schools based upon the lender-providéd data about the RMC sample of borrowers.
However, one screenlng question was included and answered by a very
lllge percentage of the respondents This question asked ‘lenders if they
had anv defaults om GSLP loans during the calendar year 1973. A 1arge - .
percentage answered no to this question, thus indicating by definition a
zero default rate for the period. RMC has tabulated and analyzed these data
in order to prOV1de 1ns1ghts into one aspect of the default process. These
data allow the division of lenders 1nto two groups, one with zero default
rates and. the other with greater thaz zero Tates. @inety#nine percent of the

I

respondent lenders answered this gdestion. ; >

Almost half of the lenders claimed they f1led no. CSLP default c1a1ms o

‘dur1ng 1973. This result appeared somewhat surprlslng in 1ight of default

rates that were high' (and growing) for the program as a whole. Although

this questlon just refers to the'calendar year 1973, by then most lenders

had significant numbers of borrowers who had matured .into the repayment

phase and had ample opportunity to default. For this reason, further inves-
igation was condueted\into this area by RMC. Table 18 presents a

gustr1but10n of lenders based upon the 1nc1dence “of default during 1973
(we1ght1ng 1enders equally). As the bottom total line shows, 49 percent of

the lenders respondlng to: the survey (only 2.7 percent of lenders’ did not

answer this question) sa1d they flled no default claim during 1973. Table '
19 shows how these ]endels were distributed by lender size. It is seen

06
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| A
: ’ = Table 18 , .
DISTRIBUTION OF LENDERS BY INCIDENCE OF -
DEFAULT DURING 1973 AND LENDER SIZE2
Iée;deeggrsilezse Anpelé;csefpt DOff Iflndelbsu C'lamli@:%gs .
(borrowers in y. ~etau ts Duying —— ° Percent of Total
repayment) Defaults No Defaults Lenders Represented
0-50 28 72 46
50-100 56 44. 25 .
100-300 77 23 20 .
300-500 o4 g
- 500 and over 97 '
Total 51 49 100
a. ‘All but/2.7 percent of lenders answered this question. - -
£ /,
| ~ Table 19/”

DISTRIBUTION OF BORROWER DEFAULT CLAIMED

: s
/ ¥ .
3

BY LENDERS .IN 1973 BY LENDER SIZE

s

Percent of GSLP Borrowers Represented s
Lepder Size by Le?ders Claiming Any Default in 1973 | Percent of Total®
ategoties Default" No Default’ Borrowers in Repayment’
0- 199 44 56 15
100~ 199 78 22
200- 299 77 23
300499 94 LB
500- 999 94 '\\\I,/”r}~'6 i ”
1,000-1,999 98 2 10
|2,000-2,999 - 100 0 ° 4
3,000- 3,999 100 0 2
4,000-4,999 100 0 4
5,000 ‘and over 100 0 33
Total 87 13 100

81




- cant since the GSLP prograin is characterized by a-ldrge number-of fairly’
- small lenders and a small number of very la¥ge lepders. . This distribution -
" is illustrated by the far righthand column in Table 18, where it is seen

L;»”' Distribution/of

intddence d ng 1973 /

4 3 ///// 2,//</<4 ’ ) ST
that there is a very strbmg@rglationship'toward»sméll 1ender$~haqing most -
of Ehe no default situations. .In fégt, the extent of this relationéhip'is
very stéiking:in its inteng%ty and distribution, and is Qarticularly signi- K

1. .
ment. . N ‘e

An alternative way of analyzing the impact -of this vari

sample; i.e., each lender is weighted by.-1
Table 19 presents a -tabulation calcu

in repaym
(thus in tRkis case, 49 percent of the 1enders haVLng no default repres
borrowers qn the program) Distribution size of 1endev §
com thls taﬁle Again it is sgﬁgw£h§f thgﬁzery small le ers T
ulk of the 51tuat10ns 1quh1ch no defauit occurred. '

also evident

constitute the

is clear a@d thls

all 1eﬁders of a

was also investigé;éd;

1enders representing a total of 13 pgrcent “of bdrrowers

had zero defaults fgr 1973) ZIP Code Area- S‘(North Centfal) e
%. N . : . N -
4

.7 1. 500-is not that 1 rge a size since at 1east a. dozen 1end®rs in- the sample
had over 105000 and three Menders had over 40,000 borrowers in repaymeht

82
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. COMPARISON OF‘ LENDERS CIAIMING =~ - b
: DEFAULTS. DURING 4873 BY ZIP CODE. NATIONAL AREAS®?-
- . o . \ .

T

.

7 "y .
@ NP Percent of Lenders, Clainiing

. * Any GSLP Default,During 1973 | Percent of GSLP .

oy 'ZIP Code

, National. Areas | D&faults

No Defauits@~ 1

Borrowers
Represented

. . - , .
B Wl 0 ) 88 12 . 11 /J
) , . 1 91 ~ 9 -8 ‘
il . . “. :'2 \85 , 15 " 5‘ ” ,
S '3, Y 86, 14 . 6 .
o . -
; . 4 .- 82. 18 :
» . 5 ' 74 @6 . 12
® N
: 6 85 @ v+ 15, v 13 :
o3 YA 88 .. 12 10
N N e . . .
o 8oL -89 L1t - 7
- . Y . a .
4 . 9 ) 98 v 2 v ) © 18
. . - P 9 . .
L - -Total , 87 « | 13  « 160 -
ax Lender response on tkiérquestion wgs 99 percent. . S
b. Lender response has been weighted by number of borrowers in -
_ repayment., . - ’ “ . Ny
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having by far the h1ghest (tw1ce the national aVerage) 1nc1dence-of zero
defaults in 1973. ZIP Code Area’4 (Great Lakes) is alsqfs1gn1f1cantly h1gher
in terms of accounting for more than its share of borrowers without default. .o
At the other extreme, ZIP Code Area 9 (West Coast) shows 98 percent of ité
GSLP act1v1ty hav1ng some default in 1973. ZIP Code Area 1 (New York/'
‘+" Pennsylvania) was next closest, with 91 'percent of its borrowers accounted
for by lenders with default in 1973. R ‘: : c e
_ The variables of 1ender size and geographic'locatlon are interrelated"‘
' and the size effect Gpuld be the stronger undeflying relationship. The
two areas hav1ng proport1onally more zero default incidence (ZIP Code Areas' g
4 and S) also have s1gn1f1cantly more of tﬁe1r GSLP activity in smaller
lenders. The. area having almost no 1nc1dence of zero default (ZIP Code
Area 1, New York/PennsylvanJa) presents a special case 51nce it does not,
//have proport1onately large amounts of large lenders, but it does have a.
very large share of GSLP activity, W1th at least some defaulte?s,\_Although
- agenciesplnvNew York and Pennsylvanla «there is nqt enough 1nformat1on
ava1lable\¥of‘Turther analys1s in ZIP Code Area'1. All in all, the in-
' c1dence of deiault appears to be primarily explalned by the effect ‘of the
level of lender GSLP act1VJty, it is clearl) not d1str1buted equally among :

s

lenders. ‘~ '?

B .

s RPSULTS OF LENDER SURVEY OF BORROWFR DATA o e

N The purpose of this section ig .to preseni and d1scuss the results of the

o . borrower survey. The unwelghted data from ‘the survey quest1ons are provided
| ‘ in Append1A_Bf The first parts of thas section d1scuss the response pattern

for the borrower data ‘the latter' parts analy7e the loan defaults in the program.
/;/;/// ,The 1nfonnat10n descr1bed in Chapter 2 on "the results of. the 1n1t1al teque;t to "

s ;
<

1. Expressed another ‘way,' ZIP Code Area 5 has 12 percent. of the total
GSLP borrowers-in the program, but accounts for’' 24 percent of the borrowets
for which lenders reported no. GSLP claims during 1973. ZIP Code Area 9 ac-
- counts for 18 percent of the “total GSLP borrowers, but only 3 percent of .
o ) the borrowers covered by GSLP cla1ms dur1ng 1973

.
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of the 1ender S survey re ating to the borrowers.

8 nllmlnated because of initial status check énot

of those sent out,“or 58 percent of the orlg;nal sample,

é - ’ \\ “, ’ 4
1enders on borrower loan status is also relevant to the questldhs of response
and representatlveness as Well as to the survey data results that follow.

Response Pattern for Borrower Data

As a basis. for 1nterpret1ng the data analysls to be presented in the
follow1ng sections, it is worthwh11e to examlne the .response patterns for the

dataconcerning borrowers., The level and dlstrlbutlon of survey response has

a direct impact.on-how representatlvc the resultant datd are cons1dered to be.
Table 21 summarlzes several aspects of the gross response for the part

The data are unwelghted,
l.e., they represent‘actual quest10nna1res sent out and rece1ved

,
‘e

Table 21

RESPONSE "PATTERN FOR BORROWER DATA
o (unweighted) — * ,-

‘J :

. Category

é

N
e \

—
Total or1g1na1 sample of borrowers - v

-
Ll
>

-4 @

‘W.J-r

’

%’et in

3,
3
repayment oTr no record of 1oan) 3
Subtotal\covered by lender survey RS A 3 ﬁ

Responses received from 1enders ‘ L : ’ y*'

Ny .
Rl ES

"Response rate ---as percent of or1g1na1 sample i .

Response rate -- as oercent of rev1sed sample = . "~

As Tab1e~21,shows, [ total of 4,842 bdrrowers were represented by repldés'
to the, lender questlonnalre on sample borrowers ~a responsé rate of 22 percent
However & s1gn1f1~
cant number of these replies contaired 11tt1e or no data s1nce the lenders

claimed that the needed records were not avallable. The questlon“oﬁ nonresponSe

Only sllght basis for i
nonresponse b1as was found, and adjustments for Such b1asrwere madE“ where *';

bias and representativeness was examinied in Chanter 2.

’ appropriate. L - S ﬂf'\\‘

T
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. Lenders retu ed quEStlonnalresipn approx1mately 60 percent of the borrowers

J in th@ glgal sample. In m&mﬁ cases ~however, lenders did not supply sub-
gtant1Ve 1nf%rma@§on ) Fbr e&amp&e many lenders’ maké a practice of either .
destroylng or ”c@ad storaglng" ﬂ@cords relating-to loans that have been paid, o
, ugually retqgnlng onby thegh%me.gnd address of the borrower and the loan status.‘

W
Al tq@yleans are treated in this manner. ,
ﬂ /o ﬁ“? 5-,!-, .
} that, 12; 6ﬂper£ené of "the Horrowers were in default, 5 percent °
///:nars ‘dhg thus likely -to default 32 percent had paid their loans in
vl, ’it}
f=:1lf an@%ﬂl percgn Fwere repaylng.@ About 4 percent were Stlll in school, and
e ut Jﬂpprce t of,the borrowef% could not -be accounted for by the lenders.
o 4 &
Léﬂ IS clarm borrowers haVe an average of 1. 4 loans outstanding, with
an dveraie balance of $1 482. A Iérge percentage~0f the borrowers have one
- ;i?n qutsta dﬁng 58 percent) and another 16 percent hgge two notes.
/ Wé ﬁmnd ﬁhat the average totaT“/Ebf‘T§g3051tlvely lated to the number
: Qf ldans rising from $1,090 for those hugh one loan to about $3 800 for

_ﬁ'tho%@ with- seven loans.

.
I3

Student loans are seldom transferred between lenders. Only 2.7 percent

" of the loans,.were transferred of those, most were serviced by the recipient,
institution. ‘

~
I3

'Thlrty—seyen percent of thebborrouegs were customers before  taking out
their first Jdoams, and 39 percent of the borrowers' families were cus®mers
" too. 'Generally, the'relationsbip was through a'personal savings or checking
‘j~ ryif-accountw although about 11 percent of the:famllles had business acCounts
j . }} where the -students applied for loans. iny about 20 percent of the borrowers
oS Currently maintained accounts w1th the lenders, indicating that the lenders :
| do not build up .any sort of loyalty through the GSL relationship.

e T

[
-+ We allso. feund lenders tend to- grant, slightly more logns to prev1ous

|
Y

customer%, originating an average of 1. 6 loans to previous. customers and '
1.4 to others= e '

“ . ‘e . - ¥
¢ P N . ) . B
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Lenders tend to deal directly with the borrower, principally through

letters or telegrams. They will next resort to telephone calls to the bor- -

rowér or communications with the -borrower's famlly The nextrstep'is to
contact the schools. If at falls they notify the Office of Education or

a state guarantee agency.

Lenders were able to contakt the borrower and establish repiyment terms

in about 83 percent of the cases\ The hypothetlcal "average' note was for

four years at $37 per month.
Almost 25 percent of the borrowers\made no repayment whatsoeve : con-.

The

as about a third of the, way

versely, about 25 percent of the borrowers made lump-sum payments,
average borrower had made 16 payments; i.e.,
along in the repayment schedule.

Very few loans axe ever modified after entering’ bayment (4.6'peréent)‘

sexcept for deferrals. This confirms the information in he’borrower suryey.

Deferrals.take plade in about 7.4 percent of\the cases. Lengers Cited; in -

- declining order of importance, the following reasons for deferxals: Cl)

further schooling, (2) military service, and (3) financial dlffl t1es§\

When f1nanc1al difficulties were cited, thé¢ lenders either - ‘were granting )
deferrals not allowed under the program or were more likely interpreting
deferral to include forhearance which can'be granted with OE approval.\

Lenders claimed that, over one-third of the borrowers had been late in
meet1ng the1r loan payments. They claimed an average of five_late pay-
ments for th15 group. Coupled with the average of 16 payments per borrower
it appears that some borrowers may be late on an average of-ane_payment in
*three. . - oy :

Lenders Clalmed that 18 percent of their borrowers had defaulted on
repayment -and that they hadxattempted to contact 66 percent’ of those who

, had defaulted This statistic is worthy of further study since, by law,

lenders are expected to exercise due dlllgence regardfng loan defaults.

This term has been construed to indicate an effort by'the lender to get the

borrower to repay, seemingly contradicting pur surVey results P0551bly,

enders 1nterpreted the question to mean contact with the borrower after a
default cla1m has been filed (and due dlllgence exerclsed) i Lenders in-

édlcated that they used the same, modes of access ta thé borrower at ‘this -

time as when they had originally t;ied to establishﬂrepayment'terns.

s
4
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“Jefaulter Analysis_ T ’ . .

A nrlmar) purpose of thlS Study was to develop an ‘accurate characterlzatlonnvw
of defaulters, an assessment of the strength of the default phenomenon in the
GSL program, and models to aid decision- makers in predlctlng defaults and de-

’ velonlnc appropriate policies.

This sectlon of the ana1y51s is based on the survey instrument completed -

by lenders regarding individual bonrowers. This instrument centains informa-

. %
tlon characuerl ing the bOTTOheT nOﬁulatlon in terms. of its gllent relationship

. to the lenders. It provides aggregate 1nformat10n on the distribution of loan *
A status, the tvpe of business relationship between the lender and borrower both
before and after the. loan was made, and financial information concerning re-
lump-sum payments
contains dbout 660 responses on defaulters. -

- payment terms, number of late’ wavments, etc; The survey

In the following discussion, all default rates represent historical estl— T
dates of the nroportlon of borrowers who eventually end in default compared
. They .
' do not measure”the 1mpaLt of recent policy and administrative changes in the

with the total number of recent borrowers who have éntered repayment.

program.
\ .. Survey Results=-Borrower Survey Completed by Lenders E
- iable 22 displays the relatlonshlp "between the two pr1nc1pal measures of

.default used in this survey.' The first m@asure rs a detailed breakdown of

various loan statuses (Q.1). The second. measure is response to the question

a

.

"Has this borrower defaulted on repayment7” (Q\SZ)

Aruitoxt provided by Eic:
N .

Table 22
RELATIONSHID OF DEFAULT MEASURE
, ) (percent)
O et St as [ \rrears L Default M
From | Pad T T e —— | Repaid Still ok
: n In Re- i rurred \o ' I * | bther in Deferred | Unkmown | Total
pavment Clawm 4 . * Bank ; Death - a
Has Borrowe Full filed | Glaim wruptev | Disability | Pefault Party, | Scheol R
De faulted” ; . Filed N ' . ' N .
JEU S _*—%LM,M-.__ [ SR b . N "
ves : 3 S ST A I T K IV B 9.4 |"28.6 2.4 0 18.9
- s | Al | RN DU R 1. 3.0 N .8 . 0 .9 16.4
U P S LS S SRR .
e oo " ' §°. T I - R B 63 3.0 1.1 9.1 100 81.1 ,
o 57 . oo 1.8 Wl [ . L 3 N 83.6
1. I ‘s
| .
- ‘,f_ — B e s SR SR e —
Hariinal TR IR : T o [P B a1 5 - L2 .8
3 v o . . |
. o o« “ 4 N B kel
1 ASC ¢ P B .
i : g };%3 ” .
. ) -
Q o - . va' - ‘4 . . ° &
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Table 233 cals. certain inconsistencies in the classifications. How-
v ever, the Y¥,small and do not materially affect the default rate

. estlmates The f1rs"“krnd«5£21§§en51stency 1s,uﬂ§esolvab1e For -example,

ui"ll‘ e et e e s e e

2 percentﬂpf thmsemeiaseniﬁégg1n defﬁQQT“byw@hawaeagﬁgmmeaeurﬁ’are classi--

‘fied *'in répayment” by the flrst ﬁ?%EUYe -The second- type of incensistency
has a reasond%le explanation and tends tdﬂlgg;tate whlch indicator is more
reliable. Thls category includes 2 percent o the defaulters by’the second:
measure c1a551f1ed as paid-in-full by the flrétl In pur site visits, we
found that 1enders often marked repaid 1oans*a§ "pa1d in-full"--without re-

;)/ gard xQ the sdurce of the payment. ‘A third categ@igjof incon istency covers
claselfzeat;ons not ent1re1y based -in fact For

» sure, certain’ ‘tlaims were in arrears, but clalms had. not yet been filed. For

le, by the first mea-

these loans, a sEBStantlal proportlonrwere counted as defaulters by the
- second measure. BN _
Under the assumptldn that most of the bgrrowers in arrears will in fact
default, the best estimate of the'hastorlcal borrower default rate is-
16.4 percent +l1 percent Undef\the assumptlon that ambiguities are resolved
to lower the default rate estimatey the beat estlmate becomes 13. S percent
. +l percent. In any case, the historical borrewer default rate is Pounded be-
low by 12.5 percent and above by 17.5 reent., Thls of course, reflects
estimates based on data gathered in early 1974. %g

No adjustment will be made to the two‘\

easures Of default in the followmg
descrlptlve analysis other than thg,prev1ous mentlohed nonresponse adjust-
mengtsy and the reader. is advised td remember po: 51b1e errors in each measure.

Defalulters cannot be d1fferent1ated from nondefaulters in terms of the

financial character of their aggregate program pa' icipation. Tables 23 and
24 éhow that the mean indebtedness of defaulters is\ ower than for nondefaul -
fers and ‘also that_the meéan number. of loans is lower. However, in a practical
‘bllshed,because ‘the

population standard dev1at10ns ‘are very high relative to the difference in

: sense, a useful decision- -making cr1ter10n cannot be est

© means, thus lndxtatlna a- 51gn1f1cant overlap in the populatLons.

"o , The ana1y51s of ~orrower data showed the inverse relatlonshlp be-

Y tween educational level 1.completed and default rate. _That result is

con515tent with a 1ouet mean numbér of loans. On the average defaulters
. - .are in the hlgher educatlgn system for a shorter timé, and consequently A

- take out fewer Ioans and ‘attain lower academlc levels than'nonde- R ’“%Eg

“faulters. Tahles 25 and 26 display gorre%ative results, showing- the mean -

. - . *
~ Bt - “

I
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Aruitoxt provided by Eic:

o

Table 23
AVERAGE DEBT BY LOAN STATUS

Amount of Loans
Borrower Status Standar-d :
s : « Mean Deviation of Weéghtgd
Population ases
Paid in full - $ 1,023 $ 6767 872
In repayment 1,826, - 1,174 1,820
Deferred after payment began 2,025 1,247 . 24
Arrears -- claim filed 1,260 H09 58 )
Aveears -- po cluim filed ¢ 1,465 995 162
bofaals -- bankruptey 11525 1,651 13
Defauvlt -- death 1,928 1,107 23
Default -- disability 1,422 017 421
Repaid other party 1,400 922 " 14
Still in school . 1,842 1,153 45
De ferred 1,694 1,194 7
Cancelled 803 344 2
Unknown 1,928 1,294 30
Total" -$ 1,550 $ 1,080 , 3,492
Has borrower defau] ted? .
Yes $ 1,482 § 1,029 573
Ko i 1,588 1,109 2,568 ’
. Total. ’ . $ 1,569 $ 1,096 3,141
Total cases = 3,503. ' .
Missing cases = 362 or 10.3%.
Table 24 .
AVERAGE NUMBER Qf'LOANS BY LOAN STATUS
. Number of Loans
Borrover Status ' ~.oStandard :
' . Mean - Deviation of Weé:%}sxizd
\ Popula*tnlon e
Paid in full .o 1.3 0.8 838
" ¢ In repayment , 1.7 1.1 1,793
beferred after payment begam - T 2.0 1.3 21
Arrcars -- claim filed i 1.1 -~ 0.5 258
Arrears -- no claim filed Y 0.9
vefault -- bankruptcy 1.1 - 0.3
- Detault -- death ‘ 1.8° 1.1 .
[efault -- disability 1.4 0.9
Repaid other party 1.1 0.5
Still in school, 1.8 . 1.3
\ Deferred . . 7 1.8 1.7
Cancelled ¥ "+, 1.0 0.9
Unknown . T v 3.0 0.0
. Total " 1.6f - 1.0
Has borrower defaulted? -
Yes 1.5 0.9 557
No . 1.6 1.0 - 2,476
+ Totel 3 PR B 1.0 [ 3,033,
Total gases = 3,401, . ! / ’
Missigg cases ¢ 368 or 10.8%. 90
5 , . ! X 76: Lo -
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Aruitoxt provided by Eic:

AVERAGE MONTHLY PAYMENT BY LOAN STATUS

Table 25

Monthly Payment

Borrower Status @ Standard (o
Mean Deviation of Weighted
. Cascs
Populatian .

Padd v a1l $ 30,81 $ 13,42 584
Lioropae oot 37,77 15,74 1,747
fedoried artor paynent began AR, H3 22,54 22
Arrears - claig filed 32,15 0,18 39
Nrrears —-W?‘{;lim filed 35.09 12,92 111
Foeott —o hanhnuptey 39,08 17,94 4
Setandt o death 40,35 8.54 6
el oo disability 32,43 8.40 198
Fooad other party 3,68 7 49.23 10
Striloan school 40,49 16,51 18
beferred 164,84 302,15 3

Cancelled 30,00 0,0 1.
Unkziown $ 37,07 $ 18,75 2l
Total 2,773

T Has borrower defaulted?

Yes $ 33.95 § 10,92 363
No 37.74 22.51 2,289
Total $ 37.21 $ 2131 2,661

Total cased = 3,503.
Missing cases = 843 or 24,15%.

»

Table 26

> LENGTH OF PLANNED REPAYMBNT PERIOD BY LOAN STATUS

(months)
Repayment Period
a ' \
Forrower Status Standar C Wai
Mean Deviation qf “Pégsigd
Population i
Joudoan rull > 274 EE T E \ 573
In roparient 5¥.7 28.06 \ 1,716
fotforred after yayment began 65.8 27.4 \ . 22
Arveam oo clham filed- 47,4 - 20,4 ' 37
\iredrs -+ po cluiin filed 50.0 29.3 108
ool -2 hanlraptey 61.0 38.2 q
ENRINIE ES AT} 07.1 f3s 4
Cnaln o disabiliee Bl 20,3 {92
ToLoddh ather nacty ‘ du, 8 3.5 10
stoiloin school PR 4.0 17
Doder.ad 7. . 30.1 3-
Cancotled N\ - 5.0 (.0 1
Unknown \\ N : E’-S- 2 20.6 21
T Total . 50.1 29.0 ' 2,716
ilus bortower Jofaulted? s S
Ves 46.9 28,5 347
D 50.7 29.10 2,251
| Total 50.2 29.0 . 2,606
Trral cnacs = 03,595 ) T
Missing cases = 897 or 25.6%. . =~
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¢’ réﬁg&ment beriod énd monthly payment amount for defaulters to be signifi-

' cantly less than for nondefaulters. These two tables excluded the approxi- , ¢

. mately one-third of the defaulters for whom repayment terms could not be

« established. - » . . .
The default Jﬁte is not related to the number of loans held by the bor-

rower. In gddition,'the proportion of borrowers who make late payments is -

unrelated to their total number of loans. Tables<27 and-28 display the<rele-

vant results. The relationship be;yeen numbér of 1oaﬁs and mean.indebted- '

ness is shown in Table-29. It indicates that the 1éck of relationship be-

tween default rate and number of loans would carry oveér if"indgbte&neéé had

been the discriminating variable. N

Table 27 TNE _ Table 28
. T ; CUNTINGINCY TARLL TOR NUMZIR OF LOANS
COWT Y TLE R NSO OF LRSS BY DRFAGTH » BY W T BORROWIR PAS MADE LATL PAYMINTS

- {pereent ) o - (pereent) v
g er Has Boriduer 1!l ted? R Total 1 Nurber Late l‘;l,\'uu'—nl’s?“ ot
s TRy T T T e . e I — oty
of 1o Yes ' o ) \Q&:&n.\ Yes o :
L o -
“ X S - . " i .
U ;7. N ~?’j.\/) ! 16.9 0 - : SI.R 65.2 )
L W A N » N 1009 11.0 10.9
CTTIINTTTT T ! X ; R
1 18.6 41.4 57.8 1, 6.1 63.9 ]
o ' 63, . 50,0 759.5 b S0.8' 57.8
—_— —— S —— N

SR A ; ; -
: 13,2 ‘8.8 T ot17:0, 4 2 " 32,7 6.3 @
o 13 17.7 ol 15.8 1”0 17,64 -
) B § 8.7 7.9 kY / 3.6 03.4
5.5 8.4 o _ i 7.3 8.5 8.1

v 1 18.53 81.¢ 4.2 4 - 35,7 64.3
1.6% 4.1 4.3 4.2 1.4
e 4 ‘% I3
5 13 4 81.06 1.4 . 5 35.0 05.0
1.6 4 1.4 1.4 1.4
o 4.9 95,1 5 6 39,4 60.6 .
] .5 . 3 .5 9 .5
T W;Y'L ) - " ¥ 0 "
7 j ¢ 100.Q 1 7 80.0 20.0 o
. 0 A |
. - - 6
.g N o . 0
EN 25.0 75.0 | .1 8 100.0 © 0.0 - '
/L ’ : .1 *
. - . f. N 0 0 S
Y :—; o - 7 . °
1atat T 83.1 . 100.0 I Total . 3501 ' (X7 N I T 0 S B
B %b'-.. . " . -
] . , . ,A\ > 3
3,336 Casvs - 3,201 CGasc . v f}‘
" » . . " h g . -
- . . - ¥ ‘ N , 0
o 5/ f 4 . A
s w ) . ” " . N
. ] .
. ° . < . 9
- » o . - . ’xo !
. P .
- 5 . 4 v
% ¢ X . ) . ; ] ’
’ n . L ’ 3
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Aruitoxt provided by Eic:

.
’ M""M"ﬂ"wﬂnnﬁ
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a T v':"‘““a-,w"ﬁmm“m/
- )— - wv i
~ Table 29
, - AVFRAGL U};BT BY NUMBER OF LOANS
T Indebtedness
k4 L
N r i
o fu;n};t;n . T Stanhdard
o Mean . Deviation of
. Population
0 $ 0642 §  93i
) 1 1,097 622
2 1,877 763
. 3 2,627 1,008
4 3,599 1,177
5 or more 4,011 1,300
: ” »
The survey instrument contained several questions concerning the re-
- 1at10nsh1p of the lender to the borrowers and their famllles -before the
student loan was drawn. Table 30, %%1cn/éross tabulates borrg ’ ) ’
by whether the borrower was a prev1ous Customer shower
account relatlonsh;pidoes differentiate defaulters TOMm nondefaulters
Excludlng default by death or d1$ab111ty, the table indicates that 5. 7 W j;ﬁ
x
percent of the borrowers‘Who were previous customers defaulted§anduthat S
E
: another 3.5 percent were degnlflcantly in arrears. For the other group, &
12.7 percent defaulted and there were another 8‘percent W1th claims’in. J
. . : L q\ . -
. . ' Table 30 C, 2
‘ CONTINGENCY TABLE - EOR JAMEILY ACCOUNT RELATIONSHIP BY LOAN SI’/\"’US .
Sl Berre o Statusfe Arrears ‘ hc(mlt ’
\\l perued By Ty In Re - . e Tt 52 T T .?.. [ Repaid Still .f N Can- K ]
L - Cb e ferred Ao P - ~ Other De f d | S Unknewr | 1ot
Canundvoa \\i ' I"".‘ et L”" {lil]rt-r: ‘ l“ﬁj i‘/lhl?\:( |-|M;i‘§!1\l;\v D fnlt -“J‘l“‘)’- Scll‘.gnl i ety T L(o/
tustorer? . . T el TR T . s .
I Yos 4 “ad) ' 5 7 Y S \f 8 18 3, 1 - 1,31% ’
“ . 38.1 1% T} 0.5% 2.7 03 0.6% CRTV e 0.5% I 2% a.2% .o 0.0 te, B
" ‘. TR e SH.50 T | 24450 550y | §7.6% 32.1% 64,93} 64,63 53.14 1 100,00} 50,0
e e o - R B Y YRS IR U SR — —— hd U ———— .
) MY ™ 4 2 X T2 . 113 L4 10 3 0 1 -8 :
. LY R AR S EO (P s 1.1 .34 0.m5 15.467% 0.6% {, 173¢% 0.1%% 0.05 0.1% 33,8
N : PR S PRSP TR LA IR RN P coi o35 T3S, 46.0° 08| a.0% K
) T ota: - ﬁbm fl'om o P R EREE IERE! o 20 Te L 1|y 0 |
Yo 34T D () 0 a3 .38 3.8 [ 0.7% 7%)’“ 0.0t ] 1.2% 0.2% { C0.ny G.1% §Jea.
% Yo E '
4 : v n v .
R 4 ' v e b Lt e ‘ ] . 0
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[ PTOCESS. - Table 31 prov1des that same type of tabulatlon using the second

oA

default measure (Q.52). From it, 10,2 percent of the! prev1ous customers
defaoiteq//pmoéred with 19.8 percent of the complementary group:

Ip-many cases, borrowers have no account relationship with any lender
//anﬂ/;ie known to the lender only through other family accounts. Table 32
//// displays” the cross- tabulat1on of ”prev1ous account relatlizjhiﬁ‘w1th family"

“ by the first default” measure. Table 33. provides similar

Tormation for .
' x?

the second measure. v
% 7
Table 31
CONT INCEYCY EABLE FOR BORROW}:R COUNT RELATIONSHIP BY LOAN STATUS
n . — , i
.- J ’ \ 2 ? »
Borrower a Has Boxro\\er I)Jofaulted’. rotal a ,
? — :
Customc\r. | Yos J No '’ .
K Yes TN 126 1,114 1,240 .
) 10.2% 89. 8% 48.2%
32.4% ¢ 51.0%
g ¢ L
R No 263 1,068 1,331
i 19.8% 80.2% ."51:8%
67.6% 49,0% !
A ., Total "N 389 2,182 2,571 '
‘\ . 15.1% 84.9% 100.0%
| Table 32
’ CONTINGENCY TABLE FOR BORROWER ACCOUNT RELATIONSHIP BY LOAN .STATUS
Borveer Staton Arrears ~ Default . .
v»pm;: hy | Pasd | terred Rgp’aid Still ({q ] .
lender n . cferre . . No ther in Deferre Unknown | Total
) . pavment . {"Claim | 7. Bt Beath - ' P
’ gosztgfr " Full Filed (r”:t'l ml"?k Insnbi/]i ty Default | Party Schoo;} '
B Yes - sof | 122 9 8| a1 9 Es . 73 a 29 2 1 [ 1,402
> L 35,08 51.5% 0.7% 0.6% | .98 0.6y |- N0t 5,2 0.3 2.1%- 0.2¢ ¢ 0.1%] 0.2
53.8% ] S1.6% S1.3% (1714 | S8 | 76.8% 61.04 28778 | 7708 | e6.8% | as.08 500, ,
- T
/ No 4.5 676 o 38 77 3 9 180 10 14 3. 1 11,445
0ds | 46,88 0.6% 2.6% | 5.4% 0.2 0.6% 12.5% 0.7% 1.0% 0.2¢ 0.15] so.n
16,44 48,44 CRIL Az | es | 2320 39.0% 71.3% | 7308 | 33.2% | 54.1% 50.0°%
§ ot , 91n | 1,390 18 6 119 11 22 - 253 . T 43 5 1| 2,88
; LSS L ISY 0.0% 1.6% 1 KREUN LT 0.8%° -8.94 0.5% 1.5 | 0.2% 0.0%] 100.04
: X - \ .
. .
‘; \ .
% t .
&y . . o
ot . ~ 2 1 .
' ::i/"/" 4 .
91 "
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o Tablc 33 ‘
CONTINGENCY, TABLE FOR FAMILY ACCOUNT RELATIONSHIPTBY LOAN STATUS

v

L

Family a Has Borrower ggfaulted? - . X
Customer? S . i .lota
T Yes‘ 7 No

Yes " 108 *1,240 1,348
8.0% 92.0% 66.1%

\ 40.7% 69.9%
No 158 535 692
.8% 77.2% 33.9%

g 59%3% 30.1%
~  Total 266 1,775 2,041
13.0% 87.0% 100.0%

Borrowers are,

1 no prCVlOUb family relationship with the lender.

rd

a priori,

almost 'three times as likely to default if there

By the segond measurc,

only 8 percent of the loans made in the presence of prefious family relation-

. Jhlps end in default, while 22.8 percent of other loans do.

dpply to the first méasure,

Similar results

The next vdriable to be considered is whethe? or not the borrowers com-

pletcd their 1ntended academic programs,

Table 34, which cross-tabulates the second default measure by the com-

pletion~ofi-program variable, shows that 37 percent of those not cohpletr_g

their programs default,

while only 11 percent completing their programs

do, Looked at dlfferently, about 55 percent of all defaults come from

thOst who do not tomplete “Their’ programs,

+ A common complaint is that 1end§rs ane.Unable to locate borrowers and

"are thus unable to Convert th borrowers to repoyment
Table 35 demonstrates that 33

mus t file clalms to’ recover their funds

percent of the defaulters never- had repayment terms establlshed

Therefore, they .

It should

be noted that the 0.8 percent of the papulation 1n this tablé that does not

'-dciault and does not establlsh rcpdymcnt terms is not in €rror,

those people who pay off thelr loans in a 1ump sum before repaymeig

LS

o
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- Tablc 34

o

4

- EQ‘TINGENCY TABLE FOR PROGRAbI(}ﬁHHiHTON BY LOAN STATUS

VBorrowor. Has Borrower Dofaultcd” 4 .
Fihish' - "+Total
Program? Yes . .No /{ii - .
Yes 199 1,624 1,823 y
X ) 10.9% «.| = $0.1% 73.4%,
44.85 © | /79.6% ‘
: No 245 | 417 661
: 37.0% |- 63:0% 2616%
*55.2% 20.4% >
. “Total o 444 2,001 "7 2,484
) . 17.9% 82.1% 100.0%

o

/o N

~Table 35

CONTINGENCY TABLE FOR REPAYMENT TERMS LSTABLISHE

b/B
§ 4 . L '.i‘ 4

Y LOAN STATUS

. Repayment ' Has Borrower Dofaulteo%//ai : -
Terms —— e _Tatal ..
Established? Yes No /. ™, o
/o D . Y’". w‘. A
2 Ye& 432 z/ésa; 3,195 .
' 13.5% 86.5% 87.2% .
66.3% 91.7% o
, No 2200 1281 . 471
46.75 |/ .§3.3% 12.8%
33.7% - "B.3% 5
. L‘v' ) . L3
Total ) 652 3,01k , 3,663
17.8% 82125 10903
RS e A v
i K /

‘required to begin. In terms of those with established repayment’'terms, the

o

deﬁault rate is only 13. 5 percent.

(4

Many 1enders believe that if a borrower ‘can be converted to repayment
ahd start paying,. the probablllty of default is substantlally lessened.

4
Table 36 depicts -the relatlonshlp between default rate and whether or not

any’payments were made by tﬁe borrower It shows that the, default” rage for

. f
9% .

82 -




)
-~
¢ - .
;-;ﬁhmwym“

. : .
‘ ’ ¢ . . T 4 ]
. ] .

. .~ those who make payments is 11 percent compared with thJLderall estimate of,

9

/ 17 percent. In that table, a surprising proportlon (13 percent) of the
7 population did not make any payment and did not default. ThlS can be at-
a -~ tributed either to errors or to the fact that other sourcﬂs may have pa1d
V off the 1oans (such as the borrower's -family). Table‘37 shows that almost
- no. defaulters make any lump-sum payments ‘ L
w : Table 36
CONIINPLNCY TABLE FOR ANY OF. LOAN REPAID BY LOAN STATUS
o, . Any of Has Borrowet Defauited? Total
n Repaid? ’
- Loan Repaid? Yes No r
= — 1 . .
] Yes 278 2,254 2,532
/F S 11.0% 89.0% 76.5%
: 44.5% ¢ - 84.0% o
No N 347 430 777
’ 44, 7% 55.3% 22.5%
55.5% 16.0%
Total 625 - -~ 2,684 | 3,309 o
\ 18.9% 81.1% | |  100.0%
B
' Ay
_ ,Table 37
4 CONTINGENCY TABLE FOR ANY LUMP-SUM PAYMENTS ﬁl}Y LOAN STATUS
Any Has Borrower Defaulted?‘
Lump - Sum — : — Total -
Payments? - Yes No
Yes 31 662 695
4.5% 95.5% +22.7%
6.4% 25.8% o
. e "(‘h e e, ]
3 No 452 1,904 2,356
19.2¢% 80.8% 77.3%
93.6% 74.2% . ¢
Total 483 - 2,566 3,050 1
’ : 15.8% 84.2% 100.0% 4
y,_‘ﬁ‘,%'*‘c A9’7 -
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. Information from the AIES school file was relat,

. . - . P R @
These variables refer to the borrower's intended school and n?t the actual

" school attended (although there is a close -connection). The @rqgram type and
- school control variables were aggregated to be consistent with previous studies’
Specialized and vocational schools have an estimated default rate of;28.5
percent, more than 100 percent higher than universities and colleges (12.6 ..
percent). Junlor colleges and institutes are 1ntermed1ate with an estlmated |
default rate of 12.6 percent. In terms of school control, proprietary schools
have a rate of 28.8 percent, much higher than public schools, with10.7 per-
cent, or private nonprofit schools, with 12.2 percent.
- Vocational, schools do not always act as direct lenders. Using the lender
type variable, the ‘default rate for vocational school direct lemders was esti-
mated to be 46.9 percent,: Other high default rates ‘were éstimated for savings
and loan associations- (26 percent)'and for miscellaneous institutions. (23 per-
| cent). Miscellaneous institutions is an aggregation of insurance companies,

. mutual sav1ngs banks nonvocational academic institution lenders, direct state
lenders, and,miscellaneous lenders. Natlonel banks, had rates of 12.1 percent.
The best perfoymance was by credit unions, with estimated rates of 7.1 pércent
(see Table 38). ‘ - ( | .

. ~
L s o

& . ’ . Table 38 )
. : DETAULT P\"'LS FOR qHH..HI) oL \\RI\BIIS . ’
) (pergent) -
Selected Variables ’Dc fault "Rate :I‘
: - 3
s ..+ _Lender Type
. . National Banks 12.1
" - ) State Banks FDIC o 14.4
A . - Savings and l.oans 26.0
Credit Unions 7.1
Miscellancous - .°! 23.0
Academic Institution-vocatioenal 46.9
~
_Program Type
» v .. .
. : . Specialized.and vocational 28.5
: , ! Junior Colleges and Institutes | 17.5
'\ Universitics and Colleges ° 12.6
Schosnl Control ‘ '
. Praprictary » . 28.8
¥ Private-nonprofit . 12.2
Y Puhtic 10.7
h Unknown | . 39.0
. [ i - . Y
. [

v
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s LENDER SITE VISITS

SITE VISIT PLAN

ThlS task of the or1g1na1 proposal called for personal 1nterv1ews w1th
1ender off1c1als at approx1mate1y 40 ‘lending 1nst1tut10n$ around the
. country Selection of - these 1enders for visits was based on several cri-
teria. Although-the sample was.intendéd.to be constructed of representa-
tive institutions, the sample size was much too small to be statlstlcally
‘ répresentatlve of the un1verse of 1enders Rather it was 1ntended to in-
cﬂude some representatlon from each of the varieties of significant lending
ypes and situations encountered in the program. ' :
RMC, originally requested nominations of interesting 1enders from the
Division of Insured Loans of OE based on certain desired characterlstlcs, Ry

, i.e., very high default rates, very low default rates, large banks, small JQQ’
/ banks, 1enders with strong’ conmitment to the program, 1enders.recent1y dis-
| ‘continuing part1c1patlon, etc. After obta1n1ng suggestions in these areas
from varlous regional offices, the- Division of Insured Loans prov1ded RMC
/ Wth a list of suggestions. This list wa§#gaxrowed/to/those in the original
: RMC sample of 784 1enders and nerged uith other data RMC had collected on
“lenders,. Thls list then served as“a\basrs for RMC's choice of

lenders to be visited and 1nterv1ewed For efficient use of limited travel
funds the criteri

curred through the selectlon of add1t10na1 interesting ¥eriders once a given

eographlcal concentratlon was also,used This oc-

city had been chosen because“particular lenders on the OE list were located |
1n/the same city. For example, once, the Bank of America and United Ca11~

3> fornla Bank were both identified as bt ry desirable for 1nterv1ews, RMC - then

' R . selected several other lenders

_out several days of
visits in the are§T> In that. particular case, another very large lender,
LS U ‘ L . !

i - . T
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two vocatlonal schools actlng as direct lenders, two sav1ngs and loan associ-
ations, and a small life 1nsurance company were included. Similarly, when
we visited three of the largest vocational school direct ‘lenders in Chicago,

‘we also visited two large commerc1a1 banks active in the program.w In this
way, RMC obtained a final sample of lenders that represented various types
of problems and activities in the GSLP. In addition, use was made of in-
teresting lender situations discovered as a result of thegquestionnaires re-
turned to RMC from the lenders.

SITE VISIT PROCEDURES ) ., 4 T

Prior to our visit, appointments were made by telephone wfth\the\ﬁirector
of the Guaranteed Student Loan Program at each selected lender. With rare
exception, we found the'lender officials to be receptive to our visit and
helpful in our search of information. The opportunity to explain our pur-

poses and establish a:face-to-face rapport proved to-be important. For ex-

ample, in many cases, the staff members of the lending orgédnization were orig-

inally reluctant to provide full answers and were sometimes defensive in their
_answers. However, the same persons were almost always much more cooperative
and helpful later in the interview. Q&Qmmmgﬁgasgstéthg"ihterviewees were
mable to provide specific answers because the information was not known.or
Available to them. This was particularly true in the areas of costs of
/ operations and specific default data. Records of the lenders were often
not kept in a wéy that'allowed ready answers to our questions. |
These site visits provided useful background information on each of the
types-of lenders mentioned earlier. While this sample group of 1enders was
constructed fo\regresent a range of relevant criteria, it was not 1ntended
to be exactly represe\tatlve of the lender universe. Even though comparlson
among and across the lenders was‘conducted most of the analysls treated
them as case studies. The' anecdotal 1nformat10n obtained in th1s way~helped

\\\\\\ —_—

The agenda for the interviews at the var10us~51tes obyi y varied from

site to site, depending on particular features of the 1 lerder. In general,
however, the following subjects were pursued to\the extent relevant at a

glven site:

e reasons for defaults, .
e effects of defaults on participation,

e detailed exploratlon of both positive (encburaging participation)
and negatlve (discouraging participation) features of the GSLP;

LNy | 86 o
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° greater detail about the costs of'handiing GSLP loans;

o

.- e how the lender provided access to potential borrowers, espec1a11y
for those who attended propr1etary schools;

{

e how the lender was organized to handle GSLP loans;

° majer changes in GSLP procedures that the lender wanted to see
implemented; ‘ K

e alternative student lgan programs and 1nst1tut10ns that the lender
preferred to the current scheme;

e factors ‘that encouraged increased participation (in terms of
funds committed) in the GSLP; and ' =

e exploration of other organizational ties (e.g., parent cooperatlon,
branch, or edugat1ona1 institution) ‘and how.these links-affected
lender policies relative to GSLP.

- +

o
’

The actual visits to 1enders were carried out during the fall and w1nten /
of 1974. Lenders were visited at the rate of about two per day and inter- L
views lasted from one to two hours each depending on the interest of the
1nterviewees, the complex1ty of the operatlon and its problems. Often two
or more individuals fram various operational levels were 1nterv1ewed for a
,partlcular lender. This procedure surfaced comments and problems from all
p01nts of view.and proved very helpful toward RMC's understanding of the
actual operational aspects of GSLP.

At the completion of the site visit phase of the project, 37 1enders in
-SéKiocatlons had been interviewed. The d15tr1but10n by lender type and mean
,numbe of borrowers for each type is shown in Table 39. Three of the 13 1endef
categories were not represented. However, the proportlon of borrowers receiv-
ing 1oans from tHese three types of lenders make up only 1 percent of all bor-

. rowers in the GJLP. It was felt by RMC that the omission of these kinds of
., lenders from the site visit phase of our study would not significantly affect
/ the results. '\ add&tion, one visit was made to a special type--the center

thaf serviced GFLP loans for other.lenders.

DATA ANALYSIS

Since the format of the site visit interViews was generally free-flowing
and nonstructured, the analysis undertaken was primarily subjecrive.\ Even
though the.group of lenders interviewed was not (nor was intended to be)
representative, RMC examined the data across lenders in a comparative fash-
ion with the goal of maximizing insights and informatlon transfer. The in-
formation is prOV1ded here for the same purpose.
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Table 39
‘\\ GSLP,SITE VISIT SAMPLE DESCRIPTION
- ) Number * Mean No. of
Lender Type - Visited GSLP Borrowers
7 i ) g
1. National Bafik 10 ° S 10,224
2. State Bank;-FDIC 10 6,921
. . - ‘ A
- 3. StateﬁBaﬂ&-—Non-FDIC 0 -
4, Federal Savings and Loan 2 3,337
5, State Savings and Loan, 2 1,289
6. Federal Credit Union 1 111
%= State Credit Union 0o, -
® Mutual Savings Bank 2 T 1,m
9. Insurance Company - 1 265
~ 10. Academic Institution--
Higher Education 0 .-
- \
11. 'Direct State Loan 1 44,009
12. Other 2 11,413
13. Academic Institution-- . ’ :
Vocational Education 5 14,110
14, GSLP Servicing Certer 1 110,000
Ca N
Total 37 .

a. Borrowers include only those loans that have -reached repayment status.

T e
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A comprehensiVe site visit report wag'prepared on each lender for in-
ternal RMC use, ahd from these _reports two analyses were developed The | n
- first of these ooncerned the 1dentlf1cat10n of characteristics of each »
lender that. appéared (in the eyes of the lender and the RMC analyst) to
have had a poszélve effect on GSLP act1v1t1es‘ In addltlon a list of po-
tential or .existing- probléms was also developed Appendlx E presents a "
summary sheet for each lender llstlng those positive factors problem B
areas, and major characterlstlcs Lenders are 1dent1f1ed only by descrlp-

‘ tors and not by name. This was done to preserve the céonfidentiality of

_ the’ 1nterv1ews. From these lists of attributes and problem areas, two

matrices were p}oduced. ~Each matrix listsllenders in order of decreasing

default fatev(defaulting.borrower/borrowers reaching payment status) as

the horizontal dimension, with attributes and problems as the vertical di- i
mension. o ’ o

» :

Table 40. shows the potential or existing problem matrix. Each X in.the
matrix de51gnates the mention of a partlcular nroblem by a lender. The
colums on the rlghthand side.of the table show subtotals. of mentions for
the group of lenders on the lefthand side of the table (those having the
highest default rates), those on the righthand side of the table (those
having the lowest default rates), and the total number of mention$ for all
lenders. | ) ' . -

" A look at this table will show no striking differences in the two groups
of lenders. The total number of mentions for the high default groups was 94
oompared with 72 fgx the low default rate groups. This relationship poigtsg
in the right direéi?én, but could not be labeled significant in RMC's opinion,
A proper phrase describing the results of this analysis might be: no signiﬁi-
cant relationsHip could be shown between the mention‘of all exisiing and po-é 8
tential problem areas and the default rate (defaultirig borrowers/bprrowers
reaching repayment status) of various lenders. \ ’ ke

Taking a cloder look at the subtotal colums, three problem types seem ‘!
to show a trend toward differences in frequency of .mention bétweenWPlgh and
: : - o

low default lenders. These are:

Y
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\/l 89
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. ¢
e slow default -claims payments,

o e decentralized dperations, and * . »
® nb\customer~relati0nship requirement . .

These dlfferences--lO and 4, 3 and 0 and 6 and.l--are not- statlstlcally
significant, but de offer enough ‘separation to be 1nterpreted aSJp0551ble
trends with this small sample size. A
The statements that can be made from this analy51s are admlttedly weak,
However, it does appear that lenders’ w1th high default rates tend to men-
tion the fact that claims payments are not madé qulckly enough more often
than lenders with low default rates. Lenders with high default rates have
L a .slightly hlgher tendency to be operatlonally decentrallzed than lenders
with low default ‘rates; and lenders with low default rates tend to require
the borrower to have a customer relationship with them more frequéently than
" . lenders with hlgh default rates. ' '
N\ N Table 41 shows the matrix identifying the good points for each lender
o V stLted * As before, each x in the matrlx designates a good point or attri-
bute mentloned~b the lenders or observed by RMC staff. '
~}  Inspection of th;g_tagie shows no striking dlfferences between lenders
’ ‘with low.and prigh fault rates. .In fact, the high default group mentibned
more total attributes- (57 vs. 50) than the low default group, but this is
ngt a statistically siénificant differEnce.

Perhaps the most useful result of this analysis is to.emphasize the im-

portance of the relative total frequency of the mention column on the right-
hand side of Tables 40 and 41. The size of the numbers can be crudely re-
lated to the priority with which ghe specific problems should be corrected. ,

\ The items near the top of the matrix are those that appear to be: occurring

| most frequently. pnktheAOther hand, the matrix ofqgood points does iden-
tify tnoée attributes'that appear té be having ‘a positive effect on the

. ' larges number of lenders. ' :

| Wﬁlle this analysis is useful to idéntify. those areas that may be

cau51ng the lenders problems and, therefore, will require the concentrated

"efforts of GSLP officials to solve, Table 42 presents the recommendations
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9 1 . " . RECOMENDATIONS BY LENDERS

- ‘! /‘( . ‘.
~ h .

— -
[OYAL LENDERS 1N SPMPLE - - o

PRENINETTATTON PERTOD ~
Inprove PR program--explain’terms fully
WoN .first-year stugdenyt loans ’
Give YJoans only to-students dnder 267 .
\wvoid Yoans for 4 yéars of college . . .
Give loans-only: to fuld-time students
Live onby one loan .per yedr per student
Avord vocktiohal studqﬁL loan%

4|

¥

.
&
.

*

o+

Academic Institution

| National Bank
> -

-3

>

State Bank FDIC_

ra

Insurance Company

‘|’ Academic Institution

Other

fitual Savings Bank

--Vigcational Education
Loan Processing * °

Institutjon _

Federal Savings did

Losn
State Savings dnd
Direct State Loads

Loan

" Federal Credit Unien
--Higher

X

-State Bank Nop-FDIC

o Jo | State Credig Union

te

)

=1
o
t
—

s
e

L4
~ ™

-

———— 10

e et A —

INTITATTON Prge 1 G s .
Reguire co- wkers” for dll lodna " .
Reduce proceysing for additional loans -
Relax restricyipns for customer status '
ke system mdgeh acadeqic year [N

TRV TTRTOD
Reduce number oY documents required
Reduce applicatihn approval time ' ) “
Increase minimum \amily -income reqlﬁremcnt
I liminate minimum\family income requivement
Staiflardize requirkments for \tunlent“- not personally
. interviewed
Reduce number of dpfuluatxom lost by Ot A4
et access to student 's academic records )
‘Ohtain method of evaluating student's potential
Istablish ~tandard criteria of need and use it

JFFERRAT PIRTOD
Require schools To inform lenders of student status changes
 \Mllow flexability for additional deferral time
tonduct pre-graduation interviews with students
Speed up interest pavments to lenders .
lie special allowance to economic indicator .
Less paper work for multiple disbursements -
contact studepts annually during deferral

[y

VRACT PERTOD
Reduce length of grace period
Contact students 3 months after graduation

RTTPAYMINT PTRTOD .
Stmplify loan copversion to pay-out status 4
i 1iminate S vear repayment requirement .
Change past-due phone procedures

WTAILT PIRIOD . ’ R
Hse other agency records (IRS, 55, lost Office, cte.) to
locate defaulters )
‘iake goverpment pay interest from day of default
Use private collection agencies to find defaulters
Changze bankruptcy time to 5 years after ),,I‘.ldlk’ltlon

CLATMS PERTOD
shorten period--make prompt payment to lenders
chuxrc Ol: pav principal and mterc'st -interest payment
retrodctive.

GENTRAL COMMENTS
Clarifv OI definttions in writing--guidelines--no
retroactive degisions
Increise lender compensation
fach bank and sS4l service own customer
Llminate schools as lenders
Strengthen vequirements for eligible schools
CSeparate academic and vocational school programs,
torm tuition lenders association--protect [rom
uncthical practices
Lspablish specialized loan service centers
OF pav cost of (rmnslatlng Jdocuments into forcu,n language
f ll\:antc morvaple maturity dates
Combine O 's grant program with GSLP
Cshorten imsurance billing time
flave {inancial anstitution handle ll.’ll"L\ for voo schools
Set special allowance every month--not quarter
Ixempt GSLP from truth-in-lending, etc.
Tie 6iSLP rate to prime lending rate
fmprove (credibility) relations between O6 and lenders
fenders should not detesmine a student's
e cligibility for subgidized education
e Icnder pot qualified and

o lemder has g‘ssted interest--hg profits from 1t
TOTALS oo ’
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¢ ~.ending with the claims period.

o "of the lenders themselves. The tak .
b : by all 37 lenders, plus.the oan-servicing center visited by RMC. The

, recommendattons are organlzed vert1ca11y by the’ order in which” they WQ01d

)
' -

s
aggregates the recommendatlons made

‘fall in the life of a loan, startlng with the pre- 1n1t1dt10n perlod and

W1th1n each major chronologlcal category,

‘types of recommendatlons are ordered by decre351ng frequency of’mentlon.

‘The horlzontal dimension of the table 1dent1f1es retommendatlons)hy type -

ﬁ///21t éhange was\requ1red

noi entlfylng th@se areas- in Wthh the ‘lénders

‘ tions that are mggg;enquw1th hlgh frequency and also 1denfffles othrough

\ - refo%nL\ L,

" 'row of table)

further study
I

) ' sumARY OF LENDER COVMENTS

frequency of mentlon wh1ch dhronolo 1ca1 tégorles may requlre the mest
: C?r

v
(S

»
. . e
AT S e

h The reader can alsoacompare dlfference in. frequency of mentlon By 1ender7
type if frequencles are first d1V1ded by the total numher of 1enders (flrst
Whlle thiss analy51s cannot be conc1u51ve for separate 1end- e
er types (51nce sample slzes are S0 small in any. one category), the break: //(
out is presented to help;umderstand p0551b1e causes and EO identlfy trends

" o
! , .
n = L - . “.1
R w 7 & B o
e, . o
.

- v
'

Nelther 1nd1v1dUal nor comparatlve tabular summarles pr0V1de the‘reader

‘with the flavor of the-actual complaints, - comments, or- recommendatlons

. vo}ced by 1enders durlng ‘the 51te v151t 1nterv1ews

<
Adm1tted1y§ “theré 1s a

wealth of tabular descriptive 1nformatlon from these 1nterv1ews that should

&,

be communlc\ted to OF: staff respon51ble for plannlng, operatlng, and evalu-‘
. atlng the. student loan. program This statement is true even though the

i

_— comments may reépresent only one persom's -opinfon and the group of 1enders Co-

i

*.is not necéssarily representatlve of the wniverse of all GSLP lenders.
°Therefore RMC- has prepared this- sectldh wh1ch presents a narrative sum- .

mary of 1ender comments and suggestlons as a’ way of capturlng and communl-'

catlng that 1n£ormat10n

.mmegts ,1he actual words ‘of the 1end6r spokesmen are usej°

. - Judge\the\

]
oy
.

PR
. . " o
. » R « .
. B 4
- . [ )
. . e
-~ [ ’ \; L
- . LIRS
- . ‘e
-

L1tt1e or no,attempt is made here to evaluate or

LN
o 3
J i
¢ o ' i

108,

e " of lender using OE's 13 categorlez(////’/ B “\g" . .- pl~ AR
. A{f + The table is very; useful—i R

It enablds the reader tb pick: these recommenda-




L)
S

“wherever possible For the. reader s benefit similar comments “are grouped

I ” P N "‘I

-
¥

. together and organized around problems that

L B 2
v

o1 &re inherent in the present ‘structure of the GSLP,” . .

~o

IT  result from OE's regulation and admlnastration:of the progranm,

IT are related to school polic1es regarding the‘studentg who use
- the GSLP, and - 7 . ¢

IV are caused by 1ending institution practices. riéf// .

Eachrof these area¢ will be considered in turn below. '

’ 1.

-
«

&/A numh@r of lenders directed“their comments to the GSLP 1tse1f as

o & it"is

A1

uﬁrently designed. - ne T o ¢
.~ " . ) -

enders cited ‘the low 1nterest rate as a major factor that caused ‘

hem concern whenever they considered continued participation in .

le prograp ot a decrease or increase in participation. The present -

~ tight money sityation was given as an importamt element in this re-

-~ . quest for an increase in the interest rate 6r special allqwance.

Yool

A

P ol

. D.

- Many felt-°that the GSLP-“interest rate should be directly tied to
the ptime lending rate. They also would like to receive that in-
.. terest from the day of default when borroWer faxgg;t ~makegre- .

Another major criticism of the program as seen by these‘lenders
concerned the difficulty in convertifg interim loans (in-school
period) into pay-off loans, which at present involves two separate
' operations. They see this process as- time-consuming and one that
.entails unnecessary paper work that adds to their administrative
costs. They feel the total process should be combined into one
loan..

. " Several 1enders suggested that an add-on or revolV1ng loan be made
. avallable sb_it would riot be necessary to- fill.out a- full set of

v japplications and other papers for each additional loan after the

., original "lpan has béen approved.” One lender said this would re-
"duce their pdper work '‘tremendously," This revolving ‘type of ar-
rangement is commonly used by banks .for other types of .Jloans and
several lenders suggested the feasibility of using it with the
. @GSLP. (Qne lender suggested adding an amendment to the original ’
loan to serve the same purpose. , b

LA ‘number of lenders representing various types of institutions - |
suggested that any reans by which the government could impress
upaent students the importance of repaying their loans would be an

- improvement over the present situation. They felt that students’
are convinced the federal government-will not press them, for pay-
.ment or take punitive actions for default. One lender suggested
that some good government public relations might counter this idea..

P } -
[N R 1 - U b . . Y
~
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. N . ] , . . o .
Another lender stated that students who defaulted wére aware of . S

EGhE"same sort of recommendatlon applzes to thoses tudbnts who re- .’
turn

- Bywhig \th%§ problem might be alleviated through the design of the ;
 program itself would be to include provisions in the pregram that - -

~ high default rate experienced by this type of ienﬂerwvthe.change"

~ this progran might be combined with GSLP in such a way that students P —
who needed money ‘for higher' education and could not repay their, S
loans due to some valid reason (i.e., lack of suff1c1ent\emp10yment . §

their obligation to repay, but on several occasions thlS lender
had been told by studént defaulters that they had np intention of,
repaying the loan. o

N

Some lenders suggestéd that spec1a1 provisions might be added to

the legislation allowing geferral during ‘the Jinternship period of

a doctor or dentist. A number .of instandes were mentioned: by o
lenders #hen'a doctor's low paying internship and residenc¢y period -
made, .repayment very difficult. Although the number pf students =
that fall into this problem catégory «is admlttedly stnall, never- e
theless, the probﬁem%as real and- could be easily corrected by a i '
special provision, thus preventing some de%ault in a category .
that would not normally be expected to default {@s well as again ' : '
reducing the amount of paper work requlred while attemptlng to

obtain repayment from this® group) . ‘ e Ry

e,

to scheol for graduate work in any field after repayment has’
begun on a loan. Graduzte- students- in most areas are also usually
not earning sufficient salaries 'to support a loan payment comfort- A
ably, especially if thé have families or other financial obligations
as well. (Apparently theése lenders were not able to usé existing
deferral regulathns for, these cases.). . -

The general request by most lenders who cogmented on this problem
was for more flexibility in the program that would allow them to
adjust terms to meet the needs of the students when repayment prob-
lems occur. . : C g

The. problem of tracking students who defaylt is seen by many lenders '
as orie of the most costly aspects of the GSL program. One method

would allow the "lenders ,to have access to other fe de 1 government
agency records to locate defaulters. Agenc1e "as the. Imml-

gration Service and the IRS were mentioned in ad
Post Office records as well as records from t
Security Administratiom:— .

volved a basic change .in the GSL program. In view of the

seemed warranted. The spokesman suggested that, since the goverri-
ment also offered a grant program through the Offlce of Educatiomy—___ -

personal emergencies, and 'the like) be awarded gants. Instead of -
becoming defaulters, obtaining a bad credit rating, and involving
lenders in considerable-time and expense in an effort to “force” thém
to' make repayment ‘when they actually could not do so, these students'’
loans would be changed to outright grants. -Thé cost to the govern-
ment ‘would be the same since the government g drantees the defaulted
loan. . ’ .




Another suggestion by a/direct school lender concerned the handling.
of cTIaims and collectiops. This type of lender is not a professional
lending institution and probably does not have the best knowledge
and means by which to operate a lending program. The spokesman sug-

o, gested that actual lending-institutions or collection agencies "
' ' ®%hould handle the claims and collection procedures and might real-
e - - idtically expect bettey results as a consequence .than when an edu-

cat10na1 institution tyies to perform a 1ender s function.

E I. ‘suggestlon regarding jthe length of the grace period was repeatedly . .
' made by many lenders visited. Most seemed to feel a period of not
‘ more than six months should be allowed, while. ope suggested a three-
month period in'lieu o ‘the present nine-to-twelve-month perlod

Different suggestions w're made regarding the GSLP regulatlons con-
cerning the types of in tltutlons con51déred ellglble for GSLP loans.
One -large commercial:b
grams> one for academi
Other lenders stated si
. % catiom institutions should be streng hened To RMC interviewgrs, ‘ .
“ . the consensus’ seemed to|be that many ‘lenders felt a number of insti-

tutions were using the program for their own advantages, rather than
- co UtlllZlng the program for its original intent; i.e., assisting stu-

' 4 dents to obtain higher edutation or profe551onal training. One.

lender suggested :that a federal tuition lemders' association should
be developed to protect lenders and-students afainst unethical school
practlces s -

ne mutual savings bank expressed a §trong conce
bagic pOJlCY that makes lenders the Judge of a student S. f1nanc1a1

I -spf ssed the point that lending 1nst1tut10ns beneflt £rom the 1oan
o transaction through earning interest. Therafore, he felt the lender
, should not he“the one who determlnes who to sub51dlze for hlgher

»»»»»

. al hlstory aﬁd potent1al and would
i - .be' etter Judges 0T Tthe retarive liketihood of the student's success
e "in an educational program than any financial institution. . Of courseé, 8
\\\thls suggestlon would not perte to those educgtlonal*lnstitutions

- . f as lenders under éﬁe present arréﬁgementt

. ; s~gited the use of a co-signer on a student's -loan
. N as a practlce that had produced a 51gn1f1cant*§:ductlon in default "
~ " rates in their portfolios. Othér+lenders-indicated they would re-

Ly, ‘ quire-a co- 51gner f such a prov151on was allowed by the regulations: .
n -

Sy,

- II. A second area of contern to many of the lenders v151ted dealt with
thObL matters. ﬁhat wert afregtizrrelated to OE's regulations and admin¥stra-

tlon of the ex1st1ng programs _
(--‘féh,._ .
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A.' A commgn request among ‘these lenders was for clearer definitions
of teérms and-guidelines! for procedures to be.followed. The.most .
ten repeated complaint was the ambiguity of the term "due - v
diligence' as applied to the efforts a lender must make to ob- =~ "~
tain repayment on a‘mature loan. . An example cited by one large = =
commercial bank illjistrates this point. The lender noted that
OE had been returning to the lender and asking (requiripg) the
lender to repurchase loans for which the lender had collected de-
fault claims, but on which OE eventually found the student and = ..
established repayment. -'The question was raised regarding dt which | *
point a lender had complied with OE's requirements. Why should
the lender buy back a loan and entail further costs of inistra-
‘tion after it and OE have already agreed once that the ‘bank had
exercised due diligence jh trying to find the student? . Exactly—wc ..
the same position was stated by another commercial bank lender :
when its state agenty had begun to return loans to*it under .- .
identical circumstances. This lender took the position that it o
was, not obligated to take back these loans since the initial re-
quirement fof default had been established. oy E
The above decisions were considered by the -lenders as being retro-
active in nature, ‘as well as being inconsistent with other actions ..
taken by OE. The lenders stressed the point that OE should not make
retroactive decisions that modify existing contractual loan ars.—
‘rangements. Such a retroactive effect sometimes creates less posi-
tions in existing loans that a lender could have othepwise avoided.
Conducting operations on a business-like basis that honored contracts
was implicit in these recommendations. One lender spokesman said
 (and several others implied). that the difficulties they experienced
with OE's management of the progran were among their primary reasons
for withdrawing or drastically, réducing their participation in GSLP.

&

Many of the lenders RMC yiSited cited similar problems. - Suggestions
were made repeatedly that OE supply some clear, consistent written
guidelines that wpufa Clarify ambiguities within OE's instructions
to lenders. On¢ lender suggested these guidelines should be pub-
lished by QB“quarterly and should contain nentechnical teyminology
that wgutd include special regulations and a section that| dosumented
specific types “of problems. : ) :

B.”/Kﬁgther area of complaints centered around OE's slowness, the long

<" time involved in obtaining upproyals of loans by CE, and repayment of

claims. The first area.is one Of inconvenience and frustration to *
the applicant. Reports of waiting four to six weeks for approval.

* were commonplace. However, the second area often results in lgss of
money to the lender. Lénders requested that the government pay'in- ~
terest from the day of default for all loans to reduce this cost! '
to the lender. Long delays in receiving payment from OE after de~ - .
fault claims were filed was also commonly cited by lenders. These \de-

_lays ranged from one to six months.  Several lenders brought out e ,

” amples of these.dated claims and showed them tojthe RMC interviewers \
to substantiate their statements. . LT

iy ,
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Another OE delay was described as a 45- day waiting perlod\
lender to receive payment for the quarterly invoice covering the '
special allowance, a factor that was cited as adding significantly
the-operating costs of lenders. Yet another example of OE slowness o
was in the pre-claim assistance area,where it took a minimum of
L - 45 days (and more often close to 90) for OE to prov1d$\qgézz??§yﬂfr

- C. Lenders who expressed a desire for a decypease in paper work.cited
the earlier-mentioned OE delays as increa¥ing their paper work loads.
Likewise, the lengthy and numerous forms required by OE for each

step of a loan's processing were mentioneéd as a-part of the exces-
sive paper work. When terms are ambiguous and need written clari-
fication, the paper work load for the lender is also increased. This
one s'tomment was consistent among all types of lenders visited. Lenders
find excessive paper work increases the costs of the GSLP for them
and, since the program operates on a basis that prov1des them less re-
turn on their money than similar loan programs, they strongly object
to any excessive paper work connected with sugh a program. Another

Y " area that was cited as causing large amounts of paper. work was the

S ‘ way® in which multiple disbursements have to be made. One lender sug-

S gested a special fund might be set up through the schools to handle
/] ) these disbursements.

- o D. Many lenderb requested a change in OE's special allowance which
was cited as 1nadequate in the face of, the present tight money. .
~ ' situation. - An increase in the spec1al allowance or the interest
rate would help the cost situation con51derably 1n the view of most
lenders interviewed.

v o
«

III. Many lenders saw a basic problem in wha't they“felt &as a lack.of co-
operation from the schools that benefitted from the, GSLP. '

A. The area most frequently mentioned was that conceyned with obtaining .
students' statuis reports from the educational institutions them-
‘ selves. When students change their names, enter /military service,
N transfer to other schools, quit the program, or mové from their ori-
N . glnal addresses, the school is aware of these changes and has them
in its records. However, the lenders have had very little success i
~  obtaining any of this information from the schools. Some schools
havé. cited privacy as a controlling facter, while others have men-  *.°
tioned the time and staffing they have allotted to this student loan -
program as inadequate to meet lenders' requests., However, the lenders
have found that, when the request Comes . off1c1ally through state or
federal agencies, they have fewer problems with the schools. Other
lenders complained that, although OE could obtain and provide this in-
‘formation, the material usually didn't reach them in a reasonable
) period of time'(or didn't reach them at all). ILenders suggest thdt
T one of the provisions of schools accepting students“who use the GSLP
" » should be that the schools provide lepders with the necessary records
' .dnd information. Again, this request does not apply to those schools ,
that act« as lender themselves. One large educational institption
had been sending postcards to ndtify’the lenders of student status
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changes. This was the only school doing so in connectjdn with \any
of the institutions interviewed-and was cited as
by the lender involved. o -

B. Many lenders were aware of abuses of the GSL pr?%r
schools. This problem was discussed in an earli
would prQP?bly require major policy changes to

‘by®certain
section, but
leviate it.

"IV. Finally, the lenders saw areas of concern witHin their own and other

lending practices. ‘Through—experience and modii}géiion”.several lenders
- 47/
that had been involved in the program since itg/inception had developed

7 i
methods of reducing their problems. Their comments are also-included in
. L .
these remarks.

-

. L :

A. One area consistently checked ¢oncerned the question of cross-
borrowing. Although several of the lenders visited did permit *
this practice, most who had“lone so earlier now restricted loans
to present bank customers/who had no other educational loans with
other lehders. The compéent was often made that each lending insti-
tution should service/its own customers, thus spreading- the burden/
opportunity among-akl eligible institutions in a giveﬁgarea.

B. In conjunction wifh the above comment, it was suggested by many -
‘lenders that, although the program did pose certain inconveniences
(and sometimeé losses) and seldom provided as good a~retuin on
their money as other loan programs, the GSLP nevertheless did pro-
vide a real sdryice to the community. The GSLP can be used by the
lenders as'a §ommmity service in their own public relations and
advertising. Several suggested,.in fact, that the federal govern-
ment should stress this point wherever ¢he program is presented to
gtudents and impress upon them that the lender does not stand to
: . - &
- make any huge profits from the program. - >

r
W
N

C. . Certain restrictions on eligibility for loans had proven useful to
'many lenders in controlling default. They included limiting the
amount of money loaned to any student during one school term, dis-
allowing loans to freshmen (thus selecting applicants with a
proven academic survival record/as well as effectively eliminatjing
loans to the higher risk, short-term proprietary schools), choosing
applicanéé who were already customers of the lender, choosing ap-
plicants with a past history of good scholastié¢ marks, .limiting
loans to students under 26 years of age, and excluding part-time
students. g ‘

D. Many lenders had noticed when parents or others co-signed regular

“ loans there was considerably less difficulty in tracing a student
who defaulted and obtaining repayment because the go-signers helped
in both processes.~7As mentioned earlier, a number of lenders said
they would prefer to require co-signers if such a provision could be
written ifito the program. '

[\
L}
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Some lenders did got actually make/credit checks on their applicants
or use the material when it was supplied unless the applicant's

. credit record was unquestionably poor. However, those who did make -

thorough ‘checks and made good use of their findings reported the
practice was very beneficial in relation to lower default records
since they had initiated the practice. - Another related observa-

- tion by one lender included its successful use of a detailed ap-

plication form that required not only credit information, but also
estimates of incomes and expenses, personal references, employment
history, Social Security number, driver's license number, and per-
mission fram the students to have full access to their academic

records while using the loans. “

~

Most of the lenders indicated that a pe}sonai interview was ‘an im- *
portant gg{t of the application process, although not all lenders o
visited ually conducted one. T : < .

Another practice that'seveghl lenders had found Very”uséful was tha't

> -

~ of requiring the borrowers 'to read and sign a letter of responsibility

before they obtained loans. This letter would-repeat the repayment
terms. In one lending institution, actual seminars were held with
groups of borrowers (and sometimes their parents), where the substance
of the loan terms were' carefully explained and discussed, again
stressing the borrower's obligation to repay. The lenders who used .
these practices felt they had.contributed significantly to a reduc-
tion in their default rates. - . S ;

Lenders who. remained in close contact with their borrowers”through-
out the .life of the loan and carried on correspondence ‘prior to

".graduation and during the grace period seemed to feel they had a

much better chance of obtainihg repayment than if they had failed
to do so. Of course, this effort represented a considerable invest-
ment in time and additional paper work over a period of many months,
and often years. But again, lenders who followed this policy seemed
to feel it was.¢ne of their best methods of encouraging repayment

and reduced the mecessity of later tracing and persuasjon -problems,

delays for claims‘payments (with loss of interest), etc., at the end
of the grace period. "

Several lendérs also conducted exit interviews with loan holders

immediately prior to or following graduation as part of an effort
to establish contact before the graduate had become difficult to

locate. '

Many lenders reported that some students had difficulty fulfilling
repayment terms. Whenever lenders -had -a policy of trying to work
problems out with these students, they were generally successful in
doing so. These lenders’reported they felt the additional time
spent and the flexibility of terms they permitted weré worth the
additional effort because it helped prevent possible defaults.
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¢ lf Almost without exception, the problem most often mentioned by lenders a

+y was, that of trying to trace their borrowérs. when it was time for re-

pa Nent Because lenders do rot have access to other sgovernment

‘ nd because many schools are not cooperative in- this respect,

the lenders are often forced to nire professional collection agencies
to assist them in this task or else devote a great deal of their own
staffs' time and effort to the problem in order to prove that "due
diligence' was exercised. This, \g?\eourse increases the costs of
the program to the lender and, as mentioned earlier, help ftrom any
other federal agency or the schools would he h1ghly ‘appreciated.
Those ;enders"who are-primarily, educational ipstitutions and'secon--
darily acting .as lenders often find this partisular aspect of the

o program very difficult. One lender cit Fgh cost of search-
ing for students all around the Umited~States and sometimes out-
side the country as one of its pr1mary re\\ons(for.phas1ng out of
the program. .

J. RMC interviewers noted that those lending institutions that tried |
to manually manage the records Connected with GSLP expressed more.
problems and discontent’ with' the program than those who had com-
puterized services. Of course, the size of the operation involved -
was an important factor in the need for and begnefits of automation.
Only a very small\lender with a small portfolio did not have some
difficulty managing the record-keeping involved. Several of the
larger operations represented centralizedyservices for a group of
smaller branch banks. Again, if the: portfgllo of GSLP loans was
large and computerized, there were fewer problems expressed’than if
the services were managed manually. Some smallmg lenders felt they
did not have the financial resources +to Justlfy the costs of com-
puterizing their GSLP operations. )

K. Several lenders suggested there was .a d1rec lationship between

* thedifficulties they had in obtaining repaym:nr and the number of
loans given to vocational education students ther lenders did not
see this area of student loans as one that presented any particular
dlfflculty, but rather preferred these loans because of their rela-
tively short-term duration. However most of the lenders interviewed
felt otherwise, unless they themselves fell into'the category of
vocational schools that acted as lenders.

In summary, most of ‘the lenders v1s1ted were a&are of the 1mportance of
the GSL Program \ Although the lenders recognized the value of the program
to students and the commmity, they felt the costs of the program were ex-
pensive compared w1th the monetary benefits received. Lenders tended to look
on the program as a community service rather than a good f1nanc1al invest-
ment. Most lenders were in the lending business and felt their experience
and expertise would result in a more efficient program if the lenders were
allowed more flexibility. They see areas of the brogram.that could be '
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improved. If some of those improvements were madé, lg%ders feel the re~-
lative costs could be fecreased, which, of course:\wpuld,make'the program
more attractive to -them from a financial point .of view. As a result of the
tight money markét; many of the lenders we visitedlfglg;mpaf, whenever poss-
ble, improvements in the "GSLP should be made to encourage continued lender

»

-

participation in this worthwhile program.

o
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Thls chapter presents the conclusions and recommendations Drepared by RMC
Researcﬂ after examlnlng the data obtalned fro lGSLP 1enders. Probably the

and behavior of both GSLP lendets and borrowe,s, which has beew fully dis-
cussed in previous chapters. Rather than regeat the items discussed earller,
and unexpected results.

this chapter focuses on the majer patterns
Although tAe wide-scale stauctured mail/ survey of lenders provided the *
ommehdations, RMC also drew upon

O\other majl surveys were con-

~primary basis ‘for these conclusioms and reg
the more limited site-visit interviews.
ducted. The first survey was sent directly to borrdwers, but\ﬁhls Survey
did not prove as useful as originally hop d because.of a\pzoportlonally low
-number of responses from ‘defaulters and minority groubs\ The low number
of responses resulted in estimates of legs precision than\orlglnally hoped
for. Nevertheless, many interesting areps had differences so\pronounced that
the lack of precision did not compromise the character of the re§u1ts, and

these have been taken 1nto account. ;
The second survey coverlng borrowers| was sent to lenders. Inchdediin

~ the approximately 5, 000 resnonses were over 660 responses describing de-
faulters and a proportional number describing minorities. This survey pro-

. . o L )
vides a reliable data base for making inferences about these "subpopulations.

o
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cipitated by partlcular problems). This is true even in those subjé t
areas where the survey supports previoualy held beliefs. Since,the s
5 obtained valid responses from about 70 percent of the lenders selected
this représented about 72 percent of the GSLP borrowers in repayment),
feels there is a solid base for conclusions about lemder behavior and at—
_titudes. Although (as in any survey) it is not possible to completely |
‘eliminate the possibility that lenders modified their responses to present "
a biased p1ctur¢ beneficial to them, RMC found no evidence of any trend
in thls dlrectmbn . .
Before prgsentlng specific conclusions, it is worthwhile to.review the .
major objectives bf the lender survey as previousiy presented in Chdpter 1
'S and to summarlze the success of the surveyvln achieving these obJectlves

(1) To exp&gd on the informatiordf lenders currently report to
" Office of Education, particularly for data needed on a one-
time basis for OE's Loan Estimation Model.’ The lender survey
of the study has clearly provided several types and amounts’ of
additidnal information concerning lender operations and behavior.
OE s Loan Estimation Model is helped by the addition or verifi-
cation of GSLP operational data that are needed to estimate
parameters of the model--for example, (1) the classifi¢ation of
-léan status, which bears on the distribution of loans within
the model and on establishing transition probabilities for bor-
rower progression from one loan status tg,another, and (2) esti-
mation of average repayment amounts and"duration. .

(2) To determine 'lender experience with loan defaults that will be

Y used to evaluate the OE data file and to assess certain quali-

v tative aspects of the loan office portfolio. Considerable
qualitative data on lénder experience with loan defaults were

4 4 -—-—---— obtdined by the survey, but only limited information on quanti-

: tative default rates for lenders was obtained (because not

enough lenders provided aggregate quantitative defdifiy data).
However, some quantitative estimates of default weré™pbtained
from lendet-supplied data in the RMC sample of borrowers.

-
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(3) To Heterﬁine same of the important procedures relating to
" lender administration of guaranteed loans. This objective o
was fully satisfied from the lender survey; it provided both \-
‘empirical data on active lendér procedures as well as on N

k)

lender preferences/attltudes onsmanysaspests of G ,7lJliuhmH%r~—w-“ —

stration.
To estimate some of the primary costs QSsgc1ated with the ad-

ministration of guaranteed loans.

This survey did not com-

pletely succe

in obtaining lender costs for administering

-

—<::--—.~i“‘-m~j N

GSLP because Of the inability of lenders to 1dent1fy\or pro-

vide such data. However, the survey did succeed in obtaining
relgtive cost informatlon fox major cost categories involved

in\gdministering GSLP. . or\\\ P

%5) To determine some of the opinions, viewpoints, -and more formal
policies that constitute lender response in the structural and
\. administrative requirements of the GSL program. This objec-

\ tive was fully satisfied through Iender responses to a series
. of questions on GSLP requirements and possible program changes
particularly as it relates to participation by the lender in

this program.

To determine certain aspects of borrower repayment experience ‘
with lenders. This objective was fully. satisfied through data .
obtained from TFgnders concernlng a representative sample of °-

GSLP borrowers.

(6) .

In summary, the survey and resulting analysis were able to achiéve the originait

. study objectives related to' lender operations, With the exceptlon\of the two

-areas identified above where only partial results were obtalned The
following sections discuss specific areas of interest. °
Participation of Lenders irr GSLP : "

——

Conclusions related to the willingness of lenders to make loans to stu- _
dents under this program can bé grouped aréund the following three areas: g

o The primary, purpose cited by lenders for participating in GSLP
involved serv$§5 their customers or the commmity in general.

Discussions d

ing lender site #isits revealed that, to some

A
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 lenders, GSLP was an g

6F federal "paper work ‘and red tape" required by GSLP. For Y

«

fivious part of a public.relations or com-,
munity service objectiye. . Loans for educational purposes are
recognized as a legitiffy i i
group, and lending insd tutions used GSLP'as a vehicle to serve
that need. This was &%previously held, belief and has been con- - v
firmed by tﬁié'éurvey@% ‘ _ , :

Despite lender int res%‘in serving customers; the survey results $¢”
are heavily 1aced~‘ith%1ender concern about economic return. - *
Although various lenders focused on different aspects of the

economic equation. (e.g.y higher interest rates, lower admini- ”
stration costs, mdre lender flexibility), the real concern ap- G
peared to be the net contribution toward profits. At the same I
time, the site visits did-not find a high‘concern about:earning - &
or maximizing profits. . Instead, ,a strong concern to at least ‘ .
break even--that ﬁs, to achieve other dbjectives while not suf-
feripg any overal loss -from,the program--was seen. - This con-
cern for at. least breaking even, rather than earning high
profits, probably reflects somewhat the abnormally- tight money
market in the period just preceding this survey. ' However, '
these implications must-still be significant to CE if it de- .~
sirés to increase loan funds available through GSLP since 70 * :
percent, of lenders. (covering 52. pércent of the boyrowersj had - f
no expectations of incréasing their level of participation. o
The ‘action most likelyto bring about additional investment

funds is clearly that which will improve actual returns to

ienders (including reducing admiﬂ&ﬁtrative burden and, hence,-

lender costs). This pxpoccupatﬁoh?with economic retutrns is

not surprising given the profit motives of most of thq\}ending
institutions. v PR N

Lendets are significantlv,concerned about the amount and growth

most lending institutiéns, GSLP represents less than 5 percent : ’
of their loan investmehts, but takes a:far greater propertion

of their, administrative efforts. A few say they are dropping
out of the program primarily for that reason. During the site
visits, lenders consistently commented that.they wanted more
flexibility in their -actions under GSLP. While they -were partly _
motivated by the desire to reduce the amount of paper work and =+ '
recqrd-keeping, it was also cilear that many lenders, felt their
regular ways of operating in a lending environment were adequate
and they could,achieve better results in their own way. Even o
though this self-interest probably contributed to some_of these '
lender statements, it is also likely that there is considerable °= °
truth in their beliefs. There is a wide variety of recorde:
keeping systems among the many types and sizes of lenders pax- -,
ticipating in GSLP. "It is difficult (and expensive) “for many
to meet all federal data requirements”without modifying their AN
systems (the same was "tnue for meeting the data requests of )
this survey). ' . 4 ?

’
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Student Access to GSLP Loaris = . .. Lﬁ_ ) "“‘. LR

£

Contrary to generally held G oplnlons (ﬁSLP is not @ student aid pro- o
gram acce551b1e or open to all’ students.' Entlrely §eparate fro GSLP '
legxslatlon pr0V1810nS and OE“regulatrons 1argo\numbers of leﬁdErs have
1ntroduced addxtlonal constraln S that 11m1t student e11

| 'LP lsoansfrem
other lenders. - However Justlflable the par cular 1ender may feel these*ifgl\“&
provisions are, “the met .effect is a differenti patterﬁiof student ac- - ‘
cessibility to GSLP funds. . There is a dual rationale- for these. 1ender- ”“l o
1n1t1ated constraints: (1) a Judgment that the student or the program is s v~

best served by not grantlng certaln types of 1oans and (2) as. a'way to - S

-ratior the investment of lender funds in- ] progxbam operatmg at a net 1oss 1\

'lenders each’ have a shall part1c1pat10n 1n‘GSLP Almost half of the ' ; ' ‘>;

.latlonshlps and procedures For example, there is a 51gn1f1cant tendency‘

The data from this survey "do not allbw gn as$ignment of - relatlve cause be-
. ° . R . ;
tween these”factors.' o S : . e

\ ’ - PO & ‘ s . - ,“‘

Effect of Lender Slze " R | B "klef«'

The level. of - 1ender partlclpatlon in GSLP was found to- be fhe most o

useful explanatory var1ab1e in understandlng 1ender responses. _There, is ; /7;:

a very widg dlstrlbutlon of GSLP 1end€r size, as medsured by the number of
borrowers who have'Reached the repayment stage.; A very 1arge number of

lenders have 1ess than 50 borrowers in repayment and almost three quartersaf
have less than 100. An ana1y51s of the survey data reveals that this”

size varlable has a strong effect in”explaining mafy other observe 57

for the smaller lenders to have con51derab1y more occunrences of zero de-., S

f1nd1ng defaulters and preﬁarlngwclaxmsu §ma11er 1enders are al

more likely to requlre customﬁgiitatusjbefore.grantlng 1oan§/ ;w
\ ] . - \ . B . . /F-

\ - . - B \ L .
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Distribution of Default ., - B

-~

f“"mmfmnnw“d“mﬁithoughwthgmaziilab1e lender data did not, allow extenélve analys1s of v'i;q"

default rates, 1; is ar that the phenomenon of default was not.evenly ﬂ»i

S d1str1but d among lenders. Ths%;mount of defaults is concentrated in cer-
tain geographlcal areas. -Howevet;jas, mentioned above, the large 1enders

had cons1derab1y more of the: default,éccurrence, and th1s therefore ex- . .

plalned much of the geographrcal d1spers10n s1nce: |

Hor tf%nlne pereegt of .
, but they represented '

Certa1n geographlcaL o o T

]

only 13 percent 0 the borrowers in ré%ayment In add1t10n, the 1ender-‘w
g supplled data on the sample of borrougrs\revealed much h1gher thanraverage ‘ \

default rates fo: ~ocat10na1 schools that act\askdlrect lenders (47 per-

‘cent defaui )and sav1ngs and loan associations (26 percent) Credit

o

unio%s had"much lowér, than average rates (7 percent). |

. Lender leﬁxcultles Locatlng Borrowersw‘

It ﬁs~c1ear thatmone of the'hlggest problems faclng ienders in admlnls- - E
. terlng GSLP was locating students durlng the repayment and\default perlods n
AT A latge part of this problem concerns 1nvalld addresses and lack of know-
‘ : ﬂedge about students changing lean status or locat10n Th1s s verified by
"RMC' s borrowers: survey, mhlch st}ll had 58 percent of 1ts defaulters and - v,
e o 26 percent of 1ts nondefaulters with invalid addresses, even after exten- ,
. ’ sivg | folIow up act1v1t1es using cred1t bureau checks and IRS ¢am?return . p Lo
\,’jf ‘ addresses Lenders conisistently desérlbed lack of cooperatlon and ‘assis- L

%%ance from schools attended by the borrowers in verlflcatlon of loan status

changes and asslstance.ln t?aclng dgfaultlng borrowers. , o ,
State Guarantee Agencles R "_ ' . o { . '.% ,
| > : _ . P
st R Wh11e thlS survey d1d not: 1nc1ude suff1c1ent observaxlons to make Con- ) §‘; o

c1u51ons about 1nd1V1duaI*er groups of state gd‘%antee agenc1es 51te visits
(and othet 1nformatlon) indicate tha; a’ wlﬂe varlety of assistance ‘and ef-+
fectiveness exists among state guarantee agencles-—With a “few state

kuarantee agencles establlshlng gata systems and prOV1d1ng as51stance to .o e R
1enders far more than the federal program Some state’ guaran@ee agenc1es o n

P . Son , , o : .

o
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‘Fémmunderstand thelr llmltatlons and 1ncomp1eteness. o = -a:ceg

e

',: of each\Var;gbieT__Eor;ggs—purposes, RMC assumed the more‘recent*data~4t;___cc________

~In»part1cu1ar, most%street addresses'arehﬁfssrnﬁ** TFhis is not, meant to be cri- B

. " . . > ) s N
alsb have d1fferent def1n1t16hs and procedures for defaul%ﬂclarms, therefore
maklng it difficudt to agg;egate data from the federal and state Euarantee N

©

program components. o - R - \\< TS
4 . .

Valldlt}’ .of OF GSLP ‘Data I

- i . .
- One, subsidiary- objective of the study was-to compare. data, ‘where p0551b1e,\ o

covering the same variables obtained from this survey with, those contalned in.

GSLP files of OE. This provides a measure of the. data valldlty, but there \Qfggg
wds no opportunity for field 1nvest1gatIo‘_‘f“*defeTmone~%h§:§;ruecdyalue¥; ) ;»“f\

t1me . S T

=3 : -

RMC found substantlal—diife\ences 1n~status code 1nformat10n., Lender .
status €ode 1nformat10n 1nd1cated that 10 pe cent of - those c13551f1ed as . ' "

-on the GSLS 11 f11es Wh11e some of these d1fferences are pr”BabI? aﬁ§€d“5;”“
.
time lags in reportlng“status changes to OE, a substantial number arecliyely

it

-to be contlnulng errors. Therefore, any ana1y51s or other uses- that—depeﬁﬂ

....... —
e,

--..._._

upon loan status data from the GSLP master f11e should bey1nterpreted'very

s -

carefully. ] N . !
Borrower addresses frori the GSLP master file had, even greater occurrences of

1ncomp1ete or wrong data. In this case, there is no solid ba51s for estabhlsh-

1ng an error rate; RMC's subJectlve estimaté” after‘flfteen-months of worklng . v

. SR '

Yyith the. addrésses is that about 60 percent are elther 1ncomp1ete or- 1naccurg§e : §

Ay —zam

tical of the f11e ma1ntenance~because 1t 1s understood that the fAles wWereTHt

TEina

faulters) However; for any contemplated use of these address data “onie mmstcc‘\‘ ;
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The quality of biogral;h"‘-:‘ f

found in ‘the sex code ‘and afi e;r

N‘_,\‘ccgde,c_“_h'_,«‘;. %z”t:w S N

" There were no comparable estlmatggmayallable to s relatlng the f1nanc1a1

‘.1nformatlon contalned in the file to-the estlmates we derived, speclflcally d

for the'.repayment populatlon The only comparable study‘dealt with the total

o GSLP borrower populatlon and prov1ded estlmates based on the loan as a unit
of measurefent, and not the individual in repaYment,} which is the case with
thls study. o ‘

— . i . e
s .

3
- . . x

Defaulter Charactemlstlcs - N ' -~

7 -~ - .7

T focus of this study waé to uhcover the characterlstlcs :of’ de-
fauIters and
Through a series of two-way analyses of the borrowér data supplled by

wtitutions that have a high proportion of defaulters.

lenders, certain d15t1nct1Ve features of the defaulter population were : 1
d1§EBVeréa We found the- follow1ng groups to have significantly 1gher, : _
default rates than the average over’ the entire- program' » “ o R .

R

\ ° students from vocational schools--in part1cu1ar students/
AN vocat;onal schools act1ng as direct lenders; and y

e students with weak lender relationships--this anludes students
that lenders cannot find, students who do not get their loans
from the lenders in a face—to face encounter, students who do
not fully understand the1r ob11gatlons and rlghts.

Ve found the number of loans and amount of debt essentially unrelated

to default. However we did not have enough observations to effectlvely

=- analyze the very hlghest debtors as a group o
» _ ) - £
Lender Relatlonshlps Y . e . :

s

Defaulters as a group have a very 1oose relatlonshlp w1th the lenderys
> from whrch they borrow Many of them do noﬁweyer meet with the lendek;;
they report that .they do not understand most of the loan terms-er thelr Lo
., T Tights and reésponsibilities. Many defaulters are never found- by‘thetiender ‘
e .~ when repayment is scheduled to’ begIn«~*S¢xtyipercent of thé defaulters . -
. comg from gamllles with no account relatlonshlp with the lender; only 30 per- -
; cent-of the nondefaulters dow :*fﬂ;tfgrgﬁ T

-

. .ot . T . . . e
. R . T v.,\. . o . &
. - S

1. .Systems Group, Inc., Léan' AnalYSms of ‘the Guaranteed Stu&f“t Loan
Progfam (GSLE@ (October 1973) o oF . o




;3, Type of School \ "

Vocational sehoolsgas a group exhibit default rates more than twice as
- high agtcolleges and universities. Vocational schools that also act as
direct lenders exhibit default rates near 50 percent--about four times
higher than colleges and universities. W@ﬁ%annot conclude that the problem
is 2 lack of quality in the vdtational sghool programs, although our site
, e VlSltS have confirmed this in certain cases. The vocational schools appear
‘ to attract students who are often ungualified £2ybmore advanced studies,
who may not bé‘hloh ®chool graduates and who might rfot be realistically
’ %uallfled to undertake any sort pf academic prograﬁ. Some vocational schools
" have responded to these students by screening them; others seém to have.
"% used them‘simply to expand their enrollments or their default claims.

-

' STUDY RECOMVIENDAT”IONS ” - ‘

‘As a resultdof the survey #ata and the experiences 0bta1ned by this
project, RMC Researeh has prepared the following recommendations concernlng
the Guaranteed Student’Loan'Program While it is realized that some changes
to GSI{\are being contemplated- (or already started) as a result of the
variety of other investhgatichs and studies condiicted within OE and Congress,
these recmmmendatlons are based only on the current survey and site v151ts
Some of these recommendatlons would require legislative changes’ and some !
could be 1mp1emented by CE .through mod1f1cat10n of its own gu1de11nes and

-

procedures ot

A

r One spec1a1 and important nature of any r%commendatlons must be’recog-
‘. nized from the very beginning,

ormulating ak;ecommendatlon for specific
action to be taken'implies an=assumption.about a desirable or preferred out-

come. Slnce a complex .program such s GSLP has several objectives, it is

\often negcessary to establish pr10r1t1e among competlng objectives--or to
deC1de between deect1Ves When an action has opposing effects upon them.

For some simple cages, .such as Lﬁprovxng the operating efficiency of the
program, there Q;& be little d1ff1cu1ty 1n gbtaining agreement on the goal
=y and. methods of achlevlng it, but, as a counter- example, con51der the goal of
, reduc1ng a growing OF program cost by minimizing hlgh Toan default, which |
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< must be faced such as—-Is de?auix by anyone tol rab1e even 1f guarantees

.SUbSldlzed while other grOUps are not? Or does the exten51on by Congress in

very h1gh default rates by this group are acceptable social policy. =
. The reason for raisthg this issue is to point out that formulating

recommendations reqyires.valueAjudéments--judgments that shoufd not be

made by a contractor, but by Congress or its delegated policy-makers. .It.

is not approprlate for RMC to make what is basically a political dec151on

that affects redlstrlbutKOn of income and equ1€§ of treatmernt. Therefore,
RMC has -attempted to clearly state such 1mp1Lcat10ns along W1th its recom-
mendations, whereﬁbr approprlate E '

Recommendaélons AffectAAgfLenders

L

- When this survey was 1n1t1ated there was concern that the lenders were
reduc1ng ‘their total dollar investment in GSLP apd that this reduct;on might
Lihit thejability'of the program-to supply signif\

cant amounts of needed
-student financial aid. While improving money markef™conditions may have

o diluted®the impacf of“thi§ concern, it is still important to id*ntify the

.. factors that wbuld.encourage or reinforce participation in GSLP since the
.. whole concept of guaranteed loans depends heaV11y on leveraged funds from
nongovernmental direct lenders. Intertw1ned With the 'factors that would
. encourage lenders to maintain or 1ncrease GSLP 1nvestmen;s are" various
. administrative actions that_would increase the efficiency of the cmrrent o
program and in that way red%ce lenders' costs and other difflcultles.

If: GSLP investment levels are to be ma1nta1ned OE shouly pay ﬁloser ¢

attentlon to ma1nta1n1ngggompet1t1ve rates of return to lendets: %E

‘has thezﬁblllty to increase the special allowance rate (up to 3 percent
max imum) and mlght be able to take some administrative actions to reduce
lender operating costs. Durlng times of ‘rapidly changing money market

, condltlons (such as the last two years) OE must exercise its full ab111ty

I .
to ensure that most ‘lenders do not reach the p051t10n where' average ‘ot
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J" marglﬁal GSLP revenues do not at least equal GSLP costs. OE was very- slow
to respohd-to thisTssue during recent times and many lenders lost confi-
dence in OE and reacted accordingly. . .
‘o greater,lnyesxment in GSLP is de51red OE should increase economic .
returns to 1ender§ significantly. Lenders are already investing in GSLP to
- ., serve their custoders and obtain communlty gobd will. To divert signifi-
~cantly greater funds from,pther investment areas, RMC believes lenders would

‘require substantial increases in rates of return from present:levels. Ahy

hY

v comblnatlon of OE actions to increase interest revenue or reduce lender
costs would have this effect, based ‘upon lender responses to this survey
OE should give consideration to several admlnlstratlve improvements that

~ would increase the eff1c1en*XAof lender operations (and probably have posi-

¥ ' ‘.tive effects on effectiveness and lender willingnesf\to participaie) Mea-
sures aimed specifically at reduc1ng default will be separately discussed
subsequently. : ' . |

o Define '"due dfiigence” in specific terms so lenders will know - o
: what their actions should be before filing default claims.
e " There is substantial confusion and resentment among lenders;
much inefficiency results. While def1n1ng "due diligence"
“in very general terms may encourage some lenders to continue .
their efforts even further,.the untertainties'involved in-
crease operating costs and polarize relations. Many lenders . .
are convinced their lending experience allows them to judge -
“early in the process which borrowers are never’ going to start
repaying; they would. rather.stop after some mirimum collection -
effort and concentrate their efforts on other cases where they
~ think it would help more. For example, some borrowers have
» directly told lender staff they def1n1te1y could not or would
hot make any repayments (and they didn't)..

0 Redesigy forms and procedures to allow a much simpler process
wher a previous borrower receives an additional loan. It .
‘ h could be considered an "add-on" loan (or amendment) rather
F. than a whole new loan. The lenders (and OE) would be saved
con51derab1e paper work and record-keeping. Approval could
even be ‘automatic, ‘with problem$} being resolved on an ex-
ception basis. Lenders indicate that subsequent ‘loans are - o
disagpproved at the federal or .state level in only a very '
ematl ] number of cases. At present, the typical student in
- a four-year college program has four separate loans and es-
‘ sentially four separate sets of records. Many lenders al-
ready use the revolving or add-on types of loans in their
. regular business or noh-GSLP. educational loans.  Similarly,

1 8




"OE should help control lender costs by avoiding the tempta-
tion to attack every apparent abuse or variant with new regu-
lations or reporting forms. Admittedly, it is difficult for
a federal .agency to maintain a proper balance, given its
central but remote location from actual lending operations, .
but it is an important goal to keep in mind. Perhaps the ex-
Ceptions principle, widely used in the management of the
nongovérnmental sector, might be applied here (the excep-

- tions Erinciple allows approval by/an operating agency, and
only the small mumbers of exceptions or problem.cases are
réviewed or approved by a higher-level review agenCy). .

o Investigate the feasibility of OE doing more central record-

- keeping to reduce lender costs and capitalize on large-scale
computer operations. Under OE's control, it may also be pos-
sible to make better use of other federal records (IRS, Social
Security, etc.)+to help .find missing borrowers. More assistance |
of this latter type was a commori lender request. '

Recommendations Intended to Reduce Loan De'fault L

" High and growing borrower default on GSLP loans was a serious problem
at thqyinitiation of this-study and continues to be so. The cost of paying

. for these unexpectedly large numbers of defaults continued to be an .increasing

problem for' all parties concerned--OE, HEW, Congress, and lenders. While
other récommendétibns described here do have effects on the default pro-
cess, this sectfbn includes specific ‘recommendations aimed at this prob-
lem area, based on the data and experiences of this survey. '

If the current high default rate has as serious 4n -impact s it _appears,

T - 5 , .
OE should limit the eligibility of certain types of borrowers or lenders.

This exgl&§ionary aﬁproach is a very stringent step, but it may‘be-nepes-.
sary if thgfhigh federal appropfiation now required and the aitendaﬁt bad
bublicity on‘nonrepayment pro?ide a thyéat to the continued existence or
viability of fhe loan program. Since default was found to-be concentrated
in certain popﬁlation groups 4 the rationale is to exclude thosgyborﬁoWers '
least likely to repay their loans. While equity and wide access to 'stu-
dehtiloaﬂs are admittedly coﬁstrained by this action, it should be tecalled
that other aid programs (e.g., BOEG) are intended to help with grants for
many ofs the borrowers expected to be affected. Consideration should be
given to one or more of the follgwimg policies: |

v,,

116

129




/

Add expected ability to repay as a criterion for GSLP loan
eligibility.” This would add a dimension to the e11g1b111ty«re—
quirements much like that applied by lending institutions in
their regular course of business where a guarantée against non-
repayment of principal is not.available. This recommendatlon

byilds upon the observations, of this survey that found many de-
" faulters who dropped out of thelr programs did not appear quall—
fied to undertake the program of study, were not able to. get:
employment after graduation, or were unable to earn sufficient
garnings to repay the GSLP loan. Two basic criteria could be
applied by the lender: (1) Does the borrower have a reasonable
chance of succeeding in the proposed program of study?, and

(2) Does the program of study, considering the borrower's situa-
. tion, promise to provide the borrower the potential to repay
the loan? Possible screening requirements under the first
«criterion could be a high school dlploma or test certlflcatlon, Or " _
having successfully completed a portion of the training or school -

" program already. Under the second criteriom, perhaps, a flnanc1a1
" aid analysis--including the borrower's expected future 'earnings
" after completing the program and the repayment burden (educational
and non-educational) thé borrower will‘ haye at that time--could be
applied. These screening procedures could be expected to eliminate
from the program many people with a low probability of repayment.
Both lehder and borrower syrvey responses“reported over half of the
individual defaulters did not complete. their educational progratis:.
Altholigh including the .above factors'din awarding loans would be
admittedly difficult to impjlement, successful application of' these
policies have a potential impact of, cutting=default rates by a*
maximum of 50 percent based on defaulter data obtdined by this - -
survey. . ‘ T , P

Eglmanate vocational schools i%om GSLP eligibility. .~-This policy

would have a dramatic efféét, since it would 51mu1taneously .
eliminate certain lenders, borrowers, and students of doubtful . ¥
quality.. However, it would dlsproportlonately eliminate minori- oo
ties, women, students from low-income backgrounds, and other such
groups. This, of course, is a reverse of the extension to GSLP .

added by Congressﬁa few years ago. However,.the data from this .

- sumwey (relnfofEed by other data) shew that vocational students .
clearly have higher default rates. The potential impact of thlS

-pollcy would bg to,lower default rates by as much as 7 percent

“a

o

tabllsh two sqparate programs--one for vocat10na1 schools and
,one for regular academic ‘collegiate programs. While thls policy.
; would theoretically have no direct impact on reducing the default
rate, it would clearly focus attention on the different natuxe
. of the two programs. Different eligibility requirements could
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then be established for the two programs and the spegcial
problems of both vocational schodl students and vocational
institutions could be gddressed! The attention of all parties » . -
_ ¢~ concerned would be foelised op’relative default rates, and * //<“
‘ subsidizing the twe programs may be,justified on different
grounds. At a later .point, it might; even be possible to convert
~°" the vocational ;zhbol program to a grant program, -thus better
‘ ‘suiting the needs of that student group. - ‘

o, Do not_aIieﬁ/vdgational schools to act as g;rqztzlendé;s. This |

. - policy is”a corollary of the. recommeridatiort above, -and woudd - - -

.. " eliminate possible conflict-of-intesest situations’. Vecational=—— <

. scﬁ%ol students would still be eligible to obtain loans from regular

" ®lenders, assuming their school wasstill considered eligible as

~ . an edicational institutien. While eliminating seme particularly

"v‘ messy situations, this policy*would have only a small impact on .
"~ the overall program default rate since the number of such lenders -~

« 1s relatively small. ' : -

~ /s
7,

e

e Allow lendérs to require co-signers’and encourage lenders to ..
! require previous family accpunt relationships. Either or both
_ of these requirements would be“ggméﬂfat getting someone else
', to assist or.pressure the borrower to repdy his loan obligation. *
They -also. facilitate greatly the location of borrowers when time
for ayment arrives or whep repayment stops:, The' family account .
_.‘reLaﬁ?gﬁshi rgquirement could be a problem for. certain large '
.~ lenders because they might bg-open-to charges of illegal mono- %
poly or restraint of frade in their market areas. However, '
this survey found that & large percentage of GSLP lenders al- P
ready require such customer relationships and there are indica- -~
tions that such.lenders have less default than others. Although
GSLP legislation would have to be changed to allow lenders-to .
require co-signers, our site visits to lenders’ found Seme who
required co-signers to disperse USAF funds and regular educa- - =
tional programs. The<site visits also found most «lenders, would -
‘use such a provision for co-signers if -it was allowed by GSLP -
regulations. ‘The iimpact of the co-signer policy is wnknown, ¢
but probably very significant. The impact of the;previous fam-~
ily relationship. could be.to lower default rates as much as 5
, percént. Of course, both of the above restrictions would sev-
erely limit access to certain socio-econemic and demographic
groups of students. . o o
. ] . ~

~ CE should im@iement—vagious administraﬁive policy chanpes specifically

aimed at reducing high borrower default. . These potential chaﬁgg§ should re-

duce the inability to locate borrowers at repaymeht timg'and othetwise |improtve

" the ability to collect loan obligations.

) ,
N ’ ’ |
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%ighten up OE's loan cellection process on defaulted loans.
While OE has undertaken direct collection for loans on. which it

~ has paid lender claims for default, there is still considerable

room for tightening this process. Improvements should be made

in both thesdepth and breadth of this collection process--that
"is, additiondl staff angd.resources should be allocated to this

collection effort and individual collectien cases pursued
further. . The advantages of this process are felt not just on
the loans being collected, -but on all other loans through the
dissemination (officially. and unofficially) of information that
intensive collection efforts by the federal government are under-

- way. Procedures for intensifying this effort include taking

some defaulters to court action, whete some resburces for repay-
ment exist; threatening and carrying out "the action of informing
all credit soufces that the borrower has defaultgd (e.g., thus
preventing the obtaining of house mortgages ,; etc.); and using

the full strength of the federal government to collect.obliga-
tidhs (e.g., tax liens, wage garnishees, employer notifications).
Contracts-could also be established with,private collection "
agencies that specialize in this activity. While the federal
government may-be reluctant to pursue some of these option$ be- -
cause of concern. about bad public relations, the equity and public
relations value from many other borrowers who did repay their loans
should also be considered. v . ' ..

Establish direct contact between the Ofifice of Education and the
Borrower. OE could receive the original student application or
coula.@ommunicate directly with borrowers once the lender has -
approved the loan. The principal value of this approach is that

_all’ borrbéwers would have a uniform introduction to the GSL pro-

o

gram. All borrowers.would be informed of their rights and obli-
gations and would have: the chance to change their minds easily -
without confronting the.school or the lender. OE would gain the
knowledge that, at least initially, the home address on the ap-

: plication was accurate. This direct OE contact gould also be

extended to include the requirement for ammual or other periodic

,idgntification'by the borrower of current status and location

(such as the annual alien régistration cards requiréd by law).
Require annual notification to lenders by student or school.

‘This requirement is aimed at the lenders' difficulty in knowing

-academic programs. In addiéion, this measure would presumably

student location or change of status under the present procedures
where O is the intermediary. It is also aimed at the lack of
cooperation by many schools regarding lender requests for” in-
formation» ¢ith this requirément, the schopl would have to
directly notify’the lender when students discontinued their

fiake it easier to trace students. * The address problems en- '
countered 'in thig survey make it clear that something along

this line must be done. Perhaps reimbursing schools for

‘monitoring.-and tracing GSLP students would be a cost-effective ’

way of reducing default. .
. . 132

119

R




N

AN

. \ ‘ . s ‘ ‘t?‘ . «
S \ \!\1 R T
e Limit the GSLP acceds of schools or-lenders with excessively

a4

B . - . 4 Sy -

high default rate expeyience. This provision will focus atten-
tion on institutions witgghigh default rates and limit the addi-

tion of new loans with high probability of future default. These

new regulations could take the form of prohibiting new loans when ;ﬂ;fﬁé;”f“

cumulative default rates-.exceed a certain limit (say twice the -

overall national rate) un13§§ OE finds special™t ces to
justify an exception: AN ‘ : \
RECOMMENDATIONS FOR FURTHER RESEARCH =~~~ - : ] . |

.

RMC Research sees the value of OE continuing research in certain areas
related to -GSLP. This. segtion identifies and briefly descriﬁés these recom-
mended areas. . o ' '

e OE should continue to improve the qt litf’of the ‘GSLP data base.

Considerable information is collectedl and maintained in the GSLP ‘ .

‘loan control master-files, but some parts of it are known-to bé
out of date or of uncertain quality. Continued efforts to . .-
validate data elements and to_improve-their-quality are valudble.
This is particularly true for such critical information as loan
control status and information that allows location of students.
At th& same time, the master file contains a lot of historical
information that is not used in any critical decisions and;there
fore is of less importance. “ " : ]

e *OE should periodically #ipdate tﬁ% findings of this su}vey:’ This
is particularly important for information concerning the_ percep-

o

. s - tions of both lénders arfid borrowers since it can be expe&ted to
o change over timé. Furthermore, changes in the GSLP regulations = ©

and administration as well as fluctuating economic conditions
n be expected to alter some of the results obtained by this
survey. Clearly, the survey was.cross-sectional in n4ture at a
particular point in time and other periodic cross-sectional ex- .
~aminations would also be’ valuable. Better still would be a '
special sample of borrowers to be examined on a longitudinal
basis. For example, a small stratified sample (say, 2 percent).
..,. could be taken periodically of GSLP borrowers as they receive
‘ their first loan. Separate files, whith reecorded all aspects
of tHe progress throtgh the GSLP .loan and repayment process
could be maintained for this group. Special quest%onnaires
could even be sent to those borrowers (with extra payments
for their cooperation in supplying additional information if
necessary). Charting the progress of this special sample could
provide a substantial amount of valuable information bver and
aboquthe normal status inforpation required for all borrowers.

e OFE should investigate operatiﬁg costs of.lenders. The GSLP
, operating costs of lenders are still an important question that

has impact on the actual net economic returns (and therefore -~
on their motivation to participate in GSLP). Information on
. + lepder costs is+very difficult-to obtain, as reinforced by the
. small attempts of this study. RMC récommends that OE-undertake
e
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L . 133 -

[

P

i?&




S _&

.« , concentrated eff rts to oﬁtaln ctost data needed for Buch\gnaly-
‘ sis from a smald but representatlve group of lende Becau
- of the varyin, accouni;ng systems maintained by 1enders and the
o, - « - extra efforty of obta:

ing this information, OE would hav
spend significant time on-site at most lenders to propeyig/pre-
pare usablé, information on costs and revenues. Hgyever; with
b such 1nformat10n, there is a considerable amount of/economlc
~ analysis ¢ : subst iatty~improve the
understandlng of GSLP relat10nsh1ps

]

e OE should study the operatlons of GSLP state guarantee agencies _

to learn from their successful experiences. This study did not - '
provide an opportunity to individually investigate any state

. guarantee agency operations, but thére are indications ‘that sev-

&f eral case study examinations (of perhdps six-to-eight selected
r . I . . . -

'state guarantee agencies) would assist OE in understanding ex-
‘emplary practices and perhaps to extend those practlces to other”
state agencies and to thé federal level.

e @ I ’ <

R e OL should examine the problems of GSLP schools This study had
" - .= little opportunity to directly observe the problems and needs’ of s
a . educational institutions participating in GSLP, yef they are an ’
S . i important part of the successful agperation of thlS program. A
\\\ survey that directly addressed, their attitudes ‘and operations . o
would also be very useful. For example, better understandlng is.

needed of the role Guaranteed Student Loan$ play in. student.fi-
nancial aid packages provided by educational institutions. Ed-
ucationalr institutions apparently have an impact on default rates,
and‘%ubsamples would be needed for various types'of schools, such
as vocational schools, proprletary schools, and junioér colleges

3.

° /OL should 1nvest1gate pollcy effects and ]l causal relatmonshlps If

e \  any of the previous recommendations. are pursued for eliminating
‘cerftain high defaylting groups of- borroWers or institutions

L from GSLP eligibility, then OE should initiate additional sfudy
e into the effects of these actions. For example, if an eligi-

bility criterion is added for having reasonable probabilities
of succeeding in the academic program entered, then OE should
survey the literature and initigte research on predicting short-..
term success in schools.,. If fliancial ability to repay a loan

is added, -then further research into earnings level® that are
. ,suff1c1ent for repaying certain stzed loans for pdfrticualr oc- - °

_ cupational categories or training would be useful. OE should

' initiate resedrch into particular casual relationships identi-

", ‘ : fied in-this situdy since the survey was the first direct study !
of GSLP lender§ and borrowers and therefore somewhat "pllot”
in, nature, S 1ler specific examinations of some of the more

interesting and critical relationships identified ih this survey
. 'are prabably wofthwhile. For example, the level of activity in o
. T GSLP of a lendet appears to be related to several aspect§ of "
5/////3 default and lender dperatlons . Further investigation with
. 4 - N RN 5




lenders mayube able to identify specific causes 1nvolved and

o point to specifi¢ actions OE might take with thewery large or - L :
~ ~ the very small GSLP lendérs. Furthermofe, the survey gonfirms -t
. the high default’ situations with vocational students and direct _ ,'//
- *  vocational lenders. If these groups are to remain eligible in ¢ :
s the GSLP program, ,separate investigations as to the cause of ‘
. the1r spec1a1 problems should be beneficial. e
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. fleld of social sc1ence surveys, plus, SpeC1al elabdratlons in response to

dreSSachecklng, nonresponse follow-up, qpestlonnalre ed1t1ng, and data e A
\ process1ng .. C, . S :

' approval had been recelved for the data collection. 1nstruments.- The OMB

' OMB were 1ncorporated into the questaonnalres.

' ¢
and expected follow-up.

. ! ‘ ; ‘,‘l.._." ' ’/L . .“ Y\‘»y. ’- . ;. ‘ a .:‘, /-\’-\:. ‘ ‘ . R . ( - Gt Vv .
Lo nEscRmrI N OF SURVEY “PROCEDURES =~ - - S

i o W . P

In carrylng out the actual surveys RMC uSed the best practlces 1n the o

S

Coa .

some unusual features of thls!progect 53@55 appendlx descrlbes the pro»?
cedures RMC used..in the varlous tasks of sample sé@ectlon malllng, ad-

Y ’ - N ) . R W

CLEARANCE AND MAILING PROCEDURES ’ N

On Uune 13, 1974, RMC was notlfled by the OF prOJect officer-that B - '

approval number was glved as 51-S74017, to be. appllcable to.all three parts
of the survey
1974 A few. days prlbr to this notice,. RMC was not1f1ed of approxxmately -
18 m1nor changes to- 1nd1v1dual questlons recommended by OMB At- that time,

ThlS authorlzatlon inctuded an expitation date of August 31,

the threetlnstruments were again reviewed by RMC. The changes suggested by

Two questaons were -omitted:
and precodlng was establlshed for ansWers to all questions to fac111tate
edltlng ﬁhen the questlonnalres were returned from the f1eld

RMC then pr1nted enough copies of the questlonnalres for 1n1tlal ma111ng
"Copies.'qf -the printed questlonna;rwwere sent “to the
to OMB,
nel for thelr referencé and files.:

OhcprOJect offlcer fox forwardin In addition, copies were sent .to DIL o

pers Arrangements were also made for print-
1ng outgoing malllng envelopes and postpaid business reply envelopes fbr return—

ing. the completed quest1onna1res to RMC.

. / L e 9 [ERY . - ) A
o T v
. ! . . ° . . . . . .
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As soon as the pr1nted questlonnalres were avallable, the ma111ng'pro-

,";' cess was carrled through to complefion ‘Mailing lahels for all lenders and._

borrowers w1th “known addresses were prepared and afflxed to the questlon-

Where lenders did not prov1d§§agg£gégga,

‘older addresses from OE central files were used All of this was“completed

" naires and outg01n§ enyelopes

by the end o:f June.

W1th1n a few days after the mallout ‘a 51gn1f1cant '

number of 1nqu1r1ng telephone calls and initial responses had been re-

B ce1ved by RMC.

’

- ' L
.

vv N E

. - Prior to and dur1ng the survey perlod 'RMC ‘continued its llalson and
HCOordrnatlon w1th the .GSLP program offlcers the Division of Insured Loans
(DIL) For: example, on May 29, 1974, a meet1ng was held with James

» Moore, Dlrector of DIL, and several of his staff The occaslomihas used
to brief DIL on the status of the survey and to 1nforma11y convey 1nforma-
tion on borrower status that had already Been received from lenders by RMC.

ot Aﬁother purpose of th1s v1s1t was to dégcrlbe the selectlon‘érlterla and |
1nterv1ew1ng procedures that RNE “planned to use for the field v1s1ts to
approx1mately 40 lenders Several criteria for selettion of these lenders

| were descr1bed and a spec1f1c request was made to DIL for nomination of

' ~ lenders in several categorles that might be visited by RMC. Arrangements
were also made to obtain a copy of the recent ”mature" paper- report from

" DIL so thathlenders with high and low default rates could be examined.

DIL agreed to.provide the requested information after sollc1t1ng suggestions
On July 1, 1974’ RMC received
In'addﬁtion, RMC suggested to DIL that the HEW
" Regional Offices and State Guarantee Student'Loan agencies be sent a copy of-

. from_lnternalwstaff and some regional offices.
these combined suggestions.

the letteriand other information going to lending institutions so they would
be familiar with the study apd could answer questions.that might come to ‘
them once “the questlonnalres were received. Sixty copies of this information
package were provided to DIL in mid-June. )

SAMPLING PROCEDURE

. The actual. sample selectlon process was carried out by RMC based on
the sample'de51gn approved by OF (which is described in Chapter 1 of this
report). This sactlon describes these sampling- procedures and the re-

sultant sample for the.reader who is interested -in checking the methods

. .. 138~
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or assessing the valldlty of the sample 1tse1f Sampling procedures were
-carried out by computer whenever fea51b1e ‘ .

Lo As descrlbed earller, thé prnnary thrust- durlng ‘the 1n1t1aﬁ file _
creation_ and merglng process was to establish the unlverse of lenders who Sl

-
S

. had borrowers in repayment. Inc1denta1 to thlS, a universe of lenders
‘ ‘. who had borrowers in repayment status was also' created.. Each of the
. 14, 000 records in this file represented a lender's name, lendlng .type and
address as well as the number of borrowers in repayment status,
This 1ender file, was sorted in- ascendlng order by lender type and
within type by 'ZIP Code and w1th1n ZIP Code by lender identification
5 - number. ‘The last key served only to prOV1de a predetermlned sort order
(so that if necessary we would redo the order) A skip interval of 1,416
f was chosen to achieve the de51red samplée of 800 lenders. It turned out that -
only- 784 lenders were actually se}ected, but the slight difference was unim-
portant to the sample design. Therefore, we felt it was better to proceed
o ' ' using the 1nterva1 estimate (1,416) thah to delay the sampling. The delay
;would have involved resorting the lender file by number of borrowers in re- .
o paymegt and running a special program to determlne at ‘exactly what point
(skip interval) the number of lendgrs with more borrowers than the skip
- interval plus a sample of lenders (equal to the total number of borrowers
represented by 1enders) with less than the skip interval divided by the
skip interval would equal_SQQ. )
“ Consideration was given to- the question of including lenders with less
than 10 borrowers in repayment in the survely. The number of "such lenders .
. selected by the sampling process was small (16), 50 they were Rept ini
This resulting group only accounted for 84 borrowers, slightly more than - °
- five per lender. ' "

‘The borrower sampling was then carrled out. Again, the file was
sorted in ascending order by lender type lender ZIP Code, and 1ender )
identification number. The borrower universe file was then compared with

" the lender sample universe. For each ﬁender‘w1th less than 5,000 bor-
rowers, exactly 10 borrowers (or all QOrrowers if the lender had less than

- R . -

<: 10 borrowers) were selected in a systematic fashion; that is, a random

139
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start within . .the, fiTst’ dec1le was generated and then a borrower at every
tenih sUcceed1ng percentlle was chosen. For Tenders with more than 5,000
borrowers, the initil borrower was choden randomly from the first 500
and every SOOth borrower. after the first was selected.

' For the’ large lenders selecféd with certainty, the universe and the

sample are one and the same. TableslA-l and A-2 show the distribution of

" the borrowers for the smaller noncertainty lenders by ZIP Code and lender

‘type for the universe, " and the sample weighted by the inverse of the prob-
ability' of selection. The overdll weighted sample closely approx1mates ¢
‘the universe, but those cells with small sizes have somewhat greater dif-
ferences than the larger cells. .The row percentages conflrm the eff1c1ency
of the strat1f1cat10n ‘ A . .

A prlmary concern of the borrower sampl1ng was_to ensure that defaulters
were represented adequately . Tables A-3 and‘A-4 d1splay the distribution
of the loan status of borrowers by the- lender's ZIP Code area, ‘both for

“the unlverse and for the(sample The proportion of ‘borrowers with de-

’

~ fault codes in the sample (8 l percent) is about the same as the proportion -

" in the overall unlverse.(S 4 percent) We do not however, place mych

" relative to repayment. Stratlflcatlon by lender type ensured a good repre- -

credence in thls proportlon as a measyre of the’ program's default rate
s1nce there was a known lag 1n obta1n1ng that status from the- DIL Claims
tnd Collectlons flle, which at the time of our selection had 138 000
-records. Several months later, the file contalned over 215 000 records
which was probably the result of intensive efforts by the Office of Educa- -

“ ‘tion to update its records. It is likely that, lf our universe had been

created four months later,-it mlght well have shown 12 percent to lS percent
of 1ts borrowers in default status.

RMC. belleves that the borrowers and lenders samplé produced by these
procedures is very suitable for assessing the status and problems of“GSLP

sentation on that basis. Orderrng lenders by ZIP Code before taking a
systematic sample ensured a good éeographic_distribution, even though that
variable was not expected to have, any major effect. The distributions of
the sample and universe presented in the previous two paragraphs show the’
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results. Although the questionable quality of data on defaulter status
precluded stratification on that basis, the resultlng sample included the

desired number of defaulters (which increased ‘later by about 25 percent

- when the lenders reported their latest loan status) e
o d
SURVEY FOLLOW—UP PROCEDURES .
. : ‘ I
‘ RMC recognlzed that, as. in most ma11 surveys, obtainlng an adequate
o response rate would be a problem, particularly since many defaulters avoided
belng located by loan collectlon staff, Therefore extenslve follow-up and
. address checking procedures were planned and carrled out to maximize the sur-

vey responses,

. #e
A -

The follow1ng summary out11nes the survey procedures used by RMC
' " Research Corporatlon for followxng the varlous components of the lender
survey conducted on behalf of the G ranteed Student Loan Program. These

»

. are descrlbed 1n chronological order of occurrence.

, () In January 1974, RMC requested each of the approx1mate1y 800
r . lenders in the sample to verify the loan status and provide, the
E . * most recent.addresses for the sample borrowers from their in-
L . stitutions. A1l but approximately 20 ‘of these sample lenders
o . eventually prov1ded this 1nformat10n after approprlate reminders
' and foliow -up by RMC. . '

Immedlately after OMB clearance was received in the last week of
* June, the original mailout to all qualified sample borrowers and
'1enders was completed using regular first.class mail. Question-
_ ‘nailres, wete sént ta all borrowers for which OE or RMC had an ad-
- dreks, even if the address was old or incomplete. Postpaid re-
turn enVelopes were also enclosed to encourage.response.. &

4(3),fStart1ng at thls polnt and continuing through successive follow-
o .‘up activities, detailed récords concerning all follow-up.and re-
ST x sponse a¢t1v1t1es were kept on each sample member .

. gﬁ) For several lenders wha' expressed~concern about the authorlty or .
‘ S \necesslty for the study, ‘RMC forwarded.letters to the Office of
AR T Education $o that a«special 1etter requestlng cooperation

- o © could be sent. = - : A e

. v ,

e (5) A. reminder letter was sent to nonrespondent lenders, askrng
¢ -, .+ - their coopera loe in promptly retunnlng the completéd
e ’ : - questlonnalres . :

12
v L - . . o “
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(6) A large number of reminder phone calls was made, £0. nonrespondlng

lenders (particularly the larger lenders), asklhg them to respond -

to the survey. In many cases; a duplicate copy - of /thie question-
naire was sent since they had mlsplaced the original,

(7) Mailgrams were sent to the remalnlng 1ender nonrespondents as . S
a final reminder. - :
CONFIDENTIALITY OF RESPONSES i
/
RMC and OE agreed early in the study to assure survey respondents that
their responses would be held conf1dentlal In the words of the question-

naire itseif ¢

Your answers will be held in full confldence RMC will not make

your questlonnalre available to OF and will not ‘Teport 1nd1v1dual .
responses--it is the sum of all responses which is important to’ o
the completion of our study. This”sample survey is not.part of - -
any financial auditing or claim collection® procedure. Your idem- - .
tification will only be utilized internally within RMC to coordi-~ ., .«
nate data collection and define questlonnalre follow-up needs e e

g

It was believed that this assurance ‘might help slgnlflcantly in gettlng y
useful responses, parthplarty about individual borrowers. ‘,Q,/ ""ﬁ T gi

Of course,-once this was promised, RMC establlshed procedures to be o
sure it could fulfill that promise. ‘Internal physical securlty was maln- “}j;f
tained by establishing spec1al "Tockable workrooms and file’ cablnets fbr the .?‘
completed questlonnalres Although the data tapes’ RMC created 1nc1uded

respondent names and Social Security numbers for 1ndex1ng .and 11nk1ng pur- :{f s

poses, the f1nal datad file provided to OE at the end of the contract replaced

" that 1dent1f1catlon data with random.code numbers.

. -
B

A related concern during the study de51gn phase centered around whether
the 1enders would prov1de financial and other data on sample borrowers or
whether they would claim. that the information was confldentlal The Offlce =
of the Legal Counsel of HEW conflrmed‘thef\OB\had the rlght}to request the

- data since 1t was guaranteelng ,the 1oans and RMC was aCtrn as an agent of

OE. .Only a few lenders raised this issue during the’ aetual study In most
cases, a follow-up letter from OE backlng up RMC's request was suff1c1ent

to obtain a response. Only one 1ender (a large oné In Pennsylvanla) insis- ‘ .bf

ted on removing the names of the borrowers from the survey forms before

146
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‘ , The completed survey questlonnalres concernlng both lenders and borrowers
fwere aarefuﬁll)’ controlled and edited by RMC to ensure maximum quality and

,usevof,thevavallable data.. Receipt control was malntalned through reference R

4

. agdinst a previously prepared. control log of ‘all individuals or institutions
‘ covered by questionnaires. Manual editing of each sutvey fOrm'included
<(i~,the Codlng of’:answers so that keypunching could be done d1rectly from that
- form, Codnng categorles were established and used for open-ended. questlons
vx';based on examanat1on of a large number of actual answers. '
L A 4answers for, all”responses were alsb edited by computer before tabu-
5 OT cher analyses were prepared The follow1ng paragraphs dlscu55

[the obgectlves and prdcedures of RMC's edlglng activities in ‘the. -context of

data quallty e .
» ".In survey research, there are two levels of, data valldlty one can attempt
" to achlewe* first, to represent’the information dn the sdrvey instrument
'agcurately in the computer storage medlum, §econd to evaluate the inter-

nal con51stency‘of the survey 1nstrument to identify 1llog1cal”patterns

'The bulk of the editing procedures used in this survey wére d1rected toward

':;g;:ﬁ}(' the first of these goals. . '
AN

‘There are basically three k1nds of errors -that appear in the first level
'of data valldatlon (1) the respondent’ answered a question absurdly, (2) the
- person performing manual editing made an incorreét adjustment; and (3) the

M % persona(keypuncher) who translated from the survey- medium to the 1nput com- «
i puter medlﬁm made an error RMC's ;n1t1al edltlng algorlthm was d1rected
prlmarlly to the f1rstxand last cases. The’algorithm amounted to a fleldJ‘-
by field ché@k of the coded responses agalnst the allowahle responses, a .

?L dlspiay of all errors, and: recodlng of two klnds of ronresponses. The al-
gorlthm can p1ck up absurd responses and is capable of 1dent1fy1ng cértaln"

a

N e ) . -

;%EEBéﬂgtih.‘~ ‘ '49 -




(1) key-.
. punch the questlonnalres in’ batches, (2) ed1t in batches merglng the edited . - ¥ /
.batch with the previously edited batches,.(S) exanune the edit output, cor-
rect the errors,. and- resubmlt with ‘the next batch; (4). run an/SPssl marginal
ana1y51s of the .data to 1dent1fy the need for further ed1t1ng, and (5) run
- an edlt -all on the survey datarbase recodihg out- of -range ansitexs as invalid,
,responSes - (In. all- cases, the out-of- range condition resulted in 'less ' ' g

The operatlona1~procedure for each of the questlonnalres was:

than 0.5 percent of the responses, be1ng receded as-invalid for any question.)
The second level of data validation was not attempted in terms of the
computer ed1t1ng'effort. The modus operandi in such an effort would be to
" identify. logical relationships among the data that preclude certain response .
patterns from occurrlng When such a pattern occurs, there are- several options:

)
7

. (1) choosing an item t%;control and force the other responses to bé- con-

sistent; (2)~con51der1ng'a11 of the agswers: -undependable and therefore 1n- '
* valid; (3) returnlngﬂco the- survey respondent~to valldate the data; or W‘

(4) doing nothing further. In addltlon, the ;dentlflcatlon progranming,

and resolution of these error types are limited By the resources available

to examine, them, o , o ) . " e

As a pract1ca1 matter, RMC chose optlon 4. There is clearly no basis’

for option 1 except in the case of. ”sk1p patterns,” where a.respondent

was instructed to skip a question but did not. However; in thlS;C&Se, the

proper Cross- -tabulations will provide ‘the desired marginals for the ques-

tion that should have been sklpped Optlon 2 was mot used because we feIf

_that the loss of information through recodlng would be more harmful than

the 1ncon51stenc1es whichmay, in fact, have been more apparent than real.

Option 3 was rejected because of the obligation to place a minimal admirii-

stratlve pburden -on ithe lenders in tﬁ% sample. dnin add1t10n any attempt to o
contact the affected borrowers would have caused severe delays in the study.
~ Even though this 1mp11ed 1gnor1ng the conslsten&y qf the data as an ed1t1ng

4
@ matter, RMC explored this con51stency in the analysis\\maklng adJustments

*@wherever necessary. "
ey » - : A “

P * .

7

" 1. A cdmputer‘prograﬁ'package was used called Stat15t1ca1 Package for
the Social. Scronces (SPSS). - . .
ks ' .
o, S | ,
S v . i 3 "él . .
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C APPENDIX B S

ANSWERS TO LENDER SURVEY ABOUT BORROWERS

@ .

- \ L \\ 4\.‘ L3
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* This appendlx presents a direct "tabulatjon of ansWers prOV1ded by lenders .

in response to survey questlons about specified GSLP borrowers in the RMC

sample The exact form of the- questlons is reproduced along with the num- (

ber of responses recelved and the percent distribution, where mean1ng£ul~/’*

Responses have been weighted to reflect the probabllrgaes used 1n the sam- 4 .
ple selection. = . o i .8
1 “ * \ .‘ /'
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PART 2:

b
OSLP LENDER -SURVEY
lH P CMPTIILD FOR LACH RORI{UWI ROIDINTTETER ON “!I\/\(((M’ANYIN(. LIST OF (hl 1" PART BETPANTS

a

GSLP Lender I Number 3. How mqny of this borrower's (SIP loans originated
. : ' at anothe® lending institution and, were transforred
Sogial Security Number X to,you? - r
fas shown on listing) .
< Number of these transferred loang serviced by your
Student’s Name " institution (If none, write "0"):
{1ast name first) 'j N !pjlﬁﬁ Nuibor Percent
- s “ 3,501 97
- ‘ R ' ¢ 1 93 2.5
1. Pleast indicate the status of this Borrower's . 2 It .3 .
loan as of December 31, 1973.  (Mgrk opiy onc) ‘ 3. . .05 ,
. o o . e 4 2 -] ’
: ' Numher Percent 5 0 0
.Paid in full by borrewer ......... e T 1,496 32.4 (; . [l) ‘(;g
Beinp tepaid on schedule ..... Lv. 1,900 a1.2 ' . . -
Payment was started, but deferrul foy Missing cases = 1,304
later repaymen ha-a been authorized . 28 0.0 .
. ¢ [ Number of these trunsfcrréd loans serviced by another
In Arrears: instifution (If none, write "0"J:
Clajm filed with guarunteemg agericy,
awniting TEPAYMENE .v.'vvveniveagonrs 64 1.4 ; Loans Nurher — Percent .
(la1m'not yet filed with gunrantee)n;, B 0 3,588 99,7
ARERCY 1 grreaees 168 36 | ’ 1 8 2
“ 2 1 .1 A
Rep'nd by Guaranteeing Agency: Y . -0
Due to borrower bankruptcy ............ 18 0.4 . Mmsmg cases L 24‘3
Due to horrower death or dlbahlllty 32+ 0.7 -
Due to horrower default ......... ...... 530. 11.5 o .
- , . 4. How many of-this borrower's GSLP loans originated
'Repaid hy‘()thcr Party (specify): o 26 0.6 at, your 1n5t1t}1t10n" (1f none, write "@'" and, go
\ . ’ to Q. 7) ; ‘a . N
. : .r,
*Not Yet Liahle for Repayment: - Loans Nunbgr Percent .. (.,
Still in school or grace period ........ 164 3.5 . 0 388 9.6 - .
Deferred from start of repayment ...... 20 0.4 . 1 2,424 §9.:6 -
“*Otltgy Pogp Status: g 2?3 lgg .
~ Loan never made to this borrower PR 29 0.6 ¢ 4 167 41
« . Loan made but cancelled ..... T 45 1.0 v 5 53 1'3 M
Loan status unknown (give reason- ..., 96 2.1 * P 17 v "
’ ] ‘o . .
- : . 7 ) .1 N
*1f loan i‘bﬁ "Not Yet Liable For Repayment' or falls within ;;[' ‘8., 3 .1 L P
"Othe; L‘oa:} Status,'" do not complete the remainder of this .o 9 1 .08
questmnnalre. . R . Missing casés - 837,\
Missing cases ='286 ' , . ~
'1f any of the following questions do not apply to th15 5
' o . Was this borrower already a customer when he was
borrower plgase write N/A" beside that questign. Y - first 1551{ed a GSLP lean by your institution?
. Number Percent .
‘2, Please indicate the number of GSLP loans that you are .
awdare this borrower holds: . :ke)s %'222 gg;
% loans  Number Percent Cannot Determine - - N o
a
R 0 414 10.9 Missing cases = 2,048
g 12,243 58.8 | ‘K,
2 631 11.5 i~ -
3 1293 7.7 *& - : :
! 4 154 4.0 6. Was any other member of the student's family “doing
.5 . 53 1.4 ' business with you regularly at the time when the N
. 6 19 .5 borrawer was first issued a GSLP loan by your
7 4 .1+ i institution? .
8 P .0 ;
. -9 0. 0,” Number ~ Percent
g’ 10 3 1 Yes 1,521 66.7
Mean = 1.43 Standard Deviation = 1.11 ' ggm(lgﬂg gtgﬁﬁe 758 33.3 .
Missing cases = 1,087 (22.2%) (G T0 Q. 7 _ . :
What is the total dollar amount of these GSLP loans? . Missing cases = 2,653 K
Ayemge/dollar amount $1,483.11  Standard error = $18.26 | If YES, what \:;as the nature of that relationship?
- Missing cases = 1,253 (25.6%) (mark only one) .
“ Through a business 38 2.6
. R Personal account only 1 244 83.8
. Both business and )
- parsonal account 203 13,7 *
- . Cannot determine - - 9,
‘:1&\ Missing cases = 3,417
" - ‘1‘ .‘
E-2
A "

RIC
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. o . ' : R e ‘ )
V7. Dovs the borrower now thL‘ an :lLtOUHt with you other 11. ‘H xc]mymcnt terrm were not nc;,otuted, explain -
than the (Gl P lean?’ N R why,
b B Numbe 1 Pertent . e
P rereent . [ . N
Yes - 75T 274 : . . '
s I . | . 7 g - -
o . A;Jgn't Lo : -.,0'54 7,«:.() . , ’ . 1?, Was any of the loan  repaid by'the horrowgr?
’ « Misslhg cases s 2,072° Number - “Percent o ;
. . o a o Yes 2,676 74.4 <7
, ' No (60 T0.Q. 16) 922 .. <25.6
{ 8. Did the borrower finish the program in which he 13. mg the bo:rgwer make' a lump-sum payment ‘or’ any.
S was enrolled in the- school he attended with his’ T ' pre-pAyments . .
. last (or only) GSLP loan? . e © Number Percent
. ' Number  Percent + Yes 809 24.4 .
) ves 1,080 —““‘“72'2‘ ' No (GO TO Q. 14) 2,499 75.6 -
Nor o Tee .8 v If YES, indicate date(s) and amodnt
Don't know. - - - . . .
. lump-sum payment or the pre-payment(s)
Miss i neae =
fissing cases 2,147 ) Date(s) $ Anount (s)
- ’ , ; . 705 (average)
. . 4 4 - e
9. Jhat methodd were used by lender. in attempting — 360 (average) .
" to contact the borrower in order to” fnitially . .
establish or negotiate repayment terms? In- ] v 14. :Toﬂgcmglélpa{ggg\ss had th? borraver made
. dicate the number of times each method was ' *
- used by marking one box on -each horizontal Qlime. - , - Menthly Paymenvts
- ) K IR , - v N . ]
’ s ‘ . ; ‘ More Than 15. When was the last monthly payment made (up to
- + None © " Once 2-3 Times 3 Times ‘December 31, 1973)7
. No. Pércent | No. Percent{ No. Percent | No. Percent . 19
Letters or - oy * . . ] P 4 —
telegrams to o ' . . : el
. ‘borrower 413 11,7 1,535 43.4 ¢4°1,023 28.9 | 568 16.0 .
. Li;%g;:a;": to - ) . . 16. Has there been any modification 6r extemsion of
o o . ‘ , i repayment temms for this borrower's GSLP loan?
T:izogénés-) 41,770 80.9 261 11.9 140 6.4 19 0.9 (This question reférs te such practices as re-
calg;‘. ;‘.o , ' - financing of leans; it dogs~fiot refer te autho-
o (5 ‘ri y . o o
borrower  .|1,487 64.0 448 19.3 | 247106 | 145 - 6.1 |®. ~Tied deferrals)
[ Communica- . g ‘ ’ o Number Percent
~-tion with - . N ’ " Yes T o193e 4.6
borrower's . . " .. . " ok
Family 1,523 67.3 | 469 20.7 | 178 .7.9 | 95 4.2 [ No 3,631+ 954, .
Outside B - A . s | 17a. Was this student ever granted a deferral frem - * *
assistance : ) N repayment? R
Federal ' . @ : . B : Numbe: " Percen
Gevt’, 1,004 90.1-°| 170 8.0 29 14 [P10° 0.5 R Mumber  Percent .
State or @ S T Yes 280 7.4 !
private T, Y ’ . . s No (GOlI‘O Q. 18) 3,513 92.6 L .
. . . . . | I
agency 1,937 \93‘0 82 3.9 50 2'4‘, 14 0.7 17b. If YES, when did this deferral begin? !
Other . » : L . .
(specify): 1,106 92.0 M 6.4 15 1.2 S 0.4 * (Month) - .19 ) .
' L s When did (or will) this deferral end? . \_ ¢
’ (Month). 19 s |
10. Were Irepaymen:‘.’ temms’ estabIlshed or negotlatid with .8 17c. What was the major reason for the deferral? : -
thxs horrower i . . Ve (Mark only one) |
L ) " Number « Percent : 2 ‘ Number  Percent
Yes ) 3,571 83.3 Borrower went on to further \
No (GO TO Q. 11) 676 16.7 . schooling or training 112 38.3
1£ YES ) - , *Borrower entered public
LI 3 ‘. T service (Péace Corps or VISTA) 13 ‘4.5
. Borrower entered military" o .
a. On what date was the mOdl’fled p‘romlssory note signed? . service o .86 20.4
- . . , 19 ° - Borrwer had illness or
- ‘ . . - ’ \ temporary disability . 6 W 2.2
-, "b. What were the repay‘ment terms? ) \ Borrowerhad financial .
Menthly payment 37 {averagg] difficulties .57 19.3
- Length' of repayment T *  Other (please specify): 18 6.3
periad (in months] 48. §average * .
- @« ™ ,Date fiyrst payment was ue ) 19 Reasan unknown oy unrecorded o -
@ ‘, e L ‘
R ' . L . A 18. Has the borrower ever been late in his repayments?
‘ - .
, " . ' \ LT . - o Numbér Percenwt ‘ ’
, ; T . Yes 1,226 3.5 .
.. . ) NN . No (GO 'FO'Q. 19) . 2,325 65.5 - '
® AN ~ 1 i
b4 i3
- . . : - If YES, " haw many late payments has he made?
b e ) _—_— ~ ' lLate Payments R
' k e
. . C B - N a _,‘a - >., W
QO Co ' AP - ) i 2 i ;
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K* \; - . . M
3 nt ?
19. Has borraw Xf%d on repayment? )
v Number Percent
4 Yes R ’ 666. ~-_17.9
No (GO TO Q.. ’1) 34053 82;1\
20. Did the lender contact or attempt to cofrtact _the
borrower regarding the default? ~
b Number Percent
Yes® . 668 « 6648,
No. (GO TO Q. 21) . 27 T 26.7
Information Not
Available (GO TO Q. 21) 65 6.5
If YES, what methods were used to contact or .
attempt to contact the borrdwer regarding the
default? (Indicate the number of times each
method was used by markmg one box on each
horizontal line.) -
s K : More Than
None Once 2-3 Times 3 Times
. No. Percent| No. Percent | No., Percent |No. Percent
“Leitters or ) ’
telegrams to -1,
borrower 441 6.2 ‘62| 8.5 1891 26.2 ]425] 59.1°
Letters or . .
telegrams to ‘
« school (s) 2921 60.5 124 25.6 51} 10.5 17{ 3.4
Telephone . i i - Y
calls to ) . - M
. _borrgwer 1461 25.0 86( 14.7 145| 24.8 1207} 35.5 ’
Comminica- . )
wtion with ¢ . .
borrower's . ! 1.
family 1711 33.6 121 | 23.8 104| 20.5 j1r12i§ 22.1
Outside 7
assistance
Federal .
Govt. | 211] 41.2  J237- | 46.4 38 7.5 ] 25 \4jg b
State or - ° i A S ’
private - v k ‘
. agency 300} 75.9 | 43 10.9:_.'4‘ 381 9.5 | 15| 3.7
. g y
Other . o )
“(specify):. 1551 75.5 V.34 | 16.7 6 3.1 101 4.6
~ g ’ ’ »
v

If botrower has ever béen late im makmg‘paymeﬁts, or 1f/
lte has fallen behind or defaulted, is there anything .in
your, experience with this borrower that would explain

. the default (or falling behind)? X o
Number -~ Percent ., )
Yes 324 19,8
No 1,312 - -80.2 , . .
Not Applicable- - L
1f YES, please e);pl‘aim: T
° , . PLEASE RETURN THIS FORM DIRECTLY TO THE SURVEY CONTRACTER ;, '
RMC RESEARCH CORPORATION, 7910 WOODMONT AVENUE, BE’I'HESIDA MARYLAND 20014
-
. . , o .
. , * ¢ »
L] o




, APPENDIX C ' : h

% . ' -

i ANSWERS TO® LENDER SURVEY ABOUT GSLP

This appendix presents a tabulation of answers prov1&ed by 13g63;;/1n re-
sponse to ‘survey questions. The exact form of each questlon is presented
alongwith the number of responses represented or the mean value of the
numé%@gel answers. The data shown have been inflated using sahpling prob-
ab111t1es and therefore represent estlmates for the universe of GSLP
lenders. hav1ng borrowers in repayment. No nonresponse or ofher adJustments

have been made on the data presented in this appendlx.
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: _Exp. Date 8/31/74
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s

Dear Sir:

Under contract from the U.S. Office of Educatlon, RMC. Research is &
conducting a survey of a sample of lending institutions participatipg in
the Guaranteed Student Loan Program (GSLP). In April your institution
‘received a letter from the Office of Education describing this survey
and requesting current addresses for several GSLP borrowers from your
‘institution as well as your cooperation in completing a questignnaire
covering GSLP activities in your institution. As that letter described, -
the purpose of this survey is to obtain lender input to the policy plannlng >
process, to obtain data needed by OE to better forecast cash flow, and to, =
further investigate borrower' defaults. Your 1nst1tutlon is one of 800 oo
lenders selected at random for this suxvey. - .

We would therefore apprec1ate your completlng the attached questionnaire
as soon as possible and returning it to RMC Research in-the envelope provided.
‘The questionnaire should be completed by the Senior:Loan Officer (or other. ‘
senior officer) haV1ng responsmglllty for the Guaranteed Student Loan Program, °
although we recognize that, the help of other staff may be needed for certain

. data. ~This questionnaire is addressed to the selected lenders identified"as

" holders of existing GSLP loans. If this orgamization is part of a larger
_organlzatlon (e.g., a branch bank), the dnswers to.some questions may require
commmication with other organizational units and we would appreciate your -
cooperation in tHis respect., Part I of the questionnaire concerns overall
lender experience and pollc1es while Part II requests supplemental data on
.the borrowers in the sample from)your institiition. .Although it was necessary-
to cover several areas with.thefattached questions, we hope your organization
will provide the most complete data your files permit so as to facilitate

the development of improved ‘program operations and procedures

Your answers will be held in full confldence RMC will not make your
* questionnaire available to OE and will not report individual respgpses«-lt
is the sum of all responses which is important to the completion of our study.
This sample survey-is not part of any financial auditing or claim collection
procedures. Your identiffcation will only be utili%ed internally withjin RMC
" to coordinate data collect1on ‘and define guestionnaire follow-up-needs. It
is also important that you'answer the questions directly rather than Just e
repeatlng what-you think we want to hear. -

] Since your help is indispensable to the successful conduct of thlsfstudy,~
'wé would appreciate‘your prompt attention in completing this questiemnaire.

If necessary, further information can be obtained from Dr. Kertheth Gordon,ﬂx\
' at (301) 656-2700.

RMC Research Corporatlon

7910 Woodmont Avenus Bethesda, Maryland 20014 e Telephone: (301} 656-2700

) B . . i _ 145
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E 'y ' . ' Please indicate person to be contacted i%
' some responses need further elaboration,
’ . : Name: ‘ .
\ . Telephone No,:
. L Lending Institutjon: ) . ‘\

PART I: AGGREGATE LENDER EXPERIENCES AND POLICIES -

Section A. AGGREGATED STATISTICAL DATA
The questions of this section describe séveral aspects of your institution's
operations that are needed to supplement existing data so that thé Guarantéed .
Student Loan Program (GSLP) can be ‘compared across the various types of lenders.:
While we recognize some lenders' records.may be organized in slightly different’
ways, we would appreciate your best efforts to provide as much of the requested
data as possible. If barriers exist, please provide the closest data possible
and explain differences in the margin. . ~o
Please answer the following queStions for the lending unit (e.g., branch, -
‘ headquarters, etc.) which deals directly with the federal, state, or private .
' guarantee agency and is identified by the lender identification number to which
. “this questionnaire was addressed. e :

L]
*

(7T 3]Specify the type of lending unit indicated by this lender identification

1909 £28.4] Headquarters with decentralized units. nunber: . -
356 I' 5.3| Branch of a larger lending organization * o
3807 {56.7| Independent, unaffiliated organization . -

044 | 9,61 Other (specify): ' D v

' Note that throughout’ the questionnaire we are.requeStihg'thét}your‘responseé
‘ include data on the UnitediStudent Aid Fund (U.S.A§F.), if applicable.

If any of the questions are not applicable, indicate '"N/A" beside the questions. .

R $ . ] y e
1. Please indicaté your institution's total assets at the end of calendar year o
. 1973, the total dollar amount of your loan fortfolio, and the amount you ot
held in GSLP loans at that time:

‘. - L Princigal Only
: Total Assets - ' ' $ 1,808,611 -
, - °  Total Dellar Amount of Loans  $ 1,062,812
Dollar Amount of ‘GSLP Loans $ 762:jj§

(Dollars Only)

2. . Indicate the rumber of GSLP borrowers and loans, and the total dollar dis-'

bursements made for GSLP loans during the last three calendar years: E
~ Total
Number of Number * . Total : No

Individual of Loans Dollar . Eoans
" Borrowers (if different)wf Di;bursements Granted

- \\\ 1971 117 c%.219 - 7.183,104 _l.2

. _.1972 122 203 190,337 1.6

1973 _ 131 231 204,484 1.1

~
. -

—

o _ (Dollars Only)

. . i N

" Numbers appearing in praren'theqes/agl;;punch instructions and should be ignored by respondent. . o

ERIC . - | 1% ) o | .
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If your records do not show the detail required in Question 3, could you
provide the following aggregated f1gures for GSLP loans you held at the
e~d of 19737

) ' Number of students: 3 900 «ﬂwwmwﬂ;éwﬂgiww~—~'””’
' Number of loans: 6'500 . . | .

. As of gecember 31, 1973, what was the total outstandlng amount of unpaid

GSLP loans? (Dollars only If none in a category, write U'0.")

State or o
Private Federally
Guaranteed Insured
Loans '_ Loans
Principal (if available) $4.596,900 " - S
%EEZleSt (at avallablel - %"“‘§‘§§2 ‘ $36,348

o

--Section B. DEFAULT EXPERIENCE

. on their Guaranteed Student Loans in calendar year 1973.

We would like to ask you abdﬁt your experience with borrowers who defaulted

Please indicate here if you had any defaults on GSLP loans during calendar

year 1973

O

'2755

-9 [ Yes — (If your answer is 'Yes," proceed to Question 6)

~3804

57.9 |[No  (If your answer is 'No," do not complete this section.® >

Please skip to Section C, Question 9.)

We request that your responses include data on the United Student Aid

Fund (U.S.A.F.), if applicable.

‘ , \
If any of the questions are not applicable, indicate !'N/A" beside the questions.

\
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For calendar féar 1973, please give aggpegate figurés on‘allithe GSLP 1
loans on which you filed a-claim for repayment from a guarantee agéncy , - .
because of borrower default, whether repaid i 1973 or not. (If none, .

-

.in a category, write "0."")

. Number of- ~ Total <~

Borrowers Dollar - °
~ Defaulting Amount - -
. ‘ o ! -
Guarantor was a State or Private - . o
Agency , L 19.136- : $ y
Guarantor was the Fegeral o o "
Government 17.9 - $ . '
\ (DoIlars Only)

If you had defaulted GSLP lodns against which you filed claims during 1973,
how long did you usually have to wait between making the claim-and actually
receiving payment from the guarantee agency? -We would like to know: the -
average time you had to wait, and about how big the range is around this
average. ' .o .

, " For Loans Guaranteed by a State or Private Agenc&: ' ' .

© The average waiting period i$ 8.490  weeks,
and usually falls between, 6.086 and 9.045  weeks,

I " (23=24) - (25-26). X
. For Loans Insured by the Federal Government:

" The average waiting period is 14.377 . weeké;
- . . (27-28) )
and usually falls between 12.083 and 17.481 weeks,

-~
t

Of the GSLP default claims you filed during 1973, about what‘pércentage’.
were returned to .you with reqpests“for further documentation? . (If none

in a category, write "0.')

- Of those claims filed with a State _ : .
or Private Guarantee Agency 2,0p% Were returned for further documentation.

_ _ _ (33-35)
Of those claims. filed with the U.S. , ,
Office of Education -7.138% werevreturned for further documentation.
(36-38)
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\;$Sectidn C. AIMINISTRATIVE PROCEDURES AND BURDEN ' »

Student Loan Progr
questions.

To help us investigate the administrative. burden which the Guaranteed

We request

' ﬁU:S.A.F.), if applicable. _ .

Lf APV questions are not épplicable, indicate '"N/A" beside the questions.

Y

that your responses include data on the United Sgudent Aid Fund

What kinds of appraisalgﬁdo,you make
cant for a GSLP loan when deciding to approve or reject the' loan? "(Mark

one box on éach horizontal line.

t ( . t
i ' .
N -
R

(finantia1~or other%ise)‘of an appli-.

Rarely
. ) R or
) - Always Frequently Sometimés Never
' ) ‘ . - ’ ° o _lﬁ P _3 ] _4
Check eligibility against GSLP 6030 90 306 120
»regulatlons ...... PR e 92.1% 1.45 - 4.7% 1.8%
Check ‘personal or .family credit 3526+ 1321 * 1016 . 856
‘ experience ..... it . 52.5% 19.7% 15,15 - 12.7%
‘Check student's past school 1094 760 12078 2654
record ........ I? ..... C e s esesnce v 16.6% ];105% 31.6% . 40.3%\
" Determine whether applisant,or - 5329 549 - 377 462\
his family is current ¢ustomer.. 19.3% 8.2% 5.6% 6.9%
-Assess the program or school the 1220 . 672 1427'9 3304
' applicant is pursuing (academic  18.4%  10.1% 21.6%5 - 49.9%
Vs vocational) ....:ivevenniennns ‘
_Compare to your previous history 668 556 1668 3716
' with similar applicants ‘........ 10.1% 8.4% 25.3% 56.2%
- Other factors (please specify): 370 63 11 15
(please specity) 79.7%  14.7%  2.5%  3.2%
. 159

, Numbers in parentheses
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10, If the GSLP Program were to be’ operated accordlng to your views of what
_constitutes a sound educational loan program, how 1mportant4would you
consider the following factors 1nuapprov1ng GSLP loan$9 GWark one box -
on each hor1zonta1 line.)
T V’er)"J Somewhet %ht '
Important . Important Impdrtant
=1 S =2 -3 .
Appllcant should be attending a degr‘-; : :
’ grantlng institutdion (not a vocation_ 454 1973 4 =
\ ~ 396
al or specialized tralnlng 1nst1tute) C6.7% . . 28.9% 6445
Applicant should ggt be a first-year 211 1246 4350 -
student .....¢.veianinns ethversreneres 17.8% 18.3% 63.9%
" Applicant or his family should be a 4798 1566 467
customer of the lending institution ... 70.2% 22.9% 6.8%
Applicant should not.receive more for a 4769 3\ 1688 358
subsidized loan than the amount of 70.0% 24.8% 5,2%
financial need certified by his _—
- ¢ 1o 1« 1
Applicant should be attendlng particular 312 11088 5446
schools in your local operating area .. 4.6% . 15.9% 79.5%
Applicant should show a strong academic 983 4395 1424
record ........u,rt.ﬁmA‘ VLT veeees 140457 64.6% 20.9%
Applicant's flnana&al situation should 3220 “QSSQW 1285
~indicate low probability of default ... 47.0% 34,35 0 18,7%
Applicant should not have too many other 5320 - 1364 180
debts ..iiiiiiiiiii i e 77.5% . 19.9% 2.6% -
Minority groups should be favored over - 15 -+ 559 6252
others .......vovuuns T R 0.2%, 8.2% 91.6%
Particulariage groups should be ex- 114 428 6301
cluded. .o vvvvisiiiiiiiii e 1.7% 6.3% 92.1%
. 160 - 32 3
Other {specify): 81.9% 16.5% 1.6%
11; When you find it 'difficult to .locate a borrower of a GSLP loey*whose loan(s)
has come due, how many times w0u1d you estimate that you use /the following
methods to try to contact him before filing a default claim?—~ (Mark one
box on each horizontal line.) VTG/«///)//'Y o i
o or |More Than Not
' Three Three at
. Once Times . Times All
. F 1z |[# Tz | #1% 1%
‘ 518~ 8.3 [2071-33.3{3574-57.6 | 47- 0.7
2722 4,3 [2778~44,313216-51.3 4= 0.1
12300-38.7 | 258~ 4.3 222~ 3.7(3165-53.2
2036-35,5 [1146-20.0 | 311~ 5.4 [2236-39.0
ication w1th borrowek's relatlve 1455-23,7|2228~36.3|2415-39.4 | 38~ 0.6
ication With borrower‘% school(s) 2688-45.9 |1581-27.0| 532- 9.1 |1059-18,1
ther (spec1fy) N N 17846.1 134—34.6 63-16 .%

, -

“'"“"rs in parentheses are keypunchbinstructions and should be ignored by nespondent
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) . - gq\
. 12.. We would like to have your best estimate of how the administxative costs
. 'of (SLP loans compare to your experienge with altetnate loan$ to which

. you might commit . your funds (such as censumer installment loans or other .
short-term uses), op the basis of the cost per loan. ' (Mark one box on
each horizontal 1ine.)-» - o ' /
J o PR " The Cos;‘of a GSLP Loan is:
1 PR : . : » . — :
1 For“the F¢llowing ts: {Very Much | Somewhat [ About °| Somewhat |Very Much
- For~the Following ?}emen;svi | Lower .| Lower the Same Higher |. Higher

—,

"W

. — =1 =2 ) .=3 =4 =5~

Placing (acquiring the loan) [.221-3.5% |728~11.4%2837r-44.5%0491-23.4741105-17. 3%
Establishing repayment terms | 176-27% |174-2.7% |1609-25,1%B018-47.1%1435-22.4% |

»| . Normal processing of loans 2 55 3470 . p138 746
: during repayment . lo.oz 0.9% 54a1% | .33.3% [11.6%7
Maintenance of Special Records [ ,; 120 946 ™ hs16 |
| [meeting reporting require- . g4 1.9% 14.7% | 28:2% a7z ] ¢
ments, interest billing, etc.)j ~° : )
Searching for defaulters 270~4.3% | 443-7.1% |2911~46,9%[1375-22.271201~19. 4%
“Other important cost, elements - =4
(please specify): - 41 35 121 - 512
. i o 5.8% - 4.9% 1 17.1% 2.2 |-
b, v ¢ I o11-4.47 | 1-0.6%] 14-5.4% | 23-9.2% 203-80.4%
c. o7 | K 3-15.7] 16-84.3%

< .
. ) ‘ N
' - o

4

13, Of the total costs you incur for administering GSLP loans, please estimate
what percentage (on the average) of these costs can be attributed to the
following factors. (If none in a category, write ''0.'")

Placing (acquiring the loan) ...... seceeaees geeeesenatn . 16.9 %
" Establishing repayment terms ...... e e 6.7 % "
’Normal processing of loans during repayment ............ 19,0 %
\ Maintenance of Special Records (meeting rqporting ? :
. requirements, interest billing, etc.)................. ¥9.4 %
- Searching for defaulters ........... ae e e st 9.8 % »
LUN —
 Establishing claims on defaults ........... e 6.5 % -
Other impoptént.cost elements (please specify):
. <\ , i 11.3 g
— " - ——— -]
........ - 2.4 o
3 ess0vse e l' 9 %
“ - Total = 100%

>y
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Could you give your best estlmate of héw much time- your personnel spent
during: an average month in calendar year 1973 handling all aspects of
GSL? loans? Please estimate total man<hours per month for the personnel
types below, (If none ‘in a category, write "0,") ‘

" 14,

’

)

I o " Total Man-hours
. ' - S Per Month

| ~ Dfficers R 244
.. . Supervisgrs : 2 25.0
.. Tellers, clerks, and other ' | .. |, R
‘ support personnel - «

b 2

LY

e g

. N » ’ N )
L S MERE .

1
.- ——————

o Ca

i © /

15. Does, your mstltﬁtlon have f1nanc1a1 cergl ings on your tota‘l\ par'olc1patxon .
™~ in the GSLP program? (Mark ‘Yes" or "No" for each. S IR .
. ) b =

No o AI?\oimt (i_f,appli;oablej P
4368 . - 4 | ST
(81, 7_3 Dollar 11m1t . ) . $ 501,747 R .
42176 $.of loan portfolio 133 & A
| (94,64) — Other 1imit (describe): A R R
1;1,504 “

,i . ?

—

‘P

980
- (18.3%)
wi?1
. 1180 3
(99.7%) | (03%) . 390 = 100% DN

o

In nomal situations, how frequently do you llse the fol,low1ng procedures 0
to establish repayment terms for borrowers in the GSLP program? This o
questlon does not refer ‘to procedures used for lpcating’and collecting

from defaulters once repayment terms have been established. (Mark one box

o "16 .

. on each horizontal line,)} & X .
| 0 &, L b )
, . oot | | :
& ’ - 3 _ R
. ; < ’ . Alwaﬁe- Frequently_§bmetimes Never f
. . . j . S
& £ ' : ' ‘ . - . . »
\\\\x Face -to-face meeting witth- borrower . 2209- -33,4% [2739-41,47% (1623-24.5% | 49- .7% &
‘ Telephone contact with borrower .... 546~ 8.4% [2889-44.6% [2598-40.2% | 449- 6.9% o
Mail correspondence wigh borrower ..3007-30.7% [2668-40,9% [1619-24.8% | 236-"3.6%
Working through a state guarantee L o
NN ALENCY «vveeevivsnssnvssssncsasaes 319=- 5,27 1 106- 1,7% [1048-17.27 |4636-75.9%
' Working tﬁrough\ another third party B LY .
~._ . _ (specify) s 373~ 6.1% | 366= 6,0% |2751-44.8% [2654-43.2%
“~._ Other Gspec1fy) e - ~ RN N
‘“\r\“ e 62-36.3% | 52-30.47% | 48-28,4%Z| 8- 4.2?
\ _\\ 3 "’L‘ —,:




. ~

17, Please indicate which of the follow1ng best descrlbes your 1nst1tut10n
(Mark only one.) T
ot 1z '
759- 3.8 We hdve a specific department that handles nothing but:
GSLP loans .
4714-68.8 Within one of our departments we have personnel who ™» .
are assigned to GSLP loans
1379-27 4 Other (please exp1a1n)

7

AY]

18, How* would you rate the profitability of GSLP loans compared to your overall .
installment loan portfolio? If you do not have an installment loan port-
"folio, rate the profitability of GSLP loans compared to other uses to whlch

you put your money. (Mark only one.) |

9 ¥ ’ T V M ' . %
4709-39.7 Very much lower o R

. 2619-38.3 Somewhat lower :
1206-17.7 About the same (Skip to Q. 20)
119- 1.7 Somewhat higher (Skip to Q. 20)
11- 0.2 Very much higher (Skip to Q. 20)
166- 2.4 Not\appllcable (Sklp to Q 20)

19. If you stated in Questlon 18 that in your experlence the prof1tab111ty of
GSLP loans 1s "very much lower'" or ''somewhat lower" compared to your overall
installment: loan partfolio, how would you rate the importance of the’ follow-
) 1ng factors 1n accotmting for thls° (Mark one box on each horlzontal lype ) -
¥ ¥ . = . ’

Very Somewhat® Not

“\ _ | Imoorta: I%Bortant I%Portant -
N . # % . % A -

Lower interest rate (1nc1ud g special ~ T ‘
allowances) .....viveiennerhedonnnnn .. 4374-83.4 | 839-16.0 29- 0.5

ngher acquisition or placement\costs .. 1046~20.4 [2125-41.4 1968;3%,3

Costs of locating borrower at repayment .
time ... 0 el reesoan ‘.. 1623-30.9 |2088-39.8 [ 1538-29.3

Delays when filing clahn fof'default . 1655-34.8 |1404-29.5| 1701-35.7

Excessive record- -keeping-and" report;ng e - -
. to guarintee agency ......... e e \3130-59 1 [1932536.5| 233~ 4.4
Other (specify): : :
4 i | Y ~ ) . : ’ 4 ‘
‘ — , . 271-79.7 69-20.3 _— - /
’ ‘ 49-48.6 52-51.4 —_— - .

¢ ‘ >
Q . \\ o i ; ‘ . - 185
T - 163

Numbers in\;arentheses are keyp&ﬁch instructions and should be ignored by respondent.
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Section D.
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<«

LENDER' PARTICIPATION IN%THE'GUARANTEED‘STUDENT LOAN. PROGRAM

The'followiﬁg~qdestions explore the influence of various factors on the

actual potential participation of a len
. We request that your responses incl
~Fund (U.S.A.F.), if applicable.

& If any of the questio%s'afe nét'applicable;uindicate "N/A" bes

‘i

-~

ding institution in the GSLP program.
ude data on the United Student Aid

-

ide the'duestions.

3

2.

Of the reasons mentioned in Question 20, which are the
reasons for the participation of youx;igititupign? o

a,

-

2-68%, 4-15%, 5-8.5%, 3-3.8%, 1-3%

b.

| 5-47%, 3-24%, 7-13%, 2-10%, 1-3.5%

*
.r’v

two most impbrtant

- 20.. Of the various reasons that lead your institution to continue participation
~ in the GSLP program, please indicate the importance your institution.attaches
‘to the following commonly-mentioned reasons. {Mark one box on each hori-
zontal line.) : - .
2 ' B
* Very Somewhat Not
_ - , Important [Important {Important
S e ‘ N G 15 1 # T8
, (1) The profitability of the loans’...... . 641-10.2| 2464+39.0[ 3207-50.8
- (2) " A service to family members of existing - ' ’ '
R : ‘CUSTOMETS . v v v v v rs o Ceerseneeransese 5626-87,1 633~10.1f 181~ 2.8
. (3) _ As-access to potential future . :
",\ : CUStomerS ssee s ean . sesecnsene R -‘ 2167'_3309 3198‘-5000 1 1030-160 l
- \§4) Service to.clients of an affiliated ‘ ‘ | a
‘ educational institution............ .. 312- 5.0 805-13.0} 5071-81.9
& (5) General assistance to the communi%y-in ’ ‘ v/
' assisting educational attendance-and. . . .
h,finanCing- R .:- .0 - . -;n’,.a -- Qv iaes e 3147-48:9 2204-3402 1089-1;6 o?
(6) " Federal government request or - _
- encouragement for participatidnacxi.u 164--2.7| 2139-35.3| 3760-62.0
i : \ * . . .
L . \\ ”»
- ' - 128-15.2| 714-84.8) -- -
» . e 52*@35 fs—lil;. ig, -
' N 8] ¢
~ o — /;i - Y

o e,

‘Numbers

T ——

L]

164 *°
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- —e—— "," > - 2 ;
22a. Are there conditions *(such asgychanges in operating procedures of the GSLP
= . - program, the money market, interest rates for GSLP loans, terms of repay-
’ -ment, étc.) which would encourage your insfitution 'to 1ncrease the level
of 1ts current f1nanc1a1 part1c1pat10n in the GSLP pro ﬁBstantlaly
S 1880-29.6% - Yes : - S
7 ., ° . . 'I . ' @. : - ! -
; - 4470-70.4%  , No (Go to Q. ,23) T
_ 22b. If "Yes," ple’ase describe: . . A ' |
‘m o ‘_ - . .. - 2 © . 'v-"./j,,
"+ 23, How would you characterize your institution's short-range expecﬁations
with regard to your level “of part1c1pat10n in the GSLP program? (Mark
. only one. ) : . . 5 ) V-
# % , ‘ o C o o
° 33-0f 4.9 We plan to cease hew 1end1ng under the GSLP program °
; 361 | 5.3 We plan to reduce lending under thls ‘program by 21% or more
69 | 1.0 We plan to reduce 1end1ng under thls program by 10% to 20%
2777 la1.0 We- plan to cont1nue our level of part1c1pat10n at about \its
’ ~ current level (plus of minus 10%) (Go to Q. 26a) .
'35 QT% We plan to increase 1end1ng under this .progran by 10% to 20%
Lo 131 | 1,97 We plan to 1ncrease 1end1ng under-this program b)’l 21% or more
* N 2523 |37.3 'Our part,,1c1pat10n will dé end on customer demand (Go to Q. 26a)
.. 411 | 6.1 .Other (explaln) C °'. - N » ; )
A . ,} PR - . . ¢ \m{/ﬂ
24, If you 1nd1cated in Questlon 23 that, youhare expecting an-increase or a’
- . decrease &f 10% or more in your participation in the GSLP program, would,
Yo 2 that be in: (Mark only one: )~ i v .
v . A & , “ y
) ; 52’9.‘; 44-9 Total’ dollars commlt, d to GSLP loans. | .
_'1- 52 4.8 Dollars for GSLP loaws percentage of . your installment loan portfolio
Ta 52‘L M Bath ;total dollars and percentage of 1nsta11ment Ioan portfollo
) e 76 5. 6.5 @ther (speclfy) Looav e
. S . " . » -
: N - N : — —
. 5;} . " ‘ , o
- - .9. . e . . v -
" F - S e ]

Numbers in pﬁre’nthese@ are keyfpuncl'i‘instructifonfs _gnd' should be
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25, If you indicated in Questlon 23 that you are expectlng an 1ncrease/er”/’///
', decrease of 10% or more in your participation in the GSLP pro/gam, could
S .you explain brlefly the Teasons for the change?

EN

ba S - x z - : ¢

S . - 26a. Cr1t1c1sms of the GSLP progpam have suggested several aspects of it that
, might act to dlscourage a lender from continuing or. increasing participa-

. tion. Gan you give your institution's evaluations of the following. factors.
that mig t dlscourage its paTt1C1pat10n7' ‘(Mark one _box on each hor1zonta1
1jne.) . ‘

o N o Véry~ Somewhat Not
et L ; Important Important Important
_ (1) Low interest rates compared to com- 4 ‘[ % # l % # l, %
- peting use of funds.,.......... e . 3725-56,0 | 2596-39.0 | 336~ 5.0.
8 \ v
. (2)Low total revenue,......:.:.........:..2668—40 9| 2479-38.0 [1369-21.0
(3) High default or claim rate ............. 1780-30.7 | 2425-41.9 |1588-27.4
(4) Leng gepayment period........ovvvunnnn, 3318-49. 9 1795-27.0 {1537-23.1
(S)High cost of processing payments ..... -1 1551-23, 3, 2380-36.0 |2673-=40.5
(6)High total cdst of GSLP loans..........2619-4Q3 2016-31.1 |1857-28.6
(7)D1ff1culty locatlng the borrowers at | |
repayment time.............. Teeeee.. 1866-28.4.| 2521-38,3 12195-33.3
(8) Government delays in paylng clalms ) T ] "' T B '
‘ agalnst defaulters.....coevneevnnses \.2065—31.9 - 1699-26.2 [2717-41.9
(9)Too much unnecessary paperwork .......... 3835 57.9 | 2374-35.9 | 413~ 6.2
(10) Other programs for student a551stance N R B
, are more’ efficient...... EEEERERRY vees 520~ 8.5h 865~14,2 |4712-77.3 .
(11) Other (please spec1fy)z . _ 241-73.2{ 20~ 6.0 69-20.8
. - - “‘ - . ‘ \\.‘ ) ' v J N )

\

26b of the factors .mentioned above what are th@ two most important d151ncen-

e -

t1ves to your 1nst1tution, in order of 1mportanc7?
T (a) 1-40%, 9-22%, 4-10%, 246-7 8%,
(b) 9-19%, 4-17.8%; 1-16.5%, 2-11%,. .
\’ ) ﬁ R : N . N - n "
. h -~ . , i »‘4.

[N
Vs o ’ e
- v N «

3 N - ’ !

s
v

Numbers in’ parentheses are keypunch instructions and should'be'ignorec;l by res‘pondent;
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. . v . .
. - » . .
S N . ' ! ' . T
. L - .
B . s .
' . : . . . o v
., - . K ) ' A 4
- . . . - , N 1 . -
. - . n ° @ e -
v v - w2
. A , . . .
. \ ' - . ’ PR
- N v * . -
B S, . ¢ - . . B 4 * -
” . .
. . . . ~
. .
4 [
N «

, . j
| s » - .
;]a._ Does your 1nst1tut10n have an e;;§t1atlon with a partlcular educatlonal ;
‘institution such«that many or all of the school's students recelue ’
‘their ‘GSLP. loans through\your 1nst1tut10n? ) .
TN - ‘ % \
' 184- 2.7% Yes . cot
» 6560-97,3%, No °(End of Questlonalre) ! , o
27ﬁ. 1f "'Yes," indlcate the nature of that reIatlonshlp (Mark all‘that~‘
apply) ) ’ - . LT e T
- 100 School conducts a 1arge amount of its banklng activities ulth -
| - ' this lender, - . v ‘ - \
e 12 - Both 1ender and school ‘are afflllates of a common parent company '
115 ' No common ownershlp ex1sts; but school regularly refers students oo -
o + to this Iender.” - X 4 e )
< 2 'No.common ownership éXists, and no regular referral relatlonshlp
L exists, but this lender, restr1cts loans to or’ glves systematlc )
. preference to students-of specific schools. : X o
T 33 Other (spec1fy) i | ~ _ ' ' (ﬂf
27c. About what percentage of your GSLP 1oans made dur1ng 1973 went to thlS
school(s)7 . L . L
) @ . 53.8 % (33 . 0 |
< i & _166 Not applicable (expiain): - N
’ - | THANf( You, © . o
WE APPRECIATE YOUR COOPERATION IN COMPLETING THIO/QUESTIONNAIRE
“ - . % -

-
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LIST'OF SAMPLE LENDERS

4

_ (\\\\\ This appendlx presents a list of the 784 GSLP lenders that were selected by
’ ~he sampling process described earlier.’ The OE GSLP lender file was - ~ -~ SR
the sburce of the lender universe and accompanying data. The lenders on this
- list were the group to whieh RMC maited survey questionnaires and followiup
requests. ‘ :
- The list presented below. is ordered by lender type and within type by
Zlg Code, The column headings have the following meaning:

, Type: Lender type as assigned and used by OE

1. National Banks e 8. Mutual Savings Banks ,
2. State’Banks (FDIC) 9. Insurance Companies
3. State Banks (Non- FDIC) 10. Academic Institutions--Higher . = «&
| 4. Federal Savings and Loan " Education, v '
A ,_rh'S. State Savings and Loan “11. —Direct State Lenders
. \C_6. Federal Credit Union (12. Other . . .
, - ~7. State Credit Union . 213, Academ1C‘{pst1fUt10ns-- : ’
: - , p Vocational Education

Number: Lender (6r vendbr) idpnfi?ication number assigned by OE.

Name and Address: As on GSLP master file: same'as used by OE for regular
o mailing to lenders. ' ‘ :

Loans: Number of borrowers who had become liable for repayment of GSLP loans
: (including paid in full). This was calculated by RMC from the 1oan
status codes on the GSLP master file "in January 1974. * .
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v I APPENDIX E

! : L
|- LENDER SITE VISTT SUMMRY
- ! | h B
RMC made 51te visits to 38 lenders which are described ‘and discussed in ;4
Chapter 3. This appendix presents a single sheet summary for each lender -
summarizing major lender characteristics, major good points, and major
problem areas ‘observed by RMC interviewers or descrlbed by lender officials.
The individual lender names are not included because of the need to maintain %
“the confidentiality of specific responses and opinions. The default rate,
number of defaulters and borrowers in repayment were obtained from the G§LP'
" Loan Control Master File maintained by OE. _
Egcﬁ‘summary identifies the lender type by a numerical code. These

codes, ds assigned and used by OE, are as follows: e “/
’ (1) National Banks =~ _— o
| ' (A State Banks (FDIC) | P o
L (3) State Banks (Non-FDIC) : -
(4) Federal Savings and Loan ' o '
(5) State Savings and Loan
o (6) Federal Credit Union Q
' | (77 State Credit Union '_ N - , o
* ‘ (8) Mutual Savings Banks - °
(9) Insurance Companies
T . (10) AcademiC'Institufions——Higher Education’ .
’ ’ o (11) ‘Direct. State Lenders S ' :

(12) Other\,;,
(13) Acadei°c Tﬁstitutions-—Vbcational Education
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