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NATIONAL COMMISSION ON STUDENT FINANCIAL ASSISTANCE

' ns 7B National Commission on Student Financial Assistance
was created by Public Law 96-374, the Education Amendments of

1980. puring the congressional deliberations on thoss

amendments, the Congress realized-there was a general lack of
reliable information and well-informed policy recommendations

on many of the most fundamental and important federal student
assistance policy issues in- postsecondary education. The

- .National Commission was established to correct this situation
and to serve as a reliable policy agent for the President and
the Congress. ~ '

Eatablished in 1981, the National Commission is a =
bipartisan panel of members of Congress, leaders in the higher
education community and representatives of the public. The
Panel is composed of twelve members, four appointed by the
President of the United States, four by the House of

Representatives and four by the United States Senate.
. . The final report of the National Commission is die on
July I, 1983.

COMMISSIONERS

Aopointed by the President . o

David' R. Jones, Chairman :
Richard E. Kavanagh .
Marilyn D. Liddicoat

Kenneth R. Reeher

_ Appointed by the President. ” Appointed by the : l
Pro Tem of the Senate , Speaker of the House |
The Honorable Claiborne Pell . The Honorable Jdﬁn,Erlénborﬁ'
The Honorable Robert Stafford ' The Honorable William Ford
David P. Gardner John Brademas: @ -

David M. Irwin . - Kenneth G. Ryder

~

*Replaced the Honorable Wendell Bailey on February 24, 1983,
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FOREWORD

SInce 1958 when President Dwight Eisenhower f1rmly recognlzed

-

higher educatlon as a necessary right of every citizen, blpartlsan

support for federal student financial assistance has been reafflrmed

many t1mes over.; Congress and past Adm1n1strat10ns have recognlzed

that higher education institutions produce social, technical and

economic benefits for the entire society. S -
The success of, a deﬁécratic society rests on the education of
not merely the wealthy, but of the whole population. Higher
- 3 &
education Builds a well-informed and perceptive cltlzenry whlch
serves the nation both through their employment and ﬁhilanthropicgv
n _ P

contributions.

The many benefits of higher education research are obvious.
our high medical standards- and advanced techndlogy are directly
. related to Such research. Furthermorei as we look to the future

‘wlth an uncer ta1n energy supply, higher education-researchiﬁiii
secrve as the catalyst for finding aiternative enérgy sourcés. - .
’,'Econonicaj:iy', higher education 'serves as a capital investment
that produces.great:reiurns to this nation. -
As Pres1dent Lyndon Johnson stated when he declared a national
e » ,

goal of Full Educational Opportunity: '

: , Every Chlld must be encouraged to get as much
! . educatlon as he has .the ab111§y to take.

v

t

of our nation's sake. Nothlng ‘matters more to the future
of our country# not our military preparedness--for armed
might is worthless if we lack the brainpower to build world
.peace; not our productlve economy--for we cannpt sustain

4
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growth w1thont trained manpower ; not our democratlc system

9§7g9§§gnmen“—-for freedom is fraglie if citizens are

Ignorant.l 7 . .

is to ensure thaf the taients and.abilities of our citizens are

fnliy developed for the benefi it of both the natlon and the
1nd1v:duai: in the mid- 19605, a study found that among students
with high ability (top 40 percent in achievement), those from ‘the
top quarter of the income aiEEEiBnEién liad éjéb percent éhénéé of
goxng to coliege whlle those from the bottoquuarter of the income
distribution had only a 42 percent chance. A recent survey

-

indicated that 62 percent of the high ability, low income students)

attended college compared to 87.percent of thgse with high ability
and high income. Clearly we have made progress. But equally
clearly, lack of financial resources continues to érevent many high
ability students from §é6é155i55’55§if talents-through attendance at
ppsteeCGndaJY institutions. i
Numerous studies have shown, that increasing the educational
level of our citizems is an important ingredient to improving our
nationis economié productivity; our competitiveness in the
international aren& and our.national security. There is a strong

social benefit that derives from providing financial assistance to

~

o lCharlle Saunders "Sorryl Th1s Commltment May Be Canceled,
EORuM, January/February 1982, p..8.
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those students who lack the resources to obtain a postsecondary
education. This is the basic justification for federal student

benefits of educdtion beyond high school accrue to saciegy; The
individual receives some bepefits as well. Therefore, it is

appropriate that those students who recieve fedéral student

]

financial -assistance pay a portion of their éducétionéi costs
through self-help (savings, work and loans) or from their familias

The studies which the Commission has conducted show clearly
that the amount of federal studenﬁsassistancelhas resulted in
<si§nificant progress towards the goal of ngVidinQIQCCESS to
5?0étsebondary education for all students, but that more remains to
be done. in*ad&ition; projecteé demographic shifts threaten to
exacerbaté the imbalance that already exists:

This repdrt gxémines'in-depth the cu;rent:feéeral student
finangial assistance programs; atEempts éo assess their impact on
accesé and choice:tb.postseconaary education -and makes
reébmmendations on how equél educational opportunity might be

achieved. ' (




EXECUTIVE SUMMARY oz B
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BACKGROUND

The federal goverﬁﬁeﬁt 5;66&&&& over $6 billion annuaily in
LY . ‘ >

.

/ - * .
to attend a postsecondary institution of their choice: This student

financial assistance is primarily authorized by the Title IV
programs of the Higher Education Act of 1965. ' :

To determine the effect of th1s f1nanc1al a1d, this report, by

v

" the Sources of Funds Subcommittee of the National Comm1ss1on on

-

Student Einancial Assistance; addresses the impact studeht éid;has;
had on access and choice, and thoroughly examines the current
sources of student financial assistance. The findings offer
‘important insights into student assistance and point to some
interesting developing patterns: | .
FINDINGS | |

Research éhawé that the amount of federéi'stoéént és'lstance

has resulted in significant progress towards the goal of prov1d1ng
access to postsecondary education for all students, but that, more
remains to be done: Although the Middle Income Student AQSisrancé'
*ACt (MISAA) was very successful in reachigé its targeted p’o"pui_étibn’,
inflation over the decade has effectively eliminated the increased
resources to pay for coilege that the federal goverhﬁeht intended to

provide through-student aid programs. Inflation coupled with

5
-~




inadeguate funding of need-based programs has resulted in a read
_ ' _
decrease in student and fém&iy purchééing'pbWér.
3y ’ . ¢
: - , { . o . S o
This situation was worsened by the government's failure to fund

particular provisions of MISAA ahd the 1980 Higher Education
'éméndménté‘which would Aave i@c;eéSéd student aid E5.16w income

students in .real terms. : )
Béﬁavéhéw that low-income and minority students have been: ’
aiéprop;rtionéteiy affected by féauétiéﬁs;ih student financial
assistance. This has occurréd because funding for Péi}‘GEéBEéiﬁéé'_

been disproportionately lower than funding for the Guaranteed
Student Loan (GSL) program. | (
' The Sources of Funds Subcommittee discovered that although
technically Pell Grants and campiis-based awards are forward-fundedy )
the réality Bag been théé GSL fuﬁés are Committed before Funds ;fé
éppropriétéd, uéuéiiy fééuitihg in ghese need-based pfégféﬁé;iééiﬁ;
anticipated funds. |

Furthermore, the GSL program with its entitlement status has
consumed an incréagiig share of federal funds for higher education;
proé@cing a budgetary trade-off with the major student aid programs °
‘t&at.aré more héaVilj‘tafgetéé_éﬁ needy éEﬁaéﬁEE; Without stating
so, this is fésﬁiting in‘a'sﬁuééﬁﬁ aid policy which is ﬁoving'away
from the concept of using Pell Grants as the foundation for o
educational finanCing; | »

~—

In addition, the subcommittee found the response to the

reductions and elimination of social security student’ benefits has

béén grossly iqadéquate;

\
by
e
.
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aid pollcy, progected demographxc changes will exacerbate the
imbalante that already exists in éﬁfiéﬁﬁ bEéEEiEé§;  In the next

decade; there will be a rapid decline in the number of middle inc
éEﬁ&éﬁEé and an iﬁéféééé iﬁ the ﬁﬁﬁbéi_éf‘léﬁ iﬁééﬁé students.

students; despite their declining numbeqs; the growing number of
‘ 7

iﬁééhé students will continue to experience increasing inequity i

/

obtalnlng funds if federai policy is not changed.

EggalrEducat;cnalfOppa;tunlty, ' ' ~
The subcommittee's studies and hearings show that student aj.
is only one factor im achieving .the objective of equal educatjona

R

opportuhity, though a very impﬁ({ént one. In addition to directl:

U]\

assisting students to attend possfecondary institutions, student

plays an. 1m§ortant role in creating an env1ronment‘of greater.
educational éxpéctatibns and goals; The av;ilability of studént :
helps promoté the benefits of a higher education and a nét;onii
policy encouraging college attendance. ; '

The subcoméittéé also found that in,%néiyzinglthé impé?t of
student aid on access and choice it ié'impOrtant,to'ékéhiné exigt
. informétion-bérniéré, partlcularly for lowglncome stude;Ls, 7
Studént aid is of itself necessa {y but not suff1C1ent to assur&\
equal educational opportunity.j. , '

N A set of pfog’rams, known 'as"r'RIé, play an integral part of
federal student financial assistance programs in achieving an equs
education. These procrams successfully help students overcoiie ,



In examining work patterns of ‘college students, the:

subcommittee fbund that work-study and cooperative education

programs can contribute 81gn1f1cantly to students' career .

preparatlon. These programs are cost effective for 'students and .

éﬁﬁldyers alike.® In addition, the work-study program'prov1de§;the
federal government & source of levéragé unavailable in the gréné
programs.7 z

In a compariSon of étuéént work patterns between 1974 and 1981,
a period of increased federal support; the subcommi ttee found
nothing to indicate a diminishing of the proportion of working
students or a decline in the numbers of héurs worked:. ©On_the

hours in 1981 than Eﬁéy did in 1974. In i981, 40 percent of all

full=time students reported working; This is an 1ncrease from just

w

over 37 percent of students who worked in 1974. ‘Furthermore, an
examlnation of the seif-help effort required to pay for college
between 1963 and 1983 shows an increase dur1ng this perlod ln the

number of hours of work that would be needed to pay for callege.

Private Sector

As a source of student financial assistance, the subcommittee
found that the private sector is an overwhelmingly neglected

;“ i
P

* o
See Appendix A; "Index of Self-Help Effort Required to Pay

for College."
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resource. Over 80 percent ¢ ‘companies with 500 to 1,000 employees

offer tuition aid: For larger companies the peréentageg are'even

about $7 biliion is avaiiable annualiy from the prlvate sector

for tuition assistance, but less than $400 million is. actually ueed
each year. For the last decade between 3 percent and 5 percent of

ellgibie empioyees used their tuition aid plans. For blue collar

;
employees ‘the ' rate is between 1 percent and 2 percent. 1In ther
warés, about 1.5 million employees use their tuition aid p%ans
annually: \

Despite Eﬁé wide éGéiiéBiliE? of EEﬁléiﬁent-based tuition aid,
the use rate has remained low: The reasons usually given for such a
low rate are Eﬁé‘iéék of information and the lack of counseling.
ﬁéét_éﬁpibyééé do not know they are eligible for tuition assistance
because educational éﬁaiééféef éénnéeliné is usually not available.

Student ﬁoans

As a source of funds, the subcommittee found the Guarantegd
Student Loan (GSL) program a very successful mechanism for
delivering credit for student financial assistance. As a source of
leverage for additionai money for student financial assistance,. the

program generates approx1matelv $2 for every $1 of cost to the

'federal government;
From the borrowers perspective; the program is very cost-
EEEéEEiGé; since they aénéi1§ pay in real terms an effective “

interest rate of close to zero, or in many cases, l2:ss than zero. y

1,
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‘time p01nts up the discrepanCIes among them: As a result of high

subsidies in the GSL program, benefits to the borrower are
R . -

substant:al, actually approachlng a point at wh1ch an 1mp11c1t grant

is being made to the student to induce him or heér to borrow under

~.

the program. As other Commission studles suggest, these/beneflts
. ) X NS

go; on average,; to higher income families, and it .is p*;babie
therefore that_ohe effect of the GSL prograﬂzié'tb négate the highly
progreséive dfétributibn of federal subsidies under Pell Grants. It
is likely that the growth of the GSL program skewed federal ;

subs1d1 s away from the dlsgﬁvantaged, erodlng the emZha51s on

equaiizing eGUCat10n~i pportunlty. It should be not however,

(]

that these subsidies are very susceptible to economic conditions.

For ingtancé, every 1 pércéht increase in the tféégufyisiii %

.

and $309 million. - \
Although.the subcommittee found 'that middle income families
need assistance to attend higher education institutions, they do not
need larger effective subsidies than poorer students.
At subcommittee hearinga a variety of options were presentad
for reéUCihg costs in the Guaranteed étudehtkibah.prdgram as well as
alternatives to the cutrent student aid programs. These proposals

‘are listed in the final chapter, Recommendatlons and Poiicy Options,

N N

of this paper. ’ ) R ‘ /

Identifying Lender Restrictions

Part of the subcommittee's charge in the examination of the GSL.
program was to determine whether there are identifiable patterns of

»

i




lender discrimination. The subcommittee used two approaches’ to make
thié determination. ,

data, was a survey by Touche Ross & Company of lende£§ of last

T Lo T N TS, - oo
resort. The study found that thé information avaiiggzé from these '
lenaéré was inadequate to draw any c0nciu§ion§. fhé éécdnd approach °

wag a survey by the Commlssion of guaranty agency dlrectors to
”ééess the ‘extent to whlch guaranty agenc1es, lenaeis and state
secpndary markets impose restrictions on GSL borrowing which go

.beyona federal regulations; oo ;

agency directors as to the scope of this issue. Manj of the

questions asked fébr the best éstimaté by agency directors as to the
proportion of certain restrlctlons 1mposed by lenders: The
questlons did not reglect agency volume.

Of the 56 quéétignairéé éént to guaranty agencies, 53 were
returned. |
The 49 agency;difectbré"’who reported using commercial lenders,
believe the most common, ré,'étri'cti'on imposed ‘by lenders is the

requirement of a previous customer relationship. ., .
. /

4

The .second most comimon restrlctlon by commerc1ai lenders was
théir;unwilllngness to lend to out-of-state students attending
- TG . e / ’ -
schools in their state.
The third most commonly réported réstriction by commercial
] v - T o L
nders was imposed on sStudeéents . planning to enroll in

=
)

S§-than-two-yéar drograms. " ; S .

.
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The 13 agenc1es that reported us1ng d1rect ienders sa1d that.

[

the most common rest1ct10n 1mposed on borrowers is the unwllllng' Ss

e
é R
of d1rect lenders to lend)to out- of state students ttendlng schoé

\;:
. ”
N

In’their state.

\

O¢ the 24 agenbles that reported operatlng a secondary market,

7‘reported 1mposung certa1n restrlctions. -These restrlctlons varied

/
from minimum badance requlrements to 1nst1tut1onal default rates.

Of the 53 agencies that responded to the guestionnaire, 17 {t\
Areported that they impose restrictions on GSLS which go beyond 4

feéderal regulations. Seven agénéiés will not loan to bbrrowers from

‘corréspondenceé schools;,; three %fiii not loan to part-time students,
two w1ll only loan to state resxdénts though one of these staées has

an,agreemept‘wlth an out-of-state lender to provide loans to
out:ofgstate students; one will not loan tb borrowers under 21 years
of age, one witil not.loan to Eﬁéoiogiéal institutions, one wiii.d?f
loan to stustents with lesg than a "C* average, one requires the

borrower to be from a certIfrcate/degree awardlng 1nst1tut10n, and

One agency restr1cts less than full tlme

one requires a cosigner:

undergraduate and graduate students to one-half of the maximum loan

amount of eIther $2,500 or $5 000 per grade level, ‘allows only

-

students who are enrolled in spec1f1c flve-year programs to receive
a "flfth year" loan; and requ1res that after initial borr0wing a

student must progress to a higher academic grade level f6F an

additional loan. C

: .

2! e B

. In response to the question; "Do potential GSLP borrowers in ‘
your state have sufficient access to 'Lenders of L&st Resort' so

®

1;




éétrlctlons 1mposed by L@nder and/or secondary markgts

1]

that th
repreésent no major problem?" 29 agenc1es aﬁéWEféd " es,;
Y "

.20 agencies answered "Yes, basically no;signtfxcant problems in
s . Es . S~ -

Q

ERIC

wll Toxt Provided by ERIC

access in our state;" 2 agencies éﬁ§wéfé€§“Né;-éi§éés to loans is
o ~ » ~
restricted to scme students,” and 1 agency answered "No, access to

loans is restricted to fany types of .studeafs. -

RECOMMENDATIONS - i . \ ;RJ/ .
ACHiEVING EQUAL EBUGAbeNAL OPPORTUNITY ' . :

© A LARGE FEBERAE GRANT PROGRAM SERVING LOW-INCOME STUDENTS, SUCH

IS ESSENTIAL IF LOW-INCOME AND MINORITY ACCESS TO POSTSECONDARY .

) éﬁSTITUTIONS IS\E? BE MAINTAINED. THE COMMISSION ALSO kECbGNiiES,

T

BEEN SUFFICIENT TO ACCOUNT FOR HIGH INFLATION AND;REDUCTIONS IN

OTHER STUDENT AID PROGRAMS.

o

ANb EXPANDED, CONSISTENT WITH THE FUNDING LEVELS FOR OTHER

FEDERAL STUDENT AID PROGRAMS: FUNDING FOR THESE PROGRAMS SHOULD
. . e .

MORE ACCURATELY REFLECT THE CURRENT COST OF ATTENDANCE FACED BY

STUDENTS AND SHOULD CONTINUE TO BE TARGETED TO LOW-INCOME AND

MINORITY STUDENTS TO HELP MEET UNMET NEED.

B
The State Student Incentive Grant (SSIG) program is belng

" examined by the Apprcprlate “Balance subcommlttee.
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WORK-STUDY AND COOPERATIVE EDUCATION AS SOURCES OF STUDENT
FINANCIAL ASSISTANCE. SIMILIARLY; MORE EMPHASIS SHOULD BE DUT ON
THE PRIVATE SECTOR. THE PRIVATE SECTOR CAN PLAY A PARTICULARLY
IMPORTANT ROLE BY PROVIDING BOTH EMPLOYMENT de OOO@ERATIVE
EDUCATION RECIPIENTS AND EMPLOYMENT-BASED TGITION 'a1D.

NON-FEDERAL ASSISTANCE IS WELCOMED AND FURTHER GROWTH OF THIS

TREND IS ENCOURAGED.

o FUNDING FOR TRIO PROGRAMS SHOULD BE MADE AVAILABLE TO AN

INCREASED PROPORTION OF ELIGIBLE STUDENTS AND THE ROLE OF HIGH

SCHOOLS AND POSTSECONDARY INSTITUTIONS IN MEETING THE NEEDS OF‘

TRIO RECIPIENTS SHOULD BE INCREASED:
0 POSTSECONDARY FINANCIAL AID INFORMATION SHOULD BE CONVEYED TO

STUDENTS BEGINNING IN THE NINTH GRADE.
. \
o RULES GOVERNING THE TIMELY NOTIFICATION OF STUDENT FINANCIAL

Rk

ASSISTANCE MUST BE OBSERVED. ESTABLISHING STABILITY IN STUDENT

FINANCIAL ASSISTANCE PROGRAMS SHOULD BE A LEGISLATIVE GOAL AND

THE 'ENACTMENT OF A MASTER CALENDAR WOULD BE A STEP IN THIS

DIRECTION.

L \ o

RESOLV ING CONTRADICTIONS OF FEDERAL PUBLIC ASSISTANCE AND COLLEGE
: Y

OPPORTUNITY POLICIES. ]
é

o FEDERAL PUBLIC ASSISTANGE PROGRAMS, SUCH AS AFDC, FOOD STAMPS
NEDICAID, AND PUBLIC HOUSING SHOULD BE REVIEWED BY CONGRESS WITH

AN EYE TO ELIMINATING VARIOUS EXISTING DISINCENTIVES FOR

UNEMPL .D AND POOR PERSONS TO RECEIVE RETRAINING AND EDUCATION

1

™



' TO ASSIST THEM IN REENTERING THE WORKFORCE. BECAUSE OF THE

FUND?MENTAL CHANGES OCCURING IN THE STRUCTURE OF OUR ECONOMY

AND REMIDIES FOR THEM.

-t
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I. BACKGROUND

LEGISLATIVE CHARGE

The research’of the Sources of Fund Subcommittee was undertaken

in response to the legislative charge of the National Commission on

Student Financial Assistance contained in Public Law ‘96-374, Section

491. _The subjects that were assigned to the Sources of Funds
Subcommittee for study included:
. a e

o an examination of the adequacy and availability of capital

for student aid programs from current $ources;

© an examination of existing and alternative sources of Eupds
and the cost of providing such funés; - e

© an examination of the most cost efficiéﬁt method of
providing funds for college work-study, loans and grants; and

o a determination of the effect of federal student aid on
access and choice in the seiection of .and attendance at

J N . . .
postsecondary education institutions.

COMMISSION-STUDIES

The, Sources of Funds Subcommittee of the National CommisSsion on
3 N

7/

- . - 1 oL R . - - . o - . - .
Student Financial Assistance concentrated on the impact student aid
has had on access and choite to attain a postsecondary education.

A - -

To accomplish its task, the subcommi+tée commiSSioned several

studies and conducted public hearings. In the aréa of access and
choice Applied Systems Institute completed three studies for the
Commission. They were: "Changing Characteristics of Student Aid
Recipients: :1974, #981," héhénées in College §articipa£ion §a§é§ and
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Student Financial Assistance: 1969, 1974, 1981i" (which included an
analysis of the effects of inflation on aid) and "Work Patterns of
Full-Time College Students in 1974 and 1981."

Dav1d Paul Rosen’ and Assoc1ates examined the effects of pha51ng
out SOClal securlty student benefits and examxned existing
contradictions of federal public assistance and college bﬁﬁérEUhitY
policies. ,
The subcommittee commissioned the ééééﬁhtiné firm, &ouché ROSS

Loan program. This study 1nc1uded a breakdown of borrower and

federal costs associated with the program as well as a description
of the different flows of capital in the program:

'The subcomittee also conducted a survey of guaranty agencies to

determine whether idéﬁEifiébié patterns of lender discrimination

exist.

SUBCOMMITTEE HEARINGS

R S
The Sources of Funds Subcommittee conducted four hearings,

which provided additional research and heiped the subcommlttee gauge
the accuracy of their commissioned studies.

The first hearing was held on becember 7, 1982 in Boston,
Massachusetts: The subcommittee heard testimony from educators;
students, financial aid officers, and guaranty agency
répresentatives in an attempt to set its goals and Eééééréﬁ agenda.

The subcommittee s second hearing was heid on February 7, ‘1983

: 4
in chicago, Illinois. Testlmony wds based on a report by the

- . ng .
RN M -
el ~ . ;
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" Applied Systems Institute on the impact of student financial J
assistance on access and ch01ce. W1tnesses 1nciuded high school
[

guldance counselors and students, college studenté representatives

from all séctors of the higher education communlty;,fﬁnancial aid

administrators.

The subcommittee's third hearing was held on April 4, 1983 in
Washington, D.C. Witnesses at,this hearing discussed the Touche
RoSs & Company report which thoroughly examined the Guaranteed
Student Loan program: Testimony was heard from guaranty agency
representatives; Department of Education officials and loan analysts.

The finail. subcommxttee hearing was held on Aprll 25; 1983 1n1

’

Washrngton, D.€. At this hearing aiternatlve and,supplementai loan

and\edﬁcatiénai financing options were discussed.’

— R T ‘ :
DESCRIPTION OF CURRENT SQURCES OF FUNDS P
7

Pell Grant Program (formerly the Basic Education Opportunity Grant)

Prior to Guarantéed Student Loans becoming need- based, thé Pell

Gr ant Program was the largest of the federal student need based aid
programs in te@@s of both dollars appropriated and the number - of
students sefted; Authorized in 1972 under Subpart 1 of Part A of
Title IV of. the Higher Education Act of 1965, as amended, it is
designed to assist needy students to continue their education beycnd

high school, and attempts to provide students with a "fioor" of

The appropriation figures and the estlmates of recipients

cited in this section were provided by Pat Smith, Director, Office

of Eegxslatxve Analysis, Amerxcan Councxl on Education.

el T A




the student's need and the cost of attendance at a particular
school. previously limited to four years; eligibility for Peil
‘Grants was extended by the Education Amendments g% 1980 to the
period required for completion of the first ufdergraduate
baccaladreate course of study, including any periods of noncredif or
remedial study required by the institution. Students must be
enrolled at least half-time to receive a Pell Grant. Graduate
students are not eligible fof the progranm.

The authorizing legislation establishes maximum awards in the
program and the percentage Of cost of attendance that the grant may

cover at an institution. The following chart describes this |

relationship. One should keep in mind that while the amounts
for each year may be substantially lower, which would affect the

maximum award and the cost of attendance percentage: For instance,

Authorized Maximum Pell Grant

award Year Maximum Award Percent of Cost of Attendance

»
("
~
(Yo}
o
o
\
(
I
wn
o
4

1981-82

wn
w

1982-83 2,100

N
f ¥

1983-84 2,300

1984-8%- ' - 2,500

(o)
(8]

1985-86 2,600 B ‘70




-17- | | . // ~>

» J \-/\‘ . . ) {

f In the event that éppfopfiéﬁéa funds are insufficient to pay

-15 used to redace/ax\rds to accommodate the approprlatlon//'Thls

formula is 1ntended to provide protectlon for low income students.
In addition; the Secretary of Education has ‘the authorizatibn to
waive certain provisions in the iaw to reduce costs. :
The‘approprlation level of Pell Grants in fiscal year 1982 was
aﬁﬁroiimaEél§ $2.5 billion: It is estimated that this served
aﬁﬁrOXImately 2.4 million- students from families hawing incomes of

""" . ‘

approximately $25, 000 and below.

SupplementalmEducatlonalwOpportunityggrant Program (SEOG)

The SEOG Program is available to quallfled undergraduate
students with demonstrated financial need who meet the general
éiiéiBiliE§ requirements discussed under Pell Grants above. Along
with Ehe College Work SEudy and National Direct Student Loan (NDSL)
programs; K SEOG is one of the campus-based federal student assistanc:
programs; | '

Eligible students may receive up € $2,000 for an academic

are enroilled for iess than an academie .year,; in which case the

minimum payment must be reduced proportionally. A student may
receive suppiemental grants during the period requ1red for the

completion of the first undergraduate baccalaureate course of
l

study. The Education Amendments of 1980 ellmlnated the cumulative

maximum of $4,000 and the matching provision which limited SEOG to -

one-half the amount of financial aid provided o a student.



Institutions are encouraged by law to use College Work-Study . ;55}

employment to complement student educational programs to the maximum
éxﬁént possiblé;

| inétitutibns may at their discretion usé up to 10 percent of
their College Work-Study allocation for less than half-time
students. While working hours are generally limited to 20 hours per
week while classes are in session and 40 hours per week éu:iné-thé
summer and vacation periods; institutions are free: to set their own

: :

limits on working hours: Up to 80 percent of the student's wages
are paid by the institution's féaéféiwcw5 allocation and the

the school or the off-campus employer. Work-Study students may be

paid at variable rates depending on the type Of work performed and

»

the skills and experience necessary to peérform the job. However,
since October 1; igao; no student employed under the éoiieg%

Wor k-Study pfagféa can be paid any wage that is less than the

current federal minimum wage as mandated by Section é(g) of the Fair °
Labor Standards Act of 1938. '
their 1979 level of expenditures unless there has been a substantial
decline in enrollment at the 'institution: Another one of the 1980

provisions allows instituti®ns to carry forward or back up to 10

percent of their CWS allocation each year. Institutions may also
transfer up to 10 percent of their CWS allocation for 'use in the

SEOG Program without prior approval from the Départmént of Education:

<
-

(A%}

. ]
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The épéfbpfiaiféﬁ level of CWS in fiscal year 1982 was $528

million, which served approximately 880,000 students." .
The National Direct Student Loan_ (NDSL) -
The oldest of the major federal programs, the NDSL Program B
: , : N

(formeriy National Defense Student Loan) provides a long-term,
low-interest loan with certain deferment and cancellation provisions™ .
available. The rate of interest on'an NDSL was éstablished by
"statute at 3 ;éfééﬁE until July 1, 1981. Interest rates have been
increased twice since this date to a curréht rate of 5 percent: As.
in other federal student aid programs, the funds must be used éoiéiyr
to meet educational and,related expenses. Students must enroil at N
least half-time at an eiigibielschool;_and théy must demonstrate
financial need in order to receive™the loan. Students may borrow up

Graduate students may borrow a maximum of $10,000, less any am?hnt
] - ! .
. borrowed as an undergraduate.
The maximum repayment period for the loan i§<téh yearsafter a -

grace period of six months, except that low income individuals may"® -

have their repayment period extended up _to an additional ten yééfé
, , , -3

if certain circumstances warrant the extension. There is a minimum

monthly repayment of $50 required although deferments of up to thrae
years are available with a six-month grace period after the
deferment: | o

Participating institutions are fééﬁbnsible;ﬁfr making and in
most instances collecting the loans and are required to match

-
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oneLninth of the federal share on most loans. Collected ioaﬁs~

- ’

uséd to make additional loans. Inst1tut10ns are also requlred to

Stateestndentelncentlve Grant Program. (SSIG) R

The State Student Incentive Grant Program was created to

S

eﬁéourage-the establishment and expansion of state scholarships to

undergraduate postsecondary students with substantial financial
-need.~ SSIG operations vary from state to staté according to the
size;Ld maturity of scholarship programs mapaged by the individual
L b

states. Because of;the w1de variation§ in state programs, student
1nqu1r1es about SSIGpand other state scholarshlps are normally
directed to‘the state scholarshlp agency or to the financial aid
office at the schogl the student plans to attend.

SSIG awards are available for both undergraduate and graduate
‘students. The maximum award is $2,000 per academ:c year which is
reduced for less than full-time attendance. institutiOns'may, withs '

.

received in any fiscal year for 1ess than half-timeé studeénts who are
N, \
Ootherwise eligible: Whlle the same general e11g1b111ty criteria

S

apply for SSIG that apply to other federal student aid programs, the

states have the flexibility of determ1n1ng ellglbllrty standards and

establlshlng lower maximum awards in view of their own fiscal and

constitutional restraints.



The 1980 Education Amendments hold harmliess states at their

1979 federatl fdndiné level under the SSIG program. The legislation

also establishes a maxntenanée of effort requirement that requires
o o S
tates to maintain the1r programs at the annual aggregate level of
e . P . oot _’
the preceding three fiscal- years for the average annual expenditure

per full-time equivalent student for the. preceding three years.
The appropriation level of SSIG in fiscal year 1982 was $73.7
million; which served approximately 300,000 students.

Guaranteed _Student. Loangprbgram {(GSL)

The Guaranteed Student Loan Program is a federal program that

assists students in securing léans to finance their'postsecbnd§r§\
edﬁéatién: Under this brogram; no loans are actually made by the

federal goGernment. Instead, the loans are made by a variety of

lenders, and in turn are guaranteed by the federal government."In
addition; the federal government provides incentive payments to

lenders to ‘encourage the1r partxcxpatlon in the program, and it

students begIn repayxng theIr loans.

_Very little information{on those who borrow under the .

Guaranteed Student Loan program is readily available. More than 3. 5

million students secuyred Guaranteed Student Loans in fiscal year

1982. - More than 90 percent of these loans were made by banking

institutions and:credit unions: The average 51ze og these loans was
$2,217. 1In fiscal year 1982, gradudte students comprised an '

T o L R - . . . . -
estimated 20 percent ‘to 25 percent of borrowers; they borrowed more

than 30 .percent of the total GSL funds.

Y
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The vast majority of Guaranteéed Student Loans aré guaranteed by
§géféh£y‘ééencies that administér the GSL Program. These agencies
are then reinsured by the federal government f£for loans made under
€heir auspices. Guaranty agencies also play a major role in g
locating capital to finance new loans. .

A major parcticipant in thé program ha; been the Student Loan
Mafketing Association (Sallie Mae). Created by Congress in 1972,
Sallie Mae provides a secondary market for GSL lenders. This
enables lendérs to exchange their é&uééht'ibéh hoiéings for cash or
short-term assets. Sallie Mae has grown rapidly in Eéiﬁé of the
size of its holdings. ;

The rules governing the Guaranteed Student Loan program have
chdnged over the years. The current rules of the Guaranteed Student

Loan program are described below:

Borrower E_‘gibility. All students with family incomessbelow
$30,000 are éiigiﬁié for Guaranteed Student Loans up to the maximum
amount. Students with family incomes abova %36;000 are eligible

‘only to, the extent of their "remaining need" based on a comparison
Qbfréosts ané tesouices available to Eﬁé-éEﬁaéhE——iﬁElﬁaiﬁS an
expected family contribution--as documented by the college financial
aid officer. In;shbrp; tinder the new rules, féﬁi;iéé‘hiﬁﬁ i?ééﬁ%ﬁ ;
above $30,000 will no longer be able to substitute a GSL for what

they 'are expected to contribute to the student's education cost:

Interest Rates. The interest rate for. Guaranteed Student Loans

is 9 percent. ‘Those who borrowed prior to January 1981 are still

eligible for the 7 percent rate charged previous to the passage of °
.8 : ‘

the -1980 Higher Education Amendments. -

R g o

. 3 i
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A .
Méximumlﬁéaﬁ Amounts. Undergraduates may borrow up to $2,500

annualily, an§\$i%,500 cumulatively. Borrowers enrolled in graduate

- .

or professional students with exceptionally high cos:s‘of
attendance: Borrowing in other loan programs such as the National
Direct SEﬁaeﬁé Loan Program does not affect these limits. In order
to reduce the number of small loans (generally less profitable and
therefore less attractive to lenders) that might result from
imposition of a needs’test; the 1981 legisiation also provided that
students with financial need of more than $500 but less than $1,000

‘qualify for a minimum $1,000 GSL.

Origination Fee. To achieve additional cost savings, the 1981

budget reconciliation legislation also authorized an origination

fee. Lenders must deduct 5 percent of the face valus of a loan
prior to disbursing the proceeds to the borrower. This discount
serves as a direct offset against federal obligations to léndérs
under the program. ‘

Trie GSL program is an entitlement program, which means the
govérnmént ié ob%igétéé to meet ité share of payments on all loané
made to all éiigibie borrowers. )
| The appropriation level of the GSL program in fiscal year 1982.
was approximately §3 billion, the program enabled more than

-3 million students to bsrrow approgimétéiy $7.7 biiiion in 1982.

‘ .

')
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Goidme and default rates. More thén 90 percent of qhis years

program costs funded loans made in prev1ous years.

Recently, a new féderally sponsored loan program ﬁ;; been
created. Established by Congress in 1980 and modified in 1981, the
PLUS Loan Program (technjcally named Auxilary Loans to’AééiéE
Students) offers higher (12 percent) interest 1oans to parents,
independent undergraduate students and'gr&ddété’éﬁdaéﬁEé; No
in-school interest subsidy applies tortheSe loans which are
disbursed through nonfederal lenders. Repayment of PLUS loans
»beglns 60- days after dlsbursemenL except for full-time students who

must pay only thé interest at that time: eurrentiy; the PLUS

TRIO

v .
There are currently fivé TRIO programs, each of which serves as

- a mechanism to help low 1ncome and m1nor1ty students advance. By

percent of the poverty lévek; These programs provxde ellglble
Studéﬁoé with Couhéeiing; iﬁformatlon and supportive services:
The appropriation level for the TRIO programs in fiscal year

1982 was $150.2 million, which served approximately 500,000

students. Only approximately 3 percent of all eligible .recipients

applied for the funds.
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CHANGING CHARACTERISTICS OF STUDENT AID RECIPIENTS

characteristics of’student aid recipients from 1974 to 198i. The

“ahaiyéis of this study of freshmen éﬁ&&éﬁts was based on parental M S

income and educational dttainment, race and éthnicxty, and gender.
?éhiiy income for 1974 was restated in 1981 dollars. Among the
study's findings were: ;

The Middle Income Student Assistance Act of 1978 had a
significant impéCt on the characteristics of students who were
rece1v1ng aid in 1981 compared ta‘éﬁose in 1974.

Black and Hispanic students gained less from legislated changes
in the student aid programs than did white students;

Minority Students were significantly less likely to participate
in the Guaranteed Student Loan program than were white students.
Minority students were more likely to participate in the Pell Grant
program than were white students. Given inflation, awards made
under Pell Grants declined in real terms between 1974 and 1981.

Thus, higher income students (generally white stddents) gained more
from the legislated changes than did lower income students (more \
often black or Hispanic students). |

Specifically, the study found the following changes had

occurred between 1974 and 1981: | “

o Student aid became more concentrated on freshmen from
families with over $20,000 in income (all dollar amounts are in
‘constant 1981 dollars). . | :

" the péfcéﬁtagé of aided students ffaa Hiéhér incame

1981, ' o .
| 34
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4

For white students, the proportion receiving aid
rose from 20 percent to 42 percent (+113 percent).
Fof black students, the proportion aided went from
44 percent to 51 percent (+18 percent).
"  White student aid recipients were more iikéiy to have
family income over $20,000 than under $20,000. :
In 1974, 59 percent of recipiénts had family .
incomes of over $20,000.
In 1981, 63 percent (+9 Pﬁrﬁént)_of recipients had
family incomes of over $20,000. -
.Black student aid recipients wéré moré iikéiy to have
family income under &ié,Sdﬁ;thén over éié,ééﬁ.
In 1974, 51 percent of recipients had under $12,500
in family income. ’
In 1981, 57 percent (+12:8 percent) of recipients
had under $12,500 in family income. '
o Guaranteed Student Loan pérticipét{;n incréaééé 259 percent
between 1974 and 1981: o
ﬁigher income students were more likely to participate in
the GSL program than were lower income students.
Approximately 25 percent of all students received GSLs by
) 1981.
o Pell Grant freshman participation rates increased 48 percent
betweeri 197¢ and 1981. '
. Lower income students were more likely to participate in

the pell program than were higher income.

- S
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:

" Approximately 25 percent of all students received Pell

o Campus-based student aid participation rates changed little
between 1974 and 1981, except: B

Higher income students received more of tﬂe moderate
funding increases’ than did lower income students.
Black participation in Eﬁé Mational Direct Student Loan
program declined 19 percent.
White participation in the Supplemental Educational
Opportunity Grant program declined 75 percent.

o Other student characteristics; such as gender and parental

rate than did the rate for men:

The effect of parental education tended to be- similiar tc
the effect of family income, but not as pronounced:

Limitations

The data are exclusively from freshmen. Other research

indicates more borrowing from upper divigion students.

The examination of student aid recipients by their families'
income is limited to dependent students. Dependent %reshmen
comprised 93 percent of all freshmen sampled in 1981.

All financial data are ééif-répbrtéa_énd prbvidé the oniy
information on the family, sex and race characteristics of

individual students.

J



Although this study did not include proprietary students the
Commission's recently completed student aid récipiént Survey of
el D o e e el - - R - *
proprietary students examined this issue.

Policy Implications

The Middle Income Student Assistance Act was very successful in
reaching its targeted population: : |

Aiﬁﬁéﬁéhléuthérization legislation has addressed the concerns
of low income students, actual appropriations have focused on middle
income students, often reducing thée amount of aid available to low
incoﬁe students. Additional insight on this issue is gained through
the stu'dy‘, "Changeés In Collége Participation Rates and Student
Financial Assistance 1969, 1974, 1981" (Applied Systems Institute)

analyzed in theé next chapter.

reciplents 1n,propr1etary schools were 21 years old or less; about

seven in ten were under the age of 26. The great majority (83

percent) weré not married. _Most attended class for at least 5 hours

each day. Over half the aid recipients at cosmetology; secretarial,

and bus1ness scnools were from ethnic minorities: Among dependeht

students, 38 percent reported. famlly incomes of less than $8,000 per.
year; 58 percent reported family incomes of $14,000 or less. Among

independent aid recipients,
77 percent had incomes of less than $8,000 a year. Women accounted

for 60 percent of all aid recipients; though men were in the

majority among recipients at :trade and technical schooils:

. About 90 percent of the 1981-1982 aid recipients at proprletary
schools received some form of need-based aid. Those receiving

need-based aid were more llkely than those receiving non-need-based
aid to. be single women from low-income backgrounds..  1In addition,
54 percent of need-based aid récipients, but only 21 percent of
non-need-based aid recipients were minority students.

Further analys1o of proprietary students is being conducted by

the Commission's Appropriate Balance Subcommlttee.

-S;T



Reductions in student aid disproportionately affect low income
and minority students.

X Funding for Pell Grants has been dispiopoitioﬁatéiy lower than
funding for GSL.

Although technically Pell Grants and campus-based awards are
forward-funded, the reality has been that GSL funds are committed
beforé funds are appropriated, usually resulting in the need-based
programs losing anticipated funds. The GSL with its éntitie%ént
hare of federal funds for higher
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education, prodUcing a buagétéxy trade-off with the méjbr studént

aid programs that are more heavily targeted on needy students.?

' be facto, current student aid policy is moving away from the concept
of utilizing Pell Grants as the foundation for educational financing.

>

2Lawrence E. Gladieux, "Testimony before the National
Commission on Student Financial Assistance,” April 4;\i?83, pP. 3.
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II. RESEARCH'FINDINGS AND PUBLIC COMMINTS

RESEARCH FINDINGS

Changes in College Participation Ratés and Student Financial

Agsistance 1969, 1974, 1981--This research was conducted by Appliec

éystéms Instityce. -

education and in the federal aid students receive. Its purpose was
to determine the effect of federal student assistance on access and

choice. The federal aid programs anhlyzed were:

Peil Grants '

Supplemental Educational Opportunity GraRts (SEOG)
Guaranteed Student Loan: (GSL)

National Direct Student Loans (NDSL)

Coiiegé Work Study'(CWS) |

income, dependency status; gender, race and age are related to the
distribution of awards ‘made under the federal aid programs. The
anaiysis examines pattiCipation in postsecondary education for the
years 1974 to 1981. . , i

N 7 - 7 7 o E s

The major findings on changing participation fatéé/getweén

1974 and 1981 are:

' % o Participation rates for .all students 18 to 24 had
increased. The participation rates for older students had
increased even more (see Figure l).

o_ The part1c1pat10n rates for dependent students agec

a independent students in th e same age.group (see Figure 2).

A Part1c1pat10n rates for dependent students in the™
lowest income categorles (under $7, 500) fell more sharply
than any other income: group.

Coe 353
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FIGURE 2

Participation Rates of Dependent and Independent Students
by Income | r
1974, 1981
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o X

o The part1c1pat10n rate of .ite students was up
more than that of blacks, which still showed a modest
1mprovement (see Figure 3).

o The participation raté of womén was. up; while that
of men was aboﬁt the same as in 1974 (sse Figure 4).

Data collected from enter1ng freshman 1nd1cate the
follow1ng changes: ) ,

o The probability of the lowest income students
receiving an award has not changed apprec1ab1y since 1974,

but higher income groups showed an increase in their

probability of recelzlng an award. T'.e higher the income,
ase in probability -(see Figure 5).

o Low income students were more likely to Peceive a_

smaller award 1n 1981 than they were in 1974. Students ‘in

rece1ve a. total award exceedlng $1,000 in 1981 than they

were in 1974. Low-income students were also more likely to

receive an_award of less than $1,000 in 1981 than was the

§ — —

case 1in 1974. In 1981, the oven-$40,000 famxiy _income

group that received aid was likely to receive an award

between. $2,000 and $3 060 in 56:.9 percent of the cases;

increased by 40 percent between 1974 and 1981 while the
increase for seilf-help awards was up 126 percent.

o The number of white students receiving financial

aid increased at a rate of 5.5 times the number of blacks.

Still; blacks were more likely to receive an award in 1981
I i
o Blacks were more likely to receive a smaller award

xn 1981 than they were in 1974; whites were more likely to

receive a larger award in 1981 than they did in 1974. One

cause for this decline mayrbe the 51gn1f1cant increase in

two-year college enrollments experienced in the 1970s,

partlcularly among low -income and minority students.
Between 1974 and 1980, enrollment at two-year schools

- increased 99 percent; during the same period, enrollmént of

undergraduates at four-year institutions increased only 12
percent. Accordingly, by 1978, a black collede student was

20 percent more likely to be enrolled in a two-year college

than a white student; a Hispanic student was about 60
percent more likely to attend a two-year college (see

Figure 7).

o Men and women had the same shares of student aid in

1974. women increased their share slightly in 1981.
J‘

AN
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- FIGURE 3
Participation Rates of Dependents.by Race

7 “ by Income :
1374, 1981 u ]
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FIGURE 4 . 4
- Participation Rates of Dependent Males and Females
' by Income. : b

1974, 1981

Males - 3 ' Females

" category 1974 1981 -3 Change . 1974 1981 % Change

» .
L3 - o

- 774‘7-' T " . T - o -k
N —'jé.ﬂ 27.9 -~ 24.8 -11.1 26.9 -  24.1 -19:.9

7. 22.5 -39.9 725.2 30.6 +2.14

N
.
-
]
[§,]
(988
. ON
g
~J

7.5 - 16:0  32.7  28.8 S -11.9 27.4 46.3  +47.4 \
10:6 -12.0  28.4  28.3  =0.4 31:1 . 38.3  +22.8
12.6.-'15.8  29.8  28.2 _=5.0 32.6  31.8 -2.5.
15.0 - 20.8 ' 31.6  31.6 0.0 ¢ 35.4  36.7 +d.0

. 20.0 - 25.0  33.9  36.0 +6:2 39:1  48.7 +3.1
25.0 - 500 42.5 419 -l.4 447 478 37.2
50.8 + - 60.9 57.3 -5.9 63.0  78:1  +11.3
Qndéfinéa 43.3 . 46.8 +8.3 43.1 ., 44.8 © #3.9
Total i 40,6 38.56 4.9 42.1 43,6 +3.6

Source: €PS, 1974, 1981, " » 7
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FIGURE 5

Percent Aided by Income: Total Award
' 1974, 1981,

Income 1974 - 1981 . % Change
Categary : ’ : '

S 8 -6 69.8 . - 67.3p =3.6
6.8 - 12.5 . 49,13 65.47 . +33.3
12.577 20.0 " 42.34 ' 58.985 +37.1
20.0 - 30.8 32.17 53.77 +57.4
30.0 - 49.0 22:73 42.77 ¥88.0
40.0+ o 10.24 31.53 | $207.9
Independent - 33.83 54.17 +6a.1
N6 Reply: 13.51 - 30,91\ +123.5

O

Total - 28.21 47.24 +67.5
Source: Freshman Norms: 974, 1981
R -
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< FIGURE 6 :

Distribution of Total Award by Income and Size
- 1974, ‘1981 - :

Award _Size

~=t.

N :}
Income = 3Sl- 1,000~ 2,000- 3,000~ 5,000
Category Year 999 1,999 2,999 4,999 Plus Total

$ 8- 1981 36.8  30.7 = 17.9
5,999 1974 18:.1 35.4 - 19.9
6,000- 1981 29.7  28.2 19.0 20.4
12,499 1974 26,2 31.4 '19.2 1655

oV Uy ~J.
(]
Q
Q
L]
Q

12,568- 1981 28.4 25.4 23.9 19.8
19,999 1974 38.2 29.4 18.8 16.1

U YN OiN

20,000- 1981 23.5  24.9 334 1
29;929 1974 30.2 27.1 19.5 1

o o
U=
o e
[e 0 }{Ve}

—
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30,000- 1981 17.4 24.6 44.8

11.7
39,959 1974 29.2 24.14 20.6 19.8

LN
. .
— U
\._‘\
|
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.
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40,000 1981 12.8  22.0 56.9 7
Plus 1974 28.2 21:6 19.8 2

~N

L ] L ]
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—
=
=
L ]
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Inde- 1981 - 28.2 26.8 24.2
pendent- 1974 26.2  29.6 18.6

N
Y
[l <
ey
IR+
Q)
.
Q

No 1981 26.1 35.7 34:4
Reply 1974 28.1 29.8 19.1

N
e el
= U
=
R
«Q
.
[

Total 1981 24.1  25.6 32.5  °15.7 2.0 . 108.0
1974 27.7 28.5. 19.2 - 17.7 6.8 100.0

Source:Freshman Norms: 1974, 1981,
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FIGURE 7

=
Distribution of Total Awards fto White and Black Students
" by Award Size
1974, 1981 .

Award Size o -
Category % Change 1974

-

AN
$ Change

$ 1 - 999 29.1 -21.7¢9 21.18

1,000 ~ 1,999 24,77 +10.34 32.17
777777 2,999 +79.61 18.93

= 4,999 15.17 +18.52 18.34

<69.81

+40.89
26;19
+1.58
-5.89

Source: Freshman Worms: 1974, T98T. ~ — )
- N\,
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6 The number of two-year publxc college students

[ increased more in the proportion aided than any other

Ssector. ‘They were closely followed by students in the

four-year private sector:. -Students in the prlvate sector

were still more_likely to receive assistance in 1981 ‘than

5 were publlc college students (s»e Figure 8).

The Effects of inflation on Student Aid Policy--This research

was cbnducted by Dr: Catol Frances: | : \

)

ﬁthe effects of inflation by Dr: Carol Frances show:

o. Becauseilgflatxonary increases in the cost of o
living have exceeded the value of monetary incomé since the

‘early 1970s, the real purchasing power of family income in

the United States has actually decreased.

o Inflatlon comblned w1th reces51on 1n recent _years._

income, as measured in constant 1981 dollars. The numbéer

of low income families that needed student aid programs to

send their children to college actually increased in the

last ten years. From 1973--the year in which there were

the fewest number below the poverty line--to 1981, the

number of poor families increased by over two mllllon or

more than 40 percent.

N

o Tuition as a share of d1scret10nary 1ncome has

increased drastically. Tuition is estimated to have risen

from under one-third to over two-thirds of: d1scret10nary

income in the last decade for the median family income.

o The dxscretxonary 1ncome avallable to black B 5
families is lower than the discretionary 1ncome avallable
to white families. _

o While the aggregite amount of student aid appears
to have incrgqased substantially from 1972 to 1982, the
amount of the average award has not increased as fast as
the tuition paid by each student. Consequently, inflation
> -has wiped out almost all of the dollar value of student aid

awarded and left students, particularly those without aid,
with increasing difficulties in paging for college.
o Inflatlogfegquggh xnterest have drawn a

from the _actual éducational process to pay for staggering
increages in the cost to students of borrowing to finance

‘their education.

o 48 - -
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'FIGURE 8 __
~_Percent of students Aided by

Institutional Type and Control
o 1674, 1981

. Institutional . L
+ Type and Control 1974 1981 3 _Change

2 Year pPublic 23.58 _, 44.31 +87.9°

N
Q)

ear Private - 40,73 57.21 . +40.5
4 Year Pubiic 25.48 42.62 +67.3

4 Year brivate ' 33.24 60.34 " +81.5

Source: Freshman Norms: 1974, 1981 - —————
. R
t .
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€onclusions

The f1nd1ngs from the ASI report and conc1u31ons reached 1n the

N _ L ..",

Frances Infiatlon study suggest that federal financi ‘i ass stan

may indeed affect access and‘ch01ce\ The strongest réiatibnsﬁip in
the data is between the decline in college-golng participation and -

&
in the nuﬁ%er and size of student aid awards among lower income

~ -

\_ dependent students aged 18 to 24 between\1974 and 1981. This
reiatronshxp is consistent thh the fact that lower income families

lost more purch351ng poWer than did highér income families.

The complementar] finding to this deqrease 1n aid to lower
[¢

income students is the increase in aid received by hlgher 1ncome
students. Once again, this finding is ‘consistent with the fact
that; in general, the higher incomé groups sSustained their
participation rates somewhat better than did the rpwei income groups.
It is important to rémeémbér that the lowest incomeé students
were still more likely to receive aid than other income groups, but
that the gap narrowed between 1974 and 1981. A large part of the

increase in aid for middle income students and upper income students

in the form of self-help. Lower income Students received more

0]

3

£

self- -help aid, but st111 relied largeiy on grant aid.

There were more poor people 1n coliege in 1981 than in 1974.

from 3 percent to 5 percent of the total enrolled population:
However, after proper adjustment for theé inflationary erosion of
income, low income families appear to have a declining college-going
rate. This is because the total number of low income families has
increased at a fastér rate than the college-goind rate.
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The impact of increasing aid on student access is difficult to

interpret. Overall participation rates of dependent students

‘dropped betweéen 1969 and 1974. The trend was reversed between 1974
and 1981. Much of the decline from 1969 to 1974 could be attributed
to the decline in participation rates of males following the end of

/

the draft. The continuing decline of low income student

group have increased.

Independent student participation rates (aged 18 to 24) showed
i ’ I

a sharp increase between 1969 and 1974. The rates have been

proportion of the population was financially independent in 1981

than was the case in 1974. It is possible that early student aid

college, but we have no data with which to explore this possibility.

Limitations

matter. It is influenced by shifting culturait values and changes-in
the labor market and in social policy. Some influences on
enrollment which aré\not fuily reflected in this analysis are:

o the incréaéin; participation by women in postsecondary
éducation;

o the age of the studeat population; and

o changing économié conditions.

‘Technical limitations include differences in definitions of

income categories between the two major data sources: The

1

l
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A Y
ts,

participation rate and student aid analyses are based on overlapping
income categories. All the data are self-reported.

Policy Implications’ 4

Student aid is only one factor in ach1ev1ng the objective of
educatlonal equal opportunity, though ‘a very 1mportant one.
The amount of feéerai student financial éééiétéﬁée has not been

students. 1Inflation during the past decade has effectiveiy
ellmlnated the 1ncreased resources to pay for college the federal
government intended to provide through the student aid programs.
Although student financial assistance policy is prcgressive in
concept, inflation coupled with inadequate funding of need-based
programs is making it regressive: '

fhé éltuatlon has been worsened by the government's failure to
enact particular provisions of the Middle Income Student Assistance
Act and the 1980 Higher Education Amendments ‘which would have
increased student 'aid to low income students ;p real terms.

Furthermgre, w1thout changes in student 8%8 policy,; ﬁréjeéted.
demographic changes will exacerbate the imbalance that already
éxists in current praétiée§; Bﬁfiﬁ§’tﬁe next decade, there will be
a'rapié decline in the number of middle income students and an
increase in the ﬁﬁﬁBei of low income students. Since trends éhow.én.

their declining numbers; the growing ﬁ&ﬁBéE of low income students

-

will continue to experience 1ncreas1ng 1nequ1ty in obta1n1ng funds.

Uy
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not led to an artificial increase in ihdepeﬁééﬁt"étqaéﬁté;-éiﬁée the
' percentage of independent students has remained relatively constant
since 1974.

In addition to directly assisting students to attend
poétSerndéry'institutieﬁé,:étu&éﬁt aid plays an important role in

‘creating an énvironment—of greater educational expectations and
goals. The avallablllty of student a1d helps promote the benefits
of a higher eﬁucatlon and a nationai polxcy encourading college
attendance. | =

In analyzing the impact of student aid on accgss and choice it
is also important to examine existing inforMation barriers,
particularly for low income étﬁaeﬁté: As is discussed in the Public
feémmeﬁts section; student aid is of itself necessary Lut not
sufficient to assure equal educational opportunitys:

Another area worthy of examinination in the study of access and
choice is the issue of existing contradictions in federal pollcy
towards promotxng educational opportun:ty. As wzwl be reviewed .
later, analysis by David Rosen and Associates aééﬁheet'contradictory

public assxstance and coilege opportunlty policies.

Work Patterns of Full-Time College Students in 1974 and 1981--

[
;

work patterns of college students between 1974 and 1981.W

This is an important period of time to examine becaggeﬁgf
the federal aid increases during this period: The issue

has been raised that avariabxlxty of grants and )oans has

diminished students' wiliingness to’ work. The results of

this report, however, indicate otherwiae.

Qlt
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Race: & greater proportion of whité students (42 percent)

report working than do members of other racial groups.

‘Blacks report the lowest proportion of students working (28

percent) . Working black students, however, worked more

hours than white students did in both years. The "other"

racial g'ouplng shows a 31gn1f1cant increase in the hours

worked between the two time periods.

Grade Level. The higher the grade level, the more liﬁéiy a
student is to work. This is evident in both years. The

proportion of students working in the first three academic

years has increased since 1974 while the proportion of

students working in _the hlghest three academic levels has
declined somewhat. .

students, there is a pecullar variance: Year five Shows.a
decrease relative to the years before and after. Year six
1nd1cates the h1ghest proportion of students working. Year

six students also work more hours a week.

Two-Year and Four-Year Schools. Students in two-year

schools are much more llkely to work than are students in
four-year programs, although the gap has closed slightly
since 1974. Students in- two-year schools worked more hours
than did those in four-year schools. . The gap has narrowed

since 1974.

Public or Private Control of Institutions. Students in
public. colleges work more than those 1n private schoois:
The difference was roughly the same in 1981 as 1974.

~Students in both sectors show an increase in the proportxon
working. Students in publlc colleges worked more hours in

1974 than did private school students. The dlfference had
almost disappeared in 1981. : .
3

where one lives; and not necessarily  to where one. goes to

Urban and Non-Urban. The data is organized accerding to

school. . There is very little difference reported for the

proportion of students work1ng or not working according to

whether or not they live in a metropolxtan area.< There is
no difference in the hours worked: ;

Region., In_ 1974 and 1981, students in the Northeast and
South were less likely to work than were those in other
regions. . The proportion working in the Northeast, however,
increased sharply between 1974 and 1981.

Sector. Worklng students were more likely to be employed

in the private sector Over 74 percent of the students

reported working in the private segtor while 23 percent

worked for the government. The remaining 2.5 percent
reported being self-employed.

5
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Analysis of Work Patterns: Between 1974 and 1981 student

work patterns; on an . lndastry basis, appear to have- been

relatively stable, with a few notable exceptions. Only two

\ industries altered their "market share" by more than two

percentage points: retail (up 2.7 percent to 36 percent)

and durable goods manufacturing down (2.6 percent to 2

percent). These shifts do not necessarily reflect any

fundamental reorientation in student work patterns,frather

the depressed state of the economy ‘was probably responsible

for the decrease in student work in durable goods
manufacturing and construction.

Student employment was; and is, highly concentrated in two

specific industries: retail trade and educ. tions These two

industries now account for approxxmateiy 62 percent of all

student employment (up 3:5 percent since 1974). Far beh;nd

these industries are hospitals (5.08 percent of student

employment) and the combined fields of finance; insurance

and real estate (3.55 percent). Several small fields

appear to have increased their student employment

considerably: other utilities, - medlcal and agriculture.

eonélusions

~ Students were more: likely toc work in 1981 than in 1974. This
would support the p051tlon that student aid has not repiaced '
students’ efforts to flnance their  own education. There nas Beem no
reduction in the hours worked weekly: Work continues to be a

The results indicate that the increases are in part due to an

increase in the rate of employment among those elements of the
student population that were less likely to work in 1974. For
example, there were increases amoﬁé women, blacks; lower income
stuaénts, four:year Soiiege students and private college éeuaéhté;
students worklpg in 1974 tended to remain roughly the same in 1981.
For example, males, whites graduate students, two-year college

students 4nd public college students either wed a minimal gain or

loss in the proporticn of students working.

- 56 -
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There are still large differences among the various populations
in terms of patterns of work. Students from wealthy families are
less likely to work than others. Working blacks are likely to work
more hours than white students yet, as a whole, are less likely to

likely to work than students in  their later academic years.
In general; there are reasonably consistent pattérns of work

between 1974 and 1981; and among the different divisions described

supplements their more formal classroom education.

Cooperative Education--A National Assessment--Executive Summary and

Commertary--This research was conducted by Applied Management

P T , - S S
Sciences for the National Commission for Coopérétlve Education.

76 Cooperatlve educatlon contrlbutes 81gn1f1cantlj to
the career preparation of students.

The findings showed that cooperatlve education contributes
to a more direct relatlonshlp between college major and
full-time after-graduation employment, and a more direct

relationship between current job and career plans.

o Cooperative education is a mechanlsm for student

:financial assistance.:

The large majority of students enrolled in cooperative
education programs are compensated for thelr work.
Therefore, for them coopérative education is an income
.producing activity. For the majority of students and
institutional personnel, however, the financial assistance
aspect of cooperative education was secondary toc its

‘educational advantages.

See Appendix C, "Cooperative Education == A National
Assesment” Executive Summary and Commentary.

o
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o Cooperative educatlon is cost-effective, for

students.

The net effect over a long perlod of t1me showed that the
financial returnsain relation to the costs expended are
greatest to an individual who goés to college, attends a
four-year institution and participates i a cooperative
education program. The greater cost-effectiveness of
cooperative education was further SubsStantiatéd by the
taxable income received by cooperative students,; the
shorter periods of unemployment. experlenced by its

g:aduates and the greater life- time earnings of its

graduates.

o0 Cooperative educatlon is cost- effectlve for
emplc 2rs.
Overall, the additional costs experienced by employers in
hiring cooperative students as against regular employees
were modest. Wage, fringe benefits,s supervisory and
training costs, and union negotiating costs were
essentially the same for both cooperatlve students and
regular employees. L

o Title IV-D of the ngher Education Act has made a
s*gnlflcant contribution to the national expansion of
cooperative education.

Since the first grants were awarded upder Title IV-D in
1970, approximatesly 700 programs have been planned,

implementéed, stréngthéneéd or éxpanded as a résult of Title
IV-D, now Title VIII, grants.

The Effects of Phasing Out Social Security Student éénéfitéf‘

This research was conducted by David Paul R?sen & Associates.

In August 1981, the Omnibus Budget Reconciliation Act was
signed into law which, among other things, phased out the Old Age,
Survivors and Disability Insurance (OASDI) student benefit program
under the Social Security Act. OASDI program cost estimate for
fiscal year 1981 ranged from $2 billion to $2.4 billion, enrolling
as many as one million students. Pell Grants by ééﬁééfison provided
$2.4 billion in cash assistance to approximately 2.7 million

_students in 1980-81.
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This paper attempts, with the ava lable data and their
limitations, to specify the consequences of phasing ou® the program.

As of May 1, 1982, no new beneficiarjes will be added to

the program. Those receiving benefits prior to September
1981 may continue to do so until their twenty-second

birthday, their graduation, or April 1985, whichever comes
first. They must maintain full-time enrollment. Benefits
for current recipients will be sharply reduced in four ways.
This will mean that a student receiving the average 1980

annua. benefit of $3,072 will lose $1,024 through loss of

summer benefits and have his or her 1982 payment reduced by

another $512 as a 25 Percent reduction: This represents a
total loss of at least $1,536 or 50 percent of the prior
year's benefit.

Families with more than two dependent beneficiaries (about

250,000} are likely to maintain their overall grant,
despite_the loss of social security benefits to

‘18-to-22-year-old student members of the family.

as student aid in 1982-83. Those attending lower cost

schools 'will lose a higher proportion of their Pell Grant
as a result of this change:

One key issue of difference among analysts is the increase

in Pell Grants needed to absorb increased demand for that

program from the disinherited OASDI population. There
exists substantial confusion over how much current

OASDI/Pell Grant recipients will have their Pell Grants
increased. For those students nlready at the maximum Pell

Grant level, the loss of OASDI benefits cannot be replaced

at all. However, the larger budget question is how much
money will be needed to replace lost OASDI support for

current and newly eligible Title IV recipients.

While at least $1 billion in savings from eliminating OASDI
Student benefits was projected by the Reagan administration
'in fiscal year 1982; revised administration requests for an

increase in Pell Grants to accommodate students formerly

eligible for OASDI totaled $56 million for that year. The

$2.225 billion in savings in fiscal 1985 projected by the
administration was placed with a request to increase Pell
Grants $100 million.

ol
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While the U.S. General Accountlng Office in August 1979

estimated the cost to student financial aid programs to

have an increased demand of $288 million;: they suppilied no
data to support this- amoant. :

Estlmatlng true cos8t in Pell Grants to replace lost social

security student benefits for low income students is

complicated by poor available data; the complex1ty of the

programs' interaction; and the recent change in the
treatment of OASDI benefits in Pell Grants.

Conclu81ons

o Phasing out social security student benefits results in
sharp reductions for current beneficiaries. |

o Ebr current OASDI/Péll Grant rééipiéﬁts; the loss of 50
percent to 83 percent of the social security benefit between 1982
and 1985 will qualify the student for a significantly higher Pell
érént.

o Low income OASDI student beneficiaries who formerly did not
qualify for Pell Grants will become newly eligible for that program

as they lose their social SeCUfity supports

o Low xncome high school students who have iost the future N
support of OASDI_stgden; benefits will qualify for larger Pell
Grants than they would have in combination with OASDI support:

Stuay of the Cost to Borrowers of Pa’i—ticipa'éiiq in the ,caaianzeed”’"”

Company.

The objective of this study @ to identify the cost to % typi-
cal borrower of participating in the Guaranteed Student Loan (GSL) k
program. The approach to this study includéd the development and
analysis of several automated models that calculated total borrower

costs under various scenarios.
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obtaining and repaying a student ioan:
The major f£indings of the coSt to a borrower to participate

in the GSL program are: :
o_ Student borrowers under the GSL program usually pay

in real terms (adjusted for inflation) an effective ,
interest rate of close to zero or, in many cases, less than

zero. This occurs because:

~-All payment of principal and interest is delayed

until after the student leaves school; and
When rer begins, the interest rate paid by the
borrower is below market rate. o

--When repayment be

The difference between what the student pays and what the

lender demands for the capital is the total federal subsidy
(for example, the in-school interest subsidy and special
allowance) . .

77777 © Borrowers who hold loans for longer periods of time

before entering repayment are able to realize more of an
advantage than borrowers who enter repayment more quickly.
o PLUS loans do not have the same advantages for
borrowers as do student loans. This observation is based
on_the fact that PLUS loans usually énter repayment .
immediately and; as a result, do not enjoy any benefits

from the federal interest subsidy.

© o 1In the absence of inflation, two student loans for
- the same amount; with the same interest rate and the same
repayment period, require the borrower to pay approximateily

the same éﬁégﬁgiigrpgéggibal and interest, regardless of
spective in-school, dgrace, and

the length of their

deferment periods:

. ... © Borrowers who can delay the start of repayment
‘while receiving the federal interest subsidy have ‘a major

incentive to borrow:

o This analysis assumes a relatively low rate of

expected inflation in comparison to the average rate over
the last several years. At higher rates of inflation the
incentive to borrow to finance education is increéased given
that the interest rate to the borrower under the GSL )
program is fixed at below market rates. (9% for students and
12% for parents) and subsidized by the federal government:
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for student loans than for PLUS loans. Furthermore,

student loans with 1onger ;n schooll grace, and deferment

(subsidized) periods cost the federal government more than

student loans with shorter subsidized periods.

o The total federal subsidy (for example, interest

subsidy and special allowance) is structured to provide the

most benefit to student borrowers:

3
&

--Attendlng high cost institutions (nequlrlng the

maximum allowable amount to be borrowed) ;

--Attending ‘Four year institutions (as opposed to two

year institutions); and

--Acguiring post-graduate educations (w1§h associated
deferments)

amount is borrowed and repayment is delayed as long as
possible:

0 PLUS loans are a much more costly method of

financing postsecondary education than GSL student loans.

The costliness of the PLUS loans is a result of the higher

interest rate on the PLUS loans and the fact that PLUS
loans are ineligible for federal inteérest sub81dy.

o The in-school subsidy is the cr1t1cal factor as to
whether it is rational to borrow. Whileé in-school
subsidies - are available, it is the borrower's advantage to

borrow as much as possible,: as early as poséible.

© As structured; the GSL program for students

presents a paradox in that student borrowers who undertake

an extended education:
--Pay less in real terms for the borrowed capital;

--Cost the federal government more in subsidy

payments; and yet

--Receive the greatest potential benefit (for

instance, higher lifetime earnings) from their
education:

Limitations: This study does not quantify the actual

"burden" placed upon a typlcal borrower.

il
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Study of the Cost and Flows of éapitai in thé Guaranteed Student

The approach to this study included the review and analysis

of existing research on the subject of student loan

capital, as well as original data collection and anaiys15,

In addition, several automated cost models are developed to
test assumptions and project future costs. The

observations and conclusions of this study are divided into
three areas:

Identification of capital flows:;

Identification of federal costs; and

Analysis of federal costs:

Identification of Capital Flows

- o Most of the avaxlable literature on the cost of the

GSL program is short-term policy oriented: The focus is on

the relationship of interest rates to current federal

appropriations. The future federal cost implications of

nz:w current loan disbursements are generally not addressed:

o The major roles of the key Instltutlons involved in
the prodgdram are as follows:

Private lenders——primary source of capital; motivated

by loan yield, security (for example, guarantee), and
community service.

Federal government--funds the ’ program- ‘primary chp 1s'

as reinsure loans guaranteed by states:

State direct lenders and secondary markets--providz

capital tirough issuance of tax-exempt bonds; role i:

to provide iiqUIdity to the program and ensure that

the full demand “or student loan cap1tal is met.

private educational ihStitutlons-—lln1te§7gumber

function as direct lenders, provide limited

admxnlstratlve services ‘to lenders and guarantee
agencies.
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Student Loan Marketing Association--provides liquidity
to the program by. purchasing, loans; largest ownér of
. student loans.

Underwriters--assist to raise public capital; receive
a fee for providing this service:

. © In the early 1980s, certain trends have become
evident which affect the institutional roles and

responsibilities in the GSL programs:

--The roie of the states has become predominant in
program administration relative to the federal

-<The GSL program is successful: The various
institutions involved have appropriate incentives to
participate. ,

Identification of Federal Costs

o The GSL program imposes substantial costs on the

federal government. These costs include costs directly

assignable to the GSL program (for example, .direct costs)
and those incurred because of the GSL program but not
directly assignable to the program (for example, indirect
costs) .

o The direct costs (in order of FY 82 magnitude) are:

Special allowance;

Federal interest subsidy;

Federal reinsurance;

FISL insurance;

Federal advances; and

Penalty interest.

o The indirect costs (in order of FY 82 magnitudé)

Szi .
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o Receipts from the GSL program which offset costs
include: (in order of FY 82 magnitude)
Origination fees;
Collections on defaulted loans;

Special allowancé reédiiction in loans financed with
tax-exempt bonds; and

FISL insurance premiums.

Analysis of Federdl Costs

o The federal government has committed itself to a
significant stream of future payments as a resuilt of the
$6.2 kiliion of new GSL loans disbursed in FY 82.

e cumulative future payments for the new FY .82 .

G are eshtimated to be $2:.9 to $3:6 biltion

{1 «* for thaz time value of money). This is

ag t %0 47¢ tc 59¢ of each dollar loaned. 1In other
: sproximately $2 of capltal is generated for every

$1 ederai cost. )

e The most significant components of the payment

stream are: the special allowance and the in-school

subsidy. These two combined amount to between 72% and 77.

aof the total program outlays.

o The next most s19n1f1cant component is reinsurance

(16% to 19% of total payments).: * All other direct and

indirect costs only account for 7% to 9% of the total
program outiays. ‘ .

o While there are revenues to of fset payments (for

example; collections; etc:); these cffsets are not as

significant (for example; the cumulative total of all
offsets equals approximately 15% of total program outlays) .

6 The most significant unknowns affecting future
payments are: (a) interest rates (for example, Treasury

bill rates) and (b) the average loan lives in the

portfoXio. These factors have a major impact on spec1al
allowance and interest subsidy respectively.

o The future federal costs of the GSL program must bet
adjusted for inflation to estimate real costs (for example,
expressed in current dollars). The effect of inflation is
to reduce. the real cost of the FY 82 loans to between $2.6
billion and $2.7 billion. %his IS equivalent to 42¢ to 44¢

for each dollar loaned.
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This proyidéé a real multiplier of 2.3 - 2.4:1 (for
example, for every dollar of real federal cost, $2.30 to
" $2.40 of loans are made avaitable).

_ _0_ Because a major portion of federal expenditures for
the GSL program are used to cover commitments on loans made
in past years, it is extremely difficult to reduce program
costs in the short term.

0 Because a loan program provides leverage (for
example, more than one dollar of capital is generated for
each federal dollar spent); it delivers more capital to
students than would a grant program. There is no doubt the

' GSL program provides more total student loan capital than
would a grant progtam‘with equal annual outlays. However,

this advaritage can be overstated when only the current year
is examined. ' This true multiplier effect in real terms and

when all future obligations are taken into account is
approximately 2:1.

o The GSL program provides a siguificant capability

to provide capital now and pay later. Both the borrower
and the federal government assume an obligation for future
. payments.
Conclusions’ .
!

The GSL program is a very successful mechanism to deliver

credit as a source of funds for student financial assistance. As a
assistance, the program generates approximately $2 for every $1 of
cost to the federal government. Also, the various instituiions
involved have appropriate incentives to participate, though the
price of the program's success has been paid by large federal

expénditures.%

3Touche Ross & Company; "Study of the Cost and Flows of _

Capital in the Guaranteed Student Loan Program" (Washington, D.C.:
National Commission on Student Financial Assistance, 1983), p. 2.
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The primary costs of the GSL program aré very sSusceptible to

economic conditions. Inflation greatly affects the benefit of the

‘GSL to borrowers. Higher levels of inflation make borrowing through

the GSL program more éEEféétive;4 Also, federal costs increase
considerably with a higher treasury=bill raté. For instanca, every
one percent increase in the treasury-bill rate increases the cost to
the federal government between $250 million and $300 million.> o

Contrary to public perception, payments to cover defaults LJ/
account for a relatively small share of fédéréi 651igaﬁiéﬁ§ ander
the GSL program. By far the greatest cost variable (speciai
allowance) goes to assure lenders something approximating a market
return on the loans. 'In 1982, thé special allowance paid to lenders
plus.the in-school int&rest subsidy the government paid on behalf of
students accounted for about 75 percent of future butlaYSav

Large-scale, short-term costs reductions are virftually ruled
out by the fact that oveér 90 percént of current annual prograik Costs
are dictated by obligations on lcans made in prior years:

The focus on any réform should be on achieving effective

longer-term cost controls.’

i 4pavid A. Longanecker, "Testimony before the National
Commission on Student Financial Aé$istanCe," April 4, 1983, p. 5.

5Gladieux, "Testimony,” p. 3.
61bid.
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This does not suggest that middle income families do not need
assistance to attend postsecondary institutions. They do not néed
larger effective subsidies than do poorer students. .

Guaranty Agency Questionnai:e

. Identifying Lender Restrictions

to assess the extent to which guaranty agencies, lendeérs arnd state
secondary markets impose restrictions on GSL borrowing which go

The survey was conducted to learn the perspectives of guaranty
agency directors on the scope of this issue. Agency directors' were

asked for their best estimation of the proportion of certain

restrictions imposed by lenders. The responses do not reflect tre

Of the 56 questicnaires s&nt to guaranty agencies, 53 were
returned.

Commercial Lenders (see Figure 9) i

For:y-nine agencies reported using commercial lenders. The
three most often-cited restrictions were:

o The most common restriction imposed by commercial lenders
was the requirement of a previous customer relationship.

A large majority (37) of agencies reportéd having between 25

previous customer relationship before théy would make a loan.

Six agencies reported having between 5 percent and 24 percent

£ ? by
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FIGURE

COMHERCIAL LENDERS' RESTRICTIONS

Requlre a previous customer relatlonshlp before maklng a loan
Require a 0051gner before maklng a loan,

Require a m1n1mum~dep051t on account before making a loar.
Linit agqregate loan amonnts to undergraduates.

Linit aggregate loan amounts to gradnate students

Lénd only to gradoate/profe551ona1 school students.

Restr;ct forns £o borrowers in the second or a latér year
of their academic programs.

Restrict borrowing to "larger balance" ($2 000 and up) annual
luans of woi't make "§mall balance" loans.

Will not nake loans to Studénts plannlng to enroll in less-
than-four- -year programs

Will not nake loans to students piannlng to enroll in less-
than-two- -year prograns.

Will not make loans to stndents who plan to enroll 1n schools
in another state. _ i

L4
}

Will not make loans to students attendlng propr.etary bnszness,

trade and technical schools.

Will not 16iid to out=of- state students attendlng schools 'n
youy ¢ state,

Percentages of restrictions
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of their commercial lenders impoS§ing this réétriction; while 5
agencies reportéed that virtually no commercial lenders required a
pre;ious relationship. One agency reported that nearly aiil
commercial ienders require a previous customer relationship.

o The éecond most common restriction by commercial lenders was

échoois in their state. -

Twenty four agencies reported h=v1ng between 25 percent and

89 percent of their commercial lenders imposing this restriction.

Thirteen agencies reported virtually no out-of=state student
restrictions,; while 8 agencies reported that a small minority,

between 5 percent and 24 percent;, of their commercial lenders

;mposéd this restriction: Five agencies reported that virtuzlly all
of their commercial lenders imposed this restriction.

o The third most commonly reported restiisntion by commeércias
lenders was Imposed on students planninglto enrol. iu
less-than-two- year programs. 7

While 30 agencies *eported that almost no lenders 1mp0sed this

restrxctIon, 13 reported that between 5 percent and 24 percent of

commercxai lenders restr1cted borrowing, 10 reported that 25 percent

commercial lenders imposed this. restr1ct10n. One agency‘reportéd

that lenders will not ‘lend to borrowers attenainé'trade and -

technical schools that offer a specific type of training.

¥
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Direct Lenders (see Figure 10)

Thirteen agencies reportéd using aité¢E 1éﬁséf§; These ‘
agencies noted that the most common restiction iﬁ@égéa on borrowers
was' the unwillingness of ﬁgrect ieéndérs to iend to out-of-state
students attending schools in their state.

Five agencies reported that virtu&&iy all of their direct
lenders impose this restriction, one agency reported that between
75 percent and 89 éércent of their direct lenders impose this
restriction; one agéercy réported that between 25 ﬁé;cént and
49 percent of their diréct lenders, and § é§éﬁéiéé reported that
virtually none of their direct leﬂdééé imposed this restriction.

Secondary Markéts

‘Of the 24 agencies that reported operating a secondary market,

7 reported imposing certain restrictions. Of these, 2 réquire a

minimum balance of $1,000 on loans they will purchase, 2 will not
purchasé loans made to students from 66E-6f-§t$te;institutioné, one
will not purchase loans from borrowers from institutions with
certain default rates, and one will not purchase loans made to
out-of-state borrowers. One agency requires a $3,500 minimum
averageé balance on loan portfolios, and will rst purchase loans made
to borrowérs who have moved out of the ﬁérket‘aréé, féiiéé to
respond to written inquiry, have deferments, and aré graduate
students;

énéréntgiAgehciqg

Cf the 53 agencies that responded to the giestionnaire, 17

réported that they imposé restrictions on GSLs which go beéyond
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'~\ , FIGURE 10

: DIRECT LENDERS' RESTRICTIONS

058 258 5D4- 753
0ou T gy
A Requiré 4 PIEViOUS Customer relationship before making a loan. 11 & ¢ ¢ ¢
B Require a cosigner beforé Aaking a loan. R S N R
¢ Require a mininum deposit on account before making a loan. L0 0 0 o
.- D Linit acgregate loan amounts to undergraduates. 0 0 0 0 0
E Linit aggregate loan amounts to graduate students. 0 0 0 0 9
F Lend only to qraduate/professional school students. L0 8 0 g
. N
G Reétrict_ioans_td_bprtb@éts in the second or a later year )
of their academic)prograns: 0 0 0 o0
H Restrict borrowing to "larger balance” (§2,000 and up) annual . ]
| loans or won't make "small balance" loans. 10 0 0 o
T Will fot meke oans to students planning to entoll in less- . |
’ than-four-year prograns. 0 00 9
- J Will not make loans to students planning to enroll in less- B
‘than-two-year programs. 10 0 0 0
K Will not make loans to students who plan to enroll in schools _
in another state; 70 0 0 0
L Will not nake toans to studerts attending proprictary business, N -
trade and technical school:. 10 0 1 0 o0
M Will not lend to out-of-state students attending schoots in _ o
= . your state; “ & 0 1 0 1
14 - I _
Q 1 ank a6 Mardar nf 1sch vaansbM Frne skic ents, £
_E[{l(;jL§g§_§§J_1gerr of last resort" for studen 5 0 1 0 0

N

Perceitades of Restrictions

.' 'Full Text Provided
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federal regulations. Seven agencies will not loan to borrowers from
correspondence schools; three will not loan to part-time students,

two will loan only to state residents though one of these states has
an agreement with an out-of-state lerder to provide loans to
out-of-state students, one will not loan to borrowers under 31 years
of age, one will not loan to theological institutions; one will not

loan to students with less than a "C" average, one requires the
’

undergraduats and graduate students to one-half of the maximum loan
amount of either $2,500 or $5,000 per grade level; allows only
students who are enrolled in épécific five-year programs to receive
a "fifth year" loan, and réquires that after initial borrowing a
student must progress to a higher academic grade 1é6é1 before
receiving an additional loan.

Lenders of Last ResSort

In response to the question, "Do potential GSLP borrowers in
your state have sufficient accéss to 'Lenders of Last Resort' so
that the restrictions imposed by lender and/or secondary markets
represent no major probiém?“, 29 &agencies answered "Yes,
definetely;" 20 égénéies answered i'Yééﬂ, basicéllf no significant -

problems in access in our Staté,"” 2 agencies answered "No, access to

——

Discrimination--This research was conducted by Touche Ross & Company.

Current information available on lender discrimination, though
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anecdotal, suggests that the discrimination which exists, is

primarily academic in nature rather than racial. 1In other words,
those students having difficulty securing a GSL from a lending
institution are usually frééhiﬁen.m students who attend propriatary
institutions. Another type of discrimination, though véfy difficult
to quantify, is the subtle discriminat‘ibn:égainst low income
students who have no prior experience or dealings w1th banks.
Information from Comm1531on hearings shows that low income etudents,
often the least sophisticated in dealing with banking institutions,
haye the greatest difficulty in Obtaining GSLs.

' The purpose of this Study was to determine if &néntitétivevdata
on lender discrimination could be gathered by anaiysxng existlng

borrower data from lenders of last resort. Unfortunately, as the

- findings from this study show, information,avaiia51é from lenders of

last resort is inadequate to draw any conclusions. However;

appropriate information could be collected, making it possible to
gather this information® at a latér time. . ' ?;;j
g - 7 7 | e

This study was.conducted by interviewing individuals from .the
Department of. Education, guaranty agenciés and lenders: Information

v

was obtained on lénder of last reSort programs,; the demographic data

they collect and the reasons for thé use of last resort lenders.

0’ States vary substantially in their approach to

ensuring that there is always a souréerof capital (for
example, lender of last resort) available for borrowers.

Some states have: .

addition to the commercial lenders (for example,
Virginia, Minnésota, and Wyoming).: These states
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provide loans to borrowers who are denied loans by
commercial lenders: state agency or Private
non-profit organizations use this approach.

Commerical lenders exclusively in the state (for
example, Massachusetts, California, and Illinois): 1In
this _instance, some of the lenders will have an "open
door" policy.; :

Direct lenders in the state with comméerciai lenders
Serving as lenders of last resort (for example, North
Carolina). ‘ :

United Student Aid Fund, Inc. (USAF). USAF will serve
as a _guarantor of last resort and guarantee the loan
and find lenders. 1In addition, USAF sérves as

guarantor for several states:

o  The type of demographic data available on borrowers
is limited in scope. ‘ )

s

Some data items are commonly captured across ail
states: This information is needed for the guarantee

and identifying and locating borrowers: Examples of
the data collected are: address, state of residency,

birth date; U.S. citizenship Status, adjusted gross’

income; school; grade level, and others.

Although other key data items are not generaliy

collected, the Equal Credit Opportunity Act prohibits
lender discrimination on the basis of sex; marital
status, and race. In addition, the Student Loan

Marketing Association (SLMA) is prohibited frcm doing
business with certain lenders who have restrictive
regulations against student borrowers. ;

o Reasons for borrcwers uSing ién@é@% of last resort
are seldom documented; howevéer, the Primary reason stated
by respondents is that the borrower does not have an

account relationship with a commercial lender.

Onl: the respondents from the New Jersey Higher
Eaucation Assistancé Authority indicated that they

maintain records on borrowers who use the lender of
last resort. In ordér to réceive a loan from the 7
lender of last resort ih New Jersey,; the borrower must
'be der =d a loan from three lenders. These denials
are documented on a standard form. The reason cited
most often for using a lénder of last resort was lack
-of an account with a commercial lender; the second

reason was default on a preévious loan.

-'q :”/
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o It is fea3iu.2 to identify borrowers who use
lenc:irs =i last v~.~, - Where there are separate _ -
organ..zations fo»x -~his purpose; however, it-is, for all
practical purpcses, impossible where commercial lenders are
involved. .

borrowers who have used a lender of last resorts
- USAF files for borrowers who obtain their guarantee

and use their lender could be used. Commercial Iender

files contain records of ail ;ypes of borrowers; but

lenders of last resort borrowers.are not identified:

o In states that have set up lenders of last resort,

analysis of demographic data may not show any striking

patterns or there may not be enough data to analyze. This
is because: :

The volume of lend»ngrxs either very large (for

example, 50 percent) or extremely small (for example,

:.Ol percent) Or non-existent.

In the hlgh volume states, an analysis may not show

ang str1k1ng patterns because borrowers have ready

access to lenders of last resort. This usually occurs

in states where a denial letter is requirei only for

the first ioan and denial 1etters for subsequent loans

are not requlreﬁ.

In low volume states, there may ﬁé* ge enough data to

analyze (approxtmatel? 11 out . ;900 porrowers

this year in New Jersey).

Conclusion

An analysis of the demographic data on borrowers who usa
leriders of last resort is feasible in a limited sense;, but may not
provide ﬁﬁé Commission with useful inéigﬁﬁé into lender
discrimination patterns. '

The analysis is feasible in those states that have set up

separate organizations that functlon as lenders of last resost.
Currently, there are ten states (Arkansas; Colorado, Georgia,
Kentucky; Michigan; Minnesota, Oklahoma, Texas, Virginia, and
Wisconsin) and USAF who are candidates for such a study.

.” -
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These ten statés compriSe approximately 18 percent of the national
GSLP loan volume. '

Theé analysis may not provide useful insights into lender
discrimination because the ¢ ‘se of access to lenders. of last resort

\

may result in borrowers with same demographlcs as general borrower

population:

Resolving the Contradictions of Federal bPublic Assistance and

College Opportunity Policies--This research was conducted by David

Paul Rosen & Associates.
This study explains how public assistance programs create

berrlers which prevent low income citizens from attendlng college
and makes recommendations to resolve these contradictions. The
study discusses how these barriers perpetuate dependence on benefit
payments, discourage self-sufficiencv and drain national resources.
The federal puklic assistanoe programs analyzed are: |
. Aid to Families with Dependent Children (AFDC)

Social Security Student Benefits

Food Stamps

Medicaid

Public ﬁouéing

Unemployment Insurance

Currently, complementary publlc assistance and college-
opportunity policies do not provide adequate financial
resources to low income individuals for both Subsistence.
expenses and expenses for attendance at a college of their
choice. Public assistance policy, which in many ways
reduces financial resources available to such citizens upon
thelr enrollment in college&, makes it f1nanc1ally near’

impossible to attend.

Su
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A $100 net increase in the cost of college is accompanied

by a 1 percent to 3 perceht decline in enrollweri: rates of

low income and moderate income individuals, = =n lqy income
students harder hit. ‘ As(f
There is a lack of coherent purpose in the wide variety of

federal public assistance programs. Aldfto Families with

Dependent Children and Food Stamps are income transfer

programs intended to provide the poor with a modicum of

financial subsistence. Medicaid and public housing provide

income transfer payments of another sort, in the form of

subsidies for health care and sheilter. Unemployment

Insurance provides cash payments on premiums paid by )

workers when. they experience ,involuntary unemployment. A

‘host of empIOYment and training programs, culminating most

recently in the Comprehen31 e Employment and_Training Act
(CETA) and now replaced by, /the Job Tralnlng Partnership Act
of 1982 provide alternatiye forms of  income maintenance to
low-lncome, unemployed cutlzens, subsidizing. wages,
training stipends and activities. Vocational )
rehabilitation programs, /provide education, tralnlng,
nedical and rehabilitative services to disabled citizens.
and Social Securlty provides dlsablllty insurance payments
to those unable to work, as well as benefits to the

children of deceased, retired or disabled parents.

:Each of these programs has dlfferent ellglblllty crlterla,

levels of payment or service dellvery, and federal-state
administrative partnerships and agencies. There exists no
federal or state mechanism to assure coordination of

" benefits, to avoid duplication or to prevent undér<awards.

Furthermore, the integration of public assistance programs
with student financial aid often contradicts the federal
commitment to assuring the poor‘flnanc1al accéss to college.

Specifically, the study found the following facts and
contradictions as they relate to college opportunity:

Aid to_ Families with. ﬁependent4Ch4ldzen_AEDc Eighteen-to-
21 year-old recipients are no longer eligible for AFDC
benefits. 1In 1979, the 193,000 student dependents had
average losses of $1,195 per year.

Parents w1th chlldren under six are reguired tc be home
except for "only brief and 1nfrequent absénces." They are
otherwise required to register for work. Such a provision

will prevent many welfare parents, mainly single mothers,

from attending college. HEW [the Department of Health
Education and Welfare] reported that 1n71977, 112,000 AFDC

mothers were attending school or job training; 93,000 in
1979. ! '

8i



For ewampleL the roughly 200,000 18-to-20-year-olu st:dents
eliminated from AFDC support by the 1981 Omnlous Bujg t

Reconciliation Act lost their Medicaid support as well.

Some college students will retain Lhélr ‘toverage if they

maintain high medical ccsts and are in one of the 29

states, or the District of Columbia, that provide this

care. Others with ordinary medical expenses,; as well &as

those not residing in these states will not retain coverage.

Food éramos. Food Stamps; a 100 percent federally fun .ed

program, have long excluded college studentq from

eligi blllty, with few exceptions. As few as 47,000

students attending college may receive food stamps.

Recipients who enroll in college stand to lose an annual
food subsidy of $432.

- - - ; oo - - - -
Unemployment Insurance.: Since October 1981, 20 states have
limited unemployment insurance payments to otherwise

eligible recipients who enrolled in college, making it

difficult for unemployed citizens in néed of retralnlng or

reeducation to attain the school: ng they need for a new
skitl.

Public Housihg. Recent changes in public housing

eligibtlity have adversely affected publlc housing

residents attending college. The earnlngs dlsregard and

the $300 annual deductionrfor fuil-time students that had

helped to determine rent payments for assisted housing
programs was eliminated:

Conclusions

Public polizy goals have - °dly called for ‘less- .g the
rellance of the poor 55 public assistance programs by de eloi .ng
recipients' capacity for economic self- :fficiency. And while it
would seem a natural Strategy to ally puslic assistance with
postseécondary education opportunities, no such coherent state or
federal policy has vet emerged. On the contrary, conflicting
purposes and .rocedurcs of pubiic assistance programs produce
disincentives for the poor who s. .k to achieve self-sufficiency
through #ducation. Such disincencives frustrate the efforts of low
lncomé citizens tc achieve productive careers: They perpetua*~

ciependénce on public assistance payments.

8



They result i~ increased govurnment spernc 1¢ on entitlement

1

programs; while simuitaneously depriv*ng citizens of an earned

income and the government of increased tax revenue: Barriers to
college enrollment created by these disincentives penalize rue poor
by either reducing or categorically eliminating benefits upon
college enrollment. y
Furtuer examination needs to be made to see to what extent

siudent aid programs are meeting the needs discussed in this paper.

PUBL:C COMMENTS .

The comments below are from witnesses' testimony at Sources of
runds Subcommittee hearings.

- Charla egsaundggsfgblzecinglﬁnﬂeanent,Relatlgnsr _Amer ican

Council on Education, subcomiittee hearing, Chicago.

In che mid-1950s only 45 perzenc of tne top third of high

School senior:« planned To rtend college. Onl] 13 percent
nf 18-to-24-year-olds attended ‘college 'in those davs:
Womén constltufed 35 percant of college enrollments, blacks

6 percent, and only 20 percent of college enrollments were

from other than the traditional 18-to-24- year-old age Jroup.
No federal studernt assistance was offered and very few
scholarship proJrams were,avallahle. Man] 1nst1tutlons had
no student ziv .iograms whatsoever: and w1th very few
notable except:iuns, there were- almost no state financial
aid progrars-:

Today, higher education envllments are much more
representative of the gene.al population. Fifty-two
percent are womern, 10 percent are blacks. Some 26 percent
of 18-to-24- jeap-olds are enrolled, double the percerntage
of 25 years ago. And students over the traditional college

- - J

ages now make up 35 percent of undergraduate enrollments.

.




Those high- ‘ability; low ipcome students who had a 42

percent charce oz attendlng college in 1961 nad seen the,
odds raised to 62 percent by 1972; and while accurate data

is not yet available on the high school class of 1980, it

is known that 73 percent of those high-ability, low income

students in that class expected to attend college.

The national policy of encouraging college attendance has

significantly helped create a perception that higher
education is attdinable to every person who is quallflpd

ance 1980, aithJugh fundlng of the major st Innt le

p:ograms has held steady, 1nflat10n has actually dr,rea ~d
aid by about $150 million. In terms of constant dollars;

federal aid for those programs nh3s declined by 23 percent.
If you factor in the decline of social security and
veterans educational benefits--the attual decline amounts

to 32 percent.

Dr. Arnold ™Mitchem, Executive Director, National Council of

Educa ~ional ijortu‘d 7 Assoc1at10ns, Subccommittee hearing, Chicago.
With respect “¢ access, financial aid in and of itself is
necessary bLc ”ot fz*flclent to assure equal educational
opportunit "o e Ality to expand educational
opportuni .. - “nﬁ the current participation rates of
certain gLLtro 1r: volleges is affected by "structural
‘negualities” not addressed_by Jdent Tipdancial aid.

These "structural 1i1nequ.:lities" are add:essed by TRIO
programs in relation to collede retention and completlon,
‘For example, rural 1solac1on,71nj1v1dua1s who reside in an

area ~nere the dominan: language is not Engllsh poor
academic preparatizn and lack of peer and family SUppoOitT.

More needs to be done .n this whole area of giving gr:eater
attention to support services for ‘lisadvantaged populitions.

There 1S an overrepresentat;un of lowc ncome and- mlnorltj
students in two-vedr colleges. Between 1974 and 1920 the
enrollment at two-year school;flncreased by 99 percent,
whereas the «:it- Llment of students at four-year
institutions increased by about l2 percent. Accor dlrglJ 2
black student is about 20 percent more likely and &

Hispanic 1s about 60 percent more likely than a whits
student to ernroll in a two-year college.

Thus, for low 1ncomo populationa and certaln mlnorlt/

populations, it appears that financial ai id has onlv be-n a

marginal factor in choice, and that 1f we are to have s

equal distribution of poor and minority students 1n all

e




institutions;, there is a need “or more of the TRIO-typé
services of information, counseling, remedial work and so
on. ' »

Theé five TRIO programs are student assistance programs
authorized under Title IV of the Figher 'ducation Act of
1965. Since 1966 when tie first f these programs, Talent

Search; went into operation, they have served over 3

million students at a cost of slightly over one billion
dollars. Presently 1,300 hundred TRIO programs are serving

over 5£0,000 students.

The five TREO orogrul, serve as a mechanism tongVé the

poor and mis: © -s into the middle class. Talent Search

projects pro. - jouth the info:matiun they néed to taks
advantage of; lno choose among, college oppocrtunities.

PrOJect staff encourage students during the admissions

process and duxfng thg peLlOd while theéy await notification

regarding financial ald awards. Talent,oearch counseslors

also assist crudents and their parents in completing

financial aid forms: Talent Search works to minimize the
problems which result from insufficient counselors in high

schoals: Educational Opportunity Cénters (EOCS) provide

the same t/pe of service as dces Talent CgétCh but focus
on adults: Awong thelr target populations are persons on

welfare and persons who are unemployed or underenployed.

Upward Bound and Special Services proaectsl when ~smpared

to these two ac.es= programs, focus not only on providing
information to stuu-~nts, but also Upch :mprov-.:.g the
quality ¢f the education which théy r# eive. Upward Bound
concentrates on ‘“he problem of académic underpreparednes

at the high school level by providing supplementary
lnstructlor and counsellng to low-income nigh school
students Juring sumier sSessions on college campuses and
academic year classes. Its intent is te reduce disparities
in hlgh school graduation rates, to,prov1de,stwdertu

—eallstlc expectatn ons regdrding college and to pra.ace

them to com: when thev do enroll.

By law,rtWP of the students sérved by these programs
are regqulr: from families where neither parent has
received a &L .aureate and their totdl tarable incone IS

less than 150 percent of the povérty level.

The appropriation lével fcr the TRIO orograms in fiscal
vear 1982 was $150.2 million. It is estimated that this
served approximately 500,000 students which represents
approximately 3 percent of all eligible recipients.
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Mr. Dan Hall, Dean of Admissions and Aid, University of Chicago,

subcommittee hearing, Chicago-:
L student aid dollars are to serve their in-ended purpose
educational opportunity for all citizens) then two things

:re needed: information and timely notification.

tudents need to know early in their high school caréeérs
and earlier than that if possible) that college iz a
ossibility for them. Mlddle income students know it

_lready; they have known it from childhood, although their
camilies have increasing doubts about how to put the money
together.

If iék\iﬁééﬁé students also knew that collée:& was possible
for them from the time they were small chlldren,,the change

in behavioral pattern for students from the ghetto could be
extraordinary. We could break the horrible cycle of

poverty: But low income students have more doubts todav

about their ablilty to go to college than they did a decade
ago:

Actual and rumo:ed reductions in federal student aid
programs, the increasingly late timetable on campus- -based
éwards,,appl;catlon procedures and eligibiliity criteria are
all contributing to a widespread miSconceéeption that there
is no help available.

But the federal government is unw1lllng to spenu money for
information to encourage students to S€ek a higher

education:

ification has to become a key component of hlgher

Timely noci

ed1Cat on policy.

Tne timir: of financial aid availabilit - rectly affects
whether stud(.:s hzse the choice ©f goi, r .. a private.

college or state supported institution; and theé significant
decrease in first-year students at privaté collages this
7ear 1s directly relat>d to the probléms of th.s Ffinancial
aid delivery system.

EVéﬁ 0f more concern, are the students who are completely
left out of the ¢,;stem. They are totally bewildered by the
mae of regulatlons, have the least Sophisticated parents

ind come from schools tnat have the least capability of
zolleqe counsellrﬂ; These students, if théx have thought
abOJt college, se:tle for two-year bOLleges.

The irrortance Hf earty itnformation is already recognized

in the 1980 Higzher Education Amendments; but the money to
implement has bDeen redirected to the goal of creating a

perfectly efficient and thoroughly error-free systo_m.




A national goal of conveying financial aid 1nformat10n to

students a year earlier for the next sevéen years should be

established, so by 1990 every student starting junior hlgh
school will be focused towards the idea of prewvaring for

_education or training after high school.

Special attention should be made to get thisS méssage across
to low income and minority studénts.
The mechanisms for timely notlflcatlon are already theze.

The] do not need %o be createéd. No laws aré needed to
implement them.

AnggyﬁLalewgo“AAiLefnatave F1nanc1ngﬁMechanlsms--pr santed hy Arthur

M. Hauptman, Education Consultant, Subcommitt:.: nearing, Washington,

D.C.

In examining alternative fini-ting apprqacbés, the
alternative plans are divided into the following .nree

‘categories:

o Activities to supplement existing loan availability
ahrough the issuidnce of tax exempt bonds, thée usSe or
institutionai or external funding Source: such as.
corporations, or the expansion of several alternative
programs already on the books.

o Proposals that would supplant the present loan
programs with someé  form of a2 national studeént loan bank
ger:rally in tandem with income contingent or ~raduated
lo-n repayment procedures. )

S Creat1 i 9f new tax inceéntives that would offset
erent expenses ci would encourage savina for college to
help students and théir families meet thé costs of a

postseconda.: education.

Woays to Supplement the Existing Loan Programs
The budget battles of the past several years, and the )
confusion and concerns they have engendered, have spurred
the development of a number of supplemental loan plans that
seek to minimize the impact of possible cutbacks in
existing aid programs.

Advocates .of stupplemental lo. plans begin with the premise
thé- the eéxisting loan struc: .re is fundarentally sound and
that it would be difficult if not impossiible to replace it.
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They note that recent federal legislation has tr.me”? aSL

volume by approximately 20 percent from the peak 7e~r ’:W,
1981-82 and that proposed changes, *f enacted, wc Torramy

loan availability even furthér. The plans which < LT
developed to combat these cutbacks.are aimed at sttﬁturs
who either are no longer eligible because of reviscdg

standards in the existing programs o:r at those who (finz
their current loan limits insufficient to Mmeet their co:.tn

¢f attendance.

The supp!emental plan which has received the most attent io::

creates tate-sponsored agencies that use tax exempt

fxnartllg fcr the purpose of providing educatlonaiiir
instituti~ _ with sStudent loan capital at relatively low
cost. :

investors are ullllng to buy tax exempt bonds for thnis

purpose and at what price. On the basis of the ev1dence

thus Zay, it appears that the market is receptive to these
bond issues. Moreover, borrowers can receive a V?EX,e,,

attractive interest rate, to the extent that the savings

whi@&h accrue from tax éexempt status are, in fact; passed on
to the borrower in the form of lower-than-market rates.

Doubts remain, however, as to how much stud¢ t loan
firancing over time is feasible through this route. As

more 2nd more_States and institutions attempt to get into

the act, supply may not be able to keep pace; or the
irireres*t rate which must be paid to investors may increase
sukbstantially from currcent levels. There is a;gg the
guestion, how many and what types of institwtions can
afford to rarticipate in ths type of plan since it
generally réquires a héfty institutional financial
cemmitment in the form of dedicated endowment funds or
lines of credit.

Another, more gerieral concérn about the use of tax exempt

f1nanc1ng for student loans cometg fror those who object t
the widespread and growing use of ts. exempt bonds for a
wide variety of purp.ses. They bel.esve that many of these
bond issues are used 1in ways that only mlnlmcil/ touch on

the public purpose objectlve that must be part offggy plan

that utilizes tax exempt financing. _They also point out
that the heav; use of tax exempt bonds denies funds té the
spend for other purposes. While it may be temptlng to
scoff at this concern, and to nota that previous attempts
to restrict the use of tax exenpt f1nanc1ng have generality
faited, it is nonetheless true that this is a strongly held
sehtlment which will continue to be raised in discussions
of public policy, and it contributes to a seénse of

uncercainty about whether tax eéxempt bonds will be
available for student loans in the future.
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In addition to state plans that utilize tax exempt
financing, a number of institutions, mostl¥ in the
independent sector, have decided to takes stups on their own
to insure loan avallnblllty for théir students and to
provide some siodicum of financial stabiliity for

themselveb. Some have s1mply placed a portlon of thelr

have negotiated with banks to sef up prugrams tailored for
ti.eir students, while still others are apparently dealing
d°'vectly with investment bankérs to establish their own
direct source of tax exempt funds. Corporations or
foundations are cther possible sources of funding for
institutions looking to initiate or augment their own

lending activities.
One reason for the success of GSL 1n recent years has been

greatly value 81m11ar1ty in rates and terms when deailng

with great masses of financial paper. This type of
consistency will be difficult to achieve through a
hodgepcdge of institutionally-based programs, anc this
consideration substantially limits the growth potential of
this ¢ £ of student lénding.

It may also turn out that the best insurance agalnst
precipitous drops in loan avallabliity is the greater use
of GSL alternatives already on the books. On the surface;
it would appear that the new federal program for

parents--generally called PLUS--should become a substantiatl

and jiwportant part of the loan sStructure. rts rate is
cpmjet'tivé, especially since it fell toc 12 pe rcent; and
the . 2i.ce of a federal guarantee shouid help to conuince
bank: .33 other lenders that PLUS is a good investment.

But So fir, PLUS volumeé has fallen short of initiaz
projécticnsg, and it is difficult to sa7 whether further
growth will matérialize over the next several years.

No such confusion exists when discussing the provisions
that allow graduate students and financially independent

undergraduates to borrow federally guaranteed Ioans on the
same terms as parents——the,so -called ALAS program: This
type of loan seems mired with little hope of movement
unless the curren* rules are modified. Most lerders and
institutional ofiicials are uncomfortable with the notion
of repaymenr obligations being placed on bcirowers while
they are stiil in school. While the Administration is
enamored of moving students from the expensive GSL program
to the less~subsidized ALAS versionrn, it has failed to
suggest changes which would allow tiiis to hapren. Until
somé modifications are made, it is ni inly unlikel,; that
ALAS will become a viable lending opt.o:n.



There are some steps, however, that states can now take

which would help to spur the growth of these federally

crearad alternatives for both parents and students. Growth

could be stimulated through more active promotion by the

state ~agencies responsible for program admlnlstratlon as

Jersey, among others. In addltlon, states could decige to
subsidize PLUS and/or ALAS terms to make the loans more

attractive to borrowers, 4s New York State is presently

contemplating.

New Loan Plans

While many believe that the current system of studeu " ns
is basically sound and requires only minor modificat. wd
supplementatlsr, others are convincéd that the exist o tet
of programs is fundamentally flawed and should be reg' o3

with an ent1rely new structure. Thosé who belleve this

base their assessment on some combination of several
factors. A major concern is that the default rate in
student loan programs is excessive, and th5t the current
procedure that relies on federal guarantee and private

sector collection w1ll never be able to reduce the defauit

rate to acceptable levels, given the fact that student

loans have no collateral requirements and that lenders

always have the option of exchanging bad paper for cash.

[Aithough eontrary to the Admlnlstratlon s empha51s on

private sec:or 1n1L1at1ves,] anocther fear is that reliance

on the private sectcr as the source of capital for student

lo2ns is simply too expensive. The belief here is that the

level of payments needed to persuade banks and other

private lenders to part1c1pate in the GSL program--

principally the payment of :nterest while borrowers remain
“in school and the speﬂlalwallowance arrangement that keeps

GSLE yxeids compet1t1ve w1th market rates--represents too

great a drain on the Treasur], especially whén intérest

rates are high.

*The actual 1981 net default rate in the 3SL program is 5.8
percent {sece Artht. M. Hauptran, "Student Loan Default Rates in
Farspective," American Concil on Education Pol*cy Brief, February
1983, p. 4): This compares to a default rate of 13.3 percent in
Smalt Business Loons (= u. S. Small Bu51ness Admlnlstr“tlon,
"Mansyement Information camm: -y ," April 1983, p. B-2).
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Still another concern about the current set of loan
programs is linked to possible future f1nanc1ng patterns

for institutions of higher education, especially those in

the pubiic sector which rece1ve state appropriations for

the puroose of keeping tu1tlons low. There have also Leen

a nuxv.c: of proposal: >ver time tc raise tuitions in the

..... wblic sector so that nrice will more closely réflect the
costs of providing t%: =ducational product. Ofteén,
advocates of height- ~uition levels also proposée an
increased usage of ai.. 3o that those.individuals who wish

tc continue their 'art1c1patlon in postsecondary education
will be abie to ¢35 sc in e face of higher costs.

They further believe that the current loan programs could

not accommodate thls type of" change, either bécause the
cost to the federal government would be proh1b1t1ve or
because lenders would not be wllllng to increase adequately

the amount of funds they were willing to devote to student
Ioans:

For those who voice these concerns, the sojutio:. is to

revamp the student loan struc ure. 2Proposals along these

lines would have the federal governmernt serve as both the

source of funds——thereby removing the vagaries of relying

on prxvate sector lenders, dand as the loan collector
through the use of ~the tax system-—thereby insuring a

sibstantial and permanent reduction in the default rate

(unless more reople decide not to pay their taxes).
Advocates of this type of approach Generally also propose

tying loar. repayment sciiedules to the income of borrowers
onc- they ‘eave sch- . so that reépayment obligations will

not :xceeu ~21lity . the borrower to repay.

Advocates oF czar-ing all oVer; however. face stiff ]
institutiornd] resistance on a number of fronts&. First, all
those parties 1nvolved in the current set of programs point

with pride tr~ their track record and believe that scrapping

the working engine for a mystery machine is not the

solution. Second, the Internal Revenue Seervice, which in

most of these prouposals would have the primary task of
aéﬁinlsterlng the new system, has steadfastly insisted that
its job is to collect taxes, not loans, and has lodged
cons1derable objectlons whenever the idea has beer.
broached., Finally, «nd pB. ruaps most telllng, trying to
free up many billions of federal dollars to begin the
n.rocess of maklng loans,,even if these funds will
eventually be repaid with interest, is guite an undertaklng
- when annual deficits are runnin, above $100 billion. To
avoid’ this budgetary conflict, some of these plans call for

financing through federal borrow1ng which does not appear
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on the federal budget (except for the 1nt:rcst on the debt
incurred) . This route, however, runs into dlfflcu;tles

from those who want to establish federal credit limits to

hait just this sort of budgetary end-run. In addition, the

cost of pa'lng off current GSL obllgat10n§ must be

_considered in any new financing proposal.

Creation of New Tax Incentives

The pxeqent tax code already contalns a number of o
provisions that reduce tax liabilities to help. families

finance coiiege costs. These prov151ons,,wh1ch currently

cost the Treasury about $2 billion in lost revenues every
vear, include the extension of exemptions for college age
dependents who are students, the exclusion of scholarship
and fellowshlp assistance from taxable income, and _a wide
range of devices that allow wéalthy parénts to shift income
from themselves to their children, thereby reducing their
tax liability. :

A number of proposals have been made cver the years that
would expand the range of tax benefits available for the
family financing of college costs. The three principal
proposals now under consideracion are th: creation of
tuition tax credits to cvifsét partlally the current
expenses for students ip vsstsecondary educational
programs; deductions fo: contributions to special savings
accounts that would be use«. to pay for the children's
college costs; and tar- ree income on investments in
designated ecucational : 3ri:4s accou. .s, as recently
p.oposed by tlie Reagan Adiv. .+ . itratiorn.

Tax provisions; both those t¢!. - exisgt: now and thnse which
have beéén proposed, can be judged in a number of ways.
Three criteria *“hat are frequently used to evaluate the
merits of tax provisionsS in fi&ld& other than education
are: 1) the amount of revenue lost to the Treasury because
a tax provisicn is on the books; . the ability of a tax
provision to affect ecoromic behavivr, for exam; ., the
bang for the buck; and 3) the degree to which :tax _savings
are channeled to wedlthier familieés, générally referrad to
as the fairness issue.

*If no new loans are made in 1984, it would still cost the
federal government approximately $9 billion in outlays cver theé rniext
seven yea- 5 (see Steve Leifman, "Memorandum to President Ryder on

GSL Costs," Naticnal Commission on Student Financial Assistarnce,
April 18, 1983, p. I).
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Interestingly enough, of the three t;pes oi propos~d new

tax breaks for family f1nanc1ng of coiiege costs mentioned
above, none does well on more than one of the three

criteria used for evaluating the meritz of tax provisions.

Tax cred1ts for current educatronal expenses appear to be

the fairest, partlcularly if the credit is refundable to
families with little or no tax liability, but the amount of

benefit offered is unlikely to affect behavior patterns and

the revenue loss could be quite substantial--$1 killion or

more per year. And if the amount of the credit is raised

S0 as to have an impact on behavior; the costs in terms of

lost revenues could be astronomical.

impact on behav1or-—the bang for the buck would be
impressive if parents fiocked to such accounts in .iL same

way thé Indiviaual Retirement Accounts have caught on in

recent years. But the revenue loss could be enormous--as
much revenue could be foregone through such a tax deduction

as is currently sacrificed through aill exIstIng

provisions. Moreover, the equity of a tax deduction plan

is suspect since only wealthier families can afford to

invest large amounts in such a plan and these are the

families; because of their tax bracket; that reap the ,
greatest tax savings. This equity obstacle can be lowered

somewhat by requlrlng tlat a portion of the investment be

used to establish a scholarship fund for needy students.”

The Administration’s proposal to not tax income on

investments in des1gnated ~educational sav1ngs accounts

mxght be acceptable from a -fairness perspz ctlvefgf the = _
maximim contribution were limited tc famrilies with incomes

of $40;000 or less, as the Administration has proposed.

But the tax loss could be substantizi cnce the program was

in full sw1ng, and 1t seems that the ‘Administration has

somethlng as1de in one of‘“t"ese accounts sometime before

the child reaches college age: And as a number of

observers have already roted in the press; there is likely

to be very little bang for the buck resulting from

enactment of the Administration's proposai.” Besprte the

Administration's protestatxons to the contrar v. tae

tax-free income approach is very iittile different in eff: ot

from what currently is available to parents in the “orm oL

gifts or trust arrangements that aiiow parents Lo sant
assets to their children and thereby pay littie or no tax
on the income from those assets.

*For this program to be successful; it would be necessarj for
pa*ents Lo make long~-term financiatl pians. The benefits of this
program do not materiatize for many vyears:

9.
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The following are synopses of existing or proposed alternative
and supplemental financing mechanisms. Most of these plans were
presented at commission hearings and are categorized below by type.
additional informaiion Wés.prcvided,by the U.S. Department of
Education and the National Association of Independent Colleges and

Universities.

m”ig;—mﬁiﬁii—mv arﬂrCJ—ng—Gii ncing of Educational Loan ﬁrogra’mg-’iprééénté
4 ’

testimony by several witnesses, subcommittee hearing, Washington,

Q.

as

D.C.

Tax exempt bonds for student loans are used in three ways: to
guarantee loan certainty to students eligible for the federal GSL
program but unable to find a commérciéi lender wiiiing to make a
loan; tu provide a secondary market for GSLs, which creates the
investment liquidity necessary to encourage the continued
perticipation of lenders in the states; and as a supplemental
.lternative to provide loans to students and parents who do not meet
GSL ré-trictions and cannot obtdin loans from othér sources.

State authorities issue bond§ at low, tax-exempt interest rates

'
and use the procéeds to buy or maﬁé both federally guaranteed and
nonguaranteed loans. The money iékiéSued to the institution which
ha¢ the obligation to repay the author:ty or bondaolder.

More than 24 states issue bonds as a way of guaranteeing loans

willin: to make loans. AS a supplemental program, several statas

35




iﬁéafaﬁaér -against hlgh (in comparison to 1ncome) repayment

burdens. The concept has also been compared to that of

equxty flnancef-the student may be seen as financing his or

her education through the sale of participation shares in

future income, much as a corporation financing operations
through the sale of stock. The corporation analogy also

applies to the characteristics of limited liability in the

case of relatively unfrGitful investments.

ICLs are a means of subsidizing (to the extent that.
governmental subsidy of loans continues) students on the
~_basis of future incomé--theéir returns to education--rather

" than parental income. Although theré is a positive
correlatlon between (current) family and (future) student
income, it is far from perfect, and current programs may be

criticized as SUbSldlZlng Students from lower income

families who will themselves earn hlgh 1ncomesr

As described earlier, ICLs are v1ewed by their proponents
as a means of increasing the attractiveness of student
loans (to both borrowers and, lenders) by perfecting the
capital market, rather than prov1d1ng sub81d1es. - TPo . the
‘extent that this is true, ICLS could raise the eff1c1ency
of higher education finance. To the extent that ioan funds
become more widely available to students from families of
all income levels, and "deferred grants" (through repayment

foreglveness or reduced repayments due to iow income) are

education, equlty mlght also,be enhanced. .
Relatively unsubsidized (i. €.q market interest raté) ICLs
might also avoid the problems of supply rat10n1ng
experienced with the subsidized GSL program.: With students
paying more of the full costs of borrowing, "excess"” demand
for loan funds would diminish. There would also be no need
for complex needs analysis systems or their attendant

!
admlnlstratlve'costs.

and autonomy. The concept offers a means for students to
become respons1ble directly for the financing of their
educatlon and reduce théir dependence on. parents. _Fur ther, ¢
the substantial d1ff1culty”1n,dea11ng with indépendent
students under conventional aid or- loz:! programs would be
avoided.

ICLs couil reduce the disincentive to entering relat1vely

.low-paying yet "socially beneficial" occupations such as

elementary and secondary education; the clergy, soc1al
work; etc. Knowing that loan repayments would be }
commensurate with thelr income, more Studénts might be’

willing to enter these fields. :

. : 97 " . T -
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The reduced repayment levels also might compensate for the

lower average incomes of groups who may suf er from 1abor
market d1scr1m1natlon--blacks, Hlspanlcs, d women.

generaily overlook the appropr1ate d1scount1ng of those

future payments (to. account for a positive rate of time

preference and probabie infiation) to'establish the much

lower present discounted value of those totals. The

portion of repayments constituting repayments could be

deductible for federal income taxes {for those who

itemize): Further; as delineated by Raymond and Sesnowltz,

the level of repayments contemplated in any proposed ICL

plan would not substantially reduce the net returns to

hlgher education enjoyed by graduates.

and provision for low_income insurance (in terms of

‘repayment burden) would make feasible the removal of

interest subsidies from governmentaiiy guaranteed loans

falthough many ICL. proposals ‘would not .remove 1nterest

subsidies). ~If this were done; governmental.costs could be

limited to those associated with ultimate risk bearing (in

cases of death, disability or default) and--i

des1red-—collectlon costs or costs of federal (loan

intermediary activities (as undertaken currently by the

Student Loan Marketing Association) after a start-up

period. The start-up perlodrwouid involve costs for

initial capitalization.and in-school interest payments.

(In- schooi interest need not ‘be paid by the government- it

them, but it 1is generaiiy assumed that the government would

have to cover costs until repayments by students begin.)

- Thus, an ICL program could be largely self-sustaining after

a number of years,; potentially resolving:the current

"crisis" over federal ccsts of the GSL program. -

Possibie Disadvantages of Income ContlngenteLoans

AS one mlght expect for a concept representing a radical

.

departure from conventional practlce, a concept cons1dered

and rejected by policymakers and legislators often in the

past, income contingent loans have numerous possible .

disadvantages: Perhaps the most Basic: is the difficulty' in

attributing future income--either in the aggregate or

specific increments thereto—-spec1f1caiiy to educatipnal

e o o — p-R R — .

investments. Several studies have found the overall

correiatlon between education (cons1dered as a homogeneous

entity) plus age and income to be weak. If this is:true,

then ICLs might be considered approprlate only on an

abllxty-to -pay"” but not on a "benefit" basis.

95
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Even if earn1ngs were considered to be substantxaiiy

determined by education; it would be inappropriate to
consider proagrty or other income not derived from labor,

>'yet it 1is véry difficult to separate income by source, .

especially in the case of_income from sole = .
proprietorships. There also arises the problem of dealing

with individuals who have no market income but are married

to people who do; it would seem 1nequ1table not to require

payment from such people, yet 1t is difficult to argue that

éducation (aside from the negative dowry"raspect of such

cases). Also, as_with any income "tax," a negative effect

on the labor supply 0of borrowers is probabiy (though of

uncertain magnitude;, especially if borrowers have: "backward

bénding™ . labor supply functicns; which could imply

increased %abor supplled in response to reduced net

earnings over certain earnxngs ranges) . .

In terms of governmental costs; there is no guarantee that

these would not be very substantxal, either initially or in

the long-run. Especially if no "arbitrary" limit is to be

placed on loan amounts--except that they be no more than

the costs of attendance--these governmental obligations
could be qu1te large; though also guite uncertain. And the

"break-even point" for the portion of costs to be covered

by loan repayments could be many years away.

Only market, not psychxc" or other forms of non-market

income, or fringe benefits; would be con51déred as the

basis for repayments: Graduates would have an incentive to

enter careers with low marké¢t: but ‘high non-market

rewards--callege teaching; for example. Employers would

have ah incentive to offér compensation in the form of

fringe benefits rather than direct payments. This would

reduce the financial health of the revolving repayment
funds. Further, if one accepts the implication from

economic theory that market, incomes reflect the marginail

product1v1t¥ of the labor performed, -this would have a
negative effect on aggregate social product.

The negative effect on governmental, paren al, and

philanthropic contributions to higher education

institutions is inestimable but could be very substantial. , .

A

Students and their education might be perceived as needing

no assistance from such sources;, although they currently

pfovide .the majority of college revenues. (The specific

issue of development of higher tuition policies is
-developed further below )
-The 1nsurance analogy applies quite imperfect’y to ICLs.

1dent1cal "ex ante” 1ncomes (i.e.; same predictable future

incomes as est1mated at the begxnning of the schooling
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period), or that students should be "risk rates" with
payment of insurance (or interest) premiums commensurate

with’ the level of risk (or low incomes). 1In practxce "ax

ante" incomes vary substantially with student

characterxstlcs and choice of major/career field. Risk

rating;, sxnce it would take into account such factors as

race and sex, would be theoretically sat1sfy1ng but

politically unpalatable. As a résult, ICLs would resemble’

less insurance than subs1dy of those with lower "ex ante"

incomes (e.g., m1nor1t1es, women, less talented students;

those choosing lower paying occupations) by those with
higher (if a mutualized pPlan) or the tax-paying pubixc (if

externally subsidized). And with respect to the equity

financing analogy, direct and exp11c1t "share of profit"

contracts are far from common in borrOW1nq for investment

in non-human capital.

A prlmary reason for the 11m1ted term of GSLs is concern

for the adminstrative costs: of loarns made to moblle and

financially inexperiénced borrowers. ICLsS, as frequently

. proposed, would compound administrative costs

substantially. Unless federally administered and

coltected, either by or in cooperation with the Internal

Revenue Service (whxch would arouse major polltlcal
concerns, especially «in the current anti-bureaucratic

climate), the task of tracking borrowers over a much longer

repayment period, contxnuousiy adjusting market" payment

rates, would be tremendous. ,

-,

The intergeneration effects of ICL proposals have ‘not been
thoroughly considered by their proponents. Especially

during the transition period to ICLs, when a generation

which had its college costs largely paid by parental and

governmental subsidies has substantially reduced

responslblllty for financing the education .of their own

children; these effects are llkely to be substantial ind of

uncertaln equ1ty impact. - ) ] )
¢ .

Because of their higher tultlon levels, a dlsproportlonate
share (1n comparlson with their enrollment share) of ICLs

would be used by students attending non-public colleges,

unless the tuition-setting policies of public colleges were
drastically revised. And, whether or not. tuition were
dramatically ralsed at public colleges, theé cost advantage
of public collegesiwould likely be reduced, unless the icL
program were somehow constructed to ,favor public colleges
(ise., by placing loan limits at fuil cost of atténdance at
public scheols but below this for students atténding
p;igaté schools). This prnbable effect appears to be the
primary reason for (often Vehement) opposition of ‘public

college offigials to ICLs. Certainly, the current balance
between public and private .institutions of higher education

would be substantially upset.

| . R IUU‘ . . .
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Finally, it is not at all clear the ICLs would actually
either perfect loan markets or make loans more attractive.
The primary cost of higher education is a student's. .
fOrégoné éarniﬁgs. No propsed ICL plan would prov1de loan

represenrlng subs1stence (room and board) costs: Further;
even thcugh acting in an "economically irrrational" way.,
many_ students are likely to be repelled by the high
cumulative, und1scounted ‘total costs of ICE repayments. It

obllgatlons.“ This is part1cularly ironic (to the extent
it-actually would apply) since it is these groups who are
the target beneficaries of most proposals to : 1ncrease
access to higher education. | . :

~ r

~

Income-Dependent Education Assistance Act--presented by

Congressman Thomas E. Petri, subcommittéé hearing, Washington, D.C.
LN

This proposal has recently been introduced as legislation in
the House of Representatives (H.R. 3176 and S. 1386) by Congressman .
: L % : i N
Petri as a supplementary loan program.

Under this proposal:

‘Students may borrdw up-to $40,000 total ($2,500 per year
for undergraduate borrowers‘and $10;000 per year for

graduate borrowers); but any amounts borrowed under other
Title IV. federal loan prodrams are subtracted from these

limits. . _

Borrowers' accounts are charged. interest ‘each year at the
average 9l-day Treasury- -bill rate for the year plus 2
percent, but in no case more than 14 percent.

The annual repayment for a glven year varles accord1ng to
current income and the amount borrowed under the program.
This amount is derived from income tax rates. and is

7 collected by the Internal Revenue Service.- @ 7
The annual rspayment schedules are derived from marginal

income tax rates, and include a mimimum and maximum payment:
- amount for any combination of income level and past
. borrowing.

*a cost analys1s on thls proposal is currently belng
conducted by the U.S. Depar%ment of Ediication. ' See _Appendix B,

excerpt from_ letter ‘from Congressman Thomas E. Petri to_
Mr. Rerfheth Ryder, Chalrman Subcommittee on Sources of Funds.

EKC 191
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Most borrowers would repay their loans w1th 1nterest in 12

to 18 years.

Borrowers with high post-school incomes could pay higher

effective interest rates up to a maximum of 1.5 times the

standard T-bill plus. 2 percent rate, the higher the past
borrowing of an 1nd1v1dual and the higher the average '
T- ini-plus -2 percent rate, the less likely that a

high-income person would actually pay the "buy out" rate of

1.5 times the standard rate prior to beding in-repayment for
12 years. ; .

Low income borrowers who have not repa1d their loans after
30 years would be excused from further obl:gatlon.
' No borrower will owe more than 15 percent of his or her
income as an individual taxpayer in any given year, and no
" couple filing jointly will owe more than 15 percent of
the1r joint income on their joint "IDEA debt.

R Nq means test or loan.origination fee is required. i
- Z'\

Initial capital comes from federally (taxabie) guaranteed
bonds sold by guaranty agencies and repaid from borrowers'
repayment amounts dep051ted in a trust fund set up under
this propcsal.
r

The IDEA program will be administered by the Bepartment of

"Education. This includes information exchange with

- institutions and establishment of computerlzed obligation

accounts. The sole role of the Treasury is to specify the
general form of the federally- guaranteed taxable bonds

issuable by state _agencies tq fund the program. The

Internal Revenus_ Service also retains its role as a

collector of IDEA repayments in conjunction with the

" collection of income taxes, with the Department of
- Education cred1t1ng the amounts reported By the IRS as

received to borrowers' accounts.

obligations into. consolldatlon IDEA obiigatlpns so that a

borrower may apply the 15 percent of income ¢ap on annual
. repayments to other federai loans: .

o

Borrowlng limits and repayment scheduies are indexed for
inflationh. -

\

l Private Sector Loan Program--submittéd by the Center for

i

Med;at;cnglngﬂigherfﬁdueatlon, subcommlttee hearlng, Washlngton, D c.

ol

Th1§ is a proposal to augment the GSL program by uSIng

L

corporations and‘foundatloné as guarantors, similiar to the way the

7

P
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. federal government currently guarantees student loans. Like the

GSL; such a proposal would-offer leverage
U

N

yn the use of capital;

providing more assistance per dollar invested than other assistance

programs.

o
e

‘Based.on the current 5.8 percent net default rate on
federally backed Guaranteéed Student Loans, and allowing for

a margin of safety, the proposed loan program would require
a 10 percent reserve to cover defaiults.” That would mean a

corporate or foundation guarantee of $10, 000 could make

available $100,000 in loan funds.

-

Private sector w1lllngness "and national avallabllty are two

‘variables which need to be addressed ¢

Emplqyment Based Tuition Aidr-présented by the National

‘4

D C.

.
.

,Employment -based tuition aid has been an untapped resource
'for student f1nanc1al ass1stance. “An employment based

educatlon or tra1n1ng., A plan may be _designed and
administered by an employer as _part of a human resource

development program, as part of a regular benefits: package,

or as part of a collective bargaining agreement between

‘union and managemént. . There are three basic types of

employment -based tuition aid plans: training funds,

‘educational leaves,- anc tu1t10n jment. Under Praining
Fund Plans, theé employer contributes a fixed amount of

money per employvee. (based an an agreed formula) into a

central fund. The fund is then used to finance educational

and training programs for employees. The objectives of

most. training funds aré to improve performance, upgrade

skills and retra1n employees.

Educat%onal Leave Plans offer’ employees time off for
educational- -pursuits. The leave may be for an extended
period of time {up to three years in_ some cases). Most
employer-sponsored pa1d educational leave programs are ,

limited to professional, technical, and management

personnel. )
Tu1glon7?ayment Plans are by far' the most common form of )
educational assistance made available to employees by their’

employers: Under theseé plan§, all or part of the tuition

and related expenses are paid for by the company.
» . . -

e’ ‘S" ] ﬁi‘jé’ - T ;
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Over eighty percent of companies with 500 to 1,000

employees offer tuition aid to their employees. For larger
companies the percentages are even higher, with 92 percent

of companies with 1,000-1G,000 and 95 percént’ of companies

with more than 10;000 employees having plans.

About $6 billion is committed annually for tuition
assistance through unilaterally offered company plans:
Another $300 million to $1 billion is committed annuailiy

through ‘plans that are collectively bargained between 7
unions and management. However; it is estimated that ohly

$275 million is annually paid out under unilateral company
plans with $20 million to $40 million used under' negotiated

plans. For the last decade between 3 percent and 5 percent
- of eligible employees used their tuition aid plans. For ’

blue collar employees the rate is between 1 percent and 2
percent. In other words; about 1.5 million employees use
their tuition aid plans annually- :

Despite the wide availability of employment based tuition

aid, the use rate has remained low. The reasons usually
given for such a low rate are the ‘lack of information and
the lack of counseling. '‘Most employees do.not know they
are eligible for tuition assistance and educational and

career counseling is not available to most emplox;es.

New Loan Programs

Diréct Funding of Student Loans Through Tax-Exempt Paper=-

presented by Commissioner Richard E. Kavanagh, subcommittee hearing,

Washington, .D.C. )

The Department 6% Education is éuffeﬁtiY_éBﬁadéEiﬁé a cost
analysis of this proposal. ThiS§ proposal contaiﬁs the féiiéﬁiﬁé
provisions: ‘

Origination. The funds raised by this method would be lent
by institutions.to students or parents at‘a cost which :

reflects the cost of funds raised. The annual cost would

be below 7 percent tJ students; with no federal subsidy

other than the lost tax revenues: Two separate loan
programs would continue (that is, student and parent loan
programs) . ' : '

Servicing. Students would be permitted to defer the .

interest woull accumulate until school attendance is
terminated. Parents would begin repaying their loans,
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Principal and 1nterest w1th1n 60 days of borrow1ng the
mondy." All income Iimitations would be removeéd inasmuch as
the cost of the funds the corporatioN raises would be
passed on to the benefitfng student or ‘parent. The oRly
cost to the féderal government would be that ‘associated

Collection. ,The,collectlon would be in the form of ioan .
enforcement by the Inteérnal Revenue Service after all other -

collection efforts haye failed: This proposai for funding

student loans with "educational _paper " would be similar to -

the method used to raise money for publlc housing. In the

case of public housing, short-term, government instruments
("Project Notes") are uséd. _Project notes are the only

_"AAA" short-term tax-exempt direct obligaticn of the U.S.
government in the market, and are the standard in terms of

quality of risk by which. all other short-term, tax- -exempt
obligations are priced. Another relatively.new instrument

gaining wide acceptance -is tax-exempt commerc1ai paper.

The parallel between tax-exempt, commercxai paper and

securlty, in its, short: history; has produced the 1owest

1nterest rate on a consxstent basxs.

Tax-exempt commercial paper could be federally guaranteed 7

and issued for 30, 45, 60 or -90 days. Commercial paper can

be taxable (if issued by a prdflt-maklng corporatxon) or

tax-exempt if issued by a public body such as a

municipality, state authority or the federail govennmenb.

Currently, the taxable commercial paper debt is about $160
billion. In the $100+ billion market, some $10 billion
rolls over--that is,;_is refinanced--daily: The tax-exempt
marzet for commercial pépér iS between $2 aﬁd $3 billioﬁa

Twenty- elght states in 1981 1ssued about '$1 biillion in
tax-exempt securities. to support state secondaryimagkets

for Guaranteed Student Loans. The educational paper drawn
directly by the new issuer would obviate the need for this

state activity.
The proposed educatlonal paper method of ftnanc1ng student

billion in guaranteed,loans held,by,lnvestors (Sallle Mae,
state secondary matkets, commercial banks and others) to
this ne% investment form. In other words, the present
spectrum of taxable and tax-exempt Security that supports

- Student loans would -gradually be converted to. educational
paper. The outstand1ng student loans held by commerc1al
acqu1:ed. Students in school receiving the "in- schooi
‘subsidy" would be given the option of part1c1pat1ng in the
new "direct loan program” in ant1c1patlon of° paying a lower
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interest cost when they enter repayment status: The offset thrs
lower raté is that they would be reguired to pay annualily tMKSL
intérest on their loans while in school (7 percent annually on

$10,000 is only $700) e

l/8 percent and l/4 per*'nt .over the cost of thefmoney
raised. In today's money market; the corporation could"
borrow -at around 4 percent (the fiscal year 1981 average

would have.been approximately 7 percent to 7 1/8 percent) . .

Thus, students and their famxlxes could be offered loans

ot percent. This extra 1/8 percent to 1/4 percent charge

would cover admxnxstratxve costs of the program.

Johnstone, President, State University of New York, Buffals,

subcommittee hearing, Washington; D:C;
This proposal 'c'onéaiﬁs the folloLin‘g ;pfavié-iaﬁs’i
[ad

‘A needs test would prov1de sufficient incomeé for any.

student whose parents are meeting their determined

responsibility. There would be a sxngle set of terms, a

single running account,,for each borroger, and: afsxngle

repayment schedule once the student ‘enters repayment.

Annual and aggregate loan limits could depend on the level

of education and the kind of program or school. (Borrow1ng

would presumably increase considerably at the graduate and

advance professional level, when parental responsibility is

thought legitimately to lessen. ) The interest rate should
be below market rate; but not so much as ,to distort
borrowing behavior. , . :

/
The repayment schédules should prov1de longer termis for <

larger debts and shorter terms for smaller ones: Borrowers
who wish _to do so should be able to repay according to.a

graduated repayment schedule, with smallest payments in

‘should be hlgher., Repayments shou‘d be fIXEd but with

;prov1s1on for refinancing amounts due in excess of some

maximum percent of current earn1ngs. . BT
_ . - - ‘

be made available for parents and for certaij students who

requ1re more loan ass1stance than 1is calculated to be their

the regular, SubSldlzed student loan: The federal role in.

and oollcy guldellnes, all other stages of supplemental

' lending should be left to the banks or other . lenders. -

.

s 1w -
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office, much as are the current NDSLs, or from Some

alternative local originator:. Loan amount should be

limited to :demonstrated need. Campus lénding would be :

subject to post audit, and campuseés in violation would lose
. authorlty to or1g1nate loans.

~

Capltal for the need- based student loans would be provided

by’ the Student Loan Marketlng Association (SLMA)- or some

similar agency that in turn secures its funds through the

issuance of paper or access to the Federal Fxnanc;ng Bank.,

Custody of the ioan agreement’ would remain with the college

(or other originating lender) but ownership would pass to

SLMA. SLMA (or whatevgr _other agency performed such a

role) would provide an advance on a certain port;on of

anticipated lending, the rémainder to be ;sent when

originating loan transactions had been received and
post-audits performed.

’ ’ Serv1c1ng and collectlng would be the responsxbxlxty of

SLMA or such othér adency as. the Congress may devise to

serve. as the lender of record during the repayment period.

Colleges would not in general serv1ce the loans they
oridinated.
it should be correlated with IRS

Ideally, repayme
withholding and

hiling. This would grovxde both more

rigorous monitoring and collection; but also a means to .
' apply for refinancing of repayments that exceed a certain
. ~ upper limit percent of income. .

s

The role of the state agenc1es in connection with the =

need-based guaranteed student loans would inc*ude handling

pre-purchase agreements;, defaults; post audxts,iaggifff

monetary 1oan ava;lablllty., The roie of state agencies Ln

haet1AY o> 3

“to Some students, in excéss of thexr waiving subsidized

loan amounts) would remain about what 1t isy at present.

A cost analy51s bn this proposai is currently 'elggf
conducted by the Congressional Budget Office and the

Department of ucatlon.' Under TAF, any undergraduate

" degree-candidate in an accredited institution could be

advanced money to pay for tuition, to a limit of perhaps
$7,000 a year for four years. After graduation; students
would repay through a hew payroll withholding tax; .

administered by the Internal Revenue Service, on a sliding

scale that mlght reach 6 percent of gross income at

‘7;

1u7 |

al




o 1 TR T T Tt o 3 — e = b S
maximum. There would be no repayment on incomes below a

certain level--perhaps $10,000 a year. This repayment
would continue until one-and-a-half times the original
[amount]- had béen repaid. This excess of repayment over
advance would inSure the Fund against the unempléyment and
early death Of some of those who had gotten advances. £In

1977 the Bureau of the Census estimated ‘that the average
college graduate earned over ' a lifetife $232,000 more than
the average h®jh school graduate: That is approximately
$3754000 in 1982 doitlars: . The maximum TAF repayment

obligation--advance plus surcharge--would be abolt 12

percent of this amount. 'The average TAF repayment o
obligation would .be no more than. 4 parcent. 1In 15 to 20
years, repayments to the Fund and.its investment income

shQuld reach a.lév§§ sufficient to meet future claims

against it. o
A student admitted tordegree candidacy at an accredited
college or university would be issued an account under his
social security number. He would pay his tuition--or most.
Of it--by presenting his actcount number to his buzsar, who
would bitt the Fund. After gradudtion, whén he was \

employed and filled out his W-4 form, he would check a box
indicating -that he had an -outstanding dbligation to the
Tuition Advance Fund. His employer. would then deduct From :
his salary at the appropriate rate and remit the TAF
payment to the U.S: Treasury along with income and .social
security tax withholdings. Analagous prqcedires would
cover the/self-employed. Collections would be managed by .
the Intefnal Revenue Service. ; -

Tax Incentives

Education Savings Account--presented by U.S. Department of

Educatioﬁ,'Subéommittée hearing, Washington, D.C.
The Education Savings Account bill would permit parents to.
set aside up. to $1;,000 per year for each child in savings
accounts similar to IRAs where the interest and dividends
earned; but not the contribution, would be tax free. This

tax treatment would be extended to families with adjusted .
gross incomes not in excess of $40,000 and partially

extended; on a sliding scale basis, to families with

adjusted incomes between $40,000 and $60,000. The othey
principal provisions of the bill are: :

o €ontributions can be made in any gear the child is®
under 18 years of age.
. 'y H o ) ; ‘
o withdrawals for eligible education expenses can be
made up to the year in which th& ¢hild attains age 26. Any
retained earnings at this point:lose .their tax exempt .
status. ) - . .

-
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o Withdrawals that exceed the level of eligible
expenses in any given year would also .be taxable. -

Fart-time students could only cilaim tuition 'charges.

__© A student would have to be enrolled in a
. Postsecondary degree or. certificate program for withdrawals
" to gualify; and the institution the studeént attended would

have to be one’'now eligible for participation in our Higher
Education Act student aid programs. Graduate as well as

undergraduate study could be financed in this way.

, o ESA funds would be subject to many of the same

investment restrictions as IRAs. T

The Treasury Department has estimated the revenus 1oss .
associated with introduction of ESAs at $13 million in
1984, $69 million in 1985, and gradually rising to $392

‘ million in' 1988.

Tuition Tax Credits

The following analysis is excerpted from Tuition.Tax Credits
Issue Brief Number IB8Y075 by Robert F. Lyke of the Congressional

Research Service: o '&‘

. A tax credit for postsecondary education tuition payments

undoubtedly would benefit most students enrolled in
" .postsecondary education: As with an elementary and
secondary tuition tax credit, sSome postsecondary tuition
tax credit money might be shiftéd to the schools s
themselves; perhaps in the form of higher tuition charges.

However,in contrast to elementary and secondary education,

-where generally only families of students attending private

"schools could claim the credit, a postsecondary education

tuition tax credit would benefit nearly all students since
public as well as private postsecondary institutions =
typically charge tuition. (According to the College Board,

the average annual tuition charges at public four-year

colleges in the 1982-83 'school year is $979; at private
four-year colleges it is $4,021; at public-two-year

colleges it is $596; at private two-year colleges it is -
$2;486:) At the. present time there are approximately 3,100

institutions of higher education in the United States -
(about 1,450 of them public and 1,650 private); together
they have approximately 12.1 million studants _(about ‘9.5
million of them in public institutions and 2.6 million in

private institutions). Reliable data are not available on

how many other postsecondary educational institutions there
are (such as proprietary and vocational schools), nor on

how many students they have.

1v9
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At present, the federal government prov1des more than $l2

billion for postsecondary education in the United States.
Most of these funds are made avallable through three' large

student ass1stance programs. Pell Grants . (FY83 budget -
authority: $2.4 bllllon), Guaranteed Student koans (F¥Y83

budget authorlty for federdl obllgatlons- $3.1 -billion,
FY82 new loan volume based on funds generated from
nonfederal sourses: $6.1 bllllon), and social security
‘student benefits (FY81 outlays for postsecondary ‘students:

approximately $1.6 billion). In addition, there ate

various smaller Student assistance. programs like

Supplemental Educat10nal Opportunity Grants, National

o

‘Direct Student Loans, and the College Work-Study Program.
Funds for postsecondary. education are also made available

through grants from such agenciés as the national Science
Foundation and the Public Healtb Service.

‘Opponents nts of t01t10n tax cred1ts argue that federal money

for postsecondary student financial assistance should be
channeled into existing_ programs, not new’ oneé They claim
that this is partlcularly the case at the present time
since Congress is reducing the overall funding for some of
the existing programs and the assistance elibibility levels
for others. Opponents also point out that with the

exception of so¢ial security student benefits, existing

federal postsecondary student financial assistance programs
*are need based, that 1s, they typlcally 11m1t the amount of

' needed to pay for schoollng {and regardless of family
income). Opponents might cite Congressional Budget office
flgures showlng that w1th a hypothetlcal $250 r”fundable

nearly 60 percent of the funds would go to fam lies with
would go to

incomes greater than $30,000, nearly 30 perce
families with incomes between $15,000 and $30,000 and only
a little more than 10 percent would go to families thh

incomes less/ than $15 000.

Proponents of tu1t10n,tag credits argue that the credits
should not be compared directly with ‘existing federal
student financial assistance programs. Their purpose is
tax>relief for families overburdened by educational;
expenses; they do not so much modify principles underlying
existing programs as supplement ‘them. According to -
proponents, families paying. postsecondary education tuition
charges ar€ making an investment in education which the tax
laws ought to éncourage; the fact that the credit\would

’ /
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beneftt some kinds of famllles (in general, those that _pay more

taxes) more than others does not negate the need for giving them tax

relief. ."It is sometimes pointed out that there are other provisions

of the tax code that benefit hlgh income families more. than low

income families, such as the deduction that is allowed for ‘mortgage

interest payments. Finally, proponents of tuition tax credits

stress that the amount of the tax credlt (at least of a refdhdabie

a tax deductlon. As a rfesult, the credit would represent a _higher
percentage of income for a low incomé family than it would for a
high income family.

.
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ITT. RECOMMENDATIONS AND POLICY OPTIONS

B

The following recommendations and pollcy optlons are based on

the access and choice studies conductéd for the Comm1531on s Sources

of Funds Subcommlttee; Although the Studiéé conclude that seaaéaﬁ

aid may indeed atfect access and choice, they also point out the
grow1ng difficulties of low income students ih_obtaiﬁiﬁg a ﬁigﬁéf

education.

:RECOMMENDATIONS : -

R S
ACHIEVING EQUAL EDUCATIONAL OPPORTUNITY

¢

o A LARGE FEDERAL GRANT PROGRAM oERVING LOW-INCOME STUDENTS, SUCH

AS THE PELL GRANT PROGRAM SHOULD BE CONTINUEB AND EXPANDED,

CONSISTENT WITH THE FUNDING LEVELS FOR OTHER 'FEDERAL STUDENT AID
PROGRAMS. FUNDING FOR THE PROGRAM SHOULD MORE ACCURATELY REFLECT
THE CURRENT COST OF ATTENDANCE FACED BY STUDENTS . THE COMMISSION
BELIEVES THAT ™HE CONTINUED EXISTENCE OF THE PELL GRANT PROGRAM [
IS ESSENTIAL IF LOW-INCOME AND MINORITY ACCESS TO POSTSECONDARY |
INSTITUTIONS IS TO BE MAINTAINED. THE COMMISSION ALSOIRECGGNI2E§‘
THAT FUNDING FQR PELL GRANTS OVER THE PAST SEVERAL YEARS HAS NOT
BEEN SUFFICIENT TO ACCOUNT FOR HIGH INFEATION AND- REDUCTIONS IN/

OTHER STUDENT AID PROGRAMS

a0 ;
!

The State Student Incentive Grant- (SSIG) program is be1ng

‘examined by the Appropriate Balance subcommittee: : ;

11;’2 )
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o CAMPUS-BASED GRANT ANd'WORRZSTHaY PROGRAMS SHOULD BE CONTINUED

AND EXPANDED, CONSISTENT WITH THE FUNDING LEVELS FOR OTHER
i

FEDERAL STUDENﬁ AID PROGRAMQL\\FHNDING FoR THESE pRoGRQMs SHGULD
**MORE ACCURATELY REFLECT THE cHﬁRENT COST OF ATTENDANCE FACED By
STUDENTS>AND SHOULD CONTINUE TO BE TARGET@D TO LOW-INCOME AND

Mmbézw STUDENTS TO HELP MEET UNMET NEED. ‘

o MORE/EMPHASIS SHOULD BE PUT ON WORK PROGRAMS LIRE COLLEGE
WORKZSTUDY AND COOPERATIVE EDUCATION AS SOURCES OF STUBENT
FINANCIAL ASSISTANCE. SIMILIARLY, MORE EMPHASIS SHOULD BE PUT ON
THE PRIVATE SECTOR. THE PRIVATE SECTOR CAN PLAY A PARTICULARLY
IMPORTANT ROLE BY PROVIDING BOTH EMPLOYMENT FOR COOPERATIVE
EDUCATION RECIPIENTS AND EMPLOYMENT-BASED TUITION AID.

 NON-FEDERAL ASSISTANCE IS WELCOMED AND FURTHER GROWTH OF THIS
TREND IS ENCOURAGED. | .

o FUNDING FOR TRIO PROGRAMS SHOULD BE MADE AVAILABLE TO AN
INCREASED PROPORTION OF ELIGiBﬁE STUDENTS AND THE ROLE OF HIGH
SCHOOLS AND POSTSECONDARY INSTITUTIONS IN MEETING THE NEEDS; OF
TPRIO RECIPIENTS SHOULD BE INCREASED. : - =

o POSTSECONDARY. FINANCIAL AID INFORMATION SHOULD BE CONVEYED TO _
STHBEﬁTS BEGINNING IN THE NINTH GRADE.

© RULES GOVERNING THE TIMELY NOTIFICATION OF STUDENT FINANCIAL

 ASSISTANCE MUST BE OBSERVED. ESTABLISHING STAéitiTY IN STNNENT
FINANCIAL ASSISTANCE PROGRAMS SHOULD BE A LEGISLATIVE, GOAL AND
THE ENACTMENT OF A MASTER CALENDAR -WOULD BE A°STEP IN THIS

‘.

DIRECTION. ~ o ‘ L

113 | .




. -104- | o

RESOLVING conéRABICTIONS OF FEDERAL PUBLIC ASSISTANCE ANQ COLLEGE
OPPORTUNIT? POLICIES ] |

o FEDERAL PUBLIC ASSISTANCE PROGRAMS, SUCH AS AFDC, FOOD STAMPS,
MEDICAID, AND PUBLIC HOUSING SHOULD BE“REVIEWED BY CONGRESS WITH
AN EYE TO ELIMINATING VARIOUS EXISTING DISINCENTIVES FOR

UNEMPLOYED AND POOR PERSONS TO RECEIVE RETRAINING AND .EDUCATION

TO ASSIST THEM_IN REENTERING THE WORKFORCE. BECAUSE OF THE
FUNDAMENTAL CHANGES OCCURING' IN THE STRUCTURE OF OUR ECONOMY THE
REMOVAL' OF SUCH -DISINCENTIVES IS ALL THE MORE IMPORTANT. A STUDY

" UNDERTAKEN FOR THE COMMISSION AND INCLUDED IN APPENDIX B TO THIS

REPORT SUGGESTS SOME OF THESE SPECIFIC DISINCENTIVES.AND REMIDIES
> . -

FOR THEM.

.CPTIONS

&-.udent Loans

As a source ‘of funds, the subcommittee found the Guaranteed

Sthdens Lod—(GSL) program a very successful mechanism for -

delivering credit for student financial assistance. As a source of
7 - R - 7 7 k o L .
leverage for additional money for student financial a

sistance, the
program générétég;approximatéiy $2 for every $1 of cost to the
federal éovern@ent; «

From the borrowers perspective, the program is very cost-
effective, since the§‘usuallg;pay in resl terms an effective
interest rate of close to zero, or in many cases, less than zero.

Evaluating all student financial assistance programs at one time
points up the discrepancies among them. As a result of high

&

g
L

_ - ©114
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subsidies in the GSL program, benefits to eﬁe borrower are
substantial, actually approachlng a polnt at wh1ch an 1mp11c1t grant

N
is belng made to the student to 1nduce him or her to borrow under

thé/program. As other Commission studies suggest, these benefits

go, on average, to hlgher income families, and it is probable

therefore that one effect of the GSL program is to negate the h;ghiy

progressive distribatlon of federai subsidies uﬁder Pell Grants. It

1s llkely that the growth of the GSL program skewed federal

subsidies away from the disadvantaged, eroding the<emphas1s on

edualizing educational opportunity: It should be noted, however
that these.subsidies are very susceptible to economic conditioﬁé;

For instance; every 1 percent inCreaSé in the treasury-bilil

increases the cost to the federal government between $250 mlillon

&

and $366 mxlixon;

assistance to attend higher educatIon institutions, they do not need
[k .

At subcommittee hearIngé a variety of optlons were presented for

reducing costs in the Guaranteed Student Loan program: They include:

o
L=

o Changing the current fﬁgea interest rate of 9 percent to a
R AU S
variable rate tied to treasury bilils.
o Sharing the risk bf high-market interest rates during the

student with the spec1a1 allowance now paid by the federal

government and splittlng the total between the borrower and the -

government.

Xl
.

s
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o 'Sharing the risk between the lender and the borrower. Under

thﬁs-pibpésaz borrowers would be required to pay more and lenders

wouid receive a lower yield durlng times of hlgh interest rates.

- -

o Reducxng the special allowance during the im-school period
when the lend%r 's serv1c1ng costs dre m1n1mal. .
- 0 Calculating the special allowance according to the size of the
lender's student loan portfolio; payments to lenders'holding-a large
volume of student loans might be reduced based on economies of scale.
o Céléulatlng the borrower's reépaymeént Schédulé contingent on
his or her income. _ ‘ .

Any ch%nge in the amount of thé subsiéy should;be fair to the

borrower aWd lender alike. F
s The subcemmittee has also held hearings on alternative financing
mechanlsms. 'fy new alternative :loan program must be considered in
the context of pay1ng off current GSL obllgatlons and réising
1n1t1al capltal for a new plan. It is estlmated,'that if no new
GSLs were made in 1984, it would still cost the federal government

approx1mately $9 billion in outléys over thé next sSeven years. In

b

would be needed as start-up capital for the altérnatives that were
examined. . .

ihe Commission supports the ConCépt’of tax inéentlves to
encourage sav1ngs for educatlonal purposes. However, such a plan
should contain adequate 1ncent1ves to savers and must not beha

substitute for need-based programs. .
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The following alternative and supplemental programs were examined
by the subcommittee: . C

' Direct Funding of Student Loans Through Tax-Exempt Paper--

presented by Commissioner Richayd E. Kavanagh.
L4 ,I - o
The Department of Education 1s currently conductlng a cost :

analysis of this proposal. This proposal contains the following
provisions: 7

Origination. The funds raiséd by this method would be lent

by institutions to students or parents at a cost which

réfliects the cost of funds raised: The annual cost would

be below 7 percent to students;, with no federal subsidy

Oother than the lost tax revenues. Two separate loan
programs.  would continue (that 1s, student and parent loan
programs) . .

payment of pr1nc1pal and interest while in schooi.f The

interest would accumulate until school attendance is

terminated. Parents would begin repaying their loans,

principal and interest within 60 days of borrowing the

monej. All income 11m1tat10ns WOuld be removed 1nasmuch as

passed on to the benefiting student or parent. The only

cost to the federal government would be that associated

with uncollected loans and even- this cost might be removed.

Collectlon. The collectlon would' be in the form of loan

enforcement by the Internal Revenue Service after'all other

collection efforts have failed: This proposal for funding
student loans with "educational paper" would be similar to

the method used to ralse m6ney for publlc hou51ng.7 In the

("PrOjeét Notes") are used: Project notes are the only

"AAA" short-term tax-exempt direct obligation of the U. S.,

government ih the market; and are the standard.in terms- of

quality of risk by which’ all other short-term; tax-exempt

obllgatlons are priced. _Another relatively new instrument

gaining wide acceptance is tax-exempt commercial paper.

The parallel between tax-exempt; commercial paper and

educational paper is suggested because this kind of

security, in its short history; has produced the lowest
interest rate on a consistent basis. . .

A | : 117
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Tax-exempt commercial paper could be federally guaranteed
and jssued for 30; '45; 60 or 90 days. Commércial paper can
be taxable (if issued by a profit-making corporation) or

- tax-exempt if issued by a public body such as a .
municipality, state authority or the federal government.
Currently, the taxable commercial paper debt is about $100
billion: In the $100+ billion market, .some $10 billion
rolls.over--that is; is refinanced--daily. The tax-exempt

SRR - market for.commercial paper is between $2 and $3 billion.
Twenty-eight states in 1981 issued about $1 billion in
tax-exempt securities to support state secondaty markets

for Guaranteed Student Loans. The educational paper drawn
directly by the new issuer would obviaté the need for this

state activity. =

The proposed educational paper method of financing student
@ssistance could; over 'time, shift the approximately $30
billion in guaranteed loans held b{'inVéétOrs (Sallie Mae, -
state secondary markets, commercial banks and others) to
this new investment form. 1In other words, the present

spectrum of taxable and tax-exempt security that supports’
student/ loans would gradually be converted to educational
paper. The ovutstanding student loans held by commercial

lenders or the Student Loan Markéting Association could be
acquired. Students in school recediving the "in-school
subsidy” would be given the option of participating in the
new "direct loan program" in anticipation of paying a lower
.interest cost when they enter repayment status: The offset
to this lower rate is that they would be required to :pay
annually the interest on their loans while in school (7

percent annually on $10,000 is only $700).

- The funds could be lent to students or parents at between

1/8 percent and 1/4 percent over the cost of the money .
‘raised: In today's money market, the corporation could

borrow at around 4 percent (the fiscal year 1981 average

would have been approximately 7 percent to 7 1/8 percent).
Thus, students and their families could be offered loans N

for an entire year for approximately 7 1/24 percent to 7 1/2
percent: This extra 1/8 percent to 1/4 percént charge

would cover administrative costs of theé program.

Single Subsidized Need-Based Program-~présented by Dr. Bruce

Johnstone, President- State University of New York, Buffalo.

This proposal contains the following provisions:

118
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A needs teést would provide suffiéiéﬁf_incomelfég any

student whose parents are meetingtheir determined

single running account, for each borrower, and a single
reparment schedule once the studént enters repayment.

Annual and aggregate loan'limits coild depend on the level
of education and the kind of program or school. (Borrowing

would presumably increase considerably at thé graduate.and
advance professional level, when parental responsibility is
thought legitimately to lessen.) The ‘interest rate should
be below market ‘rate, but not so much as, to distort -
borrowing behaviors: A -

should be higher. Repayments should be fixed, but with
provision for refinancing amounts due in excess of some

maximum percent of current earnings.

~Suppiementai loans; at approximately market rates, should)

be made available for parents and for certain students wh

fequire mcre loan assistance than is calculated to be thefir

"need," but whose requirements are -not such as to warra

the regular, subsidized student loan. The federal role in:

supplemental lending ‘should be the provision of guarantees

and_policy guidelines; all other stages of supplemental
lending should be left to the banks or other lenders.

Student loans should be obtained from the campus loan
office, much as are the current NDSLs, or from some

. élternative local originator.: -‘Loan amount should be
limited to demonstrated need. Campus.lending would be
subject to post audit; and campuses in violation would lose
authority to originate 1oans-:

' capital for the need-based studenf loans would be provided
by the Student Loan Marketing Association (SLMA) or some

similar agency that in turn secures its funds through the

issuance of paper or access to the Federal Financing:Bank..
Custody of the loan agreement would remain with the college
"{or other originating lender) but ownership would pass to
-SLMA. SLMA (or whatever other agency performed such a

role) would provide an advance on a certain portion of

anticipated lending, the remainder to be sent when
originating loan transactions had been received and

ey post-audits performed:’
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Servicing and collecting would be the respon51b1i1ty of
SLMA or such other agency as the Longress may devise to
serve as the lender of record during the repayment period.

Colleges would not in general service the loans they
originated. . .

Ideally, repayment should be coryelated with IRS
withholdlng and filing. This wguld provide both more

rigorous monitoring and collectlon, but also a means to
apply for refinancing of réepdyments that exceed a certain
upper limit percent of income. .

The rble of the state agencigs in connection with the

monetary loan avallablllty., The roie,of state agencies in

connection with the bank-originated loans to parents (and

to someé students, in excess of their wa1v1ng sub51dxzed

loan amounts) would remain about what it is at present.

IncOme-Dependent Education Assistance Act--presented by

.Congressman Thomas E. Petri.

| Ehis'proposai has recently been introduced as legisiation in
the House of Representatives (’ii'.;fz. 3176 and S. 1386) by Congressman
Petri as a supplementary loan program. ‘A cost anaiysis on this
proposal is CUrrentiy beind conducted by the U.S. Department of

o v

Educatlon.

Under this proposal: . 2 _),

Students may . borrow up to $40,000 total ($2;500 per year

for undergraduate borrowers and $10,000 per year for

graduate borrowers), but any amounts borrowed under other

T1tle;;V’federal loan programs are subtracted from these
limits.

Borrowers' accounts are charged interest each year at the
average 91~ day Treasury -bill rate for the year plus 2

percént, but in nQ;EEEe/more than 14 percent.

4 L

The annual repayment for a given year varies according to

current income and the amount borrowed under the program.
- ThlS amount is derived from 1ncome tax. rates and is :
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The annual repayment schedules are derived from marglnal

income tax rates, and include a minimum and maximum payment

amount for any comblnatlon of incomeé level and past
borrowing. _ . . . ‘

M6/E borrowers would repay the1r loans W1tﬁ/1nterest in 12
to i8 years. |

Borrowers with high post school incomes could pay h1gher

effective interest rates up to a maximum of 1.5 times the

standard T-bill, plus 2 percent rate, the higher the past

, borrowxng of ar individual and the higher the average

T-bill-plus-2 percent rate, the less likely that a

"high-income person would actually pay. the "buy-out" rate of

1.5 times the standard rate prior to being in repayment fo

12 years. %

Low income borrowers who have not repaid their loans after

30 years would be .excused from further obllgatlon.

No borrower will owe more than 15 percent of hi§ or her
income as an individual taxpayer in any given year; and no
couple f111ng jointly will owe  more than 15 percent of,
the1r joint income on their 301nt IDEA debt.

No means test or loan origination fee is reguired.

Initial capital comes from federally (taxable) guaranteed
bonds sold by guaranty agenc1es and repaid _from borrowers'

repayment amounts deposited in a trust fund set up under
this proposal- |

The IDEA program will be administered by theé Department of

Education: This 1ncludes information exchange with

institutions and establishment of computerized obligation
accounts: The sole rolgggﬁ the Treasury is to specify the
1

general form of the fed

form ly-guaranteed taxable bonds -

' issuable by state agencYes to funé the proaram. The

Internal Revenus Serv1ce also Leta1ns its role as a

collector of IDEA'repayments in conjunction with the «¢

collection of income taxés, with the Department of -

Education crediting the amounts reported by the IRS as
received to borrowers’ accounts. )

IDEA prov;des for the voluntary conversion of Title IV loan

obligations into consolidation IDEA obllgatlons so that a

borrower may apgly the 15 Percent of 1n~ome cap on annual

repayments to other fedezrali loans. 7

Borrowing limits and repayment schedules are indexed for
inflation.

12
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Private Sector Loan Brogram--presented by ths Center for P

Mediation in Higher Education: .
This is a proposal to augmént the GSL program by using

corporations and foundations as§ guarantors, similiar to the way. the

federal government currently guarantees sStudent loans. Like the
GSL; such a ﬁréﬁééai would offer léverage in the use 6f éé§iEéi;
proviaiﬁg more assistance per dollar 1ﬁ\ésted than other assistance-
programs.

Based on the current 5.8 percent net defauit rate on

federalJy backed Guaranteed Student ﬁoans, and ailowlng for

a margin of safety, the proposed loan program would require
a 10 percent reserve to cover defaults: That would mean a
Corporate or. foundation guarantee -of $10,000 could make

available $100,000 in loan funds.

\

. Private sector w1111ngness and national availabilty are two
variables which need to be addressed:

TaxgExempt Financing of Educational Loan Programs—-presented as

testimony by several witnesses.

ioan; to provide a Secondary market féf*GS£§; which creates the
investment liquidity necessary to encourage the continued
participation-df'iénééré ih thé states; and as a supplemental

GSL restrictioné and cannot obt&in loans from other sources.
: : . I o
State authorities issue bonds at low, tax-exempt interest rates

and use the procéeds to buy or make both federally guaranteed and

= ; . 122,



nonguaranteed loans. The money is iééued to the institution which
has the obligation to repay the éutho;ity or bondholder. .,

| More than 24 states issue bonds as a way of ggarantee;:;)loans
to students eligible for GSLs but unable to find commercial lenders
willing to make loans. As a supplemental program, several states

. ] N .
have loan authorities guaranteed by the institutions thémSelves.
Among supplemental p:smposals, tax-exempt educational loans have

become one of the most popular mechanisms for financing studeat
loans. However, the limited number of institutions which have h4d
early and successful experiences using the tax-exempt bond market to
obtain supplemental loans have been high cost, indepénééht, wealthy
institutions with large endowments. Thessé institutions have the
financiai,stréhgth needed to back bonds and gua;aniée loans issued

at te low enough to make attractivey market-competitive student

'}
Vi

r
loahs. Smaller, less well=endowed institutions are not as

p
creditworthy, and even if they are willing to participate, may be
unsuccessful becauss bonds issued on their behalf carnot be Sold at
a rate low enough to make subsequent loans attraftive to, their.
students. :

Tuition Advance fund-(&Af)::préééntéd Ey Dr. John R. Siibef,

Président, Boston University.

A cost analysis on this proposal is currently being
conducted by the Congressional Budget Office and the
Department of Education. Under TAF, any undergraduate
degree-candidate in an acgcredited institution could be
advanced money to pay for tuition; to a limit of perhaps
$7,000 a year for four years. After graduation; students
would repay through -a new payroll withholding tax, -
administered by the Internal Revenue Service, on a sliding
scale that might reach 6 percent of gross income ct )
. )

»
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certain level--perhaps $10 000 'a year. This repayment

maximum. There wquld be no. repayment on_incomed below a

[amount] had been repald Thls excess of repayment over
advance would insure the Fund against the uneniployment and
early death of .some of thoseé who had gotten advances. In

1977 the Bureau of the Census estimated that the average

- college graduate earned over a lifetime $232;,000 more than
the average high school graduate. _That is approgxmately

$375 000 in 1982 déllats. The ‘maximum TAF repayment

percent of this amount. The average TAF repayment
obligation would be no more than 4 percent. In 15 to 20
years, repayments to the Fund and its investment income
should reach a level sufficient to meet future claims
agalnst 1t.

a Studént admitted to degree candidacy at.an aécréaitéa

social securlty number. He would pay his tuxtion--or'most

of it--by presenting his account number to his bursar, who

"would bill the Fund. After graduation, when he was

employed and filled out his W-4 form, he would check a box

indicatang that he had an outstanding obiigatiqn o the

Tuition, Advance Fund:. His employer would then deduct from

his saiary at the appropriate rate and rem;trthe TAF

payment to the H SQ&Treasury along with income and social

dings: Analagous procedures would

cover the self-employed. Collections would be managed by
the Internal Revenue Service..
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INDEX OF SELF-HELP EFFORT REQUIRED 10 PAY FOR COLLEGEY

N

Vv

S

A

private Institublons

Universities

- __Féuﬁ!éa_' C—a] ] ———

Tultion ﬁoursrof

Tndex of
Self-Help

_ ~Tuitlon ' Hours of,
_ Minidun .Roon and  Work  Effort Required: Room and . Work ~ Effort Requil
fear Wage ~ Board  Required 1963-1965 = 100  Board ~ Required 1963-1965 = 100 -

Index of
_ Self-Help
Effort Required:

1963
1964
1965
1966
1967

$1.00

1.15

1,25
1.25

- 1.40
'\A1;60

1,60
1,60
161
161

$2,105
2,202
2(316
2,456
2,545
2,673
2,120
3,163
3,315
3512
3117

076
§,h67 .
;847
5,193
5,604
5,808
6,566
T\439
8,183 ¢
9,001 e

o
e = estimate

2,105

1,853
1,965
1,818
1,671,
1,513
1,971
2,109
2,195
2,323
2,038
2,12 «
2,107
1,960
2,115
2,030
2,118
2,221
2,443 e
2,687 e

108"

98
95
R

T

' $]IZOQ
1,810
1,899
2,007
2,104
2,287
2,420
2;599

2,748

AL
3.0k0
3. 156

3;385

3,562

3,811

- 45123
4,699
5;249
5,949
b;544 e
7,198 ¢

1,700
1,574
1,519
1,606
1,503
1,429
1,513
1,624

1,718

1,834

1,900
1,578
1,612

1,549
1,438

1956

1,693\
1,776
17953 ¢
2,149 e .

A

106

Ee
- 95
101

94
&
95
102
108
1
(L
99
101
91
90
97
101
106
Nl
122 e
134 e

{ uj_\ '

N
b

"

1 Baséd ori the muibers of Wours working at the legal nininun wage required

to pay for college tuition, room, and board. -

L New séries. 5=
National Education Industry Grgppi Coopers & Lybrand; based on co%isge cost data - -

niuhibahad kv the Natianal Nantap far Rdiiatinn Statiating. v




INDEX OF SEL-HELP EFFORT REQUIRED 10 PAY FOR COLLEGEY

Publie Institutions

PG .
__ lniversities , _ Four-Year Colleges
~ Index of Index of

Legal  Tittion Hours of . Self<Help  Tution Hours of  Self-Help
Mininun Room and  Work  Effort Required: Room'and  Work Effort Required:

" Year Wage ~ _Board _ Required 1963-1965 = 100 Board  Required 19631965 = 100

1963 $1.00  §1,006 1,026 11 . $846 BY6 109
1964 115 1,051 914 9 LT 91
1965 125 1,051 841 9, 904 723 E
1966 125 1,171 5 R guT 758 98
1967 140 1,199 gs6 %2 O IO 92
1968 1.60 1,245 178 B 1,003 664 B6
1969 160 1,362 851 g2 1,135 709 92
1970 160 1,477 923 100 1,206 754 97
971 160 1597 998y qeB 1,263 789 102
1972 160 1,668 1,083 13 460 913 118
913 L6010 1,687 115 1,506 911 122
197h 2.00 M1760 - 88 gl 1,558 119 101
1975 2,10 1,9%5 21 9 1,657 789 102
1976 230 2,055 893 9% 191 /) IR}
977 265 2,187 818 68 1,924 726, 94
1918 2.65 2,286 863 - B 20 164 99
1979 2.90 . 2,487 858 93 2,198 . 758 98
1980 310 2,711 875 94 2;420 781 101
1981335 3,019 919 9 2,01 805 104
98 335 3387e 1,011 109 ¢ 291  B887e . 115
1963 335 3,658 1,002 118 ¢ 3,200e 958 e 123 e

\ Note: e : estimate

' ‘Based on the numbers of hours working at the légal mintnun wage required

to pay for college tuition, room, and board,

S M e seres,

7‘\; e __ . [ P - - - - - 7 . o o _ I . ‘
12‘ Source: National Education Industry. Group; Coopers & Lybrand; based on college cost data 19;

Na bic opy WOIRETS & Lyurand, Das s
o published by the National Center for Education Statistics,
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I. SHORT RANGE RECOMMENDATIONS -

With t%e enactment of the 83516 Educational Gpportunlty
Grant program in the 1972 Education Amendments (Publlc Law
92+ 318)f the federal.government began a commitment tb assuring
"ow income c1t1zens financial access to postsé;ondary education
opportun1t1es Renamed Pell Grants -- after Senator Cla1borne
Pell (D., R.I.), ehatrman of the Senate Education Subcommlttee
and BEOG sponsor -- Basic Grants grew dur;ng the seventxes,
along with the campus-based student f1nanelal aid programs;
loan and state student incentive grant programs. (These are:
Suprlemental Educational Opportunity Grants; National Direct
§tudéh; Lpaﬁs; ééiiééé-WQEE/SEﬁay grants, the State Student
Incentive Grant Program, and the Guaranteed Student Loan
Program.) More than $35 billion was spent through the Higher
Education Amendments between 1972 and 1983, largely on student

aid. (Source: Annual Evaluation Report, Volume II, Fiscal Year

1981, u.s. Department of Education, Office of Planning, Budget
and Evaluation.) Even with expanded eligibility in these
programs for middle income students and théif families, the
federal commitment to assurtng Einaﬁéiil access to some form of!
postsecondary -education remained primarily targeted on low
income students. College was established as a right for all,
hoi.for those who can afford it. .

The wide viriety of Federal public assistance progtams have
no such coherent purpose. Aid to Families with Dependent
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Children (AFDC) (Title IV, Part A, Social Security Act), and
Food Stamps (Food Stamp Act of 1980) are incom;-trapsfqr
programs intended to provide the poor with a modicum of
financial subsistence. Medicaid (Title XIX of the Social
Security Act) and public housing (Housing and Community
Development Act of 1974; P.L. 93-383) provide income transfer
payments of another sort, in the form of sﬁbéidiqs for health
care and sﬁ71ter. “Uneémployment InSurance (Title III of tﬁé
Social Seclirity Act; Federal Unemployment Tax Act) provides
cash payments on premtums pa1d by workers when they exper1ence
involuntary unemployment. A host of employment a;a training
programs, culminating most recently in the Comprehens1ve
Employment and Training Act ECETA)— and now répiaced by the Job
Tra1n1ng Partnersn1p Act of 1982 (Conference Report 97- 889)
prov1de alternate forms of income matntenance to low income,
ﬁﬁéﬁﬁiéyé& Eiiiiéﬁ§, subsidizing wages, training stipends and
activities. Vacational rehabilitation programs (Rehabilitation
Act of 1973) provide education, training, medical and
rehabilitative services to disabled citi;ehs. And Secial
Security provides disability insurance payments to those unable
to work, as well as benefits to the children of deceased,
retired Sr disabled parents (0ld Age, Survivors anﬁ.bisabiiity
Insurance Program, Social Security Act).

Each of these programs has different e11g15111ty crlt’f’é;
different standards for determining financial need, dlfferent
methods aﬁd levels of payment or service delivery, and
different federal-state administrative partnersnips and

: 131
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5§eﬁéies; There exists ﬁe,feééféi or state mechanism.to assure
coordination of benefits, to_avoid duplication or to prevent
uhderiaWérdSa F"f’ﬁéiﬁéfe; the integration of public

ssistance programs with student financial aid often
contradicts the federal commitment to assurlng thé‘poor
financial access to college.

The Congress, successive stats and presidential
administrations have repeatedly called for lessening the
:eiiance-of the poor on pubiic assistance programs by
developxng their capacttj for such economic self suffiexency.
ﬁnd while it would seem a natural strategy to aiiy public
assistance with postsecondary education opportun1t1es no. such
col.erent state or federal poitcy has yet emerged. Op the “
contrary; conflicting purposes and procedures of public
assistance programs produce disincentives for the poor who seek
to achieve self-sufficiency through education. Such
' disincentives frustrate the efforts of low income citizens to
achieve péoduetiVé careers. They perpetuate dependence on
public assistance payments. They result in increased
geveiﬁﬁéﬁi §§endiné on eniitiément programs; while

goVernment of increased tax revenue: Barr1ers to college
either reducing or categorically eiiminating benefits upon
college enrollment.

The Omnibus Budget Reconciliation Act of 1981 (OBRA) (P.L.

97- 3§) contaxns namerous’ prov151ons, nastily agreed th with
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limitations for low income citizens who are both Einancially
dependent on public assistance programs and who seek to pecome
§§1€—§ﬁffiéiéﬁi through a épiiége education. These provisions
amount to a wave of sweepinﬁ changes which are likeiy to

severely festrict access to higher education For the poor.

. ~ : . : .
They exacerbate a previously existing problem: Several

R
examples of such provisions are descr1bed below as they affect

college students and prospective college students.

AFDC

18-21 _year oid AFDC rectptents. 193 000 AFDC’

dependents were enrolled in school in 1979.

@ Dependents and their families may lose as much
as $1,764 per year (losses will average $1,195
per year),as a result of this provision
alone. (Source: Office of Research and.
Statistics, Social Security Administration,
November, 1981).

OBRA requires that parents with children under

six be home except for onily 'very orief and

infrequent absences:' They are otherwise

required to register for work:. Such a
Provision will preclude many welfare parenrs,;;
largely single mothers, from attending
college. HEW reported thit in 1977, .112, 000
AFDC mothers were atténding school or JOD
training, 93,000 in 1979. (Source: Office of
Research, SSA; HEW) .

OBRA cre&ates a number of work disincentives,
lowering work-related expense and child-care
deductlons, capping maximum income

e1131b111t7, and glécxng a four-month limit on

the "30 and a third’ formula for deducting

earnings from grant calculationm. The National
Opinion Research Center of the_ University of
Chicago found that the ''working poor' are
nard-hit by these prov151ons, and that many
recipients and non-recipients who formally
worked will be better off qu1tt1ng their jobs
Eor welfare. (Joe, 1982)
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Social Security Student Benefits (OASDI Student:)

Medicaid

OBRA phases out the OASDI program over the
next four years, eliminating ‘$2 billion in
student aid: The Social Security ,
Administration report&d that in March, 1981,
879,880 dependent children of deceased,

retired or disabled parents received $199.0

million in student aid, an annualized total of
$2.288 billion. No additional student aid has

been appropriated by either the state
'legislature or the Congress to replace this

amount. These 18-22 year o0lds received
average monthly benefits of $256, or $3,072
per year. Significantly, 64% of OASDI

recipients worked in addition to attending
college. (Source: SSA.) _

Combined state and federal cuts in the ,
Medicaid program raise serious questions about
the continued coverage of many indigent
citizens. For example, the Center for the -
Study of Social Policy reports that California

lost $385.5 million in federal Medicaid
adssistance from OBRA '‘changes alone. The

California Policy Seminar is currently
studying the effects of the Medical reforms
enacted by the state legislature last summer.

The effects on medically needy students is

extremely uncertain.

Fcod Stamps:

Food Stamps, a 100% federaily-funded program,

have long excluded coliege students from
eligibility, with few exceptions. As few as

47,000 students attending college may receive

Food Stamps. Recipients who enroll in college

stand to lose an average annual food subsidy

of $432. (Source: Rosen, 1981.)

Unemployment Insurance:

‘1981, 19 states limited UT
payments to otherwise eligible recipients who

enrolled in college. Last year, California
joined the ranks of these states, making it
still more difficult for unemployed citizens
in need of retraining or reeducation to attain
the schooling they need for a new skill. :

| AN
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Public Ho ousing: : i

Public hou51ng residents in attendance at

college are adversely affected by the
provisions of OBRA. OBRA eliminates the

earnings disregard for full-time students and
the $300 annual deduction for full-time -

students which presiously existed in

detcrmining rent payments for assisted housing
programs.

Federal Requirements for Treaiment of Student AId for
AFDC Grant Bgﬁermination.

Federal rules for the treatment of student aid
in determ1n1ng el;glb111ty for public '
assistance are embodied in P.L. 90- -575, Sec.
507, 82 Stat. 1063 and 45 CFR Sec.

233, 20{3)(4)(11)(d) These rules have caused

considerable confusion in the treatment of

student aid as income and assets to welfare

recipients. They have resulted in a rash of
court cases with mixed results. However;
Zwickel, Mudrick and Rosen have documented
that the net effect on an AFDC family with a
member enrolled in. college ii likely to be a
reduction of benefits.

-
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3. Federal Requirements for Treatment of Student Aid

Bensfits in Determining AFDC Eligibility.

1. Background N
" Existing federal rules for the treatment of
student aid benefits in determining AFDC eligibility
create Einancial hardships for low income students.
They lead to unequal treatment of students with .
identical financial resources. Bééﬁité ﬁ&ﬁérous court

cases ruting on the equity of such provisions, court

are rooted in federal statutes. The problems created by
e S N L
these rules fall under three categories, treatment of:

(1) Student financial aid benefits administered by

the federal government.

(2) Grant, scholarship and loan assistance from

state, institutional or private sources.
N
(3) Benefits from a combination of sources.

a. Treatment of Student Financial Aid Benefits Administered

by

the Secretary ot Education

The 1968 Higher Education Amendments stipulated that:

For the purpose of any program assisted under
titte . . . IV . . . of the Social Security
Act (AFDC), no grant ot loan to any
undergraduate student for educational purposes
made or insured under_any program administered
by the Commissioner of Education shall be
considered to be income or resources.

S S’

i. PL 99-575, Sec. 507, 82 Stat. 1063; with creation
of tne Department of Education in 1980, this.
provision now refers to programs administered by

Far R 136
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. 8
This provision in turn has besn incorporated by .the Department
of Health and Human S3rvices (HHS) into regulation for the AFDC
program: ~ ' /49

- . . in determining eljgibility For (AFDC)

and,tnéfghéunt of the assistancs payment, the

following will be disregarded s income and

resources: . . (d) any grant or loan to any
undergraduatce student for educational purposes

made or insured under any programs .é

administered by the Commissioner of Education . . .
While the provision to disregard any grant or loan
administered by the Secretary of Education as either "income -or
_Tesources' seems prima.facie ééiE;évidéﬁf; a number of problem's
nave afigéh’éith its interpretation in practice. First,; HEW
(now HHS) listed only four programs in 1977 whick it considered
to bde ''grant or loan programs administered by the Commi ssioner
6E.Educati6ﬁ"i BEOG, SEOG, NDSL and GSL. College Work-Study
and 33IG funds were considered either wages (i.e., not a Qiéhi
or loan in the case of €WS), or not éagiﬁiéferéd by the
éoﬁaiséiéner of é&aéafiéﬁ (in the case of SSIG, a federal-scate
Partnership program). Of the work-study program, Zwickel notes:
HEW,§5§;EERe§ the position that work-study is

- - not a "grant" program within the terms of the
L 8 prog - !

monies in AFDC in full, as discussed below.
However, two federal courts have heid that
work-study-is .a "'grant" program and:that
work-study money is to be treated as exempt.

3

S e &

2. 45 CFR Sec. 23§i267(a)(4)(ii)£§); refers to
" Secretary of Education under current Department of
Education.

13
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In addition, the State of New York treats work-study
monies as exempt : . .o
In the case of the SSZG program, a Ytah court? struck
down the Utah state welfare department practi.c of counting
SSIG funds as ipcome, claiming there was substantial

1nvolvement of the U.S. Commissioner of | Educatlon~tﬁ

administering the program. ' \ ] _ .

Second, student aid funds fer programs not covered by this
exemption, 6.g., state, institutional of private grants or
loans, may not be excluded to the same extent as federally
administered fands: Thus, low income students~;29 have their
student benefits treéiediﬁifferentiy depending upon the source

of the benefit. While such a practice raises a question of
equal protection under law, several court decisions have
rejected this claim®

Th1rd problems.are encountered in the-definition of
"student." Loes this refer to full-time 6r part-time
attendance? Can a graduate of a baccalaureate program return
for another undergraduate degree? Can “jraduate” students take

2! :
"undergraduate" courses? Does the exclusion of graduate
students constitute a viclation of equal prctection? These

questions have not been satisfactorily answered.

3. Howard Zwickel, "Treatment of Student Monies in Public
Assistance Programs " Clearinghouse Revi®w, June 1980, p.
104.

4.' In re lensen, éiearinghaasé No. 24170A. L
—7Anthgnygxlgﬁﬁﬁiic4ﬂel£are Division,

S. 7 .
bumgiin v. Department 2238
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Finally,. questions can arise over whether studeznt aid funds
are used for ''educational purposes.”" Zwickel comments:

_  HEWearly stated that the monies are to be
totally excluded "without regard as to their

use . . " Thus; in the rare case in which a

portion of (these) funds are available and A

used. to meet current needs, states could be

Precluded from treating such funds as income :
~or _a resource in AFDC.’ We assume that T
~Congress believed that in most cases the

grants or loans would be limited under the

criteria of the educational programs to the

student's educational needs and :that there

would be no overlap witn the purposes for "

which the kFDﬁfgrggtﬁi;ﬁprgvided; that is to

meet current living needs. ’

Zwickel's comment illuminates tné perceptual differences in

determining "living costs'" and "educational costs" ‘which
pervades the welfare and student aid communities. College
attendance significantly increases living costs for low income
families. These increased living costs are recognized by
student aid administrators as a legitimate part of "educational
costs.". Routinely, they are not so recognized by welfare case
workers, whose perception of educational costs are limited to
tuition and fees: They frequently ds not even consider pooks
to-be an "é&péifi@ﬁéi cost." This problem is examined in

section d. The Penalties of Different Definitions below.
r .

b. Treatment of Grant, Scholart
State, Institutional and Private sSources

HEW, prior to the creation of a separate Department of

,,,,,, 134
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f(L)oans anq;grants; such as scnolarships, obtained and used
N : S

O, ool

\ -, ’ K N E ¥ ii‘ R

"provided(d§ that no aapzicatiaﬁ shalt‘éiigé BEEyéé” such other

agbncy. W7 While this represents a 11bera1 pol1cy toward the

_treatment of student financial aid bensEits as "complementary

assistance’ to welfare payments; the optioz of employing it is
i?ft to the states. States which do not use th1s option ére

required to exempt some student -aid benefits as income in AFDC:}
. o , , I
under conditions that preclude their .use for current living
costs will not be counted as income."S As in the case of

federally administered student aid bénéfité; the ?égﬁiéféfy

' language i5 unclear regarding the type of benefits and

circumStaneés,&ﬁééf which these ,are to be excluded. This

’

(I)t is less clear how states are to treat
monies that are provided directly to the . \
individual. For example, if the terms of the
grant requ1ré that it be used only for-

— >

by the grantor, is it exempt under this

provision? Should it be exempt only to the

- extent the student can prove how he or sHe .

spends. the funds? Should it:.matter that the

terms of the grant or loan prohibit it from

being used for current living costs and that

any violations could result in loss of future

monies or in other sanctions? SR
Furthermore, by declining to require non-federal student

aid benefits to bDe exempted as resources, HEW left open_to tne

states tne option of counting such aid as available financial

~|

45 GFR Sec: 233:20 (a)(3)(vii): ,
B e 14y
. 45 CFR Sec. 233.20 (a)(3)(iv)(b)-

Zwickel, op. cit., p: 10S.



12-
resources when determining AFDC eligibility, and subsequently
reducing. the student's AFDC grant.

=— — - 5

-~

Some students receive éié from both federal and non-federal
sources. In some cases; the total student assistance may
exceed "educational costs" in the view of the welfare
department. The questiou then arises whether or not to treat
the “excess" as available incomé or resources in determining

_ public assistance grants. If the "excess" comes Erom Eederal

sources, then it should be totally disregarded: However, if it

comes from state, privaté or institutional sources, the welfare
agency may count it as income or resources. The student's fate
nangs on which dollar is counted first.

For example; if a student receives $2,000 for a semester
($800 in BEOG money and $1,200 in a restricted loan for tuitioa
from a nonprofit organization) and has school and school-
retated expenses. of $1,500, there are at least two possible

methods of allocating the funds. | : )

[ k_f/
""SCHOOL . e
EXPENSES" METHOD A METHOD 8

$1,200 loan $800 BEOG

$ 300 BEOG $700 loan
"LIVING $ 500 BEOG remains: $500 of the loan remains:
EXPENSES" ‘ (Under the (a)(3) (Under the (a)(3)-exemption,
exemption, this money this amount could be

$500 should be exempt.) considered available income
) if all scnool and school-
. ] rélatfg expenses have been
:l4i met.)10, 3
IRidA. = _ 1n& | _
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' There have been a number of unsuccessful court appeals to
overturn state practices using Method B above.l! . In Lumpkin

v. Department of Social Services, the U:S: Supreme Court

thereby upholding that state's treatment of combined
resources: The court stated it was reasonable for a state to
prioritize student aid benefits in a manner designed to
 minimize state welfare ‘coSts, even if it penalized the
student. The New York Court of Appeals further rejected the
argument that student aid provided directly to the school, ‘and
therefore not available as income; would result in any
different determination for the student. 7
| - |

d. The Penalties of Different Definitions for "Educational

+ Cost" and "LivingrAiiowancégﬁ

The most.§e;ious penalties for
college result from two critical differeces between the
welfare and student aid communities in their tréatment of AFDC
and student aid:

l. Definitions of '"educational costs."

"educational expenses'" to tuition and feeés (Schorr, Piven and
Cloward, Rosen,. Chu-Clewell, Benson-Walker and Downey). This

timitation has serious consequences for AFDC students, wnose

iriﬂfs are frequently reduced proportionately to any
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non-federal student assistance received above the cost of
tuition and fees. |

By contrast, student aid administrators routinely include
the following expenses in determining educational cost:

tuition, fees, books, supplies, childcars, .
transportation, personal expenses; tutoring <\
and counselling expenses, clothing, meals, the
student's hotsing costs, medical expenses
associated with attending college for ill or
disabled students. .

These costs are frequently substantial. For example, one
Special 3ervices director in Massachusetts estimates that a
single head-of -household in school as a full-time student
increases her personal costs alone with college attendance by
$2,800 over a 32 week period. This estimate is based on the
personal services (fast food, babysitting, cleaning, laundry)
which the student must purchase, when prior to college
enrollment she was able to perform these services for herself.
In fact, as shown below; AFDC grant levels are based on the
food and othér personal purchases, can subsiSt exci&sivéiy on
inexpensive, home-cooked meéals, and can perform all of her own
personal services. This becomées impossible when the AFDC
parent assumes responsibility For pursuing college study.
| - Some educational opportunity biééiifiéﬁéié report open
hostility from welfare case workers when asked to diSééﬁﬁEl
these comprehensive educational costs. They frequently view

the educational cost budgets determined by student aid.

Y

administrators to be ''giveaways'" and overly generous.

| .. 143
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The facts do not support such a belief. For example, the
living allowance for non-residential students in the Pell Grant
program has been frozen at $1;100 Sihéé 1974, Students in
66§E§; The National @ssociitibn of Student Fiﬁéﬁéiél Aid
Administrators (NASFAA) reports that the Pell Grant "commuter
aiiOWancé—“ as it is termed, Falls $1,200 to $1,600 short of
actual room and board costs for non-residential students. \in
addition to being far below actiial costs, the Pell Grant
Program furtner limits what it will pay for educational costs
to half of the student's budget, up to a max1mum grant of

$1—866.‘ Even the Reagan Admxnlstrat1on, wh1ch has been less

ca111ng for an increase to $5 666 in tne Pell Grant living
Regardless of the reasons for welfare case wofkef
1ntrangxence in defining educational costs (e.g., ractai sex
orf class prejudice, misinformation, aﬁtiiédﬁéétiéﬁ bias,
unfamiliarity with college attendance and student assistance
programs), an aggressive training and Eééﬁéiéii&ﬁ:biégtéﬁ will.
be needed to overcome the problem. Without sﬁch'réferm; AFDC
parents will coptinue to have their benefits cut wnen they
endeavor to achieve economic self-sufficiency through a college
education. It .is important, to remember that not only does tne
parent/student have her éféﬁi cut, but her entire family
suffers from a reduction in benefits as a result of this

{
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. widespread practice-

AFDC students are further .penalized by a second, petrhaps
more serious, inequity. AFDC standards for allowable living
costs are notoriously low:. So low, in fact, they lead one to
wonder how recipients manage to provide for their families,
even when they recieve both AFDC and Food Staamps. Table 1
shows that in 1979 mo state provided combined AFDC/Food Stamp
benefits above the poverty line ($7,160 for q\family of four in

.1979) In thirty states these comblned benefits totalled no

more than ‘75 percent of poverty. Eleven.states offered

combined benefits no greater than 60 percent of poverty ($4,308

anpual income for a family of four).
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TABLE 1
CURRENT AFDC AND FOOD STAMP BENEFIT LEVELS FOR
__ ___ AFAMILY OF FOUR, 1979 _
(poverty levsi, family of tour equais $7,159)
N - L
N Food As Percent ot

District of Columbia
l 'i‘.mw Iy

' Maryland 3.204 1572 arre &2
Missoart ] . 3

<

West Virgiria 2.5c8 1,532 4520
Kentuciky ) 2,829 1.680 4500

. 4w Mexi=o , o _ 2713 . 1,704 a3s:

Arzona 2.5 1.764 4378
North Carntina 2420 . 1,812 4212
Florica 2.352 1,823 a7
Aricaress 2.256
Louisiana | 2,054 1.908 39z
Alabama ‘ 1.778 2.004 3
Georgia . 1.778 2,004 3
Terinaqgee 1.776 2.004 3
Tevas 1.640 2028 3
Soush Csrslica 1.448 2088 - 3
M3sisvioni 1.440 2.100 3

o
.o)‘
o
o
[N
2l
SERBLE YLs a0

- — R ~ ! .

"F201 Ltamp Jovus Derwhis Mre Dased on e fraa Ciams ASt 011977 s we e Biotent Vai -3 I P eCt 1OM January 10_June

1379 Tha 50w vaiue3 230 asturme (e Use 3 T4 SIAED CoBLDON (S65 Dag MaPTh.m M 48 sedirs 371 Dr3trct ot Commpnay ane
s Ty

SOUAZE  Prenarwa by 0 Detierem o "‘T"z‘ Coranon and Wulirs Cavd n US Mouse of ezt ~aeitrives. Commnee on Wiys

70 M grr. Hepont togeme. we Qi sennng 8nd AST#nl. Ciisening Vews B WY HR 4ard. S50¢ 6! WerMe Relim Arenc

%3 of 1973, Reron $6-451. S8 Sy Sais | Sap e 20, 1979 -a I
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An even more stéftiiﬁg iﬁdiééféf of the inadequacy 6?1
current publxc 3551stance payments is the average monthly Food
Stamp benefit per person. This figure in 1975 was $25 06“ber
person. This amounts to a subsidy of about 28 cents per person

per meal (Rosen, 1982). G

These allotment -levels are established based on a single
variabls: Family compesition.. They vary based on a Department
of Agriculture (USDA) estimate of the cost of a "nutritiofially
adequate diet" for different family sizes. The Thrifty Food
Plan was established by USDA as a national standard of need, or
allotment level. It varies a family's food budget based on the
number and age of the family members. The Thrifty Food Plan
was established by USDA after numerous court suits Eﬁaiiéﬁgéé
the Department's prior standard as insufficient to provide a
nutritionally adequate diet. _However, the Department itself
Tecognizes that even the "liberalized" Thrift?’?Bod Plan
represents an inadequaie diet: k

E§§§6f§ make it dxfflcuit . « s+ to obtain an
adequate diet on . . . the Thrifty Food Plan.:
In fact, fewer than one in ten families
spending an . . . equivalent tc.the cost of
the Thrifty Food Plan received 100% of the X -
Recommended Daily Allowances. Less than half ¥
received even two-thirds of the Daily
Allowances. ._.. The average food purchaser,
Wwicholt specific nutritional skills and
training, would find it difficult to make the
food choices which provide an adequate die" on
. the cost of the plan. (Source: Robert

Hill, 1980.)
Again, student aid guidelines for determining living costs

are more adequate in meeting actual costs than tnose used in
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public asslscance prograﬁé" Title IV student aid.programs use
the aoc1al Secur1ty lewer living standard, rather than the
poverty standara employed in AFDC. However, NASFAA has argaéd

that even the Social Security lower living standard is

inadequate. NASFAA recommends that student aid programs eamploy

A

the moderate lower living standard defined by the Bureau of

Labor Statistics

As a result of the widely varying ;iaaaAfds for determining
living costs and educational costs employed by the welfare amd .
student aid communities, it is imperative in assuring college
access for welfare recip1ents tna& the student aid standards
prevail. Evgp these standards require additional adjustment to
meet actual, rathsr than arbitrarily low, educational and

Lastly, welfare recipients and their families are penalized

by the separate consideration given to the student's 'budget"

and the family's "budget." For such low income Families, who

as we have séeﬁ are already living at the edge of subsistence,

any reduct*on in any grant of any amou?f will restriet college

of benefits against another must end if the subsistence
survival, let alone college opportunity, of families living in
» Y

poverty is to be assured. .

e. Other Inequities

While AFDE rules are neutral with respect to the level and
control of postsecondary institution attended, thev do

discriminate among .(1) commuter and residential schools; (2)

Voo
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"training" program and’ those not so approved; (3) and
institutions in different stafes.

The living allowance provided by student financial aid )
administrators épr commuting students as part of Eéiiégé costs
is likely to be counted as income to the AFDC family. The
result wiill be a dollar-for-dollar reduction in the family's
AFDC grant: Local welfare officials will be mbre'inciiggd to

distegard the living allowances for students residing at their
College

AFDC- or WIN-approved postsecondary training will make
allowances for child care and other costs of college
available for AFDC recipients. Those attending college without
WIN support wiiigéiﬁé Few if any resources available for

cnildcare. This problem is compoundqd by the prevailing

practice of local welfare officers of actively discouraging

college attendance for AFDC recipients.l? Finally, rules

With respect to the treatment of non-federal student assistance
B S |

.differ from state to state. This results in inequities based

. provided by -that state:

12. Beatriz Chu Clewell, '"Barriers to Higher Education for
Welfare Recipients,'" Draft paper, 1982, Washington, D.C.;
Alvin 3chorr; Project Fair Play, Findings, Case Western
Reserve University, 1981; Sylvia Law, 'women, york, Welfare

and the Preservation of Patriarcny," New York University
Law 3chool; vecemper; 1982; Gwen Senson-Walker, a survey Of
participants in the Motivation to Education for Jobs
Program, National Student Educigjpnal Fund, Washington,
b.C., 1932. . o J

b

iw o
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after a telephone survey of welfare practices in seven states,
Mudrick concludes:
(T)he net impact on an AFDC family that has a member

enrolled in college is likely to be a reduction in the

resources available to support the family, even when
the student receives enough student aid t? cover all

direct and indirect educational expenses.

2. Recommendations

Until federal law provides unequivocal, mandated exemptions

of student financial assistance as either income or resoutces
to a poor family, low income students and their éaaiiiég will

continue to suffer from a double penai%r. " Firs t, student aid

' Tequired to pay the costs of coiiege will be used to reduce the

|

I

'13.

L

fam11y s AFDC grant. Second, students with 1dent1ca1 resources

th;wzdely d1£fer1ng rules. Leglslatioﬁ will be Eéauiiéa to
remove this double penalty. Extensive litigation has failed to
resolve the problems created by vague federal law and
conflicting state practices in this area. The Commission
should carefully cons1der the Eollowlng issues xn its efforts

to. recommend legislation which W111 resolve the proalems

t

created by tnis difficult area of welfare/student 3551stance

l‘)

law. :
I T S L
The following recommendations are intended to avcid the

duplication of AFDC and ‘student assistance oenefits by relying

-

Nancy Mudrtckfffrngf;nteractlon of Public Assistance and
Student Financial Aid," September, 1930, The Washington .
VEfice of tnhe College Board, o

1559



on common definitions sf "undergraduate student;' "educational
cost," "living allowance." They furthet intead to require
common definitions of satisfactory academic progress and

”iﬁdebeﬁdeﬁi student' in an effort to assure that AFDE students

help lead to economlc self- suff1c1ency

1. Definition of "undergraduate .student' shall be
1dent1ca1 to that used for tne Pell Grant
program for purposes of AFDC grant 2

determinations under Section 484 of the 1980
Higher Education Amendments:

2. All grant, loan, and work/study Soutces of
student financial assistance -- federal,
State, institutional, private -- shall be
disregarded as elther incowe or resources to
the student and his or her family in
determining AFDC_ grant levels by all states,
the District of Columbia and the trust

territories. . A common, and comprehensive,

défiﬁitiéﬁ of. "student flnanCIal assistance"

3. The following categories of costs, normally
included in educational budgets, shall be
considered educational expenses to be patd for.
by availablée studént aid:

tuition, fees, bpoks,,supplles,,clcthes and

other personal expenses, transportation,

meals, the student’s housing, childcare,
tutorial services, medical expenses
associated with attend1ng college for ill
or disabled students : I L

4. All forms of student Financial assistance

received from any source to pay for the costs

of attending college, as budgeted by the
postsecondary institutions financial aid

of ficer, shall be disregarded as income or
resources to the student and to his or her
Eamily in determining AFDC grant levels by all
states, the District of €Columbia and the trust
territories.

3. Recipients of all forms of student Einancial
aid from all sources shall not be responsible



for accounting, other record-keeping,
verification or fraud and abuse sanctions

other than those required by recipients of

Title IV student financial assistance under

current law:

income or student aid in determining federal

and non-federal grant, loan or work-study

student assistance; except when explicitly
provided as a supplement to the family's grant

for an identifiable component of educational
cost, e.g., transportation or childcare.

The Commission should furthsr consider effective mecnanisms
to assure cooperation among HHS, ED and state welfare and
student assistance agencies in conforming to these
requirements. Any provision allowing state option in ‘treatment

of any form of student assistance for AFDC grant determination
Will continue inequitable practices. The memorandum of |
agreement between the Office of Student Financial Assistance
and the Renabilitive Services Administration of tne U.S:
Department of Education can serve as a useful model in assuring
such inter-agency support. A copy of this agreement is
appended.'®  Damons and Associates of Rockville, Maryland is
completing an evaluation of the effectiveness of the OSFA/RSA
agreement in those states which have ad.sted it. The |
Céﬁmiséiénefs may wish to review the materials currently
available from Damons in applying this experience to the

problems of coordinating public assistance and student aid-

14. For a full discussion of RSA/OSFA cooperation in awarding
student aid to disabled students, see David Rosen; No One
‘Should Be Denied: The Effects of Public Assistance on
Lollege Oppertunity, March 1932, pp. Z243-271. NCSFA has a
copy of this manuscript in i1ts offices: : : .

- . ‘ 1 ~ "
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Other AFDC Recommendations.

le,Y

Reinstitute 18-21 year old dependent eligibility
if enrolled in postsecondary education, high
School equivalency or training program.

Replace work requirements for parents with

incentives to enroll in postsecondary education,
high school equivalency or training programs.

Adjust expense allowances to meet real costs for

work, training and education éxpensés in AFDC
grant determination. :

The definition for.undergraduate student in Sec.
484 of the 1980 Higher Education Amendments
should be used to identify AFDC and ail other .
pgb%;gfassistance program reécipients who enroll in
colleges ,

AFDC students, as well as all other student aid
recipients, should pursue a course of study that

will be of both material and personal benefit to
them. A standard of '"satisfactory academic
progre¢ss'' may be employed, as in §484, to help

assure this. However, such a stan..ard should not

penalize low income students for academic skill
deficiencies they may have developed from their

Prior schooling. - At the same time, this standard
should acknowledge the importance of pursuing a
toherent degree program. '

The satisfactory progress standard should be

developed in consultation with both higher

education and educational opportunity.
representatives.

“In applying a satisfactory progress standard which

is sensitive to these issues for welfare clients;

the proposed college incentives.

Eliminate worxfare requirements and state options
for workfare: ' . -

Eliminate limits on _application of earnings
disregard formula (30 and 1/3) for working AFBC
recipients enrolled in postsecondary education,
high school equivalency or job training:

Revise AFDC treatment of all student aid from all
sources as recommended in Part I B. above.

1

9]
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8. Target available federal job training resources on

AFDC recipients; remove financial disincentives to

participate in such job training programs;'
encourage coordinated education and job training
programs at postsecondary institutions for
recipients who qualify for admission to collage.
(Despite numerous incentives for CETA enrollees to

pParticipate in college programs as part of

coordinated education and work programs (see Rosen
and Sunderland 1979), a mere 2.4 percent of all

non-summer 1978 CETA participants.enrolled in
College. (Source: Continuous Longitudinal
Manpower Survey; U.S. Department of Laobor.)

9. Institute a complete information service to AFDC

recipients alld prospective recipients regarding
available aid, available education and training
opportunities, and rights and responsibilities of
recipients in the programs. This recommendation
has also been forwarded by the National Student
Educational Fund (Benson-Walker zud Downey,
undated).

b

D. Food Stamps

1. Disregard all student aid from any source as
income or resources available to Féod Stamp
Tecipients and their famiiies in determining Food
Stamp purchase requirements, consistent with
rTecommendations in Part I B: for AFDC.

2. Remove all work requirements for Food Stamp.
recipients enrolled in postsecondary education.

3. Remove categorical prohibitions against college

‘Student eligibility for Food Stamps for the

following beneficiaries enrolled in college under

the definition of Sec: 484 of the 1980 Higher

Education Amendments for eligible students:
- all heads of: household.

- all Food Stamp beneficiaries who meet
the Pell Grant definition for
independent student (CFR 690.42).

= all dependent family members of eligible
Food Stamp family units.

4. Assure eligibility for both Food Stamp and student

assistance based on financial need. .
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5. Reinstitute information and outreach services

regarding Food Stamp benefits and opportunities _
for college enrollment to current and prospective
Food Stamp beneficiaries.
E. Medicaid
The direct effects of Medicaid policies on college
opportunities are impossible to: gauge. HHS maintains no data
on the number of students or the educational attainment of

Medicaid recipients. Since Medicaid eligibility is directly

.disqualify recipients for aid simultaneo.sly result in loss of
Medicaid benefits in most cases. For example, the roughly
200,000 18-20 year old students eliminated From AFDC support by
the 1981 Omnibus Budget Reconciliation Act lost their Medicaid

support as well. State Medicaid eligibility and EdVéfége
policies. duplicate the inequities found in state AFDC rules: >
As of 1982, 29 states and the District of Columbia provided
Medicaid coverage to '"meédically néedy" individuals. Theése are
people with low incomes and high medical expenses. Some
college students who lost their Medicaid coverage through loss
of AFDC eligibility may retain it in these states if they have
routinely high medical costs. Others witn ordinary medical
expenses, as well as those not residing in these states, will

not retain coverage.

15. For a complete discussion of Medicaid and its effects on =
college opportunity, see Rosen, op. cit. pp. 157-176.
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The following recommendations will assist in protecting low

income postsecondary students from lLoss of needed health care

services- .

%

T

Any low inzome postsecondary student who, by virtue of

Stﬁdéﬁt,fiﬁéﬂ&iéiwgi&'fééé;ggaftqmpagfior,ggugggionai
costs, loses his or her eligibility for AFDC shall
remain eligible for full Medicaid coverage.

Postsecondary institutions shaii provide either student

health care services or student health insurance plaans
adequate to meet the needs of Title IV student
assistance recipients. :

The cost of any student health insurance premium should
be included in the calculation of the student's

‘educational expenses when determining student aid

awards.

Statewide or regional group health plans should be
developed for smaller colleges incapable of supporting
their own health plan. :

Congress should study current health plans available

for low income college students, and enact programs to

" £ill the needs in this area.



public Housing

1.

Disregard ail student aid from all sources for all
educational costs. as income or resources available to.
the low income families supporting family members in
postsecondary ctudy and residing in any
Eederally-assisted housing unit.

Deduct all child-care costs from rental subsidy

determinations for low income parents in o
federally-assisted housing units who are enrolled in

postsecondary education.

Reinstate $300. deduction From income in determining

rental subsidies for each family member attending a
Eéitiééé@@iiyi;gsgitution and residing in
ederal-assisted housing.

lect increase in rent requirements in

Adgustnausing costs in computing student budgets to
ref

federal-assisted housing programs for family members

attending a postsecondary insctitution.

e
<
7
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G. Unemploymernt Insurance ,

i.

Exempt unemployed workers otherwise eligible for yI

benefits from state limitations or prohibitions of
E??EF,Eiigibilitf and benefits levels when enrolied-in
postsecondary education.

Clarify the distinction in "student intern" .
prohibitions to UI eligibility between students

employed in a College Work/Study job whicn i's 'an
integral part of their studies" (e.g., in a cooperative
education program), and that College Work/Study
employment which is not so related to their studies.
Where postsecondary students are employed in wage
labor, with no program educational benefit associated
with the work, UI eligibility should apply as it would
for any other worker.

Remove prohibitions against UI eligibi}ity for student

workers employed at the institutions tney attend if

otherwis® eligible, and if not employed| in a College

Work/Study job integrally related to their education.
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H. Other Short Term Recommendations

1.

Develop comprenensive information services to

assistance programs regarding (a) available benefits;
%b) available postsecondary educational opportunities;
(c) available student financial aid from all sources.
These informational requirements shall apply equally to
all agencies administering federal public assistance

rograms: HHS and state and local welfare offices;

USDA, .state UI and employment development agencies;
HUD, ED. The information requirements may be modelled
after the Studént Consumer Information Amendments to
the 1976 Higher Education Amendments (Section 493)-

The authority and activities of Education Opportunity
Centers (Section 417(E) of the 1980 Higher Education
Amendments) may serve as_a useful model for information
and advocacy services. For student financial aid
administrators, the existing training authority

(Section 486 of the 1980.Higher Education’ Amendments)

may be effectively used, as can the existing Trio

training authority (Section 417(F)) for educational
Ooppertunity professionals. = o ) A

It is important that the training and dissemination
activities of the student aid,; welfare and educational
opportunity communities complement each other; avoid
coatradicting each other, and adequately inform one
another about their respective programs, services and
benefits. The Commission is also advised to consider
the information recommendation prepared by the National
Student Educational Fund te improve college
opportunities“for weifare recipients.

A federal commitment of adequate appropriations will be
required to make such training authorities and
information services effective.

Support for Special Programs for Students from
Disadvantaged Backgrounds (Trio), especially the
Special Services and Educatijional Opportunity Center

-programs, will provide additional advocacy; counseiing

and information and supportive services needed by

public assistance recipients to negotiate complex

public assistance and student aid rules in their

efforts to attend college: The proven effectiveness of

these programs warrants an expansion to adequately
serve their eligible client population. Currént
funding allows Trio programs to serve approximately 10%
of their eligible clientele. ’
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II. LONG RANGE RECOMMENDATIONS

While the short range recommendations presented above will
ﬁéiﬁ alleviate the inequitiés created Ei the interaftion of

comprehensive public assistance and col@ege opportunity policy
which will help lead to the achievément of equal educational
opportunity; rather than perpetuate the current system of ‘
contradictory policies and disincentives to self-improvement:
These recommendations of ﬁéeéésit? call for a fundamental
Testructuring of weifare policy in the United Stateés. Such
reform is required to eliminate the barriers to
self-sufficiency endemic in our current welfare policies. This

devbate may be outs1de the charge of the Commission. However,

~

the issues and recommendations presentea below must be
addressed if th-se problems are to be ultimately resolved.

They are offere. :\erefore, for the Commission's
consideration, ari far appropriate referral to further action.
Five priﬁeiﬁiég fc cimpletentary public assistance and college

opportunity polici: - :.= di-cussed below.

A. Financial Resou-ces K\

Going to college costs money: Not only must tuition and

fees be paid, but books, supplies, equipment, transportation,

16y
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meals, clothing, health care, child care ate all expenses
incurred in the process of attending-college. For low income
citizens, both heads of households and their dependents, these
expenses simpiy cannot be paid for from family resources.

Sub51stence costs take precedence simply as a matter of

<33

survivai: rent, food, clothing, ut111t1es; heal;h care. The 24

million Americans living below the poverty line! do not have

sufficient funds to pay even these subsistence costs. College
\for them rémains an unattaiﬁasié géai.

opportunity policies must provide adequate financial resources
to low income individuals for both subsistence expensés gég
expenses for attendance at the collegé of choice. Public
assistipte poliey which iﬁ any way reduces financial resources
available to such citizens upon their entollment in college
makes it financially almost impossible to attend. This
assertion is supported by a broad research literature which
documents demand for college to be directly related to
availahle financial resources to pay for ii;j A $100 net

increase in the cost of college is 'accompanied by a 1 percent

1. Barsze of the Census,; U S. Department of Commerce, Current
QuFuiaL;onAR»ocrts,7PopU4at1on Characteristics:
Demgwfephlc,h‘oc1al and wionomlc Profile of States: apr1ng,

VAN
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to 3 percent decline in enrollment rates of low and moderate
income individuals.? :

1. Recommendation
-- Provide a federally guaranteed annual income
equivalent to at least the Federal poverty ievel

to individuals and families, free from categorical
distinctions. Such a standard should be adequate

to support subsistence needs for food, housing,

clothing, utilities, health care.
B. Freedom from Workfare Requirements: Incentives or
Employment, Training and Education

Public assistance workfare requirements are based on tne
AN
belief that recipients must "earn" their benefits, rationalized
by the assertion that such requirements "provide (work)
experience and training . . . to assg’ " to move iiito

regular émpiayaent,"3 The reality a¢ 1., differs from

2. See Gregory Jackson and George Weatheisby, "Individual.
Demand for Higher Education,' Journal of Higher Education,.
Nov:/Dec., 1975; Gregory Jacksom, Financial Aid an tudent
Enrollment, Harvard Graduate School of Education, January
1977; Michael McPherson, "The Demand for Higher Education,"
in David Beneman and Chester Finn, eds., Public Policy.

Private Higher Education, Brookings, 1978, pp. 130-182; P.

Feidman and 5. Hoenack, '"Private Demand for Higher

Education in the U:S.," The Economics and Financing of
Higher Education in the U.3., Joint Economlic Committee,
09; K. Radner and L. Miller, '"Demand #nd Supply in U.S.

Higher Education: A Progress Report,' American Economic

"Review, May 1970; F: Sloan, '""The Demand for Higher
Education: The Case of Medical School Applicants,'" Journal
of Human Resources, Fail 1971; pp. 466-89; R: Spies, Ine
Fucte Private Colleges, The Effect of Rising Costs on

Loliege Choices, Princeton Jniversity, 1973.

3. Community Work Experience Program, 1981 Umnibus Budget
Reconciliation Act, PL 97-35, Section 409 .




34
the rationale. The General Accounting Office (GAO) found in a
review of one sucn "workfare demonstration project' that jobs
were low-level, unskilled, unsupervised, poorly administered,
and offered no opportunities for evaluation, training or
tréﬁéféf to Eééﬁiéf éﬁﬁidiméﬁf;a Furthérmoré, the U.S. Civil
were used to support low wage farm labor for blacks-S The
findings of numerous workfare project evaluations confirm that
the strategy is punitive in nature, non-productive, and
ineffective in reducing welfare ébéts%§-ubféavér; workfare
as a transitional program to unsubsidized employment has been
found ineffective (Friedmaza; et al, and Goodwin): \Céﬁtfif? to
the expectations of the Reagan Administration for workfare to
reduce public assistance costs, it has been found to produce
"no significant reductions in welfare paymgnts“ (Friedman, et

al .tate of éaiifbfﬁié)a Addxtlonaily, workfare on a liarge
scale could undermine prevailing wage structures. Joe

concludes:

4. GAO, Insights Gained in Workfare Demonstration Projects,
July 32, 1981, pp. 4-5.

5. 4.5. €ivil Rights Commission hear1ng,7Calro,7lll1no1s, June

10, 1966; S£a££~R;port on Public Assistance in Alabama,
Updated

6. Tom Joe, et al., National Op1n10n Researcn Center;
University of Chicago, The Poor: Profiles of Families in
Poverty, March 20, 1981, pp. 5-5, [9-21, 57. 3ee: State of
Caii?ornxa, Inixdgicar and Final Report on the Community
Workgﬁxperigncegﬁrcgram Employment Development Department,'
April 1976; James Koppel et al., Final Report: A sStudy of
General Ass1stance Workfare Programs, Nat1onal Assoclation
of Counties, 1978; Barry Friedman et al., An Evaluation of
the Massacnusetts Work Experience Prograin;, drandels,; 1960
Leonard Goodwin, '"The Case*ﬁgalnst Work Requxrements,
Public Welfare, 36; 2; Spring 1973.

163




35

Given what is known about workfare prograws from
Several demonstration projects, and from the
existing work requirements of other programs such
as AFDC and Food Stamps, the (Réégaﬁg -
Administration's workfare plan is likely to be an
administrative faiture .-- and financially wasteful
: » .« Requiring recipients to work in makeshift
Jobs is not compatible with the work ethic.

Instead, workfare can be a punitive measure that

can undermine the value of work and thus have an
effect opposi-e what it is intended to achieve.

Mandatory work in menial jobs also does not =
provide job skills to welfare recipients that they
can use in market-supported employment, and_
therefore will not lessen their dependency.
Workfare is founded on a penal system of wafk-faf-ﬁé-pay;
It serves to deprive low income citizens of opportunities to
either pursue higher paying, more productive employment or
educational opportunities intended to increase their
eémployability for such positions. Citizens required to submit
to workfare programs; wno must also care for their children,
have little if any time available to pursue an education
designed to make thenm economically self-sufficient. In order
to take advantage of available college opportunities, public
assistance recipients must be freed from workfare
requirements. They must have the freedom to pursue a college
ed ication which will help prepare them for productive
employment and available job opportunities.

»

7. Ibid., pp. 24-2S.

s
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i. Recomméndationsi

-- Abolish workfare requxrements and\program options in

all federal publlc assistance programs. No public

assistance recipient shall be required tc wor. to éarn

their entitled beneflts.

-- Reinstitute and strengtnen incentives for work

training and education of public assistance rec1p1ents.

== Targe; federal employment and tra1n1ng program.. beneflts

and services on public assistance rec1p1ents-

-- Provide incentives fot coordinated édﬁééti6§75§67w§fk

training programs based in postsecondary ‘institutions .

for public assistance rec1p1ents.

-- Develop appropriate work, tra1n1ng and education
program options for pub11c assistance rec1p1ents with

differing needs, abilities and aspirations.

C. Information

Schorr, Piven and Cloward have documented the need for
adequate information about the availability of public
assistance: The Student Advisory Committee of tne College
Scholarship Service and the National Student Educaticzal Fund

have docum#nted the need of students and prospective students

for information abc . postsecondary education opportunltles and
¢
the availability. of student fin:cncial aid. Benson-Waiker and
Chu-Clewell have shown the information needs of public
assistance recipients who wish to attend college. 1In the past,
iﬁfdfﬁétiéﬁ -- or lack of it -- has been used as an
administrative tool to deny pecople benefits to whicn tney are
legally entitied. For zxample, under Mayor John Lindsay in New

York City, a meacvandun prerared for him by tne Budgét Bureau

proposed ''tite elimirz:i~u of seven outreach centers 2nd- at

least seven of the rv:gular welfare centers through

- - 185 o
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consolidation . : : in order to : : : build up and maintain the
maximum legal backlog between intake and final determination of
;éligibiiity;"g These proposals were indeed enucted, an& did
result in reduced awareness and demand for welfare benefits. .
Both public assistance and college opportunity prbgrams
should assure the aggressive dissemination of accurate,
60$p1eie an@ timely information regarding available benefits
and programs under each to all beneficiaries and prospective
part1c1pa its. Policies which inhibit the Fiow of such
information constitute a barrler to equatl eddéifiaﬁ”i
opportunity.
1. Recomméndation

~=-- The short-term recommendations for information services
presented on pages 15-16 apply here. )

D. Simplicity

Much of the need for services, e.g., outreach workers,
eligibility technicians, case workérs; and the resulting costs,
paperwork and excessive bureaucracy of public assistance
programs result from their complexity. Public assistance
programs are, at bottom, intpnded to redistribute income as a
partial remedy Eor inequities Found in the economic order.

That goal may be achieved through.a greatly simplified system
of cash transer éaaiﬁisféféa; for ezample, by the IRS. If

administrative costs of the eight public assistance progranms

8. New York City Budget Bureau, Recommendatxon§7E6
in P

the Weifare Budget, March 24, 1969, quoted
cit., p. i6l. .

r Savings in
iven, op.

. 1(;5
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reviewed by Roéé@g are assumed to be 15 percent of total
Costs, tnen about $9 billion could be saved by instituting a
simple cash transer syétem, A simiiarly large amount would. be
saved by eliminating the need for litigation, counseliig,
Paperwork and a myriad of Secohdag; costs associated with the
bewiidéfiﬁg complexity of current public assistance programs.

Administrative simplicity is not a new idea. Past
proposals for streamlining public assistance payments, however,
have used such action as a screen intended to lower cash
benefits, e.g., President Nixon's Family Assistance Plan and
the facome portion of President Carter's Better Jobs and Income
Plan. Proposs1s for administrative simplicity must:

-+ 25 ure low income citizens a decent financial standard
tor subsistence

not reproduce the profusion of 50 state and 3,000 local
welfare of{ices, eac. with their own policies and
practices ’ '
== not reproduce the array of nine federal departments ard
21 Congressional ccmmittees: .
This will be a great step not only in enhancing the
complementarity of public assistance and college opportunity,
but also in reducing inequity, inefficiency and unworkability
of the current public assistance. system.
Beyond administrative savings, however; the simplification
of federal public assistance programs is proposed to eliminate

9. Rosen, 1982, op. cit. These programs include AFDC, Food
Stamps; Medicaid, Public Housing, Social Security, Student
Benefits, CETA, Unemployment Insurance, Voc: tinnal
-Renabilitation. .

16;
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discrimination among categories of deserving and undeserving

ltow income Eicizéﬁ§; Curtrent federal law makes such
distinctions, preserving in the process a system which
inequitably treats citizens with identical Etnanc1ai resources
but different family, health or Tesidence characte#lstics.

ﬁoWévér these proposals for 51mp11fy1ng publlc assistance will

not on chelr own corréct cther 1nequ1t1es which occur in the

marketplace, in housing, health care and education for

example: Still more fundamental reforms outside the scope of
this paper will be required to redress these problems.

1. Recommendations

-~ The simplification of federal public assistance
payments will require the end of categor1cal ]
distinctions among different types of low income
citizens (e.g., elderly, disabled, single parents). .
A single income-test would be required for eligibilxty
and grant level determination.

-- Programé like AFDC, Food Scamps,,assasted housing and

SSI would be replaced with a simple cash transfer:
1
-- Such a transfer payment system.might be managed by the
Social Security Adminis:.ation ot thée IRS, subject to
the reporting -and verification requxrements of all
c1c1zens by such systems-

-- ‘WOrk cra1n1ng and education incentives should be
51gn1f1canc1y strengthened to assure tne
self-sufficiency of récipieénts wherever possxble.

-

E. Support Services

Until the dream of administrative simplicity is achievéd,
and in order to méet those néeds whicT will continne to ptrtesent
obstacles to college attendance, a wide range of support
services are needed to assist low income citizens maneuver

N
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'through thé thicket of public assistance programs in the1r
educatlonal pursu1ts. These services include assistance in
applying for student financial aid and For college admission,
basic skills instruction, tutoring, counsgling, outreach and
recruitment, child care, as well as advocacy to agsist in the
myriad administrative procEdurés-?equired by the interaction of

'publ1c assistance and student financial assistance programs.
One chief problem is that no oné agency or service exists to
o L 7 : .
assure that all the necessary steps proceed as required.

Student aid administrators remain responsible for their

programs, welfare cazse workers for theirs. A consensus must be
reached among policy makers and pract1t10ners alike as to how
this array of needed services can be most effectivelr provided.
Fiﬁéli?,'though outside the scope of tnfs inquity, one last
‘'servi:e'" must be mentioned. The public schools must be
strengthened to adequately prepare all students with the talent
and a:@gre to attend college. Until the 1nequ1t1es of the
i:xlementary and secondard school systems for poor students are

corréctéd; many of these students will never realize tneir Ffull

intellectual, personal and product1ve potential.
1. Recommendatlons

-- Expand approprlatxons to the Trio program sufficient to

meet client need and within the capacity of the

€ducational opﬁbrtunity communxty to provide qual1ty
services.

-- Provide incentives to postsecondary institutions to
.enroll and support low income students. These should
be developed in consultation with nigher education and

educational opportunlt){ representatlves- . .

-- Strengtien professional training for welfare, student
aid and educational opportunity professronals to petter
serve the needs of low income students created by the
interaction of tneir. progrdms.
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. A National /

FOREWORD

In this report, the National Commission for Coopéra-
tive Education is presanting the U.S: Office of Education’s
Executive Summary of a major research effort sporssored by
the federal government entitled; “Cooperative Educatior: —
\ maent.” The final report of the study fils
two large volumes and supplernental data.

The Commission has also excarpted material from a

detailed commentary prepared by Dr. James W. Wilson,

Director of the Cooperative Education Research Cariter at

Northeastern University.
Thl “study, “Cooperative Educauon A Nanonai Aa-

sessment,” was conducted by Applied
Scignces ofSﬂvérSﬁm:g.M’nryl’and undiramentcontnct

with the Office of Planning,, Budgeting, and Evaluation of the

U.S. Office of Education. it was begun in July, 1975, and was

completed in November, 1977. The project director for
AMS was Dr. Steven Frankel; and supervising the activity
for the Offica of Planring, Budgeting, and Evaluation was
Mrs. Ann D:. Hearshier.

The study was mandated by Congress in the appropri-

anons act er fiscal ydar 1975 ina dltcmucn to product

decisions.

INTRODUCTION

Coopcratxvc educabon has becn warrnly mdorsed and

supported by Congress as a work/learning strategy capabie
of serving national needs. Under Title [V-D of the Higher
Education Act; 1,054 grants totaling $34,687,278 were made
to postsecondary institutions to develop, implement,
strengthen, or expand cooperativé education programs.
This federal governiment support has, in fact, catalyzed the

growth of cooperative education so that today there are
almost 1,000 institutions offering programs: (Title [V-D has
been suppianted by Title VIII).

Periodicaily, cornmttmoftthcntnandHouscof
chrmnmtwu have heard testimony from private and
public sector émﬁéycrs. educators studants, and pro-

fessional organiZations attesting to the cost benefits, educa-
tional values; and social gains produced by cooperative edu-
cation. In most — perhaps all instances — those who
appcand bd’cn Congressional committees, including
lending ir s, college presidents, and social scien- .
tists, urged that greater financial support ba provided by the
federal government to institutions as well as to andillary re-
search and training activities.

~ How much should Congress appropriate for coopera-
tive education? With a currént enrollmerit in cooperative
édutaﬁon of vnly 2 percerit of the nation’s total post-sécond-

ary student body; is there an enrollment saturation point?

What is the real empioyment potential for cooperative edu-

cation students and graduates? What; in fact, are the bene-
fits to students, employcrs, and institutions?




It s ot unusual that answers o these and other

questions should be sought; nor was it unusual that after a

federal program has operated a number of years, it undergo
a systematic evaluation. , )

. Tha quest for this information was reflected in a speech
delivered by U.S. Senator Ted Stevens (R. Alaska a), a

member of the Senate Appropriations Committee and an
an Empioyer Institute convened May 2; 1974, in Detroit by
the National Commission for Cooperative Education; Sena.
tor Stevens said: “To increase the funding, we noed hard
data — from the schools; the empioers, and the studenits io

present the case before Congress. L, for one, believe in

cooperative education and would willingly lend my support

to furthering its goals in Washington.”

The National Commission believes that the objective

data presented in “Cooperative Ediication — A National
- Assessment” provide the justification for continued, ex-

panded, and creative federal government sunport of cooper:
ative education. o -

For professionals in the field; as well as those prospec.
tively interested in cooperative education — students,
parents, employers, and faculties and administrators of
postsecondary institutions — the summary of the National
Assessment and the excerpts from the Wilson commentary

should be a source of enlightenment and confidence.

-
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Findings

ﬂu ﬁrzﬁ@ of the study have led to the following con-
clusions regarding cooperative education —

I 7710:¢ who pamcrpate in cooperative education
support it.

Institutions  with programs of cooperative education

and emplovers whp hire ‘Ccooperative education srudems
ed strong support and irzicated their i intention to in-
crease the number of students who wouid d participat 2. Stu-
derits Who Were currently enrolled in programofcoopera

tive education and graduates who had participated in coop-

erative education as students assessed their experiences as
valuable. e

2 Caopcranvc educanon contnbutes significantly to
the career preparation of students.

More students enroiled in cooperatxvc educanon

programs, as compared to their non cooperative ediication

counterparts, percerved that their job skills improved as
they advanced through their unc ro

e program:. In
a sirmilar cornparison, as they approach

ed graduation; more
coopu-auwsmdintshadadumandmnspecﬁcum

of their career objectives than did non cooperative students.

The findings aiso showed that cooperative education con-

tributes to after graduation employment, to a more direct
relationship between college major and full-time after-gradu-
ation employment, and a more direct relationship between

current job and career plans.

3. Coopcraﬁvc education is a mechanism for student
financial assistarize.
The large majority of students enroﬂed in cooperatrve

éducanonprogrmsarecomptmarédfo:thaworkand,

therefore, forﬂnmcoopetanveeducanonmmmcomm,

diicing activity. This income legitimately may be viewed as
ome kind of student financial assistance.\This was found to
be of pararmount importance for approximately one-third of

thestudnntsamiwaspartfuhﬂytrucforhrgcmporﬁons

of certain subgroups within the student sampie, specifically
minority and economically disadvantaged students: For the
majority of students’ and institutional personnel; however;
the financial assistance aspect of cooperative education was

secondary to its educational advantages.

4. Cooperdtive education is cost effectivefor students.
__ Anaiyses were performed cc - saring the costs and
benefits resuiting from the following decisions: to go to col

lege or not, to attend a baccalaureate degree or an associate

degree_ grantirig institution; to participate in cooperative
education or not. The net effective over a long period of time
showed that the financial returns in relation to the costs
expended are greatest to an individual who goes to college,

N e

attcndl a four-year mstxtut:on, and parbcxpatu in a cooper-

- ative_education program.

. The superiority of c00perahve eduamon was ospecxaﬂy
pronounced in the baccalaureate degree programs. [n addi-

tion, it was found that a five-year cooperative pmé;’&m was

more cost effecuve than a non cooperative fog;:gg;ﬁpro—
gram. The' cost effective dominance of cooperative
education was less clear and consistent in associate degree
programs. The data further showed that cooperative educa-
tion in professionally directed curricula, such as busmiss
and engineering, were more cost effective than prog

liberal arts curricula. The greater cost effectiveness of cpop-
er-tive education was further substantiated by the taxable
income received by cooperanvc ftudmtz, the shorter

periods of unemployment exp by its graduates, and

. the greater hfe-nme earnings of its graduates.

Goopcranuc education is cost effective for em-

Employers identified a number of potential values for

them by their participation in cooperative education: [t
offcrsmcmtlmopportumtytoﬁlheguhrandxmpormntjoba

" in the sub-professional categories. They cbserved that ccop-

erative education students are as productive and often more

highly motivated than regular empioyees. Through 1 coopera-

tive education they can identify and recruit future full-time
employees from student ranks. Those recruited in this way

.are found to be good erfipioyi@es and are often regarded

more highly than other fuil-time employees recruited by dif-

ferent means. Cooperative education offers empioyers the
additional advanﬂgcofmhhngmapo&ﬂvcnmtaﬂm_
community and to the institutions of higher education within
that community.
haquxktauvesmextwaspossnblctocompauthc

costs and benefits of cooperative education to «

Overall, the additional costs ‘experienced by employers in
hiring cooperative students 23 against reguiar empioyea
were modest. The only appreciably grzater cgst were the

one time start-up costs and those costs associated with

_evaluating cooperative students. Wages, fringe benefits,

' supervisory and training costs, and union negotiating costs

were essentially the same for both cooperative students and
regular employees. On the other hand, benefits; as ex-
prmglfg terms of student productivity, identification and

and community

recruitment of future full-time em
relations; were great: Hemz, although the data are not

quantitative, they make a clear case s for cooperative ediica-

tion being gemerally a cost effective investment for
embloyers Of the employers surveyed, 96 percent indicated
that they planned to continue their cooperative arrange-

ments with the institutions.

6. Cooperanve educanOn constitutes a program cost
for institutions of higher educamn




The study showod thas th most mz:ortantrre?scns for

suppqr!mg cooperative educ:don -+ain the instituticr.

community were because of 3 potant-; ror integrating »::

demnic_development and car€ss disve s ot and bec

cooperative education has tic reter il for -enhancin.:
student motivation. Other icaritin:=: values to the: insit...

tions include the oppor  ‘ty ~+ expand serior ' aearien,
update curriculwy, e d vnroﬂmmts o a’i:'-;r;

sources of funding, and wiilize sivace and 7.

ciendy. It is clear from the finding. zhnt the i

that cooperative education holkds f= mtuuonm Dt. o

is its potential for serving studants and not m rraunmg
support to the institution.

____The avzrage net institutional per student cost -
estimated at approximately $220 per vesr rorthemﬁtunc/.s

sampled. As programs approached an enrollment of 2N

smdm&,mwbcwncanétﬁnamalbcneﬁftodumn-

tutions. Since estimates indicate that 80 percent «¢ all coop-

mtzveprogmmsare smaller than this; 1tlscondudedthat

for miont institutions <ooperative progranu are not currently
sef < Loporting. .

7. TTtIi v.D of the Higher Educanon Act has made @

xﬁccmt contnibution to the national expansion of
coopertitive e@ducation.

Since the first grants were awarded under Title IV-D in

1970, approximately 700 programs have been planned,

mented; strengthened or expanded as a direct resuit of
Txﬂe IV-D, now Title VIII; grants. .

8 It was a sound legisiative decision tp Support coop-

erative education through direct grants to institu-

tions rather than as additional scholarship or ioan
monies to students or as subsidies to cooperative

education empioyers.

The financial rewards to students fsr participation in

cooperative education begin immediately. Institutions, on

the other hand, experience an immediate and reasonrbiv

long term net cost and are in need of support to offset the
drain on their limited resources. By July, 1976, $34,687, 27§

had been awarded to institutions for the administration of

their cooperative education programs. The average grant

v/as §34,063; while the average request was $41,617: Title [V-
9] grants absorbed approximately 55 percent of the totai
ooperative education program costs.

9. The federal investment in Title IV-D; and now Title
Vi, is more cosr effective than the federal student

. An analysrs was preserited wh:ch showed that the

interest -ost and loan Cefault cost to the federal govern-

ment for the student loan program are substantiaily greater

than the cost of supporting cooperative education through
annual appropriations.

-10. Federdlly funded and non-federaily funded cooper-
ative education programs exhibit sirilar program
characteristics.

Comparisons between programs that have received
Title IV-D funding and those that have not showed no statiy-
ucaily significant differences with regard to a large number of
program charatteristics. Altl.ough federal funds have had a
significant impact upon the expansion of cooperative educa:
tion, particularly in the areas of liberal arts and two-year pro-

grarns, Title IVV-D funds have not significantly impacted upon

programm structure and mode of operation. It would be
untrug tv conclude; however; that no cﬁangu have oc-
curred in sooperative éducation sinck the beginning of Title
IV-D legisiaiion, but rather that both federally ﬁ.ihaid and
non-federally funded programs look very much alike. The
iig?ﬁﬁéiﬁéiof‘rﬁeivbﬁmdscznbeappmatedmomm

light of the findings on institutional costs and benefits rather
than in terms of program characteristics. :

. 11: Students and empioyers assessed fediraﬂy funa‘ed

_ and non-federally funded programs to be alike:
On several evaluation considerations; such as the
counseling received, the relevance of the cooperative edu-
cation assigrunent to college major, the quality of employer

training, and empioyer ratings of student productivity,

assessments were positive and similar for Title [V-D and nion
Title IV-D supported programs.

‘12. The future prospects fo»j the natiorial expanszon of

_ cooperative education are good:
- 'I'hcsaturanoppomtof student; institution; or employer
mbon in cooperative education has not been

rzached: Two percent of students enrolléd in higher educa-

tion, less than one-third of all higher education institutions,

and approximately 30,000 employers are involved in cooper-

ative education. Except for tﬁelackofadeqﬁatcandhﬂiy
peTsuasive information about cooperative education and its

values as applied to each of the constituent members, the

stimulants to expand are far greater than the deterrents.




- Conclusions
The potcnnal for contmued expansion of coopér:mve

education ig great bccauu, a3 the study argues; the satura-

tion point has not yet baen achieved and the incentives for

expansion far outdistance any of the hindrances.

Thmammreepmrc:pailmaofevdence to supzort

the contention that there is room for additionai institutional

participation in cooperative education. First; the theoretic
nﬁximum of participating institutions has not been r. reached

since only approximately one-third of the institutions of

higher education in the United States have programs of

cooperative education. Second, the population of institu-

tions with cooperative education has increased annuially

sinca 1961, andthoughnowirmasmgatasbwerratethan

in_previous years, it, nonetheless; continues to increase.
Third, student enrollments in cooperative education have

- increased annually over the past number of years, and 77

percent of the sampie institutions reported plans to continue

increasing their cboperat:ve education enroliments in the

future.
: In tcrms of studint saturation; 2ll students in instity-

tions of higher ediication constitute the theoretic maximum

of pauntud cooperative education students. Only about two

percent; however, ofxﬂsmdintsmcnmﬂidmprogramof

cooperative education. Although the number of cnoperative

education students has increased over the past several
years, they still constitute a small minority of the potential
riufrbers.

Two ltims of mfonnabon were collected in;the course

of the smdy to support the position that the employment

| sector is not yet saturated with cooperative education stu-

"dents. Forty-one percent of the sampie of current coopera-

tive empioyers reported plans to expand the number of

cooperative students they currently employ ove the next
several years, and sixty-two percent of the sample of em-

ployers not currently hiring cooperative students reported a

desire and the possibility of hiring them in the future.

The study provided ample evidencs of tive existerice of

potential incentives for the adoption and expansion of coop-
erat.2 education at institutions of higher learning. The data
showed that cooperative education has particular merit asa

sirategy of career education, institutions with cooperative

education have a higher rate of graduate placements than
institutions_without cooperative education; and coopera-
tive education enhances the total financial aid efforts of the
institution. The fact that cooperative education is not im-

mediately cost effective is the single greatest deterrent to in-

stitutons embarking on such a program. Cost effectiveniess

is reiated to both the size and age of the program: Nevper ‘

programs are more costly; which in turn is probably related
to their size. As programs become larger; they have a
greater chance of bécoming cost effective. Although the

potential exists for external assistance in the development

7

_recruitment of full-time s
’cormnumty rdabons, are great. ”mcoopcratxwedu—

i

of prbgrarns of cooperative education througth Title VII of
zhc Higher Education Amendments of 1976, it appears, how-
ever; that the majority of the cooperative education pro-

grams are not currently financially self-sustaining.
Theére is overwhelming evidence that coopcratxve

education has considerable value for students. It provides

relevant career related educatior: xad financial assistancs:

Graduates of cooperative educa” .3 ;:: 'grams have higher

aftar gradw"ﬁn starting salurzy . nd fewer and shorter

. perioxia o, unsmployrent. I v students found cooper-
ativé éd.<cation 10 bBe i xlidely valiable strategy of

education und a cost efective investment. The principal

detarrent to student participation 'mcovered by this study

was the lack of knowledge about cooperative education and
its potential value for them.

~_ This study showed that most parﬂcxpamg mﬂoyas
find that cooperative education ‘students are productive
employees, earning their way. Additional employer costs

required to participate in a cooperativé program are modest,

while the benefits, in terme of productivity, identification and

1ates; and strengthened

cation { ion is cost effective for er
mmdﬂms@vuﬁcacﬂmﬂnmmhﬂeto

.expand are far qreater than the deterrents, and, therefore,

the prospects are good for the immediate and long term
expansion of cooperative education.

-




APPENDIX D

Excerpt from letter from CongresSsman Thomas E.?Péﬁri to Mr.
Kenneth G. Ryder, Chairman Subcommittee on Sources of Funds
July 6, 1983,

Like most income-contingent loan (ICL) proposals, IDEA does
providé protéection against ibah/paymeﬁﬁé that are excessively large
relative to income. Anndal paéments afe limited to 15 percent of
household income. Additionally, below the 15 percent cap, those at
absolute dollar terms: i/

IDEA does seek a "participation interest" in a borrower's

rates plus 2 percent, those with long-term ‘9w incomes would be

charged an effective rate lower than this (due to forgiveness of

debt remaining after 30 years of repayment). Similarly, the high

income borrower would pay an interest rate of up to 150 percent of

:5 |

‘the standard T-bill + 2 percent rate, depending -upon how much had
been borrowed and how many years of high income the borrower
experienced during the first 12 years of repayment.

from low income famil:es (and the failure to subsidize low earners

‘from high income families) once basic financial assistance has been

used to equalize access to higher education. That is why IDEA is

offered as a supplement to current need-based grant and loan

programs:; o
| 177
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IDEA s::ould raise the efficiency of higher education finance.
administration of the program (and is therefore unsubsidized), yet
gives borrowers the benefits of lower interest rates through federal
loan guarantees and administrative efficiencies due to IRS

maintenance. This below-market interest charge (compared to
commergial unsecured loan charges==which éVéﬁ”ﬁiéﬁééﬁ-iﬁééﬁé
borrowers under IDEA do not pay) is economicaliy efficient Because
it represénts the pOOiéd‘riéks and éiﬁééféa returns to all iﬁEA
borrowérs. Thé program is designed to be actuarially Py
self-sufficient. Even though no individual borrowers will bs able
to predict with ceftaintyjéﬁéif future ‘income st eahs; demographic
data suggests that long-term solvency of IDEA isLnot in doubt.

' g of unsubsidized

IDEA contains no means test because rationi

loans is not necessary ~dditionally, as Dr- Riddle notes, there is
a positive correlation between the income levels of a student
borrower's family and her own eventual income. Therefore, the more
participation from students who fail GSL; NDSL, and Pell Grant means
tests,; the ﬁqié likely IDEA will be serving borrowers who wiil not
require eventual forgiveness of their loans due to long=<term low
incomég@ ' |

IDEA is not offered to facilitate a shift to more indepéndént
or financially autonomous students. Unlike most loan bank
proposals; the unsubsidized rate of IDEA is not "easy money"

ence 7ing over-borrowing or even reinvestment of éducational loans
£ ﬁbﬁéféiy gain. IDEA does, however, qgfér the iﬁdepehéeﬁﬁ
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sScudént mona2y at lower average inteérest ratés than thé ALAS
prograin. Moreover, with paréntal incomes increasing at a slower
rate than educationél expenses for thne foreseeable EUture, IDEA is
mucii less a vehicle for reducing parental contributions than an

incrsemental source df‘fUndS to bridge the ngWing gap between
arental contributions,, student-supplied funds (SaVings or
wor«-study), and current aid orograms on the one hand, and the costs
“f attendin: schoo. on the ot ier. The gap exists, especially at the
graduate school level: There is "o guarantee that a subsidized loan
program will be expanded to meet the need, and, as the Commission

notes; subsidizsd loans can divert funding frém grant programs,
skewing assistance toward higher income families. IDEA protects
IDEA would increase the incentives to enter professions :hat
are low-paying yet require large educationel investments. As Dr.
Riddie notes,; lower payment levels might compensate for lower
average incomes due to ltabor market discrimination against women and
minorities. Perhaps rore importantly, IDEA would remove the

v

risk-aversioun that lower—-income groups may experier.-e when
considering wheiher to incur educational debt or not pursue Further
education oat of fear of unmanageable debt: For those students who
have rec:-.ived grants and subsidized :oans vet need tc borrow more,
the 15 percent-of-income ceiling on IDEA nayments and option to

convert other loans 1in-o IDEA debt subject to that ceiting might

encourige or enable students from Iower-income families to enter

jraduate and professional degres programs.
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Ai Dr. Ridcéle notes, lengthy repayment periods are offset by
the lJeductibility ¢f jinterest payments; and in any case generally
woula not Significantly reduce the return 6ﬁ'éﬁe's education
received by a borrower. Under IDEA, most DOrrowers would repay
loans ovér 12 to & years--not unlike the current period- for
repayment of ioang concolidated by SIMA. The present value of the
repayments would, in any case; be no greater than the value of the
original loan, given the T-biii + 2 percent interest charge that
réflects the cosL to the IDEA program of lénding money.

IDWA not only aliows unsubsidized interest ratés to co-exist
with ma..igeable debt payments, it reduces administrative Cos£sléqé
risks due to defaait tnrongh collecticn of payments by the IRS.
A these costs wo1ld be paid through thé intérést charges.

Although DPr: Riddle mentions costs (with IDEA, really
approprrations loaned (5 the program, not éxpén&.ss that are not
recoverable iike the current GSL special allowance or in-schoo’
later st subsidy) of initial capitalization and payment of in-
interest required by IChL ééhemes, IDEA seeks to avoid even thece.
The IDEA legisiation authorizes the issuance of 15-<year +
“Zero—éOGpéﬁ” bonds by state guaranty agéncies that would require no
in-school interest paymen:ts a2t all. The IDEA Loan Trust fund would
repay the bonds with interest at 4 timé when repayments had
accumulated in the Trust Fund--avoiding curr-nt appropriatic:.s

2Xcept for administrative costs:

15y
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AVOIDANCE OF PO NTIAL DISADVANTAGM.] F ICL'S BY IIEA

Becuuse “he theoretical attractiveness of income-contingent
tocans had fa. © receive thé éndorsement of large pnumbers of
pulicymakers 1in the past, the IDEA program was explicitly shaped to
ﬁiéiééié or avoid the negative attributes of past ﬁfébéééié;

investment in educatiun. Rathé:s., iz accepts »0st-school income as

evidence of ability to nay for : :chool borrowing. Edccational

loans represent a futu*é obligation of borrowers. It is logical and

appropriate that the pric. .. ~uch loans should refiect future
(rather than family) income of borrowers. This is pafﬁiéﬁiéfly true
given the status of IDEA as a Supplémént to need-based rrograms that
is targeted to graduaté study where parental contributions ire iess
available and costs of attendance ars often higher.

IDEA takes posSitions on issues of equity ratised -y Dr. Riddie,
using current studént aid and tax g>licy precedents for éﬁidance;
Bor . wers o not 1d their loans by marrying and leaving the
workforce; howéver, the joint inCOﬁé of a coupie 1s 65ﬁ3id¢fed in
setting the repaymeéut due from spouses on their joint “=2bt. This 1is
consistent with currént cax policy, which does not cousider the
smount of income earr - d by individuat spouses within a taxpayer w it
wihen taxing the income of the coupie: It iIs true that a spouse who
works but has not borrowed ﬁay have to pay off the loans of a spouse

Whe has bporrowed but has no market income; nevertheless, non-workirng

15;
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spouses effectiveiy must resort to household income (or wealth) to
current fede'. Ly-insuréd loans. Moreover; tasing iDEA payments
borrcwers' ti:.iiholds' income .5 o less legitimate than
2stiblishing need for subsidized inans or grants according to
students' families' -

Dr .

income---the huusehold unit 1is the measure.

to w.rk and earnings.

Riddle raises the qu:st.on of nejative effects ci labor
supply 1f loan payments that increase with income are disincentives

IDEA is distinctively different from eartier
iricome-sensitive repayment. schemes in that the paYhéﬁt on & given
imount Of Jdeébt decreases
even though the absolute

as a percentagec of
1ncome

dollar amcunt
Lncreases

income as incomes rise,
o

repayment
Thus;,

increases as
higher ecarn:
of their incomes remain after paymen

targer fraction
of IDEA toar -
negative effect on labor supply shouid be incons:

and arv
v 4L :  Much
mor: significant shouid be the pcsitive effect on cne
employment for students gualifi=d to be
Scienc: teachers,
Ltawyers

che 1ce of
research engineers,; math and

nmunity practice physicians, and pubiic

2o mane o few of

beneficiat to society).

the high-cost,

tow-wage professions

IDEA will De covered b
Annuai Iimics are
ir: managjeabte,

even at

the boirrower repayments.
32t on annual and lifetime borrowing so that debts
uarisubsidized rates of
repayment schedules ar
assenttatiy

inter st. The
conse. ' 4tive demographic estimates

can be repaild at maturity without

jaarancee th:

1

Winile repayment 5F

t the pond culigations issued to fund IDEA
time,

the IDEA loans

any general revenue subsidy.
the maturityv da

O

in the fu
182 |
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will be over an extended period of
of the bonds is also set
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Enj.oyers might have an incentive to offer compensation in the

form of t.x-éxémpt bénefits rather than taxable income; reducing the

size _: IDEA répayments. The IDEA program reduces this risk in

“St:; the income measure used; "Modified Ad‘justed

“ross Income, " adds to the Adjusted Gross Income measure presently
uSéd cér.ain preference ("loophol«") items. This prevents sheitered

ir sme from red..ing IDEA paymer s from high income borrowers:

Second, because all but the 1~ :st income borrower: . +heir IDEA
loans at the T-bill + 2 perc ‘nterest rate, for atmost all

O

borrowers who might receive ome :ax-exempt income in iieu cf
significant amoants of wage income; such substitution will simply
extend repayment ra:ther than .reduce the cost of the loan (in present
value terms) to the borrower. Becazuse tne IBDEA interest rate. i

)
unsubsidized; borrowers have no zutomatic incentive to extend

r-payment from (say) 15 to 20 years based upon the economic costi to
ther., Third, at the highest income teveis, the size of IL7a
payments per dollar borrowed do not increase much per ezch dollar of
addicional ir .ome; henc, there 1s tittte incentive to seek
non-taxable emp»loyment henefits beyond wnat wouid otherwise exist to

svoid basic inccom. ctaxer: In short, taxable income avoidance 1Is

T3 tpnreat to ertier tneé 2auity or the solvency <

br: Riddle rz. ¢s the possible negative effe- vernmental,
L, and pnilan: ruplc contri:cutions of income-sensitive

repayment of loans.  Again, IDE2 is not designed to supplant current

= arces &. financial supp ¢ (as most loan banks have been); it is
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designed as a second tier after current subsidized loan programs and
after parental contributions that can: grow as fast as educational
costs or that are not available *o gr. .ate students.: Philanthropy
will still bé neécessary to meet the b: < needs of lower—income
students. It is my understanding, more.ver; EﬁéE Yate University
nas not seen a decr&asé in alumni contr .putions from students who
elected its incomé-contingeént repayment coption in the 1970s.

IDEA does not attémpt to str :tch too far the analogy of
insurance against urianticipated iow income. Rather; its 15 percent
of income cap on arnual péYménLS is a protection agalinst temporary
or long-term incomes that w2 6iépfd§bf€i55é£%iy low rciative to
borrowing. Only if 15 per. ot of iﬁébﬁé‘ﬁﬂg been paid f{or 30 years
Of income has besn chronically very low 3;@% any IDEA borrowers
receive a subsidized interest rate. This is a sufficient
disincentive against needless. borrowing by those who choose
loWér:péying occup-i L5,

Although ICL. .: I requently proposed mignt incur substatial
costs to fo!low mobile borrowers aover the term o a loan, IDEA does
not. IDEA is federaily administered and collected by the IRS.
Tracking borrowers is not a problem so long as they are part of
ataxpayer Jniit tiable for income taxes. Moreover, the income tax
liability that would result from "hiding" a non-working . pouse (lost
persondl exsmption an. “igher single h~sd OFf household ta:x rates)
woculd be likely to éicéédbiﬁé savings from IDEA payment zvoidance.

This does not 2ven const :r IRS enforcement z.thority and the threat

o
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of discoveiy by random audit: As for the resistarice of thé IRS
bur-aucracy to collecticy of loan payments, thée IDEA bill makes such
collection no more complex than the curreént colléction of Social
security pa§féil taxes from the self-employed--a current IRS duty:

The intergenerational effects of IDEA are difficult to
2stimate. Again,; IDEA does not reglaCé othér student aid
mechanisms, so5 any interge:. -ational efféct§ aré substantially less
than ander some loan bank proposals. Furthé-more, most IDEA loans
dre repald in 12 to l& years, i.é., prior to the time IDEA BOrrowers
would pe contributing to their own childrén's education expenses .
Moreover, for lower incomé IDEA borrowers whose payment extends up
to 30 years, the family incomé of the children of the IDEA bBorrower
will juali:y the child for currént sSubsidized loans and grants.

It is iikely that IDEA would b¢ 1tilized more by students at
Nigher-cost institutiorns. Nevérthéiééé, no more money is made
available to undergraduate stu.lents undér IDEA than under GSL (i.e:,
$2,500 p=r year), although IDEA will te aveilable to those who fail
the GSL means test an  currently must uSé thé more expenci.s (than
GSL and IDEA) ALAS prcgram: Public inst.-ations would have a higher
proportion of costs covered for undérgraduates who i: .. tne GSL
means test - ian would private institutions: private institutions

woulld hive mire money available to studénts who fail the GSL means

test. Studénts would hawe the right to borrow a4t an unsubsidized

rate that would not mask the real. costs of théir éducation.

Seemg |
N &
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Finally, Dr. Riddle gquestions whether income-contingent loin
proposals could make borrowing more attractive to students. It is
agina relevant that IDEA does not seék to make borrowing

articicially attractive by subsidizing intérest ratés. Poor and

minority students who might now be adverseé to borrOwing would still

o

have access to current grant and loan programs. Yeét IDEA does

attempt to make unsubsidized loans managéabié, whe* 3r the borrowér

comes from high or low incone pairents, a'id whéthér thé borrower
expects to earn or actually doés earn a high or low incomée. Its
income -dependént paymént schemé doés, I belisve, achiéve that. goal.
And there is no question 1. my mind that 15 percent of income limit
on loan ;épaYménté would relieve a substantial amount of concern on
the pért:of students from é&i backgrounds that their debts might_
prove unbésrable. That Aoubt can now rrevent quéiifiéd students

with limited fin¢ sour~es from prusuing an advanced degree

altogéthér.
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