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TO: 	 Isabel sawhill-

FROM: 	 paul R. Dimond 
National Economic Council 

SUBJECT: 	 Market-Driven reform 

Belle, 

won't the market-driven proposal also lead to budget,savings for the same,number 
of persons served? If .Kennedy1a numbers are right 'that only 50% of federal 
training dollars are actually spent on services (and the rest goes to layers of 
overhead), then a market approach with a mix of stipends/loans would enable,va~ 

,large budget savings b/e something like 99%' of the dollars would' go into' actual 
'training {probabalY'le~eraged in many instances by additional state and loc~l 
support for the major education providers, .e.g., comm~nity co~leges and 
universities} ~ 

Perhaps. we could then think more creatively about how Sallie Mae might be 
turned to building capacity fQr training in firm~ and for public community 
colleges"-snd univer"sities and private training provider s' -- a modern day, . 
lifelong learning capa¢.ity building equavalen~ o'f our prior support for Land 
Grant Col~eges. Then, we'd have a G.!. bill for individuals on the demand side, 
AND capacity-building on the supply side -- both of which are mostly OFF-BUDGET. 

If this is so, 
e.g., V.I. (and 
59-vise. 

does it give us 
form a part of 

a 
a 

basis for LOWERING 
payroll ta~ cut for 

any of the payrolY taxes. 
working, Americans?) Please 

Thanks. 

Paul 

! 




October 6~ 1994 

MEMORANDUM FOR 	 BILL GAlSTON \ . 


GENE SPERllNG 


FROM: 	 PAUL DIMOND 

SUBJECT: ADULT ETR- MARKET-DRIVEN VS INSTlTUTION
. DRJVEN REFORM 


Attached is, a sketch of ~hat a market-driven reform of an ,adult education~ trainini and 
reemployment ("ETR") -- not just targeted federal programs ~- might look like. To 
understand the genesis for this proposal," this cover'memo explores how such a market-driven 
reform' may better fit the terrain of what nOW exists than institution-driven (or what Bill calls 
federalism) refoTm. This analysis may also help us explore whether there are ways to , 
encourage the states to move toward market-driven rather chan institution-driven reform, 

. even within the federalism approach that devolves substantial flexibility to the states for 
operating targeted fcdCral 	ETR programs as set forth in !klle's Option 2. 

o· 

1. K-12 Education. The dominant norin is a poblic institution -- the public school, 
operated by some 15,000 local districts, with substantial state support and regulation; in the 
main, choice is limited to opting out of the poblic system entirely Ot.paying the costs of 
housing to relocate to a·different neighborhood. 'Goals 2000 and School-to-Woneare 
premised on influencing institutional reform of this poblic system ~-e.g., through establishing 
national goals, catalyzing voluntary perfoniumce standards, encouraging leading edge states to 
show the way, and mobilizing a campaign for excellence with parent~. business. educators, 
community leaders, and elecled officials: I think Bill would rightly characterize this as 
institution-driven or federalism refonn. ' ' 

2, Adult ETR. In contrast, the vast bulk of public and private investment su~rts 
individual choice in a mixed. -publiC-private. but nevertheless largely market-driven system: 
fees for tu'ilion, payments for training. diverse. networks for job-changlng and hiring ~e the 
means of choice for most students, workerS, and finns. Even the large 'state and Jocal public 
support for public universities and colleges is driven at the point of access primarily by the 
choice of users (mostly students. although increasingly firms) throu/ih payment of a fee. ' 
These public, post-secondary education institutions are usually separate from the general state 
and local governmenis and have their own independent base of support (through ,peci~l 
districts or largely autonomous charters Of separate state-wide elections): Within finns, the 
vast bulk of expenditures on training the workforce is chosen and paid for by the firm; and 
increasingly, continuous l~ing is embedded in the dany work of the workers in the 
workplace: Finally, new waves of learning programming (whether in videos~ books, 
magazines, cassettes, T.Y"" or interactive media of _phones, computers, 'and other 
telecommunication networks) increas,ingly make learning avai,lable to adults wherever they are' 
-- in the workplaCe. in school, at a learning center, or at home, • 



'3', Already Enacted Adult ETR Reform. Not surprisingly, we have already recogilized 
the market-driven nature of the vast bl.!lk of adult ETR: we are transfonning the student loan 
program to make it much easier for any person to invest in their own chosen Course of 
learning and to repay the cOsts throogh a ,small fraction of their future earnings. As the 
primary work of learning is done by the learner, 3nd the primary benefit of learning accrues 
to the leam~, this transformation of the student loan program' not only fits the market driven 
terrain of Adult ETR: it also gives the individual the oppol1unity to take responsibility for 
their own extraordinary aChievement, much as the GJ. Bill succeeded in doing for returning 

" veterans after WWII, 

We have also articulated 11 major g~l and several relevant objectives for adult ETR. in 
Goals 2000:· .... (6) By the year 2000, every adult American ..:will possess the knowledge and 
skills necessary to compete in a global economy and exercise the rights and responsibilities of 
citizenship," The objectives for this goal iociude: "(!)every major American bUsiness will be 
involved in strengthening the connection between ~ucatjon and work; (ii)all workers will 
have the oppol1unity to acquire the koowledge and skills, from basic to highly technical, 
neciled to adapt to emerging new technologies, work'methods, and markets through public 
and private edu~tional) ,::"ocational. technical, ~orkplace, or other programs; (iii) the number 
of quality programs ....that are designed to serve more effectively the ~ecds of the growing 
number of part-time and mid-career students will increase substantially .... " Note that the 
first objective seeks to recognize a growing reality in the new economy: in most industries 

,knowledge and skill are increasingly impol1ant, and the most valuable asset of firms is the 
skills of their workerS. The second objective seeks to empower workerS with the opporlllnity 
to take responsibility for learning higher .kills. The third ,objective speaks to increasing the 
supply of providerS to increase opporlllnities for such learning (for example, as the federal, 
government did at an earlier time with the establishment of Land Grant Colleges). Each of 
these three objec.tives is entirely consistent with the market-driven terrain of adult ETR, and 
none ~uires an institutional approach to refomling adult ETR. 

'4, Federal, Targeted ETR, What, then, complicates oor thioking about the appropriate . , 
approach to reform of the predominantly market-driven ETR for most adults and firms? The 
bulk of federally appropriated dollars (apart from the student loan program) goes to pay for 
quasi-public, institutional approaches to providing ETR program services to targeted ' 
populations -- dislocated workers, disadvantaged, diverse passes at second chances for older' 
youth and adults. Whatever tbe prOpo,sed approach( es) to reforming the crazy quilt pattern of 
these federally targeted ·programs," we oUght not let this relatively minor federal ETR tail 
confuse our thinking; most of the ETR ball game is played on market-driven termin by adults 
and firms making choices about where they want to invest their own tin:te and money. Even 
the bulk of state and local ETR funding supports autonomous public colleges and universities 

... that market thelr services 10 individuals and firms.' ' 

From this perspcctivc~ [ ask that you consider the attached outline of.a markct-drivcD 
refonn for all adult ETR, starting with the 85-90% of the dollars and transactions that are 
'driv~n by the market choices of individu~ ad,ults and firms. 

, ' 
" 



,· 

. A MAlucET-DRlVEN APPROACH TO REFORM OF ADULT ETR: 

A NEW G.I. BILL FOR ALL'AMERICAN WORKERS, 
. 

A, The four minimum elements of market-driven refonn of adult ETR could include: 

• 	 ' market (and, to lhe extent necessary, modify) the student loan program so that 
it can operate as a ;:areer credit line (or skill hank) by wbich any worker can 
choose the education and t ... ining tad! demands to upgutde their skills, change 
johe, or secure career counseling and job networking services for new job 
.opportunities 

• 	 encourage workers and firms. e.g., with SalHe Mae or with state support, to . 
jOin together 10' use tbe federal career credit line and fum funding to provide 
skills training and to embed learning "in tlie workplace 

• 	 mobilize firms. community colleges, universities, and successful specialized 
education, training and job networking providers to join in it campaign to make 
their market services more readily available to all workers and finns (e.g., 
through a new award, high performance workplace extension, skills training as . 
an integral part of technology deployment in the service as well as 
manufactunng sectors, fcOOal procurement policies with suppliers) 

• 	 initiate a sensible) coot effective, user friend1y approach to labor market, career, 
and educa,ion provider infonnat.ion, which intennediaries and consumer guides 

'may use to ad~·substantial value to individual. finn, an~ policy users 

I do not helieve that any'ofthis necessarily requires legisl.tion, although it could he a part of 
a legisl.tivepackage. [N.B.: To he decided under this non-legislative approach is how to 
regulate the accreditation of "providers" of services eligible to cash-in the learning/career 
loans; bow to implement and to Icverage voluntary adult skiU standards in ,Goals 2000; and 
bow 10 catalyze Ihe developmentaf an alternative to the GED that is valued by employers, as 
well as higher education providers.] , 

B. Three additional elements of market-driven reform that could'he helpful that may require 
legisl.tion (bu! not necessarily more funding): 

. 
• 	 provide new learning stipends (including support for job search. job networking. 

and career counselin& as well as a combination of granttloan support for. . 
learning) to .veteran American workers who are disl()(."3ted after working five . 	 ' 

years 	 . 

• 	 individualize extended income support contingent on job search firSt and 
shared investment (loan as well a< gutnl) for learning to upgrade skills 

• 	 join with Stales (or other sources of funding) to support,(a) finn training of 
incumbent workers and {b} increasing (he supply of education providers {This 
last provision might get the States and div~rse providers more fully ,on board 
the total proposal: it could also help to orient the States toward encouraging 
finns/education providers to develop a learning skill market instead of having· 



, . 

the States use federal ·Workforce Development Policy: to try and get control 
of higher education, which holds a unique position of independence with . ' 

respect to traditional state and local governments), , 
, , 

In considering this second ~ of elements, we should examine whet.her we could pass such 
legislation through a budget ",conciliation process, perhaps under the banner of UI reform and 
targeting lise of the ,2% FlIT A tax for these three elements, without requiring any authorizing 
legisl.tion from Education and Labor Committees. Even if such legislation does not pass, 
however, the President could implement the rest of the market-driven reform as a part of a 
campaign for 1996 to arm all Americans with the tools they need to take responsibility for 
competing and prospering in the years ahead. 

e, What is the ~ole of "government" and the "UIJES public'office" in this market drive,? 
reform1 Consider four possibilities: 

i. infonn.tion and clearinghoUse functions to which all users shoUld have easy access 
(perhaps for a. tec) 
2. gate keeping for dislocated (e,g., qualification for Ul henefits) 


.. ' 3. evaluation of providers, firms, marketst jobs, careers 

4: non-cxclusiv~ provision of job counseling, job-matching. job-networking; talent 

, and job banks 
, . 

All 'four ot these functions could he devolved to or shared with the states (and/or local labor 
markets). 

D. Finally. what does ,this say about the reform of the crazy quilt pattern of federally targeted 
disadvantaged and second chance adult,ErR programs? Belle'S option 1 is to cash in all of 
the existing programs (which have no great record of success) for a mix of stipends and 
learning loans targeted to serve whatever purpose or group is now covered, We could do this 
across AgenCies arid for any of the programs that you want. Belle's second option is. to' 
devolve authority for consolidation of targeted federal programs to the States; this option 
could include a package of repealing and consolidating a numher of the programs and some . 
mechan!sm to encourage states to expand market-based reforms of Adult ETR. 

My major concern with the seCond'option i~ 'that Hill politics may lend to an independent 
National "Yorkforcc Boar~ ove~eeing state institutional rcfonn based on exclusive regional 
workforce-UIIES consonia:' this just doesn't fit the a~ult ETR market-driven terrain. and I 
don't think it helps the porus build a new majority for 1996. If I read the poliey and the 
polities right, adults want and need real choice and opportunity, not the false promise of a 
new monopoly, governmentally prescri,bed, institutionally driven workforc.e "systep-t." 

IN.B,: The two major progrdms for youth ages 16-20 fall into two categories, FirSt, as DoEd 
recommends, usc Perkins secondary cd Il10ney to mainstream more youth through learning in 
the context of work; this firs our institutional reform strategy of Goals 2000 and School~to,,:,
Work for the public terrain of K-12 schooling. Second, accept DoVs proposal for a 
different approach for school drop-outs under JTPA -- build the capacity of intennediaries, 

, like' CET that will connect drop-outs with a job, provide work support. and encourage 
learning in the context of work. This firs the market -reform approacb that we are proposing 
once any person exits the public K-12 system.] 

, 


