THE WHITEZ HOUSE

GEflce of the Press Secretary

For Immediats Releoass ] Novenber 30, 1994

STATEHENT BY THE PRESIDENT OR DIRECT COLLEGE LOANT

Today the Department of Fducation announced that itz new direct

lending program has resched the congressicnally mandsted banchmark of 40
percant in naw loan volume for the next academic year. A totsl of 1,485

schoeels will participate in this new program. The zrogran will provide
28 billion in loans to twoe milllon students in the next schonl yeay.

The Americsn people want a federal government that works bhetier,
costs less, and sxpands opporiunities for all Americansz. The new direct
lending program ig an important éxample of reinventing governmest to
better meer the people's needs. .

i

T will redioce complsxity and costs for milligns of student

borrowers. And the option to repsy loans as a pereentage of lncome over

time will reduce burdens on young families and make it easier for young
pecpls £o serve thely communities and their country.

The new direct lending program is good news for taxpayers as well.
Financial analysts in 8 pecent Morgan Stanley newslettsr have alraady
descrined this new program a2 a budgetsry winner™ thet will "lower
governmeat spending and réeduce the deficit.” Over the long Lsom, we
expect Lo save vaxpayvers $4.3 billion once this program is fully up and
running. Direct lending represents the most innovative student
financial aid program since the creatien of the Fell Grany program in
1973, more than 20 years ago.

Covernment <an work befter, gost less, and direct lending proves
ig.
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DRAFT 12/2/%4
o

MEMORANDUM FOR THE PRESIDENT
FROM: {10 be determmined]

SUBJECT: EDUCATION STUDENT LOAN PROGRAM WITHRRGLDING AND
DEFAULT REDUCTION: OPTIONS FOR IMPLEMENTATION

This memorandin presents four ways (o realize the Administration’s vision (o use wage
withholding W repay Joans and to reduce defanits under the Student Loan Reform Act of
1993 {the Act).

Before passing the Act, Congress deleted an Administration proposal that would have enabled
IRS to participate in loan collection if the Secretaries of Education and Treasury believed
such to be fessidie. Congress substituted a requirement that the two Departments study and
report on the feasibility of IRS participation. Therefore, the responses to this memorandum
will also be used to shape the response to Congress,

This memorandum provides background on the new direct loan program and TRS issues,
@  ciscusses cach of the four options, and sets forth the recommendations of each of the
principals, based on their analysis of the complex tradeoifs posed by each option.

1. Vision

Theo 's poinas follow. They are illustrative only . . . .
The Adminisirazion envisions a program thot:

) Makes it easier for hardworking Americans 1o atsend college by making borrowing
simpler and repaymen: less restrictive--so that "nobody will be cble 10 say they con’t gfford a
college loan*; ’

. Bases ome loan repayment option on income {ability to-pay), enables borrowers
freedom to choose the type of employment desired with the ease of flexible repaymen: options;

. Gives borrowers the flexibillty o choose a repaypwn: plan thar meess thelr current
needs and allows borrowers 1o switch among repaymere plans throughout the repayment
period 4z their needs change.

g Provides borrowers with g conveniend repayment process, giving them the choice io
have their loan repayments-—particularly income contingent repayments--qutomatically
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deducted from their wages through wage withholding.
*® Reduces borrower defaults. . . . End of Theo's poinls.}

A team from Treasury, Bducation (ED), OMB, and the White House set out to determine
how this vision could e fulfilled.

il Rackgrauad

Direct Loan Program. The Act created 2 Federal Direct Student Logn program 1o be phased
in over five years, with total direct joan volume rising from 5 percent in the first year 1o at
least 60 percant in the fifth year, or nearly $18 billion dollars. The new program will
improve loan access and borrosver service, simplify adminisiration, reduce defaults, and
improve collections. It will also save the taxpayers money by eliminating middlemen and
subsidies that do not benefit students.

The program offers borrowers several repayment plans: income contingent {"pay-as-you-
can®}y, graduaied, extended, and standard-fixed, Borrowers get muximum flexibility 1o
switch plans and oblain deferments and forbearances. ‘They are dlso offered several
repayment methods, such as coupon books, checks, and bank debits (which are similar o
wage withholding). In addition, a volustary employer wage withholding program i3 being
developed. Although still in the sarly stages, student feodback and school participation rates
indicate that the loan program is an enormons success,

*  Ala recent round of national forums, student feedback was clearly enthusiastic,
especially with regard o the flexible repayment plans, This was pointedly expressed
ai the Presidental roundtable 3t the University of Michigan.

L Currently, 104 schools are participating (representing the loan volume permitted by
statute); approximately 2,300 schools applied to participate in the second year, but
ED has selected the 1,500 needed to meet the statute’s goal of 40 percent of the loan
. volume. (thers must wait for the next round beginning in July 1956. School
participation is voluntary. ED cannot require schools to participate.  Schools
participate because the program is more responasive to students, less burdensome 10
administer, and permits quicker receipt of funds.

Under the old program 85 % of borrowers repay on schedule; in general this will not change
under direct lending. However, defauits should be reduced through the. use of wage
withholding and the new income-contingent “pay-as-you<an® plan, which ai Jeast 18 percent
of borrowers are expecied to select. Paymenis contingent on the ability o pay will reduce
the likelihood of non-payment and increase collections over time. Some of those who cannot
pay will be abie to remain in good standing (albelt accruing interest).

ED is operating all aspects of loan arigination, disbursement, and accounting thiough the use
of contractars, replacing the less efficient bank and siate agency decentralizad structure of

2
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guaraniced lending. Because contractors provide moathly tracking and billing of borrowers
and repayers disoct lending can be managed more effectively. Frequent contact is essential
to maximize service and minimize defaults,

Default collection methads that have proved 10 be panticularly successful under the
guaranteed lnan peogram will be retained. This includes the most effective method, an
ED/IRS Tax Refund Offset program started in 1986, which has increased collections by 43
percent snd has yielded over $600 million in annual revenues. Also, an IRS compater
matching program has helped ED locate debtors and as a result has improved overall
coliections by 5 to 10 percent. Finally, ED is implementing new administrative wage
garnishment guthority o increase collections,

IRS Bsues. IRS participation in loan servicing has been viewed from several perspectives,
The IRS is in the process of modemizing its 1960's tax system and reinventing tax
administration. Improving the voluntary compliance rate to 90% i3 a major IRS goal.
Voluntary compliance, tax refund frand, and the IRS’s efforts to deal with these problems
will continue to receive intense Congressional review. Additionally, Congressional has cut
the Administration budget requests for the modemization program,

In addition o resource considerations, the IRS concentrates its collaction in higher dollar
value cases than does ED {which deals with an average defaulied student inan debt of
$2,800), The IRS does not, cannot within its current systens, and will not under tax system
modernization, maintain moathly account data on taxpayer status. Validation of taxes paid
and owed, reflectng reconciliation of employer reported data and individual tax returns, does
not occur untll some six months after the close of the tax year. Nevertheless, as discussed
below, we have identified several approaches that will involve the IRS in varying degrees.

oy, Options

We considered four options for servicing and collecting direct loans: (1) IRS establishing 2
special stadent loan operation; (2) IRS using the current tax system for loans repaid through
wage withholding only (ED doing il other functions); (3) ED runsing its current operation
with incentives 1o business W maximize the availability of wage withholding; and (4} ED
running the operation with 3 mandatory requirement on firms with ten or more employees 1o
offer withholding. Each option addresses two key components of the President’s vision:
wage withholding and default reduction, Below is a description of how each option would be
implemented.

Option 1. IRS Studen: Loan Special Operations (Federal FTE or Contractors)
Once legislation or other legal authority is obtained, Option I permits IRS involvement in all

aspects of student loan collections. This option, which could be implemented in phases,
provides all borrowers the full range of service from billing through collecton.
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ED would origisae the loans. IRS would service and collect all repayments through & loan

- collegtion system separsie from the tax system. This would offer borrowers maximum

flexibility in terms of repayment plans and methods, incliding wage withholding,

In Phase I, 3D’y direct Joan contract would be transferred to the IRS for program
administration.  Under Phase 10, the IRS either would create a new system separate from the
tax system or continue to contract student Joan program administration. In addition, Phase I
would require all employers o withhold and report student loan payments to the IRS separate
from tax withholding. Employer withholding of student loan payments would be tracked on
a real-time basls and require frequent reporting 10 both IRS and borrowers © ensure 2 high
level of emplover compliance. In addition, assuming proper legislative authority, IRS could
bolster collectinns through the use of tax data that it otherwise maintains.

Custamer Servige, In Phase I, comparable to that currently being provided by ED; in Phase
I, bormowers would have the option of wage mtmwldmgwimthcmwss to information
aad ﬂmbihty w0 swnch plans as other borrowers.
siderations, Positive: For those who believe IRS involvement will enhance
cnliwizsm efforts. %-‘i&gzuve tax writing commitiees especially may resist IRS involvement.
Employers will resist an additional government mandate regardless of the cost, Student
assaciations have lobbied againgt IRS participation, doubting IRS efficiency and customer
service, Financial institutions offering guaranteed student loans may use IRS participation as
zmwdxmngc schmipmtzmnonmdzmt lending.
gult Rate 3 301, Some anticipate that having borrowers deal with the

IRS maymhmumxmvanunwmy However, IRS experience with other non-tax
issues, such as tax refund offset programs, indicates that tax compliance deglines when the
IRS attz:mp:;s to cullect non-tax debts from taxpayers.

udget Lonse ey, See Tab. IRSwﬁuiéneedconunmagmmmlrmwthntm
pnmazy}task-»ﬂm collection of 1axes—-would not suffer. The estimated cost to IS is 5600
million for Fiscal Year 1959, based on the use of approximately 6,800 FTEs to collect 4.3
million loans in repayment and approxamately one million defavited loans, If IRS
administered EI)'s contract, as in Phase I, the estimated aanual cost is $830 million, the
same as ED’s expecied cost. ED estimates that its costs would be reduced by $750 million.
Costs may be covered within ED’s baseling funding for loan sdministration.
Burden 1o Buginesses, See Tab, The estimated annual cost is $1.7 billion spread over
million employers, assuming 30 percent of all borrowers elect wage withholding and there
are 20 million borrowers.

Option 2. Split Servicing: IRS Uses the Tax System for Wage szf»‘saidiﬁg

Legislation for this option would provide for IRS involvement in student loan coliection for a
targeted papulation that can most benefit from using wage withholding: borrowers who eam
wages would be abie to repay student loans through the tax structure, with which they are
familiar, Employers would not nesxd 10 keep any separate matmg records, or provide sny
loan information to either IRS or the borrowers.
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Under Opiion 2, IRS would collect loans whenever borrowers elect to repay through
employer wage withholding. ED would continue 1o collect under &1l other repayment
methaods, would track borrowers finaacially unable 1o make payments, and would perform
servicing functions for il repayers (providing loan account dala asd counseling, processing
wm?mmfm,wwmmmmymwmm

Borrowers chaosing Oprion 2 wage miﬁzh@alding'wozﬁéhamm file 2 tax return to report the
loan repayments as a tax. Upon filing, insufficient or delinquent tax payments would be
solely an IRS tax responsibility.

Customer Service, This option would provide wage withhalding for borrowers who are
employed and bave sufficient taxes withheld from their salary to sadsfy their total ax
liability, including the loan repayment. Borrowers who were unemployed, self-employed or
do not elect wage withholding could not participate and would receive no benefit from this
program. Borrowers who elecied withholding would not be able to monitor or evaluate, on
an ongong basis, the effect of loan payments on principal and interest. This would limit
their ability to change repayment plang, but they would have a convenient repayment process,
Electing borrowers’ tax returns would be more complicated and borrowers would be subject
to full IRS collection procedures if they underestimated either their loan or tax liabilities.
Political Considerations, Positive: For those who belicve IRS involvement will enhance
collsction efforts. No additional burden on employers. Negative: the same as Opion 1. In
addition, the tax-writing commiliées may oppose the conversion of defaulted student loans
into tax liabilities, which would increase IRS accounts receivables. They may also fear the
im;nct on &x mphance

- 2 ng. For those electing withholding, the possibility of student Ioan
d:fau}.zs aa cnmmtiy écﬁnad is eliminated. However, these borrowers might owe additional
taxes. Low dollar delinguencics, which are now collected by ED, would noxt be collected
because they would fall below the IRS delinquency threshold,

Budget Consequences. See Tab, The IRS would need additional respurces, Using the tax
systemn would require approximately 4,500 additional FTES at a cost to the IRS in FY 98 of -
$£370 million. ED astimates its costs would be reduced by $300 million based on the
assumption that most borrowers likely to default would elect IRS withholding. As in Oprion
1, coats could be met by a transfer of funds already identified in the ED mandatory loan
administration fund.

Burden to Businesses. See Tab. This option poses no additional burden o employers.

Option 3. ED carries ow all loan funcrions and provides incentives 1o business 10 maximize
availabitity of wage withholding, IRS enhances debt collection copability.

" This optiva builds on the current direct loan program. It would provide all borrowers the

full mnge of service from billing through collecton, including complete flexibility in
choosing and changing repayment plans and methads, ED would retain sesponsibility for all
aspects of student loan collection and servicing, using its curremt sysiem regardiess of how

5
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borrowers elect to repay.

. Under the sushacity provided by the Omnibus Recoociliation Act of 1993, IKS will be
providing ED with adjussed gross income and hiling status information about borrowers who
choose incorme-contingent repayment. ED would seek additional legisiation so that IRS could
share additional @x return information on income-contingent and defaulting borrowers to
enhance collzetions.

As part of Oprion 3, BD would launch a public information campaign encouraging employers
to provide voluaiary wage withholding ag an inexpensive employee benefit, similar ta the
savings boad program or bank debit option {(which would not end if jobs change). Large
employers (covering 80 percent of all employess) would be likely to participate because of
existing sutomated payroll capabilities. ED would provide software and technical support o
employers who mquested such assistance.

Customer Service, ‘Wage withholding would be sn available option to 80 percent of the
borrowers who might want it. Wage withholders would gain the same access to information
and flexibility 1o swikch plans as all other borrowers.

Political Copsiderations. Positive: same as Opdon 2. Negative: some botrowers would be
denied the withholding option, because. their employers don't participate or not employed in
wage withholding jobs.

Refault mie and collections impact, Some anticipate that wage withholding may reduce the
default rate,

. Budget consequences. Approximately the same as projected cost of current ED system (5850
million in FY 95}, Budget neutral, those costs are assumed in curvent baseling estimates.
Burden to Business. See Tab. Meﬁmcwmpmﬁmmtymﬁhonbmwmmm
repayment, with 30 percent electing o repay tirough voluntary employer withholding, the
estimated annual cost is $0.5 billion.

Option 4. ED Carries (hat all Funcriors with Mandatory Participasion for Firms with Ten or
More Emplayees.

_ This oplion closely paraliels Oprion 3, The difference is that wage withholding would be
available 10 neazly everyone who is employed as a wage earner. Legislation would require
businesses employing 10 or more employees to participate,

Employer reporting 0 ED would remain the same under & mandatory system as unger a
voluntary system, assuming close to full compliance with the law, Reports of noncompliance
would subject employers to some compliance reporting and compliance reviews.

Customer service. Positive: As in Phase Il or Opfion 1, wage withholding would be an
available option for nearly all employed borrowers, an increase of about 5 percent over
Option 3, Wage withholders would gain the same access 1o information and flexibility to
switch plans as 2il other borrowers. Negative: as in Option I, employers would incur the

& ‘ 6
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. s, Many employers would oppose an uafunded foderal mandate,
mmﬁmmwwm:fmmmmmamwcf
government mandared wage withholdings and the complexity involved. Congress is likely to
mtmmzmwm%mbmm&sxmw

al ¥ AL abeel. The impact {s the same 23 under Oplions 1 and 3.
BBMWL ﬁwwﬁyﬁmmumwﬁw&ofmtﬁbsym(sm
million). Bixige: impact o ED is expectad fo entail only & minimal increzse, assuming close
o full employer compliznce, Employer noncompliance is expectad 10 be modest.
Burden o busingss. Assuming close o full compliance, burden is expected to be the same as
under Option 1. The estimatexd annual cost is $1.1 billion,

IV, Sumuuary Asalyses
Below we assess the costs und benefits of each option based on the following ¢riteria:

customer service, political considerations, default rate and collections impact, budget
consequences and burden to businesses.

. Customer Service

- Except for Phase I of Option 1 and Opzfan 2, 21l aptions provide comparabie
borrower service.

. - Option 2 wrades off reducod borrower service (no real time access o data)
against the reduced cost to employers because of use of the regular tax system,
The use of the tax system may be viewed by some borrowers who would
otherwise elect wage withholding as a segative customer service factor,
Szm:lmiy, Oprion 1 may be viewed negatively, even though in that option loan
debt is not tax debt.

- Focus groups indicate borrowers are concemed about privacy, especially
regarding wage withholding,

. Palitical Condiderations

- Student associations have expressed opposition 1o any involvement by the IRS,
as in Options I and 2. Those associations and the opponents of direct lending,
" the banks and secondary markets, could play on student fears 1o pressure
schools to stay out of direct lending,

- All opuions require legislation in varying degrees and with different potential
reactions. The employver mandate of Optlons I and 4 would likely arouse the
greatsst opposition. All options call for the ability of IRS to release or use
informadon on individuals now not made available oufside the tax sysem;

() o 7
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privacy and disclosure concemns may be raised,

. - Any legislation putling greater control over the program into Treasury (i.e.,
Option I and 2) will be registed by the education community and probably the
Rouse Education and Labor and Senate Labor and Human Resources
commitiecs, even uader possible new configurations in the 104th Congress.

- Opeions 1 and 2 could be viewed by those concerned about the quality of tax
administation 33 detrimental to IS’ ability w carry out its primary mission.

. Default Rate and Collections

- Some believe that IRS administration of student loan collections in Oprions 1
and 2 may reduce loan defaults. On the other hand, IRS {uniike ED} does not
focus its limited resources on oollecting small debt and volantary compliance
with the tax laws will decline. Under Option 2, where loan debt becownes tax
debe, it is not likely such debts will be collected. The great mujority of
defaulters do not have the money to repay, which leaves IRS no bexter than
ED as a debt collector.

- With the additional income and employment information, proposed under
Options 3 and 4, ED would be able 1o improve default collections,

. o Budget Consequences

- Under Opions 1 and 2, IRS requires continued new funding, Those resources
couid be 1ken from the existing ED estimates in the mandatory baseline for
loan agdministration.

. If under Option 1 IRS establishes a separate unit with 6,800 Federal FTE,
thase FTE are above current estimates and would have to come out of some
other agency’s allocation to remain within the statutory govemment-wide FTE
reduction rules. If Option I is done by contracior, the FTE requirements are
already in ED’s ceiling. Opiion 2's FTEs would require ceiling adjusiments,
reducing other sgencies’ alictments by 4,500,

- Opdon 3 is ED's current sysiem, and requires no new funding or FTE,
Oprion 4 could require $500,000 10 pay for the employer incentives and 20
sdditional FTEs,

. Burien 1o Buginesses

. Regardiess of the relatively small burden imposed under Oprions 1 and 4, the
business community will argue that it is an unfunded mandate and will object.

o g
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. - While Oprion 2 is mandatory on businesses because it involves the tax system,
. o additional burden would be imposed,

‘ - In Opiion 3, there i3 no mandated employer burden. The perception changes
from a government mandate to an inexpensive benefit,

V. Recomsasndabion
V1. Decisica
____ Opiion 1. IRS Studers Loan Specis! Operations (Federal FIE or Contraciors)
____ Opiion 2. Sphir Servicing: IRS Uses the Qurrent Tax System for Wage Withholding
__Opiion 3. ED with Incentives to Business 1o Moximize Availehility of Wage

‘ Withholding

QGptior. 4, ED Carries Ow ot Functions with Mandatory Parricipation for Firms
with 7en or More Employees.
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Summary of Student

an Progra—.ptions and Costs

{All doltar amounia ave in millons)

Service Entity
Options and Costs : .
Intemal Revenue Service Department of Education
Special Operation Using the Current| Voluntary Mandatory
Using Using a Tax System | Withholding | Withholding
Federal FTEs Contractor '
Estimated Program Costs (FY99)
- IRS $600 $750 $400 $0 $0
- ED $100 $100|. $400 $850 $650
- Total Cost $700 $850 $600 $850 $850
Budget Consequences \
——Rg——— - - —————— ———$600(- —$750{ ——6400— - —$0r——. 80
- €D ($750) ($750) ($450) $0 $0
- Net Incremental Cost ($150) $0 ($50) $O{ . $0
Burden to Businesses $1,700 $1,700 NA $500 $1.100

Noles:

1 All IRS and ED cost estimates are {or FY99,
2 Burden Estimatea represent the cost 10 busiresses when tha direct loan program reaches
its skzed capacy of 20 million bonuwers (n mpayment, It ks sssumed thed under a mandatory
wilhhiglding program, 8 miflion borrowers would eloct to repay through payrold withholding. Under
the volumtay withholding program, 4.5 million borvowers would efect to repay through

employer whhholdmg.

3 Coata include the cost of colleciing the existing inventory of defautied student loars from FFELP,
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UNITED STATES DEFARTMENT OF EDUCATION
GFFICE OF THE SECRETARY

February 7, 1335

MEMORBNDIM

TO ! Paul Dimond
Bill Galsten
Gene Sperling

From: Frank Hollewan é%;b&”,
a Chief of Staff

Subdect: Revised Consolidation Plan

On Jsnuyary 31, I faxed you the proposed Direct Loan Congelidation
Plan sent from Secretary Riley to the President. The plan has been
revised in one respect, Section §, and today the revised plan was
sent to the President, with a ¢over letter. The revision proposes
that the Department, at least during the first year, not allow
single FFELP loans, which are repayvable over 10 vyears, to be

. consolidated into direct consolidation loans, also repayable over
10 years. Borrowers with single FFELP loans would be permitted to
obtain a direct consolidation loan if they gelect another repayment
cption, such as the income contingent optien.

For your information, attached is the Secretary’'s cover letter of
today’s date and the revised plan.

Attachment

400 MARYLAND AVE ., 5.W, WASHINGTOMN. 113, 20247

Qar minvlon {5 o enywrs tgudl docesk o eduoarion e 1o promots efweational excullence throvghowt the Nation,
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UNITED STATES DEPARTMENT OF EDUCATION
THE SECRETARY

' February 7, 1995

Honorable William J. Clinton
The White House
Washingten, DC ' 20500

Dear Mr. President:

On January 31, 1595, I transmitted to you the Department of
Education’s proposed plan for implementation of the Direct Loan
consolidation Program. In Section 6, we discussed the issue of
consolldation of single FFELP loans payable over ten years into
direct congelidation loans also payable over ten years. We
racomuanded that the Department would not prowote such
consolidations &nd that the Department would, where appropriate,
counsel against them: however, if a borrowsy insisted upon
consolidating a single FFELP loan to & l0~year plan, we
recomsended that the beorrover be permitted to congolidate in that
way. :

My staff and T have thought further about this issue and would
like to revise the proposed plan submitted o you. oOur
recomrendation is that, during the first year of direct loan
eensolidations, the Education Department pot consolidate single
FFELP loans, payable over ten years, into direct conselidation
loans payable over ten years, for the following reasons.

As we stated in the proposed plan ftransmitted to vou, we believe
the Department has the legal authority to conseolidate a single
FPELP leoan into a single direct consolidation loan with a ten-
year repayment plan. However, underlying the design of our plan
ig the conclusion that we should proceed cautiously, consistent
with our ability to handle the administrative arrangements of a
zomplicated prograp during the firet year. For that reason, ve
reconmended consslidating only up to one million lsans the first
yeay, about 5% of the ocutstanding loans, and a careful approach
to publicizing the program. The statute expressly provides the
Secretary discretion to "not offer such loans if, in the
Secretary’s judgment, the Department of Education does not have
the necesgary origination and servicing arrangenents in place for
such loans.*

0f all borrowvers seeking consolidation, those with single loans
vho want to remain in 2 ten-year repayment plan have the lsast
need to consclidate. Borrowers wich multiple loans need the
benefit of being able to make oneé loan payment to one lender.
Borrovers, even thope with a single loan, <¢an bensfit from the
additional repayment plans offered by direct coengselidation loans,
including the income contingent option. However, borrovers with

i bt o A T LT ad o oagt te AR 1Y S YA
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a2 single loan vho are seeking to congolidate dut retain their
present ten-year method of repayment are primarily receiving the
banefit only of lower interest ratea. During this first year,
when we will be facing the difriculties of beginning a new
program, wve believe we should focus cur resources on borrovers
who conpolidats more than one loan and/or take advantage of
repayment options other than the ten-year repayszent option they
currently have.

Further, some members of Congress have expressed the belief that
puch consolidations are, in yreality, refinancings rather than
consolidations. They therefore believe that such consclidations
are contrary to the intent of Congreas in epacting the progran
and should not be included in our direct loan consolidation

Progran.

In addition, under our propesed direct loan consolidation plan,
borrowers with a single FFELP loan oan still obtain a direct
congalidation loan i€ the borrowveyr wants to select & repayment
option other than the ten-year method. A borrower with a single
FFYLP loan would be able to obtain » direct consclidation loan
with the extended payment opticn (more than ten years), the
graduated payment option, or the income contingent option. All
would pormit those borrowers o choose & lower monthly payment,
if the borrower decides that a lower nonthly paynent is what the
h@rrnwex wants or needs.

¥or these reasens, ve believe it is the better ¢ourse not to
allow borrowers with single FFELP loans to consolidate into
direct consolidation loans with a ten-year repayment option,
during the first year. This appreoach is consistent with our
decigion to proceed cautiously the firat year as we develop our
aduinistrative ability to handle this program. As indicated in
the plan I sent you on January 31, at the end of six monthe we
are going to evaluate the plan as a whole; at that time, we can
consider how the program has operated in this respect also and
decide how to proceed in the future.

Therefore, enclosed isc a revisged version of the plan I submitted
to you on Jangary 31, which contains thisz recomsendation in
Bection 6.
Yours sincerely,
C ‘ 1
Richard W, Riley

Enclosure
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™ie document sets forth the proposed plan for rolling out the
¥ederal Direct Consolidation Loan Program and specifically
discussee the follewing:

1.

- 3N

3.

4.
® -
6.
7.
B.
g,

Legislative Authority for the Federal Direct Consolidation
loan Frogranm

Bonafics o Borrowers

Penefits Lo Taxpayers
Consolidation Test Project
Implementation Process
Consolidation of Single FFELP Lbanﬁ
Accass

Tigping

gavings
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A PLAN YOR IMPLEMENTATION OF THE
YEDERAL DIRECT CONSOLIDATION LOAN PROGRAM

The plan has been prepared in response to the President’s
announcement that the Secretary should subpit to him by the end
of January 1995 a plan for implcmentation of the Direct Loan
Consolidation Program.

In the 1993 Ozxnibus Budget Reconciliation Act, Congress expressly
provided that, in certain circumstances, barrawers would be
permitted to consolidate Federal Pamily Education Loan Program
{FFELP) leoans currently in repayument intc the Federal Direct
Consolldation Loan Program. In new section 428¢({b)(5) added to
the Higher Bducation Act, Congress provided that if *...a2
borrowar is unable to obtain a conselidation loan from [his/her)
londer™ or if the borrower *,..is unable to obtain a

. consolidation loan with income~gensitive repaymont tarms
acceptable to the borrower from [his/her] lender,..."™ the
Sacretary “...shall offer any such horrower who applies for it, a
Pirect fonsolidation Loan.™ Thus, a borrower who satisfies
either of the two conditions can obtain a Direet Conszolidation
Loan.

That same sectiocn goes on to provide that a borrower who applies
for a Direct Consolidation Loan may repay it *...as regquested by
the borrower...either pursuant to income contingant .
rapayment,.«ar pursuant to any other repayment provision under
this section.®

In summary, Congress allowed an FFELP borrover to ¢onsolidate
his/her FFEL debt {as well as other Federal educational loan
debts} into a Direct Consolidation Loan if the borrowver could not
obtain s consolidation loan or a consolidation loan with income-
sensitive yreopaymsnt terms, acceptable to the borrower, fron
his/her lender. This plan describes a mpeasured way for the
Secretary to implement this Congrassional design.

The current outstanding FFELF loan peortfelic ls approximately

$60 billion representing some 2¢ million borrowers. These loans -
are held primarily by lenders and secondary markets; Jloans in
defauit are held by guaranty agencies and the Dapartment of

. Eduaarion.
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Divect loan consolidation provides important benefits to
borrovers in repayment. {a) Borrowers can choose from a variety
of repayasant options, including the income-contingent, or pay-as«
you-can option. (b) Borrowers thus have the opportunity to lowver
their monthly payments and adiust the repayment of their student
loans to meet their current financial and personal needs. This
includen, for sxample, borrowers with families, borrowers
starting new businessas, and dorrovers vho decide %o do community
work. All can benafit from these repayment options. {c} In this
way, direct loan consolidation gives borrovers flexibility and
mere control over their lives, by allowing them to malect the
repaynent method that kest fits thelr personsl situation. Just
ag borvovers may choose to lower their monthly payment, borrowers
may also change respayment options and repay their loans more
guickly, 1f they choose to do ge. (d) In addition, borrowers vho
are dissatisfied with the service they are recelving from their
lendera will have the option of moving te another loan sexvicer.
At a result, direct loan consolidation should encourage better
parvicing of student loans by all lenders and loan servicers,

At the same time, the c¢choice ig in the hands ¢of the borrower. No
porrower in repayment i{s reguired to seek a Direct Conselidation

Loan., Direct Conselidation Loans are all adbout choice, options,

and competition,

A. Benefite to Taxpayerse

™e Dizaect Consolidation Loan Program is designed o .convert
sutstanding leoans into Diraect Loans. Direct Loans utilice
Fuderal funds at the Govermnment’s borrowing rate. As a result of
this change, the net savings of the loan program would be
approximately $420 million for svery one million consolidations.
1f consclidations occurred at the rate of one million per year
over the next five years, the net savings would anount to as much
as $2 billion.

4. Cous

As & result of the publicity gensrated following the President’s
October 1994 presg cvonferance and a feow articles in the press, ,
the Department raceived approximately 100,000 inguiries about the
nirect Consolidation Loan Program. The Department has selected
the first 35,000 of these inguiries for a consolidation test.
The purpose of this test ls to determine:

. the undarstanding of the information and forms which
were mailed; '
. the typs, aize, and age of loang being
consolidated; :
] the effectiveness of the computer system,
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Based on the information. obtained from this teet, we will revise
and improve the paterial and processes, as appropriate, to insurs
effective implenmentation.

These f£irst 35,000 inquirers were sent a brochure that described
the Direct Consolidation loan Program and the Individual '
Education Account {IEA) repayment options available under it.
The brochure included a tear-off coupon that regquested
information about the borrovers’ cutstanding loans. Interested
borrovers vere told to copplets the coupon and return it to the
Direct Loan Servicing Center. As of January 16, over 14,000 of
the 35,000 inquirers who wers sent the brochure had returned the
coupon with loan information.

When received at the Servicing Center, estimsted monthly
repayment amounts are calculated under the various IEAR options
for cach borrowver. That information, along with an application
for consolidation and other information, is meiled back to the’
borrower. :

Those .borrowers who are sericusly considering consolidation are
instructed to complete the application form and return it to the
Servicing Canter. They are also given a tolli-free nunmber to call
if they wish to speak to a counselor who ¢an assisgt them in
making their dacision about coensolidation under the Direct Loan
Program. '

When applications are received, the loan holders are contactsd to
detarmine the exact payoff amount, payoff checks are generated.
and mailed, the note is processed, and the Direct Consolidation
Loan is entered into the Direct Leoan Origination subsystem. Once
the loan is booked, it is forwarded into the Loan Servicing
system vhere it joing the stream of all other loang in terms of
conmunications, bills, and payment processing. ’

As of January 16, 55 parsons completed tha process and their
leans are now being consolidated. PFurthermore, these 55 persons
were called by the Department and they indicated that the
material they received provided them with the necessary
inforpation needed to make thelr decision.

The Department is yscommending a phased-in approach, with our
goal to conscelidate no more than the loans of ona million persons
{approximately 5k of those in repayment) in the first calendar
ear. We plan to achieve this through a controlled public
{aformazimn canpaign consinting of 4-6 information announcements
placed in major newspapers in key citiee plue public service
announcezents (PSAs). The cities in which the announcements will
run will be selectad based on estimates of loans in repayment in
a State. They will be scatisred throughout the country and the
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Dapartment will adjust its public information eawpaiqn baged on
the level of responses recelivaed.

After an asaeaamantgof the test materials and procedures, the
Department will wake all necessary vevisions in preparation for
rolling out the Direct Consolidation Program. Specifically, the -
Department iz planning the following steps:

1. Send informational brochuraes to all ingquirers beyond the
initial 35,000;

z,' Sand’appli¢atioh formg and other material to those personsg
who respond to thia information;

3. Assess the lwpact of tha controlled information campaign and
adjust the approach, as appropriate;

4, Reassess the operation of the Direct Consolidation Loan
Program after €6 months; hased on that review, make any
appropriate modifications and revisicns to the program;

5. Develop a S-yecar plan based on the results of the 6-month
review.

1£- the Department ig overvhelmed vith requests after its initial
information campaign, it is prepared to handle additiocnal wvolume
after z three-nonth delay to gear up. If such a delay is
necesgsary, the ingquirers will be notified and provided with a new
response date.

This low-kay, considered approach will allow the Departwent to
implement the Direct Consclidation Loan Program while gathering
the necessary information for assessing its effort¢s and making
modificatione as necesusary., The Department will ¢rack the
resultg as follows:

- Numdeyr of Inguirers

- sumbey of Ingquirers whe follow up with loan information

- Nunber of Inguirers who actually subnit consolidation lean
application forms

Number of loan censolidations completed and volume of loans

Distribvution by type of loans and dollar amounts of loans
consolidated

Distribution of ccnsali&stinn borrowers by income

Tine reguired for process

Nonber and types of guestions raised by inquirers

Appropriateness of communication and forms.

H

%

F )y

one ares to which the Department will pay specisl attention is
the certification on the Pirect Consolidatien Loan Program
Promissory Note. The horrower certifies that he or ehe has
contacted his or her lender and was elther unable to obtain a
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congclidation loan or was unable to get acceptable inconme <
sensitive terme on the consolidation loan., SoDe concern has been
expressed that the Department hag not pade that regujirement
visible enough and this é-month period will provide tha
opportunity €& ensure that this certification is highlighted and
te deterasine whether any type of validation is appropriate.

The erartéant will proceed carefully, as set forth above, ang
monitor ita results. We will sdjust our plans based on our
actual sxperience,

S

The Departzaent has the statutory authority to consclidate single
FFELP loans, payable over ten years, into direct consolidation
loans, also payable over ten years. However, some Congressional
staff rapresenting their menmbers have taken the position that it
was never Congress’s intent to pormit conselidation of single
leans for the purpose of interest rats reduction. It ias their
position that caonsclidations of such loans are in reality only
rafinancings.

. While the Department reads the statute to permit such
consolidations, the statute also expressly grants the Secretary
the authority to "not offer (direct consclidacion loans] if, in
the Secratary’s judgpent, the Department ¢f Education does not
have the necessary origination and servicing arrangements in
place for such leans." This plan otharwise, in the propesed
limit on the number of direct loan consclidations and the planned
publicity for the program, recosgnizes the need to procead
cautiously with thils program, consistent with The Department’s
adpinistrative capacity to handle the vork it will entail.

~ The Department therefore recommends that, during the first year,
boryowers with single FFELP loans, payable over ten yesars, not be
permittad to conseolidate into direct consolidation loans with a
ten~yeay yepayment plan. Such borrovers do not have the same
nead for conpolidation as borrowers with multiple loans eor
borrovere with single loans who seek one of the other repayment
optiona {such as the income contingent option). During the first
year, the Department’s administrative resources should be
allocated to those horrovers with the greatest need for direct
joan consclidation. Borrowers with single FFELP loans would be
permittad to obtain a diract consolidation loan if they seek a
repayment option other than theé ten-year plan they currently
have.

. As statad above, at the end of six months, we will evaluate the
progress of the program and ¢an consider this issue again at that
time for future years. '
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1. Acsess

One of the major criticisms against the full {mplementation of
the Direct Consolidation Loan Program ie the concern that it will
cauge access problems for students still in the FFELE. The
Departvment believes that this concern is unfounded. .

The first priority of the transition from the FFELP to the Direct
Loan Progran is to ensure that every eligible student attending
an eligible institution not vet participating in Direct Losns
continues te be able to obtain a locan through FFEL®. The Higher

‘Education Act, however, does not impose any affirmative

obligation on private lenders to make FFELP losns. Although the
Act and the Secretary’s agreements with the guaranty agencies do
rogquire the agencies to have lender~of~last-rescrt {(LLR} prograns
for theiyr designated areas, most of the agencies do not have the -
legal sutherity, funding and/or operational capacity to make the
loans themselves. if they cannot find lenders to de so on thair
bohalf. In fact, none of the LLR programs that has been approved
by the Department to date provides for loans by the gquaranty

" agencies themselves.

rongress anticipated the possibility of loan access problens
dAuring the transition, and the Student Loan Reform Act of 1993
enhanced the Department‘s tools to deal with that possibility.
Although to date, the transition has seen only iszclated leoan
access problems, thare is a remote possibility that there could
be gygtemic probleme as a result of the substantial economic and’
gtructural changes taking place in the student loan programs,
particularly the Direct Consclidation Loan Program, ‘

toan access problems could relate to particular schools or
gaographic areas or, in the most unlikely case, could be
pystemic. Those relating to particular gchosle have tended to
arise from the unprofitability of the loans to schools with high
dafault rates, and such loan access problems are likely to be
spall in magnitude. Those relating to particular aroas would
arise from a geographically uneven withdrawal of lenders as the
lending community contracts during the transition; and such
problems could be sclved by lenders from other areas, since the
loans themselves would likely still be marginally profitable to a
lender thst was otherwise in the business. The polution for a
systenic problem would depend upon the excess operational -
capacity of the remaining lenders.

The toolas available to the Secretary for lc¢an access problems are
the following: ‘

. Jawboning

» lender of Last Resert (Student Loan Marketing
Aggociation)

. Lendeyr Referral Fees
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] Fadﬁral Advance

Petailed Asseriptions of each of these aptibna axﬁ set forth
balow: .

8. Jawbening. The Department has slways pursuwed ail
raports of loan agcess problems that have cone to its attention.
In these casges wve have ascertained the facts from the schools or
students involved and then urged the pertinent guaranty agencies
or landers to make the loans.

spciat SLMEY ., sxxa is 1egally abliqated ta aat as lender
at Last aescrt (LLR} in all geographical areas. The language of
the portinent statutory provision s different from that for the
guaranty agencies. SIMA‘s legal responsibilities are reinforced
by the Secretary’s power to increase its cffset fee of 0.3
percent of all loans held te 1.0 pevcent (£ it does not
substantially cemply with a request to make LIR loans. Last
spring the Department negotiated with SIMA a copprehensive
certificate of ingurance for $200 million of LIR leans. The
Departaent also recently arranged for SLMA to make unsubsidized
Stafford loans in Texas, when the guaranty agency there was
unable to srrange for the regular lenders to do so. The use of
SLMA to solve access problens involves no added cost to the
Government and will ba the next option after jawboning.

o e Re . g, The Secretary is authorized to
anter inte lendax refaxral agreemonts with guaranty agencies for
them to ageist gtudents in finding willing lenders. A fee of 0.5
percent of 21l resulting loans say be paid to the quaranty
agencies for their services; contrary to the normal prohibition
of fee-splitting, the agencies way share thie fee with the
ienders. Since this suthority has never been used, it ie
uncertain whether some portion of this relatively small fee would
be gufficient to cause a lender to make a loan otherwisae viewad
a5 not econonle, and whether the Department ¢could effectively
prevent ite use on loans that would have been pade without it.
The regulay guaranty agency system would have to be uged to
distribute  lender referral feex, because the Transitional
Guaranty Agency {TGA) does not have existing lender
velationships. ¢f all thas available tosls, the lender referral
fee is the only one that wvould result in increased conts for the
Government.

d. Federal Advances. The Secretary is authorized to
sdvance funds te guaranty agencies for LLR loans. There is no
gtatutory limit on thie suthority, although the funds would have
to be apportioned by the Office of Management ard Budget (OMB)
before any advances could actually be made. The gquaranty agency
is ts be paid s feo estadblished by the Secrstary for the service,
presumably in lieu of any interest payments. Although the
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Secrotary is not suthorized to advance funde directly to other
potential lenders, including SIMA, for this purpose, the guaranty
agencies are free €0 pass on ths Federal advances under sinilar
arrangements. LIR advances would come from program funde, which
are noet linmited in amount. The cost of the advances for
budgetary purposes would probably be based on funding rates,
guaranty agency fees, anticipated defaults and possibly internal
administrative expenses, rather than the ancunts of the advances
themselves. Operationally, Federal advances could actually be
made within a matter of days after suthorization by the Secretary
and apportionment by OMB. Since tha guaranty agencies would be
only a conduit in the process, the Department would use the
Transitional Guaranty Agency (TGA) exclusively for this function.
SIMA would de the first choice to make the LILR loans under this
approsch, but other secondary markets and banks might be needed
in the event that the demand exceeded SIMA’s operational
capacity.

8. Ziming

As soon a5 & rolli~cut plan s approved and the processes are
opevating sffectively, the Department will begin implementing the
Direct Coneolidation Loan Program. -

It is anticipated that the implementation will be underway wvithin
4-6 weekn after approval of the final plan and the processes are
operational., As previously discussed, at the end of the first §
nonths of full operation, the Department will assess the success
and effectiveness of the effort and make whatever modifications
may bo necessary.

3. Savings

It is difficule to determine the interest in consclidation since
this will be the initisl effort in announcing the various IEA
repayment options. As previously discussed, on the basis of cost
estimates the net income to the Federal Government will increase
by approximately 5420 million deollars for every one million loan
consolidations, or as much as $2 billion over a five~year period,
if a million congolidations ovcur each year.

It should be noted that the Direct Consolidation loan Frogranm, as
in the case of the Direct Loan Program, will be operated by
private firms under government contract, not by & large influx of
Federal employees. We anticipate that lass that 5 additional FIE
Federal employees will be needed to implement this plan.

Ag the program expands, additional contractors will be selected
through the standard government contracting system.
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THE PRESIBENT: Thank vou very mucgh. Thank vyou, Juliet, and thank
you ladies and gentiemen. Your welcome was woarth the five- hour plans
rrde. iLaughter.) I want to congratulare vou all on this mesting, angd
I want to tnank Juliat for her leadership and alsa say Lo Erank Jenifaer,
whom I know will carry on the {ouncil's outstanding work ang sprong
laadereﬁ p 1in higher educatieon, I wish vou well, and I'm dalighted Lo
@e you again.

I want to thank the entire American Council on Bducation Board of
Cirectors for andorsing gur Biddls Class 8111 of Rights.,  If will Lullid
education and fraining ascress America, and I wani €0 say o litile mors
abouk fr in o few moments. You will have te play an imporitant rols in
making it a reality, and I know that you’ll be interesiaed in what I
think you have to do along with whag I have o de.

Ler me savy at the Quisst what an honor 1§ iy for me o be here with .

my longuime triend, sur Sacretary of Education, Digk Rliley, He has
really done & wonderful dsb, and [ am vary, very proud of hilm. Amgi he
is responsible fer uwne fact thay we had the most successsul vear lass
vear in promoting advances in' education in the Congress In at lesast 30
years in the United States, and I thank him for that. {Roplauss.]

I'm also glad to he hsare for the sacond stralght vear angd 1o have
Juliet s suggestion that maybe I should thing aboub becoming & college
president when 1 am ¢nce agaln unemployed. i{Laughter.; How, belore we
came out here, she gave & slightly 2arthier descriprion of why I should
think aboutr that. $he reminded me that President Kennedy, whan asked
why he wanted to be president sald that the pay was pretty good, & niog
house came along with the iob, and you work closs o home, and that was
like a lot of college president®s jobs.  {Laughter.)

-

Over New Year's 1 met a college prasident who told me thay we had
1ot in common with people who run cemetsries. Hs said, you know, 3§ you
run a cemetary, you've got & whole lot of people under you, bul nosbogy's
listening. tLaughter.) ©On the hard days, when you'rae aborb Lo Qry. you
can think of that and laugh & little biz abeur ifv. {Laughues. ]

Wa have more in common than that. You are the kagpers of & grear
trust of this nation, the most diverse network of learning in the sntire
werld.,  1¢'s & spur lor our economy and a magret for our peonls and for
peeple and ideas from all around the globe. T come Loday as somesas who
spent some o the happiest years ol his life Vwawbzﬂq tn collages and

uvniversitices, as asomegnsg who worked as a governor Lirglessly Lo advang
Lhe gause or edogation and now, in this job, a5 your pavenge Lo oo vaery
impertant mission at & very lmportant time in opr souniey’s higvory.

Cur job -- yours and mine together -~ is bo redeiine the
parinership Lo gmpower our paople through educatvien and vhrough training
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to face the demands of this age. That's really why I ran for president.
1 believe it is the responsibility of cur generation to work together to
preserve the American Dream for all Americans, and to ensure that we
move into the next century still the strongest country in the world.

And T think the best way for us to do that is by building a new
partnership in our ceountry between Americans and their government and
between one another. I've called that partnership The New Covenant --
more opportunity in return for more responsibility, and a renewed sense
of citizenship and community. In that MNew Covenant, government's
responsibility is to expand oppeortunity while shrinking bureaucracy, to
enpower people to make the most of their cwn lives, and to enhance our
security abroad, but here at home as well,

At the same time, we have to demand more responsibility from every
citizen in return -- more responsibility for our country, for our
communities, for ocur families and for ourselves.

As we end this century, we are facing dramatic changes in our
economy,. our government and our daily lives. As we move away from the
Cold War inte the Information Age, we face a world that is both exciting
and very challenging, a world where knowledge is the basis of wealth, )
creatian and powsr, and where technrnology accelzrataes Lhe pace of change.
[n & world like that, those who have the skills to prosper will do far
better than any goeneration of Americans has evar done. But those who
lagk the ability to learn and to adapt may be lell behind no matver now
hard they work.

That is part of the frustration of America today -- Lhat Lhere are
so many of our fellow Americans who are working harder and harder and
harder, and never feeling that they're rewarded, feeling that they're
falling further behind, having less time for their children, having less
time for their spouses, having less time for the things that we know as
the guality of life, and just plowing ahead. It leads te people having
too much anxiety and teoo little hope, and it leads- to special
responsibilities for all of us.

At the heart of all three of the responsihilities that [ said the
lederal government has -- expanding ¢opportunity, empowering people,
enhancing security —-- 1is your work: education. [t is, indeed, the
essence of The New Covenant. Now, more than ever, education and
training are the keys to opportunity fLor every American, and the [uture
will only make that more true. They will only work, of course, Lf
individuals also assume the respeonsibility for themselves to get
themselves educated, and to lmpart the value of education to their
children, to their families and throughout their communities. But it is
clear that the key to cpening the American Dream for all Americans as we
move into the next century is our ability to broadly spread the benefits
of education.

For more than two decades, 1 have not bhudged from this convictien.
I had, as it turns out, tor this job the good lortune of yrowing up in a
state which itself was burdened in America's urealest explosion alter
World War [1 tfor lack of education. And I have worked now f[or about 20
yvears, relentlessly, to constantly change the role of government sc that
it wastes less money and does fewer things it shouldn't, but so that at
the same time, it serves people better. It insists on accountability,
it promotes excellence, but it especially emphasizes educating people.

Aerica now must do that 1f we have any hope of preserving the
Bmerican Dream in terms of all of our people, in terms of an expanding
mididle ¢lass instead of cne that is shrinking and constantly being
divided between the haves and have-nots, not in terms of money, but in
terms of educgation. As a governor, I invested more in education, and in
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higher standards for ocur students, for our teachers and for ocur schools,
and in trying to make it easier for our vyoung people in my state to go
to college.

The HMat.on At Risk Report, back in 1983, confirmed the crying need
for changes .in our public schools, and I was glad te work on trying to

change the conditions in ours. At the end of the decade, T was proud to

be one of the governors who reached out across party lines to work with

the Governors Association and with President Bush and his White House to

craft a new national education goals -- geoals which we then wrote into
law in the Goals 2000 program, and which we are doing our bhest to help
schools all across America to achieve on their own,

From the first day 1 became President, we have been committed in
this administration to reinventing government in all areas, hut

especially 1n education. Our approacn is not -- and [ repeatr, is not --

Lo migcromanaye anvihing. We have deregulated the [ederal governmesni's
role in education, in the public schools and elsewhere. We have worked

to inspire reform at the grass roots level. We have recognized that our

job is to define a road map, ¢lear standards of excellence and then to
work to empower every one in-this society to reach those standards
through ‘education, to support the educational institutions all across
this country, to support the students and the families teo help them to
reach those standards of excellence.

Instead of defending the status quo, we have worked to change it.
We've abolished 13 of the eduction programs we inherited. We have cut
anotiner 38 programs that we thought were less than essential. We have
consolidated 70 more programs in the budget T have just sent to
Congress. And all of this is designed to empowsr students and working
people, not educaticnal bureaucrats; to help teachers to do their job,
not to help the federal government to regulate more.

. Others have talked about such things, but cur administration has
actually cut over a quarter of a trillion dollars in federal spending,

we have reduced more than 300 domestic programs, we have eliminated more

than 100,000 people from the federal payroll, and we have used the
savings from the payroll reduction to put 100,000 more police officers
on our streels in community policing settings, not run by the federal

governmant, but people who work at the grass roots level on the problems

Lthey confront every day.

We are on our way, if no other law passes, Lo cutting more than a
guarter of a million people [rom the federal payroll and putting all
those resources back into making our commnunities more secure. And the
budget T have just sent to Congress proposes another $144 billien in

spending cuts. But my strategy 1is eliminating yesterday's government Lo

meet the demands of today and tomorrow, te give us a leaner, but not a
meaner government; to cut government to reduce the deficit and to

increase our investments in the future --in education, in technolegy, in

research, things like Head Start and Geals 2000, and the defense
conversion programs we supported, and the medical research programs we
supported.

These things make us stronger as a people. They bulld opportunity,
and they demand responsibility’ and they are good for America. We
should be discriminating in this work we are doing. We should move
beyond rhetoric Lo reality. Leb others talk apout cutting spending: we
have done it, and we'd like some more help. But we have to realize why
wz're doing Lt. We're doing it to 1ift the country up and bring the
country together and move the country forward, not to tfind some way to
divide us in & new and different way so we have more rhetoric, more hot
alr, and less progress. Let that be our commitment: to do bhetter.
(Applause.)
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You know, now I admit that some in the new Repubilican Congress ses
gducation in another way. They think education at the natlional level iz
fust ansther ares to cut and gut. Thelr proposals will cut investments
ip gur futurse and ingrease the cost of student loans Lo gur neediess
students o fund fox zuts for the wealthy. They will limift the
availability of lower-ceost direci loans te middle glasg students Lo
increass profizs for the middlaman in the student loans, even though
that mesns a higher deficic.  Indeed, tne only thing they have propoged
apending more money in education on are funds going Lo middlemen by
limirzing the amount of the direct loan program, by cutting it off, juscg
28 ir's becoming more and more successiul.

And soma2 of them don’t want 1o relavent rthe DRepartment of Education
a3 I have done to meke it stvonger and leansr and more effective, they
Wwang vo abolish lg sltcgether, Well., I think Rick Rilev's worth tha
money. [Applause,}

And so, I want you f£o know that to &il of ohis, I will zay, no. 1
will fight gaese proposals -- every step of the way. And [ want you to
jain me in fighting them, oo,

The fight for education is the flght for the Axerigon Dream. [t is
the fight for America’s middle class. 1t is the fight for the 2lsy
century. It should, therefore -- and [ emphasize iy should tharefore”
-- ba 5 bipartisan fight. W#When we passad the Blementasy and Secondary
Bducation Act last vear, drastically reducing reguletion, emphasizing
more halp fo poor children in need, glving teachers and sghool
principals more flexibility, it had bipartisan support.

Look, I want ro work with this new Republicgan Congress (o help
America. W¥We support smany of the same initiatives. | supporied them
when they passed the hHill 1o apply o Tongress all the laws they pur an
private =mployers. [ have supportsd our gomnon @lleris o reduse the

burden of unfunded mandates on state and doual governménts. 1 have
supported giving more flexibilicy Lo Lhe states in gursuing wellare
reform and haallih care reform. ['ve supnorted Lhe Line-lvem verd.  But

we clearly have ocur differences.

Look at the student leoan reforms. We sliminsted the middliamen ang
got the funds directly to the schools and the borrowsrs which masang -~
unbelievably -- lower fees, lower interest rates, @asier repayment
choices for students, it meant less paperwork., less red tape. less
bureaucracy to administer the programs for colleges and universities,
and it meant much, much lowsr sosts o bthe taxpavers.

Our ppuoposal, when tully implemanted, wiill sove ihe tanpavers $12
pillion over » six-year periodd, while Tawering ths vost ol college loans
co the stugdent, and reducing the hassles Lo you.  That is Beinvenuing
Governmanzy at its best. That la the new Oamoeeral aporoach. 1L ought o
be the new Republigan approach. But, instead, they wint to cap these
loans. I want o expand them, [ want to inchude all fhe schools aond
211 the students who want to be a part of thig program by 1887, Your
cnoice, but I'11 be darned if I want Lo cue 1t off from you when I know
that it will help you,

They want Lo pay for the tax cuts in thelpr Qontract For America by
eliminating the student lean subsidy 50 that we start charging interest
on the loans Lo aur poorest shudents while they're in colliege. That
costs 52 Billion a vear. That adds 20 percsent on the averags to the
wost of going to ooliege for some of our nesdiest sundenis te pay lor
tax cuns. Ir is not gight, That would be the biggest cun in siudent
financial aid in the history of the United Staves.
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Our approach 13 Lo help studenis and thelr hard-working parents to
gur bureaucracy, to reduce the deficit by not subsidizing noncompeticive
middlemen. 1 might add that thgse who wish te compete for student loans
are now deing if in many places for lower costs than they were providing
when the government was giving them a locked-down guarantee because of
the competition Irom the diregh lean program.

How, Lhat i3 Our approsch, he other approach would increase the
sost of education, would keep Lhe bursauvcracy angd the rod tape, and
would increase the deficit by guargniselinyg billions and billions more in
ao-crisk funds to middlesen in Lha stugdent loan systen., 16 Is wrong. Lt
is wrong. And we shodld net stengd for in.  And 1 hops you won'y stand
tor fu. 1 hope vou'll stend up ond fighy Yor 1. fApplause )

NOow, a3z you well know ~- and 1 wani Lo emphasize -~ wWe are not
talking about a give-away. This Depariment of Bducation has gotten
reugher on enforcing laws egainst default. Angd the defauly rate has
dropped by ona-third., The net annval cost toe the taxpayeyrs has fallen
by almost twa-thirds since we have been in office, from 2.8 billien to
51 Billion, hecause we're enforcing the laws against dafaulc. I think
it is wrong to default on vour student loan.  This Depariment of
Tducation has gouten tough with scam operators sasqusrading as highsr
education. And svery one of yvou wanted us Lo do thot,

Mow, with thls progress, [ hope we oan continus Lo remove ihe
regulacory burdens from many of 1he styrong institupions with proven
records of responsibilleoy: nai’s what yoU want us vo de. Thao's his
Valentine pressnt 1o you. {Applause.}

But that's the way we ought 10 be dodng this. Seoretary filey will
work with vou to find a batter way of balancing the flexibilliuy you want
with our chligations to the taxpayvers. But the polay ig, othar people
talk about this stuwff, bub whan I showed up In Lown Lwh vears ago, ¥
found a student loan program that was teo costly. halping uoo fow
people, gave too few optionsg to the borrowsrs with a red-tape headachs
to vou, and the taupavers were belng risped off,  Angd we've trisd to
change Lt.

How, when we proposad phesse dirvect suudeny loans, our opponsnis and
those who wanted te oroatent the status gus said chat the fedarat
government was complegely ingapablae of adminlstering & loan program.
Well, they weren't right; they were wrong.

I got a letter that was sent to Terry Hartle by Jerome Supple, the
President of Southwest Texas State in San Marcos, It's & big school
now: it has 21,000 students. It distributes grants and leans in excess
of 823 aiilion. President Supple wrete ahout what dirscr lending has
meant £o his school. He alse wrote to me, byt Dick Riley gave me this
copy of his letter to Terry Hartle, and I like it hettsr (han wiwaty the
spgechwriters put in, S0 I'm going to write what he actually said.
{Lavghrer angd applauvss.)

Thisg is what he sald:  "We ares aware of Lhae congern of some nembersg
of the finarcial community aboubt the shift ve diecsct lending, and can
gnderstand the congern ok a losg of revenue., Howsver, Lhe savings oo

Lhe governmant angd the improved service to other siwdents offered hy
direct lending are of graater lmportance. The other argument vthat the
Tederal government cannolb effectively administer such a program and much
raly on the exparcise of the private sector is counter Lo our
axperience.”

Listen to this: "The results have more than met our expsotations.

We have gane from an institucion that was serambling o meet our
stugients ' need, often after ¢lossan have started, Lo an institution that
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was one of the first in the state to get awards out last fall =-- s0
early, in fact, that it had a positive effect on our admissions program.

While tne direct lending program has shared some of the some of rhe
credit for the improvement of our financial aid services with our
hard-working and talented staff" -- there's a good politician --
{laughter} -- also true -- "there is no doubt that direct lending allows
us Lo serve our students better., And finally," he says, "it is
legitimate to express concern about the ability of the Department of
Education to manage the direct lending preogram and full capacity, but
the experience to date suggests they can do this very well. It is rare
that Lthe flederal government creates a program that both saves money and
improves service to its ceonstituents." (Applause.)

Listen to what the students say. 1 got a letter from Marie Lyons,
a 40-year-old student -- rather more typical these days. She wrote to
me Lo say that she had given up hope on going to college. But with our
loan revorms, she's been able to go Lo Murray State Universiny in
Kencucry, studying criminal justice. She'll be the first person in her
family vo graduate from college.

vou know, we can't take hope away from people like Marie Lyons, and
all the other people now that are flooding back into your institutions
-- inte the vommunity colleges, into the four-year institutions, Dbecause
they know =-- they're way ahead of the politicians. They know what they
need to do teo make good lives for themselves, and they're coming to you.
They're coming to you in record numbers. But people like that deserve
the best opportunity we can glve them. They are very responsible. they
are working hard. They are people from all races and income groups and
backgrounds with a million different life stories; but they are chasing
a commen dream,. Because of people lilke that, we should not abolish the
Dupartment of Education, either. We should noc do that. tApplause.}

You know, everybody talks about this being the informaticn age.
The White House and now the House of Representatives are in this little
friendly contest to see who can do the most high-techy stuff on
Internet; and call us on the computer and see what we have to offer;
read the administration's budget. But if this is true, if the new
economy really is based more than ever before on knowledge and skills,
we have to do more of education and undercutting education at this time,
saying that this is not a national concern, that would he like
undercutting the Department of Defense during the Ceold War. We won the
Cold Wa:r pecause we stayed strong. And we will win the fight for our
own furure and a place in the 21st century if we stay strong with
education. That is what we should do. (Applausae.)

You know our tuture depencds upon it. As President, as has already
breen sald, I've worked pretty hard for us teo do well in this new war for
the minds and hearts of cur people and for the future. And I do think
one of the smartest things I ever did was to appoint Dick Rlley as the
Secretary of Education. One of the reasons is, I find that once you
become President, sometimes people -- even people you think know you
very well all of a sudden don't really tell you what's on their minds.
It drives me nuts since I don't mind hearing what's on people’'s minds.
Sometimes they don't want to hear what's on mine in return when they
tell me, but it's okay. (Laughter.) But one of the things you need to
know about the Secretary of Education is, we've been friends since I was
barely old enough te shave -- he always tells me what's on his mind.
{Laughter.) And what's on his mind is you and vour students and the
future of this country.

So I'll say again, we're cutting inessential education preograms.
We've saved more money by geing to the direct student loans than they
can save by cutting out the people who work at the Department of
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Bducation., ®ho are we trying to kid here? He is worth the investment:
the obher people who work there are woarth the investment.

¥e are nol running education, but we are trying Lo energize Lt and
create opportunity and shine a light to the future. This is a classgic
battle, and we gught to fight it and win it together. -~ not just the
battie to save the Deéepartment of Education, not just a battle for the
direct lcan program. not juest a battle agapinst increasing the cost of
stugdent loans, but the larger issve -- and § will seyv again -~ thisg
cughc Lo be a bipartisan Dattle that we fight 30 (hat wé @an meel our
veaponsibllity o prepare ovur c¢hildren for the 2ist censury and 8o thag
we £@n make the most of gur own lives.

For two vyears, we have done everyihing we could <o Lo prepars our
people for the new economy. Lash year whan I <ame bhaforg you, 1
presented a comprehensive agenda for lifelong learning., I'm proud te
report that with the last Congress, & <dad produge & bremendenely
guagesstiul recovd in achieving that agenda. ¥We relormed Head Stary and
enpanded it by 30,000 more children. And next yaar, [ want Lo expand it
auain by 2t least that many. That's why we'rs cuiiing insssential
programsg, 0ot only to reduce the defigit, but Lo put Lhe money where the
saople nued Lt. [ think the faxpavers wani the Head S{ary progran
2xpanded. {Applause.}

We passad the Gozls 2080 program, and, {or the first Sims, wa spell
cut & national understanding ©f what our young people most lesrn 40
compete in the world., 7Thnis goes vight ©o the heart of the whole
appreach of the national role in education -~ nob trving o Lell peopls
how Lo teach or regulate how fhey spend gvery day and gvery houy, or
control them through a hlizzard of paperwork, bl Lo gel national
standards and then give state and local governments the coniral, the
power, the oppartunity, and, where we obn, the ressurces Lo get the dob
done, to give them the flexibilivy through walvers of complex faderal
rules and reforms like charter schools and publle schoeol ohdlee.  And to
o it with no pnew federsl regulactions 1o diminish staie and local
contrel. I'm proud of that,

The way wa're rurmming that progzan is the way ohe federil
governmant eught to relate o the states in the ares of public
education. We are raising the bar for everyong., ALl of sur young
people are going to have to do better. 1 think we all know that. &311
of our parents and grandparentg are going Lo have Lo help our young
people to do better. All of you in this room now acoent &% a3 truiss
that we have the best higher edusation system in the world, but haty we
have to de betber in our school systems K~12, angd woe arse all going o
have to teach the higher stendards, to work the higher standards, to
lesrn the higher standards,

Ouyr gommunities, our busingsses, thevire guing L0 hove Lo piyeh in
and <o more.  And our young people, we know -+ and let mg say this with
all singerity and convictions ~- we know bhat teo many of them are still
Lrying Lo learn in atmospherss that are too dominabed by viclenve and
drugs. They =man't walk down the halls or legarn in the zliagsrooms
because they're afraid for thelr safevy, then all the rafarmyg will nst
be sucoessful,

That's why our making our school environment safe and disciplined
and drug-freée are important o all the orher standards belng aschieved,
and why we huve worked so havd in thig administration and in this
Deparcment of Education to make sure that all of our legislative efforts
ingluded the safe schools initiatives,

Tou 1acw, somd young peoplse -~ L oought oo enphasize, 1o, because I
koow wne all i3 ouf here -~ don'y plan (o 4o on Lo Lour-yaar ¢ollegas.
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And that's fine. [f they don't plan to do that, w2 also have to make
sure that they have the academic strength and skills they need to
compete.

That's what our school-to-work opportunities act was all about --

to reinvent the relationship of high school to the world of work and the

work ¢f post-high school education with high standards that enable our
students to learn in class and to begin to reach out into the real
world. Along with their classroom learnings, they are learning real
jobs, dealing with real people, and we expect them to go on to some
post-high scheool education as well.

We'ro not doing this with a hig national bureaucracy; we're doing

it with grants and advice and help and support Lo 'et every state sat up

a Llexible network, working wich employers and schools and the
post=secondary educational institutions to make sure that we [1ill this
anormous gap in the American system. There are too many of our young
pecple still who, neither get a four-year college cdegree or at least
have a good school-to-work transition they way many of our competitors
do.

These reforms -- every one of them -- will make sure that more
capable students are coming into your institutions, which means you'll

have to spend less time bringing them up to speed. I know that would be

a relief rto all of you. A lot of us have been working on it for years
and years, but I believe it will make a difference.

Something else we did last year that 1'm very prouod ol L{hat Lwo or
three of you have already menticned teo me tLoday is our national service
program, AneriCorps. It already has 20,000 Americans taking
responsibility for improving their ¢ountry at the grass roots level and
euarning some money to go to school. It is a very., very important thing
for this country, and I am very proud of it.

Americans like the 16 members at the University of California at
Berkeley, who have 750 of their classmates tutoring middle school
students and helping four leocal police departments set up neighborhood
watch pregrams. HNow, that's just one example of hundreds 1 could give
you of what a modest federal investment can do to gef a big result.
Eighty-nine members of AmeriCorps in Texas immunized -- listen to this
-- 104,000 infancs in Texas two summers ago. (Applause.}

In Simpson County, Kentucky, AmeriCorps memhers are teaching
second-graders to read, and they've already raised the reading levels
there rrom two years behind the official standard to one year ahead of
it. Now, again, some people in the new Republican Congress say that
AmeriCorps is a waste of money, bribing people to do service, an
expensive way to send people to college. I say it's about the best
thing that's happened to this country in a long time. (Applause.) I'm
going to fight to keep it, and I hepe you'll fight for that, too. And
[or all of you that have had ABmeriCorps projects on your campuses and
with your students, I thank you, and I hope more of you will ask teo do
itv,

We've got a lot more work to do. We have (o protect the Pell
Grants, and as Juliet said, my budget raises the maximum grant by 12
percent. We all know the Pell Grant program got in trouble, and we had
to make it solvent again, and it hasn't kept up with the economy. But
this is a good step in the right direction.

We've got to preserve the work-study program, the other
campus-based programs that we all know are important to the students on

your campuses., And we've got to keep moving forward on university-based

research with expanded investments and less red tape. 1 do not believe
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thar it is the right thing to do to Lake universities out of the
parinerships we now s2e forming. In defense conversion, for example,
where we are dolng remarkable things with the decline of the defense
budgel, taking somz of that decline and putting it inte partnerships
between universities and private gompanies with some [ederal invesument
ang & whole lot of private investmang. Again, Lhere are some in Lhe new

LZongress who say, iet’s gat rid of &1l chat. Thav's our gompaegitive -
&tige -- research, development, mind work, making coppactions, moving
torward.

ALl of this is an agenda that works. [0 his Stete of American
Education address eariler this month, Lo which Secretary Riley alluded,
ne said that Americe is turning the cornaer from baing a natlon at risk
in education o being 8 natien on the move. Hell, youive got my wored:

T will fight for the educaticn and traiaing reforms that will keep us on
the move. And I want you o fight £or them, too, and we will win
because the American peosple are for us.

Now, that's why I have proposed this Middie Class Bill of Rights,
because I want (o emphssize what we 3till heve to <o, We can't just
pregerve what we've gob; we've got to kesp going forward. ALl over this
country fhere are peeople who are saving, wall, T reay sbout this :
recovery ang I know we've got £ millisn new Jobs; bDul i2's not afisniing
me, I still feel insecure and uncertain and I haven't gotban a valss,
The Middle Class Bill of Rights, I nhink, shovld be alled the BiLll of
Rights and Responsibilities begauss, like gll phe other things wg've
be2n kalking about today, vou san't taks advsnbuge of 10 unless you aot
respensibly. It does offer & tax cut for psople, hul only Lf they're
behaving responsibly -- raising their children: ediceting themselves or
thalr childraen.

1

From your peint of wviaw, Che most lmporiant paris o1 it are & oax
deduclion for the cost of aducation aftger high sohoel: an IRR fnay you
can withdraw from tax~fres [{or edducavion and for othsr purpnsses liks
huying & health iasuyrance pelioy: angd the collispse of 70 of the
governmenrt's training programs inte & program which 8 persen who's
eligible for federal craining help hocauss ne or she is unemploved or
working for ¢ very low wage oan draw on and just take Uthe moangy, up Lo
$2,600 a year, to an instisution of his or h#r choloe, ¢gabilng sround
the federal bureaucracy, getting arcund all bhe programs asnd going
direct to a lot of you.

How, this 1s a good thing, and I thank you for endessing it. Bur I
Agad yelr help to make 1t happen., Why is 1t & geod thing? 1t’'s & good
tning, iirst of all, becanpse it will lower the cost of living for
hard-working people whe have gobten no bensfit oul of Yhls recovery yet,
Bur instzad of just giving them a quick fix, iv lowars thelir cost of
living hecause it inereases their gtandard of living over the long run
by pukbiing the money into education. Tt is the right way $0 give rax
reiial to ohe middle class. It is consistent with long-~term control of
the deficig. It is consiztent with a commivment to leng-term sconomic
growth. And ¥ ask gach of you teo do what you do bast now -~ Lo help
teach people abour this, o Lalk about it because this resclution is
really nice., but what we really need 1s for every member of Congress to
hear from svery cellege president; every dean of students: esvery member
of every board of trustass) gvery student body president; svery student
organization in the gountry, hey, don'h take Lhe interest subsidy agway;
hey, don’t stop us From geiting the dizecy loans: hey, pass the Middle
Class Bill of Rights,

Educatian 1s ths key vo our future. 1L ought noy Lo bhe & partisan
igsue. If there is one thing in the wide woerld thay ought Lo unite us
on the way 2 thg naxy csntury, 1o should be our common commitment to
explede the porential of our people. 1 nead your help: I want your
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help; you can do it. But the resolution has teo be a first step, not the

last step. Be heard in every office of every member of Congress in the
United States, and we will have a great victory.

I need you; I want you toc do it; I'm confident you will. Thank you

vary much. (Applause.)

ENDL12:21 P.M. PST
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THE WHITE HOUSE

Office of thes Press Secretary
{Zan Frangizoo, Celifornial

For Immediate Release clhruary 14, 1985
. PRESS BRIEFING
BY
DEPUTY ASSISTANT TG THE PRESIZEKRT
FOR ECONOGMIC POLICY GENE SPERLING

Aboardd Press Flane En Koute te California *

11:28 &AM, EST

MR, BPERLING: 1 just want Lo glve & preview of vwhat the
President’s spesch 13 going to e opn today. #He think thisz 1s a very
imporiant sgeech. 1 think that for 211 the times that there are
differences and dizagreenents on things that syray i5k9 Just poelilics and
personalivies, ctoday this is 8 speech rhat really gets us to where we
should be, which is 2 fundamental policy difference batween the President
angd many of the membeys -~ oot all, but many of the members, partisularly
the leasder=zhip, of the Republican Party.

I think it is about 2 fundsmental difference in the role of
the federal goverrment in sducdtisn and in snpowering people o invesi in
themselves, and particularly in the rale of ithe federal govermment in
terms ¢f allowing people to ger higher educarion and acosss Lo oollage.

I1£ you look in the package, there is aboul thres psges ~- L%
says, drawing the line on educaticn, which very much lays out 3ix areas
that I think there is a verv clear, crisp pelicy differences Debween us
and many in the Kepublican leadership. And they are six ar<¢as in which
the President todsy will lay down a marker that he will fight them every
sten of the way on thesge lzzues, and that we will have, T think, & good
and honesy national poliey dlalegue. A lot of the people we disagres
with orn these lssues #re honorsble pecple who we agrae with in other
izsues. Bub thiz is just & fundamental policy diffarence.

If you look at the first -- I think if vou wank Lo look at a
very fondamental difference, the first issue is expansion of the new
student loan refors program.  In 1993, the new studsnt loan réefoom
program Wwas pogsed. 1o allowed for direct lending, and it allowsd
stugdents Lo ger an individesl sducation account wheve they apuld have
flexible repavment Systems. I mean, it's prevty Simple.  The old systam
nad the federnl government zubsidize 8,000 middie men, essentlially
guaranteeinyg them a cervaln amount of profit, while fadersl Laxpayers
tock mest of the rest. What the direct lending program <iid was 1t Look
out the micdle man -~ it took out the middle men and the result was lower
fees For stuudents, ssviong bhen 32 billion over five vesrs for studsnts,
and saving the government 54.3 billion cver five vears. $o it’s more
convenient for studsats, It saves them mongy. 14 saves Lhe taxpaysrs
money.

Now, we are now at the point, qur administration. where some

of Lthese i{hings can be judged by just locgking zt how ihess vhings ara
working. The way Lt worked is that five pergent of the schocly came in
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in the first vyear. 104 schoole. In the sseond vear it weni up to 490
percent of the loan volume, S0 wg have an additienal 1,4%5 schools., The
record on the first 1G4 schoels ln estremsly positive. ABnd I would
encourage anybedy here to go talk to the 184 schools; we don't have fo
have a hypecthetical debate on this.

If you look at the articles that have been written ~- we
included the Newsweek article, Jane Bryvant Quinn from February &th; the
Threnicle of Higher Education srticle - 1F you look in The Washingion
Post today, vou have the head of the -« stusdent finoncial zid
atministrator sayving nearly every experience of the 104 has bkean
positive. Many of you weni with the President te Michigan at Dearborn
whare w2 did a roundtable and where the Universivy of Michigan president
nalkad about that 1u was Jjust drametic.  Now students cen go directly te
their gollege and get thels loans directly from there at lower costs.

S now what we have 18 we have the Speaker saying he'd like
to eliminate direct lending and we have Congrassman Goodling, who I
should poing out ig a persen hat this administration has begen able to
work with on issues, bul whire we disagrsee —— he wants o limit and say
tvhatr only 40 pergent -~ {hat we have 20 limic 3t fo what it is right now,
at 40 percent of the sz¢hosls rthat are goming in Lo Fiscal Year 925,

Now, here vou have & popular program; you have people
talking about allowing cholcg, and here’e a chance 1o allow che other 50
parcent of schools o come in and pacticipate in a strezemlined fedaral
srogram thab savas Lhem mongy, that’ s mors convenient, and I think it's
prabiy simple why 10'g happaning -~ thare are B, 000 widdle sen who have &
direct fipancial interest in kgeping the old system going. This is a
very simple dsbate -- this is a8 very simple policy issue between what's
gaod for students and what's good for the ¢consumer bankers and guaranby
agencies and thelpr lobbyists. [{'s hetween students and pankers and
their lebbyilsts., And we are golng Lo Come down on Lhe side of studants
and that's where we're going te stay. And I think thst we will have &
lot of support if people leave the ideclogy béhind and look at the 104
schools.

The second issuve is'on whar -- where there is iust g ¢lear

differance batween us -- is on whether we want to dismantle or protest
and expand the current ¢ollege access programs. We belisve vary much
Lhat nhe Pall Grants, that {he in-school interest subsidy (or studenis
¢rn Just ahsolubtaely crivical building hlocks in allowing peopie Lo g0 on
ang ger higher edudtation.

#a have increaged the maximum Pell Grant hy 12 percent, to
o oun o 258-30* next wesr: it would be the highest ever. We are trving
Lo provest programs like the in-school interest which says that when a
student who Is an & subridized Srafford loan, 4.3 million students are in
schoal, thely interest doss nol acerus. This makes a dramatic
difference. 1f you are a student who borrows $17, 000 over four years, 1f
che Republicansd o3ke away Lials bensiit, theo loan, rather than paying
back $17,000, would go up 33,100 go 320,000, The student’'z monthly
payments would go up 18 percent. That 1s a dramatic difference and would
have a msior effecy on oollege access,

£ How Lt naver-accrues Lo the student, L{hat interesy is
never due Lo the studeny -~ iL's in perpetuviiy for the loan subsidized by
the governmant?

ME. SPERLING: Ths student pays that without having 1o pay
the -- the interest dess not sccrue while they're in school. Once they
leave schocl the interast does accrue if they're not paving it baok.

¢ The interast, in efifect, iz paid by the govarnment during
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the time he's in school?
MR, SPERLING: Yes.,

© But T guess what ['m trying to ask is deas it then
dacrease by a net amount the interest the student has o pay on the sunm
total of the loan?

MR. SPERLING: It's quite simple. If you are a student and
you had borrowed at the maximum amount and you had $17,100, you would
start paying off 517,100. 1If the interest -- 1if this benefit is taken
away, you would start off paying $20,000.

Q Three years of interest on a §17,000 loan.

MR. SPERLING: Sc now, they have called for eliminating this
that is a saving, according to CBO, of $%.56 billion. It was called for
elimination -- in the Kasich+* Fiscal Year 1995 budget called for
eliminating the in-school interest subsidy, and then again, when we
challenged them to come forward with some suggested savings cduring the
‘84 campaign, they put cut a list of savings and again listed this as an
cption that they would use. And they have never backed off from that.

The higher education community is opposed to this; we are
opposed to this. Tweo-thirds of the people who benefit from this are
families making under 530,000, and I think this really is an issue of
fundamental priorities.

We all want to reduce the detficit. How are you going to do
it? They're going to say that they need this tor deficit savings. But
while they're trying to save $2 billion a year, hurting aid Lor 4.5

billion students, they proposing a $170-billion capital gains tax cut
over 10 years. HNow, that's not about the deficit rsduction, that's just
about priorities. And we think it is very misguided priorities te try to
get your savings from something that we think is a critical investment in
higher education and increasing people’'s standard of living.

Q¢ MNow, this is not on the table right now, as opposed to
the first one? This i1s in the Kasich budget proposal of last year, but
it's not actually being adveocated right now? You think it might be, but
it isn’'tg, right?

MR. SPERLING: I think it is very much out there. It was in
the Kasich proposal. It was one of the savings put forth in the $176
billion in savings they put forth during the Congress. If they'd like to
back off this, if they would like to respond to this by saying they don't
want to do that, we welcome them te join us in calling for protecting
this program. But that's not what we've heard.

We've also heard, on January 3lst, the Speaker talked about
replacing the Pell Grant program. That's a January 3ist speech. We've
also seen both in the Kasich budget, cutting in half the campus-based aid
program, which is the program ~--it's three programs; the Perkins loans,
the supplemental educational epportunily grant program, and Lhe
work-study. That, too, they would cut in half, at a savings of $2.87
billion in outlays over five years.

In terms of the -- going hack -- the direct lending program
that I mentioned is HR-330. That is the bill number thal caps direct
lending at 40 percent and does not allow it to go on its current path, or
even the accelerated path that we now propeose that would allow over the
next few years every schoel to join the direct lending program.

The third issue where, again, I Lhink there is a clear line
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ig on naticnal servige. How, one thing that was strangs was that whan
the Spesaker spoke of replacing the Pell Granis, he spoke abourt wanting to
tiw college aid to people working. That’s exazctly whet naglonal service
doss -~ gives pesople a grant for colliegs or highar education 1f they
serve thelir community. ¥e beligve, again, Thet we do net have to he just
2t a hypothetical phase, this prggram 15 in place.

i i'm sure that If scmebody digs far encugh t(heyvire yolng no
find some imperfectlong, but I think the overwhelaming weolgnt of the
evidence ls that this is z tremendous program, hat 1T 15 2 greal bang
for 1ts buck because it is doing ssveral things abl onoe. Tt is, ab a
vary low cost, helping people -- helping aulice officers Jight gang orime
in uhe community: helping disasster vicuims: helping all sorts of
oommunily service; at the same Lime, bullding a vivic ssnse of
responsibility and giving people aid to colleges in a8 way whayre Lhey ve
sarned it and worked for it

Zgain, ws hope thers will be Dipartisan support
Spaectar, Stevens, Leach, Chafes, Lundsrson suppoobted naltiongl servige.
Be're hoping that others will support it.  He should point oul that Lhe
way ©haf the state commissions are appeinted by governors, Lheyire
bimartisan —~- Theye are many Republican governors whe have appointad
cormmissions that are svecessfuplly running [hisg propgesal.  and agaln, I
tnink vhet unis is 2 clesy line that we are drawing and that we will
tight for ang {ight them a¥b every turn Lo arovect the aationsl ssrvine.

The fourth issue, sgain on colleye access, i3 tha
President's propossl to glve families up be 510, 000 deduction for college
tuition or higher sducation. =How, we are hopeful Republloans will coms
to the table and help us pass this. This has besn the propossl that has
been the most innovative and bthe most populsr, and wa think thabt Lthers
will be bipartisan suppolb.

But right now, while we are hoping 1o find -- whils we have
laid cut savings to pay for this, the House Contrscr progseds logking for
savings for $170 billion owver 10 vesrg for & Capital gaing oéx cul that

is retroactive and where 70 percent of the benelils ¢U U0 Deople making
ovar $100,000, and a nsutral cost recovery boondoggle thail is so
expansive and is such a giveaway £hat I think in is making nhe
Republicans blush. And I will definpitely he willing Lo predigte-~ and ag
least hope --that the sensible Republicans will coanvingce the Housg
leadership to give up this proposal. And cersainly, 15 Uhey wers to give
up this proposal and the 51060 blillicn they need over 10 years to fund
this, they could come te the raple and do something for the six to 12
miilion people who would hensfit frem the colleys tultlon tax oredit.

Fifth, T think is ancther stark division ~- [ think is ths
rale of the federal government in plaving a leadership rols in elementary
and secondary gducation, What we have begn promoting in Goals 20608 i3, I
believe, exactly what the American publis supperts. 1t is fedaval
leadership, while allowing reform Lo take place ot Lhe grass oounsg w-
hotrom=-up reform.  The Goals 2000 that 15 being atitacked 1§ & sirew man.
The Goals 2000 that Secretary Riley and the Baspuinlicans helped support is
one whare the federal government plays & leadsrship role, but in )
gaoourazing and empowering communities to come up with bhelr own zlans,
with community-eriented, citlzen~involved plans,

We do believe there is a national role in educavion. We do
balieve that we have a national intevest thab gees.bevond ary school, any
community, any state. And I hhink that has served this country well.

Now thers is moare of an esonomie reason for balng concerned about having
a patioenal success in education, and the federal governmeny dooes play a

limited reole, compared to local governmenl, but {¢'s historically bsen an
important one. We're goling to fight to protect Goals 2000 and to expand
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1%, and we will oppose the gfisrus ho akolish uhe Deparumant of
Bducation, which sends the wronyg messayge Lo bthe country, and it sends the
wrong message to Lhe world about our commitment Lo investing in young
prople and making sure that our studenta are gatting skills thav will
a#llow Lhis natlon to coup2te in the giobal sconomy,

Finally, & sixth issuse iz Head Btact. November 1lth, right
afier the slegtion, Head Start was one of the proposals that the Speaker
sald oould e on the tabls. On January 16th, {HEE reported the
Judd-Cregy’® list of cots that he'd Laern gast Lo come up with to help the
Senate Republicans look for savings o fulfill thelr pledge or contract,
included a 50 percent cut in Head Start. &nd thegse have been sgrious
conversations aboulb Including Head Srart in & blook grant. We are
shsolutely opposad fo any of thess proposals. Hesd Starh 18 & national
AuCcess stovry.  Over the last faw yvears, there has bDeen & potitive raview
of it., a sense that even though iU's been a sucuess, LU could e petter.

There was 2 hipartisan group pul together with the
administracion that came up with new goals with Head Start, that made 4
focus mors on goality, L made sure there was more focus not Just
increasing the numbers, but making sure the young peopls belng served
were Deing served well. Theose reforms are in piace, and of all b
places 2o go looking for savings while vou're Lhrowing away mongy on
something 1ika Eng neuiral Cost vecoveny, therve’s fust no excuse for
thinking about taking it from poor ohildren and Head 3tart and 2 program
that has been 4 sSuCeess story.

rt

So boday Ls bthe day when peonle want Lo Engw, wihers is

President going bo draw the lins, where 1s be goling bo lay down » marksr,
He's going wo lay it down herxs. It s & fundanantal diffsrence i
priorivies, and 11 18 & furdamgnual gifference 2L economis ariovitiss.
The President believas very deaply that she skills sorgd sducation of (he

:
y =

Fnerican people are absolutely fundamental to Qa” atsllilty o ralss
standards of livings asnd keep Americs Lhe mosy gowerful sconomic foroe in
the world goling inte the veay 2000, That's what he belleves in, that’'s
what he's going to talk about today, and that's whai we will fight for
during the next six VYEars.

¢ Geng, ig hg going te ask fhe council not to use these new
avalldblllty aof deductions, or your hope Lhat you gan have continued
cess to dirsct loans® Is he golng 0 vige Lhem nol Lo ralse pulinlion?
Because that's a criticism some people have said that they could do now
with these expanded funds available for aducation. thay just turn around
and ralise tuition? - : .

MR. SPERLING: [ ‘think that, fivat of all, tultion did
skyrocket during the '80s. It even was up faster than health care. But
ovey the last few vears, the competition among colleges has become mors
figrce,  The demographics put them in more ¢f a competitive mese, He
baiieva that the marketplace wlll he working, but I haiieve that one of
tha Prasident’'s messages over the next couple ol months will be in the |
sense ¢f the Hew Covenant, thav we have mutugl responsibhiliiciss, and whan
the Jederal government 1s making an effort to make colleye tueition more
acoessible that colleges and the state legislators uhar conurol Eheanm
should not take advantage of that.

) But while 1 think we will challenge tham, o
markeLpisce and the ”“mpﬁhmtxv@rgss for suudents will be
force that will kasp oulition oosts down,

think what the
the main driving

Blse, remembar -~ certainly, college tultion btax credit does
lovier costs by 15 percent or 28 percent for a family, but they're still
bearing 8 large Dost, and Af s college raises tultion, families are geing
to feel i, and they're going to hepefully, as vou would expeckt, go to
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crher aolleges that are doling 2 better job of keeping thelr costs down.

£ ralk aboul merging the Department of Education and the
Depariment of Labor. .

ME, SBPERLING: Qur feeling is rhai the Depsrimant of
Bducation andg the Depariment of Labeor have been able 10 work exgremely
wrll together on the School-To-Work., Goals 2000 and other issues. Bub we
support keeping the Department of Eduvration and kesping the Depariment of
Leboy., <Tertainly &3 the Presiden:t goss forsh roinvantlng Qovernnent, we
are williong yvo look at many reforms angd challenge Lhe depariments, Dul we
walieve that right now, thosa reforms can bake place fasy within the
Deparment of Labor, and within the Department of Education sepsrataly.
Wa ghink chey’re performing well and will be going even further through
the VYige Presidant and the Presidant's Reilnventing Government progess.

: But there is no guestion there ls apparently Congrassman
Gunderson, according to the newspapers, has proposgals to p@rhaps merge
them, but I think there are cbviously oiher people wne arg laterssged in
eliminacing the Dapartment of Edugation: certalnly some prominent
Reputlicans have ac:kew Qut on that. Soms &f them are cernainly paople
who have honcrable records on educarien, but we just bellieve Lhev're
fundamentally misguided and wrong, and that they are making their cage by
gsatting up a straw man about Geals 2000 and not looking ag what a very
decentralized hottom-up, grass rcots-type of reform the Secrsvary of
Education is leading.

Q Will the President specifically threaten o use a veto on
any of these six issues?

MR. SPERLING: I think & wise stratagy by any White House ig
not te rush Lo give out their wveto strategy. [ Lthink he ig going Lo say
that he will fight them ac every turn. Certainly, the velo Ls a powerful
weapon in his arsenal, But when and on whay and in whau ¢lreumstances he
will use it, I will leave it to the President fo rell you.

Q@ The Heouse, as you know, is debacting whelhaer o change the
meney in the Crime Bill from funding 100,000 police fo black grants for
citizens and states. I3 the President going o be able Lo rasist taiking
about that today, and assentially stepping on thig wmessage of sducation?
Beczuse thabt is today's story back in Washlingron.

MR. SPERLING: Well, he's speaking ai the American Council
of EBEducation. f£learly, this is where we're going Lo be drawing the line

roday. I chink the story iz thay the President, chis week, ig laying out
placas that he is going Lo gs te thz wall to Light the Republicans oo
issues -- or, Sone Republicans -~ -~ 05 lssues (hel he bellevas deeply in.

S¢ I zhink the common theme 1s that the President iz using chis week Lo
draw the line on some very fundamental issues: 100,000 cops is one, and
the rols of education and parvicularly hRigher edusation for this
country’s future lg the second ane.  And 1 think that is the thrsad thas
viss today and the weeksnd together.

G foreign pollicy ilgsumrs?

Q  How about the forelgn policy lssues invaiving the
peacakesping, and Sscretary Shalala’s letter vestggrday on w-

MR, SPERLING: I'wm going to tell vou that vou're gebiing osut
of my range, and I'm going zo ler you ask Mr. Melurey aboor chose
guastions.

& Foster »- he's golng o the wall for Henyy Fosber, too.
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MR. SPERLING: Again, I'm geing to stay within my policy
area. N

¢ your policy area, Gene, there's some confusion. This tax
deductibility for education, this would be a so-called "above the line"
deduction, available even to people who did not itemize their tax
raturns, right?

MR. SPERLIMNG: That 1s correct.

¢ S0 this is not just a sop to upper middle class people
with college kids that some people have tried to say that it is?

MR. SPERLING: WNo, it is an above-the-line deduction that
would be available for people who did not itemize, and that will bhe one
of the things that will make it wvery popular, we believe.

Q In some of these areas he's asked for really bkig
increases, like BmeriCorps, which might be hard te justify down the road.
Is this kind of a symbolic gesture on his part, or does he actually think
he can get Congress to develop a full funding of AmeriCeorps, which is
already bigger than the Peace Corps?

MR. SPERLING: We're proud of the fact that it's bigger than
the Peace Corps. We think that having 33,000, and hopefully 47,000 young
people who are out in the community, making low wages to serve their -
community, 1o help solve social problems as a way of learning how to work
in their communities and being community leaders and going to cellege is
a tremendous thing, and we're proud of the fact that it could get to be
larger, and I think we want to do everything w2 ¢an to move towards the
President's goal of having 100,000 young people engaged in natiocnal
service through AmeriCeorps. I think that the proof will be in the
pudding, and I think that right now the stories you are hearing are very
positive stories about very enthusiastic young people, working in
communities where organizations have bid for them, where state panels
have worked to set things up. This is another example of national
leadership where the implementation and the design happens at the local
level, it happens with the private sector. You have IBM, GE, many large
companies working together to make this happen.

As to whether we'll get the increases we want, we're going
to fight like hell to get them. We'll do the best we can, and we'll make
the best case we can. Certainly, on some of these programs, it will take
a big fight just to hold the lime. We understand that. That doesn't
mean we're not going Lo fight for the full amounts that we believe in.
We've been able -- we are very proud that we've been able to bring the
deficit down now —-- it's projected to be $616 billien over five years,
and still be able to find additional spending cuts so that we can
increase exciting new programs like national service. And, ultimately,
if we'd putr ideology aside, if people look at the direct lending program
anc¢ ask whether it's working, if they look at npatienal service and ask
whether it's working, the proof will be in the pudding. And if it turns
out that you need to go slower at some point based on the facts, that's
fine.

But people should also be willing teo say thal these programs
are working and that Lhey're successful. We should be willing Lo admit
that, put ideology aside and glve more pecgple a chance to have these
opportunities.

THE PRESS: Thank you.

END11:55 A.M. EST
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EXECUTIVE OFFICE OF THE PRESIOENT
COUNCIL OF ECONOMIC ADVISERS
WASHINGTON, D.C. 20500

April 25, 1898

MEMORARDUM FOR LAURA TYSON, NEC
GENE SPERLING, NEC

FROM: MARTIN N. BAILY, CEA ‘{\@%x
ALAN KRUEGER, DOL A 144
DAVID LEVINE, CEA (M=t
HALSEY ROGERS, CER

BUBJECT: The Impact of Education on the Economy

We enclose the review you have regquested of the evidence on
the effects of edacation on the economy. A one-page summary is
enclosed. Pleagse circulate as you see fit. We feel that it might
be worth .giving a short briefing on the issues to interested NEC
participants. We have cecllected coples of the refer«nces that can
be miada available to anyone who wants to review the original
studies.

Attachments
Summary
The Impact of Educatien on the Economy



* The educational level of the U.5. workforce has risen, both over the long term
and over the past twenty years. U.S. students compare unfavorably to those in other nations on
ests of math and science. Test scores have been increasing in the U.S., especially for
minorities, :

. There is a very well-established relationship between the amount of education of
workers and higher earnings. There is debate about the causes of this correlation, but the weight
of the evidence strongly suggests that providing additional education will increase individuals’
subsequent earnings. The retum to education bas been rising. “ ,

] The evidence shows that compensatory prescho(}i education programs such as
Head Start improve subsequent school achievement. The evidence is not yet available to provide
a full evaluation of “school W work™-type programs but the initial evidence is favorable,

. Edﬁcatien and training pay off for workers who already entered the labor market.
Worker training is generally an essential ingredient in the adoption of high performance
workplaces. ' '

. Increased education is associated with better social outcomes, such as less criminal
behavior and better health, This suggests education is a good investment for society. However,
the causal link between education and improved social outcomes is not as well established as for
education and carnings.

. Programs that make education cheaper or more available appear to increase the
amount of education. :

* Children who experience poverty between ages 6 and 15 are two to three times
as {ikely to drop out of school as non-poverty students, with adverse effects on their subsequent
economic and social performance. The cost to society of having children in poverty is
substantial,

. There is mixed evidence on the impact of increased per pupil spending on school
performance, The 1966 Coleman Report and several subsequent studies suggested litle linkage
between doliars spent and student achievement. More recent analysis suggests school resources
do affect test scores and there is evidence suggesting that increased school resources do add to

. subsequent student earnings.

* Since education raises the carnings and productivity of workers, most economists
conclude that it contributes to overall economic growth, Fvidence from cross-country
comparisons generally supports the conclusion that education contributes to growth,
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I. THE EDUCATIONAL LEVEL OF THE U.S. WORKFORCE HAS RISEN IN

American workers now have more years of formal education than ever before. Recent

" years have seen the continuation of three heartening trends. First, more students are
finishing high school. In 1973, 14.1 percent of 16 to 24-year-olds were high-school
dropouts; by 1993, the rate had fallen to 11.0 percent.  Part of this improvement is due to
increases in the graduation rates of African American students, whose dropout rates have
fallen much more sharply than have dropout rates for white students. Second, more high-
school graduates are attending college, Since 1980, the percentage of high-schoot graduates
who enrolled in college following graduation has increased from 49 percent to 62 percent.

As new workers have replaced older, less educated workers, the share of the labor force with
a college degree has also increased, from 16 percent in 1973 w0 29 percent in 1993, Third,
total graduate-school enroilment has grown almost as rapidly as undergraduate enrollment, in
percentage terms, over the past two decades; among full-time students, growth in graduate
enroliment has been much faster than in undergraduate enrollment. The result of these three
trends has been a more educated labor foree: average years of education per worker ¢limbed
from 11.8 in 1973 to 13.0 in 1990,

Test scores have also risen, although they remain unimpressive by international
standards. Over the past decade, test scores in mathematics, science, and verbal skills have
generally risen for children of almost all ages and racial and ethnic groups. These test-score
gains have been largest among African American students. Despite the gains, there remaing
room for further improvement: 1.3, students continue to trail students from most other
industrialized nations on international achievement tests in math and science.

II. FORMAL EDUCATION CREATES SUBSTANTIAL ECONOMIC BENEFITS,
BOTH FOR THE INDIVIDUAL AND FOR SOCIETY,

More educated workers earn more, and the gap is increasing. In 1994, for example, the
median full-time worker with at least a bachelor’s degree earned 74 percent more per week
than the median fell-lime worker with only a high school degres; this gap was only 36

percent in 1979, The rewards to education and training are one of the most well-established

' U.8. Depariment of Education, National Center for Education Swtistics, Digest of Education Stasistics,
1924; and U.S. Department of Labor, Bareau of Labor Satistics, Labor Composition and 1.8, Productiviry
Growth, 1948-90, December 1993,
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findings in economics.? Positive retums to education and the recent increase in returns have
been documented for a wide range of foreign nations, as well as for the United States”

Labor demand in high-skill occupations is increasing. Taken together, the two trends
noted gbove—the greater numbers of college graduates, and the increasing carnings gap
between college and high-school graduates—suggest that demand for higher-skalled workers
must have increased in recent decades. And indeed, occupational evidence supports this
view. From 1984 to 1994, whereas employment growth in occupations whose workers have
low levels of education avemged only 7 percent, employment growth in high-skill
occupations averaged an impressive 32 percent. ’

There Is some debate about the cause of the correlation between education and earniogs,
One problem is that people with high ability are disproportionately likely to receive ahove-
average education, but would also have been disproportionately likely to receive high wages
even if they had not received so much education. In addition, education can pay off for an
individual because education is credential that signals high ability, even if little is leamed at
school. To the extent those with more schooling would be more productive anyway, or that
schooling is just a rat race for credentials, then increasing educational attainment will not
raise national output,

Nevertheless, much of the evidence indicates that the economic rewards to education
accrue because schooling actually makes students more productive as employees, and not
primarily becaunse schooling screeas out low-ability students. One recent study showed
that a year of college education increases earnings by 5 percent to 10 percent, even
controlling for family backgrounds or test scores in high school. This result holds not only
for four-year institutions, but aiso for community colleges.® Another study examined
identical twins, who obviously share similar family characteristics and identical genes, and
found that each year of additdonal schooling raises later eamings of the more-educated twin

T Willis, Raben, "Wage Determinants: A Survey And Reinterpretation of Human Capital Earnings
Functions,” i Orley Ashenfelier and Richard Lavard, eds., Handbook of Labor Economics, Valume |, Elsevier
Fublishers, 1386,

? Psacharopoulos, Gsorge, “Returns to Education: A Furiher International Update and Implications, ©
Journal of Human Besourves, Volume 28, Fall, 1983, and Freermun, Richard B., and Lawrence Katz, "Rising
Wige Inequality: The United States vs, Other Countries,” in Freeman, Richard B., ed., Working Under
Different Rules {(New York: Russel Sage Foundation}, 1994,

' Kane, Thomas J. and Cecilia Rouse, Labor Marker Retarns to Two and Foar-Year C{?Heg;e I A Credit
a Credit and Do Degrees Maner?, Working Paper #311, Industrial Relations Section, Princeton Umw:mil}f
Dtecember 1993,
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by about 13 percent.’ A third study found that each additional year of schooling due to
compulsory-schooling lawz mises earnings by 8 percent (although statistical problems limit
the precision of this estimate).®

[Il. LEARNING THROUGHOUT THE LIFE CYCLE HAS HIGH PAYOFFS.

Head Start and similar compensatory pre-school programs have substantial economic
payoffs, Critics of Head Start-style programs have notad that although the programs
substantially increase the IQ test scores of participant children relative 1o non-participants,
thig test-score advantage disappears by the end of grade school. But studies that have looked
beyond this narrow measure of intelligence show that despite the erosion of IQ wst-score
effects, preschool programs can give a persisient boost to academic achievement, Compared
with other students with similar characteristics, graduates of Head Start-style programs are
less Kkely to be held back in school, less likely to be classified as special-education students,
and more likely to praduate from high school. As a result, the program appears to yield net
benefits not only for participants but also for the xpayer.”

“School-to-work™-type programs can be successful in improving student outcomes.
Recently, substantial governmental efforts have been devoted to strengthening the link
between high schools, community colleges, and the workplace. Although these efforts are in
many c¢ases too recent to have produced results that can be evaluated rigorously, preliminary
resulis are encouraging. For example, California’s Partnership Academies, which combine
high-school education with career-focused training and work experience, have apparently
been quite successful in reducing dropout rates among program participants.® -More definite
results are available for established programs targeted at high-school dropouts, such as the
highly successful Center for Employment Training in San Jose. \

* Ashenfelter, Orley, and Alan B. Krueger, “Estimates of the Ecosomic Retuens 1o Schooling From & New
Sample of Twins,” Americas Economic Review, Decerber 1994, Otber studies of twins have found smaller,
but stil] posstive, effects, .

& Angrist, Joshus and Alan Krueger, "Does Compulsory School Attendance Affect Schooling and
Earnings?,” Quarrerly Journal of Economics, Vol. 61, No. 4, November 1981,

? Bames, W. Steven, “Benefits of Compensatory Preschool Education,” Journal of Human Resoarces,
Vol. 27, No. 2, Spring 1982,

! Hayward, Becky, and G. Tallowdge, Evaluation of Dropaus Prevention and Reemry Projects in
Yocarional Education, draft final report, Research Trangle iastitute, November 1993 and Stern, David, o1 4k,
*Henefits and Costs of Propowt Preveation in a Program Combining Academic and Vocstional Education:
Third-Year Resuits from Replications of the California Peminsula Academies,” Educational Evatuation and
Pslicy Analysis, Vol. [1, No. 4, 19895, ’
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Education and training for experienced workers have economic benefits as well, One
recent study concluded that cach year of education provided through a Penasylvania program
for older displaced workers increased earnings by some 7 percent.’ And a recent study of
the Job Training Partnership Act, a Federal program providing training for economically
disadvantaged clients, found that participation increased the earnings of adult males by 10
pereent and the earnings of adult female participants by 15 percent.  These earnings gains
were one and a half times greater than the costs invested to produce them.™

Firm-provided vocational training bas positive economic impacts for participants and
employers. For workers, a year of either on-the-job or formal training raises wages by

_about as much as & year of college education,” There is also evidence that firm-provided
training leads to productivity gains. A survey of small manufacturing firms in Michigan that
received training grants from the state government found that the additional training provided
by manufacturing firms significantly raised productivity by reducing wastage.”? Another
study of formal trzining programs in manufacturing firms found that firms that introdaced
training programs in 1983 had productivity growth that was 19 percent faster, on average,
than at other firms.”

Some evidence suggests that training is most effective when combined with other
innovative workplace practices. In practice, companies that train their workers well tend
also to have adopted other innovative practices--for example, pay systems that reward
productivity, as well at management structures that give frontline employees the ability to
suggest and implement improvements in the product and workplace.* Several studies
suggzest that taken together, these policies are more effective than training alone,

Evidence of the effectiveness of these human-resource practices comes from a variety of
industries. In manufacturing, a multiyear study of steel finishing }im:s\showeé that plants

? Yacobson, Lowis, Robert Lalonde, and Daniel G. Sullivan, The Returns to Classroom Training for
Dislocated Weorkers, vopublished gmpnscripd, September 1994,

¥ Bloom, Howard S., ot al., The National JTPA Study: Overview of Impacss, Benefits, and Costs of Title
If4, Abt Associates, February 1994, . - :

' Lynch, Lisa, *Private Sector Training and the Earnings of Young Workers,* American Economic
Heview, Vai, 32, No. 1., 1062,

32 Holzer, Harry et al., *Are Training Subsidies for Firms Effective? The Michigan Experience.”
Industrint and Labor Relations Review, November 1993,

13 Bartel, Anne, *Productivity Galns from tie Irplementation of Employee Training Programs,”
fndustrial Relations, forthcoming.

#* 115, Department of Labor, High Performance Work Practices and Firm Performance. 1993; and
Levine, David L., Reinvenring the Workplace: How Business and Employees Can Both Win {(Brookings, 1993,
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using highly innovative human-resource management systems (i.e., that had incentive-based
pay and employee involvement as well as training) had the highest productivity: these plants
were in operation 98 percent of scheduled time, compared with only 88 percent of the time at
companies with traditional work practices.’® Another study concluded that

high-involvement steel minimills not only excel in quality and productivity but also enjoy
lower employee turnover.'® Moreover, these results are not unique to the steel industry. A
comparison of productivity in several industries in the U.S., Germany and Japan found that
adopting best-practice production processes generally required extensive worker training."”

A worldwide study of the automobile industry found that a coordinated change to an
involvement-oriented human resource system can simultaneously improve product quality and
productivity.”™ Studies of the electrical components industry and of companies with ﬂenble
manufacturing systems have found similar results.*

Although most of the detailed studies are in manufacturing, high-involvement human-
resource policies—that is, policies that give all employees the ability, incentive, and power to
improve constantly their workplace and the product—also appear to yield benefits in service
industries. One study of 850 publicly held service companies discovered that high-skiil,
high-involvement work practices predicted organizational performance: a one-standard-
deviation increase in the measure of high-performance work practices correlated with a
reduction in employee turnover of more than 1 percentage point (for example, from 14
percent to 13 percent per year). It also correlated with 16 percent higher sales per employee
{(controlling for capital per worker and research and development spending), raised annual
cash flow by $3,800 per employee, and raised the market value of the company by more than
$18,000 per employee.”

A

15 Ichniowski, Casey, Kathryn Shaw, and Giovanna Prennushi, "The Effects of Human Resource
Management Practices on Productivity, " unpublished manuscnipt, March 1994,

18 Arthur, Jeffrey B., “Effects of Human Resource Systems on Manufacturing Performance and
Tumover,” Academy of Management Journal, Vol. 37, No. 1, 1994,

'7" Baily, Martin Neil, and Hans Gersbach, "Efficiency in Manufacturing and the Need for Global
Competition,” Brookings Papers on Economic Activity: Microeconomics, forthcoming.

'® MacDuffie, John Paul, “Human Resource Bundles and Manufacturing Performance, " University of
Pennsyilvania, Wharton School of Managément, June 1993,

19 Cutcher-Gershenfeld, Joel, “The {mpact on Economic Performance of a Transformation in Workplace
Relations,” Industrial and Labor Relations Review, Vol. 44, January 1991; and Jaikumar, Ramchandran,

"Postindustrial Manufacturing, " Harvard Business Review, Vol. 64, November-December 1986,

0 Huselid, Mark A., "The Impact of Human Resource Management Practices on Turnover, Productivity,
and Corporate Financial Performance,” Academy of Management Journal, forthcoming.
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IV, EDUCATION AND TRAINING ALSO HAVE NON-ECONOMIC BENEFITS.

Higher levels of education are associated with better health outcomes, more effective
child-rearing, greater political participation, increases in charitable giving, and less
participation in crime. Higher levels of education improve health behaviors and decrease
mortality rates, and more educated individuals also appear 1o be betier parents to their
children.” Some of these outcomes produce positive externalities for society as a whole,
and not simply for the educated individual; examples are the lower crime rates and lower
rates of infectious disease that are associated with education. These results should be
interpreted with some caution, however, due 0 uncertainty about whether these relationships
reflect causal links (see below).

Saoclety pays Iarge costs for each individual who fails to reach his or ber educational
potential. High school dropouts are far more likely (o be convicted of crimes than are those
with higher levels of education. For example, on any given day in 1992 almost one-quarter
of all males between 18 and 34 who had not received a conventional high school
diploma—but less than 4 percent of those who had-were either in prison, on probation, or
on parole. - Based on 1992 figures, the present value of total prison, parole, and welfare costs
over an adult lifetime for each individual who does not graduate high school averages
$69,000, Costs are only about $32,000 for each high school graduate who does not attend
college, and just $15,000 for each person who has attended college.

Theoretically, it need not be the case that education ¢auses law-abiding behavior. It is
conceivable, for example, that certain innate traits lead some young men both to drop out of
school and to commit crimes, so that compulsory education for those young men would do
nothing to reduce their propensity to commit Crimes,  However, the evidence in Section 1T
indicates that students who attend more schooling not begause of innate differences, but for
reasons such as compulsory schooling laws, nevertheless enjoy higher eamings. These
results indicate that the higher earnings of the more educated are not due solely to innate
differences in ability. Although this is not direct evidence, these results suggest that higher
levels of education would also reduce crime and welfare dependency. *

* Haveman, Robert, and Barbara Wolfe, "Schooling snd Economic Well-Being: The Role of Non-Market
Effects™, The Journal of Human Resources, Volume 19, Mumber 3, 1984,

? Econonsic Report of the President, (1.3, Government Printing Offics, February, 1995, pp. 187-188.
Figures are present valuc disconnted 51 4% annual reie for costs of prison, weifare, and parole between the ages
of 18 and 54, based on 1992 data.  The costs of prison snd parole do not include the costs bome by the victims
of crimes, which are probably much ligher, ' )
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Y. FAMILY INCOME AND TUITION COSTS AFFECT EDUCATIONAL
OPPORTUNITIES,

Borrowing constraints menn that college costs may have a particularly large effect on
educational attainment. If capital markets functioned perfectly, any student for whom the
returns to education were greater than the interest rate would be able to borrow enough to
cover tuition and living costs. Thus low- and high-income students with similar abilities
would be expected to enroll in college at similar rates. But in practice, future earnings tend
to be far less effective as collateral than are physical assets such as houses. As a result,
students cannof necessarily borrow enough to cover the costs of education. Thus college
costs matter more than they should: even when costs are low enough to make education a
good investment for a low-income sfudent, they may be foo high for him or her to stay in
school. A variety of evidence suggests that by easing the borrowing constraint, government
can substantially increase educational attainment.

Lower college tuition leads substantially more students to enroll In college. The net cost
of college education appears to have 2 substantial impact on the likelihood of college
enroliment for low-income students. For example, one recent study has found that students
from states with low public-university tuition levels are more likely to attend post-secondary
education than students from other states, even after controlling for a wide variety of other
factors that could cause this difference.” Because the effect is stronger for low-income
students than for high-income students, it seems likely that borrowing constraints do indeed
constrain educational attainment, implying a role for government.

Government aid can also play an important role in driving down the cost of college, and
thus inducing more students from low-income families to attend. There is a substantial
amount of evidence that for low-income students, the availability of grant aid strongly
increases the fikefihood of participation in further education.”

The low levels of educational attainment of low-income students (caused both by
horrowing constraints and by other risk factors) are costly in terms of lost future
productivity. For poor children, rates of school completion and advancement to post-
secondary education are much lower than for other children. For example, children who

# Kane, Thomas, “Coltege Entry By Blacks Since 1970: The Role of Cotlege Costs, Family Background,
and Returns to Education,” Journal of Political Economy, October 1994, See also Manski, Charles, and David
Wise, College Chuice in Americo, Harvard Umiversiiy Press, 1983,

B McPherson, Michael, and Morton Shapiro, Keeping College Affordable: Government and Educational
Opportunity, Brookings Institution, 1991, p. 214 Hauptman, Arthor M., sad Maurcen McLaughlin, “Is the
Gioal of Access to Posi-Secondary Education Being Met?7,” Washington, DU, American Council o Education,
1984; Jensen, Bne L., "Financial Aid and Educational Ouicomes: A Heview,” Coflege and University, Spring
19483 Leslie, Larry, and Paul Brinkman, "Ihe Economic Value of Higher Educarion, McMillan, (988; Manski
and Wise, op. cit.
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experience poverty between the ages of 6 and 13 years are two to three times more likely to
drop out of high school than are students who never experience poverty. A recent study
commissioned by the Children’s Defense Fund, which added up the costs of low educational
achievement for the 14.6 million poor children in 1992, estimated that each year that these
children spend in poverty costs the economy somewhere between $36 billion and $177 billion
in reduced future productivity and employment. (Again, these estimates assume that the
productivity benefits of a year of education are as large for poor students as they are for the
average student.) : -

V1. ARE WE JUST THROWING MONEY AWAY BY SPENDING IT ON SCHOOLS?

The evidence on the payoff to school resources is mixed. This is probably not surprising; -
it is inherently very difficult to estimate the effect of school resources on student achievement
because schools with troubled students ¢e.g., many from single-parent families) may need to
spend more on everything from metal detectors to attracting teachers, yet still show below-
average test scores or other results.

The Coleman Report--which in 1966 found only a weak relationship between schoot
resources such as class size and standardized test scores—has had a buge impact ou the
policy debate. Many subsequent studies also have found an insignificant relationship
between test scores and school inputs,™ and a majority of educational researchers probably
hold this view.

More recent evidence finds that more generous school ressurces have benelicial effects
on student test scores. An important recent study re-analyzed previous research and came
to a very different conclusion—that the lijerature had too many statistically significant
findings to support the view that school résources have no effect on test scores.® In
addition, the only large-scale, randomized experiment on class size and student achievement
ever performed in the U.S.—the Tennessee STAR experiment on grades K-3- concluded
that students performed better if they were assigned to smaller classes. Smaller class size
had especially beneficial effects on test scores for low-income students and for black

students. {A number of researchers have criticized the implementation of the experiment, but
there is #o strong reason o doubt the conclusion.)

In contrast wiih the test-score Hierature, most studies that look directly at the
relationship between school resources and students’ subsequent income or edocational
attainment tend to find 3 positive association. 'Because test scores have only 3 weak
relationship with economic outcomes, such as subseguent income, it is important to look at

¥ Hanushek, Eric A., "The Economics of Schooling: Production and Bfficiency in Public Schools,”
Journal of Economic Literature, Volume 24, Septenther 1986,

B Hadges, L.V.. "Does Money Maltes?,* unpublished working paper, University of Chicago, 1993,
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the relationship between school spending and economic outcomes. A recent review articie
concluded that on average, a 10 percent increase in school resources leads to a | 10 2 percent
increase in students” annual income later in life.¥ However, other studies have raised
methodological concerns with this literature, and have argued that there i3 an insignificant
relationship between school resources and students’ subsequent income.  This remains an
unsettied issue, but we think a case can be made that school resources lead to higher income
for students down the road. \

VH. EDUCATION CONTRIBUTES TO ECONOMIC GROWTH.

New evidence emphasizes that education is an tmportant determinant of the speed at
which the economy as a whole grows. A large body of literature has shown that countries
with the highest initial levels of education in 1960 or 1965 typmliy grew the fastest in
subsequent decades.® One recent study, in trying to pinpoint just how education makes its
contribution, has shown that countries with better-educated labor forces are better able to
take advantage of technologies developed in ather countries;™ this factor is likely to have -
contributed to the growth successes of Japan and the Fast Asian newly industrialized
countries. Sketchier evidence suggests that even within countries, states and regions with
better-educated labor forces grow more rapidly.® Theoretical economists also emphasize
that a well-educated workforce can raise the productivity of R&D (for example, because new
innovations are implemented more quickly), generating the technological improvements that
are the crucial ingredient in long-term growth,

The cross-country evidence for an education growth effect is not irrefutable, however,
The central difficulty with these cross-country analyses is that countries that "got education
right” also got many other things right. That is, countriss with high levels of education
tended to be those with high investment rates, low inflation rates, a strong export orientation,
and stable political systems-all of which are believed to contribute W growth. As a result,
disentangling these factors to determine which of them has contributed most is no easy
matter. Still, most growth economists believe that in combination with other factors,

¥ Card, David, and Alan Krueger, *The Bconomic Return to School Quality: A Partial Survey,”
Princeton University, 1994,

B See, for example, Barro, Robert 1., “Boonomic Growth in a Cross Section of Countries,” Quarterly
Journal of Economics, Volume 106, May 1991; and Mackiw, N. Gregory, David Romer, and David Well, "A
Contribution to the Em}:}in'cs of Economic Growth,” Quarrerly Journal of Economicy, Yohume 107, May 1992,

® Benhabib, Jess, and Mark M. Spiegel, "The Role of Human Capital in Economic Development:
Evidence from Aggregate Cross-Country Data,” Journal of Monetary Economics, Vol 34, 1994,

3 Holtz-Eakin, Douglas, "Solow and the States: Capital Accumubation, Productivity, and Bconomic
Grovah,” Narieaal Tax Journal, Vol, 46, No, 4, 1993,
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education plays an important role,

Educational improvements have contributed significantly to postwar economic growth in
the United States. If we accept the proposition that more educated workers are paid more
because their education makes them more productive, then we can estimate education’s
growth effects directly by measuring increases in the educational atainment of the
workforce, Using this method, the Bureau of Labor Statistics estimates that between 1963
and 1992, improvements in education added (.3 percentage points per year (o the growth rate
of GDP—meaning that education accounted for about 20 percent of per-capita income growth
over that period. This estimate depends crucially on the assumption that the earnings effects
of education equal its effects on the economy’s productivity, however. If in fact education is
just:signalling, then 0.3 percentage points is an overestimate; if instead education has positive
spillovers, then the actual contribution of education may be even greater. Training and on-
the-job leamning also contribute to economic growth, although we have no estimates of the
magnitude of these effects,

Educational improvements for lower-skilled workers can help ensure that they benefit
fully from economic growth, Factors that contribute to growth, such as technological
advancement and increased trade, sometimes benefit higher-skilled workers
disproportionately. The computer advances of recent years, for example, have probably
contributed to economic growth while simultancously shifting labor demand toward the high-
skilled workers who can best use the new fechnologies. To keep lower-skilled workers from
being left behind by growth, it may therefore be necessary to increase their levels of
education and training. '
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MEMORANDUM TO GENE SPERLING
FROM: JON ORSZAG

SUBJECT: Stats for the Princeton Speech

EDUCATION AND ECONOMIC GROWTH:

. A study by the World Bank found that beticr-cducated countries grow faster: a 10-
percentage point increase in school enroliment raised fncome growth by 0.3 percent.

SOURCE: World Rank, “The East Asian Miracle", Oxford Univ. Press {1993), page 48, “dn increuse
«f 18 percentage poists in the primary or sccondary schwol enroliment vate would raiss
per capita income growth by 0.3 percene” The estimate is based oa cross-economy
regressions for 113 cconomies between 1960 and 1985,

EDUCATION AND JOB GROWTH:

* In the next decade, 44 percent of the new jobs will reguire some form of education or job
training bevond a high school degree.

SQURCE: Bureau of Labor Statistics.

. During the next decade, about one-half of the 30 fagtest growing occupations will require
education or training heyond a high school degree, This includes occupations such as
systems analysis, computer engineers, operations research analysts, surgical technologists,
electronic pagination systems workers, and occupational therapy assistants and aides.

SGLIRCE: Burean of Labor Statistics, Momrhly Lobor Review, November 1995,

. Over the next decade, jabs that generally require at least an assorviate’s degree are
projected to grow faster than the average rate.

SQURCH Byreau of Labor Statistiss, Employmeny Qutiook 1594-2003,

. Jobs that require a college degree (or higher) will account for 6 million new jobs over that
next decade -~ that's 34 percent of total job growth, significantly more than the 21 percent
share of 1994 employment accounted for by these jobs.

SCURCE: Bureau of Labor Statistics, Empiovment Cutlopk 1994.2001.
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From: Bob Shiremaq
Date: August 16, 14995
Re: , Possible Bxcculive Action on Student LO&ans

As we discusged, herc are wy initial thoughts on action that the
Pregident could take o rein in guaranty agencies, at the same
time reminding peocple 1 hat the guarantee program ig not ®*private
secter.® If you need wmore details on any of these points, let ume
know. {1 will be cut «f town August 18-27}. :

Action 1: Btop Fraud, waste and Abuse. Require any entity that
controls federal money and is fully backed by U.5. taxpayers
{e.g. student loan qu.anty agencies) to abide by the same
ethical rules that appty to regular federal agsncies and
employees. Prohibiv «onflicts-of-interest (Bush proposal),
eliminate self-dealin;. limit salaries and wasteful spending.

Background: Guaranty .sgsncises were originally the vehicle by
wvhich gtates were to hinre in the risk of the student loan
program. AU the timo, vhe assumption was that states would have
a financial incentive 1o kesp a close watch on the agencieés. But
it has been decades s e states have peen asked to contyibute,
s0 the funding and risx is fully federal {even though some of the
agensies are state agocies). However, there have never been
clear rules ag to how .yencies can spend their federal money.
This has led vo numercus abuses:

Self~dealing: Aguvncies contract with their own beard wembers
for services or purchase land or buildings from their own
efficials.

Confliicts of Int.:est: Agencies both police the banks in the
student loan prop am AND work for them as contractors
gerviling thelr ioang. The Inspector General has raised
ehin ag a dangoroau conglict of intevest that hae caused
problemg at a number of agencies. {Other vardations of the
conflict problem have arisen at other agencies) .,

Balariesg: Many oi nhese "non-profit” agencies pay their CEOs
moye than the Sooretary of Education makes. The highest-
pald guaranty ag oy head makes wmore than $600,0800 a year.

Waste: The wost «regious esxamples {carg, artwork, donations
to directeor’'s smouse’s charity) are at the South Dakota
agency, which thi Department is already trying to shut down.
But cthere are mo::: ar OLher agencles.

BEfect: The conflict ui interest rule would be tLhe most
difficult one for the agencies to take. It would force them Lo
split their operation:, potentially at great initial cost {though

”
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FAX MEMORANDUH

Tot Gene Sperling

Prom: Bob Shireman

Date: Fabruaxry 17, 13898 \

Re: Kead help from Treasury Department

*Savings® fligures from the switch to diract lending dees not
count the raduciion in the use of tax-exempt bonds for state

student loan secoﬁdari markets {which apparently had & fivewyeax
cost of $2.4 billion in 1993},

s

In addition, thare seems to ba aome question au to whether the
bonds should be used in the first place {in 1584 there was a ‘ nat
controversyl. 14

One guaranty agency {USA Group} actually used tax-exempt bonds to ext

purchage their grand headquarters, using the agency {federal
propaerty!} as collateral. ‘

It would be helpful to have someone at the Treasury Deportment g

who knows the law around tax-exempt bonds to look into these

issues. I’'ve attached some items that would help them get
started.

cel free to have someone ¢ontact me &b&ut‘this.

' {){"

3

L 3

nt

° ~ .
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The New York Times, January 10, 1984.

28 Loan hgencles

According to the National Council of Higher Education Loan Programs, thore
are 2B state agencles that make or buy student loans. By the end of 1983, thay
hald an estimated §1.7 billion of loans they had originated, and another $1.3
billion they had baught £rom other lenders,

By écmpaziaan, there were an estimated $26.2 billion of outstandin
Government~quarantesd loans at the end of 1983, and Sallie Mae’s holdings
amounted to $4.3 billion on Bept. 30. :

Pernard Friel, an attornsy at Briggx & Morgan of St. Paul, and chairman of
the student loan finance committee of the National Association of Bond Lawyers,
gaid the state agencies oxisted largely becausge Sallic Mae’'s rescurces ware not
enough to meet the demand for student loans. - :

By pushing state agenciesa rowsrd Sallle Mse, he said, the Department of
Educration‘'s actions ’‘are detrimental to the student loan program because the
terms offered by Sallie Mao are not as economical’’ as those available through
tax-exempt bonds. He alsc said state laws de not allow some agencies to sell
taxable bonds to Sallie Mae or other investors,

C. Increase Disputed

Mr. Conlan and other state cofficials dispute assertions that tax-exempt
financings lncrease the Cost to the Federal Government. If the bonds are
taxable, he said, the Government subsidy on the student loans is twice as large
as the subsidy pald on Joans financed with tax-~exenpt bonds. Tho largsr subsidy
payments would offset added tax revenue collected from buysrs of taxable bonds.

Mr. Conlon and other pavticipants in the student loan market alisgoe say that
the focus of Sallie Mae has been n the most profitable kinds of lending. They
aay that small loang and loans in rural areas are better served by local
agénciew than by Sallie Mae.

Bdward Fox, president of Sallie Mae, dismicgod ac ' '‘myths’’ most of the
steries that the assoclation does not cooperate with local lenders. ‘"It is ifxue
that at one time Sallie Mae conld not do all the things we would have liked, '’
ke salid, but pow that its capitel kase has been lncreased to $487 million, from
$93 million a year ago, ’‘we are much more willing to accept risks.’*

LANGUAGE : ENGLISH
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The Chrounicie of Higher Bducation, 1/13/95

Louisiana Plans to Issue Bonds
for Reduced-Rate Student Loans

OWE LOVISIANIANS Dotyowisg
money o pay for college
SR, DI SYEIRER: Dee
rwren SE00 and $1.000 under a pian
Lxplsted 1 Do Xpproved saon.
Thes prosgesns & ammg e
approved by the sawe’'s o
mission, perhape wa soon as this
ok, Under e plan, 0 Lassise-
. Public Faclides Authoriey.
would iasve up to $Tmillicn in
bonds @ Soance coliege loaas &t
Interest raies 0o percEniags Jint
belaw the rate on Yaderal stadent
toans, which i now 7,43 per cxar,
The avarage studer loax is Lag-

450 NN T S -

itlan i sstimattd 10 Be about
$3000. That means mors than
£300 wiudowts or their parems
sacld be sccommowizied in the pro-
gam. said Bily Oordon, managing
dircesar of the Dacilies suthionty.

Any utudent sligible for requisr
ttudens joans would be eligible for
the acw progras, he said, )

Mr. Gordos said ne prognam
ol be sames by the san of
umner scasions,

1 dan'T se¢ 38y reRon Why we
shouldn't get wpproval. I8 an ex-
zallent program.” he said,

—int ENYDBER

A

}w. I U S
Fa ® ! » —

POTE:  Example £>£ new program for student loan
tax exeanpt bonds.
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USA Funds provides default prevention and collection syatem
support services to USA Services for a fee.

Effective April 1, 19%3, the e&playeas and gperations of the
studetr. loan secondary market functions of USA Funds were
transfered Lo SMO.

A Funds provdies a $100,000,000 interest bearing line-of-credit

t . Interest 1s payable a8t a vaftiabie rate and amounts
outstanding under the line are payable upon demand by USA Funds,
but ne later than April 1, 1888. If demand has not been made by
USA Funds prior to October 1, 1997, SMS may renew the line for an
additienal period upto five years; however, the line is due and
payable upon demand during the renewal period.

USA Funds provides certain of its office facilities to USA GROUD,
Edycation Loan Servicing Center, Ing. (ELSC}, USA Services, and
EM5. These occupance charges are recorded a5 z reduction of
charges from affiliate.

ELSC provided collaction gervices for education loans held by USA
Funds prior t¢ April 1, 1853, for a fes.

During 19¢3, USA Funds transferred 340,000,000 of cash and
investments to USA GROUP, which was charged directly to fund
balance.

Diring 1%83, USAF Funds sold computer equipment and sofware o
arfiliaved entities. The purchase price was equal to the
carrying value recorded on the books of the affillated entities.
During 1832, USAF funds sold compuber esgquipment and sofiware to
USA GROUPS, Ing. for 83,687,000, The purchase price was equal to
the caryyving value recorded on the books of USA Funds.
I )
The Series 188% Economic Development First Mortage Bonds, issued
through the Town of Fishers, Indiena, are subject to 3 loan
agreemsnt, mortgage, and security agresment, which grants the
Town of Fishers a first securily intsrest in proparty and
equipnent of USA Funds having a Septenmber 30, 1993 carrying value

Lﬂﬁiwfpproximately 42,612,000,

USA GROUP and its affiliated companies nave a combined
cnoencontributory, defined benefit retirement plan covering
substantially all employees of the companies RBana¥lt and asset
inforatmion allocable to USA Funds for the defined bensfit
retivement plan is nof readily determinable. USA GROUP and its
affilistes also sponsor a combined defined centribution incentive
plan for their employees. Contributions to the plan are made
annually by each company at the discrellion of Lhe Buards wfl
Directors and/or Trustess.
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September 10, 1995

MEMORANDUM FOR THE PRESIDENT

FROM: JEREMY BEN-AMI ’
GENE SPERLING
SUBJECT: ' Update on Status of Direct Lending and Other Student Aid Programs in

the Congressional Budget Process

As you know, the House and Senate agreed in reconciliation of their Budget Resolution on a
figurc of $10.4 billion it entitlement savings in this arca over 7 years {this was & reduction
from the original mark in the House of $20.8 billion}. This level of savings can't be reached
without large cuts in benefits to students receiving aid. This memorandum wil} outline where
we are in this area in the Congressional Budget process. We have also attached a two-page
budpet spdate on the major student aid programs.

Direct Lepding

Republicans have targeted the Direct Lending Program as a way (o help reach this feve] of
savings. To do this, they have engaged in some budgetary gimmicksy:  As a part of their
budget resolution, they erdered the Congressional Budget'Office to include administrative
expenses of the Direct Lending Program, which are estimated at $441 miltion for next year,

in its budget calculations -~ but not the Government's outlays 1o administer the Guaraniced -
Student Loan (GSI.) program, which are estimated at 3270 million next year, This change
gave Republican opponents of Direct Lending a justification for claiming it is slightly more
expensive than the Guaranteed Student Loan program, and thercfore it should be climinated to
reap the budget "savings” that would accrue under this questionable budget mancuver.
Democratic Members have demanded that this budgetary gimmick be repealed, and some

members of the press have spotlighted these changes as questionable (sce attached NYT
Story}

Based on these reported savings, some House Republicans have indicated their intention 0
repeal the Direct Lending program in reconciliation, They have fentatively said that they plan
to save $1.2 billion dollars over 7 vears by repealing Direct Lending, coupled with a deep cut
in Departruent of Education oversight funds for the Guaranteed Student Loan Program. (f
these oversight funds for GSL are climinated, 1t is widely believed that fraud and abuse will
rise substantially and end up costing the government more money in'the Jong run.



The House Education/HHS/Labor Appropriations bill did not call for an outright elimination
of the Direct Lending program, but it did contain a number of restrictions on Direct Lending
that would cripple the program if enacted. As mentioned above, there is a movement among
Republicans to terminate direct lending in reconciliation. The House had originally inteaded
to schedule reconciliation for this Wednesday, tut it has not vet been placed on the calendar
and will likely take place sometime next week. The Senate Labot/H Subcommittes marks up
its Appropriations bill on Wednesday. Full Commitiee mark is scheduled {or Thursday, with
floor action now scheduled for the week of September 25, It appears that Senate Labor/H is
intending to cap the Direct Lending program at 50% of annual loan volume, but is not
planning on including the kinds of restrictions that are a part.of the House bill. This wiil
become clear when the Senaie Labor/ H moves 10 reconciliation on the 20th of September,
There is no guarantee that these restrictions won't be attached when the bill goes to the floor
or to conference. [t is currently unclear what the final outcome will be until both houses
move o reconciliation in the coming weeks.

Other Student Aid Programs

Even if the Republicans are able to count the "savings” from cutting Direct Lending, a the
most they would only add up to §1.2 billion over seven years. That means that a number of
other cuts wiill have to be found to make up the $10.4 billion total. House Republicans are
claiming that they will find savings of $4.9 bitlion by making program changes affecting
schools and guarantee agencies, It is unclear exactly what these program changes would
entail, but rumored possibilities include charging schools a 1% fee for participating in the
GSL pregram, and a shight reduction in the amount that a bank gets reimbursed by the
government in case of GSL default.

By combining the §1.2 billion in savings from repealing Direct Lending, and the $4.9 billion
in "program changes,” Republicans can claim that they will save over $6 billion without
touching students. However dubious this claim may be, it still leaves a gap of approximatcly
$4 billion from the $10.4 bitlion in total savings that must be found. Republicans are

reportedly considering several cuts in other student aid programs to make up this difference,
including:

climination of the in-school intercst subsidy,
elimination of the 6 month post-graduation repayment grace period;
an increase in 10an oniginanon fees.

Of these three areas, the most likely target will by the climination of the 6 month grace
period, which would save them an estimated $3.3 billion over seven years. The in-school
inferest subsidy has become a highly politicized issue among parents and students over the
past few months, and it 15 likely that they will avoid inflaming this issue. The fruth is, we
il not know any of the details of what thesc cuts will look like until both houses come (0
reconciliation.




INCREASING ACCESS TO HIGHER EDUCATION

President Clinton believes that scholarships and leans fo deserving college students is a critical
investment in Americs’s future, helping familics give their children a chance 1o make the most of their
fives,

Now, more than sver, post-secondary education and job training are the gateway 1o America’s middle
class. '

» For instance, studies show that for every year of trzining a person gets after high school, his or
her earnings rise by 6 to 12 percent.

* Higher education has literaily become the fundamental fault line running through our esonomy.
15 years sgo, the typical college graduate earned 36 percent more than a worker with only a high
school degree. By 1994, this gap had doubled to 74 percent,

After 15 years in which college costs increased far {aster than inflation but family incomes stagnated,
President Clinton has initiated historie efforts to expand college access. His balanced budget increases
overall funding for education, training, and aid o students by $40 billion. Meanwhile, the Congressional
Majoritys” proposals cut education and training by 336 billion, inciuding $10 billion in loan benefits to
students - devastating access 10 post-secondary grants and loans, and 1o job training, sctting back college
acress by years if pot docades,

*

DIRECT LENDING AND INDIVIDUAL EDUCATION ACCOUNTS - CHEAPER, EASIER
COLLEGE LOANS: MAKING COLLEGE MORE AFFORDABLE. Presideny Clinton supports
expamding these initiarives; Republicans want fu raise the cost to stuidents and reduce acess.

President Clinton suppornts expanding the new direct lending program and individual education
accounis.  With the passage of the Swdent Loan Reform Act, 104 schools and over 252,000
students inittated the program in 1994, On July 1, 1998, more than 1,400 schools and 1.35
million students --representing almost 40% of all loans and the maximum allowed under this
year’s authorization--began the sccond year on schedule. The President’s balanced budget would
expand the program to ail schools and students. This program is already saving $6.8 billion for
taxpayers, lowering interest rates for students, and allowing borrowers to choose flexible
repayment arrangements.  In time, 20 million current borrowers and six million new borrowers
per vear will benefir.

Republicans have proposed legisiating 10 reduce funds available for direct lending, prevent more
schools from choosing o participate tn the iitiative, and cap participation at 40 percent of all
loans. The House Appropriations bill for the Departments of Labor, MHS, and Education would
also reduce student loan administration funds by almost 40 percent -- which would deny the
berefits of direet lending to low and middle income students, und jeocpardize the integrity of both
the direct and guaranteed loan programs. These actions will stop the growth of cost-eifective,
efficient direct lending in order 1 Keep unnecessary payments flowing to banks and unnecessary
mddiemen.



IN.SCHOOL INTEREST EXEMPTION: HELPING STUDENTS AND FAMILIES PAY FOR
COLLEGE. Republicans would raise college costs for up to 4 million students.

President Clinton supponis the in-school interest exemption, under which five million need-
tested students with Stafford loans do not have to pay mierest while earolled in school and
during the grace period (six months} between leaving school and entering repayment,

Republicans in their budget resolution propose 310 billion in cuts in student loans. In order o
achieve that level of savings and preserve unnecessary payments to banks, secondary markets,
and guaranty agencies, they will not only have o climingste aay subsidy for graduate or
professional students, but also hit college students with higher feesfor example, elimingting the
six month grace period for interest after college or raising the origination fees that all studemt
must pay to pet their foans, :

PELL GRANTS: SCHOLARSHIPS FOR DESERVING STUDENTS - PROVIDING THE
LIFELINE TO COLLEGE FOR WORKING FAMILIES. President Clinton would raise the
praximum grat to a record high and would increase annual funding by 83.4 billion by 2062;
Republicans would climinate up 1o 360,000 students from the program.

President Clinten has suppoaed the Pell Grant program, and proposed ixressing the
maximum Petl Grant in his 1999 budger by 12%, 1o its highest level ever, $2,620. in his
new budget, he would increase annual funding by $3.4 billion by 2602--encugh to reach
960,000 more recipients and increase the maximum award to $3,128,

Republicans: The House Appropriations Committige would increase the maximum Pell
Grant by only $100, to $2440. Furthermore, the commitiee would eliminate about
360,000 sudents from the program who would receive awards between 3400 and 3600
under the President’s proposal. For millions of students, grants make the difference
hetween going to college and nat going, between staying in school and dropping out.

NATIONAL SERVICE - AMERICORPS: HELPING STUDENTS WHO HELP THEIR
COMMUNITIES. President Clinton offers opportunities to nearly 58,000 young people in
AmeriCorps next year dlone; Republicans would eliminate AmeriCorps.

President Clinton created AmeriCorps to enable young peopie tw earn money for
education by seeving their communities--teaching, caring for the sick, making the streets
sater, Already 20,000 Americans are serving in AmeriCorps, and nearly 50,000 are
expected next year.

Repablicans; The House Appropriations Commitice would eliminate AmeriCorps and
the Curporation {or National Service and cut opporiunities in other service programs.
Over 4.3 million service opporiunities for vouth i their conununities would be abolished
over the next seven years. Ja FY 1996 slone nearly 50,600 young Americans from hard-
working, middie class families will lose the opportunity to werve their communities
through AmcriCarps in locativ-identified areas of crucial need such as health care, social
service, and crime prevention, and to earn an educational award to help pay for college
or ¢iher ¢raining,
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HEADLINE: G.O.P. Revises A Budget Rule To Help Banks
BYLINE: By ADAM CLYMER

DATELINE: WASHINGTON, Aug. 19

BODY:

After complaints from banks that have seen their share of student loans drop
sharply, Republicans have changed the accounting rules to make it easier for
Congress to kill off the banks' competition -- a Federal preogram that makes
direct loans from the Treasury.

The Republican-led House of Representatives has also voted to reduce the
amount the Department of Education can spend supervising the system of Federal
guarantees for kanks that make student lcans -- a program that has frequently
had management problems. The Senate has yet to act on the House proposal.

Under current law, the direct-loan program is expected to provide $13.8
billion in student loans in the year beginning Oct. 1, while federally

‘anteed bank loans will provide $15.3 billion. In 1993, the year before the

:ct program was created with strong support from President Clinton, bank
loans made up all $19.2 billion in Federal student lecans.

The direct loans have proved popular with students because the money comes |
through faster, and with university administrators, who have found them to be
simpler to administer. Banks, however, have long treasured the guaranteed loan
program, which coffers profits with much less risk than they have on other loans.

A big boost for the direct-loan program, enacted in the 1993 budget
reconciliation bill, was a rule that required the Congressional Budget Office
and the Office of Management and Budget.to exclude Federal administrative
expenses when calculating the effects of loan programs on the Federal budget.
Both sides agree that gave direct loans an unfair advantage in any budget-makinc
comparison, since more Federal money is spent on administering the direct-loan
program than on the guarantee program.

Seizing on that, Republican opponents of the direct-loan program put a very
unusual directive into this year's budget resclution. It ordered the
Congressional Budget QOffice to include administrative expenses of the
direct-loan program, which are estimated at $441 million for next year, in its
budget calculations -- but not the Government's outlays to administer the
guaranteed loan program, which are estimated at %270 million next vyear.

When the Budget Office followed orders last month the Republicans hailed the
ilres as a reason for "scrapping the direct-lending program," in the words of
;esentative Howard P. McKeon, the California Republican who heads the

r



- .o PAGE 3
The New York Times, August 20, 1355

subcommittee on higher education.

But the Clinton Administration, Senate Democrats and many supporters of
¢t loans ¢ried foul,

Senator Edward M. Kennedy, Democrat of Massachusetts, accused Republicans of
*eooking the books." Marshall Smith, Under Secretary of Education, accused them
of "a venal assault on student aid” and “putting bankers first.®

My . Kennedy and Whive House officials said that if the administrative costs
of both programs were counted, the direct leans in total would again prove to be
cheaper for the Government.

Even one supporter of the changes, John E. Dean, a consultant to the Consumer
Bankers Association, agrsed that $160 million in Federal payments to assist the
40 agencies around the country that administer the guaranteed-loan program meet
their administrative costs should be included, although he argued that the other
$110 million in supervisory costs should not be counted because much of it was
unnecessary. Thess agencies have often been criticized in the past, and in 1980,
one of the largest, the Higher Bducation &ss~stance Foundation, went broke while
carrying $% billion in loans.

And a conservabive Repabliaa& economigst now sexyving on the Fedaral Regerve
Board has. sought to halt the changes for the loan program. The Fed governor,
Lawrence Limdsey, c¢riticized the step as *making the chaﬁge the 1ndushry
proposes without looking at other changes.”

In a letter to Senator Spencey Abraham, Republican of Michigan, Mr. Lindsey

e that *As long as it is necessary to provide a profit to induce lenders to
. +antee student leoans, direct lending will be cheaper.® Mr. Lindsey is in
charge of consumer finance st the Fed, and in an interview on Wednesday., he said
bankers had "selected the change that wakes them look good.®

He algo said the argument chat university officlials make about the direct
system as simpler for them was "a compelling argument for the advantags of
direct loans to the economy.”

In Seatvle, for example, Eriec Godfrey, assistant vice president of the
University of Washington and director of financial aid, said the university was
very pleagsed with the direct-loan program. "We would characterize cur £irst ves
in the program as being very close to an unqualified success," he said.

The debate dors not involve interest raktes, which are set by the Fedeysl
Government for both programs.

But Mr. Godfrey sald the direct-loan program was simple for studsntg to
undaerstand and much easier for the university to deal with than the 700 banks
and 40 or s0 stale guarantee agencies it used to work with. Students had $13
miliion in their hands in the first week of schoel last year, compared with $3
million in the first week of the 1893-1994 schoel vear, when the university ias
uged the guarantee prouram.

Jush as Mr. MoKeon would like to sse the direct program abolished, the
‘nton Administration urged Congress to move quickly to eliminate the guarante.
Jram entirely, saving the direct program wag cheaper and better.
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But others argue students are best served by the competition. That has been,
for example, a strongly held view of Senator Nancy Landon Kassebaum, the Kansas
Republican who heads the. Senate Committes on Labor and Human Resources. Even one
¢ antee agency official, Sheryl Hagemeir, vigce president of the American
R ent Loan Asscciation, said, "We welcome the competition, and said
universities that wanted the direct-leoan program should be allowed to join it,

but not reguired te, as they could be under existing law.

Terry Hartle, vice president for government relations of the American. Council
on Bducation, said dropping either program would be worse for students because
competition had forced banks to do a betier job of providing services, and
continuing the guarantee program would keep the direct program on its tossg, He
also said the House Appropriations Committes’s proposal to eliminate most of the

$120 million spent on supervision of guarantee agencies was "a wvery risky thing
to do.d

One past director of the Congressional Budget Gffice, Robert Relschauer, said
the sort of imstruction the Republicane had lssued to the Budget 0ffice about
accounting for administrative costs was very unusual. He found it comparable to
a Congressional habit of preferring the lower estimates of politvically popular
loans to Israel from the White House ovey the more expensive sstimates from the
less-political Congressional Budget Office. Bub Mr. Reischauer szald the change
made sense, even though it should have gone further and included the costs on
guaranteed loans. *If you are going to do it, do it right.*® he gald.

Mx. Reischaueyr, who left the Job at the beginning of this year, was preceded
by Rudolph Penner, who has recently worked as consultant to the student loan
irdustyy. He agreed Friday that it was very unusual {or the Budgest Cffice Lo be
‘ ted how to make its calculations on a program. Bul in thisg <ase, he said,

has put the whole thing on a better basis.* He also said it was difficult to

decide just which administrative costs should be included in sstimates for the
guarantee program,

One argument House Republicans make for killing the direct program is that
doing so would enable them to make less severe cuts in other student loan
programs, like interest subsidies.

Another clear Republican motive is to atback a popular gprogram created by
President Clinton. A July 27 "Dear Colleague' Letter Irom Mr. McXeon and
Representative Bill Goodling of Penngylvania, chairman of the House Commititee on
Economic and Educational Opportunities, hegan by dencuncing "the President's
fundamental belief that the Federal Government can run the student loan program
better than the private sector."

And they complained of the Department of Education's use of its money to
advertise direct lcans as "President Clinton's New Direct Btudent Leoan Program.®
That proved, they said, that the President "has chosen to make the program an
important compenent of his re-election campaign.

GRAPHIC: Graph: "ADDING IT UP: Student Loand Before G.0.F. Rule Changes" ¢racks
number of dellars received and number of students receiving guaranteed student
loans and direct student loans during 1993, 1994, 1995, and a projected 19%6.
{Source: U.S. Department of Education) (pg. 22)
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Dear Student,

This 15 a busy time for you. But while you are choosing classes and making the decisions that will
help you build a good life for yourself, the Congressional majority is working to make drastic cuts
in cducation -- in your student loans, in national service, and ¢ven in your scholarships. And the
cuts will jeopardize the fulure you and your generation are working toward.

] want you to know that | oppose these cuts, [ will do everything in my power to fight them and 1o
see to it that the dream of higher education remains real for all Americans. 1 will do this not only by
defending the opportunities of those of you whe are already in college, but by opening the doors
further to make sure that even greater numbers of deserving Americans have the chance to stand
where you stand today.

For the first time in 2 long time, caders from both partics are resolved that we must balance the
federal budget. From ihe day 1 took office, 've been committed fo this goal ~.10 gelting rid of the
budget deficit that quadrupled our national debt in the 12 years before T came to Washington, So
far, we have made great progress. In three years, we have cut the deficit nearly in half, from $290
billion 10 3160 billion,

Now we are ready to eliminate the deficit entirely. On tius, the Congressional majority and | see eye
W eye.

But just how we get rid of the deficit is another matter. The majority in Congress wants to balance
the budget in seven years, and do it while giving an unnecessarily large tax cut. But in order to do
these things, the Congressional majority would make enormous cuts in education.

My balanced budget plan would take more years than Congress’ to climinate the deficit, but that’s a
small price to pay 1o keep your scholarships, vour student loans, and national service safe and well.
It would also preserve our ability o protect the environment and the integrity of Medicare for our
older citizens,

Balancing the budget 1s about more thas numbers. It's about our values and our {ulure. Education
has always been the currency of the American Dream. When | was your age, it was assumed -
based on our long history - that cach gencration weould have a hetter ife than the preceding one.
Muore than anything else, a good cducation is the way we pass this vision on to those who come
afier us.

The fuets speak for themselves. Earnings for those with no postesecondary ¢ducation have fallen
substantintly m the last 15 years. The only people for whom carnings have increased steadily are
people exactly like yvou -- those Americans with more education. Every year of higher education
inereases your carnings by six to 12 percent, Those years also mean g stronger overall economy and
rickwer lives for those who have them,



Balancing the budget will be good for our economy and your future if it's done right. But simply!
balancing the budget won't do us much good in the long term if your generation does not have the
education it needs to meet the challenges of the next century,

Just think over what the Congressional majority’s plan, of it went through, would do to you, your
classmates, and any of the one out of two college students who receives federal atd. Tt would:

. Raise the cost of student loans by 810 billion over seven years by
charging vou interest on your loan while you are in school, This would
increase the cost of a college education by as much as 33,100 for
undergraduates and $9.400 for graduate students.

. Deny up to 360,000 low-ncome students desperately needed Pell
Grants in 1996.

* shut down Americorps, our national service imitiative, which gives
thousands of young people the chance to earn and save money for
colicge while serving thelr country,

By contrast, my balanced budget plan builds on the nationad consensus that
we musl help people help themselves, through the power of education. Rt
eliminates both of our deficits: our budget deficit and our education deficit.
My plan cuts wasteful spending by more than $1 trillion, but it also increases
investments in education by $40 billion over the next seven years,

Think over how my halanced budget plan would help guarantce vour future
and all the hard work you're about to put into it 1 will

» Incrense funding for Pell Grants by 33,4 billion. Almost onge million
more students would benefit frem the scholarships, Aond we would raisc
the top award to $3,128 by the year 2002

* Expand Americorps to lel even more young Americans serve their
communities and go 1o college,

’ Proteet our dircer-fending program, which makes student loans more
afforduble. with more repayment options, and saves faxpayers, parents,
and stadents llions of dollars.

[ just returned from Pearl Harbor, where 1 100k part in ceremonies marking
the 50th anniversary of the end of the Second World War. In the fate 1940s,
when the veterans we honored Ieft their loved ones 1o go off and serve their
country, they were the age most of you are now. “
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When they came home, the country recognized their service and their
potential, and it responded with the G.I. Bill, which guaranteed a college
education to every refurning veteran, Those who served weren’t given a
handout, and they didn’t want one. They were given the opportunity they
needed to take responsibility for their lives.

Your gencration has #ts own battles to wage. You face the choice of deing
something right and difficult -~ or something casy and wrong.

In taking on the responsibility of educating yourselves, vou have chosen the
right and difficult path, You did the work you had to do to get mio college.
You may be working now to pay your way. And your family may have
worked long hours and made great sacrifices to help you get where you are
today.

You deserve the nation’s support. And your future success will likely repay
our common investment. [ do not accept the arguments of those who
condemn irresponsibility in young Americans and then seek o deny the
nation’s helping hand 1o the millions of you who are doing the right things.

! hope vou'll support my efforts 1o profect educabtion and balance the budget.
The fight for education is the fight for your future. In my life ~ and in the
lives of countless Amencans - education has meant the difference between
the impossible and the possibie, It should be truc in your lives, loo. With
your help, we'll keep it that way.,
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THE WHITE HQUSE
WASHINGTON

September 4, 1995

Dear EBditvor:

A5 studentsm, teachers, and adminigptrators return to schools
a1l over the country, I want to remind yvou of a c¢ritical battle
that will take place this fall in Washington over the issue of
education. To put it bluntly, ocur educators, students, and
parents need to be aware that our nation's investments in
education «- in ouy chiidren’s future -- are under direct attack
by the Republican majority in the House,

The President is firmly committed to a comprehensive
aconomic policy based on balancing the budget, reducing trade
barriers worldwide, and creating jobs hers at home. Buib he is
convinced that teo strengthen families, expand our econcmy, and
raise the living standards for the American people, nothing is
more ¢ritical to our nation’s future than ensuring that all
Americans have the education and skills they need.

Education has bacome the fundamental fault-lins in the
standard of living for American families. Many Americans have
seen thelr incomes stagnate over the last 18 years; the real
income of the typical family has actually declinsd. Yet thoge
with the wmost education and training have bucked the trend.
Today, the typical college graduate garms 74 percent more than a
worker with only a high school degree. Studies also show that
for every yeary of training a person gets after high school, his
or her earnings rise by & to 12 percent. Educgation is Che key to
growth in our sconomy, in wages, and ln our standard of living.

To allow individuals to make the most of their lives, and to
provide every American bhe chance to realize the American Drean,
the President has bgen fighting for better education and
craining, by investing in Head Start and Safe and Drug-Free
Schools, by providing resources to train teachers and raise
school standards, and by improving the student loan prograwm.
During the last Congress, Republicans and Demoorats togethsy
enacted a historic series of initiatives to assisy families,
communitiss, schools and colleges to expand educational
opporturity in America,

President Clinton has proposed to balance the budgetl over
the next ten years. He would do so by cutting wasteful
spending, streamlining programs, and ending unneeded subsidies.
Yet he would preserve and increage investment in education by $40
pillicn over the next seven years; protect Medicaid, Madicare and
the environment; and provide for a targeted tax cut that would
help middle-income Americans raise their children, save for the
future and pay for post-sscondary gducation.
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By contrast, there are proposals in Congress thrsatening- Lo
cut $36 billion from education and training to help them balance
tha budget in seven years and provide a huge tax cut to those who
nead it least. They have proposed: slashing investments in Head
Start; abolishing the Goals 2000 school reforms,; cutting orucial
assistance to students from disadvantaged backgrounds; abolishing
the Technology Learning Challenge, which leverages private monay - -
for technology in schools and communities; cutting funding fox
apprenticeship training in half; abolishing AmeriCorps - the
heart of the President’s National Bervice program; raising
students’ casts of loans by $10 billion over seven years; halting
progress on the President’s Direct Lending program; and denying
Pell Grants to 380,000 students in 1996 alone. '

These latter cuts would be particularly devastating for
access Lo post-secondary eduvation and training. By slashing
grants and loans, we would turn back the ¢lock on recent
successes in expanding access, [orcing some students to drop out
and denying others the opportunity to begin their education. To
achieve the level of savings tChey are proposing, Congress would
have to raise the costs of ceollege education by as much as $3,3100
for undergraduates and ag much as $%,400 for graduate students.
They would nob only sliminate any interest subsidy for graduate
and professional students, but alsoe hit oollegs students with
substantially higher fesg--for example, eliminating the six-month
grace pericd for interest after college ¢y ralsing Lhe
origination fge that every sastudent musgt pay no obrain their
lecans. There are alsc proposals to reduce and possibly eliminate
the Direct Lending Program, praventing more schools from
participating in this initiative, which is already saving
taxpayers 56.8 billion, lowering interest rates for students, and
allowing borrowers to choose {lexible repavment arrangements.

T firmly believe that the American people want te balance
the budget and continue to increase investments in education.
The President has shown that it is poessible. HNevertheless, there
are those' in Congress who are determined to go forward with these
extreme cuts, The debate over this issue will be one of the nmost
significant in the coming months, if not years. The future of
this great nation is at stake.
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PRESIDENT CLINTON'S BALANCED BUDGET REPUBLICAN CUTS
i PEL GRANTS » iptreases maximum sward to record $2,620, « Hets maximum award at $2.440.
for Biigible rgaching 200,000 more students next year. + Eliminates efigibifity for 380,000 students.
Bwdenis .

Agsistance for 800,000 more students by 2002,

STUDENT LOANS

Retains federal interest subswlies and six monih
grace perod after graduation for loans o all
eligibie studemts,

» Couid raise the costs of college loans by as
much as $3,10C for undergradusies and as
much gs $9,400 for graduate students.

Chrecy LENDING

Expands lending program which is siready

« Could gliminate program,

Studsat Loan saving taxpayers $6.8 billion; lowers interest + Could pmwnt all interested mmls from
Reform rates for studenis: and aliows for fexible participating in the program.
repayment pigns.
NATIONAL » Increases funding by $345 miflion next yaar, e Elfiinates 50,000 AmenCorps cpportunities
BERVICE + Nearly 50,000 communily service and oolisge next year.
Ameriliops aki opportunities next year, - Eliminates more than 4 milion other service
opportunities over 7 years,
HEAD START + increases funding by $400 mikion, adding + Funds Head Start $500 miffion less than the
32,000 new HMead Stan chiidren next year, President's request.
» Services for 50,000 more chideen by 2002, » L 1o 230,000 children would be denied
Mesd Start in 2002,
GoaLs 20600 + ingreases funding o 3750 million next year,

Scheoi Retomn

snabling communities to help all children meet
nigher standards.

Helps states refarm education for more than 8
million children in 17,000 schools next year,

» Eliminated.

SAFE AND
DRUG-FREE
SCHOOLS

Fundds at $500 million per vear.

Safer, more. drug-free learning environments for
39 milfion children in 14,5875 out of 15,000
schoo! districts,

« Culs grogram by 80% to $200 million.
+ Deprives over 23 mifiion students of services
next year.

TrrLe 1 improving
Basie and
Advanced Skifis

increases funding by 3300 million, reducing
class size, and helping as many as 300,060
mare children master basic and advanced skills
next year,

+ Reduces funding by $1.% billion, denying
learning spportunities o 1.1 million children
next year

SUMMER Jogs

Funds 815000 jobs for young people next year.

« Ehminales job epporiunities for aimost 4
million youth over the next 7 years,

Jun TRAWMNG

Increases funding by $2 billion by 2002
306,000 Skl Grant recipients next year,

» Cuts funding by $1.4 billien.

» No trairing opportunities for over 500,000
dislocated workers and 84,000 adulls next
year.

-

¢ ERUCATION
AND
TRAINING

INCREASES EDUCATION, TRAINING, AND
Al TO STUDENTS BY $40 BILLION WHILE
BALANCING THE BUDGET IN 10 YEARS.

« CUTS EDUCATION AND TRAINING BY

. $36 BILLION INCLUDING $18 BILLION IN
LOAN BENEFITS TO STUDENTS WHILE
BALAN::&& THE BU 8‘7 tﬂ 7 YEARS.

OMB Anslysis of the Pecsideni's $Y 1996 Regquest vs. Republican Cote incheded in the

Honse Labord{HSEducation Apsrossiations Bil Passed on Acgust 3, 1993, end the Republican Budger Rexolution



I’RES%I}ENT CLINTON SBAYS EDUCATION KEY TO AMERICA’S FUTURE
Vows to Fight GOP Cuts in Education and Prefect Investment in California’s Families

"Cutting education in the time of global ecaonpmic competition would be like cutting
defense spending during the Cold War.” « President Clinton, March 14, 1995

Education and training are cornerstones of President Clinton’s cconomic policy, designed to
expand opporiunities for all Americans. Now, more than ever, opportunity in the global
econamy depends on skills and education. Yot Republicans plan significant cuts in the very
educational programs that help working familics. Here is what that means to California:

o STUDENT LOANS  President Clinton supports student louns and opposes
Republican efforis 1o make them more expensive.  Republicans want to help pay for
their tax cuts for the wealthy by eliminating o grace period that allows 4.5 million
students 1o defer mterest c?zar;jcs while still in school. President Clinton will fight o
stop Republicans from ruising the costs of college and job training for 363,781
students in California, The Department of Education estimates that ending this grace
pericd would mean that a student who botrows 17,125 over four years would owe
$3,150 more, and have his or her monthly repayment amount increased by more than
18%.

o DIRECT LENDING  The President wants to expand his Direst Lending program
which simplifies the application process, reduces fees for students, and offers
borrowers convenieni repayment optious, mcluding pay-as-you-can, Dircet Lending is
saving taxpayers 36,8 billion in adminisirative cxpenses.  The President opposes
Republican efforts o help banks by capping participation in Direct Lending and
preventing thousands of schools and millions of stedents {rom receiving its heneflts.
In the 1995-96 schoo! year, 203 schools in California will participate in direet lending.
The Republican proposal would prevent any further schools from entering the
progrant.

o MAKING COLLEGE AFFORDABLE Prosident Chiaton wants 1o offer o tax
deduction of up 1o $10,000 1o help middicclass Americans meet the cost of education
andd job training. Famihes io Caltfornia would receive approximuaicly 53,178 million
from this deduction over the next five years. The President opposes Republican efforts
to cut education o pay for tax breaks for the wealthy.

o NATIONAL SERVICE  AmerniCorps, President Chinton’s service program. offers
youig people o hand payving for their cducation if they give a hand (o their
community. The President opposes Republican cffons o gut AmeriCorps and prevemt
3,577 students in California from serviay thelr communitics.

o GOALS 20860 'The President won passage of Goals 2000 1o help siges and local
commumities tratn twachers and upprade standards for theie schools, Republicans call
for a 40% cat v the program thal would reduce support for high standards by
316,480,731 in as many ag 471 schoals in California.

O SAFIL AND DRUG-FREE SCHOOLS President Clinton recognizes that safety in
schoo! is 1 major concern of parents, students. and teachers. Republicans want 1o gt
a program - that Y45 ot of 1005 sehon! districts in California have already
implementud - that teaches students @ avoid drugs and violence, and cnables schooly
to purchase motd deteciors and hire seceurly persomel

8 DEPARTMENT OF EDUCATION  The President behieves sirangly i the tederal
rofe 1 eduention, Republicans want to sholish the Departnent of Education,

gl 1 ]WAY
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TYPE: NEWS CONFERENCE
LENGTH! 1430 uwords

HEADLINE. BUSINESS LEADERS DISCUSS MEETING WITH PRESIDENT CLINTON REGARDING
PARTNERSHIPS BETWEEN BUSINESS AND EDUCATION,; WASHINGTON, D.C.

SPEAKER:

JOE GORMAN, CHAIRMAN & (EQ OF YRMW, INC.

 JOHN PEPPEﬂ CHAIRMAN & CEQ OF ?RQﬁ?Qﬁ AND ﬁﬁﬁgtﬁ
LOU EERSYHE& CHAIRMAN & CEQ OF IBM

0Z NELSON, tHﬁIR%Aﬁ & CEQ OF UNITED PARCEL $€3¥Z€§
DAVID NHI?H&H (HAIRMAN, PRESIBENY & CEC OF
WHIRLFOGOL EQRPQR&YIO&

ALBERY HOSER, PREGIDENT & (EQ OF SIEMENG COMPANY
EDMARD DONLEY, FORMER CHAIRMAN OF AIR PRODULTS

AND CHREMICALS, INC.

WALTER ELISHA, CEQ OF SPRING INDUSTRIES

BODY:

GORMAN: Yes I've beEen asked to say 8 few words about the purpose of the
meeting. Spec1f cally we are here to discuss the funding for Bosls 2000, And
as you know, the Housg DIILl struck the funding to zerg. We think that Goals
2000 1s critically important. Far more important than the dollars involves,
Important in that it provides leadership to the states. 1t grovides incentives
to the states to causg them to transformationally change themselves within their
educationgl systems. Establish standards, establish rewards for success,
penalties for failure. In short, helping a state dayelnp its own standards for
its ouwn purposes. The 1eadersh1p and incentives are in Goals 200D, Forty-seven
states have availed themselves of the apporiuntty to participate under Goals
2000. We think it would set back edgucational reform afforts in this country
materially if we are unable in the Senate to restere funding for Goals 2000.
{'ve asked a8 few of qur participating members here to maks commgnts ang I'd
start with Lou Gerstner of 1BM,

GERSTNER: Thank vou, Jog. About a month ago, [ spoke to the Governars in
their semiannual meeting in Vermont. Ang in that talk, [ said that [ believe we
need 3 fundamental revolution in Amecican education. And, if we don't get that
revalution, we will see the economic and political fallure of this country.

Now, at the heart of that revolution has got to be a recogrition meoross the
country that we aped standards of high performance from the expectation that
gvery ¢hild can reach and wmust be helped to reach thosg high standards. Now, we
mus{ have accountapility across the system 10 reach those standarts,

Goals 2000 i3 only 3 small portion of what I think we need. But it is a very
eritical portion because 1t is the fraglile beginning of the establistment of a
culture OF measurement standacds ang accountability in our country, UWe must go
way beyond Bosls Z000. But, If we lose Goals 2000, it 'is an incredibly

gxlg NEXIS ' LEXIS-NEXIS' LEXIS*NEXIS
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negative sgtback for this countey, Thank you.
LORMAN: Qzzie Nelson of UPE,

NELSON: Thank you. We've been having an enjoyable conversation with the

President and alsp other CEOs about Goals 2000 and the importance of gducation
in this country. Of course, the goals espouse principles for which we can cause
a revoiution that needs to take place to improve education in this country.

And, 1f we follow the goals of 2,000 ideas, it means that all kids will improve
their learning, teachers wiil teach better, and that the cutcomes in tecms of
kfiat people learn and how they can apply 1t to future jobs andg fulurg living
will be a plus. One of the big concerns 1 have is the area of measurement.

HELSON: If we don't know. how well our kids are deing in schools and can't
thes with schools in the adjoining city, the adjoining state, ang even in the
adjoining countries, how do we know whether thneir education system is on target.
So, one of the biggest problems we have with Boals 2000 right now is suppurting
what needs to be a measurgment system that tells parents and kids how they're
going. Thank you.

GORMAN: There werg teG B1lls passed in the 103cd Congress that deal with this
issug. One was Gosls 2000, The other was a schosl to work transition program.
They're both véry important in this nation, They're both bipariisan in our
state, Pennsylivania, Governor (asey 3 Democrat and [ ¢o-chaired the gffort
during his agministration., NOw, we have 3 Republican Governgr Yom Ridge, and he
and I likely co-chair it.

So, we've made 3 tramsition from one party to angother in our state with no
wWrinkle in this effort., and 1 mention that because it deponstrates Lhe
pipartisan nature of 1t. Ue need the high academic standards and we need the
use of technology in the education system. We will in our state and Pennsvivania
carry that effaort on because of the needs that are intrinsic right at hume in
our state, regardless of what may happen in other states in the nation.

NELSONZ 50 much of what we do in our country to day we do, [ beligve,
somewhat better than we've done in years past. The products are sanufactured in
America. The skills of our pgople in our manufacturing plants, 1 think, have
improved cunseguentially. And in part that has been accomplished by measuring,
by bench marking these endeavors, one against the other, by comparing against

tertain standards to see that we're improving on how we do th1ng$, particularly,
23 we compete all a&round the worid.

The fac¢r that we ¢o nont establish these Kinds of standards of foo many parts
of our public education system, | believe leagves something to be desired. 6oals
2300, I know, has very strong support .within the Business Round Table, certainly
from ay own cumpany, Ang public sducation in this country is key, [ believe,

the key to K through 12 education, key t0 gur continued adbility to compete
throughout the world,

80, I'm nopeful we'll keeping funding for these programs and support of the ¥
through 12 education ithroughout the United States.

(UNKNOWN} : (OFF-MIKE) is willing and will be able to bring more highly paid
jobs tou this country but only far people and workers that are well trained,
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who have the sound knowledge of the sciences, of mathemalics, and who <an read,

write proficiently. So, what we need 1s & well educated work force and only
then we are abie to maintain sod expand sur sanufacturing facilities in this
caunt{y, which we are very wiiling to da.

If the educational level of the Amertcan worker is not higher than the one in
Mexich, and Southeast Asia the jobs «ill travel fo the place that the worker is
cneaper. TYherefore, we sust educate our people better to be competitive. Only

then we will be able to maintain angd expand our wanufacturing presence in this
rountry,

GORMANT One final word abput the importance of educational refarm in general.
We'rg convinced and have been for sometfae at the national Business Round Table,
that we must basically change the paradigns in terms of our public education,
our institutions at every level, not higher education. Ke've got the best
higher education system In the world. We've got one of the worst, the least
competitive K through 12 education systems in the world.

And increasingly that's becoming evident. 5o, thet's @ critically, important
national problem. 4s you know, the Constitution leaves the egucation, public
school educatiom up to the states. So, our efforts at the Business Round Table
have been luargely focused on state reform.

GORMANY aad broad c¢oalitions are required there. We've appointed CEOs in
each of the 30 states to help lead those cosliitions fowards the King of
transformational refors that’s necessary. The federal Bosls 2000 legislation
which we supporied -~ the Business Round Tahle helped get passed in a bipartisan
way in the 103rd fongress -~ is 35 Lou Berstner said a beginning, and indeed an
important, critically important beginning, to all of that,

I'd be happy to respond Lo any gquestions that you might have.

QUESTICN: Do you think the President wants busingss lsaders whe are
traditional Republicans and have certaln relationships with Republicans? bBo vou

think that's going o ne influgntial as the Senate starts making iis decisions
atout. .. .

GORMAN: Well, 1 think the President...] knbw that the President believes, as
i believe, and everyene of our group here today believes, that thks issuye 18 a
bipartisan issuee, clearly, We treated as such and Indeed, both the House and
the Senate treates it 3s 2 bilpartisan issue in the 103rg Congress. [ should be
treated so itoday. Unfortunately, it has Decome politicized. What [ would hope
we can 4o, Republicans and Bemocrats alikeg, from the busingss comnuniiy, would
pe to de~paliticize it ang get the facts gn the table so that peaple undersiand
how critically ismportant this really is. Ang it's a drop in the bucket in ferms
of the total buoget ceform that 15 required. So the President is seeking our
support, yes, nfficially frow the Business Round Table, ‘

QUESTION: But vou haven'y (OFF-MIKE)?

GORMAN: | am leaving here to joln the Business Round Table meeting in
progress,  He's had it all along. . President Bush had it. Wbhen {he Goals 2000
was originally announced, as you know, President {linton was then Governor of
srkansas and oae of the leaaing ﬁnveraars in that effort., So, it was a
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hipartisan event at that time. 4And 50 we hope to cause it to ressin sa.
(UNKNOWN): Thank you very much. Thank you.
END

NCTES:
7727 -~ Indicates Speaker Unkown
= Covld not mgke out what was being said.
off mike - Indicates Could nut make out what was being said.

CANGUAGE: EHRGLISH
LOAD~DATE: Septembegr 10, 1995
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BODY

President Clinton vesterday drafted eight corporate leaders -- including
Allentown s Edward Donley -- in an effort to save an egucational reform program
With deep Lehbigh valley ropts.

Goals 2000, created by Congress just two years ago, sets gight goals far

Amprica's schaal& to meet by the turn of the century and provides school
gistricts «ith money to reach them,

But c¢ritics worry that the program will impose Ypolitically corract® values
on local educators and their pupils.

Fears of federal intrusion led New Hampshire, Montana and Virginia to forsake
all grants, creating controversy.

The House last month wiped out 31l money for the program for the federal

fiscal year that starts 0¢t. 1. Clintan nad spught $ 750 sillian. Now eyes are
an the Senate, which has yet 1o act.

U.8. Sen. arlen Specter, #-Pa., chairs the relevant subcommitisge.
"Heg intends to put money back {ntg i, spokeswoman Margaret Camp said.

pfagram Qoals range from the elimination of all alcohol and drugs from
schools o the graduation of 90 percent of high school students. To meet them,

the law calls for the creation of model academ:c standards that districts can
use as guigelines.

Donley, former chaieman 0f Afr Products and Chemicals, Upper Macungie
Tawnship, and co-chair of Pepnsylvania 2000, said suspicions can be allayed by
creating "standards that arg academic in nature ... not fuziy speisl attitudes,®

fonley and the other businessmen uhp set With Clinton described Goals 2000 as
JuSt one step taward 3 needed overhaul of America's public school svites.

"We must gh way beyond Boals 2800, said Louw Bersingr, chalrman and chief
executive officer of 1B Corp,

Albert Hoser, president and CED of Siemens Co., a German-based corporation
with 45,000 American employees, warngd that he will hire here only as 1long as
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the knawledge of the work force justifies lahor costs that exceed those in
iess-developed nations.

Among the athers in the Oval Office yesterday were John Pepper, chairman and
CEQ of Proctor & Gamble Co.; Oz Nelson, chairman and CEO of United Parcgl
Service, and Davig Whitwam, chairman, president and CEQ of Whirlpnol Corp.

Corporate ¢hieftains, complaining that today's high school graduates too

often fail rudimentary job assignments, provided the impztus several years ago
Far Goals 2000. Active then, Lenigh Valley business lsaders and esducators
continug to work toward reform,

Pennsylivania school districts this year received § 195 million in fedaral tay
dollars under the program. The mongy went touard teacher training, parent
centers, computer systems and links beiween grade Schools and colieges.

Donley suid the fight to improve the standards of public education will
continue statewide regardless Of fFederal action.

Spe 3lso the following stories: "(all heard for schools to toughen the rules
«+» 7 Dy SALLY BYREFF BUZBEE, AP which appeared on page ADY, FIFTH ERITION Ang *
... But state reform plan called wrong® by C. McOOUBALL, AP which appearsd on
page AQ%, FIFTH EDITION.
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