INCOME CONTINGENT STUDENT LOAN REPAYMENTS
February 24, 1993

Objectives

o To develop a student Joan repayment system that reduces the worry about repayment for
borrowers who perform national service or enter other low paying jobs.

0 To reduce the federal costs of student loan defaults,
Income Contingent Repayment Options

Income contingent repayments mean that borrowers repay their loans as a function of their
incomes. Borrowers with higher-incomes would repay more quickly; lower income borrowers
would repay over a longer period of time. Most, but not all borrowers, would repay their full
loans. We assume that cross subsidization--high earners pay more and low camers pay less so
that the system is self financing—would not occur because high earners would then be unlikely
to participate in the program. The federal governmment—or taxpayers in general--would pay
whatever was not repaid. A CBO estimate last year assumed that this would cost roughly 5
cents for each dollar loaned, but the cost depends on the exact income contingent proposal.

Income contingent repayments can be considered separately from the issue of direct loans.
Income contingent repayments could be attached 10 2 system of direct loans or to guaramteed
student loans, although the federal government would need to convert guaranteed loans into
direct foans if IRS were to collect themn.  With the carrent system of private lenders, it would
be aimost impossible for IRS to collect the loans and then send payments to specific lenders.

There are two basic income repayment options to consider,
o Option Ome is Full Scale Income Contingency.

o All student loan borrowers would repay on the basis of their income once they
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- The Internal Revenue Service would collect the loan repayments either through
withholding or as an additional Hability at tax time, (It is alsc possible 1o use the
private sector/states to collect loang under this option.)

- Political appeal of simplicity and fairness.

= Sharp reduction in student loan defaults possible as repayments would be geared
to 3 borrower’s ability to repay. Default costs are not iotally eliminated,
however, becanse some borrowers do not file taxes and some pever have
sufficient income 1o repay their loans fully. Full seale income comingency could
reduce current defanlt costs in half.
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IRS has the most accurate income mformation from tax returns so that the
payment system would be as accurate as possible.

IRS has the largest array of enforcement options--sanctions, wage garnishment,
etc--available 1o successfuily collect loans.

According to IRS, debt must be legally classified as a fax owed 1o the federal
government. To the extent that this happens, student loan defaulters would be
subject 10 laws and penalties regarding tax payments,

The 80 percent of borrowers who repay promptly will be moved into a mote
costly and intimidating repayment system, which could reduce the political appeal
of income contingency. '

Requires major changes to the IRS computer system, which could 1ake two to
four years and cost substantial dollars,

If the debt is paid through the W4 form for withholding, it will be an additional
reporting requirement for employers. Business, partticularly small business, will
likely oppose this. In additon, compinnce with this provision will be more
difficalt for self-employed persons. If, on the other hand, debt is repaid through
a lump sum at tax time, it could be a fairly high amount making full compliance
problemanic.

Option Two might be called Flexible Repayment Options.

All student loan borrowers would be provided with 2 range of flexible repayment
options, including fixed payments, graduated repayments {payments are lower in
early years when income tends to be lower and higher in later years when
earnings are higher) and income contingent schedules. Borrowers would choose
how to best repay their loans depending on their level of debt and income,

The income contingency repayment option could be made available to all
borrowers regardless of the level of their debt and income or only to those who
have high debt to income ratios. In addition, all defaulters, or those in danger
of defaulting, could be required to switch 10 Income contingent repayments,

This option raises the issue of whether the IRS or some other existing student
loan organization such as Salliec Mae or the stage guaranty agencies should collect
loans for borrowers who choose or are required to repay on an income contingent
basis.



Pros:
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Cons:

Presently 80 percent of borrowers repay without any problem. This option
focuses the income contingent repayments on the problem cases. Like the first
option, all borrowers may not fully repay their loans but the loss to the
government would be less than the current costs of default.

AHows students maximum flexibility to choose how to repay. Need 1o structure
income contingent option so that lowest incoms earners do repay substantially
mote over a lifetime.

IRS could collect with the same pros as discussed above.

Existing student loan or organizations could collect loans fairly easily using
income information from the IRS. This information is necessary to ensure
accurate income and repayment data,

Focuses income contingency on problem cases, who will no Jonger default, buwt
may still not fully repay their loans due 10 low or no income. The federal
government would repay any outstanding balance,

IRS could collect with the same cons discussed zbove.

Providing IRS income information to other agencies, including ED, will raise
privacy concerns.  These agencies would need to sign strict disclosure
agreements. Or, students could be required to provide tax returns in order o
participate 1 an income contingent plan. If they did not provide income
information. they would have to repay according to the current system of fixed

payments.

Ciher Bolated Issues

Loan forgiveness--¢climinate part or all a student’s debt in return for service in
particiiar jobs (for example, teachers in Chapter 1 schools). Is this part of the
national service proposal?

Direct loan program--demonstration program is already on the books with goal
of full implementation in 1997, A number of options are being developed for
further testing and implementation of different ways to undertake direct lending.

Major snudent finarge reform--should national service be attached to reform of the
entire student aid system? To loan reform?



Proprietary schools—students at these shori-term vocational programs have very
high default rates. Removing them from student loans would have a major
impact defaults and would alleviste many concerns associated with their
partictpation in direct loans.
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SUBIECT  © Options for Nationat Service and Student Aid Reform

This memorandum seeks your guidance on how far to move in the direction of reforming the
federal student atd system as part of vour efforts 10 encourage national service and make
college more affordable. The mandate for national service offers a window of opportunity to
restructure the student aid programs as well,

This memorandum asks for your decisions on three {ssues related to the national service
initiative and student aid reforoy:

o How broad should student aid reform be?
¢ How can we best provide student loans at a substantially reduced federal cost?

o How can we best structure student lean repayments, including income contingent
repayments, 1o allow students to take lower paying public service jobs?

We met Wednesday with a group, including White House and OMB suaaff and several cuside
experts, o discuss the options presented in the attached paper, Alse attached is a st of
participants who attended this meeting.

o Al participants thought that federal Tunds should be the source of capital for
student lending since federst funds are fess expensive than private funds.

¢ Broad consensus existed that a direct loan system shouild build en the strengths
of the existing system to enable us to move immediately to a form of direct
lending that can work for all postsecondary institutions, including propriciary
schools. Continuing the current system infact but trying (o remove excess profis
would not be a successful approach,
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o Everyone believed that we should provide horrowers with 4 range of flexible
repayment options, including income contingent repayments, rather than
requiring all borrowers te repay through income contingency. Borrowers could
then choose the option that best suited them,

. I agree with the above discussion. Should you also agree, there are still several
cutstanding issues,

0 How broad should your student aid reform package be? The group generally
agreed that a comprehensive strategy for reform of student aid would be
preferable. It would fix the fundamental problems with the current system. This
strategy has major political downsides, however, and could dezracz attention from
national service.

o Who should service and collect studemt loans? Should different organizations be
responsible for servicing and collecting loans under different repayment options?
What is the role of the IRS?

The attached paper discusses these issugs in more detail.  The paper first addresses the
overall strategy problem (Decision 1}, It then considers key issues regarding the reform of
student loans: the development of a direct foan program (Decision 2) and repayment issues
including income contingency and IRS collection (Decision 33, 1 have made
recomumendations on each of these issues. 1 look forward to taiking with you about them.

Attachments: Paper on National Service and Student Aid Reform

List of PartiCipants at Secretary Riley's Meeting on Nazzerzal Service amd
Student Aid Reform -~ March 3, 1993

Briefing Book (background mformation on student aid issues)



PAPER ON NATIONAL SERVICE AND STUDENT AID REFORM

DECISION 1: CHOOSING A BROAD STRATEGY
Your campaign focused on two goals related 10 national service and improved college access,

¢ Developing a student foan repayment system that would sharply reduce defaulis
and would alleviate borrowers’ worries about repayment if they ook low-paying
jobs,

o Improving the student aid programs, which are costly o the federal govemmmz
and complicated and confuging for students and their famtizc&

Three strategies are suggested below that, in combination with national service, would
achieve these objectives (o varying degrees. Each of the three strategies builds an the
previous one, with the third being the most comprehensive.

Strategy Ome: Focus on student loan reforms. This approach would:
o Reform the student loan programs o reduce federal costs.

o Provide income-contingem repayment and possibly other repayment options for
all student oan borrowers.

o Reward national service through loan forgiveness.

This strategy could reduce federal costs substantially by reforming the student loan programs,
but it would not make the current system appreciably more understandable to students and
parents. This strategy could successfully provide a system of loan repayments so that deh
would not prevent student borrowers from taking lower paying, public service jobs, Specific
options on how to reduce federal costs and improve repayment mechanisms are presented in
Decisions ¥ and 3.

Strategy Two: Reform other parts of the student aid system as well as loans. The main
components of this approach would:

o Introduce more predictability into the student aid programs by cresting an overall
federal aid maximum. This 3§>§3rozz<:iz recently recommended by 3 bipartisan
commission, would make all students eligible for a particular amount of aid vach
vear--the lesser of school costs or 310,000, for example. The mix of aid among
grants, subsidized loans, and unsubsidized loans would vary depending on the
student’s family income. This level could push up tuitions at less expensive
institutions but might provide a modest form of cost containment for more
expensive institutions since 2id limits and tuition decisions would be severed.



Broad consensus exists in the higher education community that this approach
would be desirable. It would make student aid more predictable, clear and
simple.

0o Another matter for consideration is whether we should refocus the Pell Grant
program so that it better serves students and brings federal costs under control.
The recent reauthorization expanded eligibility so that it will be difficult to fund
substantial increases in the maximum grant limits. Changes in the Pell Grant
program could be controversial because some students would loose eligibility. |
suggest that we conduct a careful analysis of ways to make the Pell Grant
program consistent with the plan to provide a predictable amount of aid to all
students. We would be happy to conduct this analysis and develop specific
recommendations.

o Streamline and consolidate all student aid programs so that they are easier to
understand for students and their families. We have a variety of ideas about how
to do this.

Strategy Two would move closer to addressing your goal of reforming and simplifying the
entire student aid system. It would make the amount of aid more predictable and the system
simpler and more understandable for students and their families.

Strategy Three: Explore better ways to finance postsecondary vocational training,
particularly proprietary (profit-making) schools. One possible way to do this might be to;

0 Move the primary responsibility for financing vocational training from
Department of Education student aid programs to Department of Labor job
training and apprenticeship programs. Moving proprietary training programs (o
Labor would increase the practice of holding institutions accountable to outcome
standards in this field since Labor training programs include some outcome
standards, which the student aid programs do not,

Such a strategy would address one of the most vexing aspects of the current student aid
system in which aid is used to pay for short-term training at profit-making institutions.
Currently, one-quarter of Pell Grant dollars and about one-third of student loan dollars go to
individuals attending proprietary trade schools. Borrowers from proprietary schools are tour
times more likely to default than students from four-year colleges and universities. [n
addition, institutional abuses of the student aid programs have been prevalent at proprietary
institutions.

This matter has not been discussed with Labor and no recommendation has been included
here, We could explore this further with Labor and develop recommendations if you wish.



Discussion -

Taking a more comprehensive approach, as outlined in strategies two and three, would
address many major problems in the current student aid system. The climate for larger
changes is quite possible this year given your new administration and the dissatisfaction
among some with last year’s reauthorization changes. However, some others may resist
more comprehensive reform, particularly the third option.

Massive restructuring of the student aid system may detract political attention from national
service. On the other hand, these changes could reach all students and create more access to
college and public service jobs. The desire to move quickly on national service and its high
visibility could help to make comprehensive reform more possible. The more comprehensive
your approach to student atd reform, the more you will leave your mark on the system and
the more that you will achieve your campaign objectives.

RECOMMENDATION FOR DECISION 1: I recommend that you adopt strategy one
and at least part of strategy two to provide a predictable amount of aid to all students.
We should also explore ways to refocus the Pell Grant program and ways to better
finance short-term job training, especially at proprietary schools. The third option
should be explored by the Departments of Education and Labor as we work together to
develop strategies for job training.

DECISION 2: REDUCING FEDERAL LOAN COSTS
Reforming student loans should be based on two primary principles:

o  First, federal funds are the least expensive source of capital for student loans.
Presently, we pay an excessively high rate to lenders for private capital. This
difference is the primary source of federal budget savings generated from direct
loans. If we eliminate this aspect, much of the potential savings will disappear.

o0 Second, the federal government should not assume direct responsibility for
running any specific segments of the student loan system, Instead, we should
opt for a series of public/private partnerships at competitive prices. Each
function--such as originating loans, servicing them, and collecting them--should
be carried out by the organizations that can best do these activities. This could
also provide roles for some of the existing players, but at a much lower price
than we currently pay.



Option A; Implement full direct loans. Expanding the direct loan demonstration program
now on the books could get us to full direct lending in 1997. This option uses federal capital
with schools originating loans. It assumes the elimination of all other players now in the
system, such as lenders, Salliec Mae, and guarantee agencies.

O

Full direct lending in this way would simplify the system by eliminating many
individual players and would save an estimated $1.3 billion in FY 1997,

Deciding to go to full scale implementation solely through the demonstration
program prematurely presumes that this concept does work and that al! types of
educational institutions will be able to handle the responsibilities entailed in direct
lending.

There are at least several reasons, however, to believe that some proportion of
institutions will not be successful direct lenders because they lack the
administrative capability. Others may choose not to participate, especially if no
administrative payment is provided to defray the additional costs they incur. To
address this issue and the transition from the current system to direct lending
requires an alternative mechanism to ensure that all students are still able to
borrow.

Option B: Implement direct loans building on the strengths of the current system.
Another approach to direct lending is to build on existing programs and institutional actors
and allow for different forms of direct lending depending on the capacity of educational
institutions. This approach would also use federal funds as the source of capital for student

loans.

This option would build on existing programs by increasing the size of the
direct loan demonstration program; expanding an existing direct loan
program, Perkins loans; using other organizations--such as the state agencies,
banks, and Sallie Mae--to originate loans for some institutions; and
converting current guaranteed loans into direct loans.

It would allow us to move more quickly and with fewer risks than the first
option. Like the first option, it could save $1.3 billion in FY 1997. This
approach could also include a major role for the states in which they could carry
out many functions, including origination, monitoring, servicing, and coliections,
for the federal government.

Increasing the size of the direct loan demonstration program and developing
standards to measure the capacity of institutions to handle direct lending will help
the Department of Education to structure lending for institutions that don't have
adequate resources to handle it directly.



o Transforming the Perkins Loan program into a direct loan component of the
Stafford Loan Program would allow the 3000 institutions that currently participate
in the Perkins program to run a full scale direct loan program. Most of the
proprietary institutions do not participate in the Perkins program so they would
not become direct lenders here. This may be a good idea since they are smaller
and tend 1o have more limited administrative capacities. :

¢ Designating organizations other than educational institutions to act as loan
originators for institutions that are not direct lenders could work well for
institutions without the capability to administer direct loans, including proprietary
schools. A variety of organizations including banks, state agencies, Sallic Maw,
and others could do loan origination {or a fee using federal capital.

o Converting guaranteed loans into direct loans through the government purchase of
foans made initially with private capital would aliow us to move very quickly and
to provide direct loans in the transition penod before full implementation of this
aption,

Option C: Continue the current system intact bot remove the excess profits, The
current sysiem provides wide access to capital although it does 5o at a very high price.

Using the specter of full direct lending could force lenders 1o eliminate these excess profits
and thereby reduce federal costs. On the other hand, this approach would not address any of
the underlying problems in the current student loan programs.

o Cutting the current return to lenders by 2 percentage points would save almost as
much in 1997 as fulf direct lending. Differences of opinion exist, however, on
whether the lenders would participate at this reduced price.  Some believe that
this payment would be sufficient to assure their continued panticipation: others
believe that barks would stop student lending if its profitability declined.
Whatever the specific number of banks which would stop lending, the federal
government would need alternatives in place i be sure that access o loan capital
did not dry up in certain places or for certain students.

RECOMMENDATION FOR DECISION 2: | recommend the second option hecause #
builds on the existing system and uses several approaches to direct lending. This will
enable us to move to a form of direct lending that can work for all postsevondary
institutions while saving more than 31 billion in FY 1997,

DECISION 3: MAKING REPAYMENT EASIER
In designing a repayment system that allows students to repay 4s a function of their inceme,

two main questions arise: WHho should pay through income contingency? Who should
collect the loans?

LA



Under income contmgency, most, but not all borrowers, would fully repay their loans.

Some would not completely repay because their incomes would remain low throughout their
lifetimes. The federal government—or taxpayers in general--would repay whatever was not
paid. A CBO estimate last year indicated that this would cost the government roughly $
cents on each dollar loaned, depending on the exact income contingent proposal. This would
be about half of current default costs.

Who should repay throogh income ceniingeut repayments? This system of repayment
caould be required for all borrowers, or it could be optional for borrowers who choose
income contingent repayments.

¢ Reguiring all borrowers to repay through an income contingent sysiem has the
appeal of simplicity because it is applied to all borrowers. On the other hand, it
requires that we create a new and costly system for all borrowers, &0 percent of -
whom have oo trouble repaying through current repayment schemes.

o A second approach would provide borrowers a range of flexible repavment
options including fixed repayments, graduated repayments (payments are lower in
garly years when income tends o be lower and higher in later years when
earnings are higher), and income contingent schedules. Borrowers would choose
how to repay best their loans depending on their level of debt and income.
Defaulters, or those borrowers in danger of defaulting, could be required to repay
through income contingency.

Who should collect and service student loans? Full scale income contingency, as
discussed above, only makes sense if the IRS does the collection since all borrowers would
be repaying on the basis of their income. Usder the flexible repayment option, the [RS or
some existing student loan organizations such as Sallie Mae or the state guaranty agencies
could service and coliect loans.

o The arguments for using the IRS w0 service and collect student foans based on
taxable income are that IRS has the most accurate income information from fax
returns and that the IRS has the largest array of enforcement szwasnssmzzoas
wage garnishments, etc--available to successfully collect foans.

On the other hand, using the IRS would require major changes to the RS system,
which could take several vears and be quite costly.  In addition, for the IRS o
collect effectively, debt must be legally classified as a ax owed to the federal
government, which means that defaulters would be subject to the same laws and
nenalties used for tax evaders.



How students would pay the IRS is also an issue. If the debt is paid through the
W-4 form for withholding, it will be an additional reporting requirement for
employers, Business, particularcly small business, will likely oppose this and
compliance will be more difficult for seif employed persons. I, on the other
hand, debt is repaid through a fump sum at t@ax time, it could be a fairly high
amount making full compliance problematic,

o The alternative is for other organizations--such as private firms, Sallic Mae or the
state guarantee agencies, for example--to service and collect all student loans,
including income contingent repayments. The arguments for using these
organizations is that they currently have experience in servicing and coilecting,
although not income contingent collections. In addition, this approach would not -
require a new collection system and would not have the negative connotations
attached to IRS.

The major drawback is that these organizations woukd not have as casy access to
income information and they would not have the force of the IRS behind them.
Getting accurate income information would require either obtaining the
information from the IKS or getting it from the borrower. IRS has privacy”
concerns with giving income information to the Department of Education or s
designated collectors, however, Another approach is to require borrowers fo
provide the information themselves. Reverting fo a fixed payment schedule
whenever a borrower does not provide the required information would create an
incentive for borrowers to provide timely data.

RECOMMENDATION FOR DECISION 3: I recommend the flexible repayment
approach rather than requiring income contingent repayments for all borrowers, This
allows borrowers the maximum flexibility to choose how to repay.

I also recommend that we continue {0 explore who should service and collect student
loans. We should continue to analyze the feasibility of using IRS te collect student loans
with Treasury and other members of your administration.

bt |
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Public Papers of the Presidents
May 5, 1993
CITE: 29 Weekly Comp. Pres. Doc. 763
LENGTH: 1442 words

HEADLINE: Mcssage to the Congress Transmitting Proposed Legisiation on National Service and
Studdent Loan Reform

BODY:
To the Congresy of the Unidied States:

Fam pleased o transmit today for vour immediate consideration and enactment the "National
Service Trust Act of 19937 and the "Student Loan Reform Act of 1993." These Acts represent
mnovative public policy founded on traditional American values: offering educational opporfunity,
rewarding persanal responsibility, and building the American community. In alftrming these values,
the Acts reject wasteful burcaucracy -- instead reinventing government to unleash the ideas and
mitiative of the Amcrican people. Also transmitted is a section-hy.section analysis,

~ Throughout the Presidential campaign last year, Americans of all backgrounds and political
persuastons responded 1o national service like few other wdeas. The reasons are clear, Higher
education is fundamoental to the American Dream, but complex procedures and inflexible repayment
plans have created serious problems for many students with education loans to pay back. Defaults
arc too high today -- and taxpayers are left to foot the bill. Americans are yearning to reaffirm an
American community that transcends race, region, or.religion - and 1o tackle the problems that
threaten our shared future.

The two Acts are designed to meet these basic American needs, The National Service Trust Act of
1993 ¢slablishes a domestic Peace Corps, offering hundreds of thousands of young people the
opportunity to pay for school by doing work our country needs. The Student Loan Refornm Act of
1993 overhauls the student loan sysiem. Through a one-stop direct student loan program, the Act
will save taxpayers billions of dollars, lower interest rates for students, and simplify the financial aid
system. And through now EXCTEL Accounts and other repayment options, the Act will offer
borrowers greater choice and lower monthly payments while reducing the chance of defauits,

The National Service Trust Act of 1993 establishes a definition of national service that is clear but
broad, National service 15 work that addresses uninet educational, environmental, human, or public
safety needs. 1t enriches the lives of those who serve, instilling the ethic of civie responsibility that is
essentid 10 our demacracy, And national service does not displace or duplicate the functions of
cxisting workors,

Building on the Wational and Comumunity Service Act of 1990 and the fourishing community
service programs of nonprofil organizations and States, the initiative rejects bureaucracy in favor of
tocally driven pragrams. In the spirit of reinventing govemment, the Act will empower thosc with
the groatest expertise and incentives to make national service work,

The Act cnables citizens of all backgrounds  sorve aﬁd use their cz{:izzc“zmnai awards where they see
fit. While many participants will be recent college graduates, Americans will be eligible to enter the
program at any dme in thelr adult hives, Both full-tme and part-time service will be encouraged.
And whatever their education level, those who complete a term of service will reecive un award of $
5,000, The wward will be payable toward past, prosent, or fulure educational expenses in 4~ and 2.
yeur colleges, tratning programs, and graduate and professional schools,
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The Act demands that pmgrams meet tough guidclines for excelicnce and requires messurable
poerformanee goals snd independent evaluations. Within these limits, however, the Act enubles the
neopic who run pmg;mms to design them. The smallest community-based organizations and | argest
Federal agencies will be able to compete for funding. A variety of program models will be ¢ligible,
rangging from youth corps that enable at-risk vouth to meet community needs, (o preprofessional
programs that give college students ROTC-like training and then ;}iacemmis i1 speeific prohlem
arcas, 1o diverse comammity corps that involve Americans of all backgrounds In meeting common
gouls,

With the cconomic murket as a model, there is competition at every level of the system: programs
compete {or Stale approval, States compete for Federal apz}rwai, and programs at the national fevel
compele against cach other and States for Federal approval. To build public/private partnerships that
carn support far bevend government, the Act requires programs 10 make & cash match and 1o
Inerease nengovernnient support as time passes.

The Act 15 designed 1o reduce waste and promote an entrepreneurtal government culture, The Act
estahlishes a new Government Corporation for National Service that combines two existing
independent sgencics, the Conmmission on National and Community Service and ACTION, With
flexible personned poelicies and a small, bipartisan Board sharing power with a Chairperson, the
Corporation will eperate as much like lean nonprefit corporation as » Government sgency.

The State tevel witl miror the Federal level and build a strong partnership between the two.
Bipartisan State commissions on national service will be responsible for selecting programs to be
funded by States. To ensure genuine Federal/State cooperation, a representative of the Corporation
will sH on Slule conunissions and a representative of the States on the Corporation Board.

The National Service Trust Act of 1993 encourages Amertcans o join together and serve our
country -- at all ages and in all forms. The Act enhances the Serve-America prograny for schoolage
youth; cxtends and improves the VISTA and Older Americans Volunteer Programs authorized under
the Domestic Volunteer Service Act; supports the Civihan Community Corps and Points of Light
Foundation; and pulls these efforts under the new Corporation. The Act will help instill an cthic of
service 1n elementary and secondary school students, encourage them to serve in their college years,
and give them further opportunitics Jater in their lives.

The Student Loan Reform Act of 1993 will taken an tmportant first step toward comprehensive
reform ol the student Toan system, H saves money, makes foan repayment more affordable, and bolds
students more acoountable. The measures in no way replace the Pell Grant program, whiclh wail
remain the cornerstong of financial aid for milions of students.

The Student Loan Reform Act of 1993 replaces the current Federal Family Education Loan program
with the Federal Direet Student Loan Program over a deyear period. By eliminating subsidies (o
privule fenders and making loans dircetly to students, direct lending will save taxpayers 5 4.3 billion
through Fiscal Year 1998 and stll allow interest rafes to drop for student borrowers, Many schools
will make loans direcily to students on campus, though none will be forced 1o do so. In addition, no
institution will service or colicet loans. This reform sunphifies the system for many stadents,
cnabhing most to receive all their aid through "ong-stop shopping” ut their Institutions’ financial sid
offices,

The lending reform expands choice and reduces burdens for all student borrowers by offering a
variety of repayment plans -- meluding fixed, extended, graduated, and income-contingent
schodules. In the sane way that multiple financing options help homeowners, these plans offer real
choice to all and lower monthly payments to those who want them. Income-contingent repaynients -
through the new EXCEL Accounts - also encourage service by studenis who do not participaie in
service under the National Service Trust Act, With more manageable monthly payments, more
students will be able to take jobs that pay less but do more for ther communitics without risking
defoult. And whatever plan they first choose, students will be able 1o change their repayment
schedule ns thair circamstances change.

*

fdocumentDisplay? docnum=374& _ansset=(eHauK O-DUARURUUBRDW.CUVE-A- WRSQ&’Z{}{}{}



~ LEXIS®E-NEXIS® Page 3 of 3

e

The Student Loan Reform Act of 1993 will also reduce default rates. By ¢lecting income-contingent
repuyment schedules, students with Jower incomes will be able to repay their loans on a manageable
plas, without defaulting. Through cooperation with the IRS, the Act will improve collection and
monttoring of student loans. And for those who are able to pay but do not, the Act will give the
Scerctary of Education authority 1o require payment on an income-centingent basis,

Onportunity, responsibility, and community go bevond politics. They are basic American ideals.
Eaacunent of these two Acts will express the Nation's commitment 1o these ideals and 10 our shared
future. T urge the Congross to give the legisiation prompt and {avorable consideration,

Wiltiian 1 Clinton

The White House, May §, 1993,
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THE WHITE HOUSE

Offiee of the Press Secrstarny
{Bensonviilie, Iilinols:

IS

For Immediate ERelease May 1i, 1883

REMARKS BY THE PRESIDENT
TO THE STUDENTS AND FACULTY

Fenton High School
Bensonville, Illinois

THE PREBIDENT. Trank you very much, Brian. Thank
you, Dr. Mersedich. And thank you, ladies and gentlemen. I'm
glad ¢o be here st this fine high school. I should alsg note

pefore I begin that thers is -~ one of many ressons fhag |
decided to come hers i that t{his high school is the alms mater
of arn important member of my Wnite House staff, Kevin D'Keafe,

who graduated from Fenton High Schoel. {foplauvse.) whers ayd
you? Where's Kevin?  He didn't have thai gray haly when he wis
here. (Applause.d

Pomen, in sddition to vour principal and your
superintandent, I mei Charleite Sonnenield on the way in hare,
who said ghe was & tescher of Kevin G Kesfe, bun was not
rasponsible for him in any way. (Leughter.:

T alse want te thank a number of sther people wha
are here, ingluding several membszrs of Congress over hare Lo my
left —— Bobbv Rush, Luis Guttlerrez, Cardis Collins, and Sedrge
Sangmeister. [ think they're all here. And I want 1o thank
Bichard Dent of che Chicage Bears for coming. Stamd up, Richarg.
fapplavse .}

I @lso wént e -—- 1Is Michael Cruz over there? 18 he
haere? No? Whers is ha? Here he is. Come here. This young man
was on the Pregsidents Town Hsll Meeting with Students. Rid any
of you seg it ~» when T wes -— did yvou see that? And he hecame a
televisiogn star because he is & good student, he goes to gchool
in Chicago, and he said be was worried abgut the safegy of the
schools end ths sireets. Arnd he asked the President ro try o
make all the schools safe for students in avery part of America,
nn natter how tough the neighborhoods were. And I was really
sroud of him, s I invited him Lo come here soday., I Chink you
ocught o give him & hand., (Applause .

I oknow we've ¢obl students from other schools here.
Whare are youn, all the siudents from the othey schouls that sre
nare’?

RUBDTENGCE:  Boon.
THE PRESIDENT: Hey, -

e
Loday's the cay when yev're suppeosed
tLaughter and applause.)

iy
&

. {Layghrer.} Mo, e,
to owelooms than hers.
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I want Lo say how wvary glad I am 1o be hack in
1llinois whare I met so many peoplé whe shaped the thoughts and
the faelings that I carried into the oresidential campaign last
year. Peoplsa who asred me to fight for their fpmilies and the
future of their children, te help o {ix Dur economy, L4 Creaie
more Jjobs, te bring the tevrible hadget deficit down, te deal
with the health care and educgation chalienges facing Americea.

o]

A ot of what T learngd in thav campaign lasy yaar
learned {rom talking to people on the streery in the clities ang
towns of Tllinois, and I'm ¢lad to be back.

This week, some of the members of Congress whom I
hoped would ke here are in Washington working on things of
importance to you,  Your btwo Unilted States Senators, Paul Simon
and Carel Meseley Hrown, ars in the Segnate today because they're
golng Lo vebe on the motsz vorer bill, which will make 1t easler
for young people Lo register and vots -- an issue that's keen a
big issue for MTV ang all the MTV warchers in rthe country whe
want £0 make young paople 2 bigger par:s of the political process,
{Applauses .}

And Congressuan Bostenkowskl and the other membors
of bis committes age bagk in dashingion, working on a plan thas
will help to bring e budget deflciy down by over 5300 billlon
aver the naxt Live vesrs, 50 Lhat vou can grow op in an Ameriz
that is not paralyzed by 8 crushing debt, &s we have seen in the
tast 12 vears.

Bur 1 don’y want to talk just about those issuves
today, @ alsos want to talk aboul Lomerrow, abeul your LOmorrows
and abownt what it will take for you to make the most of the In
future all of us who have already been in vour place ang sohosol
are trying to make.

['ve spant a lov of my time in Washinggon. in fact,
oSt of my time, working on the econcmy and the health gars
crises today. Because I know that uniess we can bring the
deficic down and invest in jobs and technology and building a
SLrong economy, Americes can't be what it ought to be. And I
belleve that unless we atiack the problems of health care
sacurity and coverage and the enormous contribution that health
care <osts #ye making Lo the financisl problems of this country,
we Can nevar yeshoere vesl security to the American family, or
strength Lo Lhe Amerizan &conomy, or reduce the terrible deficit
of nhis governmant $0 (halt we 2an bring cur budgat into balance,
5S¢ that s what 1 spand my time deing.

fur I aleo know thal ne matier what we e on chese
issues, unless sach and every ¢ne of you is a produstive, welle
wmbucaned, well-trained oitlzen able to nake advantage of the
opporrunivias of the world you will live in, bur also able to
meet the highly competitive challenges ¢f people from all over
the world who will be struggling for many of the same
opportunivies that you want, that nothing I can do will changs
yvour individuzl Iives. You have o do that.  And chat's why the
provision of excellencs in sducatien and real eduganignal
opporiunitlies arse SO LMPBOrtant.

Those of vou whe have bieen able o o Lo {his school
or the other schools here represented can leave ypur high school
with the gonfidense that you've had the opportunity Lo get & good
education. But yow should know that in the world vou're living

Bitpe/fwww pub.whitchouse.gov/uri-res/1I2R7um:pdiz//oma.cop.gov.us/ 9838/ 12 qextl

Page 2 of 1§

2001

F


http:llomH.cop.gov
http:f:dm;a:.ed
http:bOlleu.ce
http:Iliashingc.on

in, the average youny American moving into the work forece wiil
change'work saven or eight times in a lifetime. And more than
avar bsfors in the history of the country, what you are able (¢
go o in your work lifs, what you are able to sarn, will bhe direculy
related non dust ©o what vou know today, but what you can learn
COMUTIUW.

In the lasp -~ veg, you can clap for that. That's a
pratny good idea. Thanks. [Appleuse.)

Now, in the lasy 12 vearsz, there has been g dramatio
difference —- a widening, growing out betwesn the garnings of
young people who have at leasst tws yesrs of good edugation after
high schecl in a community college, 2 good training program, or o
four vear college degree, and young pucple who droep out af high
school or only finished nigh sehool. The evidence is -~ the
¢clear evidence is that in the world is which you will live, you
will need not only to make a personal commitment $o learning and
relearning throughour your lifetime, but to getting st least --at
lgasy -- two vears of aducation heyond high schoel ang hopefully
more, .

How, mare and more paople have got this figured out.
College enrelliments have grown up, explosive enrollmant increases
st gwe-year cemmunibty coelleges and faghnical schoeols have been
sgen -~ younyg people have figured that ocut. But there are still
some problems with it, one of which is purely financgial. Tha
college dropout rate is more than twice the high acheol dropoul
rate, and one big reason is, a lot of people cannot aficord 1o ¢o,
or, having yong, cannot affiocrd 10 stay.

How many of vou want £o go o Lo some form of
further educatlion when you get vt of bigh school? Raise your
hand. (Applause.) How many of you think you're going to nesd to
borrow some money or get @ sabelarship or have some {inanclial
help to do 1u? Raise yeur hardd. {Applauese.} I think Lt's nlce
that vou can be enthusiastic abouwt that. {Laughter.}

You know, last year in Illinois alone, almost
180, 998 educational loans were made. Five million educational
losns were made in Americsa last yesr. Higher education is regally
important.  1g'3 important o yeo etonomically.  lu's imporiant
for reasons far more impoarsant thén Lhat, even. [T pranotes
porsonal growih and gets you in oentact with ihinge Lhat have
happened in Lhe past, and ties you into this graat civilizatien
af ours., Bul it's all academio, [ u=e an appropriats word, if
you gan’'t afford to go and stay-

Interestingly enough, the cost of a wolleys
education 1s perhaps fhe only essentisl in & family’s spending
pattarns thay has gone up more rapidly than heal¢h care in tha
lasv 10 vears. And that's one bly r2ason that the gellsge
tdropout rata has increased. More and mors young pasple have Lo
desl with this,

On the average, in the country as a whole., zultion
feas and room and board gost $5.240 a year at public institunions
of hicher education, and 513,237 at private schools., 7The cost of
thase sducations has gone up 126 percent in the last 10 years.
That means thaf a lor of people who try to borrow money drop out
and then gan't repay the debi; others borrow the monpey and leave
gellege with massive debits and don't know how Lo repay tham,
Suiil, others might preisr when thay gradugie Lo he & teascher,
for example, but theyire afraid they can’t mest thelr loan
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repavment schedule. They might wish to be a law enforcement
officer, or & police officer; they're afraid they ¢an't meet
cheir loan repayment schedule,

That s a bad cssé of the tall wagying the dogy.
Pecple actually degiding what o do with their livas based on the
crushing bupden of debi (hey have to gey an sducslion, the
purpose of which was o De free to chovse L0 <0 whatever yon want
to do with vour Yife. We ¢an do betier Dhan that.

Gne of the reaseons that 1 ran for President is that
1 wantegd to changg thal because I know no sconomidc pelioy, no
health care policy, noe reduction in the deficiy can changs what
is in your ming and whether you are able [0 do well in the world
that you will liwe in. You nave te do thaf. Buy my ganerstion
owes It Lo you no give you tha chance to be able o afford 1o get
a good college education, fo go and to stay.  (Applause.}

A couple of weeks age I unvelled & plan Lo do thng
pased or four simple principals: Filrst, we ought 1o lowse Ehs
interest rates on the college leoans that you boreow Lrom ~- Lhat
vou make,  {Applause.; I don't know how many senloss haere hay
aiready looked into college loans, but 1f you want & collegs loan
rhat's guaranteed by the federal govermment, there's a lat of
paperwork involved and & lot of hassle. That's bérause there are
& lot of exura ¢osts in phere, from middle men, from banks and
from corporstions, who profit from the currcant ioan program.

Your Senatcr, Paul Simeon, was the filrst persorn who
aver Ccamg Lo me wall ouer & year ago to say that we sught to make
louns direculy to studengs from the United States govermment in a
fipancially segurs way 30 that we could gub oul papsyword, fut
out all the time it takes Lo apply Egr them, anmgd eliminave exgess
profits from middle men. EBvery siudent horrdwsr oan enioy a
lower rate 1f we do this. And 1f we adopt the plan that I have
basically developed In cooparation with Senatoy Himon and others,
wa can save whe American Laxpayers 34 bhilliion over the next five
years, and make loans available to you at ¢heaper rates. I°d say
that’'s a pretty good idea. ({Applause.)

tThe second thing we have to do is make it easier for
students Lo pay the lean back. Today, the loan repaymeént
ohligation is dirsgtly related to how much you borrow -- whether
you hava @ dob or whatever your Jobh pays. What [ want to do is
vo give every Amsrigan young person who Dorrows mongy To get a
Lwomvear or & [our-yesay education after high school the option of
paying the monsy back besed on how mugh you ®maks, €0 that you can
never ba saddisd with & debt burden gresyery than a cartain
parcencags of vour income. That way, there will never ba an
ingentive not to he s teacher, nof to be & pulivs oificer, not to
wWork with Rids in trouble, aet to do whataver you wany o do.
You will e abls to pay vour 1oan back because it will be a
parcentage of your income. Regardless of how much vou borrowed,
wa 'Ll work i our 0 that the monthly payement i1s never oo
Burdensome. That means nobody will ke able te =23y they caa't
alford a ocollege loan, fApplause.}

The third thing we want to do is Lo give tens of
thougands of you the chance to earn credit agelnst these loans
hefore you zo to gollege or while you're in college, or fo work
them off after vou geb oub of cnllege, not by paying chem off,
but by serving your gountry in a commurity Service program --
working with rhe alderiy, working with otheyr kids, working with
nousing progrens, working with things that need Lo be done in the
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religkborhood or in nearby relghborboods. Or 1 you do it after
you get oui of collegs, working as teachers or police officers or
in other needed arsas in underservad communities in America.

Just think of it. We could nave tans of thouvsands of people who
could pay off their loans entirely by giving a year or two of
their lives to making thelr ¢ountries and their communities
better. (Applause.!}

. Finally «= this is the one kicker -- T hope vou will
clap for whis, teo, because it's ilmportant. {Applauass.} ¥alt
until you hear it. (laughter.! A lot of paople don't pay off

their cellege loans at all. There is an unbelievable dafsuit
rate. We loze abour 33 billion a year from people wha don’'t gay
their loans ack. Now, there's » reason for that, and 'l
explain it mare later., Bul one of the chings we do, if we're
going to loan you the money directly, we're going o collect the
money dirsctly, too, inpvalving the tax records at tax time so you
can't beatr rthe bill. Paople who Lorrow money, onceg you make ig
possible for them Lo repsy i, should not be able to welch on the
loans. That undermines the sbilicy of children coming along
behind vou to borrow the mongy. Psopls ought te have to pay the
lpans back 1f we maka 1i pessiblg for them Lo do it. Everybody
cught €0 have to do that.,  {Applause.)

Mow, this will mare 1t possible foy milliens of
voung psoble o horyow miney 10 go o cpllege. I don't propese
Lo waaken the Fell Grant programs and the other scholars
programs; we want .o keep strengthening them.  But this will rake
it possible For millions ¢f people (o borrow money, never have ta
wOrry abpout whather bhay'll he able Lo pay it back. You won't
have to pay it back until you o o wbrk. When you d0 go to
wark, you can pay it back &8 a small percentage of your income.
You will have to pay it back, angd will do it 311 st lower ¢ost.
This will open the doors of ¢oellege sducation ro milliong of
Americans. (Applause.]

Mow, vou aight ssk yourself: #Well, if it's that
gsimple, why is this man herg talking to me about it?  %®hy don’tl
you Just go do 147 Here's why., A& lot of people are doing well
with the present system. They're making a lobt of money out of
the present system. ‘There are 7,800 lenders today., peaple making
the student leans. There are 46 different agencies that
guarangge thess loans against failure. Then, thers are all thess
paople who service the loans and who buy ithe loans in bilg
packanes in ways that you gounldn't even begin to understand,
probably, but they're all making good meney in wavys that you
couldn't even begin {o understand probably, but they're all
making good meney out of the pressnt system. It's confusing and
iv's costly, and the more mongy that goes to other things, the
lass monay that'es avallable o provide low cost lgans Lo Lha
suudents of Americs.

Typieally, bhe student takes out & loan from o hank
argd then b bank Lakes the note that you sign whan you ual the
ioan and sells LU Lo & sorporation.  The corporalion Lhen aakes i
praefic by packaning the laan 1o somecne else.  And the losn is
ditimately guarantsed by whom? A1l of vs, the American
vaxpavers. %o nobody can lose any money ¢n it.  How, the biggss:
middle man in the whele thing iz called Saillie Mae, the Spudemt
National -~ the Spodent Loan Marketing Association. Last ysar,
lenders made a total prefiv of $1 billion on student loans,
Sallie Mae made $394 million. And botween 19846 and 1991 -~listen
to Lhis -- this is a group that helps us get studsny lsans,
right, which should not be a big preofit-making oparation -- tha
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cosys of this corporation went down by 21 percent and its profits
.went oup by 172 pereens.  But you didn't get the bengfiis of il
somesn? &lss id.

Intarasstingly enpugh, hanks nake aors
mare guarantaed profivg on student leans than on o4
mortgsges, buy thers ' ¢ no risk. They don'y have 1o worry i{ Lhe
student doesn’t pay back the loan. WhyY Because [he ydyvernmeni
will send them 80 cenos on the dollar. Bnd as all of you know i€
vou follow this ab all, there's noi much inceontive for a bank ©o
come recover the loan because it costs more than 10 peyaent of
the learn to nire a lawyer and go through & lawsuly angd £ille all
the papers and do all that. 5S¢ every vyear. ithe government jusg
writes a lot of checks to people for thes loans that srudents
don't repay. The taxpavers foot the bill angd that's all money
that we <an't spend loaning money teo yvou and psople liks you Lo
go o nollege,

i

The system 18 not very good. The lendesrs do well,
put the people who need o Gorrow the monay for a oollgys
edugation are huri as & result. And the taxpayers gel hil coming
and gaing.  Hot encugh meoney made available for student loans,
too much money going gut o increase the deficitc by paving off
igans that never geob repaid.

Bo, you mighl say, why den't we ghange thig?
Becapse in The svstem we have, the people £hat are making plenty
of money ounr of the present system will fight 1¢.  And they will
Fire lobbylsts who make theliyr money by trying ro infisence the
Sonyress.,

No szopner had T even menticned changing this sysiem
than Congress was deluged with iobbyists. Tha nigaest
organization., Sallie Mae alone, sugposed Lo he in phe business of
helping you %o ¢el mongy te go to collegs, has alraady hired
saven of the most powerful leobbyists in Washingion ta try to siep
this process from changing.

Moew, there are a2 lot ef people in Washington who
wanit Lo keep the status guo. A lot of people don't want to lower
tha defloty, sither. How did we gel such a big national debu?
How did rhe debt go frowm 51 rtrillionm in IBED o %4 trillion in
18527 Baoause we oul =

AUBIENCE: Republicans,

THE FRESIDENT: Ho, because we did whay was popular,
T wasn o dfust the Hepublicans: they had the Whige nouse -~-= but
lev's be fale., Becsuse how do you rud up & blg deficit? How do
you orun up 8 big deficiv? The Presidany propozes and the

Congress dispusas, and (g was -- 1t's gopulss iy the short run Lo
cut waxes and incgease spending., right? [ megan, that's popular.
fute easy.  L'1i ogub your tsexes angd send yvou & ohsck. That'=z

good, right? The proeblem is, is that at some poinl you run up
deie after daebt after debt after debin.

8¢ what am I trying to de? ¥What's act popular? I'm
Lrying Lo gut spending and increase taxes ~- mostly on very
wealthy Americans, but not entirely. Because we all have o try
te recover ouy finangial future. And I'm trying te do it in a
way that presgrves some money to invest in your education and
naw technologies f6r vour Jobs. But thare are & lot of peopla
who ars making money sut of 2 systam that cuts taxes and
ingresses spanding., angd it's not very popular vo raise the money
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and cut the spending. That's the way it is heére. There are a
iot of pecople who are doing very weil oup of this system.

How, why am I telling vou this? Because it is vour
future on the line, and if youw would like to have a system in
which it is easier to borrow money Lo go to college. two or four
years, and which it will be easier to pay it back, and in which
more of your tax meney will bhe spent o bhenefit you and vyour
education and your future, then you need to tell your members of
Congress, witheut regard Lo their political pavty, that you would
like to have a bzuver future, and this i3 & change that vou want
made. (Applause. )

This COUntyy A8 B ¥ery qrent couniry. 1y has bhoen
around for more than 200 yvears becsuse every rime we had to make
resl changes, we did v, How the ¢hallenges we face are very

much within our borders. It rmally bothers me that theve are g0
many Kids every year whe are lost &0 the fvture a5 wall as to
themselivas begavss of orime and drugs. It really bothers me that
so many people drop out of college and don't get the future that
they ocughi $to heve ust bacause of the money involved. Ig
porhers me chal we spend 50 much more than any obher gountry in
the world on health gare, bot we don'y provide heslih coverages to
all our people. And all the other advanced countriss do. And it
pothars me that we're not crestlng jobs for you, but we're piling
up debkt for vour future.

And I belisve we can éo hetter. But we can only do
iv 1f we’ll tell sach other the truth, keep our eyes wide open,
and 1if you will say, hey, it is =y future. Look, I*wva lived mosy
of my life. Unlaess I beat the odds and live to be %4, I've lived
half my life ~-- or %2. 1 can't even add anymore. ({Laughter.)
I've livad more than half my life unless 1 live to he 852 vears
old. It is vour life that's on the line. It is your future
that's on the line. And our job now 1s to open v up for vou and
to lace che problems of this tims 30 that you have the same
change Lo Live the Amgricen Dream that your {garebsars ¢igd,  Thsy
Is oour dob, amsd you can help ug do it {Appliuse.d

1 oA - 2 T Y " P 1 \' "

Agaia, let me say, I thank vou lfor lauciny mg¢ come
here, | igck forward Do answering your questicens. Bup whan 'z
gong, 1§ vou don't remsuber anything else I said, just remsmber
thig: There's & glap in Hashinguon o provide more siudent loans
a2y o more affardabile rave so that more people can ¢o g colisgs
and siay, but wi have Lo heve the courage to changs Lo adopt i,

Thank you very much. {Applause.i}

Q Thank vewu, President Clinton., He understang
that vou have some Lime where you could answer some guesthions
from our students. 8Ho if you'd have a seat ladies snd gantlamnen
and raise your hand, we'll begin by asking yvou some guestions.

Yag?

0 T am wondering what the governmeni is doing
about thae famillies that are defaulting on the student loans.

THE PRESIDENT: #Hell, we try to gollest it. But the
problem now iL& that very often the people who don't pay are
unemployved, or very often the people who don't pay <~ there's
another problem with thisz, by the way -~ are people who gob
suucatiens from trade schools that couldn®t deliver what they
promised. That is, they ssid we’™ll train vou and you'll be able

http/Awsvw pub,whilehouse goviuri-res/IZR Pumpdindomacopgov usf V93 12 exi V112001


http://www"pub"whitchouse.go\.!uri~resI!2R.!um:pdi:IIOln;1"cup"gO\�.us!1

Pago 8 of 15

o v & geood job ard wou'll be able Uo get a high salary. And 2
ot of thess schools have Desgn able o vip off thig system for
vears becauvse bhey ¢ould -« they wounld get a1l thelr kids inte
these programs through studsent loans, and chen they didn't have
1o worry about whether they finished Lbhe progrem or got jobs,
bgcause they already had the stuadant Losn mansgy.

50 what we're btrying to do Lg,. sumber one, be
tougher with the scheols., If they're nobt good achools and
thay're not really aducatlng the students g0 the studentis can
repay Lhe lgans, we'kre trying ta stop those schools frum being
2ligible feor ip. HNumber two, we're locking at ways to toughen pp
the anfisrcement.

But look at -~ haervre's the way -~ I want to change it

50 we can oslleot from mlme$h everybod If T said to you, laok,
I'11 give yvou a lodn and you don't have to papay Lt until vou
actuzily get a dob 30 vou e GArning money. And then you may
Borrow -- lat’s say you borrvow 25,000 and she borvows $10,000 and
she borrows $20,000 and you all take Jobs sarning 330,000 a year
right? The pecpls who borrowsd more meonay would bBe glven the
option of paving that loan Dack 83 ¢ limited percentage of their
income, aven though it would take them longer to pay it back. Ag
Ieast they would be able o make fhe gpaymenits and they wouldn'g
be defaulting. BAnd then 1f they didn't pay IL back, we would
know bhat thay didn't bhessuse the government would have the

ords, and we would enforse (v just like we snforce Laxes.
In othar words, vou oouldn’t beat the bill, If you had & job ang
you had an incoms, you would ﬁavg to pay It bsok.

But right now, wa gotl bthe worst of all worlds, We
let somebody slse maks the loan, angd we tell zhem if itis ol
paid back, we'll pay 90 parcent of the loan, and then after atl
the time goes by, we'we ot 1o [igufe cul how 1¢ Laizgc& I 113
we're deing hetter, bDub we can do mech, soch bayvier 1f we clean
out a loft ¢f the system that's there and go 57 it direcily.

Q Godng back to that polnt vou mads hefore zhout
drugs, I was wondering which direction the national drug policy
1% going, whether you want to support more law enforcement in i

agetting drugs off the strsets, or If yeu're going to move moOng
rowards rshablilitaticn and education?

THE PRESIDENT: Well., I don't think veu can do one
without the other, ut let me say I believe we need to incresse
che emphasls on glveabion, praventisn and rehabilitation because
w2 know that's what works., Thet is, for several vears in the
12848, drug use went down amosng most groups of youny peaple,

largely because they $igured sut 1Y would Xill them, In othar
words, people decided to cheonge their behavior from the inside
out.

RHow, bhai doss nol -- you can't sacrifice law
enforcenent 1o that. I think we should do two other things. Let
me jusbt run it eut real guickly., The sscond thing we ahould do
18 1o adopt law enforcement strataegies that will reinforce paopls
taking responsibility for themselves and ingrease the Jikelihood
chat they will movs o;f drugs gr out of the drog culture. 1711
JUSD glve you Iws exemples,

~
-

Cre lg gommunity policing. Thirfy-{ive y831rs 340
there ware thres policemen on the sireet in America for evary
crime gommitned, Foday, thseve ars thres crimes [or every
policeman. It's wery hard, therefore, to have sncough police o
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walk the streets, o know the anslighbors, fo know the kids, and to
be & force for preventing crime. Where that has happened, it has
workad.

The man I named-.to be the dyug czar in gur
adminiscravion, Les Brown, was the police chief in Atlanva,
Houston, and Hew York City. fAnd when he left Hew York, in the
aroas where they had put in police -- communiiy policing, tha
cyrime vate was geing down in seme of those naighborhosds for the

irst time in 30 vesrs there had been a reversal in the crime
rate.  So ! think you have to do that.

Anct the final thing @ want o say is we still have a
iy steks in working with our friends and alligs ln othey
zountries o fry Lo stop drugs from coming inte nhis country.

And we are in the process now of reexamining whether there's
anyching else we can ¢o to reducs the flow of drugs inic ths
coungry, But 111 ceil you one thing, 1f we all decided we'd
stop taking them, the flow would dry up because there wouldn't e
any demand. $o we've gob Lo -~ we gan't just worry absui blaming
people from ouibside.  (Applause.)

G ahegsd. Where's the miurophoens?  Yas?

Q & Big lssua that has been in the nawspapss and
on the naws le miligary cutbacks. What I'm curious ahour is that
-~ what is being cuot back in bases, arms, manpower. Ny curlosity
i3 because I've enlisted in tha U.85. Army. And is it going to
effect my Future Lf I decide to become —- 1 mean, use 1t as a
career and go my 20 years or anything like that. ®Wiil it affect
me’

THE PRESIBENT: Can yvou all hsar his guestisn?  He
said he was ooncernsd -— 1'11 repeat tha guestisn., He said ha
was ceoncerned about milivery curbacks. He wanits Lo koow what the
aaturs of the cuthiacks are, bhow far thay will go, He's enlisted
i phe Army. Will that endermine his abilicy 10 méke the Army &
carser becavse of rthe sutbacks,

Lat me say, first of 2li, you rnow why the cutizacks
are ovourzing. The sutbacks are occourring because an anormous
percentage of our wilitary [orce was direciesd agsinst the Soviet
Union and it no longsr sxists. A Lot of ouwy nullear arssnal wasg
heepugs they had 3 nig nuclesr aragnal and we wore positionsd
against vhem ang we had planes and ships supporting thet, as wall
as people on £he ground with land-baged missiles, A iot of cur
milivary forces were positionad agalnst thelr -- all the tyroops
they used o have in Esstern Burope, which have been withdraws,
and the milivary positioning they had around the world. So we
have been zbkle to -- in fact, we've been gbligated 10 redocs
defenss spending, starting in abouy '86 or 'BY becauss of che
receding nature of the threat. Argd that's good on Lhe whols,

¥ow, the world is still o pretiy dancgeogug place,
and the Univyed States iz srill the only comprehensive pilitary
powar. And we have Lo be garsful how we reducs that defenss
spending and how much we do it

Right now, we're basically doing -~ wg're doing it
acress the moard in three aress: We'vre redecing military
personael with the view toward going down o a base forges of
abzour 1.4 milileon over the next Live vesrs, down from svar 2.5
mitbllon Jdust m Yew years ago. 58 Lhat's a lot of pespla that
have haen musvered ouy, inclucing all wvolunugars, people who
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wantad o serve Lhelr couwntry, many of whom would like bto have
stayed longer.

S0 the answgr Lo your quastion 13, 17 we have &
saslier base force, it will be more compeblitive co get inio and
Lo &tay Ln the Armed Forges. The ragruliment has already baen
sualed back., So if vou've been recrulted and 1f you're goling in
under rthe naw, smalley yecruitment guotas, you’ll prebably have s
reazonable chance to stay in a good, long while if you ¢hoose to
de it,  But not S5 omany good young people will. In that way,
Lots kind of sad, because the military has done a magnificent job
af trajining and educating people. of inculcating them with good
values and good work hahits as well as good gducaction. S0 that's
arg of the -- kind of ths down sidss.

The sevond thing we're doing is closiong bases, and
char's vary unpopular,.  But vou can’t 3ush <ut the forces angd not
close the kasses. And ohe Lhird thing wi’ve had oo do i3 1o cul
Back on & number of WeasUnd procuraments, whleh cost obs in the
dafense industry.

So, en kalance, this has been a good thing, but I
want you to understand thers are some bad ¢onseguences to it.
“and pne of the siruggles that I expeol Lo have constantly for
che nexl four years LF Lo [ry Lo gonvince peopls in the {ongress
that sz we cul gefenme we need ro bhe ralnvesting that money In
aducsLion and technology in America Lo ¢repie jobs (2 Wép‘ﬁﬁa

those Losr in defense. [Applause.!  And tnank yvou for Baing
witiing o serve your counbtey. (Applauss.)
8 Mr. President, I think the American people have

become increasingly disenchanted with the lack of progress in our
government . How are you going to seonvince the American people

and &1l the membars of Congress that your programs are good ones
angd how are you going to brezx the Ffllibusters Lhat have been ==

THE PRESIDENT: ®Well, we'vs only had ong -~ we'va
hroke them ail but eone, Kesp in mind that I've just besn there
100 days and I had 17 years of a different direction befors I
cook office.  lt's hard vo fturn it around in 160 davs. I'nm
acbually quite eptimistic.

The Congress passed the ovtline of the budger [
prasented which, as I explained esarlier, 12 a very tough thing,
you kngw, to bring the deficit down, in a racord timg. The first
wime in 17 vears under Democrats and Republican presidents the
{onyress had every passed the budget resclution within the fime
limit. 30 I think we're moving fsirly rapidiy.

We passed —- just shortly after I took office
Coﬂgress passed the Family and Madical Leave Aco, guarant ee ng
people the right to tvtake 2 little time off from work whan they
rvave a sick child or a sick parent or a baby is born without
tosing their johs. That had gone through eight years of fz‘hts
and two vetoes.  The Congress ls trying to pass Loday Lhis motor
vorer il which would reaily open upn thae policical provess Lo
miliions of Americans. 5o [ think we are making progreds.

How, leb me also tell you rhat soms of rhls stuff is
really hard. I maan the rsasons that theses tfhings have not been
dore before Lz that we've deone easy things for 12 years. dhat

'm oasking the Congress to do are bthings that are ”“allg hard and
it may take a while to do it. But I'm not prepared Lo zay at the
moment anyway that we've lost the battle to gridleck., I de¢ think

hupwww puhuowhilchouse goviuri-res/I2R 7umipdiVomacop gov s/ POV 1172 exdd

Puge 0ol 18§

11172001


http:Cj\l;.te
http:w;:,:.cr

Page 11 of 15

-= I don’h ayrse with the minerliity of sanators who fillbustersd
bthe jebs Bili. Bub that wss nol Just & political batile. thag
was on ides havtle. A lot of them thought rthat we shouldnio
spend any mansy on anvihing untll we pass the overall budast
which reduces rhe deficly, even though I knew we were golng oo

My view was, wWe'rsg going o oo wa're
geing to reduce the deficit and we've gob t Some jahs ir
vhis ecenomy. S0 that was an issue [ didn’ m;n on. I'm notp
going o win every issue 1'm fighting. Bubt I believe that we
have a4 resl ohance o make this government work, and I'm
basipgally guites optimistis a  bout it

The ona thing I woeuld urge vou not Lo do, any of
vou, % Lo pub too much faich in vusy the day-to-day dgveiapmant
of rhe news. You have to take & long~term view of thls Anigl
wa'va hag this healib cave problgm for a long vime. ¥We've had
this sconomlco problem for & long time. Bnd in Tust & very shove -
rimg we've been abhle Lo put rhess issues Back on Lhe napional
agenda ang move them forward., So © think -- § Jusy would urgs
your to o ~= what you need to do is o remind evepybody you oan
remingd -« 1§ vou want to know whiat vou can do and what the
american people can do, ID's to try to make everybody think in a
legs peruisans way, not worry abour the fights betwasn Republicans
angd Demoorats, and think more every day about what are the
proplens of thisg country? Angd 1f vou don't like what President
Clinton said, what's vour alternative?

3 [

In other words, lei’ s dust ksep wmoving the nall
forwargd., HWhat [ try to de 18 o put these problems high on the
nattonal ayenda and try to ssk paople to lay down thelr partisan
armor and look a7 these problems in & new and dirffergnt way and
keep pushing the ball forward. Ho if veon don't 1like what | want
roodo abourt w1, then if you're nob golpg Lo suspori that, vhen
come up wilth some alternabive 30 we can do somaihing. The worss

thlng wa van do is stay in paralysis. Let's do somsuhing.  That
T think ocught o be the messaye. {ipplause.)

0 In the past, the financial aid has been based
BOon B Quola Syster for racial and ethnic mincrivies. I'm
wondering 1f yvou're planning te continus this guota gystem cr
will i1 ke based on talent and merit and needs strsight ac IOSE i
the boara?

L PRESIDENT: There may De ceriain minorivy -

scholarship programs in

certaln universities. FBul the program
that 1 would speak cf, otk nationa: ssrvig? and ohe sytudany loan
prodram, would be available agross-the-nosrd. 1 mean -~ and I
balisve -~ and the student loan preogram should he avallabla
womrose-~the~beard viztually withour regard bo income snce vou can
guarentase that the rzpayment is golng to be thers so you don':
have Lo worry aboul leaning too much meney.  That's what T think.
I favor broadebased and inclusive programs and national service
will alsgo be broad-bassd and lpglusive

I think vou have o make 2fforts o include pecpls
from all raves and lncome groupy, and I would want 18 ses thas
dong because we have & blg stake in making sure that we close the
disparivy anc come Lp race of paople geuting an eduation.
Becavss 11 yvou comg our bhg other end of the sdumavionsal gystem,
then che income difierences vtend ve vanish. Bou [ odon’y uhink
anyong should be excluded, and I don’t want to ration this
programn, L owant o open this program to all Americans.
{Applause.;
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3 Mr. Clinton, I'd 1ike te know what your views
are or the space program -~ if you are in faver of cutiing

anything or improving anything?

THE PRESIDENT: In general, I aupport strongly ths
space program and the NASA budget. I have sowme problems with the
space station itself for a couple of reasons. One is iu's
ranning -~ it's a2 hugely expensive program, and there's a lot of
dengte within NASA itself about whether the old designs should be
continusd «~ whatheér we need thal space station desian,

Segondly, 1's had staggering oost overruna. Bvery
Lime we Lurn around theyire coming Dack for hundreds of-milllons
of more dollsrs. And with the defleiy the way it i3 and all
thase other problems, we can't afford it. So what NASA iz doing
now ig teying te redesign the space sration and come up with a
mulbi-year space program that I hope we can get strong bipartissn
support for,

I think it would bhe a big mistake for Ameriga Yo
drasvically oue back Lvs reole in space. Angd when =~ now, 1've
bagn orivigized for cutting hack on the space scatlon, bl
havan'h out back ihe HASA budgsu.  We have cul back (he rate of
increase what they want (o covar all the cosy avarruns o
anvibing that happens. 1 dusp don'n think we cen do fhat with
che ¢ld spags starion desiyn.

Sy we're now looking &b three slternatives for the
space staticn Lo take a new and modified course. But ¥ think it
would be s great mistake for America to withdraw from space
exploration and from work in space. For one thing, iL's one of
the ways that we may find answeys Lo & lot of cur enviyomnmanisi
problems as well as to continue to bulld oury scientific and
rechrological base after we cul defenge. So I hops we qan
eontinue o support it.  (Applavse.)

o ¥r. Prasident, ==

TEE PRESIDENT: OGo ashead. We'll take one more and
then 1711 teke this young man's. Do ahead.

o Mr. President, ! was wondering with g1l ths
news about Bosnisa how ~- do you ses any differences in supporting
- gareling LECODS Lo Bogniag where you were strongly opposed 1o
eivil war in Vietnam in ths lave F8is,

THE PRESIDENT: Weil, fipst of all, I do. 1 &id not
-~ that's a qood question. Bubt I have never advousted sending
Lraops ~+ the Unicved States unilaterally sending trooaps to Bosnia
e Fighn on onge side or the other of tha civil war,

There are -~ let & just gay whal's complicaced
ai:gus 1%, Thers plainly is & oivil war in Bosnis that is, among
grher ohings, & fight primarily betwasn ohe Ssrbs amd Lhe
Muglims, but alsc involving Lhe Creagtians. Iy is gomplicated by
che faot vhat Serbis, a meparaig oountry, has intervened inp i,
and complicarted by the fact phat the United Hations bafore Bosnia
~= the nation of Bosnis was aven regognized, imposed an arms
swbargo in vhe srea. Buf the practleal impact of the arms
ambarge that the United Hations imposed was to give the antive
wgaponry of the Yugoslav Army to the Serbian Bosnians and deprive
any kind of equal weaponry Lo the paople fighting syainst them.
S0 Lheglobal community had «~ ndt on purnose, but inadvertently,
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has had a huge impaet on the cutcome of vhay war in ways that
have been very bad,

' My position has bean preyvy simple and
gstraigheforward from the beginning. 1 think that without thes
Lrited Stasves unilaterally getting in, or witvhout even -- I don't
thing the Unitad Hations sheould enter the way on one side or tha
other., But [ think there is much more that we can do to induge
the partieg 1o stop the fighting. to do what we can to stop this
idea of ethnio clsansing —-- murdering paople, raping children and
doing terrible acus of viclence solely haesauss of people's
religion. Thera, in fsct, che ethnic basig -- bBlologically,
there iz not much diffarence barwesn the Muslisms, the Crpoatians
and the Sgriblans thare. Ic's all -~ the sehnle dififerences are
roctad in religicus and historical {asiors.

And thirdly, we wani Lo fry o contine that conflise
s¢ it deesn't spresd into other places and involve other
countiries, like Albania and Sresce and Turikey, which could have
the imgact of undermining the peacs in Europe and the growih and
stablility of democracies there.

8o 1 think the United MNations == the world commuinit
can do more in that regsrd. That's guite o different thing than
what happened in vietnam whers the Unived States essentially gov
involved in what was s civil war on one side or the other.- There
are soms resackable slmilaritises o L wnliph should give us
caution aboul doing that. There azs similarifies o that. Thers
are similaricies o Lebanon. But nhat #oses not mean, just
bacause == [ wouldn'i propese delng exactly what the Unived
States did in Viegnam., That does not mesn that the United States
should not consider deoing samething more, sspecially if we ven
gei the Buropéans whe are, asfter all, ¢loser ¢ it, who have $
mare immecdiate stake in it, be try o help us to stop the sthnig
cleansing, the continued fightimg and miclmize dramatically the
risk of the war spreading.

8¢ that's what we'ye struggling for an answer to.
ity & vary, very difficelt problem., (Applause.)
0 Mr. President, whaly do vou feel we as siudents

con do o bevver the U.5. educational svsten?  (Applause. |}

THE PRESIDENT: Read morve.  {(Apolausa2.)  Read
more., § think you can read mere. 1 think yvou can establish
vatoring grouns in achools whers the students that are doing wall
helpe Ghose witleh aren’t, There's & 1ot of evidencs that by the
time somebody reaches youy age that you all bave more Influsnoe
on ongé another than I would on any of you. And therse’s a 1ot of
avidence in schoels that are succeediong that when stodents work
with each other elther in the same slassrooln or across grads
lines, that the overall parformancs of the school goes up.

Interestingly encugh, thare are & lot of studies
ava Showing ot slementary schoels bLhat bthis is true, and
gervainly vrwe in high scheols. 8¢ I think the -- one of the
things what I have seen work repeatedliy over the last donen years
ghan 1've spent countless hoarss in sohoeols with students and
veschers 18 Lhay -~ that ing of warklng togsiher,

The third thing that 1 think vou can do s £o speak
out in & way for a culturs of lszarning and for good values in the
gehools, I shirk that's feportant. I think 1f the siudenis want
a school wo be a place where learning laz valued and whers

hup/iwww.pub.whitchouse goviri-res/ 2R Zurmepdioma.cop.gov.us/ L 9935/ 172 .0ex0

Page 13 of'15

1172001


http:5t;Joi.es
http:reacr.es
http:counl.:ri.es
http:childr.en
http:in;:::1,.:.ce

avervbody counts, and where vielence or drugs or othar bHad

behavior are not uolerated, the students can have more Lo do with

gaiting rid of it than anything élse. 1Tf it is a bad thing, 7

sverybody lonks down on it.  And T think that can make a huge
iffarance,

fr's 3o limited what tha rest of us ¢an do (o help
the schoeels unless thare ls & right sorc of feeling in the heares
of rhe youny people invelved. And T think anyuhing we can do Lo
convineg all suuagients Lhat they count, that they matter, that wa
nesd them all, thar they shouldn't drop out, Lhat they can leaon
-— anvihing we ean do ina that regard school by sahool, class by
class, year oy ysar, i3 golng to make education in this country a
lot betier.

The rast thing 1 zhink you can do 18 uo decide whar
you think is wrong with education and how we can maks 1L becter
ang tell people like me about 1t. In ofher words, all us from
your perspectlve how we can make your schoeols @ Lot betber, what
you nesd. Bow we can glive you a betier fTuture, what we're not
doing than we could be deing.  (Applause.l Those are the (nings
vou can do. [Applause.)

3 Pregigent Clingen, @ understand we have time
for ong mOre question.

0 ¥Yag, 1 have & guestlon aboul women in the .
military, I hesrd thet thev're geing to bg able Lo g0 in combat
now. {Appiausse.}  Is it true that -~ are they going to be -- is

it going Lo bacome & law thet they'ys going te be drafted also?

THE PRESTDENT: I'm scrry I didn’t hear you. Go
aheaq,

O I'vae heard rumors thalt womsn arg going Lo Do
able Lo be in combap now in the military., 8o I's woidiering, acs
they going to be able to be drafted like men?

THYE PRESIDENT: First of all, men are not drafied.
We have an all volunteeér service. There are no draftees. Anyone
who goes into the ssrvige is like this vounyg man, The men or
woman choose Lo go.  And we have & lot of people who want to go
now begause of the justifiably high estaeem in which our military
{5 held., I @an tell vou that you gan talk Lo any carser service
officer and he or she will tell you thal we have the best
aducacad, best crained, best egquipped, highest wmorale military
sarvios we have sver had. And 1T 2lso, by the why, 18 the mosy
diverse one we've ever had, opening up move opporiunities Lo
wemen and e all members of all ragoes thoo we'wr wver had, And
ven iu's yha best-sducated, hest-irzined. b#su-squipped, best-
abxle military service we have ever had, plibough iU's under a log
af stress now bhecause of all fhe down~gizing.

The service Chiefs in the Jointy Chiefs of Staff have
degided that they ocught to open P some mers combay roles to
women, oringipslly on combat ships., The Navy, for example == I
het oa Lot of vou den't know this -- the Navy now has bhree
poncombat ships onder the command of women -« the United States
Mavy dogs.  {Applause.}

But Admiral Kelso, the Chief oI Naval Operations,
had deoided thet some more combat ship roles shouold be open Lo
women.,  Anrt chen there was also & desision made ghat women sught
o e eligible vo fly combat missions in the face of clear
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evidence thay the atrplaness ihey fly today reguire not strength
so much as response, the capagity fov guick and agile response.
And chere's a lot of evidenge that women are at least as geoed in
some of those functions as men, 56 the Jeint Chiefs made that
decisicn. That was & military decislon in which did not
intervaene at all. I think if the evidence supports it, it's &
very geod decision. But I want you o know it was made based ¢n
the evidence in the case and made by the military and they
deserve the crediy. (Applause.)

Well, 1 eceuld do vhis all day long. You have been
e and 1'm very proud of you and you've asted wondaricl

]

L fons, all of them were very good, T wish o waelil.
god dgay. And don'i sLop bthinking aboul these educauional
ssues.  Thank you very much. {Applauge.)

T
B

£ e

e

Have a

£

LN I v B ]

ENDIO 45 AM. CDT
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UNRITED STATES DEPARTMENT OF EDUCATION
THE SECRETARY

May 11, 1993

-
-

Honorable William D. Ford
Chairman

Commitiee on Education and Labor
House of Representatives
Washington, DC 20518 -

Dear Chairman Ford:

Last week, the President transmitied to Congress two related legislative proposals - the
“National Service Trust Act of 1993 and the “Student Loan Reform Act of 1993,
You may have heard misleading reports about our student loan proposal put out by
organizations with a major financial stake in the status quo. As you prepare to mark up
the Student Loan Reform Act of 1993, 1 want to address these concerns and urge you 10
support this proposal.

Qur primary objective in revamping the student joan sysiem is to serve students better,
This proposal for a new streamlined system would simplify the administrative tasks of
educational institutions, make the student loan system easier to understand, and provide
students with greater choice in repayment plans. The improvements that we are
propesing would also translate into significantly lower costs 1o taxpayers and students.

Our proposal would:

Make repayment gasier.

Simplify the system.

Reduce costs for taxpayers without reducing access to loans for students.
. Reduce costs for students,

Under the Student Loan Reform Act of 1993, the Department of Education would
implerent a direct student loan program that would provide all students with a range of
flexible repayment options, including income contingent repayment, Under this
program, students who choose 10 take low-paying community service jobs, whether part
of the Nationa! Service program or not, will be able to repay their loans as a perceniage
of their income 0 avoid excessive debt burden. Students and parents will continue to
have access to the same amount of loan capital as they bave had in the past, and some
of the savings achieved by this proposal will be passed on 1o students by reducing the
interest rate on student Joans,

400 MARYLAND A¥T . B W. WASHINCGTON, DO TO202-0100

Cur mission is & 2nsuer mpual vooess (o edudatlon and 1o promery wducational exceiience throughout the Nation,
*



Page 2

The major savings from direct lending derive from eliminating the profits in the current
system and using Federal borrowing for student loans rather than private capital
guaranteed by the Federal Government. The savings estimates of $4.3 billion by 1998
include a significant allowance for administrative costs o the Department of Education,
its contractors, and educational institutions, and reduced interest rates for students at
full implementation. Our proposal provides “steady state” savings of $2 billion upon
full implementation, even after sharing some savings with students.

The Department’s pnimary role under this, proposal will be to momtor the program -~ a
task that we are confident we can perform effectively. We will build a new
public/private partnership, selecting contractors on a competitive basis to act as
alternative originators, and to service loans. The current system uses private lenders to
provide capital to students, but it does not use competitive forces to reduce costs.
Rather, lenders are reimbursed at a fixed rate - Treasury bill plus 3.1% interest rate -
that provided them with a significant profit. The direct lending system, however,
would draw on the strengths of the private sector through competitive market forces.

For institutions of higher education, the only new activities required under direct
lending will be loan originating and reconciling amounts disbursed. Many schools
already perform origination functions under existing loan programs. Under the
President’s proposal, eligible schools will originate loans if they choose to do so, and
they will receive a small fee from the Department of Education to help cover costs.
Nonetheless, not every institution will be able to originate loans, and some may not
want to. In these cases, an alternative originator will be available at no cost to the

institution.

I have enclosed some background material that discusses the major reasons to support
direct lending and addresses many of the specific issues raised by the opponents of
direct lending. I recently sent a version of this information to the presidents of all
postsecondary institutions. If I can be of further assistance, please contact me at
401-3000 or Deputy Secretary Madeleine Kunin at 401-1000.

We are confident that a new system will prove easier to use, more efficient for
institutions and students, and much less costly than the current student loan structure.

We look forward to your support of this bill to serve students, families, schools, and
taxpayers better.

Yours sincerely,

Richard W. Riley

Enclosure
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Direct Lending

Background Materlal for Members of Congress

Greater Efficlency and
Slmplicity

Cost Savings te Student
Berrowers

Flexibie Repayment Options

Major Reasons For Direct Lending

The current system of 7,800 lenders, 46 guaranty agencies, and
numerous servicers and secondary markets is error-prone, hard o0
monitor, and cumbersome 1 bommowers and schools. Each of these
lenders and agencies has its own forms and procedures, adding exira
work for borrowers and schools, Underdirect lending, the process will
be greatly simplified and streamlined because students could armange
for all of their Federal financial assistance through their schoals. They
will have only one application form to fill out, and they will no longer
be confused about who holds their loan notes or where (o send
repaymients, The school, ip turn, will no longer have to work within the
current complicated web of barks and guaranty sgencies. Forexample,
schools would no longer face cash flow delays due to bank or guaranty
agency approvals. Educational institutions would provide, in essence,
one-stop shopping for students, which permits a school to offer betier
and more comprehensive service,

Borrowers will continue to have access 1o as much loan capital as they
have had in the past. Direct loan capital will not be lintited by
congressional appropristons, This program will be an entitlement for
students, justlike the Federal Family Education Loan program (FFEL).
Funds will flow prompdly to schools, on the basis of borrower eligibil-
ity and need. Once the system is fully implemented, a portion of the
general cost savings from direct lending will be passed on to borrowers
in the form of a reduction u1 the interest raie on their loans.

All students who borrow money for school will have available a range
of flexible repayment options to sait their financial needs. Under these
options, any student who chooses o take a low-paying communiy
service job, or any low-paying job, will not be overburdened with debt,
Students who choose the income contingent repayment plan, or "EX-
CEL Account,” will repay their loans as & small percentage of their
income. Students will also be able 10 choose a fixed, graduated, or
extended repayment plan that fits their needs. Evenmally, we plan to
adopt other easier forms of repayment by involving the Internal

1
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Cost Bavings to Taxpayers

-

The Congrescional Research
Service's Findings on Cost
Savings

{alculating the Administra-
tive Losts of Direct Lending

Revenue Service in loan collection. Students in comamunity service
jobs funded by the National Service program will receive an educa-
tional benefitof up to $5,000 forevery year of service that they perform,
up 10 two years, They can use this benefit to pay off Joan debt orto pay
tuition,

The expected savings from direct lending ~ estimated at $4.3 billion
from FY 1994 to 1998 - will greatly reduce the costs of student loans
to taxpayers. The Congressional Budget Office, the General Account-
ing Office, and the Department of Education agree that direct lending
could save $2 billion or more per year when fully implemented. The
costsavings are derived from the difference between what it would cost
the Federal Governmentio iend directly to smdents and what banks and
other participants in the current system are paid o make the lpans. In
more precise terms, the savings would accrue because the Federal
Governrnent can borrow at the Treasury rate whereas privaw lenders
are paid 3.1 percentage points above the ninety-one day Treasury rate
1o provide money to students. Under directlending, the taxpayers' cost
of providing interest subsidies o borrowers would be reduced ~ by
about 10 cents per dollar joaned.

Student Joans are profitable for lenders because the Federal Govern-
ment guarantees the loans if students default, protects against declining
interest rates, and pays intercst on the loars while the students are in
school. A study performed under contract w the Depariment of
Education in 1991 confirmed that lenders receive high profits from
student loans. In fact, student loang were found to be more profitable
fhan sute loans, morntgage-hacked securities, adjustabie and fixed-rate
mortgages, and U.S. Treasury securitics. Only credit cards and
commercial and industrial loans ranked higher for profitability.

In its recent report, the Congressional Research Service (CRS) con-
fimmed that there is excess profitin the system. CRS also argued that
budget savings could be achieved within the existing system by
reducing the subsidized inwrest payments o leaders and by making
loans available only (0 those students most Hkely 10 repay, However,
under this alternative, leaders would deny loans 1o low-income, "risky”
students - & proposal which runs counter to one of the principles of
Federal student financial assistance ~ increasing access to higher
education,

Included in our budget estimates arc pradent allowances for adminis-
{rative costs. We have included both costs for loan servicing and for
possible additional costs of the transition to direct lending for guaranty
agencies. Questions have been raised about how we calculate admn-

2



Public - Private Partnership

Administrative Capacity at
the Department of Educa-
ton

istrative costs, Under the FFEL program, administrative costs o
lenders and guarantee agencies were calculated on a present value basis
and included as pastof the subsidy payment 1o Ienders. Underthe direct
loan program, we have calculated administrative costs to the Depart-
mertt on an snnual cash basis, which s required by the accounting rules
of the Credit Reform Act of 1990, We recognize that once the direct
loan program is fully implemented, present value calculations of
administrative costs would yield a higher estimate.

The current system does notL encourage privale sector competition
because the price that the govermnent pays lenders to make the loans
is fixed. Under direct lending, we will create a private-public partner-
ship that promotes competition. The privawe sector would still be able
to participate in the origination and servicing of loans, but the cost
would now be set through competitive forces.

Responses to Concerns Raised
About Direct Lending

Despite the many reasons 10 move to direct Jending, some opposition
rersains, This opposition has naturally come from those who have
profited most from the current FFEL program. Some of these concems
are valid, and we have designed our proposals to address them; other
concemns are not.

There is no question that the Department must strengthen its monitor-
ing and review functions, but we must do so regardless of whether the
curtent program continues or we move to direct lending. Loan
servicing will be done by a small number of carefully selecied and
closely monitored contractors who will be paid based on successfyl
performance, The direct lending system would have many fewer
administrative participants, and thus would be easier for the Depart-
ment to monitor, We have made significant progress in sorne arcas,
including improved management and computer sysiems. The
Department’s delivery of direct loan funds will inclode many of the
well-tested, successful, and increasingly antomated data and financial
systeras now used for Pell Grants and campus-based Federal student
aid programas. To ensure high quality, the Deparunent is working on
redesigning program inlegrity and monitoring cfforts w focus on
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Serving Students During the
Transition

The Direct Loan Demonstra-
tion Project as Phase Ona of
Direct Lending

performance outcomes. This will lead to increased accountability and
efficiency,

Unlike during the last Administration, the Department is investing
heavily in program management improvement. The Assistant Secre-
tary-Designate for the Office of Postsecondary Education has many
years of experience in managing Iarge student loan programs and in
policy development.

Both during and afier the transition 0 direct lending, maintaining the
svailability of loans w students will be our number one priority. Fora
long time, lenders have maintained the status quo by using threats of
pulling out of the FFEL program and disrapting the fiow of loans to
students. The Department is aware of the challengesin movingtoanew
system, and wg are working 1o ensure a smooth transition. The
legislation will provide the Department with authority to move quickly
if capital shortages oceur.

Opponents bave suggested that we wait for the Federal Direct Loan
Demonstration program, authorized by the Higher Educatgon Amend-
ments of 1992, to show resulls before we move forward with full
implementation, There are a number of reasons why we have decided
to view the demonstration program as the fiest phase of full implemen-
tation.

First, it could take up 1o ten years or nore to obtain results from the
demonstration program because many students will spend the first four
vears in school with no activity on theiraccounts, and repayment would
take another two 1o five years to test after these students graduate,

Second, the demonstration program would not provide accurate results
of whether direct lending can succeed because, with such a small
number of schools participating, it will be impossible o achieve
economies of scale. Costs would not be kept as low as possible because
there would be too few participants among which 1o spread the costs.

Third, we already caryy out direct lending through the Federal Perking
Loan program. and we know that it works and that institutions ¢an run
it. In facy, the Federal Direct Student Loan Program that we have
proposed will be easier for institations to administer than the Perking
Loan program because schools will not be required 1o sesvice loans as
they are under Perking,

Fourth, the demonstration program would be risky for schools that



Administrative Capacity at
£ducational nstitutions

participate because there would be no assurance that the program
would continue after they invested time and resources in it

Finally, given that we know that direct lending will result in savings,
it would be wasweful to use a demonstration program to test this
principie. Instead of testing whether savings are achieved under the
demonstration program, Phase One of direct lending will aliow as to
test implementation issues on a reasonable time schedule. We have
decided to start sinall with only 4 percentof new loan volame in the first
year. This number is ¢asily manageable but large enough w give us
sone feedback on implementation issues. In the second year, the plan
will include 25 percent of loan volume, a number large énough to see
the gains from céonomies of scale, In the third year, we plan 1o move
10 60 percent of loan volame and in the fourth year, 100 percent. This
progression will allow adequate time o get up to speed and will save
billions of dollars in the implementation of a demonstration program
that does not provide useful and tumely results.  Each year we will
conduct an evaluation and report to Congress. We will watch the
process very carefully, and if we are moving too quickly, we can reduce
the speed at which we move w full implerentation.

Many schools have heard that it will be complicated and expensive for
them t¢ participate in direct lending. Thisissimply nottrue. According
1o the independent Advisory Commitiee on Student Financial Assis-
tance, the burden on most institations will be radically reduced because
schools will only have to deal with one central application, one
disbursement processing systern, and electronic communication with
one servicer. According 10 a study by Elizabeth Hicks of Harvard and
Kay Jacks of Colorado Suate, direct lending will reduce te nurmber of
administrative functions required of institutions from 59 inthe current
system 10 49 under direct lending. The new activity that direct lending
requires of institutions is origination, and many schools have had
experience as originators under the Federal Perkins Loan program,
While 00 school will be required 10 originawe Joans, those eligible
schools that choose 10 originaw would perform two new functions: 1)
ensure that students sign the promissory note for the 1oan and mail it o
the servicer, and 2} after making the loan, meconcile with the servicer
that all the money and documentation related to the loan has been
distributed and maintained, The Department of Education will provide
software 10 accomplish both of these tasks. The software, as well asthe
training to use it, will be available to institutions free of charge.

Most schools already have the technology and experience needed to
participate in direct lending as loan originators. If an instituiion



originates loans in the Federal Perkins Loan program, it has the
capacity to originate loans for direct lending. To ensure that instity-
tions do not face excessive origination costs, the Deparument of
Education will pay them a small fee to help cover the cosis of
arigination. Those schools that cannot or do not wish to originate loans
will not be obligated to do so. The Department will pay an alternative
originator to perform this task for these schools, Furthermore, educa-
tional institutions will not be expected to service or colicet the joans
(except for the routine tracking of student status which schools already
do). The Department will contract with a number of organizations to
perform servicing and collection of direet loans.
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J. 8. DEPARTMENT OF EDUCATION
Statement by
Deputy Secretary of Education
Madeleine Kunin

before the
Senate Labor and Human Resources Committee

May 26,1893
Mr. ¢Chairman and Members of the Committee:

It is a pleasure t0 be here today to testify about the President’s
initiative to revamp student loans, the Student Loan Reform Act of
1993, an important companion piece t0 national service. President

Clinton's bold new proposal will meet three important goals:

o) Make college more affordable by making it easier for students
to pay off their leoans, through flexible repayment terms and
lower interest rates.

o Save taxpavers substantial sumg of money, and

© Streamline the student loan systenm.

One might well ask when we have such an opportunity to make
government work bestter, who could argue with a plan to provide
better benefits to students, while significantly reducing federai .
costg, and creating more efficiency? 7The answer is chbvious: those
who are enjoyving substantial benefits from the present system~«the
banks, guarantee agencies, Sallie Mae, $téte secondary mayrkets, and

others.



In the current prograns, billions of taxpayers! ?ellars ge, not to
students, but to 7,800 lenders, 46 guarantee agencies, and numerous
servicers and secondary markets., To its credit, this complex array
of participants provides nillions of loans to students and their
‘families each year., But they also are paid exceedingly well to do
8. The flurry of alternative proposals that reduce profits

provides stark evidence of this fact,

The intensity of recent lobbying efforts against student reform is
a useful reniander that the purpose of the student loan program is
to serve students, not to preserve a system for the benefit of
providers, These groups have hired some of the highest paild
lobbyists in town to help them convince you and the public that the
President's proposal will not work. What they have been saying is,

at best, misleading and often just plain wrong.

Let me dispel six myths that have been raised about the President's
proposal. Then I will briefly discuss the limitations of
alternative proposals that are being proffered and describe the

main components of the President's initiative.



MYTHS8 AND REALITIES

The tirat myth is that the entitlement to loans for students will

b lost, and students will be hurt.

The reality is that students will continue to have access to the

same amount of loan capital as they have had in the past. In fact,
students will be better off under the new program because they will
have more flexible repayment options and,  ultimately, lower

interest rates.

The second myth is that direct lending saves money by shifting

costs to colleges and unjiversities.

We do not foresee increased administrative costs to institutions
and have carefully crafted the legislation to meet that intent.

Meoreover, ne institution will be forced to originate loans.

For institutions of higher education, originating loans and
reconciling the amounts disbursed will be the only new activities
required under direct lending. Institutiong already’ deterumine
eligibility, counsel students, interact with guarantee agencies and
lenders, and deliver loan funds to sgtudents. | In addition,
institutions participating in the Perkins program already originate

loans and reconcile funds.



Institutions will receive a reasonable fee if they originate loans.
Nevertheless, not every institution will be able to originate

icans, and some may simply not want to. In these cases, an
alternative originator will be available at no c¢ost to the

institution, and all students will be served.

The third myth is that savings sstimates for direct lending are

wildly overestimated,

Direct 1§nd£ng will save $4.3 billion over the next five years by
subgstituting federal borrowing for private capital. Our cost
estimates include prudént allowances for adminigtrative costs. We
have inciuded costg for establishing and operating direct louans, as
well as estimates of costs aééaciated with the transition from
guaranteed loans to direct loans. The Congressional Budget Office

has confirmed these gsavings.

The fourth myth is that direct lending substitutes a Federal

bursasucracy for the efficisncy of the private sector.

The reality is that the President’s proposal will build a new

public/private partnership, through the competitive selection of
contractors, who will be chowsen on the basis of price and quality,
to act as alternative originators and to service loans. The
current system uses private lenders to provide capital to students

arl to service loans, but it does not use competitive forces o



_reduce costs OY ensure guality service. Instead, by statute, all-
lenders, no matter how well they perform, receive the same rate of

return, 3.1 percentage points above the Treasury bill rate,

The fifth myth is that the Department of Education cannst manage
the current system and that a new, untried system will be even more

difficult,

We are Xkeenly aware that the Department mnust strengthen its
management capacity and are working assiduously to develop that
capacity. Taxpayers deserve nothing less. Regardless of whether
we move to direct lending or we continue the current program, we
are committed to improving management in the Department of
Bducation. Yoreover, the new program will be pasier te‘&anaqe
because direct lending eliminates ﬁany_middlamen. As recently
p&inted out by the General Accounting O0ffice, the current system’s
complexity-~involving thousands of interactions between schools,
lenders, secondary markets, guarantee agencies, and the Department-
-makes it error-prong and extremely difficult to monitor. The GAQ
concluded that the ¥Yprogram’s structure is not conducive teo good

financial management."

In the transition period, however, we will be running dual programs
as direct lending is coming on liné and the guaranteed student loan
program will be maintained. It is exceedingly important that the

staff we have requested be adeguate to d¢ the right job.

5



The sixth myth is that it is irresponsible for the Administration
to abardon the demonstration program authorized in the Eigher
Educatjion Amendments of 1992 in favor of full implementation of

direct loans,

The President's proposal will phase the program in beginning with
four percent of wvolume the first year, roughly the size of the
demonstration program. This will allow us to watch the process
carefully and make changes as necessary before poving te full
implementation. Each year we will evaluate our progress and report

to Congress.

In addition, this is not something entirely new. The Department
and ingtitutions have experience with_a‘diract loan program, the
Federal Perkins Loan program, and we know that it works and that
institutions c¢an run it. In fact, direct lending under the
President’s proposal will be easier for institutions because they
will not be responsible for servicing and ¢ollecting student loans,
as they are in the Perkins progran.

.

ALTERNATIVE PROPOBALSA

For the Ffirst time in several decades, the current middlemen~-
banks, guaranty agencies, and Sallie Maes--are putting forth
propogals to reduce their profits., Clearly, it is the fear of full

direct lending that has caused this turnabout. Previously, these



same players have argued that student loans were only marginally

profitable and that they would stop making loans if their financial

returns were reduced in any way.

These alternative proposals would continue the current conplex
system but reduce payments to the mazé of middlemen. These reduced
incentives could result in many of them leaving the program, with
capital availability problens resulting for some of the six million
borrowers. It is likely that the middlemen are willing to take
these cuts to preserve the gurrent program, hut if direct lending
does nct pass, they may well be back next year laoﬁing for a better
deal. The alternative proposals have a number of other significant

problems.

First, they do not generally offer additional benefits.to students.
Indeed, some may well erode access to loans or shift costs te
students through higher quarantee fees, etc. The President's
proposal, on the other hand, reduces interest rates for students at
full implementation and provides a full range of flexible repayment
options, including the ability to repay as a percentage of incone.
15 addition, offering flexible repayments with the alternative
proposals will be more difficult than. with the President's

preoposal.
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8acond, these alternative proposals do not provide fundamental
reform af the gysten. The President's proposal eliminates the
middlemen who pz:xefit excessively from the current system and
significantly simplifies its complex structure, whereas the
alternative propasals continue the current system. If current
players leave because of reduced profits, it would disrupt and
destabilize the student loan system, resulting in reduced capital
for students. The President's proposal moves gradually to direct
lending over four years and has built-in mechanisms to ensure that

access to capital will not be interrupted.

Third, the alternatives provide lower long~term savings. Although
some of the alternative proposals might achieve the same savings
over the first five years, they do not achieve the same $2 billion
annual long-term, steady-state savings after 1998, Moreover, none
of the alternative proposals that we have reviewed appears to
provide money for dealing with c¢apital access problems and the

failed guaranty agencies that will almost certainly result.

For these reasons, we urge you to enact the President's proposal
for comprehensive reform rather than proposals that make only
marginal changes. These proposals will not help students; they
will not simplify the system; and they will not reduce costs for

taxpayers as much as the President's proposal.



THE PRESIDENT'S8 PROPOSAL

The Student Loan Reform Act of 1993 replaces the éederal Family
Education Loan Program with the Federal Direct Student Loan
Program, a system of direct Federal iending that reduces costs for
taxpayers by substituting Federal borrowing for more expensive
private capital and eliminating excess profits. By eliminating
subsidies to lenders and making loans directly to students, the
direct lending program will save taxpayers $4.3 billion through
fiscal year 1998, and $2 billion per year, thereafter. The
streamlined system will also be easier to understand and simpler to

administer.’

We propose phasing in the Federal Direct Student Loan Program over
a four-year period, beginning in academic year 1994-95. Our goal
is to begin with 4 percent of new loan volume in the first year, 25
percent in the second year, 60 percent in the third year, and full
implementation in academic year 1997-98. During this period, we'll
be monitoring the program carefully to identify and resolve
problems that arise. Once the system is fully implemented, a
portion of the general cost savings from direct lending will be
passed on to borrowers in the form of reduced interest rates on
their loans. The bill reported out by the House Education and
Labor Committee, and supported by the President, includes
additional savings for students in terms of reduced origination and

insurance fees.
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The Department 1is tak@ng steps to ensure that borrowers will

‘continue to have access to as much loan capital as they have had in

the past, with ample funds flowing to institutions in a timely

fashion, based on borrower eligibility and needs.

Many schools can make--or "originate"--loans directly to students,
although none will be required to do so under the President's
proposal. In addition to certifying the eligibility of students
and ‘parents, providing loan counseling, and disbursing loans to
borrowers, as schools do now, participating institutions would also
execute the direct loan promissory note and maintain data on
disbursement transactions. Schools that do not meet the strict
criteria measuring administrative and financial capacity for loan
origination, or that do not wish to originate loans, may use the
services of alternative loan originators under contract to the

Department at no cost to the institution.

To help defray administrative costs, the Departmept'will pay a fee
to those schoolé that originate lecans themselves. For those
schools that do not originate loans, the Department will secure the
services of alternative loan originators, on a fee-for-service
basis, under contract. If they wish to compete, these alternative
loan originators could include state agencies, private lenders, the
Student Loan Marketing Association (Sallie Mae), and other private
organizations, if they demonstrate effective service and

competitive rates.

10



Postsecondary institutions will not be responsible for servicing
the loans while students are in school or while they are in
repayment. Through a competitive bidding process, the Department
will contract with a number of organizations to service these
loans. Again the servicing and repayment contractors gould include
state agencies, Sallie Mae, and private firms, but this time on a
competitive basis rather than an assumed yield as in the current

pProgran.

Under the direct lending program, repayment will be easier for

borrowers because they can choose from a variety of repayment

options, including fixed, graduated, or extended payment plans, as
well as the new income-contingent repayment plan, which will allow
students to enter lower paying community service jobs and pay off
their loans as a percentage of thelr income over a longer period of
time. For the first time, income-contingent repayment will be
offered to all students. In addition, students will be able to

switch payment plans as their financial circumstances change.

To make repayment easier and collection nore effective, the
proposed legisliation would involve the Internal Revenue Service
{IRS} in the collection of student lcans. Starting in fiscal year
1294, the legislation would give the Secretary of Education the
authority to offer income-contingent repayment to borrowers, using
information from the IRS regarding borrowers’ incomes. The

legislation would also reguire the Secretaries of Education and the

13



Treasury to develop a plan providing repayment options through the

IRS and wage withholding.

As part of our stewardship responsiblilities for the Federal student
financial aid programs, the Department will oversee an orderly
transition ta‘tha new direct lending program. Delivery of direct
loan funds will use automated data and financial systems. To
ensure high quality, we are redesigning our program integrity and
monitoring efforts to focus on performance outcomas that will lead
to increased accountability and efficiency. In addition, to ensure
the availability of adequate loan capital, the proposed legislation
will provide the Department with additional authorities to move
quiakly should capital shortages occur.

Some critics contend that we are moving away from a public-private
partnership to more bureaucracy. This is net true. The Department
will expand its partnership with the private sector through
competitive contracts for alternative loan originatoers and
gervicers. These contractual arrangements will be designed to
make much more effective use of the private sector than is the case
with the current system, under which we nust rely on private-sector
participants who are paid ba%ed on a uniform rate set in statute,
rather than market competition.

Through the Federal Direct Student Loan Program, we are reinventing

government.

12
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CONCLUBION

Let me conclude by saying that in one week alone, the Department
received more than 2,000 letters concerning defaulted student loans
and another 1,700 letters asking for information and clarifiéation
of provisions of the Federal Family Education Loan Program. Thase
letters clearly illustrate the confugion and complexity inherent in

the current program.

We believe we can better serve students and taxpayers by giving
them a program that is simple, direct, less costly and less
confusing. The &tudent Loan Reform Act of 1993 will start us down
the road toward accomplishing those goals and will éenable us to
improve our service to our most important clients -~ America's

students and taxpayers,
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U.S. DEBARTMENT COF EDUCATION
Statemernlt hy

Deputy Secretary of Education
Madeleine Kunin

before Lthe

Subcommittes on Human Resources and Intergovernmental Relations
House Committee on Government Operations

Mr. Chairman ang Members of the Committae:

I am pleased to ke here today to share with you the Department’s
plans for implementing the Student Loan Reform Act of 1893, an
important companion piece to the national service initiative.
President Clinton’s bold new student loan proposal will meet
three important goals:

-  Make college wore affordable for students, through flexible

loan repavment torma and lower interest rates,
- Bave Laxpayers substantial sums of money, and
- Streamline the student loan systen.

The Student Loan Reform Act of 1593 is a milestone in the
Administration's efforts to reinvent government. It calls for a
maioy revamping and simplificavion of the Federsl student loan
system and offers new repaymant options to students. By
eliminating the middiemen aﬁd‘the excess profits they now
recaive, the President’s propesal will simplify the system,
banuwfit students, and reduce costs foOr taxpayers,
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You may ask, as othere have, why we nesd 1o revamp the current
student loan system. The angwer, simply put, is that the program
has become too complex and too costly. In the current program,
billions of taxpavers’ dellars go, not to students, but to ?,800
lenders, 46 guaranty agencies, and numerous sexvicers and
secondary markets. To its credit, this compliex array of
parvicipants provides millicnas ¢f loang to students and their
families each ye&r; But they alsc are paid exceedingly well to
do 80,

One might well ask when we have such an opportunity to make
government work better, who could argue with a plan te provide
better benefits to students, while gignificantly reducing Federal
costs, and creating more efficiency? The answer is obvious:
those who enjoy substantial benefits from the present systam--the
banks, guaranty agencies, Sallie Mae, Stats secondary maxkets,
and others. These groups have hired some of the highest paid
1aébyi$t$ in town te help them convince you and the public that
the President’s proposal will not work. What they have been
saying is, at best, migleading and often just plain wrong. I
have attached to my testimony a list of myths and realities on
direct lending that responds to this misinformation.

BUDGET SAVIHNGE

Direct lending saves taxpayers money. Implementation of the
student Loan Reform Act will reduce the deficit by $4.3 billion
over five vears and save $2 billion in each subseguent year.
Reports from the CGeneral Accounting Office and the Congressional
Budget Cffice document the savings to be achleved, even after
transivion costs. This allows us not only to reduce the deficit
but to ultimately pass on gavings to students by lowering

intersst rateg for Dorrowers.
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MANAGEMENT IS A TOP PRIOCRITY

While many have questioned the ability of the Department to
manage a Direct Loan program, it will be a far simpler, less
complicated systen to oversee than the current program. As
recently pointed out by the General Accounting Office, the

urrent system‘s complexity--involving thousands of interactions
between schools, lenders, secondary markets, guaranty agencies,
and the Department--makes it errvor-prone and extremely difficule
to monitor. The GAC concluded that the Pprogram’s structure is
not copducive to good financial management . ”

We at the Department of Education arxe keenly aware that we must
strengthen our management capacity and are working asgiduously to
improve that capacity. We must de this regardless of whether we
move to direct lending or continue the Current program.

Taxpayveys deseyve nobhing less.

The Ssoretary and I are bringing together a strong team to manage
Rirect Loans. David Longanecker, who has been nominated to be
Assistant Secretary for Postsecondary Education, is reccognized as
one of the top experts on student lovans in the countryy and brings
with him extensive management experience running state higher
education agencies in Minnescta and Colorade, Secrestary Riley
has asked me to overses the Department’s overall management--a
tagk thnat I take very sericusly. My goal, the Department’s goal,
is Lo make BEducation the model Department .in the Federal
government. We have asked for the staff resources and technical
capacity to maks that a reality.

REINVENTIRNG GUVEHNMENT

In developing the legislaticon for the Direct Loan program, we

made certain that each key player in the delivery systan will

Ki
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perform those functions that it does best, Schoole will deal
with individual students; alternative originators and loan
sexrvicers will be melected compebitively to provide services on
the basis of price and quality; and the Department will monitor
and oversee the system,

Our proposal will create a new public-private partnership and a
simpler system that is more condutive o good management and that
i rtruly competitive. Some cribtics. contend that we are moving
away from a public-private partnership to more bureasucracy. This
is not accurate. The Department will create a truly
entreprencurial eystem through competitive contracts for loan
originators and servicers. These contractual arrangements will
more effectively use the private sector to provide high quality
service for a more competitive price. In the current system, we
rely on private sector participants who are paid a unifsxm rate
get in statute {T-bill plus 3.1 percentage points} regarxdless of
the guality of their services, rather than a price determined by
marker competition.

PROMPT DELIVERY OF FUNDS

Under direct lending, the Department will promptly and
efficiently deliver loan proceads to borrowers. Our expariance
with Pell Grants and the three fcampus-based® student aid
programs demonstrates that we can deliver funds properly and on
time. This yvear, our system determined the Pell Grant
@ligibility for over 7 miilion student applicants and delivered
more than S6 billion to 4.2 million students at 6,600
participating institutions. Also, the Devartwment has nmade
available to postgecondary institutions an extensive array of
elactronic data procegsing options, including *Stage Zero©, which
allows a student to use a computer to complete an application
with immediatce edits foy ervors. Such advances have saved
millions of dollars and thousands of hourg ©of labor, and

4
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eliminated much frustration on the part of ‘our student clients.
Building upon this time-tested Pell grant delivery system, we can

duplicate this success with the Direct Lean program.

Additionally, our plan for the Direct Loan program will enhance
the Federal student aid delivery system by fully integrating the
Direct Loan program computer system with the systems that
currently deliver Pell Grants and campus-based aid to students’
and institutions. Students.will apply for Direct Loans on the
same form--the Free Application for Federal Student Aid--they now
use to apply for all other Federal student ald programs,
eliminating the burden of separate student loan applications
under the current guaranteed student locan system. The student’s
information will be processed through the Central Processing
System. S8chools will have access to .the Federal funds through
the Payment Management System. This same system is the ceonduit
for the other Federal student aid funds that are delivered,
through postsecondary institutions, to students. Currently,
this system cannot be used for the Federal Family Education Loan
programs because of the involvement of guaranty agencies and
private lenders.

PUBLIC/PRIVATE PARTNERSHIP
New Contracts for Alternative Originatorzs and Loan Sefvicerg

The contracting strategy for the Direct Loan preogram calls for
awarding several new contracts to support alternative loan .
origination functions and servicing activities. Alternative loan
origination is important because we will not force any unwilling
institution to originate loans neither will we permit
institutions to make direct loans if they are determined by the
Secretary to be incapable cf doing so. Loan servicing includes
labor-intensive activities such as generating bills and letters,

processing borrower payments, reporting to credit bureaus, and

5
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granting deferments and forbearances. To help provide for a
"seamless? Direct Loan system, each custosmer service contractor
will be connected to the single loan servicing systenm database to
facilitate establishing loan records, reconciling borrewer
accounts, and providing a aystem for servicing loans.’

Qur plan anticipates the program’'s growth. It will be necesgsary
to award additional loan origination and servicing system
eontracts in fiscal year 19%5 to support the planned expansion.
These contracts will be awarded through full and open competition
and contractors will be compensated on a fee~for-service basis.
Thug, the marketplace will engure that we receive the highest
gquality product av a competitive price.

Our contracting strategy for the Direct Loan program will build
on the Department’g successful record of managing systems
concracts. For example, we implemented on January 15, 1993, as
schedulad, the central processing ;yﬁﬁ&m for the 19%93-94 student
aid programs. This system implemented many of the statutory
changes reguired by the Higher Education Amendments of 1992 that
were enacted July 23, 1882,

i €4 ionig ixigLing Contracts

In addition to awarding new contracts to support new activities
related to direct iending, five existing Departmental contracts
reguirg modifications in order to integrate fully Direct Loans

into the current student aid delivery system. These contracts

includse the--

_ am no provide saftwars to
postsecondary institutions enabling schoolg to package ond
originate Direct Loans; additionally, this sofuware will

gensrate borrower-specific loan records for transmission to

&
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the direct student loan servicing system;

- Pavment Mapagement System to enable schools to draw down
Dirgct Loan funds €or disbursement o students;

ional ident L .em to record borrower-
specific data for eligibility screening and for research and
analysis activities that can further improve our management
of the program; alge, when additionzl lean servicing systems
are procured, the NSLDS will perforwm centralized aceounting
functions for the Direct Loan program by receiving
accounting data from all servicing systems and summarizing
it for reconciliation with the Department’s primary

- . .
accounting system;

~  General Flectronic Sumpport Svstem to provide network

services that institutions need to communicate with the

Servicing. Systewm; and

~ Brafford/Perking Dabt Coliection System to collect defaulted

Direct Loans using more rigorous collection measures
including federal income tax refund offser, use of private
collection sgencies, and wage garnishuent .

REQUEST FOR WAIVER AUTHGORITY 1IN EXCEPTIONAL CIRCUMSTARNCES

The Departwent has reguested an exemption until 1328 from certain
contracting and acgquisition requirements. ¥We have dones o Lo
angure our iiﬁxibiiity‘ta respond to emergengies that may
threaten smooth student aid delivery or access during the
transition. For example, 1f a guaranty agency ware to ceass
processing without notige, we would need immediate contract
suUpport to asgist in ths phase-cur of the agsnoy’'s loan
portfolio. While we plan to fully exercise the normal

-1
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competitive process in issuing the contracts that will support
Federal Direct Loan delivery, any unforeseen delay could
jeopardize our ability to provide financial assistance o
students. I must emphasize bhat we request this exceptional
authority conly for exceptional circumstances--not for routine
circumstances.

The Department alse has reguested the authority te administer

the program during its first year of coperation through issuance
of Federal Register notices, while notice and comment rulemaking
is developed for the long term. These notices would c¢ontain
standards, criterisa, and procedures that the Secretary determines
to be reasonable and nacegsary to successfully implement the
program on July 1, 1934 as specified by the Corngress in the
demonstration program. Again, we would hope our need to exercige
this exemption would be minimal.

We have wmade gsubstantial progress in developing the regulations
necessitaged by the Higher Edugarion Amendments of 1892 such as
those concerning eliglibility and other general provisions that we
will need for all cur programs, including the Direct Loan program
when enacted. The Amendments require that we propose most of
these through the negotiated rulemaking process, and we have
developed these regulations under this very open procgss.

We fully recognize that in requesting these exemprions, we are
requesting your trust. We expect to earn that trust and to be
held fully accountable for our acticns. Indeed, reinventing
government reguires that we reconsider our traditional
relationships, and we urge you to help us do s in the most
productive and efficient manner possible. Our constituents, like
yours, are the students, their families, and the taxpayers.  Qux
mizgion is to sayve them well by creating a system that is
reliable and provides access to higher education, while demanding
aceouniablliby.
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STAFFING

Qur plan for staffing direct loans and the transition from the
Federal Family Education Loan programs relies on the trained
staff we have in the Departwment and resources that we will ssek

through new ataff and contractor support. I believe that our

plan is realistic and prudent: its foundation is ouxr current
ataff, who would be augmented over time by new staff with skills
and special capabilities not presently avallable. We will draw
on our contractors for any adgditional support we need,
particulaxrly in the labor-intensive data processing and customer
service areas. Historxically, we have had very positive
gxperiences with contract &appcrﬁ!in these areas.

Staffing estimates and planned hiring include sufficient numbers
of qualified personnsl for the Departwent to manage Direct Loan
implemencation as well as the transition from the guaranteed loan
program. It is important to recognize that the critical period
will be the transition when we are phasing in the Direct Loan
program and simultaneously mailntaining the guaranteed student
loan program, In 1%8%4, we plan a staff of 6% for the Direct Loan
program, the same number we have already projecrted for 1524 for
the demonstration pilot.

We esvimate that a staff of 188 would be necessary for transition
activivies, some of whom will be Federal employees, some
sontractor scaff. DLfficult ag it will be, the Department is
commitced to the Pragident’s plans to reduce staff government-
wide and we plan to reallocate 30 FTE from other Department
programs co the Divect Loan transition effort.

We will use Deparcment sraff o monitor and manage contracts, 4o
contract development, perform legal work, and manage the
guarantesd loan defaulted dsbt portfolio. Our plan calls fox

?
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contracting for the special capabilities needed to help develop
procedures, and manage the phase-out. Thus, Department staff
would retain policy and management functions.

The recently implemented reorganization of the Student Financial
Assistance Programs, which, among other changes, resulted in
centralizing program gatekeeping functions in one unit, makes
this pogegible. All systen design and development functions that
pravicusly were ecattered among several divisgions are now
congolidated in one service. With this new structure, we have
measurably improved the acgounting and financial controls over
the student financial aild prograwns.

ENBURING A SMOOTH TRANSITIORN

Qur plan has z number of features designed to ensure a smooth
transition from the current guaranteed loan structure to the new
Direct Loan program. Our purpose is clear: to assure access to
loans for all students who qualify; and to maintain total
stability in the student loan system. While retaining a system
of financial incentives and payments, we have added new
provisions designed to protect the Federal investimens in the
student loan program. All current benefits o lenders and
guarantoarg are retzined wibth reapeet to outstanding loans.
Lenders that make new leoans during the transition will centinue
Lo recelve interest subsidies and 100 percent insurance againgt
borrower default, Paymentg ©o guarzntcrs for their
adminig=rartive costs are continued, bubt the new allowance is
based on the gize of their loan portfolieos and will supports
continued operations as new loan volume diminishes. The
Department isg authorized to pay guaranters a fee to find lenders
for students who cannot find a lender on their own,
Additionally, the Secretary may require Sallie Mae Lo nmake
"lender of last resort" loans.
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The Department is empowered to intervene gquickly if a guarantor
fails or withdraws from the program. The public interest in
guarantor reserves is protected by codifving court decisions that
these reserves are under strict Federal control and are to be
uged only for Federal student loan purposes. The plan would also
prevent guarantors from seeking bankruptcy protection or trying
to interfere with proper control of Federal assets through the
State courts.

We have carefully conaidered the transition nseds for this
effory, and we feel confident that our plan addresses these
nesds. We will take any additional steps that may be nefessary
to engure an orderly transition from the Federal Family Bducation
Loan Program to the Federal Dirvect Student Loan Program.

RELATIONSHIP TO THE DEMONSTRATION PROGEAM

Opponents have suggested that we walt for the Federal Direct Loan
Demeonstration program, authoriged Jast year, toe show raegulis
vefore we move toward full implementation. There are a numbsr of
reasong why we have decided to view the first ysar of the program
as the first phase of full isplementation rather than a
demcangtracion. Tt would take up to Lten years or more Lo obtailn
results from the demongtration prograwm. Bven then, we would not
have the accurate results needed to determine whecher direct
lending can succeed because, with such a gmall number of schools
participating, it will be impossible to achieve economies of
scale. Most dmportantly, given that we Xnow that direct lending
will result in savings, it would be wasteful Lo use &
demonstration program o test thig principle. Instesd of testing
whether savings are achiaved undey the demonstration program,
phase ones of direct lending will allow us to test implementation
isgues on a reasgnable time acheduls., We will start small, with

anly four percent of new leoan volume in the first yveay., This

i
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number is manageable but large enough to give us initial feedback
on implementation issues. We will move Lo 100 percent only in
the fourth year. Each year, we will conduct an evaluation and
provide a full report to Congress. We will watch our progress
carefully, and if things need to be altersd we will do so. We
assure you that we will notify vou promptly of obstacles, as they
arise.

-

CONCLUSION

In concluding thig testimony, I would like to reiterate my Lirm
commitment Lo styong and effective management of the new Direct
Loan program. Many of the well-tested systems for delivering
funds are already in place and will be used to ensure efficiency.
We have a plan that includes all the elements essential to
success: gtrong over-all management, contractor and systens
support, additional employees, and a Department-wide commitment
to provide this support., A transition plan has been carefully
developed that is gensitive to the needs of cur students and our
institutions,

I hope this dialogue is a step toward earning your confidence
that the Direct Loarn program will be in capable hands. 7Thig
proposal is the product of many months of intense debate,
deliberaction, and careful planning which included the Pregident’s
Domestic Policy Council, the Office of Management and Budget, the
Treasury Department, and the Internal Revenue Service., Hundreds
of individeals and associations were consulted in extensive
outreach efforts. We believe strongly that the proposal will
benefir studants and taxpaysrs.

We arxs very aware of the heavy responsibility we are assuming and
wf the legacy of poor management we muet shed., We are determined
te ¢arry the public trust in such a manner that will make you
proud of the Dapartment of Education.
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DEPUTY SECRETARY KUNIN: Good morning. I'm pleased Lo
announce the Individual Edugatien Acoount Program. Anmd the
fundamental presise here is that the American Dream is really
realized through education. And vesterday the President announced
and signed the Elementary and Secondary Bducstion Act, which ls one
stas of thoat educational opbortunity o fulfill the Anmericaen lresm.
Today we know Chat access oo highey education is fundaomental to belng
able Lo zarn a decent living and te live s good 1life snd gupport a
Eamily,

Mow, there are Lwo ways bthat thils initiative -~ thal was
passed by the Congress and was signed in 1933, in August -- there ars
two ways that the implemantation of this initiative iz golag Lo have
a profound effect on students and families arcund this country. One
is the process of applyving £or loans iz vastly simplified for
students, for families, for schools ueder the direqt lending progran.
And the preliminary reviews on direct lending have heen fotally
favorable. Money has been saved. Paperywstrk has bean ssved.
Confusion has bheen avoided.

And as many of vou may recall, that program iz 1o ha
phased in with the first five percent alrgady in plags -- firay five
percent of student leoan velumes -~ and some 104 schools sre now
participating in that program and are truly sarisfled customers. And
both Secretary Riley and I visited a number of schools and can
testify that it's & rare occasion Lo sge a happy fivsncial aid
officer, but, in fact, they are smiling os they never have heiore,
becausze thelr work has been eased, and of aourse, the studentsz sre
very pleased.

But the process of applying is one part of the equation.
But the provess of paying back is equally imporctant, because the
student realizes, needless to say, that this ¢ould be & burdes — &
lifetime burden &s o how you deal with your student. loan., And as
more and more studants are, in fact, borrowing, and they're borrowing
graater and grester amounts, what the President's initiative really
is designed to do ls not teo make this barvier prohibitive so that
soemebody says, I can't afford ity T can't deal with it I can't ke
purdensd for ghe rest of my life with an overwhelming student loan
dabt,

So the new sducatian azeount and bhe pay ag you can
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plan, which is really incomg contingensy, snables students £0 really
adjust the way thoy pay acoording to their gacnings. And when you're
earning less, 1f you want to taks a iob in teaching, for sxemple, vou
can pay less. When you're sarning more at & later stage of your
tife, you pay mere. But the advantage, of course, is that, one, it
gneourages vou to ge to coliege in the {irst place: and, two, it
changes your job options szo that wou can, in fact, f£ulfill vour dream
of what you want o do. ’

Aund you will see in your packet a variety of exsmples of
how this can affect students, There are also other cpiions for
students -- repayment plans. There is the extended repayment plan
and there's Lhe gradusted rapayment plan,  But at the moment most
students use the standard repayment plan. And the difference between
the pay as you can plan and the standard one is that regardiess of .
your income, in the standard plan, you pay a certain amount cver a
period of 1{ years whether you'rs making 350,000 a year ocr 520,000 a2
vear. And that is very diffigult as a percentage of your income.

tigw, the gther maicr point to stress this morning is
that this reform program ¢f the whole student loan program has, in
f£act, proven L0 bhe & very, very succesatful reinvention story. The
numbers are very powerful in this case. The taxpayers over five
vears will save $4.3 billion. And studeénts over ifive years, through
reductions in fees and sone redustions An intérest rates, will save
$2 billion over five yesars. 5S¢ Lthis process of ¢oming up with a new
form of how you apply and process the losn, how you mansge the lean
throughout ivs lifetime, and how you pay back the lcan will open up
the doors ts4 higher edacation for thoss students who still are not
sure whether this is a real cholice for them. These who have parents
who zre well-informed, those who have guldance counselors whe age
well~informes have made those decisionz, But there is a great,
enormous untapped potential of students that have not. that are :=still
in doubt.

frdd over the next yeay we wanted to moke sure that
everybody knows about this program, abour the individuaal education
account. S we're golng to inform guldance counselors about tha
fact, 8o that no matbter wherse you go te schotl, ndw crowded it is,
what neighborhood it's in, whether your parents have aver gene to
collzge or not, you will have a chance fo £ind gut about iz,

Wa're going to run video coenfereéence training sesslons
for student financial ald officers. And current borrowers will get
informwation akoutr this new program in their future killings. There
are LwWe ways, let me jJust add, that you can become part of the
contingency pay as you can plan. One i3 if your school already i=
enralled in direct lengding: and, two, you can apply to ceonsolidate
vour roans.  hnd the Pressident has szked Secretary Riley te cops up
with & plan Por oonsolidation in January so that is done in an
orderly and effective manner.

Lat me clust ¢lose my opening remarks by stressing how
significant this truly 1 for America’s young people. Access Lo
educatien, the Amsrican Uresm have simost become cliches so that we
nort of shrug and say, well, that's really kind of a worneout thame,
But I gan tell vou, when I was thinking about going to college, and
it was a while ago; it was in 19%6 - actually it was in 1952 that I
started colliege -- the difference belwsen whether I would go to
colliege or not wan bhe fact that I received £1060 scholarship from 2
local merchants assoclavion. Thare were no loans, or grants, from
the federal government. I did not contemplats whether I should go to
law school bBecavss rhat was simply out ¢f the realm of poasibility.
We coulidn't afford it .
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We are in a very new gra btoday where, in fact, all
students do have the choice, do have the epportunity of abtaining the
loan and of obktaining the chance to pay it back in g way thsat they
will rnot default, that they can pay back as & pergentage of their
income. Thiz is really an extragrdinary expansicon of opporiunity
for America‘s youny people -~ the major change since 1973 when the
Pell preograsn was first started.  So the President's initiative,
Secrgtary Riley's initiative, I think will change students lives as
much as that $100 scholarship changed mine some years ago.

I'd e happy o answer guestions,
Gene, would yvou ilike to add somathing?

MR, SPERLING: I dush wanted vo stress, I wss the
economic policy director duging the campaign, and ay many of you
know, the President, then Governor -- ons of £he main things he vsed
to say about college sducation was Chat he wanted pegople to have the
ability Lo borrow for college and to be able to pay back either
through national servige, or through & negw opblon that would allow
tnew o poy back o percentage of tvthelir fobure income. I think
passage of the AmeriCorps #Hational Servige filled half of that.
Today, a8 we sancunas the individual edugation asoogunts, I think he
is clearly fulfilling the othey hall.

What is even movre impressive about the program fhat we
nave acw, aven mayvbhe mere impressive than we envisiened in the
campanign, ls the way that whan vou borrow from this account -~ from
the individual education acgount -~ you ast only have this new option
of income contingent loans, o©F pay 8% you can loans, but yvou alse
keep your past options of the standard Lenure loan, and {wo other
forms to let you pay back over a longsr period of time. And then,
you gan switch kack and forth at any time that you want in your life,
go that it givas the borrower the maximum flexibility.

And what the President used to often say was that he
never wanted student loans, or the way vou pay back student loans, to
stand in the way of anybody fulfilling their dream. Now, when you
get a collage loan angd yvou have to pay back a lazyge, fixed amount in
vour firel few years, it's rather hacd to e an snirzeprengaur who goes
cut and savs, I may not make much money for one or two years, but I
want to start a business. This is a program that would allow vou o
fulfill that dream bacause you would pay back a small percentage when
vour garnings were low, and pay back more whan your esrnings were
higher. The same for somebody who would chooge community service
aarly in their lifs, or even for their whole life. The same for a
family that has twoe workers, but decldes to have one worker stay at
home for a period of time Lo vtake care of a sick relative, or raise a
ehild., Theiy ingome may go down temporarily, but then so would the
amount of thelr loans.

S0 I think that it's vary exciting. As the Deputy
Secvetery zavs. this rsally is a relnventing government proposal,
whereby taking oul the middle man and fulfilling this vision of the
President, vou'is nol only saving money for the federsl government,
you're not only saving money for studests through lower fees, but
vou'te also improving L4 from the use of the customer, the borrower,
who now has more flexibility. What we've doing in a sense, is giving
students tha kind of flexibillity that borrowars for houses have pow
had, and other things Chat may be less importini te a gersen’s future
incegme -~ the flexibilibty to pay back in different ways.

We belleve that psople know best what'’s best for their
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life. As the President says, people change jobs six, seven time over
a lifetime. They have to be both workers and families. This gives
them the choice to have their repayment plan fit their needs.

I think this also really is very much a defining -- this
is a defining element of what the coming election is really about and
whether we're going to go forward or backwards in giving people the
opportunity to success in the new economy.

It is interesting that if you look at the House
Republican contract, that over seven years they have over 51.5
trillion in unfunded promises. And when people challenge them to at
least give & list of how they might pay for it, they came up with
daboult 10 percent of what they would need to pay for their plan. Ten
percent —- about $176 billion of suggested cuts. And yet, even in
that small amount, one of the ones they chose, that they wrote
explicitly down, was to completely eliminate the subsidy for all
students while they are in college. .

Currently, three million students a year, who need it --
who are in need of assistance, who get what's called the Subsidized
Statfford Loans, are able to get this in-school subsidy so¢ that their
loans do not build up substantially while they are in college. This
has been part of the student loan program since the National Defense
Act in 19%58. And it's striking that as they are proposing things
like a capital gains tax cut, that the joint tax somebody estimated
would cost $208 billion, 72 percent ¢f which would go to people
making over $100,000. So one of the ways they would choose to pay
for just a small part of that is te cut in-school interest subsidies
for three million students per year. HNow, this is their print --it's
their fine ink. -

And again, I think that we're very happy. The President
is fulfilling this vision -- it will make a difference in millions
and millions of people’'s lives. But it does require that we continue
this momentum and going forward on this vision of empowering people
with more education for the future, and not stepping back to that
type of proposal and those type of priorities.

We'd be happy to take questions.

0 You just brought up the political angle of this,
and I guess my gquestion is, why -- there seems to be a heavy
political element in bringing this up at this time. Wasn't this
introduced, 1 guess, back in August or sc, and why are we hearing
about it now? Has something changed? What is the reason?

MR. SPERLING: 1I'll brief for a second and let the
Deputy Secretary speak. This passed as part of the economic growth
plan Omnibus Reconciliaticon Act. Then there had to be a period of
time in which it was implemented and went through the regulation. In
July, that was the initial peint where the first regulations came in.
But what we wanted to do was wait until we had started the program

up. We have -- 300,000 people are currently in the program; next
year, 1,500 schools -~ over 1,500 schools. And we felt that now in
the school season -~ and quite honestly, after health care was not

really dominating the domestic agenda, this is something we want to
push.

I think if you looked in almost every speech the
President has given, he has mentioned this. But cne of the things
we've always wanted to was we've always felt that no matter what we
did in the student leocan program, it wasn't going to help anybody if
anybody didn't know about it. So, by creating an individual
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sducation aogeunt and -~ I Think the procf will be in the pudding.

whet you will see 1z that this will be an effort to
prometa bhls, net Just new, but after the slection; not just in front
af reporters. bub with high sohvol guidsnce counselors in every
schoal aszogs the country. And this is something the President
belleves vacy, very deeply in. This is something he has always
talred abour and always pushed. And we want people across the
couniry Lo know aboubk ib.  Bscause that is the only way they will
make thess opportunitlies and get educated and be part of the work
force that is benefirting in the glicbal econgmy now.

DEPUTY SECRETARY KUNIN: Just let me add something to
that. 1§ mean, many federal programs that get passsd, but if the
public doeasn't know about them, there's no way they can take
advantage of the opportunity. Asnd this is really the first time that
we have begun to inform families, students, communities on a large
soale of this kiod of opportunifty that is available te them. And I
will also annpuncs the phone numbér Lhal studenits and families can
call: 1-BOf-4-FEBALID.

And it's really importrant that young peopls, that
parents are knowledgeable about this opportunity. And I think there
iz a ¢lear gontrast in the direction thab we're moving in and thart,
in fact, greaver aocess to collegs edusation, to tachnical education,
o community cclilege, whatever your cholce is, is something fthat this
Prasideny and this sdministration sgquarely stands for.

¥ Bus vou weuldn't —— I mean, you bBrought up —— you
wouldn't deny that thers are soms pelifical overtones and obiechives
- wotld you not deny that¥?

MR, ZPERLING: I would say that the main reason for
ammouncing now is that 1f has now been -- you're talking abosut we
conld have ammounged Lt a oouple of menths eariier. To have
announced iU in the zunmer before a asingle schoel had got going Zdid
not make maeh sensze.  And, yes, we wanited to announce this not in the
micddle of the heslikh care debate and at a time when people would

focus on this, We think 1t'y very important. Bnd T think if we had
anneounced 1t on Jduly lsi, I think we would have properly been -- bean
properly criticized for ralling it sut abt a time when the sifention

was elsewhera, before a single schoel had started up. And this is
going to be a leng-term affcrr, hopefully not just of this
administration, but Futurs administrations, to ngb only improve the
college loan program but to make sure more Americans know about it.

S0 announcing this program is net political at all.
When T mention the contrast with that snd the contracrt, yes, I am
making a point about the different priorities of different people who
are contesting for the support of Amsricans. A&And that 1s a point we
are making. But the gverall program is something that has been in
the works for e long time, something the President has deeply
belisved in. and there has been a& long-term efforf. Theze has never
been a break in working on and promoting this program.

DEPUTY SECRETARY KUNIN: Let me just say zlso, the
riming is important because we haven't been in a2 position before to
really assess the filrst phase of direct lending. But now the loans
are, in fag+e, belng made and have been made under direct lending. So
the first five percent, we have a verdict from the -ury, which we
dicdn't have before in regard to how successful the program., And I
think that’'s an important piece of news,

Just to put it in perspective, as many of you here
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recall, when we first proposed direct lending and student loan
reform, there were a lot of sksptics out there who said, you know,
ong, the Department of Education gouldn't manage ii; two, 1t would
he confusing; and it turng gub to be just the opposite. In Fact,
this has been a stunning management success, and, in fact, the
gavings and the satisfaction are very real.

0 Then, just to clarify, is there anything
specifically new that you are announcing, other than, let's say, the
nams for it today, or is it basically the program that was introduged

¢

ack in August?

PEPUTY SELRETARY KUNIN: The name is certainly new, amgd
I think the availlability Lo students that lncome contingerncy is
s

ctentially available over the next five years to 20 million students

~-- and I don’t belisve thet haw been anncunced in guite this way --
this could e a ssvings for all the students thst have cuistanding
Ioons 1 they choatge o do 50, Now, not evervhody will., HMany will
stay with the stamndasd loan progranm, some may choose other kindsg of
programs, and wé're yeling Lo bhe very conscienticus about really
degcribing thosse ophbions obisctivaly. You 4o pay more in interesgi
rates over the long term if vou extend your loan; there’s n¢ guestion
about khat. But the fact rhav this is available Lo everyone puls Ly
on & scale that I thirnk has noet been annocunced before.

) MR, SPERLING: I vhink the mest important thing is thay
this is naw oo the Amerigan public. There has been 3 ipt of
discussion of the lnstitutionsl arrengements and the legislative
battle cver dirsct lending, but that is not what this is about,
ultimately. This is about whether the millicons of. studants out there
know from us and from you what their pew opportunities arve.

and I would say that there has been very little so far
that describes to an average stucdent, an average family, what the
United States Congress has just passed, and how it will benefit them
and how it will give them flexibility. And we wanted to roll this
out at a time when we felt people -—- in the fall, when pecple would
focus on it, and whether ong covers the political aspects or angles
of iz is really not important.

What is important iz that, from our polar of view, that
we - ang we hapt yvau ay well ~~ will let people Xnow what ths

oppoertunicies are avallablae to them. Because if they are not
vranssitsed from us Lo the medis, Lo aversge paople, bhen we will
have & huge opporrunity lost. W8 wlll bhave created a ¢rest new
flexinility for over 20 million petple over the next few vears to
borrow in a8 way that better fits theilr individual neads, and nobody
will ¥now abour ii. '

So what I'd stress is that we just want Lo let people
know what the gpportnnitles are, howsver you report it

) Az vou know, a lot of cocllege and student and
consumer groups have sxpressed some reservations about the way that
the ingome contiagent option 13 strustured, because studsnts whose
prayments are oo Low will have inferest to capitalize on top of the
principal, and thelr total repayment over years could grow by
thousands of dollars. What kind of reguirements are you building
into the program to make sure that students have encugh information
up frent te fully understand the significance of that decision.

DEPUTY SECRETARY KUNIN: Yes., We are very conaclous of
tha nead to provide tvuth in lerding in the true spirig of that
phrzse. Ang students will regeive gounseling as Lo what is best for
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Lham, they will receive all the informerion aboub the long-term costs
in addition to the short-germ costs, but we're alsc really working
under the assumption that these ars adulis who hsve to make lots of
financial cholces angd docliszions in thelir lives,

Remember, wa're talking abour the student who is paving
back a loan. You have te make the decision of how vou pay it back
when you take it out; it's only when you graduate amd vou complete
your program, S50 a lot of these students will be 22, 23, 25 yzars
old. They're alse making financial declsions on whether or not to
buy & house or a car. And having ¢o make those choless as to what
option is gvailable. And one size does not £it sll. For some
students, the traditional plan, the standards plan will continue teo
be the mosk effzciive, And the important word here is choiece. The
imporvant word is that students will, in fact, be able to choose what
is best for them at their particular point in life.

. And, as thase Jdifferent options in your packet indicate,
for example, a recent college graduate who 18 earning $25,000 and
owes $10,5808 in student loansz, undey & regular plan they would pay
23128 each month. Usder lncome uontingent they weuld pay $105 and
extend it over 1% vesrg. We galoulsted as kind of & generic payment
plan which -~ there are many variables for 211 of these. If you had
& $1i2,080 lean under the standard plaen, vou'd pay 130 percent back.
Under income contingency plan, you'd pay 180 pergent back over a
leonger peried of 18 yasars. And ths differasnce iz 5ot ¢ much as to
ba totally destablilizing for somedne.  The diffsrence would be
£16,000 over 10 yesrs, versus 518,000 aver 16 years.

So, ves, thers sre ifferencss, That kind of difference
will be fally explained. But we belleve students are capabls of
making those kipnds of cholges just as they do in othexr things in
life.

. MR, SPERLING: I just wanted to add to thet somebimes
the extreme examples are when people don't even adiust back for
inflation the amcunts of money over time. When you look a2t the resl
time value of money, it's up to the indivigeal person whethar they
will or won't be better off, It depends what alsze they feel they
could do with those rescources. But the important point is, we tell
pecple that they heve the intelligence and the fres wil! and thar
they Eknow themselves well énoogh to know how they should spread out
their leans on a car. We think pecple should have the choice betwesn
a 15~ or a 3-yeur mortgage. We think that pecple who go to collsge,
and graduate from ocollege should have the same flexibility and that
the fedsral goverasment should trust that they have the same right to
choice, Lo make those same declsions in student loans. '

And, in facht, you would argue that they have more choics
nere becouse they' e never boxed in.  The thing that you have Lo
remémbar 1s thal you can slways switeh back and forth., If you did
think you made the wrong decision repayment-wise when vou were a
frashman in wollsys, you oould change «without any cost as you started
your repavments, or afiter twoe years. S¢ when you're giving people
absolute, maximus cholog and flexibility vo switceh back and forth, T
can’t say that w think the federal government shcould come in and
mandate for each person what is thg right choice for sach and averny
person at gach and gvery poini in fheir life.

LEPITY SEURETARY KUNIN: Lat me just maks one mora
comment on bthab. This iz probably the best invesiment any stodent or
family could make, ALl the evidence indicsbes that the differsnge
betwesn having & golleyge degree and hsving a high school degree for
liferime earnings is $1 millicn, The difference for graduate degree
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is 53 million. So, while yes, this provides more choice and a
different repayment plan, the bottom line -- this provides more
opportunity, more access, and for the long-rerm, economic well-being
of our youngy people. And that l& what is the heart of this
initciative.

Thank you, .

Q How many peoule will He involved osverall when iffs
finally phasad in fully?

DEPUTY BECRETARY KERBHIN: We cannot fully -- the direct
lznding depends upon how many paopls, how many schocls do
participate. Apd the (ongress designed the law so 1t's phased in
five percent., 48 percant, 30 percent and then as much as -~ It can go
bayond 30 percent 1f more schools anply, and then 50 percent. 8¢ sur
expectaiion iz that we will have full pavticipation in direct
iending.

Iancome contingency -~ you can ask for that even if your
nohool is not in direct lending after the plan f£or that is rolled outb
in Januvary. We don't know at bhis polnt whal percentage will apply
for income contingency.

o Have there been any shortage of participaticen
hacause there nasn't been abtention given e it by the White House
before?

DEFUTY SECRETARY KUNIN: Ne, actually we'te very pleased
wikh the participation. And we antigipate that we will reach the 40
percent of the leoan volume this yesr as the law permits.

0 My understanding is, isn't there an income-
sensitive-type plan within the current loan program?

PERPUTY SECRETARY KUNIN: Yes.
e Go how is this -~ how is your thing bebter?

REPUTY SECRETARY XUHIN: This is better because, onsa,
you can swiich anyiime, you don’t have o negotiste with your lender
or guarantse agency. And 1bTs vust very clsarly prescribksd. And not
everybody provides the income-sensitive losns. And this is just
anocher option. Some people may want Lo choovse different ones.

ME, BPERLING: The main point which Lec could discuss
with you is that bafora 1t wag & one-con-one thing; this iz 3
upiversal guarantes Lo anyboudy whe 18 is the program. So it's a
vasg, vasy, vast axpansgion in tsrms of the abillity and in terms of
the general numbers of people.  It's 300,000 already by -~ in the
divecy loan, by #lsgal Year "84, It depends how many schoolz come
in, but one astimate on the phose-in would be close tao 55 sillison
with anotfhey 1% 10 20 miliion people in consclidation who could be
sligibla,

Tog only thing L want ¢ stress is that the 3ecretary of
Education is going to annpunce how that will be phased in in January,
becsuse with s many peopls out there, it's extremely important that
it be szt up in 4 way thal we cun manage the caseload and that it be
dona in an efficient and prudent way. And we're goinyg to work with
mempers of Congress to make sure we have a plan. But when you Look
four or five years out, you're talking about over 20 million people
belng pobentially eligible for this,
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Q S0 1f I'm ¢ student with ba¢k loans or whataver,
and if I want to consclidate in Janmuary, then, boom, my loans gan go
from sight percent to four percent? Is that true?

DEPUTY SECRETARY KUNIN: Well, the couple of -~ vas, you
¢an inguire abeout it. We are going t¢ reveal the plan to iwmplemgnt
it. But certainly that potentially -~ mavbe not to four percent; the
presant rate is 7.4 percent --

ME. SPERLING: The four percent is the idee. The fses go
down four percent. That is already for everybody. S¢ that already
exists right now for every student.

Y Dut where do the students ww

DEPUTY SECRETARY KUNIN: It depends what your average
interast rate is for --

O I'm dust say for & student, for & student? How are
the fees goling o save them -

MR. BPERLING: The $Z billien is ihe savings from the
fact uhat the fees used o be 8 parcant ~- £.5 pergsnt, now they'res 4
peraant. 5S¢ that ls where the $2 billion sevings comes sver five
vears. And there ¢ould be peoples who get additionsl savings well
peyond that $2Z pilllion from lower interesi rates. but that depends on
the individual person and when thay got thalx inltial loans,

DEFUTY SECRETARY KUHIN: A rough satimste we have is
about 40 percent of the students hoave loans that are over 8.25
parcent, so that if they conscolidats, they would have & lower
parcentage on avarage. Bub I would -« jvt'g very hard Uo say what
applies to all studants. ¥What is vary lmportant hege ig that thers,
in fact, be counseling, be informstion, bacause iL°8 golng Le be very
individualized, depending what the varicus interest rates wsrg when
you toeck gut your student loan. Hub the possibility, the potential
is very strong that a mumber of students will sxperiente savings.
But as Gene Sperling dust sald, we want Lo méke surg we implément
this in a way that is manageable and that works effectively far
students, their families, apd £uifilis the promise of the program.

So I'1l give you mors detalls in January, and I would
really like to wait until then. iy

Q would there be consolidation, then they’re eligible
for all five payments plans?

DEPUTY SECRETARY KUNIN: Yes.

O Just 1ike the direct loan?

DEFUTY SBECRETARY KUNIN: Yes. The only way ycd're
eligible for direct leoans is elther if your school iz in the progran
or you conselidate,

MR. SPERLING: The only thing I just want to stress is
in Jaruary they'll announce the plan that could have some phasing in.
S I wouldn'i want you Lo say thabt everybody will absolutely on that

date. They'll announce how, but it will be phased in for everybody
in January.

THE PRESS: Thank you.
ENDLLI40 A.M. EDT
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THE WHITE HOUSE

Office of the Press Secretary

For Imnediate Release November 2, 1994

PRESIDENT CLINTON IN DISCUSSION WITH STUDRENTS
' University of Michigan
Dearborn, Michigan

PRESIDENT DUDERSTADT: Mr. President, on behalf of the University of
Michigan, I'd like to take this opportunity to welcome you, Congressmen .
Ford, Dingell, and Carr and other distinguished guests to the University
of Michigan's Dearborn Campus, in the sense, teo sunny southern Michigan.
(Laughter.) I would point ocut the rain arrived late Saturday afternoon.
We're kind of concerned that Wisconsin brought it with them -- (laughter)
-- and 1t's besn here ever since.

We're absolutely delighted that vou've selected the University of
Michigan as a site to talk about a very important federal program, the
ihediral Direct Student Loan Program, or as it is known, the William D.
Ford Direct Student Loan Program. This i1s a program of enormous
importance, we believe to the nation. Tt recognized the ilmportance of
the cellege education to all of our pecple. But beyond that, it
recognizes the importance of developing new mechanisms to help students
and their families afford the cost of that education.

We have seated around the table, in addition to Congressmen Carr,
Ford, and Dingell, several students of the University of Michigan. Let me
introduce them to you.

Seated next to Congressman Dingell is Erica Hodge, a student at Lhe
Universaty of Michigan's Ann Arbor campus, in a master's program of
library science. Next to her is Chancellor Jim Renick, chancellor of our
Dearborn campus. Next to him is Stacy Tenderson, University of Michigan,
Dearborn student, studying elementary education. Next to me is Alex
Yincent, a senior in political science at the University of Michigan,
Dearborn. Seated to the left of Congressman Carr is Kelly Macalaney, a
Ph.D. student in higher education at the University of Michigan's Ann
Arbor campus. President David Adamany, president of Wayne State
University next to her. And then, seated next to President Adamany is
Charles Tisdale of the University of Michigan Dearborn campus, a senior
in electri¢al engineering.

Let me: make just a couple of quick comments abgurn the leda2ral direct
sludent’ loan program, since the University ol Michigan 1s one of the
lirsr 104 institutions to have implemented this program. We have been
vary supporiive of this program over the course of Lhe last several years
as it Look shape. And we have appreciated enormously the strong
leadership and support provided by you and by Congressman Ford, other
members of the Michigan congressional delegation in making this possible.

The new William D. Ford Direct Student Lean Program, as it is now
called, has greatly simplified the process for our students. It's a
program that really works, and works from the get-go. We've already seen
on the Ann Arbor campus a 413 percent increase in the past year because of
this program. Our early experience in the first two months are that
students found it significantly easier to apply [or loans. They have been
particularly attracted by the more flexible repayment options that have
been offered under this program, including income contingent, graduated
and extended plans.
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We wnink thet It iz being very well recsived by Lhe campuses. and
Bavid Adamany's institution Wayne State, will be a part of rthe roughly
1,500 institutions chat will come on board in the second phase of this
program as 1t builds over the next year Lo roughly 40 percent of the loan
activity.

This is a federal program, as 1 sald, that is working very, wvery wall.
Estimates are that lv will save upwards of $4 billicn to the American
taxpayar, Saving almost $2 billien to students ocvar the course of the
next five vyears: a program of great sugcess. bul 3 program we balieve of
greater Lmportance to the future of higher education and $¢ the futurg of
the natiop.

Supgdents arcund herg will bave an opporiunity ©0 wnBYE55 L0 you
1;&:“19 pheElr o asperiences. But I'd like Lo first take this
PROCLUNity L0 Lnvite remarks you might have about this important
TOQTaMm.

[ R

B

THE PREBIDENT: Thank you very much, President Duderstadt, Ladies
and Gentleman, first let me say how delighted I am to be back at thisg
campus again. I visited here in 1%9%¢, and I'm glad to be here again.

Cne of the most inmportant commitments ! made to the voters in 1892, at
least from my point of view, was that if{ I wers o bhecome President T
would try to do something sboui the Student Loan Program Uo make it
easier for more people 1o access and for more people o ¢go Lo oollege and
stay in golloge.  [res bsen very convernsd bBased o HiY GNDRCLENCE &5 &
governar with the number of our veung people who eliher didn’t go Lo
-schoal or who starved and Uhen dropped out because of the high cost of
the college education, berausse they elther couldn't ¢et ne loans or thsy
though thought 1L they did get the lsang they would nevser be ahle o pay
tham back.

I was also, frankly, oubragsd by the high default rate among peopls
who had leansg and didn't pay them z2ack. 8o it seemed Lo me thai there
cught te ba an easier way Lo get the Ioans, bo pay them bagsk, and a
better way to actually ssze that they were pald bugsk,

what this program is designed to do is to lower fhe egsl of ihe
college loans Lo the stiudents; give the students more [lexible repavment
cerms; quaranteg that if you choose to go inte some line ot work which
dossnty have @ high salary when you get out of college, that there iz a
timit to how mach you can be required to repay as a perconcage of your
tpcome, bt thar if somerhing happens and your circumstances improve and
vou want b0 pay the loan off quicker with lower interest rates, obviously
vou have that option as well.

So I came hare today, just vo learn how this program is working. I
want &0 say & speoial word of thanks to Longressman Ford, whoe, as thes
Chairman of the Houss Education Committee, spearheadsd this; as wall as
to Congressman Dingell and Congressman Carr. We passsd this program by
the narrewast of marging in the Congress. Thers were a 1ot of psoples whe
dida’v want ws Lo pass 1t bDecacse thers were & 1ot of paople who ware
sort of middle man in this operaticon who werse making o good deal of monsy
off the program.

Bui thisg is amagling. He saved over 34 billion over a Five ygay progran
in the cost Yo Lhe Laxpayers. W2 alrsady Xnow we'fe ¢oiay Lo oup 52
hillien in the cost te the borrowers. And we're gazﬁg Lo e able to h&ip
more people in a betuer way, 1If it is properly implemented.

So, we're hare today, in large measure, to thank tng University of
Michigan and to thank Wayne State for joining the program next year.
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Michigan has probably had the stronges? particlpation in the progcan of

any state in the country so far., It's a real tribuce to the leaders of

vour institutiens of higher education that you're put ahessd of his

curva,  But I think the students of America will demand o be ingluded in .
this program, the more they hear about it, if it's properly implemented.

8¢ 1 came here today te listen and see how it's going and hear from
all of you.

o Well, I fesl chat phe new program ig much betier than the old
system. When I was an underaraduate @ was borrowing on the old GSL loans, '
and what I was doing was geiting & loan check every semester, waiting for
it o come, accumulating laze fess From my ingstitution while I was
waiting for the c¢hegck Lo be Jdisbursed.

And the pew system is much easier. Tt works out great. And I can
particularly appreclate this aspect of income contingency as far as
repaymentis are concernad, begasuse I'sm goling into the library profession,
and as evervbody knows, its nob as lusracive as zorme of the other flelds
out. 30 a3 far es ingome contingengy iz soncerned, I'd llke to start out
possibly by repaving my 10ans phat way, #nd Lthen movang on (9 & novs
standavalizsed paymant plen 25 my salary poleniiasl Inoprsases.

PRESIDERT DUDERSTADT: You f(ind the {flexibiliiy in the rapaymene is
reaily atbragtive?

O On, yas, most definitely,

Qs Wall, I'm planning on golng 1o teach ia an ares of Hative
American concentration which would prabably pul me in & low income
earning potential category alse. 56, baslcally, that was one of the
reasons why the GSL program was jusy ldesl for me. Flang ghange, and in
order to move with the things that happen in vour life, hbavisg the
opticns is always a plus.

0 Wwell, first of all, [ found out iy wes less cumbarsome, as {470 as
the process of getting your checks,

Alsn, with Americorps, as far as the public service, because I'm a
polivical sclence major, that's what I plen to go inte. And that’s really
good bocause 1'1) ba able to like pay my loan back whils also providing a
service for my fellow citizens as well. .

THE PRESTGENT: Let me interject here. For those of you who don'i know,
what &lex is talking about ig Americorps, ths national service program,
allows young peoplae o 2arn oredit against a collazge a2ducation. at the
same annual raue as the 5.1, BiLl, rYor service vo uhe Unived States here
ai homsz in communiiy sgrvice work. S0 the owo of whese things togecher,
he gaid, car have an sven bigosr lepact in making it sasizsr to compleze
voul eollege education.

o T guess, Prasident Clinton, I'm vour standard quintessential
Generation X sundent in Lthat I've bheen gul, have two deyrees already
through leans; went L& thg sorporate world, thinking that was what I
wanted vo do; made 2 lot of money, pald off my student lean; and then
decided around some poind of misgry that wssn't what [ wanted to do with
my 1ife. Bnd { also -« one of Lhe big decisions £or me in coming back to
schocl, taking a vear off, goling to Chine and teaching and e2arning 5100 a
menth, working on my Ph.o{i. =~ which whoe knows how long that will be --
21l chrough student laans was that., 1 <ould not aliord Lo do this. ['11
a0y longer have that ingome qoning in,

8o from my pergspgotive., iv's what allowed me to dedicate my life to
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education and community servige within higher educarlien. 36 17ve studied
a lot the Americorps proposals 4% well as thig praposal, and really see

the benefit not only financially and empowering students Lo manage their
own assets rather than letting somgone -- or, noy assets, lisbilities --
rather than letting gsomgone elsge manage them 8lso Lo commit their lives
to service, because I do -~ I'm in that part of the generation, I think,
that really is interested in service,

C: Well, Mr. President, in my case, I'wve come from a low income
famiiy, which basically means without the loan, pericd, I wouldn't sven
e here. College would not have bean an option for me. Collegge was an
cption made availabile by the loan. And, as & result of that, I am now a
graduating senior «» preparing Lo graduate o May of 1995 -- [{rom hare at
University of Michigen in Dearbarvrn, 'm goling 0 be graduating wicth an
Elecurical Engineering Degres, wnich will probably pui we in the middie
class. § don't ¢hink 1711 be in the lowsr end ol it, so [ probably won't
have o take adventage of soame of thée specials witch the paying back. But
at leasty I will e able (o pay bhack the loan, and I do intend to pay back
the loan.

gne of the nics things about thisg new process and this new procedure
is that there's & lobt less mapsrwork. In the yesr's Lefere, we had a leot
&f paperwork: we had & lot of shings ve £111 our -- a lot of fomms. It

was vary cumbersome. The drudgeries of it ware gxiremely high.

Arnothey vhing that 1'd like te point out here is that as a result of
the tess paperwerk and having teo deal with the ofiice of the finangial
aid less, this hos azllowed me Lo manage my own tims. ['m able to tzke
more classes: I'm able o take less work. I have a part-time dob at this
polne In vwime. And as & result of the loan T nave bean able 1o take a
full-vime schedule of clagses.

PRESIDENT BUDERSTADT: Very good. As 1 zaid at the outset, the
University of Mighigan hag had a very, very posifive experience in being
in the vanguard of this firsy set of irmstitutions, Perhaps President
Adamany, vou'd like to make comments from rthe perspective of the
institution thab's aboul Lo Come on board -« your own peripeciive.

PRESIDENT ADAMANY: Well, Mpr. Prasident, we're very pleased with the
diresct loan program, and with the opporconity o become a participant in
the second wave. T think 1'd emphasgize for you the imvcriance of the
ingoma gontingenc feature. And pernaps 1 could gay & word about that.

Wayne i3 an instigution in the city of Detroir, almest 211 community
students -- Lwice ag many stodents of low income as the average in the
conntry: but at the sameg timg, only about a quarter as many of our
students presantly take student loans, The students are afraid of loans,
especisily poor students and especially mipnority students. We have thg
lzrges: numbsr of African-American students on any campus in the United
States, except the historicelly black institutions. But our students are
afraid of losns, and whal thevive done is reduce thelr course loads in
order $o wOrk more hours. rathar chan take leans, of which they're so
fearful.

The income sootingent fsature gives them a ressongble assurance that
a0 motler what thals progspscis are in g Llergs economy., Lhsy should 4o on
toe schasl st an soeslarevsd rpte. %0 wa'reg very gratelul for the income
conlingeny featurg and (U will make a world of differsnce.

Tag-Lhirds of our students -= of our African~Ameridan students -- were
Full=tvime studenis in BRI, today, & third becauses of the dimindshing
value of the Pall Granty snd the fearfulness of leans. 3¢ I think vou ve
reached out o communities vhat badiy need to be served Lhrough the

income contingent faature and other festures of direct lcans.
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¥ do want Lo say Lo you while we have you here, we're very grateful
fur the work of Becretary Riley and the Assistant Secretary of Bducabtion
in working with our institutions. I'm on the committss thay Secretary
Riley has seb up o work with the deparument. Angd o7 COurse, Qur prayers
gre with him 3s he recovers from his recent svrgery. But we're vary
grageful for the work of the ¢fficials of your adminiscration and ¢he
Deparctment of Zducstlion whe have worked with us ¢n thisg.

THE PRESIDENT: Thank you very much. I think we should give a little
credit here, as you did, Lo Ssgretary Blley and Deputy Zsgretary Kunin
arncd the Assistant Secretary and oll the others. They hove worked vary
hard to get the mechanics right, the details cighi on fhis ang £o keap o
going.

The other thing that T'd like to emphasize on the points you just made
is that I have been very concerned about the nidmber of our young
stugignts, arul not-se-voung students, who are having teo really string out
their collece education because they want to do i all on @ pay-as-you-go
basis for thisz reason -- it actually is pot good economics For ouy
country.

The avarays wallege gradeste in the {irss year of work makes, as you
811 know, I'm sure, much morg than the average high-school graduaste in
vhe first vear of work. VYhat you may not kngw 12 that the gap belween
what they make now in 1884 is twice as great as It was in 1584, &o these
tronds are rather drsmatic and they are not going to be reverssd in the
toresecable future, which means thay, especially in 21885 which have
cpsdiciconally nad sibhey high unemplovment or low inoomae. LI you want te
change the ingcone mix of the geople and change Lhe nature of Lhe econdmy,
one of the things vou simply have o do is to drematically inorésse the
pergentage of peopls who have & college education. It's oneg of the few
things you an <o in 2 short peried of fime -~ meaning avar a8 five-six
year period == Lo change the income distributicen in a communiiy.

And 30 this s & very important ching not just for individuosl
americans and thelr opportunities, this is a big deal for our country and
for whether we can continug to promote equality of opportunicy and 2
better living standard and a rising living standard among people who have
absalutely no way other than an education tg achieve it

PRESIDENY QURERSTADT: One of the individuals thar played an extremely
important vole in this, as he has in many other areas of edvoation dver
the years, iz Congresssman Bill Pord.  Indasd, Congressman Foed Ls Known
2z "Mr. Bdugation” in the 4.5, Longrass. 1 othink 1t's only fitting and
appropriate what Congressman Ford, vou e allowad - jnvites oo make a
fow wvommenus on how yvou $aw fhe oppoctunliy angd Lhe aballenge as you put
tegethsr ik legislation for thls.

CONGRESSMAN FORD:  Well, the first thing that everyone ought 10 know
is that &5 100 0f ws gsaw the trends that Davig talked about here. And he
and I bhave discussed thiz, Mr. Presidsnt, many {imes ai great length.

Ag the purchasing power that Fell Grant was going down, wa had a
vacuum created; and the vacuum was being filled by sore and nmors
porrowing, but by & borrowing system that contlinued Lo get more and more
axpengive Lo the student. And when you came along saving you wanted a
national eervice program, anc that you wantsd o be abls o foruive loans
for people who went into natlonal sersvice, ang stavied talking Lo us
about how Lhat could be done, it was just as 1P we starisd a whcle new
ara; baoause Without the White House wanting te <o ib, it woulds't
happan.  The bankers didn't want ys to do 1t -~ we took $4.3 billion of
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prefic cut of thelr pocket in the firsy five vears, The bankers and
their friends and, as vou mentlonsd, thera’s & trementdous infrastructure
that bully up over the vears of pecsple who make a very good living ouy of
crading this paper back and foxth. ¥We're getting rid of the papsy.

The important thing that's coming up, howsver, I get the impression
from some of the students that thiz comes in for them in the middle of
theiy careger in gollege. And one of the guestions that I°'ve been asked a
lot is, what about meé -~ I've already got loans for twg or thres yesrs in

school;: and now you gome along with this bpetter deal, how doss this halp

me? Well, the present schadule that Secretary Riley has is {or the
Prasident to sign a consolidation rolleount abouy February -~ this soming
Pebruary =~ that will let the peopls that are coming In now, but have
presxisuing loans under the old interest rate. wonselidate Lhose lsans
with thais now direct leoan at about 2 percent 1ess than they' 78 paving
now. Ang like he way they advertige on radio, thope ars np qlsging
costs, nothing #lse Lo go wich 1o 30 that It actunlly gives you & chancs
to relinance that which you had slready {inanced under ithe old system,

And I think that when you add that factor to it, vyou're golng to see

ong of ghe last livsle blocks to participation. People are afraid -~ I'm

aiready deoing it uthis way, you're 3sking me Lo change; how can ] be sure
I'm betrey of £ I°d have ns hesitation, and T haven't, telling wy
grandson why he's betier off. But he'll welieve me., I'm not sure that
ovther people will belleve me afrer 30 years in Congress -~ (laughter) --
but for what it‘s worth, I'm not & candidate, 80 you <an hellave ms now
-« {laughter} -~ I'm & statesman, I'm not running anvmorse. £ will wark.

And the way Secrecary Riley snd his people have ser it up, the real
magic ls thal this 18 the wmost paperiess program {or educstion we have
aver seen. There aren't even cheacks written in this program.  Everything
gaoes back and forsh Detwsen the college and the Treasury by computery.
And one of the schonls said to me, that's fine £or the Universicy of
Michigan heceuse they've got computers. #We'll buy thelr compuier for
them. The President signed for encugh money ©o say te & zchool. 1f vou
aren't computerized and vou want Lo come ints this program, the
Department of Bducation will give you the equipment to run the program
or.  The government has never, ever come out and pald Zor your zhovel in
tha past, and that's literally what they do here.

CUARUELLOR RENICH: Mr. PFresident, I'd like to add thab not only has
thizs erogram ingreased opportunity, but it hasn't added hureaueracy; that
Civg process of sdministering the prouram 15 not highly buresusracic.  Angd
so wialre petually anle Lo gerve meore students withour having to hire
additiongl pedple to administer the program.  And than's just an
incredible benefls from the progranm.

PRESIDENT DUGEBSTARDT: [’'m interested -- we'wve had a number of
srudents that have been invelwed In the program thus far comment. But
from the student’™s pegspective; is there genersl kngwledge among other
students that vou know about this program? Is the word getiing our?

G: Well, I had scezually not heard of faderal direct student losns
since 1 came o the Unlversity of Michigan and srarved this summer. I
attanded an historigally Africsan American university in Virginia,
undaergrad, and we did not have this program. I ehink phat it would have
helped a lov ¢f my friends stay in schocl whe were especisily sttending
oul of state. And now my brother is attending an institutisn in Chicageo,
and rhoey do not have Lederal direct loazn. %2 my family ig sory of «— not
rnecessarily supporting me, betause I'm a graduats student row angd I'm
independent, but they just got me through zchool -- [ dust gragivated in
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*82 «= rvhey're recovering from me, angd now they're having to contend with
nis financial situstion in school noy.

3¢ my polint in saying thisg iz that I think vou do nesed to sory ¢f
expand this program, or we nased to expand this program so it focludes
more institutions, so that students have the optien of borrowing directly
from fhe government a3 epposed to the G5L systaen.

Q:  The President menyioned ~- this passed, and it's exsraordinany
when vou pass an edugation initiative without & singls Republican vole in
the body, hegause the way that we gobt this o the DOoks was Lo make i
part of the budget action and the reconciliation asi. A8 & resul, Lo
yet an agreement that would finally gaet us through Tongress, we had bt do
some compromising.

angd a&s she montionegd the affect on her family, dapending on whars .
thay're going to sohool, we cama out finally with an agrasemant that in
the rirst yazay only 8 sercent of all the loans in the country could be
made with this program, That's how we got 104 schools, The second vear
it gan g2 up Lo 40 pereent of the loan volume.  And then in Lthe thicd
vear Lt oan go up (¢ 40 percernt of the loan volumps, plus any school that
sdonsn’ L yet pigked up in the 50 parcent can ask the Seqretary Lo come in,
S0 there's ne oeiling aftey the third vyear,

In the firsgt thrae vears we've goling to have a very unewvan thing with
some schools phat get in and others thay will drag chelr feer Lo the
gevtriment of chely studenns, RBut if vou read the sratube, ir the fifeh
year, we only require 80 percent of the loans to be in this. &nd we're
rot at #il worried aboun that naw bDecause the rate at which schaosls are
signing up indicates that probably at the end of the {ifvh year, aven
though only 60 parcent are reguired o be in, virinally geerybody will be
1Y,

THE PRESIDENT: This law passed the Congrgsa last summsy -~ | mean,
mmar before lagt, summer of "33, And then we had €3 do the rulss, the
gulations, set thée system up. Sc no one could have been involved in it
fore whaen, And this is the first year, and thén nexit yaar we'll have

vo 44 pereent of the institutions in the aountry involved. And then,
gvantually, we'll be offering it to everybody within a couwle of vesss.

41
o

oo
@ W

+

i
i
o

Angd 18 we gen get this message out across the country thau Lo’z
woarking very well, then I think some of the raluctant student Loan
pifices and institutions sround the country will ke changing their
position rather rapldly.

PRESIDENT ADAMANY: Silp, I'd llke Mr. President ¢ make a further
poin: about 1he advantage of this, which ig that this program will
ciesrly (ix the vésponsibliliity for the collsction of loans with the
tedaral goverament,

Previously, because the loans were guarantsed, the private landers had
very litrle ingentive bto attempr to collect thase loans, The defauix
ratas may have, tharefsre. been too high. Of course., whe dgafauli races
wera ocradived o univarsivies whe had no suthoripy whatevar Lo collect
tha loans., Rut it placed a considerable stigma on the ingvitutions which
take students who are at some risk, because those studenis are most in
jeopardy, most likely te¢ leave school, and most likely o defauln.

This deesgn't trouble me s0 terribly. Aftaer &ll, ws ars a socisty
hotries to increasingly open its doors, and wa'reg going te take some
rigks.  Byiy the institutions that were working hardest o open doocrzs for
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Americans who otherwise didn’t have edunational opportunities ware
geiring a vervible black eye. Our default rate was only 3.5 1o 7.5
percent, bdi high as compared to cervain others.

Now the federal government will have the fixed responsibility to o
this., We, of course, will work with the federal agencies to accompllish
this result, but it will aliminate that special burden, speciel stigma
that so often attachsed to institutions which especiszlly reachsd out 1o
students who were struggling fo get an gducation. 1 think the federsl
gevernment's willlngness Lo take thig responsibility is 3 grest
advantage, for which we're grateful.

3

You hatl Lwo degrees with Joaqs?

g:  Tthav's right.

3y How many places are you making payments now?
S Two., Well, actually, now D'm making none. I'm back in school.
©:  How many plages wers you making paymeénts at ong Lime?

G:  Two 81 one Lime. WO pavasals & month or two different -«

G: It's npot unusval to find 8 student in hér status that’s on a
situaticn where they've making pavmenis in three different diregiions atg
the same [ime; maybe nou even Lhe same davy of the month, and io's a
terribly wonfusing -~ that's the existing system. How there’s only onsg
place == IRS; that's it. And the default rate will disappear hegouss
people don't default on paying thelr ilncome tax. ’

-

0 May 1 offer something? dNumber one, I wano teo icln you in
appiauding Bill Ford. We've been 50 lucky 1o have him 8 member of iz
delegation, one of the nation's experts in educaticn. And we'rs ¢oing (o
rgally miss BilL in the next Congress,

3
i Lo you, Mr.c Presidenu, thank you for being hare, amd thank you fer
ghting ror tnese middle class families and making axLOKdéQle srudent
«F

{
toagns avallable to svervbody,

i
o
I have & specisl ffininy Zor this program for 1 guesg LWwe reasons.

One L& Bhab, &3 & student, I weuld not have been able 1o g5 to the
Universicy had it not besn for studsnt leans. 5o I'we had my own
personal sxpurience. Armd I had L6 pay back in two places, and I wish ig
was only ong. So we're making s$ome progress.

Bub rhers was another thing. Aa&sigde from the statisvies of aboul
584, 000 Mighigan students whe will be in this program within & few years,
there's semething more than just the statistigs. And I thouchy that 1'd
share with you & parsonal experience that T had. Mosp peoplsg in the
stape know that 've represenied Michigan Stage Universiyy for 18 yesrs,
and ong af my favorits things to do when they were on & differeny Lime
schedule than they are today was Lo go through the student reglesturation
lines and shake hands during those election vears. &nd ip was &
wonderful experience {rom the standpoint of whei happasns when paople have
tha eligibility and the affordability.
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As youtvae said $0 many times, My, President, and vou're to be
congratulatad for iz, you wanted & government that looked like Amerise.
Well, we had educgational institutions that ocught to Iock like Amerviecn.
But there wag ¢ timg in the sarly *80s when student loan eligibility was
drastically cut bagk. And I cowsld see from one elecrticn teo the g¢thay asg
I was shaking hands ameng the people standing in tine, thai during that
time of restricted eligibility, (he student regisiralion lines really
didn't look like America anvmore. Thay didn't ook like zhe America Lhag
I was seeing as [ was walking door ne door in other parvs of my districn.

And so, I think there's & comnplexi1on of our populaticn that needs ¢
be receognized here; that without. these kinds of supporting, affopdablg
help, we're jJust going o have an education system that's going $0 bhe
morz and more and more elitlist, and that's not good for Americea.

¥We have good. hard-working kids from all walks of life in this state,
and vhey all gughf 0 have the opporiunitpy to be at this lnsvitution, Mr,
ARdamany's institutios, Michligan Stave, and the other nine institutions of
higher learning in the stats of Michigen. :

Tt 1 thiok Michigan State ls in the second vear, ars thay non?

O:  Well, 1 had Lo speak up for Michigsn State Deoanse they were at
the table. fLaughiaerdd

i Thay'ra in the seuond wave.
TiE, PRESIDENT: They're coming the nexi time.

0: A3 soon as Michigan d¢id, perhaps, but they were in your disgrics,
not mine. {Laughter,

Q: And I hope they weren't penalized for that. (Laughtsr.)

0: 1 whink something else is happening with this grogram which, for
the longer term, i$ particularly important. We've ganerally thowght of &
college education gimost like a consumer good. The idea is that we gave
up for it, and then we purchase it and enjoy it.

Brwd yey, the [igures you pointed out, Mr. President, about the fact
that the zawrning capdoivy of collegs gradeates is diverging every more
bayond thet of simply & high schoesl graduats means thar a college
sfducation has Lo be looked undn much moTe &5 an investment ~- an
investmant not simply in the gusality of life, but in actual financial
raturn. And becsuse of shas, T think cur society iz beginning Lo realize
thar those whe bensflt {rom ghose investments must understand that, like
phey would invest in & mortgage for 2 houss, they will invest in thelr
own future.

Beyand thaot, whap more appropriate invesiment could & nabtion nake than
in the knowiedge, vthe skills, the educaticon of its paople® Ko, 1o the
degres [hat Lhis program shifds che American atuitudes of a collags
education awsy frém thet of & ¢onsumer good -- & consumsd iigm -~ U9 thsi
of an imporrant investment in the future for individoals and for o
nation, I think it's geing o make this a much stronger gountry. IU's
going to be very imperrant o us.
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g 1 think on 2 parsonal level that that whole idea is something that
s wery bruse and near and dear, basically. Hinorcity retention ls
someihing that all wniversities should stress. Havive Americans are
under-represanted throaughaut the country. A lot ¢f it has 1o €0 with low
gconomic stetus. The avallability for financial aid is key to geuting
these students the opporiunity and just the incentive to do ib.

And the GSL program snables a student to supplemaent thelir incoms by
not workisg az much, movbe partisipating in more community voluniesring
capagities, and lv just enlightens the whole univerpivy aimesphere. It
diversifies at. Tt gives vou a feelinyg of what Bmerige iz really sbout.
I mean, it's not just one way, ft’'s lots of differeny ways., And we
really needed to start thinking about that,. Too.

THE PRESIDENT: Thank ySu.

G Well, T was ust going te say that T would like to personslily
thank Congressman Ford for the lean program. It has made a difference in
my life and I'wve seen 1t made & difference in a let of other young
Bmericans® lives.

gne of the problems that I think dees exist is that I know a let of
paopie ~= & Lot of young Amgrigans who <o noi know about this program,
as Presideny Dudersvads mentiened earlier, 1 also know a lob of peosols
whe don'y know of any financlial ald programs o ol any wiy U3 U0 Lo
coliege. And I think that this is an sxcelleny opportuniiy o tell tha
voung Amerioansg that there 15 3 way U0 make iy pessible. And [ thipi
uils progyam 15 & wiy Lhat will allow a widay road for voung Amscicans io
get ints college and to b more actively involived in the acadenic world.

THE PRESIDENT: 1§ thiok that’s a very good suggesiion. Let me say, we
do have some meney set aside for an advertising ouireach grogram. And we
wanted o walt o stars o run the advertising until this first year --
which is B percent of the instituticons, as you've hegard -- until we had
phese programs up and going s0 we knew what woutd work, we hacd some of
the kinks ironsd out, and yet we wanted to get pecple's abtention up
because, &5 you heard Bill VYord say, we're going to 470 peroent nexnt yaar.
then 20 peroent the year after, then anybody who wants Lo get in.

Se P othin' wou will see some -— 1§ our program works Lhe way it's
suppesed Lo, yoo should see some adveritising about this program through
the madia within 3 marter of a counle of months.

CORGRESGMAN FORD:  There should e an 800-numbar apen by -~ Sescretary
Riley as soon &5 thev've got a base for it. Actually, the 104 schools
are spread all over, and in this first go-arcund., Michligan has just a
couple of them. And the second time arcungd. they 1l deal with more
widespreas availability in tbe country and poopls will «» all they have
Lo o is advartise the B0U-number: and 1f vou want 4 Know how to do it,
Just plok up the phone and dial 1-800 ang ohey'll tell vou.

g T guess L'd Like to say that 1o's nice Lo 888 o program beling

vartved small and oguality, before it's rolled oul oo every university
agrass the oountry. Before it's advertissd to evary situdank, lel's s=ae
-- lat’s make it work, let's make it & quality program, Asd I guess I
wanted Lo adivess one of the criticisms I ve been reading sbout this

program is bnat college students aren't going to undarstand all these .
differant repaymant options -- oh my gosh, there's four optisns; how ars
rhey going oo.understand? And that frustrates me a little hit because
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guess I take offense to it somewhat in that chances are that 1L I'wve besn
througn gelleqe, then 1 hope § de nodarsiang -- {lauvghter? -~ gnd if I
don‘t, then vhere's g problem with college 1o hegin with.

Let's bagome part of the selution, insts
And that's what I would say te that group
think it's & problem, then get in there and gei some classes -- soms
educational courses ~- in high school on future financial plarning and in
collaege on future finencial planning. That's their cup of bea.

£ 4D

d cf part of the problan,

Ang 1 know I worked for a bank for four years, so0 I know those oritlos
quite well. And I fhink that they could becoma part of the selution,
rather than somplsining about the problem.

THE PRESBIDENT: Thank you,

G:  We should also note that you don't have Lo make a degisjion ahoug
anything until you reach rgpavment,

G Thor's rpight,

G And then iF vou makse ong decision, yor can change it. Yau'ge nos
stuck for the rest of your lifs with what vou decide the day vou gragiuate
from college,.  You gan adiust what's happening in your llfe.

Q: Which is key, because I may plan Lo g3t cut and do more ssrvigs.
But ! guess [ den't plan to be & pocr starving graduste student forever,
and I'd like the ability bo adjust my ‘inances accordiagly.

PRESIDENT DUDERSTADT: COne adaitional comment chat I cthink is apparent
fyom these discussions, this is almest a model federal program. [ savaes
Lhe Laxpayenrs money: 1t sliminates bureaucracy: streamiines; makes 1L
2asiey: and iy opens the doors of opportunity for people. You counidn’y
ask for anymore.

And think that, speaking on behalf of our university, but 1 think
chage of pur sister institutions that are having success and enjoving
this firsy vear, we've desply grateful o you, Mr. President, and 1o
Congress for putbing this program inco plage. Iv7s really helping us a
grest deal. ’

b
6?
#

Welcs bheglaning o run oul of tine now, but overhaps, My, President,
you'd like Lo make some final comments about the proyram.

THE PRESTOENT: Well, I think, first of sll, the s:tudents have saiy iy
2tl, frem my point of view. [ 4o want to thank the membere of Congroess
who are here -~ Chalrman Bingsll, who's been characteristically retigent,
ur has been 0 imnertent ¢ all of us; and Chalrman Ford, thank you.

And I'm very glad this program 1s named for yous 1t sught to be. And Sob
Carr, T thank vou for vour help on this sdugation Initiative.

Bur moscly { thank the students {or what they ' ve saild because they

have pointed oul why this program will work and why 1o's lanportantg.

EBgain I will say, T got intérested in this because I oot tired of

hearing young paople in my dwn state tell me they were golsag to 4rop ful
of college bhecause they couldn't dfford to take ovl ancther loan; or sell
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me that they wouldn’t go until they had some money becatse they knew
thay'd never be able to repay the Ican. &nd I think we have changed all
that now.

We've alsu bpesn able 1o change 1t with good management arwd actually
lowar the cost o the government, nol increase the cost o the
govarnment., It’'s unhesard vhat we can make berger loans avallable ag
lowar cost o the borrowers and still lower the €o8:18 1o bhe Laxpavers,
and drastically simplify it.

T will say this ig a pert of & series of things we are doing. ®e have
done the same thing with the Small Business &ssociation losns, where &
small business person can new £i1ll out an SBA applicacion thay's ong-page
leng and gat an answer within thrae days, something which was unheard of
befors.  So we're tryving to do this piece by piece by plece thyoughout
Lhe governmant.

i also appraciated whalb Kelly =zid about the Ffagt that we were wllling
-- and wanted, in fagl -~ £o have one year where we started out on & weny
modesy way, besause thare's always the possibilicy there could have besn
some difficulty here we had Lo desl with, Bul {n the end, the Ilmportant

thing i5 the students of this country -- increasingly nontradivional
stwgients, lnoreasingly not stuwdents that are just between the ages of 18
ang 21 -~ gndisrstendd that this program is out thege for vhem: now Lhey

have Lo use 1o,

We -~ I will say again -~ this country is dualing with about 20 years
in whicgh the aversge sarnings of hourly wage-garners has been virtually
stagnant witen you adjust for inflavion. £ we want o gel sarnings up
in America, and we want 0o make a big dent parciculariy in population
grouns like hative Americans that have traditiopslly baen lowsr income,
thare is no other way teo do 1t in the near-term, apary from dramaticall
ingreasing the number of young people who == and perhspds Agl=-30-young
paopla -- who go to, and finish college. Thare ig no othay neso-Lerm way
for us to turs our aociety arocund on Lhiz economigally.

B0 whay I'm really hoping will happen as & reselt of this digect logn
prouram is Lhat enrollments will continue to rise dramatlonlliy, and
prople whd do oot drep out will continue Lo droep dramavically, 80 that
QU country becomas & more educated place and our egonomy will becoms
more powerivl, and our soclety will become more esual becauss people will
e able to cumpets and win in 8 global economy. That Is the ultimate
goeal of thig entire enterprize. And from what I'wve heard today, I think
it's been an sffory worth making,

I thank you all for being here. {Applausa.)

$3: Mr. Presidsnan, o behalf of the University of Michigan and our
gierer inspitutions., we want to exprass our gratitude for your meeting
with us cotdsy amgd sharing in thiz discussion,

i1 should ugint out that the President and I had a brief disgussion
betore we giéng in, and wa’'ve agresed thal we sre going Lo srrengs & little
haskaetball match-up the first week in April between Arkansas and Michigan
out in Seatule. (Laughter.} Of course, we've gol to o a little bDit o
gat chere Hirst,

THE PRESIDENT: That's right.

Q:  The remaunch,

G Thank you very much for returning Lo Michlgan.

THE PRESIDENT: Thank you.
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