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NATIONAL SERVICE: 
From Vision to Reality

When he announced his candidacy for President, Bill Clinton outlined a vision of a 
"domestic Peace Corps," in which young Americans would serve our country and earn 
money for college in return. At his Inaugural, the President called on Americans to join 
together in "seasons of service." Then in March and May speeches at Rutgers University and 
the University of New Orleans, the President laid out the details of national service 
legislation. House and Senate Committees reported out the President’s bill with bipartisan 
support in June. Now, less than seven months after the Inaugural, the National and 
Community Service Act is poised to become the law of the land.

The service initiative is new public policy founded on the oldest American values: 
opportunity, responsibility, and community. The legislation embodies principles of 
"reinventing government" ~ relying on communities instead of bureaucracies to develop 
programs, stimulating competition for funds rather than offering block grants, and requiring 
measurable performance in meeting unmet needs. But national service’s central principle is 
the old American idea that by working together, we can improve our lives, bridge our 
differences, and lift up our nation.

The specific provisions of the final legislation are substantially the same as the 
legislation that the President proposed. The service program will:

• Create a new Corporation for National and Community Service that combines two 
existing agencies and allows new employees to be hired through a flexible, merit- 
based process.
• Enable Americans to earn an educational award of nearly $5000 for each term of 
service, in addition to a small stipend and basic benefits.
• Make information about service programs widely available to Americans while 
leaving recruitment at the local level.
• Require measurable results in meeting clear needs: immunizing infants, tutoring 
children at risk, cleaning up national parks, fighting crime, and so on.
• Enable 100,000 Americans to serve our country and pay for school over the next 
three years.

Congress acted quickly on the legislation ~ three months from introduction to final 
passage. The program enjoyed strong bipartisan support. A majority of Senate Committee 
Republicans voted favorably to report out the initiative, and in the end 26 House and 7 
Senate Republicans supported the legislation. At the same time. Democrats were nearly 
perfectly united in support: all 56 Senate Democrats voted to end a threatened filibuster, and 
only 5 House Democrats opposed the program on final passage. With the swift action on the 
legislation, the Corporation for National and Community Service will be up and running on 
October 1.
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I am here to ask you to join me at the beginning of a great 
adventure. In the next few weeks, I will ask Congress to create 
a new system of voluntary national service. In the next few 
years, I believe this program will change America.

Today, I ask you to become part of a noble tradition, of 
Americans serving their communities and our country.

My parents' generation won new dignity, working their way 
out of the Great Depression. Brave men and women in my own 
generation waged and won peaceful revolutions in civil rights and 
human rights.

Now, Americans of every generation face the challenge of 
meeting needs that have been neglected for too long. From city 
streets plagued by crime and drugs, to classrooms where girls and 
boys must learn the skills they'll need tomorrow, to hospital 
wards where patients languish for want of care, our problems 
demand action.

For those who answer the call — and meet these challenges - 
- your country must honor your service and offer new 
opportunities for education and training. For, at our best, 
America offers opportunity, rewards responsibility, and builds 
community.

My challenge is for everyone who is young in years — or 
young in spirit. It is a challenge for Americans from every 
background and every walk of life. It is a challenge that builds 
upon the best traditions of a nation fill with youthful energy, 
and restless, questing spirit.

Service has value that goes beyond money; it is the American 
way to change America.

The concept of community — and the spirit of service — are 
as old as our history. Especially at moments of change and 
challenge, Americans have found new ways to honor service, 
encourage individual responsibility, and solve our most pressing 
problems.



It began the moment America was invented. "With faith in 
divine Providence," Thomas Jefferson wrote in the Declaration of 
Independence, "we mutually pledge to each other our lives, our 
fortunes and our sacred honor."

In the midst of the Civil War, President Lincoln signed into 
law two visionary programs that helped America come together 
again and grow stronger than ever.

The Morrill Act helped the states create new "land-grant" 
colleges where young people learned the skills to make American 
agriculture and industry the best in the world. Its legacy is 
not only our great state colleges and universities like Rutgers 
but the American tradition that merit — and not money — should 
give people the chance for higher education.

The Homestead Act offered 100 acres of land for families who 
had the courage to settle the frontier and farm the wilderness. 
Its legacy is a nation that stretches from coast to coast.

Seven decades later, in the midst of the Great Depression, 
President Roosevelt created the Civilian Conservation Corps, 
which gave two-and-a-half million young people the opportunity to 
support themselves while working in disaster relief and 
maintaining forests, beaches, rivers, and parks. Its legacy is 
not only the restoration of our natural environment but the 
restoration of our national spirit.

In the midst of World War II, President Roosevelt proposed 
the GI Bill of Rights which offered returning veterans the 
opportunity to buy a home, a farm, or a business — and, even 
more importantly, for education or job training. Thanks to the GI 
Bill, which became a living reality in President Truman's time, 
more than eight million veterans got advanced education. Half a 
century later the legacy of the GI Bill is the great American 
middle class.

And for many in my own generation, the summons to 
citizenship and service came 32 years ago today, when President 
Kennedy created the Peace Corps, with Sargent Shriver and Harris 
Wofford, and enabled thousands of young Americans to serve on the 
leading edge of the New Frontier.

Even at its height, the Peace Corps enrolled only 16,000 men 
and women. But its legacy is not only good will and good works in 
countries all across the globe, but a profound and lasting change 
in the way Americans think about their country and the world.

Truly, the lesson of our history is that honoring service 
and rewarding responsibility is the best investment America can 
make. And today I ask Americans to join me in making that 
investment, not only with our dollars but with our deeds.



Of all the investments in my economic plan, none is more 
important than national service. It invests in our most precious 
resource: the spirit and the skills of our people. And it 
recognizes a simple but powerful truth: that we will make 
progress not by government working alone, but by the people and 
their government working together.

My economic plan offers new opportunities for education and 
training, but you must seize those opportunities and make the 
most of them. My plan can offer every child the chance for a 
healthy start and a Head Start, but parents must raise their 
children right. And my plan can rebuild the physical structure of 
our communities — from our roads and highways to our subways and 
city halls — but Americans must also restore the social fabric 
of our communities, so that we can work together in our factories 
and offices and schools.

My plan summons tremendous resources to tackle our problems. 
But even greater than these resources is the resourcefulness of 
the American people. Whenever Americans have been offered the 
opportunity, they have eagerly accepted the responsibility to 
improve their own lives and contribute something to their 
country. This is why national service is so important.

Our national service program will be built on the same 
principles as the old GI Bill. It will challenge our people to 
serve our country and do the work that should — and must — be 
done. It will invest in the future of every man and woman who 
contributes to their community and their country. And it will do 
this in two basic ways — first by making our system of student 
loans more flexible and fair, and second by making it possible to 
repay those loans through service.

Our national service plan will make it easier for young 
people to pay back their student loans, while holding public 
service jobs that accomplish much but pay relatively little.
Under our program, Americans will be able to borrow the money 
they need for college — and pay it back as a small percentage of 
their income over time.

We'll give graduates the chance to repay their loans on an 
affordable, sensible schedule, based on how much money you earn 
each year. This will give you the chance to do the work our 
communities really need — and still pay off your loans.

And while we rekindle the spirit of national service, we 
should reform our system of student loans.

The status quo is unacceptable. The system is too 
complicated and too expensive. Bankers and middlemen siphon off 
too much. Taxpayers are left holding the bag for billions in



defaults every year. And high monthly bills that arrive after 
graduation discourage young people from choosing the path of 
service.

Beginning tomorrow, Washington, D.C., will be swarming with 
lobbyists representing the banks. Even before our national 
service legislation is presented to the House and Senate, they'll 
try to tell the Senators and Representatives that the status quo 
on student loans is the best we can do.

It's time to put the national interest first for a change. 
Let's help the millions of students this system was built to 
benefit — not the favored few who profit from it now. You and I 
know that America can do better.

Our program will also create new opportunities for 
Americans to serve our country for a year or two — and get 
financial support for education or training in return.

No matter where you stand on life's journey — and no 
matter what path you are pursuing — we will offer you the 
opportunity to serve. We'll ask you to serve in our schools — 
not only as teachers but as tutors in reading and mathematics.

We'll ask you to help our police forces across the nation. 
We'll train members for a new Police Corps that will walk beats 
and work with neighborhoods to fight back against the crime wave 
that terrorizes our people and tears apart our communities.

We will ask you to help control pollution and recycle waste, 
to make sure that you pass on to your children a country that is 
clean and safe for generations to come.

And these are just a few of the opportunities we will offer.

I have often spoken about "reinventing government." And I 
want national service to empower communities, not enlarge 
bureaucracies. Observers from Alexis de Tocqueville to those in 
our own time have marveled at the vibrant and diverse civic life 
we have built here in America — our houses of worship, our 
community associations, and our business, professional, labor, 
and ethnic organizations.

All across America, people are serving their neighbors and 
their neighborhoods.

This morning, I was inspired to see and speak with students 
from Rutgers who are serving their community, from mentoring 
young people as "big sisters" to helping older people learn new 
skills.



I am impressed by the spirit behind the Rutgers Civic 
Education and Community Service Program. You understand that 
community service enriches the educational experience: that 
students should not only take the lessons they learn in class out 
into the community, but bring the lessons they learn in community 
service back into the classroom. And, in that spirit, during this 
academic year alone, more than 800 students from Rutgers are 
contributing more than 60,000 hours of community service, at your 
campus here in New Brunswick and in Camden and Newark.

The spirit of service moves Peggy Reuscher, a student here 
at Rutgers, who is taking seven credits and holding down a job. 
But still, she has found the time to work with children in a 
pediatric AIDS ward at St. Michael's medical center. "Once I saw 
these kids," she said, "how could I not do something."

The spirit of service moves Max Cerrera from Walla, 
Washington. Out of school and unemployed, he got involved in a 
local Youth Corps program, working with people in prison as a 
tutor, mentor, and big brother. Now, he is a deputy sheriff, 
leading a program which alerts high school students about the 
dangers of drugs.

And the spirit of service moves Jerilyn Mendoza, from East 
Los Angeles. As a child, she was tutored and mentored in Head 
Start and in after-school programs. Now, she has graduated from 
Stanford University. And she is working to get more young people 
involved in solving environmental problems in the inner city.

We're going to build on what people are already doing. We'll 
help pay the operating costs for groups with proven track records 
serving their communities, giving them the support they need to 
grow. And we'll let people with good ideas — "entrepreneurs," if 
you will, — compete for the venture capital they need to develop 
new programs to serve their neighbors.

That is why we want the national service program to keep 
growing every year, rewarding results and building on proven 
success. And I don't want service to wait, while people's 
potential is wasted.

That is why I want to make this summer a summer of service, 
when young people can not only serve their communities but build 
a solid foundation for a new national effort.

I am asking Congress to invest in — and I am asking young 
people to participate in — a special effort in national service 
and leadership training. We'll recruit more than 1,000 young 
people, from every background, and from high school dropouts to 
college graduates.



We'll ask them to work on one of our country's most urgent 
problems: helping children who are at risk of losing their God- 
given potential.

Some of the participants will tutor. Some will work on 
programs to immunize young girls and boys against childhood 
diseases. Some will help develop and run recreational centers, 
or reclaim urban parks from the dealers and the debris. Some 
will counsel people a few years younger than themselves to keep 
them out of gangs. And every participant will learn about 
serving our country and helping ourselves.

At the end of this summer of service, we will bring all the 
participants together for several days of debriefing and 
training. Then, the participants will join in a Youth Service 
Summit. I will attend that meeting, and I plan to listen even 
longer than I speak. And I will ask leaders from Congress, and 
from the business, labor, religious, and education communities to 
attend that Youth Service Summit with me.

We'll give those who serve the honor they deserve, and learn 
a lot about how to build a national service program. And, from 
the thousand pioneers of this summer, I want the national service 
program to grow one hundred-fold within four years.

Even when hundreds of thousands are serving, I want to 
maintain the pioneer spirit of these first months. Because 
national service will make America new again.

National service can help solve our problems, educate our 
people, and reknit our communities. If you want to answer the 
challenge, please let me know. Drop me a card — and mark it 
"National Service." Let me know that you want to serve.

Then, when the programs for the Summer of Service have been 
selected, we will give you information about the effort closest 
to you. While I cannot guarantee that you will be chosen, I do 
assure you that you will be considered. Together, we can make 
sure that the Summer of Service this year will grow into many 
more seasons of service for others who follow their example and 
answer the call.

My message today is that you shouldn't wait — and our 
country cannot wait — for a summer or for a program. We need to 
begin right now.

Today is Monday. By Friday, think about what you can do to 
be an agent of renewal. Talk to your teachers, your parents, your 
clergy, and your friends. Join the effort to renew our 
communities and rebuild our country. And write me about what you 
are doing.



It is time for millions of you to change our country — 
block by block, neighborhood by neighborhood. It is time to 
return to our roots — in excitement, in idealism, and in youth.

There are some among us — your elders and your peers — who 
believe that young Americans will no longer answer a call to 
action. They say young people measure their success merely in 
the accumulation of material things. They maintain that a summons 
to service will go unanswered.

I maintain: They are wrong. And I ask you to prove that what 
they are saying about your generation is wrong.

But my message today is not only for the young people who 
are here with me, but for Americans of every age, everywhere. 
Whether you are a ten-year-old who reads to younger children, or 
a seventy-two-year-old who has become a foster grandparent, you 
can contribute to your community and your country.

In serving others, you will find the best in yourself. And 
you will learn lessons about your own life, about other people, 
and about the meaning of our democracy.

You will learn that each of us has the spark of potential to 
accomplish something for ourselves and contribute something to 
others. You will experience the satisfaction of making a 
connection with someone you may think is very different from you, 
only to learn you have more in common than you thought. You will 
learn that the joy of mastering a new skill or discovering a new 
insight is equaled and exceeded only by the joy of helping 
another person experience that excitement.

You will know the satisfaction of being valued not for what 
you own or even for what you earn, but for what you have 
contributed to others. You will understand the wisdom in the 
words of the Rev. Martin Luther King, Jr.: "Everybody can be 
great. Because everybody can serve."

More than in any classroom or from any book, you will learn 
the meaning of America at its best. For we are not just another 
country, but a special kind of community, linked by a web of 
rights and responsibilities, and bound together not by bloodlines 
but by beliefs. When we serve others, we honor our heritage, 
exercise our responsibilities, and act on our beliefs.

Today, I ask you, not just to commit yourselves to seasons 
of service, but to become Americans in the best sense of the 
word. I am confident that your generation of Americans — and 
every generation of Americans — will answer the call.



THE NATIONAL AND COMMUNITY SERVICE ACT OF 1993:
From Vision to Reality

When he announced his candidacy for President, Bill Clinton outlined a vision of a 
"domestic Peace Corps," in which young Americans would serve our country and earn 
money for college in return. At his Inaugural, the President called on Americans to join 
together in "seasons of service." Then in March and May speeches at Rutgers University and 
the University of New Orleans, the President laid out the details of national service 
legislation. House and Senate Committees reported out the President’s bill with bipartisan 
support in June. Now, less than nine months after the Inaugural, the National and 
Community Service Act is poised to become the law of the land.

The service initiative is new public policy founded on the oldest American values: 
opportunity, responsibility, and community. The legislation embodies principles of 
"reinventing government" -- relying on communities instead of bureaucracies to develop 
programs, stimulating competition for funds rather than offering block grants, and requiring 
measurable performance in meeting unmet needs. But national service’s central principle is 
the old American idea that by working together, we can improve our lives, bridge our 
differences, and lift up our nation.

The specific provisions of the final legislation are the same in every major detail as 
the legislation that the President proposed. The service program will:

o Create a new Corporation for National and Community Service that combines two existing 
agencies and allows new employees to be hired through a flexible, merit-based process.

o Enable Americans to earn an educational award of nearly $5000 for each term of service, 
in addition to a small stipend and basic benefits.

o Make information about service programs widely available to Americans while leaving 
recruitment at the local level.

o Require measurable results in meeting clear needs: immunizing infants, tutoring children 
at risk, cleaning up national parks, fighting crime, and so on.

o Enable 100,000 Americans to serve our country and pay for school over the next three 

years.

Congress acted quickly on the legislation — four months from introduction to final 
passage. And the program enjoyed strong bipartisan support. A majority of Senate 
Committee Republicans voted favorably to report out the initiative, and in the end 26 House 
and 7 Senate Republicans supported the legislation. The final conference version of the 
National and Community Service Trust Act passed the House on August 6 and the Senate on 
September 9. The President signed the bill into law on September 21.



THE WHITE HOUSE 

Office of the Press Secretary

For Immediate Release September 21, 1993

REMARKS BY THE PRESIDENT
IN SIGNING CEREMONY OF THE NATIONAL SERVICE BILL

The South Lawn

11:15 A.M. EDT

THE PRESIDENT: Thank you very much, Mr. Vice President. I
always wanted to be introduced by the host of the David 
Letterman Show. (Laughter.)

I was thinking about what my Top 10 List would be — the best 
things about having A1 Gore as Vice President. (Laughter and 
applause.) He educates me on things great and trivial. 
(Laughter.) And that's 10, and numbers nine through one are:
He has a vote in the United States Senate. (Laughter and 
applause.) He said, and I'm always on the winning side when I 
vote. (Laughter.)

I want to welcome you all to America's backyard, a fitting place 
to come to celebrate the opportunity to serve our neighbors and 
the opportunity to rebuild the American community. I have 
harbored this dream for years. It was stoked in me by so many 
thousands of experiences I cannot even recall them all.

When the Vice President and I went across this country last 
year, I was deeply moved by forces that were both good and bad 
that kept pushing me to believe that this was more important 
than so many other things that all of us do in public life. I 
saw the wreckage, the insanity, the lost human potential that 
you can find now not only in our biggest cities, but in every 
community. And yet, I saw even in the most difficult 
circ\imstances the light in the eyes of so many young people; the 
courage, the hunger for life; the desire to do something to 
reach beyond themselves and to reach out to others and to make



things better.

I listened and learned from so many people. I saw the examples 
of the service programs that you have represented here on this 
stage. I watched people's dreams come to life. I watched the 
old and the young relate in ways they hadn't. I watched mean 
streets turn into safer and better and more humane places. I 
saw all these things happening, and I realized that there was no 
way any government program could solve these problems even if we 
had the money to spend on them, which we don't, but that the 
American people, if organized and directed and challenged and 
asked, would find a way.

I am in debt to so many people, all of whom have been at least 
referred to. But I would like to say a particular word of 
thanks to those who sponsored previous legislation for a limited 
basis. I want to say a special word of thanks to the 
Republicans and the Democrats who joined together in the 
Congress to make sure that this would know no party and that we 
would somehow reach beyond the normal debate and dialogue to 
unify this country, starting with the Congress.

I thank the people who helped me before I became President to 
understand more about national service — the people who wrote 
books and articles, the people who worked with me in the DLC and 
other organizations. I thank all of you because all of you 
played a role in this day.

But most of all, I want to thank the young people of this 
country who were so wonderfully represented by these three young 
people — Richard and Derrick and Pricilla. Weren't they 
terrific? Let's give them another hand. (Applause.)

I don't believe there was a stop on our bus tour across the 
country when the Vice President and I didn't mention our 
commitment to national service as a part of our drive to make 
college education affordable to all, but also as a part of our 
deeper desire to bring the American community back together. 
(Applause.)

I have to say a special word of appreciation to Eli Segal. 
(Applause.) I have known him for about half my lifetime. I can 
still remember when we were young with the dreams and the 
enthusiasms that these young people on this stage have today. I 
could not have known when we first met in our attempt to do the 
best we could by our country so long ago that someday we would 
be standing here on this stage to do this. But I know this;
This national service bill and this project would not be in the 
form it is and we would not be here celebrating today in the way



we are if it had not been for his brilliant, dedicated 
leadership. And I thank him for that. (Applause.)

Relying on the ancient adage that if it ain't broke, don't fix 
it, I am today forwarding to Senator Kennedy and the United 
States Senate the nomination of Eli Segal to be the Chief 
Executive Officer of the Corporation for National and Community 
Service. (Applause.)

I also want to acknowledge, as has already been referred to, the 
roots of our history in all this day and people who have 
contributed to this day because of what they did in their time. 
Twice before in this century Americans have been called to great 
adventures in civilian service. Sixty years ago, in the depths 
of the Depression, Franklin Roosevelt created the CCC and gave 
Americans the chance not only to do meaningful work so that they 
could feed themselves and their families, but so that they could 
build America for the future. And down to this day there is not 
a state in this country that is untouched by the continuing 
impact of the good work done by the people who labored in the 
CCC. (Applause.)

Today we have two veterans of President Roosevelt's Civilian 
Conservation Corps — William Bailey and Owen Davis. Would they 
please stand wherever they are? (Applause.) There they are. 
Thank you. (Applause.)

It is with special pride that I will use President Franklin 
Roosevelt's pen set, with which he signed nearly every piece of 
legislation as President, to sign our bill here today.

We also point with pride, as the Vice President said, to the 
enduring legacy and the continued vitality of John Kennedy's 
Peace Corps, created by legislation which President Kennedy 
signed 32 years ago tomorrow. I want to acknowledge, as the 
Vice President did, the wonderful work of Sergeant Shriver not 
only as the first director and guiding spirit of the Peace 
Corps, but for what he did with the VISTA program. And I want 
to acknowledge — (Applause) —thank you — and to say with some 
pride that it was my privilege, influenced by people like the 
Vice President whose sister served with such distinction in the 
Peace Corps, to appoint the first Peace Corps volunteer to 
actually direct the Peace Corps, Carol Bellamy. And I thank her 
for her leadership. (Applause.)

Thanks to the generosity of Sergeant Shriver, I will also use 
the pen President Kennedy used 30 years ago — 32 years ago — 
to sign the Peace Corps legislation to create a new national 
service corp for America. We will call it Americorp.



(Applause.)

When I asked our country's young people to give something back 
to our country through grass-roots service, they responded by 
the thousands. You heard a couple of them here today. Eli's 
office was literally swamped with letters asking to serve.
These two young people today represent 20,000 young people next 
year, and 100,000 young people three years from now,. And I 
hope, believe and dream that national service will remain 
throughout the life of America not a series of promises, but a 
series of challenges, across all the generations and all walks 
of life to help us to rebuild our troubled but wonderful land.
I hope that some day the success of this program will make it 
possible for every young American who wishes to serve and earn 
credit against a college education, or other kinds of education 
and training, to do that. And I believe it will happen.

This morning our Cabinet and the heads of our federal agencies 
were directed to redouble their efforts to use service — 
community grass-roots service — to accomplish their fundamental 
missions. We want them to help reinvent our government to do 
more and cost less by creating new ways for citizens to fulfill 
the mission of the public. We believe we can do that. Already 
departments have enlisted young people and not-so-young people 
to do everything from flood cleanup to housing rehabilitation; 
from being tour guides in our national parks to being teachers' 
aides in our schools.

In the coming months we will also challenge states and nonprofit 
organizations to compete for Americorp volunteers. We'll ask 
our friends in higher education and the foundation world and in 
business to continue their leadership in the growing movement of 
national service.

But beyond the concrete achievements of Americorp, beyond the 
expanded educational opportunities those achievements will earn, 
national service, I hope and pray, will help us to strengthen 
the cords that bind us together as a people; will help us to 
remember in the quiet of every night that what each of us can 
become is to some extent determined by whether all of us can 
become what God meant us to be. (Applause.)

And I hope it will remind every American that there can be no 
opportunity without responsibility. The great English 
historian, Edward Given, warned that when the Athenians finally 
wanted not to give to society, but for society to give to them, 
when the freedom they wished for most was freedom from 
responsibility, then Athens ceased to be free.



My fellow Americans, there are streets and neighborhoods and 
communities today where people are not free. There are millions 
of Americans who are not really free today, because they cannot 
reach down inside them and bring out what was put there by the 
Almighty. This National Service Corps should send a loud and 
clear message across this country that the young people of 
America will preserve the freedom of America for themselves and 
for all those of their generations by assuming the 
responsibility to rebuild the American family. That is the 
dream which drove this idea to the reality we find today.

I am so proud of all of you who are a part of this. I am 
profoundly grateful to you. I ask you only now to remember that 
as we move toward the 21st century, the success of our great 
voyage, of this, the longest experiment in free society in human 
history —to remember that it is at the grass roots, in the 
heart of every citizen that we will succeed or fail . Today we 
are taking a stand in this country for the proposition that if 
we challenge people to serve and we give them a chance to 
fulfill their abilities, more and more and more we will all 
understand that we must go forward together. This is the 
profoundest lesson of this whole endeavor. And it will be the 
great legacy of the wonderful people who make it come alive.

Thank you and God bless you all. (Applause.)

END11:34 A.M. EOT



OUTLINE OF LEGISLATION

NATIONAL AND COMMUNITY SERVICE TRUST ACT

The national service initiative is designed to tackle the nation’s problems 
by mobilizing Americans of every background, and particularly young people, 
in service to our communities and country. The programs extends support for 
service from the youngest elementary students to our oldest citizens, and 
includes everything from part-time volunteer activities to full-time public 
service jobs. The centerpiece of the effort to support service is a new program 
to offer educational awards to Americans who make a substantial commitment 
to service. In addition to this program, which builds on the youth corps and 
demonstration programs of the National and Community Service Act of 1990, 
the National Service Trust Act includes:

o Extension and improvement of programs in the National and 
Community Service Act of 1990 that enhance elementary and secondary 
education through community service in schools, support after-school and 
summer programs for school-age youth, and fund service programs on 

college campuses.

o Support for the Civilian Community Corps, to provide service 
opportunities in areas adversely affected by defense cutbacks.

o Support for the Points of Light Foundation, to support 
volunteerism.

o Extension and improvement of VISTA and the Older American 
Volunteer Programs authorized by the Domestic Volunteer Service Act.

o Acceleration of implementation for the Stafford Loan Forgiveness 

program.



NATIONAL SERVICE TRUST ACT

Focus of Service

0 National service must address unmet educational, environmental, human, or public 
safety needs.

0 The Corporation and State Commissions must establish priorities among these needs 
that programs must address.

0 National service must improve the life of the participants, through citizenship 
education and training.

0 Participants may not displace or duplicate the functions of existing workers.

Corporation for National Service

Structure

o The national service program will be administered by a government Corporation for 
National Service, created by combining two existing independent federal agencies, the 
Commission on National and Community Service and ACTION.

0 The Corporation will be responsible for administering all programs authorized under 
the National and Community Service Act and Domestic Volunteer Service Act, including 
VISTA and the Older American Volunteer Programs. The Corporation will also fund 
training and technical assistance, service clearinghouses and other activities.

o The Corporation will have authority to combine the functions of the two sets of 
programs in order to reduce bureaucracy, but will maintain the distinct operational features 
of the VISTA and Older American Volunteer programs.

o Current ACTION employees will transfer into the Corporation within the civil service 
system, but other employees will be governed by a more flexible, merit-based, competitive 
personnel system exempt from certain civil service requirements.

o In order to build private and non-government support, the Corporation may solicit and 
accept private funds.

Governance

0 The Corporation will have a fifteen-member volunteer Board of Directors appointed 
by the President and confirmed by the Senate. It will be bipartisan, representing a broad 
range of viewpoints, and include persons experienced in national service and similar 
programs; experts in providing educational, environmental, human, or public safety service; 
and at least one person between the ages of 16 and 25. Board members will serve for a term 
of 5 years.



0 Eleven Cabinet secretaries will serve as non-voting ex-officio members.

0 The President of the United States will appoint the first Chairperson of the Board. 
The Board will appoint subsequent Chairpersons.

0 The Board will review and approve the Corporation strategic plan, grantmaking 
decisions, regulations and policies, and evaluation plan. It will also review and advise the 
Corporation President concerning overall policies of the Corporation, receive and act on 
reports of the Inspector General, make recommendations regarding research, ensure the 
effective dissemination of information, and advise the President of the United States 
concerning service.

0 The President of the United States will appoint the President of the Corporation.

0 The President of the Corporation will have control over personnel, prepare the
strategic plan, prepare grant decisions, make grants, prepare regulations and implement 
them, prepare an evaluation plan, establish measurable performance goals for programs, 
consult with agencies, suspend payments in certain instances, prepare the annual report, and 
submit to Congress such reports as are required.

Oversight

0 An Inspector General will oversee programs to guard against fraud and abuse.

0 Programs must arrange for independent audits and evaluations, and may also be 
required to participate in national or State evaluations.

o The President will establish measurable performance goals for all programs.

State Commissions

Structure

0 In order to receive a grant, each State must establish a commission on national service 
or comparable entity. The Corporation will provide funding for the State commission on a 
sliding matching scale, declining from 85 percent in year one to no more than 50 percent in 
year 4. The Corporation will provide to State Commissions not less than $125,000 in the 
first year, and not less than $175,000 in subsequent years. The Corporation will provide to 
State Commissions not more than $750,000.

0 With the approval of the Corporation, States may utilize alternative administrative 
entities, as long as they involve diverse participation in policymaking.

0 Commissions will have 15 to 25 members appointed by the governors on a bipartisan 
basis. There must be at least one individual with expertise in training youth, one individual 
with experience promoting volunteerism among older adults, one representative of 
community-based agencies, the head of the State educational agency, a representative of local



governments, a representative of local labor organizations, a representative of business, a 
youth, and a representative of a national service program. Other members may include local 
educators, experts in the delivery of certain services, representatives of Indian tribes, and 
out-of-school youths.

0 A representative of the Corporation will sit on each commission as an ex officio 
member (unless the State chooses otherwise) and act as liaison between the commission and 
the Corporation.

0 State commissions will be responsible for States’ strategic plans. State applications for 
funding, assistance providing health and child care. State recruiting and information systems, 
grant administration, and projects and training methods. State Commissions may not operate 
programs, though they may ^nd State agencies that do.

0 State commissions must allocate at least 60 percent of their funds to non-State entities.

Allocation of Funds

0 States submitting plans approved by the Corporation will receive one-third of funds 
according to a population-based formula and one-third on a competitive basis.

0 One-third of funds will be allocated directly by the Corporation. Programs eligible 
for priority consideration include federal programs, national nonprofit organizations operating 
multiple programs or competitive grant programs, national service initiatives in more than 
one State and meeting priority needs, proposals to replicate successful programs in more than 
one State, professional corps, and innovative national service programs. In cases of programs 
of comparable quality, there is a general priority for non-profit organizations. States may 
also receive certain of these funds.

Programs

Goals

0 The Corporation will establish measurable goals regarding the impact of the service 
on the community and on participants. Programs will also develop their own goals particular 
to their situation.

Eligibility

o Programs eligible for national service designation include diverse community corps, 
youth corps, specialized service programs focusing on a specific community need, individual 
placement programs, campus-based service programs, programs that train and place service- 
learning coordinators in schools or team leaders in corps programs, intergenerational 
programs, national service entrepreneurship programs, professional corps, youthbuild 
programs, safe schools programs, programs for rural communities, programs to fight hunger, 
and current national service demonstration programs.



0 Programs may be run by non-profit organizations, institutions of higher education, 
local governments, school districts. States, or federal agencies.

0 Programs may not provide direct benefits to for-profit businesses, labor unions, or 
partisan political organizations, or use program assistance for religious activities. Programs 
must comply with restrictions on political activity in section 501(c)(3) of the Internal 
Revenue Code.

Selection

0 Selection criteria include quality (based on criteria developed in consultation with 
experts in the field), innovation, sustainability, and replicability of programs.

0 Past experience and management skills of program leadership, extent of building on 
existing programs, and recruitment from communities served and their involvement in 
program design, leadership and operation will also be taken into account.

0 Programs serving communities of greatest need will receive special priority. These 
include communities designated as economically disadvantaged, environmentally distressed, 
adversely affected by reductions in defense spending, adversely affected by Federal land 
management practices, or areas of high unemployment. Fifty percent of assistance should be 
distributed to these areas, with a priority for recruitment from such areas.

Funding

0 All participants will receive educational awards.

o To develop programs, one-year planning grants will be available. To support national 
service participants, three-year renewable grants will be available for program expansion or 
replication.

0 Administrative costs will be limited to five percent of all grants other than planning 

grants.

0 Programs must pay 15 percent of the stipend and health care benefits in cash and 25 
percent of other program costs receiving federal support. The 25 percent match may be in 
cash or in kind from any source other than programs funded under the National and 
Community Service or Domestic Volunteer Service Acts.

0 Federal funds must supplement, not supplant. State and local dollars.

Participants

Eligibility

0 Individuals may serve before, during, or after post-secondary education.



0 In general, participants may be age 17 or older. Youth corps participants may be age 
16 or older.

0 Participants must be high school graduates or in most cases agree to achieve their 
GED.

Selection

0 Participants will be recruited and selected on a nondiscriminatory basis and without 
regard to political affiliation by local programs designated by States or the federal 
government.

0 National and State recruitment system will help interested individuals locate 
placements in local programs. Information about available positions will be widely 
disseminated through high schools, colleges and other placement offices. Recruitment efforts 
must pay special attention to the needs of disadvantaged youths. A special leadership corps 
may be recruited, trained, and placed to assist in the development of new national service 

programs.

Term of Service

0 To earn an educational award, a participant in a designated program may serve a term 
of service full-time over one-year or part-time over two years (three years in the case of 
students). The term of service is 1700 hours for full-time service and 900 hours for part-time 
service (with a correspondingly smaller award). An individual may serve up to two terms and 
earn up to two educational awards. The Corporation has authority to develop provisions to 
offer smaller awards for shorter periods of service.

Educational Awards

0 Educational awards of $4,725 will be provided for a term of full-time service. 
Educational awards may be used to repay loans for higher education or to pay for higher 
education or training.

o Educational awards will be federally funded and deposited into a national service trust 
on behalf of all participants accepted into fhe program. Organizations and individuals may 
donate funds to support national service participants in the donor’s community.

0 Payments will be made directly to qualified post-secondary educational institutions, 
including two- and four-year colleges, training programs, and graduate or professional 
programs.

0 In the case of participants with outstanding loan obligations for qualified educational 
activities, awards will be paid directly to lenders.

0 Awards must be used within seven years of completion of a term of service.



Stipends

0 Programs will set stipends within guidelines. Programs may provide stipends no less 
than the amount received by VISTA volunteers and no greater than twice that amount. 
Federal support will be limited to a match of 85 percent of the VISTA allowance, with 
programs paying any stipend costs above that amount.

0 In the limited case of designated professional corps in areas of great need, such as 
teaching and public safety in underserved areas, participants may be paid a salary in excess 
of the guidelines and receive an educational award. However, no federal support will be 
available for a stipend, and professional corps will be selected on a case-by-case basis 
directly by the Corporation.

Health and Child Care

o All participants without access to health insurance will receive health coverage. 
Federal dollars will pay up to 85 percent of the cost of these benefits.

0 Participants will receive child care assistance, if needed.



Serve-America

The proposal extends and expands the existing Serve-America program for school-age 
youth and Higher Education Innovative Projects for Community Service. Modifications to 
these programs are described below.

Service-Learning Program

Program Goals

0 To build a foundation for service among the nation’s youth, inspiring them to serve 
and instilling in them the values and attitude to serve effectively after graduation.

0 To create opportunities for all American children to serve our country.

Types of Programs

0 Programs may be partnerships of local education agencies and community-based 
organizations.

o Local educational agencies may receive planning grants to hire service-learning 
coordinators.

Types of Funding

o School-based programs will be eligible for funding through State educational agencies, 
partly based on formula and partly through competition.

0 State educational agencies must develop State plans that indicate programs to be 
funded and detail 3-year strategies for service-learning in their States. The Corporation must 
approve State plans.

0 Programs may receive one-year planning grants for school-based programs. 
Subgranting to experienced institutions for school-based programs will also be allowed.

0 All local programs will be required to provide at least 10 percent of total program 
costs in the first year of funding, increasing to 50 percent in the fourth. Local programs may 
utilize other federal education funds to meet the match requirement.

Training and Technical Assistance

0 Clearinghouses will be expanded to further enable them to disseminate information 
and curriculum materials; train teachers, service sponsors and participants; and provide needs 
assessments or technical assistance.

o States will also receive additional resources to train and educate State educational 
personnel.
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Community-based Program for School-Age Youth

o Community-based organizations working with school-age youth may receive grants 
from the State Commission for programs to involve such youth in community service.

o National non-profit organizations may apply to the Corporation to make subgrants or 
run multi-state community-service programs for this population.

Higher Education Innovative Projects

0 Higher Education institutions, consortia of such institutions, or partnerships of higher 
education institutions and non-profit institutions may receive grants from the Corporation for 
student community-service programs or programs to train teachers in service-learning 
methods.

0 Funds may supplement College Work-Study funds being used for community service 
placements.

Extension of the Domestic Volunteer Service Act of 1973

The proposal extends and expands VISTA and Older American Volunteer Programs 
authorized by the Domestic Volunteer Service Act. Following a transition period, these 
programs will be administered by the Corporation for national service.

VISTA

o Extends authority for the VISTA program and increases number of VISTA volunteers. 

0 Authorizes new VISTA Summer Associate program.

0 Authorizes a University Year for VISTA program to encourage student volunteer
efforts addressing the needs of low-income communities.

o Removes restrictions limiting the flexibility to manage VISTA, while reaffirming 
commitment to recruiting a diverse group of VISTA volunteers including young and older 
adults.

0 Increases post-service stipends by $30 for each month of service. Such stipends are 
not available if VISTA volunteer accepts an educational award under the national service 
trust.

Continues support for VISTA Literacy Corps.



Special Volunteer Programs

0 Provides broadened authority under the Special Volunteer Programs to supporting 
demonstrations and innovations, provide technical assistance, and promote other 
entrepreneurial activities. Eliminates specific authority for student community service and 
drug programs, which are covered under the broadened demonstration authority and under 
the National and Community Service Act.

Older American Volunteer Programs

0 Renames the Older American Volunteer Programs as National Senior Volunteer Corps 
and the Retired Senior Volunteer Program as the Retired and Senior Volunteer Program 
(RSVP).

0 Lowers eligibility age for participation in the RSVP program to 55.

0 Clarifies that Foster Grandparents may work with children with special and
exceptional needs in Head Start programs, schools, and day care centers.

0 Provides for a new demonstration authority to enrich and strengthen older American 
volunteer programs across the country.

0 Eliminates restrictions that limit the flexibility to administer the program.

0 Increases the stipend for low-income Foster Grandparents and Senior Companions 
once over the next five years to account for inflation.

Administration

0 Encourages relationships between ACTION and other federal agencies where 
ACTION volunteers might help further the purposes of other Federal programs.

0 Authorizes a Center for Research and Training on Volunteerism to strengthen 
volunteer programs across the country.

0 Provides a technical amendment to restore the crediting of VISTA service for federal 
pensions.
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THE PRESIDENT: Thank you very much, Mr. Vice President.
I always wanted to be introduced by the host of the David Letterman 
Show. (Laughter.)

I was thinking about what my Top 10 List would be — the 
best things about having A1 Gore as Vice President. (Laughter and 
applause.) He educates me on things great and trivial. (Laughter.) 
And that's 10, and numbers nine through one are: He has a vote in
the United States Senate. (Laughter and applause.) He said, and I'm 
always on the winning side when I vote. (Laughter.)

I want to welcome you all to America's backyard, a 
fitting place to come to celebrate the opportunity to serve our 
neighbors and the opportunity to rebuild the American community. I 
have harbored this dream for years. It was stoked in me by so many 
thousands of experiences I cannot even recall them all.

When the Vice President and I went across this country 
last year, I was deeply moved by forces that were both good and bad 
that kept pushing me to believe that this was more important than so 
many other things that all of us do in public life. I saw the 
wreckage, the insanity, the lost human potential that you can find 
now not only in our biggest cities, but in every community. And yet, 
I saw even in the most difficult circumstances the light in the eyes 
of so many young people; the courage, the hunger for life; the desire 
to do something to reach beyond themselves and to reach out to others 
and to make things better.

I listened and learned from so many people. I saw the 
examples of the service programs that you have represented here on 
this stage. I watched people's dreams come to life. I watched the 
old and the young relate in ways they hadn't. I watched mean streets 
turn into safer and better and more humane places. I saw all these 
things happening, and I realized that there was no way any government 
program could solve these problems even if we had the money to spend 
on them, which we don't, but that the American people, if organized 
and directed and challenged and asked, would find a way.

I am in debt to so many people, all of whom have been at 
least referred to. But I would like to say a particular word of 
thanks to those who sponsored previous legislation for a limited



basis. I want to say a special word of thanks to the Republicans and 
the Democrats who joined together in the Congress to make sure that 
this would know no party and that we would somehow reach beyond the 
normal debate and dialogue to unify this country, starting with the 
Congress.

I thank the people who helped me before I became 
President to understand more about national service — the people who 
wrote books and articles, the people who worked with me in the DLC 
and other organizations. I thank all of you because all of you 
played a role in this day.

But most of all, I want to thank the young people of 
this country who were so wonderfully represented by these three young 
people — Richard and Derrick and Pricilla. Weren't they terrific? 
Let's give them another hand. (Applause.)

I don't believe there was a stop on our bus tour across 
the country when the Vice President and I didn't mention our 
commitment to national service as a part of our drive to make college 
education affordable to all, but also as a part of our deeper desire 
to bring the American community back together. (Applause.)

I have to say a special word of appreciation to Eli 
Segal. (Applause.) I have known him for about half my lifetime. I 
can still remember when we were young with the dreams and the 
enthusiasms that these young people on this stage have today. I 
could not have known when we first met in our attempt to do the best 
we could by our country so long ago that someday we would be standing 
here on this stage to do this. But I know this: This national
service bill and this project would not be in the form it is and we 
would not be here celebrating today in the way we are if it had not 
been for his brilliant, dedicated leadership. And I thank him for 
that. (Applause.)

Relying on the ancient adage that if it ain't broke, 
don't fix it, I am today forwarding to Senator Kennedy and the United 
States Senate the nomination of Eli Segal to be the Chief Executive 
Officer of the Corporation for National and Community Service. 
(Applause.)

I also want to acknowledge, as has already been referred 
to, the roots of our history in all this day and people who have 
contributed to this day because of what they did in their time.
Twice before in this century Americans have been called to great 
adventures in civilian service. Sixty years ago, in the depths of 
the Depression, Franklin Roosevelt created the CCC and gave Americans 
the chance not only to do meaningful work so that they could feed 
themselves and their families, but so that they could build America 
for the future. And down to this day there is not a state in this 
country that is untouched by the continuing impact of the good work 
done by the people who labored in the CCC. (Applause.)

Today we have two veterans of President Roosevelt's 
Civilian Conservation Corps — William Bailey and Owen Davis. Would 
they please stand wherever they are? (Applause.) There they are. 
Thank you. (Applause.)

It is with special pride that I will use President 
Franklin Roosevelt's pen set, with which he signed nearly every piece



of legislation as President, to sign our bill here today.

We also point with pride, as the Vice President said, to 
the enduring legacy and the continued vitality of John Kennedy's 
Peace Corps, created by legislation which President Kennedy signed 32 
years ago tomorrow. I want to acknowledge, as the Vice President 
did, the wonderful work of Sergeant Shriver not only as the first 
director and guiding spirit of the Peace Corps, but for what he did 
with the VISTA program. And I want to acknowledge — (Applause) — 
thank you — and to say with some pride that it was my privilege, 
influenced by people like the Vice President whose sister served with 
such distinction in the Peace Corps, to appoint the first Peace Corps 
volunteer to actually direct the Peace Corps, Carol Bellamy. And I 
thank her for her leadership. (Applause.)

Thanks to the generosity of Sergeant Shriver, I will 
also use the pen President Kennedy used 30 years ago — 32 years ago 
— to sign the Peace Corps legislation to create a new national 
service corp for America. We will call it Americorp. (Applause.)

When I asked our country's young people to give 
something back to our country through grass-roots service, they 
responded by the thousands. You heard a couple of them here today. 
Eli's office was literally swamped with letters asking to serve.
These two young people today represent 20,000 young people next year, 
and 100,000 young people three years from now,. And I hope, believe 
and dream that national service will remain throughout the life of 
America not a series of promises, but a series of challenges, across 
all the generations and all walks of life to help us to rebuild our 
troubled but wonderful land. I hope that some day the success of 
this program will make it possible for every young American who 
wishes to serve and earn credit against a college education, or other 
kinds of education and training, to do that. And I believe it will 
happen.

This morning our Cabinet and the heads of our federal 
agencies were directed to redouble their efforts to use service — 
community grass-roots service — to accomplish their fundamental 
missions. We want them to help reinvent our government to do more 
and cost less by creating new ways for citizens to fulfill the 
mission of the public. We believe we can do that. Already 
departments have enlisted young people and not-so-young people to do 
everything from flood cleanup to housing rehabilitation; from being 
tour guides in our national parks to being teachers' aides in our 
schools.

In the coming months we will also challenge states and 
nonprofit organizations to compete for Americorp volunteers. We'll 
ask our friends in higher education and the foundation world and in 
business to continue their leadership in the growing movement of 
national service.

But beyond the concrete achievements of Americorp, 
beyond the expanded educational opportunities those achievements will 
earn, national service, I hope and pray, will help us to strengthen 
the cords that bind us together as a people; will help us to remember 
in the quiet of every night that what each of us can become is to 
some extent determined by whether all of us can become what God meant 
us to be. (Applause.)



And I hope it will remind every American that there can 
be no opportunity without responsibility. The great English 
historian, Edward Given, warned that when the Athenians finally 
wanted not to give to society, but for society to give to them, when 
the freedom they wished for most was freedom from responsibility, 
then Athens ceased to be free.

My fellow Americans, there are streets and neighborhoods 
and communities today where people are not free. There are millions 
of Americans who are not really free today, because they cannot reach 
down inside them and bring out what was put there by the Almighty. 
This National Service Corps should send a loud and clear message 
across this country that the young people of America will preserve 
the freedom of America for themselves and for all those of their 
generations by assuming the responsibility to rebuild the American 
family. That is the dream which drove this idea to the reality we 
find today.

I am so proud of all of you who are a part of this. I 
am profoundly grateful to you. I ask you only now to remember that 
as we move toward the 21st century, the success of our great voyage, 
of this, the longest experiment in free society in human history — 
to remember that it is at the grass roots, in the heart of every 
citizen that we will succeed or fail. Today we are taking a stand in 
this country for the proposition that if we challenge people to serve 
and we give them a chance to fulfill their abilities, more and more 
and more we will all understand that we must go forward together.
This is the profoundest lesson of this whole endeavor. And it will 
be the great legacy of the wonderful people who make it come alive.

Thank you and God bless you all. (Applause.)

END 11:34 A.M. EDT
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National Service
Legislation clears House and moves on to Senate
With strong bipartisan support, the House of Representa­
tives has approved the coriference report of the National 
and Coiiununity Service Trust Act of 1993, and by early 
September, when Congress reconvenes, the Senate is

M
President Clinton and Eli Segal, director of the White 
House Office of National Service, discuss legislation.

Service Corps Aid Flood Region
Fueled with money from the President's flood relief bill and the Commission's federal 
disaster relief fund, service corps will spark community spirit and provide relief in the 
flood-devastated Midwest.

Emergency grants were drawn, in part, from the same Commission fund that 
supported corps in the aftermath of Hurricane An­
drew in Miami and the Los Angeles riots.

The Iowa Conservation Corps has already received a 
grant to assist in flood relief activities. The other grants 
are in final stages of negotiation and are going to youth 
corps based in flood areas. They will allow hundreds of 
young people to work with local organizations in start­
ing to repair the infrastructure of their communities— 
tearing down sandbag walls, painting road signs and 
cross walks and distributing donated food and clothing.

"The emergency response is a demonstration of the 
critical role that service can play in bringing individuals 
together to address urgent commuiuty needs," says 
Commission Executive Director Catherine Milton. ♦

likely to vote in support of President Clinton's innovative 
plan for national service.

The centerpiece of the initiative is a new program that 
offers educational awards to Americans who make a sub­
stantial commitment to service. Participants age 17 years 
(in some cases 16 years) and older and from a variety of 
backgrounds will serve either full-time for one or two 
years or part-time for two to six years, addressing commu­
nities' needs in the fields of education, the environment, 
public safety and health and human services. In return, all 
full-time participants will receive a stipend as well as basic 
health insurance and child care if needed. Upon comple­
tion of service, participants will have earned a $4,725 
educational award.

According to the legislation, national service programs 
will address urgent community needs without displacing 
existing workers. Programs will be run by partnerships or 
not-for-profit organizations including institutions of higher 
learning, local governments, school or police districts,

states, Indian tribes, or fed­
eral agencies.

The legislation supports 
existing national and com­
munity service programs. It 
builds on Commission pro­
grams funded under the Na­
tional and Conununity Ser-

(Continued on page 5)
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Summary
S. 919, the National and Community Service Trust Act of 1993, incorporates 
the major provisions of President Clinton’s national service proposal to 
provide service opportunities for Americans of all ages in a wide variety of 
programs, from service learning for those in grades K-12, to full-time youth 
camps to programs for senior citizens.

Full-time and part-time programs with educational awards would offer Ameri­
cans, 17 years of age and older, opportunities to serve their country before 
or after college. The program would provide a $5,000 award for educational 
purposes, to individuals who complete a term of service with a maximum 
award of $10,000 (two terms) per individual.

Participants would receive a minimum wage stipend, and health and child 
care, if necessary, during their service.

The bill establishes a Corporation for National and Community Service that 
combines two existing agencies, the Commission on National and Community 
Service and ACTION. The Corporation would make grants to States, public 
and private nonprofit organizations, and institutions of higher education, 
which would either carry out the service programs themselves or make grants 
to other organizations to carry out the programs. Individual service programs 
would be developed locally to help meet the unique needs of the community.

In addition, the National Service Trust Act proposal reauthorizes and im­
proves current domestic volunteer programs including the Serve America 
program (to fund service learning for those in grades K-12 or college), VISTA 
(Volunteers In Service to America), the Older Americans Volunteer Program, 
and the Civilian Community Corps (CCC).

DPC Legislative Bulletin — S. 919, National and Community Service Trust Act P- J



Major Provisions

National Service Trust Program

The bill authorizes $394 million in FY 1994, and such sums as may be 
necessary in fiscal years 1995-1998, for the National Service Trust Program. 
This program will enable Americans to perform valuable national service 
while earning educational awards in return.

The bill establishes a national Corporation for National and Community 
Service (Corporation) that combines two existing domestic volunteer agen­
cies, the Commission on National and Community Service and the ACTION 
agency. The Corporation would make grants to states, public and private 
nonprofit organizations, and institutions of higher education, which would 
either carry out the service programs themselves or make grants to other 
organizations to carry out the programs.

The Corporation would also provide the educational awards to eligible 
participants.

Participants and Awards: In general, Americans over 17 years of age who 
have a high school diploma (or agree to get one while serving) will be eligible 
to serve in approved positions for one or two terms. A full-time term of service 
is equal to 1,700 hours of service over a one-year period while a part-time term 
of service is equal to 1,700 hours of service over a three-year period. 
Participants must also meet the eligibility requirements of the particular 
program and be selected by that program.

Educational awards may be used to pay for college education, repay for 
student loans, pay expenses for approved school-to-work programs, or pay 
for approved job training, or vocational education expenses.

While serving, participants will be provided a living allowance at approxi­
mately the minimum wage, and health care and child care, if necessary. In 
return each participant will receive an educational award of $5,000, payable 
for current expenses or against past loans at participating institutions includ­
ing trade and graduate schools under the Higher Education Act.
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Eligible Programs: Programs engaging participants may range from indi­
vidual placement programs for college graduates, to conservation corps for 
at-risk youth, to community corps for Americans from a variety of back­
grounds. Diversity of models and participants will be encouraged.

National service work must:

• meet unmet educational, environmental, public safety, or 
human needs;

• improve the citizenship ethic and skills of those who serve; 
and,

• not displace existing workers.

The program may be full-time or part-time, and may include community corps 
and professional corps programs.

Allocation of Funds: Institutions offering national service opportun'-ties may 
range from small non-profit organizations to Federal agencies. Programs will 
be selected on a competitive basis by the State Commission on National and 
Community Service and the Corporation. Funds for these programs will be 
allocated three ways.

• One-third of program funds will be allocated to State com­
missions by a formula based on population.

• At least one-third of program funds will be allocated to State 
commissions on a competitive basis.

• The remaining program funds, up to one-third of the total, 
will be allocated by the Corporation, on a competitive basis, 
to entities which are permitted to apply directly to the 
corporation.
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Program Approval: In order to receive program assistance and approved 
national service positions, an entity must apply to a State commission on 
national service, or in exceptional cases directly to the Corporation.

The Corporation may set deadlines and require information from applicants, 
including descriptions of:

• programs to be carried out directly by the applicant;

• programs selected to receive grants;

• other funding sources that the program plans to use;

• the extent to which the program benefits the community;

• measurable goals for meeting unmet needs and providing 
a meaningful service experience; and,

• the past experience of the applicant.

National Service Trust: The bill establishes a National Service Trust 
account in the United States Treasury. National Service education awards 
would be paid from this Trust. The Corporation would have to report annually 
to Congress on the financial status of the Trust.

Corporation for National and Community Service: The bill creates a 
Corporation for National and Community Service to administer the national 
service programs established in the bill, as well as existing programs, 
including the Commission on National and Community Service's Serve 
America program, the CCC, VISTA, and Senior Volunteer programs (the last 
two of which would be transferred to the Corporation from ACTION).

The Corporation would establish performance guidelines, select programs on 
the basis of quality, and guard against waste, fraud, and abuse. The 
Corporation would also be empowered to solicit and receive private funds.
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The Corporation would be governed by a 15-member bipartisan board of 
directors, appointed by the President and confirmed by the Senate. The 
Board would be composed of a diverse group of individuals with extensive 
background in the environment, education, public safety and human resources. 
In addition, the board would contain one individual between age 16 
and 25.

Duties of the Board include:

• reviewing and approving the Corporation’s strategic plan;

• reviewing and approving the Corporation’s grants and al­
lotments

• reviewing and advising the President with respect to the 
Corporation's plan of standards, policies, procedures, and 
initiatives:

• advising the President and Congress on national and 
community service developments; and,

• making recommendations relating to a Corporation plan for 
research.

State Commissions on National Service: In orderto receive funds from the 
Corporation, States would create a State Commission on National Service. 
State Commissions would consist of between 7 to 25 members. The 
Governor would appoint the members.

The State commission would be responsible for developing a three-year 
national service plan to be updated annually, developing State applications 
for funds, and assisting other entities in the state apply for grants.

Before State commissions are established, the Corporation could recognize 
existing State programs as an temporary alternative to the State commission.
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other Programs

School-based Programs ("Serve America"): School-based service 
learning enables students of all ages to perform service and enjoy educational 
experiences that are mutually related. Young people in service learning 
programs help meet unmet needs of a community and instill a lifelong ethic 
of service in participants.

This bill expands and reauthorizes several service-learning programs, dou­
bling the number of participating volunteers to an estimated 850,000 partici­
pants.

VISTA and Older Americans Volunteer Programs: This bill reauthorizes 
the VISTA and Older Americans Volunteer Programs. VISTA provides full­
time service opportunities for 3,000 Americans, targeted at reducing poverty. 
The Older Americans Volunteer Programs engage over 500,000 elderly 
Americans in service, mentoring youths, acting as foster grandparents, and 
acting as companions for other seniors.

Civilian Community Corps (CCC): The bill reauthorizes the CCC program 
which will engage military bases no longer in use and discharged military 
personnel in the operation of service programs for youths.

Stafford Cancellation: The Stafford cancellation allows minimum wage 
participants in certain types of service programs to receive loan cancellation. 
This bill accelerates implementation of this program.
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Legislative History
Committee Action

On June 16,1993, the Senate Committee on Labor and Human Resources 
reported out favorably, as amended, S. 919 (S. Rept. 103-70), by a vote of 14 
(10D-4R) to 3 (3R). Senators voting in the affirmative were Kennedy, Pell, 
Metzenbaum, Dodd, Simon, Harkin, Mikulski, Bingaman, Wellstone, Wof­
ford, Jeffords, Coats, Gregg, and Durenberger. Senators voting in the 
negative were Kassebaum, Thurmond, and Hatch.

House Action

The House Committee on Education and Labor reported out its version of the 
National and Community Service Trust Act, H.R. 2010, (H. Rept. 103-155), 
on June 16,1993. The House held general debate and discussion of rules 
on July 6. Further consideration of the bill on the House floor is expected 
uuring the week of July 19.

Administration Position
Enactment into law of the National and Community Service Trust Act of 1993 
is a high priority of the Clinton Administration. The President strongly 
supports the provisions in S. 919, and advocates rapid consideration and 

approval by the Senate.
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Cost Estimate
S. 919, authorizes $687 million in appropriations for FY1994, and such sums 
as may be necessary for FY 1995-1998. The Congressional Budget Office 
in their cost estimate assumes that out-year authorization will increase at the 
rate of inflation. Forestimatedoutlays.CBOassumesthatthe program is fully 
funded.

CBO Cost Estimate
fin millions of $1

15M IMS IMS 1M7 IMS

Total Estimated 
Authorization $687 $704 $722 $741 $758

Total Estimated 
Outlays $279 $841 $716 $732 $750
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Possible Amendments
1. Substitute (Kassebaum): substitutes the text of S. 1212, introduced by 
Senator Kassebaum, for the text of the pending bill. The Kassebaum 
substitute has several major differences from S. 919. The Kassebaum 
amendment:

• provides authorization of only $100 million in FY 1994, 
sufficient for 5,000 full-time and part-time participants, as 
opposed to the $394 million in the committee bill for 25,000 
participants in FY 1994;

• provides for post-secondary educational awards of only 
$1,500 per participant instead of $5,000 in the committee 
bill;

• eliminates any legislative mandate to continue the program 
ideriities and administration of ACTION’S VISTA program 
and the Older Americans Volunteer Programs; and,

• provides for a higher percentage of funding flowing from the 
Corporation for National and Community Service through 
State Commissions by formula (50 percent for national 
service positions versus 33 percent in the committee bill, 
and 90 percent for service-learning programs versus 
75 percent in the committee’s bill). (Kimberly Barnes- 
O’Connor, 4-6770)

2. Means-testing (Mickies): requires all national service participants to 
demonstrate financial need before they receive any post-secondary educa­
tional awards.

DPC Legislative Bulletin — S.919, National and Community Service Trust Act



Septembers, 1993 
Publication: LB-17A-Education

dpc
legislative
bulletin

H.R. 2010 (S. 919),
National and Community 

Service Trust Act of 1993

CONFERENCE REPORT
(Passed Senate on September 8,1993, by a vote of 57-40)

DPC Staff Contact: Paul Brown (202-224-3232)

Democratic Policy Committee George J. Mitchell, Chairman
United States Senate Thomas A. Daschle, Co-Chairman
Washington, D.C. 20510

CD

n

n

n
n

CD
CD



Summary
The conference report to H.R. 2010, the National and Community Service 
Trust Act of 1993, now adopted by both House and Senate, incorporates the 
major provisions of President Clinton’s national service proposal to provide 
service opportunities for Americans of all ages in a wide variety of programs, 
from service learning for those in grades K-12, to full-time youth camps, to 
programs for senior citizens.

Full-time and part-time programs with educational awards will offer Ameri­
cans, 17 years of age and older, opportunities to serve their country before 
or after college. The program will provide a $4,725 award for educational 
purposes, to individuals who complete a term of service with a maximum 
award of $9,450 (two terms) per individual.

Participants will receive a minimum wage stipend, and health and child care, 
if necessary, during their service.

The bill establishes a Corporation for National and Community Service that 
combines two existing agencies, the Commission on National and Community 
Service and ACTION. The Corporation will make grants to States, public and 
private nonprofit organizations, and institutions of higher education, which 
either will carry out the service programs themselves or make grants to other 
organizations to carry out the programs. Individual service programs will be 
developed locally to help meet the unique needs of the community.

In addition, the National and Community Service Trust Act reauthorizes and 
improves current domestic volunteer programs including the Serve America 
program (to fund service learning forthose in grades K-12 or college), VISTA 
(Volunteers In Service to America), the Older Americans Volunteer Program, 
and the Civilian Community Corps (CCC).
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Major Provisions

National Service Trust Program

The bill authorizes $300 million in FY 1994, $500 million in FY 1995, and 
$700 million in FY 1996 forthe National Service Trust Program. This program 
will enable Americans to perform valuable national service while earning 
educational awards in return.

The bill establishes a national Corporation for National and Community 
Service that combines two existing domestic volunteer agencies, the Com­
mission on National and Community Service and the ACTION agency. The 
Corporation will make grants to States, public and private nonprofit organi­
zations, and institutions of higher education, which either will carry out the 
service programs themselves or make grants to other organizations to carry 
out the programs.

The Corporation also will provide educational awards to eligible participants.

Participants and Awards: in general, Americans over 17 years of age who 
have a high school diploma (or agree to get one while serving) will be eligible 
to serve in approved positions for one or two terms. A full-time term of service 
is equal to 1,700 hours of service over a one-year period while a part-time term 
of service is equal to 1,700 hours of service over a three-year period. 
Participants also must meet the eligibility requirements of the particular 
program and be selected by that program.

Educational awards may be used to pay for college education, repay student 
loans, pay expenses for approved school-to-work programs, or pay for 
approved job training, or vocational education expenses.

While serving, participants will be provided a living allowance at approxi­
mately the minimum wage, and health care and child care, if necessary. In 
return each participant will receive an educational award of $4,725, payable 
for current expenses or against past loans at participating institutions includ­
ing trade and graduate schools under the Higher Education Act
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Eligible Programs: Programs engaging participants may range from indi­
vidual placement programs for college graduates, to conservation corps for 
at-risk youth, to community corps for Americans from a variety of back­
grounds. Diversity of models and participants will be encouraged.

National service work must:

• meet unmet educational, environmental, public safety, or 
human needs;

• improve the citizenship ethic and skills of those who serve; 
and,

• not displace existing workers.

The program may be full-time or part-time, and may include community corps 
and professional corps programs.

Allocation of Funds: Institutions offering national service opportunities may 
range from small non-profit organizations to Federal agencies. Programs will 
be selected on a competitive basis by the State Commission on National and 
Community Service and the Corporation. Funds for these programs will be 
allocated three ways:

• one-third of program funds will be allocated to State com­
missions by a formula based on population;

• at least one-third of program funds will be allocated to State 
commissions on a competitive basis; and,

• the remaining program funds, up to one-third of the total, will 
be allocated by the Corporation, on a competitive basis, to 
entities which are permitted to apply directly to the corpora­
tion.

Program Approval: In order to receive program assistance and approved 
national service positions, an entity must apply to a State commission on 
national service, or in exceptional cases directly to the Corporation.
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The Corporation may set deadlines and require information from applicants, 
including descriptions of:

• programs to be carried out directly by the applicant;

• programs selected to receive grants;

• other funding sources that the program plans to use;

• the extent to which the program benefits the community;

• measurable goals for meeting unmet needs and providing 
a meaningful service experience; and,

• the past experience of the applicant.

National Service Trust: The bill establishes a National Service Trust 
account in the United States Treasury. National Service education awards 
will be paid from this Trust. The Corporation will have to report annually to 
Congress on the financial status of the Trust.

Corporation for National and Community Service: The bill creates a 
Corporation for National and Community Service to administer the national 
service programs established in the bill, as well as existing programs, 
including the Commission on National and Community Service's Serve 
America program, the CCC, VISTA, and Senior Volunteer programs (the last 
two of which will be transferred to the Corporation from ACTION).

The Corporation will establish performance guidelines, select programs on 
the basis of quality, and guard against waste, fraud, and abuse. The 
Corporation also will be empowered to solicit and receive private funds.

The Corporation will be governed by a bipartisan board of not fewer than 
15 but no more than 25 directors, appointed by the President and confirmed 
by the Senate. The Board will be composed of a diverse group of individuals 
with extensive background in the environment, education, public safety and 
human resources. In addition, the board will contain one individual between 
age 16 and 25.
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Duties of the Board include:

• reviewing and approving the Corporation’s strategic plan;

• reviewing and approving the Corporation’s grants and al­
lotments;

• reviewing and advising the President with respect to the 
Corporation's plan of standards, policies, procedures, and 
initiatives:

• advising the President and Congress on national and 
community service developments: and,

• making recommendations relating to a Corporation plan for 
research.

State Commissions on Nationai Service: In orderto receive funds from the 
Corporation, States will create a State Commission on National Service. 
State Commissions will consist of between 7 to 25 members. The Governor 
will appoint the members.

The State commission will be responsible for developing athree-year national 
service plan to be updated annually, developing State applications for funds, 
and assisting other entities in the state apply for grants.

Before State commissions are established, the Corporation may recognize 
existing State programs as an temporary alternative to the State commission.

Other Programs

School-based Programs ("Serve America"): School-based service 
learning enables students of all ages to perform service and enjoy educational 
experiences that are mutually related. Young people in service learning 
programs help meet unmet needs of a community and instill a lifelong ethic 
of service in participants.
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This bill expands and reauthorizes several service-learning programs, dou­
bling the number of participating volunteers to an estimated 850,000 partici­
pants.

VISTA and Older Americans Volunteer Programs: This bill reauthorizes 
the VISTA and Older Americans Volunteer Programs. VISTA provides full­
time service opportunities for 3,000 Americans, targeted at reducing poverty. 
The Older Americans Volunteer Programs engage over 500,000 elderly 
Americans in service, mentoring youths, acting as foster grandparents, and 
acting as companions for other seniors.

Civilian Community Corps (CCC): The bill reauthorizes the CCC program 
which will engage military bases no longer in use and discharged military 
personnel in the operation of service programs for youths.

Stafford Cancellation: The Stafford cancellation allows minimum wage 
participants in certain types of service programs to receive loan cancellation. 
This bill accelerates implementation of this program.
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Legislative History
Senate Action

On June 16,1993, the Senate Committee on Labor and Human Resources 
reported out favorably, as amended, S. 919 (S. Rept. 103-70), by a vote of 
14 (10D-4R) to 3 (3R). Senators voting in the affirmative were Kennedy, Pell, 
Metzenbaum, Dodd, Simon, Harkin, Mikulski, Bingaman, Wellstone, Wof­
ford, Jeffords, Coats, Gregg, and Durenberger. Senators voting in the 
negative were Kassebaum, Thurmond, and Hatch. The Senate passed 
S. 919 on August 3 by a 58-41 vote. Subsequently, the Senate adopted the 
conference report to H.R. 2010 on September 8 by a vote of 57-40.

House Action

The House Committee on Education and Labor reported out its version of the 
National and Community Service Trust Act, H.R. 2010, (H. Rept. 103-155), 
on June 16,1993. The House passed the bill on July 28 by a vote of 275-152. 
Subsequently, the House adopted the conference report on August 6 by a 
vote of 275 to 152.

Administration Position
Enactment of the National and Community Service Trust Act of 1993 into law 
was a high priority of the Clinton Administration. The President strongly 
supports the provisions in the conference report to H.R. 2010.
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Summary
S. 919, the National and Community Service Trust Act of 1993, incorporates 
the major provisions of President Clinton’s national service proposal to 
provide service opportunities for Americans of all ages in a wide variety of 
programs, from service learning for those in grades K-12, to full-time youth 
camps to programs for senior citizens.

Full-time and part-time programs with educational awards would offer Ameri­
cans, 17 years of age and older, opportunities to serve their country before 
or after college. The program would provide a $5,000 award for educational 
purposes, to individuals who complete a term of service with a maximum 
award of $10,000 (two terms) per individual.

Participants would receive a minimum wage stipend, and health and child 
care, if necessary, during their service.

The bill establishes a Corporation for National and Community Service that 
combines two existing agencies, the Commission on National and Community 
Service and ACTION. The Corporation would make grants to States, public 
and private nonprofit organizations, and institutions of higher education, 
which would either carry out the service programs themselves or make grants 
to other organizations to carry out the programs. Individual service programs 
would be developed locally to help meet the unique needs of the community.

In addition, the National Service Tmst Act proposal reauthorizes and im­
proves current domestic volunteer programs including the Serve America 
program (to fund service learning for those in grades K-12 or college), VISTA 
(Volunteers In Service to America), the Older Americans Volunteer Program, 
and the Civilian Community Corps (CCC).
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Major Provisions

National Service Trust Program

The bill authorizes $394 million in FY 1994, and such sums as may be 
necessary in fiscal years 1995-1998, for the National Service Trust Program. 
This program will enable Americans to perform valuable national service 
while earning educational awards in return.

The bill establishes a national Corporation for National and Community 
Service (Corporation) that combines two existing domestic volunteer agen­
cies, the Commission on National and Community Service and the ACTION 
agency. The Corporation would make grants to states, public and private 
nonprofit organizations, and institutions of higher education, which would 
either carry out the service programs themselves or make grants to other 
organizations to carry out the programs.

The Corporation would also provide the educational awards to eligible 

participants.

Participants and Awards: In general, Americans over 17 years of age who 
have a high school diploma (or agree to get one while serving) will be eligible 
to serve in approved positions for one or two terms. A full-time term of service 
is equal to 1,700 hours of service over a one-year period while a part-time term 
of service is equal to 1,700 hours of service over a three-year period. 
Participants must also meet the eligibility requirements of the particular 
program and be selected by that program.

Educational awards may be used to pay for college education, repay for 
student loans, pay expenses for approved school-to-work programs, or pay 
for approved job training, or vocational education expenses.

While serving, participants will be provided a living allowance at approxi­
mately the minimum wage, and health care and child care, if necessary. In 
return each participant will receive an educational award of $5,000, payable 
for current expenses or against past loans at participating institutions includ­
ing trade and graduate schools under the Higher Education Act.
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Eligible Programs: Programs engaging participants may range from indi­
vidual placement programs for college graduates, to conservation corps for 
at-risk youth, to community corps for Americans from a variety of back­
grounds. Diversity of models and participants will be encouraged.

National service work must;

meet unmet educational, environmental, public safety, or 
human needs;

improve the citizenship ethic and skills of those who serve; 
and,

• not displace existing workers.

The program may be full-time or part-time, and may include community corps 
and professional corps programs.

Allocation of Funds: Institutions offering national service opportunities may 
range from small non-profit organizations to Federal agencies. Programs will 
be selected on a competitive basis by the State Commission on National and 
Community Service and the Corporation. Funds for these programs will be 
allocated three ways.

• One-third of program funds will be allocated to State com­
missions by a formula based on population.

• At least one-third of program funds will be allocated to State 
commissions on a competitive basis.

• The remaining program funds, up to one-third of the total, 
will be allocated by the Corporation, on a competitive basis, 
to entities which are permitted to apply directly to the 
corporation.
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Program Approval: In order to receive program assistance and approved 
national service positions, an entity must apply to a State commission on 
national service, or in exceptional cases directly to the Corporation.

The Corporation may set deadlines and require information from applicants, 
including descriptions of:

• programs to be carried out directly by the applicant:

• programs selected to receive grants;

• other funding sources that the program plans to use;

• the extent to which the program benefits the community;

• measurable goals for meeting unmet needs and providing 
a meaningful service experience; and,

• the past experience of the applicant.

National Service Trust: The bill establishes a National Service Trust 
account in the United States Treasury. National Service education awards 
would be paid from this Trust. The Corporation would have to report annually 
to Congress on the financial status of the Trust.

Corporation for National and Community Service: The bill creates a 
Corporation for National and Community Service to administer the national 
service programs established in the bill, as well as existing programs, 
including the Commission on National and Community Service's Serve 
America program, the CCC, VISTA, and Senior Volunteer programs (the last 
two of which would be transferred to the Corporation from ACTION).

The Corporation wouid establish performance guidelines, select programs on 
the basis of quality, and guard against waste, fraud, and abuse. The 
Corporation would also be empowered to solicit and receive private funds.
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The Corporation would be governed by a 15-member bipartisan board of 
directors, appointed by the President and confirmed by the Senate. The 
Board would be composed of a diverse group of individuals with extensive 
background intheenvironment, education, public safety and human resources. 
In addition, the board would contain one individual between age 16 
and 25.

Duties of the Board include:

• reviewing and approving the Corporation’s strategic plan;

• reviewing and approving the Corporation’s grants and al­
lotments

reviewing and advising the President with respect to the 
Corporation's plan of standards, policies, procedures, and 
initiatives:

advising the President and Congress on national and 
community service developments: and,

making recommendations relating to a Corporation plan for 
research.

State Commissions on Nationai Service: In orderto receive funds from the 
Corporation, States would create a State Commission on National Service. 
State Commissions would consist of between 7 to 25 members. The 
Governor would appoint the members.

The State commission would be responsible for developing a three-year 
national service plan to be updated annually, developing State applications 
for funds, and assisting other entities in the state apply for grants.

Before State commissions are established, the Corporation could recognize 
existing State programs as an temporary alternative to the State commission.
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other Programs
School-based Programs ("Serve America"): School-based service
learning enables students of all ages to perform service and enjoy educational 
experiences that are mutually related. Young people in service learning 
programs help meet unmet needs of a community and instill a lifelong ethic 

of service in participants.

This bill expands and reauthorizes several service-learning programs, dou­
bling the number of participating volunteers to an estimated 850,000 partici­
pants.

VISTA and Older Americans Volunteer Programs: This bill reauthorizes 
the VISTA and Older Americans Volunteer Programs. VISTA provides full­
time service opportunities for 3,000 Americans, targeted at reducing poverty. 
The Older Americans Volunteer Programs engage over 500,000 elderly 
Americans in service, mentoring youths, acting as foster grandparents, and 
acting as companions for other seniors.

Civilian Community Corps (CCC): The bill reauthorizes the CCC program 
which will engage military bases no longer in use and discharged military 
personnel in the operation of service programs for youths.

Stafford Cancellation: The Stafford cancellation allows minimum wage 
participants in certain types of service programs to receive loan cancellation. 
This bill accelerates implementation of this program.
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Legislative History
Committee Action

On June 16,1993, the Senate Committee on Labor and Human Resources 
reported out favorably, as amended, S. 919 (S. Rept. 103-70), by a vote of 14 
(10D-4R) to 3 (3R). Senators voting in the affirmative were Kennedy, Pell, 
Metzenbaum, Dodd, Simon, Harkin, Mikulski, Bingaman, Wellstone, Wof­
ford, Jeffords, Coats, Gregg, and Durenberger. Senators voting in the 
negative were Kassebaum, Thurmond, and Hatch.

House Action

The House Committee on Education and Labor reported out its version of the 
National and Community Service Trust Act, H.R. 2010, (H. Rept. 103-155), 
on June 16,1993. The House held general debate and discussion of rules 
on July 6. Further consideration of the bill on the House floor is expected 
during the week of July 19.

Administration Position
Enactment into law of the National and Community Service Trust Act of 1993 
is a high priority of the Clinton Administration. The President strongly 
supports the provisions in S. 919, and advocates rapid consideration and 

approval by the Senate.
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Cost Estimate
S. 919, authorizes $687 million in appropriations for FY1994, and such sums 
as may be necessary for FY 1995-1998. The Congressional Budget Office 
in their cost estimate assumes that out-year authorization will increase at the 
rate of inflation. For estimated outlays, CBO assumes that the program is fully 

funded.

CBO Cost Estimate

Total Estimated 
Authorizations

Total Estimated 
Outlays

fin millions of $1

1394 1395 1396 1997 1998

$687 $704 $722 $741 $758

$279 $841 $716 $732 $750
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Possible Amendments
1. Substitute (Kassebaum): substitutes the text of S. 1212, introduced by 
Senator Kassebaum, for the text of the pending bill. The Kassebaum 
substitute has several major differences from S. 919. The Kassebaum 

amendment:

• provides authorization of only $100 million in FY 1994, 
sufficient for 5,000 full-time and part-time participants, as 
opposed to the $394 million in the committee bill for 25,000 
participants in FY 1994;

• provides for post-secondary educational awards of only 
$1,500 per participant instead of $5,000 in the committee 
bill;

• eliminates any legislative mandate to continue the program 
identities and administration of ACTION’S VISTA program 
and the Older Americans Volunteer Programs; and,

• provides for a higher percentage of funding flowing from the 
Corporation for National and Community Service through 
State Commissions by formula (50 percent for national 
service positions versus 33 percent in the committee bill, 
and 90 percent for service-learning programs versus 
75 percent in the committee’s bill). (Kimberly Barnes- 
O’Connor, 4-6770)

2. Means-testing (Nickles): requires all national service participants to 
demonstrate financial need before they receive any post-secondary educa­
tional awards.

DPC Legislative Bulletin — S.919, National and Community Service Trust Act P-9



OJgi\ @[S©[lJ)[p
USA GROUP, Inc.
P. O. Box 6180
Indianapolis, Indiana 46206-6180

Corporate Headquarters 
11100 USA Parkway 
Fishers, Indiana 46038-9213 
(317) 578-6646

Roy A. Nicholson
Chairman and Chief Executive Officer

July 26, 1993

The Honorable John Bryant iU L 2 7
Member of Congress 
205 Cannon House Office Building 
Washington, DC 20515

Dear Representative Bryant:

As the issue of direct government lending draws to a peak in Congressional deliberations on the 
budget reconciliation legislation, we thought you might appreciate knowing what news media in 
Texas and across the country are saying about the idea.

Enclosed please find copies of a sampling of recent editorials, op-ed and feature columns, which 
uniformly urge restraint on moving ahead with direct government lending before a pilot program 
is adequately tested and evaluated. The editorial from your home state appears on top of the 
packet.

The "go-slow" sentiment is also expressed in a number of insightful letters written or cosigned 
by hundreds of college officials throughout the nation. Excerpts from some of these letters are 
also enclosed. Their concerns reverberate in resolutions passed by the National Association of 
Student Financial Aid Administrators and by virtually every state association that has addressed 
the issue. Proponents of direct lending who are fond of characterizing the debate as a "banks- 
versus-students" stalemate are not listening to key voices on campuses and in regional media.

Speaking for the Coalition for Student Loan Reform and USA GROUP, I hope you will find this 
information useful in your personal deliberations and that you will discuss it with your colleagues 
in Congress. If we can provide further information, please do not hesitate to cil on us.

Sincerely, 

l/t^ /

Roy A. Nicholson
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; STUDENT LOAN REFORM

Direct Lending Risky
"UiUeslcd direct lending ... thrcnl- 

ens to jeopardize the flow of loan mon­
ey to students, imperil service to stu­
dents over the life of the loan, and 
place a costly burden on schools. ”

- Slttdenl Loan Reform Coalition

A LOT OF ATTENTION was given 
to the administration's. National Ser­
vice Plan. But little notice has been ac­
corded an Issue affecting millions of 
college and other post-secondary stti- 
((pnts who receive financial aid.
*That Issue involves Itl-advlsedipro- 

posals to discontinue the publlc-piivatc 
system of providing loans'to students 
and replace It with untested direct 
lending by the federal government.

- Student loans currently. are made 
with private capital through a 28-year- 
6ld public-private partnership.

" SINCE 1980, $127 bmioh in loans 
have been made to 50 tiiilllon Ameri­
cans through this partnership.
>• The Washington-based Coalition for 
Student Loan Reform (CSLR) is con­
cerned hy calls from some quarters of 
the U.S. Congress to dismantle the ptib- 
ll'c-prlvate partnership and replace it 
with direct government lending.
.The coalition, comprised of organi­
zations vital to the operation of the stu­
dent loon program, believes that pro­
ceeding Immediately to an untested di­
rect lending program Is risky.
.. Direct lending, warns Daniel Chee- 

<(er, CSLR chairman, "threatens to 
Jeopardize the flow of loan money to 
students, imperil service to students 
over the life of the loan, and place a 
Costly burden on schools.”

Moreover, several experts have 
raised doubts that direct lending will 
save taxpayers’money.
:.M

THESE DOUBTS have been docu- 
menied oy ciiiuu oi.uui<jb -. uiciuJiiig 
one by the Congressional Research Of- 
rice, one by the former head of the Con­
cessional Budget Office, and one by a 
former staff economist to the Presi­
dent’s Council of Economic Advisers, 
j, CSLR notes that there has been a 
groundswcll of opposition to the direct' 
lending concept from colleges and oth­
er post-secondary Institutions, current 
.and former government officiiils and 
consumer groups.

; "We feel,’’ says Mr. Cheaver, "tlnit 
the direct lending pilot program de­
serves to be tested - as Congress man­
dated last year during the Reauthoriza- 
lion of the Higher Education Act."

Rcccnl polls also have indicated that 
the public is skeptical of direct lending 
qnd overwhelmingly favors the current

public-private partnership. Nearly 
three fourths (74 percent) of respoiV-' 
dents favor the current system of pro­
viding college loans through banks and 
private lending institutions, while only 
20 percent oppose it.

For their part, school officials prefer 
the current system over direct govern­
ment lending by a nearly Iwo-lo-one 
margin (50 to 2G percent).

PpL}. RESPONDENTS believe that 
direct government lending will produce 
a mot e costly and bureaucratic system 
that will make It Itardcr not easier for 
students to get loans.

By a 08 to 8 percent margin, Ameri­
cans say shlRing management of the ' 
program to the federal government 
will mean more bureaucracy.

By a 64 to 14 percent margin, Ameri­
cans feel direct government lending 
will mean higher costs.

By a 44 to 28 percent margin, they 
think direct lending will make it hardcr 
not easier for students to obtain finan­
cial assistance.

By a two-to-one margin (59 to 28 per­
cent), college administrators thought • 
direct lending ultimately would cost 
taxpayers money, not save money.

• IF CONGRESS controls student * 
loan ptirsc strings by adding to the na­
tional debt, can students really count 
on full funding of the loans they need?

• Can the Department'of Education 
and/or Us low-bid contractors really 
service $15-$20 billion In loans to 3-4. 
million students at 7-8,000 schools bet­
ter tban the private sector? 5

• Can all schools adequately serve 
as loan originators on behalf of stu­
dents? Do schools have the capacity to 
add the necessary staffing and technol­
ogy to handle the additional services?

• If the government gpts tangled in 
'rjres!!cr:;cy =::d ca:mct handle direct 
lending, what are the likely conse­
quences on default rates? •

These arc key questions which need 
to be. addressed this week by Senate- 
liouse conference committee members ; 
returning from July 4th holiday recess.

THE COALITION Is working to le­
gitimately impi ove the current system 
lor sitidenis jiiul families, decrease thb 
nuinber of loan defaults and reduce 
overall program costs.

Meanwhile, proponents who sincere­
ly want to ensure the stability of the 
federal student loan program, improve 
service to studenLs and save taxpayers 
money should seek alternatives to di­
rect government lending because It Is a 
’’.solution’’ fraught with problems.



MEDIA EXCERPTS ON DIRECT GOVERNMENT LENDING

The following excerpts represent concerns about direct government lending, as raised in key 
national and regional media editorials. Excerpts from national media appear first, followed by 
entries from regional media, listed alphabetically by state. All of the excerpts represent the editorial 
position of the publication, unless otherwise designated.

NATIONAL MEDIA

The New York Times; May 5, 1993; "Slow but Sure on National Service"

The money saved by eliminating bank profits could easily be swallowed up by bloated 
bureaucracy and less vigilant collection from deadbeats. And there are ways to cut out fat from 
the existing program — by reducing the subsidies paid to the banks and forcing them to bear 
more of the risk from student defaults. What’s odd is Mr. Clinton’s decision to revamp the 
system even before the results of a pilot project of direct lending are studied. Surely it would 
make sense to see how the program works on a small scale before launching it nationwide.

The Washington Times; June 22, 1993; "Nationalizing Student Loans"

This massive federal grab would never have survived scrutiny by the Congress had it come up 
in its proper context, debate over the Higher Education Act. As a small part of a massive 
budget reconciliation bill, however, it can sail through with minimal examination. There are 
plenty of reasons to oppose the reconciliation bill, and this is one of them. If it is to pass, 
however, hope against hope that the version that comes out of conference is the Senate’s. It will 
be far easier to undo the whole mess in 1997 if the government takeover is 50 percent rather 
than 100 percent.

The Washington Post; May 22, 1993; "Go Directly to Uncle Sam?"

Direct lending, which substitutes federal borrowing for private capital, is supposed to save a lot 
of money. ... How firm are the numbers? No one knows, because direct lending has never been 
attempted on a large scale. The Higher Education Act of last year authorized a pilot, which has 
yet to be implemented. Why not wait for the results?

The Washington Post; June 20, 1993; "...And Reforming Student Loans"

The Administration’s bill on direct student loans, bitterly opposed by the banks, jumped the 
Senate’s first hurdle and landed in just the right place. ... The compromise that emerged allows 
the government to lend up to 50 percent of the total loan volume by 1997. ... This more 
incremental approach is safer both politically and economically.

Business Week; June 14,1993; "Clinton’s Student-Loan Plan Deserves an ‘F’"; commentary 
by Gary S. Becker, 1992 Nobel Laureate

To cut out middlemen expenses, the President would bypass banks by having the federal 
government make loans directly to students. ...Despite many well-publicized failures of private



banks, government agencies do a much worse job of lending money, which is why the 
worldwide movement toward privatization highlights banking and other financial activities. I 
do not know of one federal lending program — including those to small businesses and farmers 
— that gets high marks for its efficiency. ...The solution is not to eliminate banks and their 
experience but to require them to bear a larger share of the cost of their bad student loans.

Business Week; April 5, 1993; "Student Loans Ain’t Broke. Don’t Fix ‘Em"; commentary 
by Dean Foust, Washington journalist

The current system isn’t perfect, of course. But rather than junking it, Clinton should fine-tune 
it. ... When Clinton made his promises about reinventing government, no one thought he meant 
replacing well-run private businesses with an even more bloated government bureaucracy. The 
Administration must realize that public-private partnerships will mean profits for those who 
perform well.

The Christian Science Monitor; June 29, 1993; "Shaky Plan for Student Loans: Clinton’s 
Reforms Based on Dubious Economic Assumptions"; op-ed column by Perry D. Quick, 
former senior staff economist for the President’s Council of Economic Advisers under 
former Presidents Carter and Reagan

The inescapable conclusion: Not only would a direct government lending program fail to save 
taxpayers a dime, but it could cost them money. Worse, the GAO’s estimates do not factor in 
the true transition costs: The change would scare many lenders into pulling out of the current 
system quickly, leaving students scrambling in search of loans and the government on the hook 
for defaults.

Fortune; July 26, 1993; "Deficit Cutting: The Great Fraud"

Why does Washington keep screwing up? A big reason is the bizarre way it builds budgets. 
The process permits — even encourages — obfuscation and mendacity. ... For all Bill Clinton’s 
talk about no gimmicks, he quickly adapted to this smoke-and-mirrors world. ... Then there are 
the numerous half-baked proposals for budget savings. Example: replacing the current quasi­
private student loan program with direct federal lending. The Administration initially claimed 
that would save $4.3 billion over five years. But wait! The bean counters realized their 
calculations hadn’t included administrative expenses. When they did, the savings dropped to 
$2.1 billion. Even that makes no allowance for the chance that the Department of Education — 
which isn’t exactly run like GE — might approve some bad credits.

REGIONAL MEDIA BY STATE

ARIZONA

Chandler Tribune; July 11, 1993; "The $15 Billion Student Loan Flap"
(Also printed in The Mesa Tribune and Tempe Daily News-Tribune)

President Clinton’s plan to overhaul the $15 billion federally insured student loan program will 
put colleges and trade schools in the banking business, possibly increasing their financial risks 
and expenses, say some financial aid officers in Arizona.



COLORADO

Denver-Rocky Mountain News', April 28, 1993; "Not Quite the Right Answer"

No one wants to defend a student loan program that costs taxpayers billions of dollars in defaults 
each year, but the takeover proposed by the Clinton administration could make a bad situation 
worse. ... The notion that billions will be saved by turning a private lending program into a 
government entitlement is misguided at best.

FLORIDA

The Tampa Tribune', June 29, 1993; "Clinton Gravely Errs in Seeking to Socialize Student 
Loan System"

It staggers the mind and sickens the stomach that Mr. Clinton would propose, and Congress 
would accept, a plan to let the Department of Education operate the student loan program, 
though both the General Accounting Office and the Office of Inspector General have faulted the 
agency’s sloppy oversight of that program. ... If Mr. Clinton truly wanted to cut costs and help 
the economy, he would seek ways to slash the bureaucratic requirements that inflate the spending 
associated with student loans. Instead, he and the House display a boundless faith in the 
Washington bureaucracy. The American taxpayer knows where all this will lead: more 
government, more taxes and, in all likelihood, a thoroughly mucked-up student loan program.

ILLINOIS

Chicago Tribune; July 5, 1993; "The Student Loan Dilenuna"

The Senate committee has adopted a plan to phase in direct loans, offering 50 percent of the 
total by its fifth year, while the private market handles the rest. A commission would scrutinize 
the system and recommend whether the government should take on all loans or whether direct 
loans should be abandoned. ... The grading on this test needs to be tough and ... proponents of 
direct loans ought to be prepared to abandon the idea if it does not turn out to be at least as 
efficient as the current system. ... The commission will need to be hard-nosed in its evaluation. 
If direct loans do turn out to be more efficient, they will deserve to supplant the private market. 
But this test must not be graded on a curve.

INDIANA

The Indianapolis Star; June 10, 1993; "Student Loan Gamble"
(Also reprinted in the Muncie Star; June 17, 1993)

Is the federal government, with its record of sloppy management and bureaucratic bungling, fit 
to run a $15 billion direct student loan program? ... Can the Department of Education do it — 
the same department that government auditors have criticized for failing to oversee the student 
loan program adequately so far? Can the Internal Revenue Service do a better job of collecting 
loans than the private sector? This is the IRS government auditors have criticized for failing to 
collect delinquent taxes. Clinton and congressional backers of his plan contend that only self- 
interested industry groups oppose direct government lending. But the National Association of



Student Financial Aid Administrators has a resolution opposing full implementation of direct 
government lending without the benefit of a pilot program Congress approved last summer. 
Nearly 400 college and university officials have spoken out too. ... Why would a president who 
campaigned on a platform of lean "reinvented" government junk a working public-private 
partnership and nearly three decades of experience — and replace them with a raw, new 
government monstrosity? There is another way Clinton can achieve virtually all of his goals for 
students, including cost savings of up to $4.8 billion over five years, without the risks that his 
more radical plan poses for funding and service. This sensible plan has been suggested to 
Clinton by the Coalition for Student Loan Reform...

The Indianapolis News; June 2, 1993; "Reforming Student Loans"

Students would not benefit from Big Brother’s usurping of the lending business if the 
Department of Education managed its new loan programs the same way it has managed other 
programs. ... President Clinton’s plan has many critics besides those affiliated somehow with 
lending institutions. Take, for example, various college administrators. ... Those who oppose 
the president’s plan don’t pretend that the present system of providing student loans is perfect; 
it’s not. It can be improved. But that’s no reason to get the federal government involved in 
something else that’s beyond its abilities.

Indianapolis Business Journal; June 28-JuIy 4,1993; "This Reform Could Be a Step Back"; 
op-ed column by civic leader Thomas Binford

Strangely, the Clinton administration is opposed to testing the plan on a limited basis. ... The 
chance that the federal government could operate more efficiently than the present private-sector 
network seems rather slim. Furthermore, the risks involved in a wholesale change of the system 
are significant. At the very least, a pilot program would seem prudent. At a time when many 
government programs are being "privatized," it seems to be a step backward to propose a 
government takeover of a public-private partnership that has generally worked for almost 30 
years.

Indianapolis Business Journal; June 21-27, 1993; "Old Joke; No One’s Laughing"

What are the nine most frightening words in the English language? Tm from the government 
and I’m here to help." Although it’s an old joke, it’s one that Americans find both true and 
humorous. It’s also one that President Clinton apparently hasn’t heard. ... He has set his sights 
on the college student loan program. Clinton says he has a plan that can save the country money 
and run the $15 billion program more effectively. We disagree. And studies from four diverse 
sources do, too. ... The Coalition for Student Loan Reform ... has devised a plan for saving the 
student loan program $4.8 billion over five years. CSLR’s plan would require lenders, 
guarantors and secondary markets to bear more of the risks and costs of the program. We hope 
the Clinton administration will choose this plan over bureaucracy. Otherwise, he’s destined to 
once again prove the truth in an old punch line.

The (Noblesville) Daily Ledger; June 2, 1993; Our View; "Wait for a trial run"

We think President Clinton should relabel his plan the Student Loan Reform Act of 1996 and 
make it contingent upon the successful implementation of the trial program.



MAINE

Bangor Daily News; July 7, 1993; "Student Loans"

A compromise bill proposed by Massachusetts Sen. Ted Kennedy could pit the U.S. Department 
of Education against the network of private lenders and guarantors for student loans. ... The 
House supports the Clinton plan, on the belief, without evidence, that the federal government 
and the nation’s schools can establish a direct pipeline for these loans and their administration. 
... Given the changes already adopted by industry, the likely benefits of competition, the 
Department of Education’s need to start up a program from scratch, and the need for a transition 
period if a switch is made to an all-feder^ system, the Senate compromise should be a no-lose 

proposition for the American taxpayer.

MARYLAND

The (Baltimore) Evening Sun; June 1, 1993; "Clinton’s Service Plan"

What is questionable is the Clinton plan for financing the service program — from a projected 
$4.3 billion in savings from making college loans directly rather than having the government 
guarantee student loans made by banks (for which the banks collect a fee). While there are 
studies showing that direct loans will save money, there are also studies showing direct loans 
will cost more money. The federal government is beginning a pilot direct loan program, but 
doesn’t yet have the results. Direct loans are worth trying on a small scale, but it’s foolish to 
spend $4.3 billion in "savings" before having a better idea that such savings are really possible.

NEW HAMPSHIRE

The (Manchester) Union Leader, July 19, 1993; "Big Gamble, Your Risk"

Only in Washington could it be seriously proposed that a government department under attack 
by other government agencies for serious administrative problems be given the awesome 
responsibility of administering a much larger program that exceeds its limited capacities. ... Just 
what we need, another federal entitlement program entitlement program! And this one is to be 
bankrolled by taxpayers already outraged by the escalating national debt, and administered by 
government bureaucrats who give no evidence that they can handle a program that would sharply 
escalate government borrowing, with the U.S. Treasury replacing lenders as funders of student 
loans.

OHIO

The Columbus Dispatch; June 7, 1993; "How about a Loan?"

When the direct loan approach was sent up as a trial balloon, the United Negro College Fund, 
with 41 member institutions, reacted this way: "Direct loans are a burden that our member 
institutions cannot bear. The fiscal and administrative implications of this undertaking are 
enormous and potentially disastrous for our students and their institutions."... The student loan 
program needs some tinkering, but that does not mean it should be swallowed whole by the 
government.



The Cincinnati Enquirer, June 22,1993; "Bad Loans: Senate student-loan compromise beats 
scheme for direct lending"

The full-blown government lending program could cost $25 billion or more annually, though 
under federal Houdini-style budgeting, loans become "assets," drawing interest.

The Cincinnati Post; June 14, 1993; "Student Loan Compromise..."

The Senate compromise makes important strides in reforming the current system, through such 
steps as charging lenders and Sallie Mae a user fee, reducing federal guarantees to Sallie Mae 
for defaulted loans and lowering the subsidized interest rate paid to banks on the loans while 
students are in school. ... The compromise proposal would also lower loan costs by slashing the 
origination and insurance fees charged to students by up to 50 percent.

The (Toledo) Blade; June 20, 1993; "Say ‘Uncle’ on Direct Loans"

Direct government loans, even conducted on a pilot basis, could eventually create another 
entitlement program that could grow horrendously out of control as have other well-intentioned 
efforts to solve perceived social problems.

The Athens Messenger; May 25, 1993; "Revamping College Loans"

...This issue need not be settled now. Congress authorized $750 million last year for a direct- 
lending demonstration project. That should be tried before committing the taxpayers to a 
massive program that might ultimately cost more than the one it’s designed to replace.

The Greater Cincinnati Business Record; May 31-June 6, 1993; "The Dunce Cap"

Simply, we fear the program will have an effect opposite of the one Clinton promised during 
the campaign (and a big factor in his election): The plan has a good potential to increase the 
breadth of government and its spending. Who ordered that at the voting booth?

Call and Post (Ohio’s Black Newspaper); May 13, 1993; "Clinton’s Error"

The burden is particularly problematic for the nation’s Historically Black Colleges and 
Universities, which are continuing to face great financial challenges in carrying out their mission 
to ensure access to higher education for African-American students.

The (Canton) Repository; June 14, 1993; "Put Government Loan Program to Test"

A test period will prove whether the idea is the panacea proponents say it is — or whether it’s 
just another enterprise better left to the private sector.

The Cincinnati Enquirer, July 17, 1993; "Student Loans, Danger: Government Monopoly

Students will get a big break on college loans if a U.S. House-Senate conference committee 
adopts the Senate version of Clinton reforms. ... But the larger issue is replacing the public-



private loan partnership with direct government lending Clinton favors. ... The last thing 
taxpayers need is more lending by government that can’t pay its own lOUs.

PENNSYLVANIA

The (Harrisburg) Patriot-News; June 18, 1993; "Student Loan Trial"

Though the government is neither as incompetent nor the private sector as superior as Americans 
tend to believe, prudence dictates that even the best ideas and theories be tried and proven before 
being given wide application. The Senate version of a student-loan reform takes that wise 
approach and does not automatically assume, as the House bill does, that the government will 
solve all of this program’s problems.

Pittsburgh Post-Gazette; June 5, 1993; "A Bad Good Idea: Direct Lending to Students 
Would Cause More Problems Than It Would Solve"; op-ed piece by Ron Laszewski, 
fmancial aid director, Bucknell University and past president of the Pennsylvania 
Association of Student Financial Aid Administrators

While the educator in me supports the objectives of the president’s program, the administrator 
in me is troubled by the proposed means by which these objectives are to be met. ... Direct 
lending would cause more problems than it would solve. ... The aspect of direct lending that is 
most worrisome ... is the rarely mentioned fact that schools will be forced to pick up the 
increased administrative tab. ... Inevitably, students — and taxpayers, in the case of public 
institutions — will end up paying the cost of these administrative responsibilities in the form of 
higher tuition, higher taxes, or service cutbacks.

TENNESSEE

The (Memphis) Commercial Appeal; June 13, 1993; "Memphis Educators: College Loan 
Reforms Need Testing"; feature story written by staffer Lisa Jennings

Memphis college officials disagree on the best way to repave the financial road to college as 
federal lawmakers weigh complex pros and cons of student loan reform. ... But local educators 
agree on one point: proposed changes should be tested first. ... Some local educators say they 
are still concerned that the phase-in will move too quickly, but they are happy some evaluations 
will be done before the program is fully implemented. ... Ron Gambill, executive director of 
the Tennessee Student Assistance Corp. ... (said,) "It could crash and bum on them, but that’ll 
tell you something if it does."... Sue Harpole, assistant vice chancellor for student financial aid 
at the University of Tennessee Memphis, said she wanted the Senate to approve a pilot of the 
direct lending program before replacing the existing system. ... Wanda Nelson, director of 
financial aid at State Technical Institute at Memphis, doubted whether the government could run 
the program more efficiently than private lenders. "Their track record has been less than 
wonderful," Nelson said of the Education Department.



TEXAS

Lubbock Avalanche-Journal', July 11, 1993; "Direct Lending Risky"

Little notice has been accorded an issue affecting millions of college and other postsecondary 
students who receive financial aid. That issue involves ill-advised proposals to discontinue the 
public-private system of providing loans to students and replace it with untested direct lending 
by the federal government. ... Proponents who sincerely want to ensure the stability of the 
federal student loan program, improve service to students and save taxpayers money should seek 
alternatives to direct government lending because it is a "solution" fraught with problems.

UTAH

The Salt Lake Tribune; June 21,1993; "Senate Is Wise to Take Slower Approach on Direct 
Lending to College Students"

This compromise provides a necessary safety valve in case the government proves less than 
efficient in administering a program that currently gives $15 billion a year in student loans.
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Slow but Sure on National Service
President Clinton promised voters “a domestic 

G.I. Bill that will pledge college assistance to any 
student who wants it.” But the national service plan 
he recently announced falls short of that lofty goal. 
Only a handful of students will participate, and they 
\vill receive a fraction of what it takes to attend 
private colleges.

Some are urging the President to move faster. 
But in the current political vortex faster is probably 
wrong. Mr. Clinton is already trying to ram three 
major bills — the budget, health care reform and 
the Mexican trade pact — through Congress this 
summer. Moreover, Congress needs his strong lead­
ership to strengthen and pass the campaign finance 
legislation expected to be unveiled later this week. 
To add an ambitious national service plan to the 
Congressional agenda risks overload — and grid­
lock.

So Mr. Clinton has decided to start national 
service off slowly. That’s acceptable, as long as he 
honors his campaign promises by accelerating the 
plan next year.

•
The Clinton plan would open college gates to 

more students through national service and a re­
structured student loan program. High school grad­
uates who volunteer for a year or two of community 
service would, besides earning the minimum wage, 
receive awards of up to $10,000 toward post-second- 
arj' education or training.

The award isn’t large enough to pay for four 
years at private colleges. And the program would 
initially accommodate only 25,000 students — a tiny 
fraction of the eligible population. But a slow pace 
may prove wise.

Mr. Clinton’s vision is grand: young Americans 
advancing themselves as they combat illiteracy, aid 
the homeless or rehabilitate housing. But if it is 
rushed, the program could degenerate into a gov­
ernment bureaucracy handing out useless jobs that

wouldn’t be filled by anyone other than volunteers.
The President also proposes to open college to 

students who don’t volunteer for community service 
by providing affordable student loans. The current 
loan program is a complex myriad of options under 
which commercial banks extend loans with the 
backing of Federal guarantees and subsidies.

Mr. Clinton’s would simplify the process by 
having the Government directly lend to students, 
thereby cutting out the banks and saving money. 
The plan would also give students the option to tie 
repayment to their future income — thereby elimi­
nating the fear of bankruptcy for those who enter 
low-paid occupations. Whether the plan would work 
smoothly depends on details that have yet to be 
provided.

President Clinton’s student loan program 
would be simpler than the current program. But it 
may not be cheaper. The money saved by eliminat­
ing bank profits could easily be swallowed up by 
bloated bureaucracy and less vigilant collection 
from deadbeats. And there are ways to cut out fat 
from the existing program — by reducing the 
subsidies paid to the banks and forcing them to bear 
more of the risk from student defaults.

What’s odd is Mr. Clinton’s decision to revamp 
the system even before the results of a pilot project 
of direct lending is studied. Surely it would make 
sense to sec how the program works on a small 
scale before launching It nationwide.

The President’s vision draws on the inspiring 
model of the G.I. Bill of Rights, which put millions of 
World War II veterans into college classrooms and 
made them the best educated, and most productive, 
workers American has ever had. His plan isn’t up to 
that standard — yet. But Mr. Clinton is on to 
something important — an idea that is fully consis­
tent with his campaign pledge to fashion govern­
ment programs that help the needy only in ex­
change for performance. This worthy endeavor 
need not be rushed.
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Nationalizing student loans
X 'W That we should really be having an argu- 
\ X / about is the appropriateness and ef- 
%/%/ fectiveness of government student loan
T T guarantees. Although this is clearly a no­

ble program — designed to ensure that higher educa­
tion is beyond the means of no one — there are still 
some good questions about its effects.

For example, the role of expanded government 
lending in the escalation of university costs is an under­
explored phenomenon. The extent to which current 
programs have been a boon for trade schools whose 
real mission is to collect tuition, not educate students 
in any useful way, is another issue. And the fundamen­
tal question of whether, in the absence of government- 
guaranteed loans, schools would really be turning 
away students because they are unable to pay is still 
another matter.

That debate is going to have to wait, however. T^ere 
is a more pressing crisis. Contained in the Clinton 
administration’s budget plan (and passed in the House 
version) is something that is even more worrisome: a 
full-scale nationalization of student lending. Under the 
current system, banks make student loans that are 
guaranteed through intermediate organizations by the 
government. Under the Clinton plan, there would be no 
more bank and intermediate-organization involve­
ment. The government would directly lend to students 
the $15 billion a year it currently guarantees (an 
amount that will shortly be $20 billion a year, thanks to 
expansion of the program).

The arguments for this government takeover and 
the reason it arises in the context of the budget is that 
the plan is supposed to save money, some $4 billion over 
four years. The government is able to borrow at rates 
lower than anyone else, and it will thus be able to pass 
along the savings. In addition, there are all those “mid­
dlemen” out there making profits. The government 
can. in effect, arrange things so as to retain such profits 
for itself.

Unfortunately, these arguments really do not make 
sense. In the first place, more sober analyses of the 
savings to be realized yield much lower numbers — if. 
indeed, there will be savings at all. As for elirrunating 
the so-called middlemen, the desire to make a profit 
powerfully motivates them to conduct the student loan 
business as efficiently as possible. If there are flaws 
in the existing system because of some of the perverse

incentives that system gives these institutions, the 
thing to do is to fix the incentives, not eliminate from 
the equation the one thing (the profit motive) univer­
sally known to promote efficiency.

The real result of the nationalization would be a 
massive expansion of the Education Deptartment bu­
reaucracy as it gears up to process millions of student 
loan applications each year. Yet the CJeneral Ac­
counting Office has reported that the current involve­
ment of the Education Department in guaranteed loan 
programs leaves much to be desired. And who would 
collect these loans? Supporters tend to be a bit less 
forthcoming on this issue, but ultimately, many of them 
envision the Internal Revenue Service taking a major 
role — perhaps not only for reluctant payers, but for 
coUection in general. The notion that collecting loans 
is no different from collecting taxes is the sort of facile 
equation that comes up all the time in Washington. But 
never mind. Himing over collection to the IRS really 
means making employers throughout the nation col­
lect these loans, as they endlessly recompute tax with­
holding for their employees.

When the Higher Education Act was reauthorized 
last year, one provision called for an experiment in 
direct lending that would have involved the govern­
ment in this activity for about 5 percent of loans for a 
period of four years, at which time the efficacy of 
direct lending would be assessed. The budget package 
Mr. Clinton wants says goodbye to all that and charges 
headlong into the unknown. Fortimately — and it is a 
sad state of affairs in which this is fortunate — the 
Senate version contains a compromise that modifies 
the Higher Education Act to increase direct lending to 
no more than 50 percent of loans over five years (at 
which time the Higher Education Act is due for re 
authorization). This massive federal grab would never \ 
have survived scrutiny by the Congress had it come up \ 
in its proper context, debate over the Higher Education 
Act. As a small part of a massive budget reconciliation 
bill, however, it can sail through with minimal exami­
nation.

There are plenty of reasons to oppose the reconcili­
ation bill, and this is one of them. If it is to pass, 
however, hope against hope that the version that comes 
out of conference is the Senate’s. It will be far easier 
to undo the whole mess in 1997 if the government 
takeover is 50 percent rather than 100 percent.



Satirday.May22,1993

AN INDEPENDENT NEWSPAPER

Go Directly to Uncle Sam?
^ TUDENTS WHO borrow money for college 

usually get it from the banks. The Clinton 
kj administration wants them to go directly to 
the federal government instead. Direct lencQng, 
which substitutes federal borrowing for private 
capital, is supposed to save a lot of money. It will 
if the projections and assumptions of the budget 
estimators are right. The banks claim otherwise. 
Direct lending also might help in other ways, by 
giving the government more control over the 
terms of repayment.

Proponents of direct loans like to compare 
charts. One is a tangle of lines purporting to show 
how loan money flows among students, colleges, 
banks, guarantee agencies, secondary markets and 
the Department of Education. It’s a good represen­
tation of the confusion, inefficiency and complexity 
that have come to be associated with the subsidized 
loan program, which provides billions of dollars to 
private lenders who profit handsomely.

The other chart has easy-to-follow lines, with 
money flowing from the federal government to the 
colleges and hence to the students and back again 
to the U.S. Treasury. The graphic bolsters the 
rationale for direct loans—namely, that such a 
system would be simpler and more user-friendly.

In theory, direct loans would be cheaper as 
well—not only for students but eventually for all 
taxpayers. By cutting out the middlemen—that is, 
the banks and numerous other agencies that buy 
and service loans—the government would save 
money it now spends on interest subsidies, fees and 
guarantees. Direct loans would enable students to 
choose among more flexible repayment options.

which the profit-oriented lenders don’t offer, and 
such flexib^ty would cut down on costly defaults. 
President Clinton is banking on an estimated sav­
ings of $4.3 billion in the first five years of the 
program and $2 billion a year after that

How firm are the numbers? No one knows, 
because direct lending has never been attempted 
on a large scale. The Higher Education Act of last 
year authorized a pilot, which has yet to be 
implemented. Why not wait for the results? The 
administration argues that its program is nothing 
more than a careful, incremental expansion of the 
pilot over four years. But the consequences—some 
of them unanticipated—must be monitored:

(1) How much of the cost would shift to 
colleges, which would originate loans or arrange 
for others to do so? The government is offering 
to pay the schools an origination fee, but the 
colleges worry that it isn’t enough.

(2) Would loan funds be delayed if the debt 
ceiling weren’t raised? The loan program would 
remain an entitlement, but it wouldn’t necessarily 
remain free of political pressure to curb the debt.

(3) Finally, is the Department of Education, 
which has a poor repuUtion for mana^g the 
guaranteed loan program, capable of handling $100 
billion in loans that would accrue after four years?

Congress is moving quickly to consider a 
direct-lending program, despite vociferous oppo­
sition from the banks. Whether such a system 
works as cleanly and neatly as those lines on the 
chart, however, is something the Department of 
Education still has to prove.

¥
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Progress on National Service...
TX URING LAST year’s presidential cam- 
I I paign, candidate Bill Clinton almost always 
i-/ won loud applause when he described his 
vision of a national service program. The idea 
was that every student in America could borrow 
the money to go to college and pay it off in one of 
two ways: either as “a small percentage” of the 
recipient’s annual income, or through service in 
projects for law enforcement, education, the 
environment or help to the needy. Mr. Clinton 
always implied that service was the way to go.

Once Mr. Clinton became president, he was 
compelled to face the fact that the program 
promised to be very expensive at a time when 
college grant programs for poor students were 
already short of cash. Although the concept 
remains one idea in Mr. Clinton’s mind, its 
components were severed for legislative purpos­
es. As (1) a service program and (2) a move 
toward more direct government loans, it has 
made considerable progress in Congress. The 
idea has not suffered for becoming a bit less 
grand, and it bids to become one of Mr. Clinton’s 
more worthy legislative monuments.

We take, first, the service proposal, which 
emerged Tuesday from the House and Senate 
education committees. It would create a National 
Service Corporation aimed at involving 25,000 
students in service projects next year. Under the

$394 million program, participants would get 
stipends of about $7,000 a year, with the federal 
government paying 85 percent and local sponsors 
paying the rest. Volunteers would get $5,000 
awards for each year of service; these could be 
used to pay off education loans. By 1997, the 
administration hopes the program can accommo­
date 150,000 participants. The program counts 
on local agencies and not-for-profit groups to 
generate volunteer slots; the administration 
would like it to be a model for bottom-up, rather 
than from the top-down, government.

The plan won support across partisan and 
ideological lines, but perhaps at least as striking 
was the quality of the opposition it drew. Republi­
can critics of the proposal seemed interested less 
in the narrowly partisan point-scoring so much in 
evidence in the budget debate and more in 
raising legitimate points of difference. Sen. Nan­
cy Kassebaum suggested a pilot program might 
be useful before a full-scale service program was 
launched. Rep. William Goodling offered an un­
successful amendment that would have means- 
tested the program’s benefits to concentrate 
them on the needy. The relatively constructive 
debate suggested that when the subject is en­
couraging civic virtue, even a bitterly divided 
Congress can rise to the occasion.

... And Reforming Student Loans
rflHE ADMINISTRATION'S bill on direct I student loans, bitterly opposed by the 
X banks, jumped the Senate’s first hurdle and 

landed in just the right place. President Clinton, 
as part of a wider effort to reform student aid, 
wants federal borrowing to replace private capi­
tal, a change that’s supposed to simplify the loan 
programs, reduce interest rates for students and 
save the taxpayers billions of dollars. The Senate 
panel last week said, okay, but slow down. The 
compromise that emerg^ allows the govern­
ment to lend up to 50 percent of the total loan 
volume by 1997. The banks aren’t out of the 
picture yet.

This more incremental approach is safer both 
ilitically and economically. A quick and total 

conversion to direct lendhig had some lobby- 
fatigued senators uneasy. The 50 percent cap 
reassured the committee’s Republicans and some 
of the Democrats as well. A commission would 
monitor the results, which will surely yield some 
more precise information on direct lending’s

budgetary impact. A lot depends on how well the 
Department of Education manages the program 
and on how many schools choose to participate.

President Clinton has been counting on a 
five-year $4.3 billion savings. The Congressional 
Budget Office is more conservative, assuming a 
savings of $2 billion when additional administra­
tive costs are considered. The Senate’s half-and- 
half solution, therefore, required even more mon­
ey to be squeezed from the current, privately 
financed system. The bill lowers the interest 
subsidies and adds fees to be paid by the lenders.

The Senate compromise, which follows House 
approval of the administration’s bill, pretty much 
ensures passage of a major direct-lending pro­
gram and the creation of some more flexible 
repayment options for students. This is progress 
for Mr. Clinton. Last year. Congress wasn’t very 
interested in moving toward direct lending—a 
pilot squeaked through during renewal of the 
Higher Education Act. Now it’s willing to go at 
least halfway.
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Instead of removing 

banks as middlemen, 
make them share 

more of the pain of 

defaults. And young 

people should not be 

told that helping the 

homeless is more 

beneficial than 

\ contributing to 

\J.S. productivity

GARY S. BECKER, THE 1992 NOBEL 
LAUREATE, TEACHES AT THE UNIVERSITY 
OF CHICAGO AND IS A FELLOW OF 
THE HOOVER INSTITUTION

■president Clinton has proposed changes 
in the way the federal government sub- 

■ sidizes the education of college students. 
He wants to eliminate banks from the lending 
process, compensate students who perform 
what is deemed community service, and give 
students another option on how to pay back 
their debt. These ideas are misguided in eve­
ry major respect.

To cut out middlemen expenses, the Presi­
dent would bypass banks by having the feder­
al government make loans directly to stu­
dents. The House Education & Labor 
Committee has already approved this part of 
the package. But if governments are better at 
lending than the banking sector, they should 
take over lending to companies for invest­
ments and to families for housing and cars. 
Despite many well-publicized failures of private 
banks, government agencies do a much worse 
job of lending money, which is why the world­
wide movement toward privatization high­
lights banking and other financial activities. 1 
do not know of one federal lending program- 
including those to small businesses and farm­
ers—that gets high marks for its efficiency.

Banks can provide a valuable service in 
screening student borrowers and monitoring 
repayments. But under the present system of 
student loans, banks have no incentive to per­
form these functions, since the federal gov­
ernment covers all bank losses on student 
loans. This explains why the default rate is a 
disturbingly high 10% and why many more 
borrowers are in arrears. The savings and 
loan scandal has shown what happens when 
banks are relieved by government guarantees 
of their responsibility for unwise lending deci­
sions. Thus encouraged to make extremely 
risky loans, they reap all the gains from prof­
itable ones while taxpayers foot the bill for the 
mistakes.
YOUNO BKMNNDU. The solution is not to elim­
inate banks and their experience but to re­
quire them to bear a larger share of the cost 
of their bad student loans. Banks covet the 
student loan business. When the default rate 
on a bank’s student loans increases, it should 
have to pay a higher insurance premium.

In return for two years of community ser­
vice after students finish their education, Clin­
ton wants to forgive up to $10,000 in loans 
that help pay for college or vocational training. 
Qualifying jobs are to be selected by state 
governors and other officials from the catego­
ries of education, the environment, public safe­
ty, and human services. To be sure, these 
four categories all have problems, but they 
are not going to be solved by giving political­
ly determined jobs to young beginners who

are trying to qualify for tuition grants. And 
why these categories? What about other char­
itable activities and private employment in 
profit-making companies?

The President’s plan sends a dubious mes­
sage to young people. It rests upon the prop­
osition that it is more beneficial to spend time 
helping to build housing for the homeless- 
one frequently mentioned example of commu­
nity service—than to contribute to the pro­
ductivity of the U. S. economy by becoming 
better engineers, computer programmers, ar­
chitects, etc. This is a dangerous message for 
the economy at any time, but especially when 
the U. S.’s capacity to compete in world mar­
kets is being severely tested.

Student borrowers from the federal gov­
ernment now pay fixed interest rates on their 
debt after completing their education. The 
President would keep this as an option, but he 
wants to offer students another one whereby 
those who earn more pay higher rates. 
nxiD OR VARIABU. The new option is de­
signed to balance larger pa3rments by high 
earners against smaller ones by low earners so 
that the average earner would pay about the 
same interest rate as under the present sys­
tem. But the desirable objective of insuring re­
payment on student debt against uncertainties 
about future earnings isn’t likely to be at­
tained because of a phenomenon that econo­
mists term self-selection. Students who ex­
pect to go into law, business, and other 
well-paying fields will tend to choose the fixed- 
interest-rate option, under which they pay a 
lower rate. Those who expect jobs that pay lit­
tle will select the option whereby people with 
low earnings pay back less—the variable-rate 
option. Since much of the borrowing is by 
professionals and graduate students, many 
loan applicants know whether they are prepar­
ing for fields that pay well or poorly.

Either fixed or variable repayment rates 
are manageable, but not both. On the whole, 
the existing approach is probably better be­
cause the many students who know they are 
in fields that pay a lot will not participate 
when rates are tied to earnings. When Yale 
University in the 1970s made repayments de­
pend on earnings, it found that students going 
into law, business, and medicine generally 
chose not to borrow from Yale.

The President’s proposed reform of the stu­
dent-loan program may be good politics with 
its call for community service, saving middle­
men expenses, and an option that allows bor­
rowers who earn less to pay back less. But 
from the standpoint of the nation as a whole, 
it won’t be as good a way to reform federal 
assistance to students.
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STUDENT lOANS AIN’T BROKE. DON’T FIX ’EM
s a candidate, Bill Clinton sold 
himself as a “New Democrat” 
willing to forge business-gov­

ernment partnerships that would help 
him “reinvent” government. But now 
that he’s ensconced in the White 
House, some of Clinton’s proposals 
seem at odds with his rhetoric. A case 
in point: his plan to overhaul the feder­
ally insured student-loan program.

The system currently operates 
through some 7,800 commercial banks, 
several dozen state agencies and pri­
vate companies that back the loans, 
and a handful of companies such as the 
Student Loan Marketing Assn. (Sallie 
Mae), which have created a vibrant sec­
ondary market for the $127 billion or 
so in student loans guaranteed since 
the program began in 1965. Clinton in­
sists he can shave billions from the 
program, which he blasts as “wildly 
expensive,” by letting the government 
make the loans directly. The savings 
would help finance the Administra­
tion’s service-for-education program. 
STOCK DROP. He can’t be serious, can 
he? The notion that some bureaucrats 
in the bowels of the Education Dept, 
could run the program more efficiently 
than private companies borders on the 
ludicrous. And replacing private loans 
with government ones would boost an 
already bloated budget deficit.

Clinton’s eagerness to nationalize 
the loan program could also make in­
vestors wary of public-private ventures 
the Democrats are considering. In the 
weeks since he ad 
vanced the plan, Sallie 
Mae’s stock has plum­
meted more than 40%.
Who would invest in 
Sallie Mae-like govern­
ment-backed ventures 
that have been pro­
posed to fund small- 
business and transporta­
tion lending? Investors, 
says a major holder of 
Sallie Mae stock, “are go­
ing to look at new [public- 
private ventures] pretty 
skeptically.”

Clinton is simply 
too optimistic in his 
calculations of 
the savings. .
Take the 
projections i

of $3.2 billion in savings over five 
years by switching over to direct gov­
ernment lending. Critics predict the 
government would just shunt many ad­
ministrative tasks now done by banks 
onto colleges, which would likely pass 
along the additional expenses through 
higher tuition. And according to a Con­
gressional Research Service study, 
some $500 million more in annual “sav­
ings” actually comes from accounting 
sleight of hand: The government 
wouldn’t have to create reserves for 
projected losses from defaults and pre­
payments. “The estimates of... [bil­
lions of dollars in] savings are sus­
pect,” says CRS economist Dennis 
Zimmerman.

Nor is it likely that Washington 
would be more efficient. Sure, 
the government would have 
lower borrowing costs. But 
the Education Dept, has 
been criticized for its manage­
ment of the program, including 
its slowness to weed out fly-by- 
night trade schools that bilk students 
and taxpayers for millions in guar­
anteed student loans. -

What’s more, the government 
would have to invest millions of 
dollars in proprietary software and oth­
er technology to match banks’ speed in 
handling the clerical tasks the program 
entails. “The government would have a 
hard time matching the technology 
that the banks and others have in 
place,” says Roy A. Nicholson, chair-
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man of USA Group, an Indianapolis- 
based guarantor.

Then there’s Sallie Mae, which Con­
gress chartered in 1972. The company 
purchases, securitizes, and services 
about a third of all student loans. Chief 
Executive Lawrence A. Hough has 
driven its servicing costs down 21% 
since 1986 (chart) and its profits up 
172%. So Sallie Mae’s board awarded 
Hough salary, options, and perks 
worth $2.1 million in 1991—raising 
hackles on Capitol Hill. But the hefty 
compensation was well-deserved, since 
it was tied to his strong performance.

’The current system isn’t perfect, of 
course. But rather than junking it. 

Clinton should fine-tune it. Right 
now, for instance, the govern­

ment pays banks 3.1 points 
above the three-month Trea­

sury rate while students 
in school and 

haven’t begun to 
repay their loans. 
That premium has 

dropped periodically, and it may 
be time to ask banks to reduce it 

further to share some of their re­
cent efficiency gains with taxpayers. 

Trimming this payment by half a point 
would give banks roughly the same re­
turn they make on many other consum­
er loans—and save taxpayers upwards 
of $970 million over five years.

When Clinton made his promises 
about reinventing government, no one 
thought he meant replacing well-run 

private businesses 
with an even more 
bloated government bu­
reaucracy. The Admin­
istration must realize 
that public-private part­
nerships will mean prof­
its for those who per­
form well.

Hough’s $2 million sal­
ary and Sallie Mae’s 
healthy earnings are a 
small price to pay for 
keeping the cost of stu­

dent lending down. 
They should be con­
gratulated—not put 

out of business.

Fousi covers banking 
and finance from Wash 
ington.
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Shaky Plan for Student Loans
Clinton's reforms based on dubious economic assumptions

BrPatrrD.Qatcik

( A MERICA at its best " That is how 
President Clinton has characterized

jTa. his national-service initiative. Who 
could argue with his vision of Americans 
helping others, rebuilding their communities 
and being rewarded? A bold, beneficent aspect 
of the president s national-service initiative is 
his proposal to provide students with im­
proved financial access to an education be­
yond high school.

But some aspects of this sweeping change 
do not add up: in particular, his proposal, 
which passed in the House of Representatives 
as pan of the budget package, to shift the 
management and implementation from pri­
vate-sector lending and guarantor institutions 
to the government. The administration esti­
mates that this would save biUions of dollars.

This is optimism beyond the bounds of 
credibility: The revenue estimates rely on as­
sumptions about the efficiency of government 
that do not stand up to scrutiny.

The Congressional Budget Office, which 
backed away from earlier projections of large 
savings from direct government lending (from 
S6 billion to $4.27 billion), has lowered its 
estimate again, saying that earlier estimates 
failed to factor in a significatu portion of the 
costs of administering student loans: $2.19 
billion. The CBO also did not take into account 
transition costs of moving to a direct-lending 
program and relied on overly optimistic pro­
jections for servicing costs and likely defaults.

The impartial Congressional Research Ser­
vice (CRS) has come out with three reports, 
each noting that the cost-savings argument is 
uruealistic and warning of the negative conse­
quences if the government does not run the 
program efficiently.

This is not the first time that rosy assump­
tions about direct goverrunenl lending have 
wilted under close scrutiny. Last fall, the Gen­
eral Accounting Office (GAO) concluded that 
a complete government takeover of student 
loans would save $4.8 billion during the first 
five years of the propam. But the GAO staff 
recognized the fragility of its assumptions: 
The values we assume for certain key vari­
ables strongly influenced our estimate of the 
savings achievable from direct lending.’

Unfortunately, the staff 's cautions were ig­
nored. and the GAO's optimism helped whip 
up suppon for a radical shift to direct govern­
ment lending, leading to its inclusion in the 
president 's nauonal-service pian. Puliing apan 
the GAO's assumptions layer by layer clearly 
reveals the study's flaws, some of which were 
repeated by the CBO. These flaws include:

■ Out-of-date economic assumptions. Up­
dated assumptions about interest rates and 
inflation and corrected miscalcuiations of the 
savmgs that accrue from new provisions ui 
Higher Education Act amendments combine to 
reduce purported savings by $ 1.1 billion

■ Understated estimates of the costs of ser­
vicing loans. The GAO based these on what the 
Student Loan Marketing Association charges. 
But high volume, preferential costs of borrow­
ing. and selective accounts keep those charges 
artificially low. Nonsubsidized. private guaran­
tors that cover all eligible students from all

institutions bear higher costs. If the govern­
ment made loans directly, it would either have 
to inflate government personnel rolls or rely 
on thud parties to process, document, and col­
lect these loans. \^en more-realistic service 
costs are used in the GAO model, another $ 1.9 
billion in projected savings vanishes.

■ A failure to factor the costs of auxiliary 
services that guarantors provide to hold down 
defaults and make the program effective. 
'These include millions of phone calls and let­
ters to help borrowers prevent defaults, train­
ing for school personnel, and quality-control 
activities. These costs erase another $1.2 bil­
lion in savings.

■ An assumption that government bureau- 
' crats'dr their low-bid contractors would have
the same incentive to prevent defaults as pri­
vate-sector employees. Such optimism ignores 
the record: For a time, the federal government 
sent money directly to schools under a pro­
gram called the Federal Insured Student Loan 
Program. The federal bureaucracy simply 
could not run the program. Eventually, the 
Department of Education asked Congress to 
turn the program over to state agencies and 
nonprofit organizations. Thus, the present sys­
tem was born. Neither the GAO nor the admin­
istration has given us reason to believe that a 
new direct government loan system would not 
fizzle like its predecessor.

■ Ignoring the impact of a direct-loan pro­
gram on the government's borrowing cost. 
Investors will demand higher returns for IVea- 
sury securities, forcing up the government's 
cost of borrowing. Just a five basis-point 
increase in the 10-year Treasury securities 
funding this program would cost the govern­
ment another $100 million.

T I" AVING peeled away the layers, what is 
I—I left of the GAO onion? A projected loss 
X X of $13 million for the fim five years. 
The taieacapaUe conclusion: Not only would a 
direct government lending program fail to 
save taxpayers a dime, but it could cost them 
money. Worse, the GAO's estimates do not 
factor in the true transition costs: The change 
would scare many lenders into pulling out of 
the current system quickly, leaving students 
scrambling in search of loans and the govern­
ment on the hook for defaults.

Real savings can be achieved while still 
meeting the president's goals for education 
access and national service. The CRS has 
pointed out that adjustments to the current 
system would make this possible. In addition, 
a recent proposal by the Coalition for Student 
Loan Reform, a group of more than 50 partici­
pants in the student loan program, would 
streamline the processes and cut service fees 
to offer actual savings. Many of the elements 
of that plan have made their way into legisla­
tion that the Senate will be considering.

This alternate vision should be carefully 
considered before we blindly shift to a govern­
ment bureaucracy-based approach that would 
disrupt so many students and educational in­
stitutions to achieve uncertain benefits.

U Perry D. Quick served as senior slajj 
economist /or the President 's Council of 
Economic Advisers under former Presi­
dents Carter and Reagan and as a senior 
economist at the board of governors for the 
Federal Reserve System.
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END BANK LOANS TO STUDENTS?
If Government Takes Over, It Could Cost Billions

By Michul Fumcnto
In Loi Angeles

Supporters of the Clinton 
administration proposal to save 
money by replacing the current 
bank-based student loan pro­
gram with direct loans from the 
government tout it as an exam­
ple of “reinventing govern­
ment.”

But critics say that while the current 
system has real problems, this is one 
idea that should be denied a patent.

“Federalizing the program and giving 
direct loans doesn’t make sense,” said 
former OiTice of Mana^ent and 
Budget Director James Miller, who is 
now chairman of Washington-based 
Citizens for a Sound Economy. “It’s a 
whole sutist approach.”

“This is a big step backward,” added 
David Linowes, chairman of former 
President Reagan’s Commmision on 
Privatization. “At the same time so 
many other countries are privatizing 
government operations, we’re doing 
this.”

On Wednesday, for example, 
France’s Socialist government an­
nounced a massive privatization of its 
sute-owned banks and other compa­
nies, reversing its long-sunding policy 
of promoting government ownership.

Debt To Society
Federal reinsurance of student 
loan defaults, In billions
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“The banking industry is a fairly 
efficient operation,” said Linowes. now 
a professor at the University of Illinois 
at Champaign-Urbana. “There is no 
reason this should be turned over to the 
federal government.”

This year, outlays for post-secondary 
student loans will reach nearly SI5 
billion, an amount that is expected to 
increase to more than S23 billion by 
1998.

Under the current system, the student 
applies at a college or university for aid, 
then the institution applies to a lender. 
When the lender approves the loan, it 
sends the paperwork to a government 
agency that underwrites a guarantee to 
pay it ofT in the event of a default.

The loan then goes back to the bank, 
which releases the money to the school. 
The school then gives the money to the 
student.

The direct-lending system would 
streamline this tortuous process by 
letting the school determine the level of 
assistance, and the money would come 
straight from the Education Depart­
ment.

By eliminating the middlemen — the 
banks that lend the money and the 
institutions like the Student Loan Mar­
keting Association, Sallie Mae, that buy 
those loans on the secondary market — 
the administration says the government 
will save money, which it can then pass 
on to students in the form of lower 
interest rates.

The administration can point to two 
different government studies that pro­
ject such savings, one by the Congres­
sional Budget OfTice and the other by 
the Government Accounting Office.

GAO Assistant Director Jay Eglin 
told Investor's Business Daily that both 
agencies now estimate slightly more 
than S4 billion in savings over the next 
four years. The administration, how­
ever, cites savings of S2 billion a year.

Continued on Next Page
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END BANK LOANS TO STUDENTS?
From page I

“I don’t know where they get that 
number. I’m missing something," said 
Eghn.

Further, the Congressional Research 
Service says even the CBO and GAO 
figures may be too high.

According to the CRS, about half of 
the GAO savings and from 41 % to 59% 
of the CBO savings aren’t savings at all, 
but a different way of accounting for 
liability on the books. That is, the 
government won’t have to spend billions 
to compensate lenders for defaults and 
prepayments: it will spend those same 
billions to compensate its own accounts.

The CRS found that the other half did 
represent real savings, but that they 
could be readily accomplished through a 
restructuring of existing program.

But a report by the accounting firm 
Ernst & 'Voung found that, at best, 
direct lending would produce no sav­
ings. and at worst, it would cost 
taxpayers as much as SI3 billion in the 
first five years of the program.

Administrative Burden 
A study by KPMG Peat Marwick, 

another accounting firm, released earlier 
this month found that both the CBO 
and GAO studies assumed that under 
the direct-lending approach, much of 
the administrative burden currently 
borne by private lenders would be 
placed onto schools with no government 
compensation.

Lawrence Burt, director of financial 
aid at the University of California, Los 
Angeles, said direct loans "will make my 
job much easier." but “I’m not certain 
of any (college) business officer who’s 
enthusiastic about it."

He did say that the student's job 
would be made easier.

The American Banking Association is 
fighting President Chnton’s proposal by 
warning of administrative nightmares.

"The direct-lending concept," said 
Donald Ogilvie. executive vice president 
of the American Bankers Association, 
"combines the efficiency of the Post 
Office with all the charm of the IRS. It 
will not deliver the level of access, 
service, and efficiency that the (system) 
currently provides”

Nevertheless, banks have a clear 
financial interest, since loans to students 
are among their more profitable ones. 
But parties without a financial interest 
such as Linowes are also convinced that 
the government cannot run the federal 
loan program nearly as efficientlv as the

banks do.
“When you examine government 

operations." said Linowes, “you find 
generally speaking there is not a fol­
lowup to late payment notices. With a 
pnvate business, there is regular fol­
lowup, because they’re in a make-or- 
break situation. But government agen­
cies just request more money in their 
appropriations”

Failure Rates
Miller agrees, citing a GAO report on 

the federal Small Business Administra- 
tion and its three types of loans.

The GAO found that, while the SBA’s 
direct loans had a failure rate of almost 
16% during the evaluation period, the 
loans that involved bank credit analysis 
had a 10.2% failure rate. Those admin­
istered fully by private lenders had a 
default rate of only 4.5%.

The GAO said that the lower failure 
rate for loans administered fully by 
private lenders may have been in part 
because those loans were on average 
made more recently. Thus, they did not 
have as much time to fail.

But it still found that for loans of the 
same age, the failure rate of bank- 
administered loans was lower.

As in other government loan pro­
grams. Linowes said the SBA experience 
suggests government spending will rise 
— and, since the government is running 
a deficit, so will federal borrowing. The 
CBO report estimated that it would take 
S65 biUion to SI00 billion of additional 
borrowing to get the direct-loan pro­
gram up and running.

Yet Linowes also criticizes the current 
system as too favorable to the banking 
industry.

“We should not have such a guar­
antee” as we do now, he said. Instead, 
the government should “negotiate the 
loans with industry, let them estimate 
the cost of defaulting, and pay them the 
difference so they can be covered with 
(pnvate) insurance," he said.

While student loans are profitable for 
direct lenders, no one has profited more 
than Sallie Mae, which holds S24 billion 
of the $66.4 billion of the government's 
outstanding student loans.

Sallie Mae Criticism 
Sallie Mae was recently criticized by 

Clinton, who noted to a group of 
students that between 1986 and 1991 the 
company’s costs “went down by 21% 
and its profits went up by 172%.”

“This is a group that helps us get 
college loans,” he said. "It should not be

a big profit-making operation."
Saihe Mae responded basically by 

noting that the federal government set it 
up as a profit-making corporation. 
Congress established it in 1972 to ensure 
a secondary market for student loans.

After word got out about the Clinton 
proposal in February, Salbe Mae’s stock 
plunged, losing over 40% of its value. It 
has barely recovered any of that lost 
ground.

Sallie Mae has responded with a 
powerful lobbying and public relations 
campaign. Sen. Paul Simon, D.-IU., a 
supporter of direct lending, has accused 
Sallie Mae of setting up rump grass 
roots lobbying organizations. Its smaller 
competitor, the Student Loan Funding 
Corp., has admitted to doing so.

Even critics of Clinton’s direct-lend­
ing program say that Sallie Mae is doing 
awfully well — maybe too well. But they 
add that it’s the government’s fault.

“There are large barriers to entry (in 
the student loan business)," said John 
Works, an analyst with the New York 
investment firm of Keefe, Bruyette & 
Woods.

“The processing requirements of 
banks that hold this paper are very 
strict,” he said. “The requirements are 
so tight that if you miss one fihng, the 
government can renege on its promise to 
repay. That drives out most of the 
competitors except the biggest ones with 
the resources to effectively manage the 
business.

Uwr Fee Proposal
“It’s a funny program ... with the 

biggest players benefiting the most,” 
added Works. “But Sallie Mae does its 
business incredibly efficiently.” Sallie 
Mae has cut its administrative costs in 
half since 1980.

But a major advanuge for Sallie Mae 
is that, as a government-sponsored 
enterprise, it borrows funds at 20 to 30 
basis points below the rate at which 
large commercial banks can borrow. To 
level the playing field, the Congressional 
Research Service has suggested impos­
ing a user fee on Sallie Mae’s borrowing.

“A 20- to 25-point basis point sur­
charge ... for every dollar Sallie Mae 
borrowed would set their borrowing 
cost very close to those of commercial 
lenders.” the CRS said in a report.

Rep. Bart Gordon, D-Tenn., has 
introduced legislation that aims to save 
more than S4 billion over the next five 
years, largely by reducing the guarantee 
on defaulted loans. This would both cut

lenders' profit margins and increase 
their incentive to reduce student de­
faults.

One major problem with Clinton’s 
direct-lending proposal. Works noted, is 
that "lending reform does nothing to 
address the issue of default losses. If 
they really wanted to uckle the thing, 
they should look at defaults.”

Federal payments on defaulted loans 
rose from $117 million in fiscal year 
1979 to $3.6 billion in fiscal 1991. an all- 
time high. They dropped to $2.9 billion 
last year, due to recent administrative 
reforms and the ending of the recession, 
analysts say.

Other Proposals
While the direct-lending proposal 

itself does not address defaults, two 
other proposals do. One is to have the 
Internal Revenue Service collect bad 
debts by withholding tax refunds. The 
other would allow students to make 
payments on a sliding scale, depending 
on their post-graduation salaries.

Yet, both of these could be done 
regardless of whether a direct-lending 
system was used or the current system 
was retained. Indeed, Miller says that 
when he was at 0MB, he tried to get the 
IRS to withhold refunds of defaulten 
and the agency successfully resisted.

As to repayment based on income, i 
Department of Education pilot program 
at several universities proved to have 
real difficulties, according to some 
analysts.

Thomas Rutter, director of Student 
Financial Services at the University of 
California, San Diego, said the Clinton 
proposal is, “The exact same idea that 
was piloted and failed.”

However, an Education Department 
spokesperson said that the department 
did not consider the pilot program a 
failure.

Expetimcntiiig Soggested
Speaking of the direct-loan plan as a 

whole, Rutter added, “I would take 
current programs and tinker with them 
and put them back together. Then I 
would experiment with direct loans. 
Then I would see which worked better 
and if it were direct loans, switch over to 
them.

“Instead, the Clinton administration 
is moving full-speed ahead without a 
pilot and without test marketing,” he 
said.

Ironically, a pilot direct-loan program 
is already in the works. Congress 
approved it last year, and the Depart- 
ment of Education is in the first stages of 
setting it up. But the administration 
decided to not wait for the results.

“You wouldn’t see this in the business 
world,” said Rutter, “That’s what 
happened with the Edsel.”
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Student Loan Bill Fixes What Isn’t Broken
To the Editor:

Congress is about to vote on stu­
dent loan legislation that may make it 
impossible tor scores of small private 
and public colleges in New York State 
to function.

Under the legislation about to be 
enacted, loans to college students will 
no longer be processed through local 
banks, but will have to be issued 
directly by the colleges themselves.

These “direct loans” can probably 
be managed reasonably well by large 
institutions, such as Columbia Uni­
versity or City University. But small 
schools, such as Canisius College in 
Buffalo or Casenovia College near 
Syracuse or the College of St. Rose in 
Albany or Columbia Green Communi­
ty College, can hardly be expected to 
have the expertise to issue hundreds 
of student loans every year, let alone 
collect monthly payments from thou­
sands of former students who may be 
scattered all over the country.

Small schools will have to contract 
with a service agency or a private 
corporation to process these loans.

According to the Department of 
Education, such state agencies as 
New York’s Higher Education Serv­
ices Corporation will not be allowed 
to contract with the colleges to

process their loans and collections.
Small colleges will have to contract 

with a single national corporation, 
which the Clinton Administration will 
select. Its operations will quite possi­
bly be centralized in an area remote 
from this part of the country.

This megacorporation will eventu­
ally handle more than $20 billion in 
loans, issued to more than five million 
students a year, while they collect 
payments from tens of millions of 
former students. It will be compara­
ble in size and scope to the Social 
Security Administration, but will be 
privately run.

Imagine a small college trying to 
get through to this organization on the 
phone about the particular problem 
of one student.

New York’s Higher Education 
Services Corporation is a national 
model for efficiency of operation, 
keeping loan defaults and student 
fees to a minimum, and being respon­
sive to special problems of our state’s 
colleges and students. Yet it will be 
effectively excluded from helping 
New York’s colleges and students, 
under a combination of the law about 
to be voted on and Education Depart­
ment’s regulations.

1 believe New York’s Congression­

al delegation has an obligation to pro­
tect our small private and public col­
leges from this disaster and to pro­
tect an excellent state agency from 
being destroyed by Federal action. 
(Assemblyman) Edward Sullivan 

Chairman, Committee 
on Higher Education 
Albany, June 28, 1993 

•
Slower on Federal Role
To the Editor:

In an otherwise excellent article, 
you state inaccurately that “the na­
tional service program is designed to 
meet President Clinton’s objectives 
of reducing interest rates on student 
loans by replacing banker intermedi­
aries with Education Department ad-' 
ministrators” (“Clinton Wins Key 
Votes on Plan for Service Tied to 
School Loans,” front page, June 17).

National service is surely a tre­
mendous idea. But it will have no 
effect on the interest rates on Federal 
college loans.

National service is a stand-alone 
issue, perfectly able to exist apart 
from the President’s other major 

• higher educational proposal — which 
might have some effect on interest 
rates — to make student loans direct 
from the Federal Treasury.

Unfortunately, there is no guaran­
tee that direct Government lending 
will lower interest rates. There is a 
good chance it will do the op(>osite. As 
Representative William F. Goodling, 
a Pennsylvania Republican, told a 
House subcommittee June 10, if the 
Administration’s proposed interest 
rate formula under direct lending 
were in place today, student loan bor­
rowers would be paying a rate 3^ 
percent to 1.4 percent higher than 
under current law.

My organization, a nationwide co­
alition of nonprofit education loan or­
ganizations, including guarantors and 
secondary markets, supports nation­
al service. But that is a different issue 
from direct Government lending. We 
believe there is too much risk in­
volved in full and immediate imple­
mentation of direct lending.

Instead, the program should be 
phased in, tested and evaluated be­
fore a final commitment is made. 
This is the approach taken by the 
proposal approved by the Senate La­
bor and Human Resources Commit­
tee. Daniel S. Cheever Jr.

Chairman, Coalition for 
Student Loan Reform 

Washington, June 24, 1993
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DEFICIT CUTTING: 

THE GREAT FRAUD
The bizarre way Washington builds budgets encourages outrageous accounting scams, leaves 

entitlement spending uncontrolled, and fails to kill off bad old programs. ■ by Rob Notion

0 YOU remember Da- 
Stockman’s famous 

warning that America 
was in danger of having i 

“$200 billion deficits as far as the =; 
eye can see”? That prediction was 
supposed to shock us when, as 
Ronald Reagan’s budget director, 
he made it back in 1983. Today it is 
the official forecast of the Clinton 
Administration—and that’s as­
suming all goes according to plan 
when Senators and Congressmen 
square off in mid-July to concoct a 
compromise bn the President’s 
budget. As the charts on the next 
page show, past official forecasts 
have been lousy.

Why does Washington keep 
screwing up? A big reason is the 
bizarre way it builds budgets. The 
process permits—even encour­
ages—obfuscation and mendac­
ity. It lacks any effective mech­
anism for checking the wildfire 
growth of entitlement spending.
And it seems totally incapable of 
killing off programs that have 
outlived their usefulness.

For all Bill Clinton’s talk about 
no gimmicks, he quickly adapted 
to this smoke-and-mirrors world. His Febru­
ary budget proposal—billed as a S500 billion 
deficit reduction package—took credit for 
$45 billion in savings already ordered by pre­
vious legislation. Clinton’s plan also included 
enough funny math and dubious assumptions 
that the real bottom line, according to the 
Congressional Budget Office (CBO)—the 
designated scorekeeper in matters fiscal— 
would have been deficit reduction of just 
$355 billion over five years.

Remarkably, the House so far has reject­
ed much of Clinton’s proposed new spend- 
ing, trimming many programs and derailing 
Reporter Associate Sumel Ratan
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a few of his other favorites, such as research 
on magnetic levitation trains. The Senate 
has made similar cuts. As a result, both 
houses have produced budgets more likely 
to come closer to that $500 billion target.

Even so. the goal of deficit reduction 
keeps moving away like Tantalus’s grapes. 
That’s partly because the pharisaic way 
Washington measures the five-year impact 
of tax and spending proposals encourages 
accounting gamesmanship and bad policy 
choices. Under normal budgetary conven­
tions. "cuts” in spending, and thus in the 
deficit, are tallied as cuts from a “baseline” 
of what spending would be if no changes in

m___Reagan and George Bush before him. promises that passage of 
rtthe federal budget deficit on a downward path. Well, maybe.

policy were made. So even when Clinton s 
plan cuts $20 billion next year, spending 
still rises by $38 billion.

Ever wonder why the R&D tax credit is 
temporary and gets extended each year'.’ 
The answer is that making the credit perma­
nent would force budgeters to add the full 
five years of lost revenue—$10.2 billion—to 
the deficit. House members, to their credit, 
did so. but the Senate made the credit tem­
porary again, meaning only one year—$1.7 
billion—tiad to be counted. The result? The 
Senate was able to funnel the $8.5 billion 
“saved” to other spending, even though the 
popular credit will doubtless be extended.

amtinued
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Then there are the numerous half-baked 
proposals for budget savings. Example: re­
placing the current quasi-private student 
loan program with direct federal lending. 
The Administration initially claimed that 
would save S4.3 billion over five years. But 
wait! The bean counters realized their cal­
culations hadn’t included administrative 
expenses. When they did, the savings 
dropped to $2.1 billion. Even that makes no 
allowance for the chance that the Depart­
ment of Education—which isn’t exactly run 
like GE—might approve some bad credits.

Another glaring flaw in the budget pro­
cess is its inability to contain entitlements— 
programs where Congress simply defines 
who qualifies and then opens the money 
spigots. Examples range from welfare and 
unemployment to farm subsidies and Social 
Security. Since 1963 entitlements have 
grown from 30% of federal spending to 
more than half. Among the programs out 
of control: Social Security disability bene­
fits, which the CBO estimates will increase 
by 44% over the next five years; Medicare 
spending, which has doubled over the past 
seven years; Medicaid payments, which 
have doubled in just three years.

The final area where the process fails us 
is in getting rid of bad old spending pro­
grams. Take the Rural Electrification Ad­
ministration. When the REA was set up in 
1935, one-fifth of American workers were 
farmers and only one in nine farms had 
electricity. Today, virtually all rural areas 
are wired, and a scant 2.5% of the work 
force is in farming. But the REA, still going 
strong, lent out $1 billion last year and 
wrote loan guarantees for $821 million.

with much of the money going to suburban 
and resort areas. Yet instead of plowing 
this old weed under, the Administration 
proposed to pluck a petal or two, for aver­
age savings of $109 million a year.

In fact, everything else is likely to survive 
in this summer’s budget—the strategic 
wool and mohair program (designed, be­
fore the age of polyester, to ensure that 
American soldiers stay clothed), the honey 
subsidy (designed to keep the nation in 
bees—and beekeepers), and the nation’s 
32-biIlion-cubic-foot helium reserve, which 
employs 200 workers in Amarillo, Texas. 
Says CBO director Robert Reischauer: 
“It’s true these things don’t add up to a 
rounding error. But from the standpoint of 
the average American, it’s a legitimate ar­
gument to say, Tf you’re going to have a 
stupid program like that, you’re not going 
to raise my taxes.’ ’’

ESPITE the problems, there is 
I M some good news to report about

Washington’s budget process.
The 1990 budget act established 

caps for discretionary spending, which 
Congress directly controls, unlike entitle­
ments. To general surprise, most congres­
sional committees have learned to live with 
them. “I call it George Bush’s final re­
venge,’’ says Rudolph G. Penner, director 
of economic studies at KPMG Peat Mar­
wick and former director of the CBO. An­
other welcome reform from the 1990 act is 
the pay-as-you-go concept. This conunon- 
sense idea—practiced by every well-run 
household but considered a remarkable in­
novation in Washington—requires legisla­

tors who would increase spending to find 
offsetting cuts.

What’s needed now is to go further. 
Gimmicks like “temporary” tax credits 
should be outlawed. The House took a 
stab at controlling entitlement spending in 
May, proposing caps like the ones on dis­
cretionary spending. If expenditures grew 
faster, the President would be required to 
propose countervailing cuts or additional 
taxes. This measure, which would have 
been better than nothing, was scuttled In 
the Senate.

To root out old programs, Clinton 
should consider copying the Defense Base 
Closure and Realignment Commission, 
which is charged with the politically diffi­
cult task of eliminating obsolete military 
bases. The commission makes a recommen­
dation to the President. Once he signs off. 
Congress can adopt or reject—but cannot 
change—the proposal. Some kind of presi­
dential line-item veto would also help, 
though any such change will have to pass in 
the Senate over the dead body of West Vir­
ginia’s powerful Robert Byrd.

Optimists believe Washington is in­
creasingly ready to slay the deficit mon­
ster once and for all. Says Leon Panetta, 
Clinton’s budget director: “For the first 
time, I sense that members on both sides 
of the aisle are finding it politically attrac­
tive to make tough votes on this issue.” 
Let’s hope so. According to the CBO’s 
projections, even with the tax increases 
and spending cuts that the President pro­
posed, the deficit drops to only $205 bil­
lion by 1997 and then resumes its sharp 
upward trajectory. Q
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Truth is, the projections in every recent budget pian have been wildly off base. The five-year estimates shown beiow wore prepared 
by the Congressional Budget Office, Capitol Hill’s official scorekeeper. CBO is also the source of the 1993 deficit estimate.
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The student loan dilemma

com* 
tern to

The Senate Labor Comxnittee has devised a passa­
ble compromise to the siiclcy issue of how to deliver 
SIS billion in govemment-tadced loans each year to 
college and trade school students.

There’s little debate about the problem: The cunent 
system, in which student loans are ofiEM through 
private lenders, costs the government a great deal of 
money—too much, by many pete’s Bghn This year, 
the government tab will be SS.2 biOion for loan de- 
fiuilts, interest payments and bank nibsidies,

There is great debate, however, about the fovored 
solution; coUapsing the private mauket and having the 
government do the job. The tlmry is foat this direct 
loan approach would squeeze out many of the ineffi­
ciencies and subsidies of the current one, giving the 
government a bigger bang for its student aid buck.

That’s the theory, and the labor committee's ( 
promise would test it by converting half the nsteL. „ 
direct student loans. The Saute's So percent is pnifer- 
able to a House proposal to convert 100 percent to a 
direa loan program within five years.

The grading on this test needs to be tough and, 
unrealistic though it rruy be to suggest, proponents of 
direct loans ought to be prepa^ to abandon the idea 
if it does not turn out to be at leak as efficient as the 
cunent systerru

It is important to be dear about what will change 
and what will not under a direa student loan system.

What will not change is the pool of bor­
rowers; students, an inherently higb-ikk group because 
they generally have only the promise of income fiom 
post-school employment to offer as their means for 
repaymenL Thus &e need for Unde to co-sign 
their loans. Students will not be less risky as borrowers 
because the identity of their lender chan^

And more than an identity change is mvolved in the 
govemment’s becoming the lender. Instead of having 
to come up with the money to pay the interest v^ifle 
students are in school and to make good on the 18 
percent of loans that go into default each year, Wash­
ington will have to. come up with the foU amount of 
each student loan it makes. If the govenunent ran a 
50 percent direa loan program tl^ year, it would

have to raise S7.5 billion.
Some school administraiors also fear that they win 

have to take a much larger role in processing loans.
What will change is who runs the system. The gov­

ernment will take over the job of 7,800 private len^^ 
46 regional oversight agencies, and loan repurchasers.

Much of the entidsm of the system is focused on 
diese so-caUed middlemen, particularly the Student

Known as iLoan Marketing A Sallie Mae, itwas created by the government in 1972 to buy lo^ 
from banks and, thus, free mote private c^tal for. 
additional student loans. Sallie Mae, which w^rorted a 
S393.9 million profit last vear, evolved into a quasi- 
private firm, publicly enufing its stock.

Critics say tiiat the middlemen have iinle incentive 
to prevent loan losses because the government protects 
them agunst defaults and guarantees a return of 3.1 
percent plus the 91-day T-bill rate. And because the 
system has so many players, there is little accountabili­
ty for those who consisteiitly nmity bad inant

The solution ofifered by President Clinton and con­
gressional supponets led by Einois Sen. ^ul Simon is , 
to cut out the middlenien and have die govenunent 
make loans directly to students. The government, 
most likely through the Internal Revenue Service, 
would assume the job of cracking down on deadbrats.

The projected savings from a direa loan system— 
S4J billion over five years—is already eaigilaTrd into 
the administration’s deficit reduction package.

Under President Bush, the Depiimcnt of Education 
frnighi direa loans, arguing that it couldn’t a
job handled by the nation's leading institutions. Presi­
dent Qinton, however, is eager to partidpaie.

The Senate committee has adopted a plan to phase 
in direa loans, offering SO percent of the rotal by hs 
fifth year while the private maika handles the rest A 
commission would scrutinize the system and recom­
mend wheiha the government should laite on a& loans 
or whether direa loans should be abandoned.

The commission win need to be hard-nosed in its 
evaluation. If direa loans do turn out to be more 
effideni, they wiU deserve to supplmt the private mar­
ket But this test must not be g^ed on a curve.
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Editorial

Student loans
A compromise bill proposed by 

Massachusetts Sen. Ted Kennedbr could 
pit the U.S. Department of Education 
against the network of private lenders 
and guarantors for student loans. This 
one-on-one competition could produce a 
win-win situation for U.S. taxpayers 
and students if it brings down the cost of 
borrowing, reduces the delinquency 
rate and produces a system that deliv­
ers service more efficiently.

President Bill Clinton this year asked 
Congress for a federal government take­
over of the student-loan program. Built 
on a foundation of federal borrowing, it 
is a multi-billion dollar private indus­
try that includes direct lenders, second­
ary market guarantors, collectors and 
administrate.

Hie president’s objective: to save 
$4.3 billion over five years by eliminat­
ing the lenders and middle men, 
enough to finance his National Service 
plan. The proposal had a potential side 
benefit, that of simplifying and cleans­
ing a system that has become compli­
cated, and, critics contend, corrupt by 
conflicts of interest.

Just 10 days ago, the inspector gen­
eral of the Department of Eklucation re­
ported that the $65 billion loan 
program was exposed to serious finan­
cial risk because of direct ties between 
lenders and the non-profit, private agen­
cies involved in bill collecting.

Because of the way the system is 
structured, the report contends there 
are greater financial incenUves to al­
low student loans to sUde into default. 
Given the opportunity to make a 3.1- 
percent premium for administering a 
loan that is paid on time, or keeping 30 
percent of a defaulted loan that had fall­
en into collection, the inspector general 
said agencies “find themselves choosing 
between the interest erf the taxpayers 
end their own corporate interest.”

In a system that allows such choices.

the American taxpayer is a guaranteed 
loser.

The pressure from the White House 
for a federal takeover of the program 
already has produced concessions from 
the industry, and reform. Participating 
banks have offered to cut their yidd 
from 3.1 percent to 2.5 percent, and 
guarantma of secondary-market loan 
packages have agreed to absorb a 2-per­
cent cut in federal reinsurance, from 
100 percent to 96 percent, a move that 
should force them to be mwe attentive 
to problem loans and management 
overhead.

The combined impact of these and 
other proposed industry changes is $4.4 
billion over five years, enou^ to 
match Clinton’s projected savings, and 
an indication of how much money is 
pumped throu^, and out of the student 
loan program: Private lenders want to 
remain in the game. They anticipate 
$100 billion in new borro^ng over the 
next five years.

The House supports the Clinton plan^ 
on the belief, without evidence, that the 
federal government and the nation’s 
schools can establish a direct pipeline 
for these loans and their administra­
tion. The Senate’s Kennedy compromise 
would pit the estoblished private indus­
try against a pilot program in the De­
partment of EducaUon for the next five 
years. They would split the loan demand 
50-50 in a head-to-head demonstration 
of which sector could produce the best 
results. These two reforms have gone 
to a House-Senate conference 
committee.

Given the changes already adopted 
by industry, the likely benefits of com­
petition, the Department of Educa­
tion’s need to start up a program from 
scratch, and the need for a transition 
period if a ,awitch4s made to an all-fed- 
cfh! system, the Senate compromise 
should be a no-lose proposition for the 
American taxpayer.



The $ld bilhon student loan flap
Schools, lenders attack Clinton plan
By Bob Reilly
Tribune Witter
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l’resid«;nt L'UiiUn'a plan tu avcrfiaul (he 
)IS billion furlerally insured slmJenl-loaQ pru- 
grani will pul colleges and trade scliouls In 
the banking business, possibly increasing Uicir 
financial risks and expenses; say some Qnan- 
cial aid olficeis in Ariaona.

Some schools, paiikularly Unse with rela- 
Uvety small entoUments, said they may have 
to raise tuition to cover added administrative 
costs, such as picking up the tab for any bad 
loans they make.

Post-seconilary stodcnls in Arizona borrow 
'^abonl 1300 million aimuany, according tu 

Southwest SUideni Services Corp., a nonprofit 
^ ^ale-designated igejicy tliat originabra, ser- 
J^ices and buys student loans from oUicr 

lenders.
Nationally, sUulents IhiitowmI ntoie than 

flO billion in fOSrZ, a figure expected to cliinb 
lo|23hiHioDby 109B.

The Clinton plan calls for the cidleges to 
originate and process loans and screen eligi- 
bilUy of borrowers and Iben pan on the 
paperwork to the Department of Edncatloa, 
which win isane efaeda directly to stodenls. 
Hr plan IfaeoreUcally gives biflions of dollars 
to the federal governroenl by cutting out 
mukDemen aacb as banhsL 

The White Ilonse said the extra hllliom 
generated for Che U.S. IVeasury would be 
used to ffaiance the administratjon's pubUc- 
servlce-for-education program.

But the proposal will place an added bur­
den on tkousaiids of schools nationwide.

"U win definlteiy increase our workload,'* 
said Catherine King-Todd, financial aid 
nflicer for the American Uraduale School of 
Ioternatk>nal Management tai dcndalc. ”1 
would have tu purchase addltiaiial (computer) 
software and hardware and add two more 
staff poBttkma"

King-Todd ki conoennd (be federal govem- 
menil won! have enottgii mooey to oam|iai- 
sale Ur schools for OrIt added expenses.

"The government is always looking for 
ways In trim tiu budget, and admiiudrative 
costs is unc of the first areas where they 
IiNjk," sIr said.

Ted Makme, financial aid officer at Grand 
Canyon University in Phoenix, said that even 
if a soggesUon that the federal gpvenimenl 
provide schools with |10 per loan is adopted, 
it won’t be enongh money.

"With all the extra work, our o»ta per loan 
should increase by ffiO," a 100 percent 
increase, he said

A stnily released in May by (he accounting 
firm of KPMG Peat Marwick fmaid that both 
the Congressiciial Budget Office and Govern­
ment Accounting Office assumed that uoder 
a direcl-lenifing approach, much of the 
administrative tasks now done t^ private 
lenilcfs would be given lo Uie scIwoLs witli no
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Programs allow borrowers to mortgage future
From staff raporta

It’S possible for ataideids to borrow more 
than $138,000 for their undergraduate and 
gradoate odncalkn — about $30,000 nure 
than the median price of a new hanM in (he 
Valley — by cnrobinflig funds from three 
federal loan programs.

Hie heed-based Perkins Loai\ wfaiob 
charges 5 percent interest, is funded by the 
guvenancot and is distributed by (he coflege.

Undergraduates may borrow up to $3,000 a 
ycer, ami graduate students may borrow 
$5,000 a year. PayrtRols begin nine tDonlhs 
after the student graduates, withdraws from 
schoal, or attends classes less than half UmeL 
Students may lake up to 10 years to repay the 
kna

The Stafford IxMiis are niade (kraogli com­
mercial fenders and deiMHded hv the sriwwii

Some Stafford Loans are based on' need, 
others are not The ban has a v<|Tlable 
mterest rate capped at 9 peroent

For Stafford Loans not based on need, the 
interest accraes while Ihe student is in school. 
Interest on needhased loans docs not accrae 
until the student starts repaying

Undergraduates may borrow up tu $2,635 
for the first year, up to $3,500 lor Ihe second 
year, and lop out at $5,000 in each of the fmal 
two years or laiUl the bacbclorls degree Is 
earned. The limit is $23,000.

Gradualc and profcsioDul school students 
may borrow $8,500 a year with a limit of 
$65,000.

The PLUSSLS Loans a|e mn-need based 
and made (hrrxTPh a rommerrial Imder Hip

Interest rale cant exceed 10 percent for the 
PLUS Loan or 11 percent (or the SLS Loan.

Hr parent (PLUS Loan) may bonow up to 
(he entire cost of an education minus any 
financial aid Uie student receives.

The student (SLS Loans) may borrow up to 
KOOO lor each of Ihe first two years of col­
lege and $5,000 (or the remainder of the 
undergraiWtc program. The maxiiiram limit 
Ls $23,000 per stodenL

Graduate stwients nuy borrow up tn 
$10,000 a year with a limit of $73,000.

Repayment begins as soon as the loan is 
received The lender may reduce payments 
while the borrower is attending scfaml.

Stndents can consolldale loans after (Intsh- 
ing their education and take up to 30 yean (o 
renav
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King-*IVNlil and Malone sfre also 
concerned (hal if the adioob aptnove 
a bad loan Ui^ may be held Liable for 
IL

Ibe processing leqiuniiicnls of 
banka are striH, and If Ih^ aren't 
pro|)crIy met (he govennnienl can 
refuse to repay on a defaulted loan, 
said Ekk Ilarrfq, a vice president In 
charge of sbuleut loans for Daiifc One 
of Atimna. He said Ihe govenimenl 
may also refuse lo pay schoofa if the 
loan Isnl processed correctly.

Susan Conner, a vice prcsidcnl for 
USA Group, an bnllanapoUs-based 
student-loan guarantor orgsiiizatioa 
with a reghnal office in Chandler, 
agreed. “Ilie liska to Ihe schools is a 
serious proUan Uial hasn't been 
addressed,” she said, addii^ Utal llie 
student loan giiuranUH! agciKdcs also 
have lo assinne the cost of defaults if 
tlicy fail III abide liy goveiinncnl 
gunlelines.

Arinma State Univasily ilocsii’t 
cx|)or( its ndniinistralivc costs to 

; pimh llic Innlgct, pai-ticulnrly it Ihe 
' government provides |I0 subsidy for 
' eadi loan. Ilie uni\’crsily would sup- 

|Mii I direct lending if (he students ben- 
clil aiid if the debt coUcclkm system 

. is improved, said Sliaiunn Goodman, 
I assistant direclor of the studenl load 
I program.
• But Goodman admitted there are 
I "a lot of blaida to be filled and 
, that the ladvcnity amid change Its 
; posiUonlnUiefttlm.
I QuesUons also survomid the 
I .defaulted hmoa of sfaideals altendlng 
I praprfclaiy trade sdnolsspedalUng 
( In Mich occupatlaia u ooBmelalogy, 

weliBng and track driving.
Hie federal direct leading plan

mcnlions a "shared risk" arrange- 
mcnl with Ihe stales but tlie spedlics 
haven’t yet to be spelled wd, sahl 
Paul Barbcrlid, executive vice presi­
dent of Mesa-based Soulhwesl Stn^ 
dent Services Corp. Ifh poouililc Ilie 
states woidd have In share part of Uie 
cosl of defauKs^ he aiklcrl

Students attending proprietary 
scliools have the higlicst defauH rates 
amung all post-secocxlary banowm 
because Uicy odea quit before com- 
ideUng the traluing program or fail lo 
land a Job in (he chosen oncupaUon.

The direct Icndipg program hasiiT 
yet addressed (be Issue of delanits; 
nhidi amounted lo |2.9 billiaii last 
year, said John Wo^ an analyst 
wilii (he New York Investment firm 
of Kcclc, Druyetle & Woods.

Other concenis expressed by finan­
cial aid experts about the direct lend­
ing plan now before Congiess

■ Doubt about (he U-& EducaUun 
Department's ability to run (he sln- 
ikiit-Ioan program more efficienUy 
(liaii (lie inivalc sector because it has 
been criticized lor its slowness in 
rreognizing ny-liy^iiglit trade srJuiub 
Uiat are ixily interested in cuttccting 
govcrnmcnl guaranteed liiilioii pay­
ments.

"In llieoi7 I like (lie concnid nl 
direct lending,” Malone said. ''Uiil it's 
hard lor me lo view the federal 
giivcnimml as ntuiuiig an efficient 
prognuiL''

■ If student loan cbochs arrive 
talc from (be goveniment, who, is

responsible lor giving students money 
lo cover such costs as tuition and liv­
ing expenses?

T woniler if we wID have lo pro­
vide tlie 'noal'," Malone ^d.

■ The direct-lending program will 
increase (he |4 IrilUou national debt 
between |tt5 biUim to |100 bBliun just 
(o get it olf (lie ground, according to a 
report by (lie COO.

■ The tnlemaliunal llevenue Ser­
vice, which vriU coUed Uie ban pay- 
menls, publicly tnliried it b 
Ul-prcpar^ for (he Job and (hal it will 
take several years lo gear up

'Tbc IRS is nut known (or aimplic- 
ily or lor a cnstoiner-oiicnlcd 
approach," siu;h as processiiig 
roqi'iests (or ban deferments and (ur- 
t^ranccs, noted lire USA Grnu|i.

Direct lending has siipporim in 
Omgress.

"Tlie plan would make it easier for

students to pay Uie loans back, by 
pegging payiucnls b (heir biconies,” 
Sen. I>aul Sknon. D^UL, bid Ue 
Chranfcle of Bigber EUucatioa. "Stu­
dent bans would remain an eotUle- 
ment, but (liey wooM be an 
enUtlemenl b student^ not banka."

Proponents also claim the govern­
ment can borrow money more 
dieaply than (he prhrab aeebr and 
part o( (he savingi would be passed 
on b students by redndng oasts, audi 
as bon orl^iatbn fees that can 
anmunl b 6 percent o( the InaiL

Hm GAO estiraates the govern­
ment will poefcd |3.2 billbn over live 
years.

Congress b expcdeil b decide by 
Sqitcmber wtidliv (he direct boding 
program will be pliasal b over (our 
years beginiilng m 1994 or wliellier b 
first coodud a pilot program begin­
ning next year.
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Memphis educators: College 

loan reforms need testing
By Lisa Jennings 

The Commercial Appeal

Memphis college officials dis­
agree on the best way to repave 
the financial road to college as 
federal lawmakers weigh com­
plex pros and cons of student 
loan reform.

But local educators agree on 
one point: proposed changes 
should be tested first.

Most of the local concerns 
have focused on part of the plan

that would eliminate banks and 
guarantee agencies from the 
process, allowing students to 
borrow directly from the U.S. 
Department of Education 
through their colleges and uni­
versities.

The House adopted legislation 
this month to overhaul the $15 
billion college loan process and 
fully implement the direct lend­
ing plan in the next four years.

That had supporters and oppo­
nents concerned that the cur­
rent system would be scrapped

before they discover if and how 
direct lending will work.

A Senate version approved by 
a committee last week serves as 
a compromise by phasing in the 
program until about SO percent 
of the nation’s student loans are 
offered through direct lending 
by 1997.

A national commission would 
then study the system and rec­
ommend whether the prograija 
should be fully implemented um-

Please see LOANS, Page B2
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Loans
der reauthorization of the High­
er Education Act in 1998.

The Senate bill will be includ­
ed in the overall budget plan 
and may see more changes when 
it comes to a floor vote.

Some local educators say they 
are still concerned that the 
phase-in will move too quickly, 
but they are happy some evalua­
tion will be done before the pro­
gram is fully implemented.

“It expands a little too quickly 
... but at least it’ll give, them a 
chance to look at some thing.*;" 
before the current system is re­
placed, said Ron Gambill, execu­
tive director of the Tennessee 
Student Assistance Corp., the 
state’s guarantee agency that ad­
ministers about 80 percent of 
federal loans to state students.

“It could crash and burn on 
them, but that’ll tell you some­
thing if it does,’’ Gambill added.

In 1991-92, the most recent 
year available, 63,559 Tennessee 
students received about $172 
million in federal college loans 
through ’TSAC.

Under the current system, the 
government guarantees student 
loans through state agencies 
like ’TSAC.

The government also pays in­
terest to the lending banks 
while a borrowing student is in 
school. After the student gradu­
ates, banks often sell the loan to 
secondary lenders, like the Stu­
dent Loan Marketing Associ­
ation.

If the students don’t pay their 
loans, the government pays — at 
the taxpayers’ expense.

The. goal of student loan re­
form is to streamline the process 
by removing the “middleman” 
while making it easier for stu­
dents to get loans.

As adopted by the Senate La­
bor and Human Resources Com­
mittee, the direct lending pro­
gram would also allow students 
to repay loans based on their in­
come after graduation or 
through community service.

Some opponents of direct lend­
ing doubt the government’s abil­
ity to manage the student loan 
program and question whether 
the proposed changes will save 
as much as the Clinton adminis­
tration estimates.

The direct lending approach is 
intended to save the Treasury 
$4.3 billion in five years. But the 
Congressional Budget Office has

said savings would be closer to 
$2.08 billion if different account­
ing methods are used.

Supporters, however, say di­
rect lending will benefit stu­
dents by eliminating some fees 
and making the process quicker 
and easier.

Sue Harpole, assistant vice 
chancellor for student financial 
aid at the University of Tennes­
see, Memphis, said details have 
not been addressed, such as how 
loans would be originated, how 
students would receive the mon­
ey, and what would be the possi­
ble effects of a government 
shortfall.

“The students come first, and 
we have to make sure there’s no 
interruption in the aid they’re 
getting to go to school,” she said.

Harpole said she wanted the 
Senate to approve a pilot of the 
direct lending program before 
replacing the existing system.

I'he Senate’s proposal to phase 
in up to 50 percent “doesn’t 
sound like a pilot to me,” she 
said.

Wanda Nelson, director of fi­
nancial aid at State Technical In­
stitute at Memphis, doubted 
whether the government could 
run the program more efficient­
ly than private lenders.

’"Their track record has been 
less than wonderful,” Nelson 
said of the Education Depart­
ment.

But Rhodes College financial- 
aid d^ector Art Weeden said 
dealing with the government 
“can’t be more cumbersome 
than dealing with a dozen guar­
antee agencies and hundreds of 
banks.”

The Education Department’s 
bad track record is due in part to 
attempts by the Reagan adminis­
tration to eliminate the agency, 
leaving it short on staff and re­
sources, he said.

Department officials said that 
the direct lending program 
would require a staff increase of 
about 600.

Weeden said removing the 
middleman could eliminate 
some fees students must pay.

Under the Senate version of 
the bill, fees on loans would be 
reduced from the current 8 per­
cent to 4 percent.

That means students who pay 
up to $80 in fees for every $1,000 
borrowed would pay only $40.

Weeden said college officials 
have opposed direct lending in 
part because “they don’t want to 
learn something new right 
now.”
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EDITORIALS
Senate Is Wise to Take Slower Approach 

On Direct Lending to College Stud^ents
While President Clinton’s much- 

trumpeted national service plan sailed ^ 
through two congressional committees 
last week, Congress wisely exercises 
greater caution on the administration’s 
corollary proposal — direct lending by 
the government to college students un­
der its guaranteed-loan program.

The president linked the two con­
cepts — national service and direct gov­
ernment lending—when he introduced 
them to the nation earlier this year. But 
the chief similarity between the two is 
that they would each require some new 
federal bureaucracy. And opponents of 
direct government lending claim that 
there has been a perfectly good system 
in place for 28 years now, reducing the 
need for the feds to create a new one.

Enough senators agreed with this 
view earlier this month that a go-slow 
compromise was reached on the presi­
dent’s plan. Instead of phasing in direct 
government lending for all guaranteed 
student loans by 1998, the Senate La­
bor and Human Resources Committee, 
chaired by Ted Kennedy, decided to go 
halfway: By 1998, half of the gjuaran- 
teed loans would be administered 
through direct lending and half 
through the current system.

This compromise provides a neces­
sary safety valve in case the govern­
ment proves less than efficient in ad­
ministering a program that currently 
gives $15 billion a year in student loans. 
This way, if the direct lending scheme 
fails, at least the current mechanism 
would still be in place to serve college 
students in 1998. And if, on the other 
hand, direct lending generates the sav­
ings that President Clinton foresees, 
then the 50 percent cap could be lifted 
and direct lending extended to all guar­
anteed loans.

Since the House has supported the 
100 percent direct lending proposal, 
there is no assurance that the compro­
mise bill from Sen. Kennedy’s commit­
tee will be the one eventually enacted. 
First the bill must pass on the Senate 
floor, and then proponents of the Sen­

ate version must hold sway in confer­
ence. That would be the best possible scenario. It would produce le^lation 
that heeds the call for reform in the 
guaranteed student loan program but 
doesn’t decimate the program 
altogether.

Naturally, banks, guarantee agen­
cies and secondary markets — the so- 
called middlemen whose roles would be 
eliminated by the Clinton plan — are fighting for &eir own stakes in oppos­
ing direct government lending. But that 
doesn’t mean they don’t have valid 
points to make in their defense.

For one thing, they claim the system 
works well the way it is, with default 
rates at only 10 percent to 12 percent. 
For another, they claim that the presi­
dent’s contention that direct lending 
would save the federal government 
$4.3 billion over the next five years is 
overly optimistic; in fact, last month the 
director of the Congressional Budget 
Office adjusted that figure to $2.1 bil­
lion when estimated on a present-value 
basis.

Further, the lenders have offered a 
number of reductions — the major one 
being a cut in the rate charged the gov­
ernment for the interest it pays on loans 
while students are still in school — that 
would total about $4.4 billion, thus di­
minishing the perception that middle­
men are profiteering off the pro^am. 
And finally, they claim they are simply more practiced in the business of lend­
ing than the government is.

These are fair enough arguments to 
induce Congress to proceed more slow­
ly on the road to total direct lending. 
The benefits of direct lending — lower 
payments for students and potential 
savings for the federal government — 
justify its demonstration. But leaving 
the current mechanism in place at the 
same time, as Sen. Kennedy’s commit­
tee intends, is a prudent safeguard, just 
in case the government proves to be 
more inefficient at this business than it 
says the lenders are.
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EDITORI
Clinton gravely errs in seeking 

to socialize student loan system
Remember when Bill Clinton was a “New 

Democrat” who said government could not 
solve all the nation's ills and the private sector 
should be bolstered?

That moderate Clinton pulled a disappear­
ing act after the election. Consider President 
Clinton’s efforts to nationalize a student loan 
program that private industry is handling just 
fipe.

Private capital now is used for federally 
guaranteed student loans. Private agencies iei^e as lenders and guarantors. But President 
Clinton wants the federal government to make 
loans directly to students. That would require 
the U.S. Treasury to borrow perhaps another 
$25 billion.

The justification for this government take­
over? The United States might get back a bit 
more of the $3 billion a year in defaulted stu­
dent loans and cut some administrative costs.

But a number of independent studies, in­
cluding one conducted by the Congressional 
Research Service, dispute the contention that 
government intervention would reduce the 
number of defaulted loans. Indeed, officials 
from the Internal Revenue Service, which is 
likely to be charged with collecting the loans 
under the Clinton plan, have testified that the 
agency is neither prepared nor equipped to 
take over the task.

UNFORTUNATELY, THE HOUSE adopt­
ed the student loan takeover as part of Mr. 
Clinton’s budget package. The Senate supports 
a plan that would split the student loans be­
tween government and the private sector on a 
trial basis before transferring the entire pro­
gram to government.

While even this shifts too much of the re­
sponsibility to government, it is far superior to 
the House-Clinton plan.

A test would demonstrate whether there are 
savings to be gained by allowing government to 
run the program. In the unlikely event that the 
bureaucracy proved more efficient at servicing

and collecting loans than private industry, then 
Congress could go with the House-Clinton plan.

This whole exercise is made even more out­
rageous by the fact that private lenders and 
guarantors offer to accept some $4.4 billion in 
cuts in government subsidies.

The reduction would be achieved by cutting 
the amount of interest received on loans, 
streamlining operations, and adopting other re­
forms. It exceeds even the Clinton administra­
tion’s wildly optimistic claim that the govern­
ment would save $4.3 billion if it took over the 
program.

IN FACT, DIRECT government lending 
would jeopardize the availability of student 
loans. The government, already strapped for 
funds, would have to borrow more money to 
service the student loans. Congress would have 
to allocate more funds for operation costs now 
borne by the private sector.

It staggers the mind and sickens the stom­
ach that Mr. Clinton would propose, and Con­
gress would accept, a plan to let the Depart­
ment of Education operate the student loan 
program, though both the General Accounting 
Office and the Office of Inspector General 
have faulted the agency’s sloppy oversight of 
that program.

Does anyone expect the department’s per­
formance to improve if its responsibilities are 
expanded? In contrast, competition and the 
profit motive drive private guarantors and 
lenders to be efficient and responsive.

If Mr. Clinton truly wanted to cut costs and 
help the economy, he would seek ways to slash 
the bureaucratic requirements that inflate the 
spending associated with student loans.

Instead, he and the House display a bound­
less faith in the Washington bureaucracy. The 
American taxpayer knows where all this will 
lead: more government, more taxes and, in all 
likelihood, a thoroughly mucked-up student 
loan program.
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RON LASZEWSKI

Wi
A bad good idea

Direct lending to students would cause more problems than it would solve
’ hen Bill Clinton talks about over­
hauling the student loan program, 
I listen. With mixed emotions.

As director of financial aid of Bucknell 
University, I appreciate and applaud Presi­
dent Clinton’s innovative ideas to make it 
easier for more students to attend college 
and to repay their student loans. I have 
spent my entire professional career woridng 
to increase financial accessibility to higher 
education, 
their dream 
that dream, should be I 
all of us when we plan a new program of 
student assistance.

Obviously, I am a strong supporter of 
higher education and look forward to the 
(lay when it is indeed accessible and afford­
able to all who desire and can benefit from 
it. The president’s plan to allow students to 
pay off their loans by working in a communi­
ty service job after graduation enjoys wide­
spread support and I applaud his leadership 
in this area.

While the educator in me supports the 
objectives of the president’s pro^am, the 
administrator in me is troubled by the 
proposed means by which these objectives 
are to be met. In addition to making loan 
repayment more manageable and providing 
a way to serve one’s country, President 
Clinton wants to change the way loans are 
delivered to students. The current system 
utilizes a nationwide system of private- 
sector financial institutions that must com­
pete for a student’s business. Clinton would 
replace this market-driven, competitive sys­
tem with a loan system financed and 
administered by the federal government.

Thi.s monoJitliif appmach. known_as di­

rect lending, would cause more problems 
than it would solve. First of all, the system 
would be administered by the Department 
of Education. There is no certainty, to pul it 
mildly, that the department would be able to 
effectively run the much larger, proposed 
direct-lending program; its administration 
of current programs has been cited as 
inadequate .by government studies.

In Congressional hearings last year, the 
department testified it did not have the 
ability to administer a direct-lending pro-

costly and time consuming. Thus, the 
of loan funds to students would

gram and that developing this ability would 
be cc 
deliveiy
depend on a massive federal management 
system functioning as efficiently as banks 
whose business, obviously, is to make loans. 
Chances are that without participation of 
private lenders, the program would be 
conducted without the private market com­
petitive incentives that spur services for 
borrowers and schools.

The aspect of direct lendine that is most 
worrisome, however, is the rarely men­
tioned fact that schools will be forced to pick 
up the increased administrative tab. Cur­
rently, schools have limited lending pro­
gram responsibilities, related primarily to 
verification of student information. Under 
direct lending, their responsibilities would

— and taxpayers, in the case of pubbe 
institutions — will end up paying the cost of 
these administrative responsibilities in the 
form of higher tuition, higher taxes, dr 
service cutbacks.

There are many colleges whose budgets 
are already at the brealang point and may 
not be able to accommodate any additional 
costs. At some of these schools, additional 
office workei-s could very well force course 
cancellations and decreased educational 
opportunities In the process of forcingicosts 
onto the schools, the education students 
receive would be harmed.

Ron Laszewski has been director, pf 
financial aid at Bucknell University since 
1979. He is currently the Past President' df 
the Petmsylvania Association of Student 
Financial Aid Administrators (PASFAA)

increase significantly, taking on all of the 
servicing functions now perfo 
private Tenders.

This means more paperwork, more lime 
needed for administrative tasks, more mon­
ey spent satisfying government require­
ments and less money spent on what we are 
here for — education. Inevitably, students
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Editorials

Student loan trial
Senate bill would test Clinton plan 

against existing private-lender system
resident CLINTON HAS 
called for a government 

^ takeover of the student-loan 
program, a move he claims will 
save taxpayers money and reduce 
its high default rate. Those are wor­
thy and attractive objectives, but we 
are not persuaded that a complete 
government takeover of the pro­
gram is the best means of achieving 
the president’s goals.

That banks and guarantors have 
been making big profits off of the 
$15 billion Federal Family Educa­
tion Loan Program — or Stafford 
Loans, as they are currently known 
— is apparent in two ways: First, 
the major lobbying effort that has 
been launched to keep at least 
some of the loan program in private 
hands and, second, the willingness 
of private lenders and guarantors to 
accept lower profit margins.

But if there are problems and 
excessive costs with the existing 
private loan system, there is no par­
ticular reason to believe that a gov­
ernment-run system will do any 
better. There is some reason to fear 
it may actually do worse. In fact, 
many universities and colleges are 
apprehensive about a government 
takeover of student lending, fearing 
It may impose greater costs on 
them and create increased uncer­
tainty about the availability of funds 
to be lent.

In addition, one must question 
whether it is wise fiscal policy for 
the government to take on more 
borrowing when the private sector 
is doing an efficient job of lending 
raioney to students and is prepared 
to do it at lower cost.

And since no one, even those 
most intimately familiar with the ar­
cane business of student loans, can 
predict with any degree of certainty 
which approach would work best, it 
makes sense to give a government 
student-lending effort a trial run be­
fore jumping into it with both feet.

Legislation recently approved by 
the Senate Education and Human 
Resources Committee recognizes 
that. Unlike the House, which 
adopted the Clinton proposal that 
would put the loan program entirely

in government hands by 1998, the 
Senate bill would create a pilot pro­
gram of government lending that 
would provide no more than 50 per­
cent of all student loans in four 
years.

This approach, accompanied by 
additional reforms and cost savings 
in the current program that are in 
the bill, would establish competing 
systems that should — over a peri­
od of years — answer the question: 
What is the best and lowest-cost 
means of providing student loans — 
the government or the private sec­
tor? _

Both bills call for a study of us­

ing the Internal Revenue Service as 
a loan collector, another hotly dis­
puted aspect of the changes being 
contemplated in the loan program. 
With a default rate of more than 10 
percent, there is a need to address 
this problem in greater detail at 
both ends of the spectrum, lending 
as well as collection. Process on 
the former is being made, including 
changes enacted last year that dis­
qualify schools with high default 
rates, but it would appear that more 
needs to be done to eliminate 
“schools” of questionable value to 
the students that attend them.

Using the IRS as a student col­
lector is an appealing idea in theo­
ry, one we have supported in the 
past in connection with student-loan 
program long advocated by Boston 
University President John Silber. 
But it is clear that the IRS has seri­
ous problems meeting its current 
collection responsibilities and a 
public image that needs a lot of 
work.

Though the government is nei­
ther as incompetent nor the private 
sector as superior as Americans 
tend to believe, prudence dictates 
that even the best ideas and theo­
ries be tried and proven before be­
ing given wide application. The 
Senate version of a student-loan re­
form takes that wise approach and 
does not automatically assume, as 
the House bill does, that the gov­
ernment will solve all of this pro­
gram’s problems.
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Not quite the right answer
IISES' gram nu'l"dMU Uzpay.

li-ssr 53^m7^«”bS. chfiUlcMvu prepack by
Clinton idiulnlatra-

ouR viw! tign f ojiii j imi
It could noiio 0 uitien woitc.
badoyitem Students currently
world burrow money for collene
■ expciuei (pom banks.
Loans arc suinntccd by the federal govern­
ment. Twcnty percent of tlie loans default ai 
a coat of about S3 billion i year. Defaults 
tend to be liighest in the proru-tnaklnc trade 
and technical schools, some of which train 
siudetiu for jobs that don't exist.

The government pays the bank a guarsn- 
ttti rate of interest on the loan while the 
aib lEni » in college and later repays the 
loan if the money can't be collected from the 
borrower. It's a complicated, convoluted 
system. Involving dozens of loan gusriniee 
and servicina teeneiet. The largest of the 
agencies is the Tedcraliy chartered Student

Loan Marketing Association, more com­
monly known aa mIUc Mae.

Rather than spend billions each year on 
servicing fees and interest aubaldiua, Preil- 
dent Clinton wants to lend money directly to 
students from theloderal Treasury and turn 
the Internal Revenue Service Into e loan 
collecUon agency. CuUegci would process 
the loaiu, Mving taxpayers sn estimated 
S3.2 billion over five yesrs.

Seversl things arc wrong with this sce­
nario. To begin with, the government would 
have to borrow huge emounU of money to 
get the program rolling. Thd U^. Dipart- 
loent of Education, never notedior Jti nun- 
agerlal slolla. would inherit new bookkeep' 
ing chorea. Colleges would have to expand 
their financial aid offices,

No one denies tliat changes must be 
made, interest subsidies to banka are too 
cenerous. Default ratea iro too high. Mid­
dlemen are earning fat salaries while taking 
little or no risk. But the notion that billions 
will be saved by turning s private lending 
program into s government entitlement Is 
misguided at best.
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EDITORIALS

SlJJtelogBjjk
Is the f^eral government, with its record of 

sloppy management and bureaucratic bungling, 
fit to run a |15 -billion direct student loan 
program?

If President Clinton has his way, it will. The 
result would be “a dangerous experiment that 
will lead to an expensive and bureaucratic 
nightmare for the Department of Education, 
many colleges and American students."

That is the warning of the Coalition for 
Student Loan Reform, a group 6Toi^anIzitiras~ 
essenUal to the operation of the student loan 
program.

Clintonites say federal management of the 
direct loan program would save money.

Three studies strongly dispute that claim. 
They are from the impartial Congressional 
Research Service, the former director of the 
Congressional Budget Office, and the former 
senior staff economist of the President's Council 
of Economic Advisers under presidents Carter 
and Reagan.

The task requires administering a nationwide 
civilian program costing more than |15 billion to 
3.5 mil ion students at 7,000 postsecondary 
institutions.

Can the Department of Education do it — the 
same department that government auditors have 
criticized for failing to oversee the student loan 
program adequately so far?

Can the Internal Kevenue Service do a better 
job of collecting loans than the private sector? 
This is the IRS government auditors have 
criticized for failing to collect delinquent

Clinton and congressional backers of his plan 
contend that only self-interested industry groups 
oppose direct government lending. But the 
National Association of Student Financial Aid 
Administrators has a resolution opposing full 
implementation of direct government lending.

Nearly 400 college and university officials 
have spoken out, too. Some believe they cannot 
bear the cost and risk of direct government 
lending. Others do not believe that funding and 
service will be readily available.

The issue boils down to ensuring access, 
affordability, simplicity, accountability and 
administrative cost containment for students and 
taxpayers. These are the president’s goals. They 
are worthwhile goals. But why would a president 
who campaigned on a platform of lean “rein­
vented” government junk a working public- 
private partnership and nearly three decades of 
experience - and replace them with a raw, new 
government monstrosity?

There is another way Clinton can achieve 
virtually all of his goals for student loans, 
including cost savings of up to $4.8 billion over 5 
years, without the risks that his more radical 
plan poses for funding and service. This sensible 
plan has been suggested to Clinton by the 
Coalition for Student Loan Reform, of which one 
member is USA GROUP of Fishers, Ind., the 
nation’s largest guarantor of student loans.

Under the plan, guarantors, lenders and 
secondary markets would bear a greater burden 
of the program’s costs and would share a larger 
percentage of the risk of making the loans, 
saving taxpayers’ money.

The plan gives student borrowers replace­
ment flexibility, simplifies the delivery of 
student loans, reduces the incidence and costs of 
defaults, provides local or regional administra­
tion of Clinton’s National Service Initiative and 
reduces subsidies and payments to lenders, 
guarantors and secondary markets. Private 
banks would continue to fund federally guaran­
teed student loans.

Since 1965, $127 billion in loans have been 
made to 50 million Americans through this 
successful partnership.

Why court failure by switching to a bureau­
cratic government system? Why argue with 
success?
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BINFORD
^This reform could be a step hack

With the spotlight on the 
Clinton administration’s eco­
nomic-deficit reduction-tax plan 
and its health-caie-deliveiy lef- 
ormation, there doesn’t seem to 
me to be sufficient debate on the 
administration’s attempt to radi­
cally alter the federal student- 
loan-deliveiy system—a delivery 
system, iiicidentally, that has 
evblvedsince 1965. Congi^ will 
be deliberating on the legislation 
next month.

The stated argiunent for the ref­
ormation is twofold: first, to fa­
cilitate the implementation of 
some administrative policy 
changes, and second, to “achieve 
efficiencies’’ in the operation by 
eliminating the current network

Tom
Binford

income-contingent repayments, 
and hold schools and others in the 
network accountable.

It seems to me that the federal 
government, as the guarantor of 
last resot, already has the author­
ity to monitor the system and en­
sure con^liance. In fact, rr^ guess 
is that the government can ac­
complish these goals mote efiec- 
tfvely by monitoring a private-

At a time when many government programs are 

being "prwatfecd," it seems to be a step 

bachward to propose a government takeover of a 

public-private partnership that has generally 

worked for almost 30 years.

of private institutions in favor of 
dirrct lending by the federal gov­
ernment. You might call it 
‘‘deprivatization.’’

The policy changes that the 
Clinton administration desires to 
implement are, in my mind, rea­
sonable and desirable. The prob­
lem is they have already been 
addressed in legislation passed 
by Ccxigress la^ sununer. The 
1992 amendments to the Higher 
Education Act provide several 
tools to expand access to the pro­
gram, lower default rates, sim­
plify paperwork, provide options 
for national public service and

sector netwoikthanitcan through 
direct administration by the De­
partment of Education.

The second argument for direct 
lending is simply efficiency and 
cost reduction. The administra­
tion claims projected savings of 
nearly $1 billion per year. Others, 
including the Government Ac­
counting Office (GAO), say that 
half of those savings are simply 
accounting savings, not real 
money. The other half of those 
savings, the critics say, are highly 
suspect but could be accom­
plished widiout changing the sys­
tem.

Be that as it may, the only way 
we are going to know whether the 
savings can be realized is to try 
the new system and see what hap­
pens. Strangely, the Clinton ad­
ministration is opposed to testing 
the plan on a limited basis. This 
simply doesn’t make any sense. 
We’re talking about a system that 
in 1992 generated S.l million 
loans totaUng $15 billion.

Incidentally, USA Group Inc., 
headquartered in Fishers, pro­
cesses one-third of those loans. It 
is a not-for-profit institution 
founded in 1960 by a group of 
public-spirited businessmen, in­
cluding John Burkhart.

It is possible, I suppose, that 
the administration has taken its 
position as a negotiating ploy in 
order to attain faster action on the 
1992 amendments. Frankly, I 
hope that this is the case. The 
chance that the federal govern­
ment could operate more effi­
ciently than the present private- 
sector network seems rather slim. 
Furthermore, the risks involved 
in a wholesale change of the sys­
tem are significant

At the very least a pilot pro­
gram would seem prudent At a 
time when many government pro­
grams are being “privatized,” it 
seems to be a stq> backward to 
propose a government takeover 
ofapublic-privateparmershipthat 
has generally worked for almost 
30 years.

If it needs to be reformed, ex­
panded or streamlined, so be it 
but the Clinton administration 
seems to be throwing the baby 
out with the bathwater.*

Binford is a longtime local busi­
ness leader.
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Reforming student loans
When a new employee at the local 

fast food Joint cannot figure out how to 
flip a bui^ger, he seldom is rewarded 
with greater responsibilities — like 
running the cash register.

Such simple logic, however, seems 
lost on those prepared to pile addition­
al tasks on the federal government — 
a government that still hasn’t gotten 
the hang of its basic duties, such as 
balancing its budget.

One chore that may be added to the 
US. government’s list of jobs undone 
is the direct lending of student loans.

This idea of President Bill Clinton’s 
calls on Uncle Sam to step into an 
arena traditionally occupied by private 
lenders. The assumption app>ears to be 
that the US. Department of Education 
can do a better job than the private 
sector of providing student loans. An­
nually. these would Involve at least 
$15 billion for 3.5 million students at 
7,000 centers of higher learning 
around the country.

That’s an ambitious undertaking for 
a government $4 trlUon in debt and 
expecUng a budget deficit this year of 
$322 biUion.

But the Clinton administration says 
the switch would save money, benefit 
students and draw opposition only 
from self-interested businesspersons 
in lending institutions and related 
industries.

Upon examination, however, these 
conclusions aren’t that convincing.

First, reputable studies find that 
there would be no substantieil savings 
from the Clinton proposal.

The government’s own Congression­
al Research Service (CRS) concludes. 
“Conversion to direct loans cannot be 
justified on the basis of either budget 
savings or Increases in overall eco­
nomic welfare.”

It further explains that the "shift of 
lenders’ net income to the public sec­
tor would not be a budget gain, for it 
represents nothing more than the fail­
ure of federal bookkeeping to record 
outlays for taxpayers’ absorption of 
risk.

"National income would not be in­
creased: no loanable funds would be 
freed to Increase output and wealth."

The CRS study notes that direct 
lending would actually Increase the 
budget deficit and reduce national in­
come If the federal government failed 
to “duplicate administrative cost effi­
ciencies achieved by private lenders."

Secondly, students would not bene-' 
fit from Big Brother’s usurping of the 
lending business if the Department of 
Education managed its new loan pro­
grams the same way It hcis managed, 
other programs.

A report to the Committee on Gov­
ernment Operations by Democratic 
members of Congress described the 
department’s programs as “subject to 
Increased risk from waste, misman­
agement, fraud and abuse."

In addition, the report said the de­
partment’s “primary accounting sys­
tem does not produce accurate and 
auditable flnanclal statements."

Finally. President Clinton’s plan has 
many critics besides those affiliated 
somehow with lending institutions. 
Take, for example, various college 
administrators.

In Indiana, Depauw University Pres­
ident Robert G. Bottoms is an outspo­
ken opponent of the Clinton plan.

“Seeking improvement within a sys­
tem we know has worked is far more 
desirable than a radical departure into 
the unknown.” says Bottoms. ’The 
Department of Education is the agen­
cy least ready and able to operate a 
direct lending program.”

Bottoms recently wrote a letter 
against the Clinton plan that was 
signed by 21 other presidents of inde­
pendent coUeges in Illinois. Indiana 
and Ohio.

Those who oppose the president s 
plan don’t pretend that the present 
system of providing student loans is 
perfect; it’s not.

It can be Improved.
But that’s no reason to get the fed­

eral government involved in some­
thing else that’s beyond Its abilities.
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Editorials“Let the people know the facts 
and the country wUl be saved." 

Abraham Lincoln

Student loan gamble
s the federal government, with Its record of sloppy man­
agement and bureaucratic bungling, fit to run a $15 billion 
direct student loan program?
If President Clinton has his way It will. The result would 

be "a dangerous experiment that will lead to an expensive 
and bureaucratic nightmare for the Department of Education, 
many colleges and American students."

That Is the warning of the Coalition for Student Loan 
Reform, a group of organizations essential to the operaUon of 
the student loan program.

Cllntonltes say federal management of the direct loan 
program would save money.

Three studies strongly dispute that claim. They are from 
 the impartial Congressional Re- 

A ^ ..j search Service, the former director
A aireCI student of the congressional Budget Office,
loan program and the former senior staff econo-
COUld turn into an President’s Council of
AvnaneiuA !*• . Economlc Advlscrs under Presi-exp^ve bureau- dents carter and Reagan.
CratiC nightmare. The task requires administering
----------------------------- a nationwide civilian program In­

volving more than $15 billion to 
3.5 million students at 7,000 postsecondary institutions.

Can the Department of Education do It — the same 
department that government auditors have criticized for fall­
ing to oversee the student loan program adequately so fai^

Can the Internal Revenue Service do a better Job of 
collecting loans than the private sector? This Is the IRS 
government auditors have crlUclzed for falling to collect 
delinquent taxes.

Clinton and congressional backers of his plan contend that 
only self-interested industry groups oppose direct government 
lending. But the National Association of Student Financial 
Aid Administrators has a resolution opposing full implemen­
tation of direct government lending without the benefit of a 
pilot program Congress approved last summer.

Nearly 400 coUege and university officials have spoken out 
too. Some believe they cannot bear the cost and risk of direct 
government lending. Others do not believe that funding and 
service will be readily available from the government.

The Issue bolls down to ensuring access, affordability, 
simplicity, accountability and administrative cost contain­
ment for students and taxpayers. These are the president's 
goals. They are worthwhile goals. But why would a president 
who campaigned on a platform of lean "reinvented” govern­
ment junk a working publlc-piivate partnership and nearly 
three decades of experience — and replace them with a raw, 
new government monstrosity?

There Is another way Clinton can achieve virtually all of 
his goals for student loans. Including cost savings of up to 
$4.8 billion over five years, without the risks that his more 
radical plan poses for funding and service. This sensible plan 
has been suggested to Clinton by the CoallOon for Student 
Loan Reform, of which one member Is USA GROUP of 
Fishers. lnd„ the nation’s largest guarantor of student loans.

Under the plan, guarantors, lenders and secondary mar­
kets would bear a greater burden of the program’s costs and 
would share a larger percentage of the risk of making the 
loans, saving taxpayers’ money.

The plan gives student borrowers replacement flexibility, 
simplliles the delivery of student loans, reduces the incidence 
and costs of defaults, provides local or regional administration 
of Clinton’s National ^rvlce Initiative and reduces subsidies 
and payments to lenders, guarantors and secondary markets. 
Private banks would continue to fund federally guaranteed 
student loans.

Since 1965, $127 billion of loans have been made to 50 
million Americans through this successful partnership.

Why court failure by switching to a bureaucratic govern­
ment system? Why argue with success?



INDIANAPOLIS BUSINESS JOURNAL • JUNE 21-27,1993

EDITORIAL
STRONG BUSINESS TODAY FOR A STRONGBl CITY TOMORROW

Old joke; no one’s laughing
What are the nine most frightening words in the English lan­

guage?
“I’m from the government and I’m here to help. ”
Although it’s an old joke, it’s one that Americans find both true 

and humorous. It’s also one that President Clinton ^parently hasn’t 
heard.

Take our health care system for example. While far from peifecL 
it manages to deliver the world’s best health care. Nonetheless, the 
Clinton administration is working on a plan that most believe will 
involve a bigger role for government

And now he has set his sights on the college student loan program. 
Clinton says he has a plan that can save the country money and run 
the $15 billion program more effectively.

We disagree. And studies from four diverse sources do, too. The 
non-partisan Congressional Research Service, the Congressional 
Budget Office, a former CBO diiector and a national director for 
Ernst & Young all say the basic cost assumptions upon which 
Clinton bases his plan are wrong.

Needless to say, Fishers-based USA GROUP also disputes 
Clinton’s claims, llie nation’s largest guarantor of student loans, 
USA GROUP would be crippled if the current system were replaced 
by a government program.

USA GROUP has already taken some knocks. Although it oper­
ates as a not-for-profit agency, the organization last year generated 
$167 million in revenue, and it recently built one of the area’s 
biggest and flashiest headquarters. It is well-known for paying 
generously and for providing its workers with progressive bmefits. 
Critics charge that not-for-profits should not be involved in such 
lucrative worit.

But that’s exactly what attracted USA GROUP into the student 
loan business. In mining the opportunities in the student loan 
program, USA GROUP and companies like it created a reliable 
system. They also provided a lot of good jobs.

But these companies admit they are not perfect, so the Coalition 
for Student Loan Reform, of which USA GROUP is a member, has 
devised a plan for saving the student loan program $4.8 billion over 
five years. CSLF’s plan would require lenders, guarantors and 
secondary markets to bear more of the risks and costs of the program.

We hope the Clinton administration will choose this plan over 
bureaucracy. Otherwise, he’s destined to once again prove the truth 
in an old punch line.*
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Our view
Wait for a trial run

President Cltntcn believes the govenunent should get more 
deeply involved in the lending business loaning money di­
rectly to students who want to attend a college or trade school.

Already the government Is the agency that makes student 
loans available by paying interest on that mon^ sdiUe students are m college. The prudent, and those who supixirt the Student 
Loan Reform-Act of 1993. believe that the government should 
aim be the one to loan money to the student cutting out middle­
men such as many banks and guarantee agencies.

The president says eliminating the middlemen will save 
money.

Critics charge that the president has miscalculated the sav­
ings the program might generate. They say start-up costs for 
purchasing computers and training persotmel wlO wipe out the 
savings his plan promises. Some also look to the Jobs that may be 
lost If the government is to take on work now handled by the pri­
vate sector.

The Student Loan Reform Act of 1993 says students are now 
Tocked into insensitive repayment plans’ which would be ellml- 
nated under the president's plan.

The act predicts loan defaults wUl decrease If students are gi­
ven a flexible payment schedule which allows them to enter the 
work force In a lowpaylngjob without "worTylng about their debt 
burden.'

Critics say the act ignores what the Congressional Research 
Service has found: that the default rate on guaranteed student 
loaru is expected to reach a high of $3.6 biUlon this year. As 
much as 48 percent of that rate comes from borrowers who at­
tend for-profit schools, and maiiy of those borrowers were admit­
ted without even having earned a high school diploma.

Other abuse of the qrstem comes from the for-profit schools 
themsdves. The Gene^ Accounting Office has documented 
cases m which schools have applied for loans for students who 
were homdess or unemployed or could barely read or write. The 
‘students’ did not atterid classes and were not aware they had 
signed loan papers.

The government has not been able to stop these abuses.
Under direct loans, the government would bear all responsi­

bility for collecting defaulted loans where currently organiza­
tions such as USA Group In Hamilton County do such work.

Supporters of the act say this will increase the pressure on the 
government to crack down on schools that mismanage student 
loans and to collect on defaulted loans.

Critics may wonder If the government will have the same In­
centive as private organizations for collecting on loans.

It seems clear there are many legitimate questions being 
raised on both sides of the issue, with so many unknowns, we 
wonder If It Is wise for the president to rush into such a wide- 
scale project

Before Bill Clinton ever took office, a pilot program to test di­
rect lendmgiiadheen.8etup,to include across-secuan of the na­
tion's schools. It .was togo into eflectUuly 1.1994, and continue 
for four years. Such a pilot program, with annual review by Con­
gress and the General Accounting Office seems a more prudent 
means of tesUng the feasibility of direct lending.

Meanwhile, we think President Clinton should relabel his 
plan the Student Loan Reform Act of 1996 and make it contin­
gent upon the successful Implementation of the trial program.
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Editorials

Student loan compromise • ■ •

At
Senate committee bas 
reached what atxlkes us as 

— —w reasonable oomiiroxnlse
in the debate over President 
Clinton's plan to wrest fodoeUy 
guaranteed student loans from 
oommerdal lenders and place 
tbe program entirely In govern­
ment liands.<

Rather oust private lend­
ers secondary loan marketr 
ers entirely by 1997. as Clinton 
advocates, tbe Senate l.abor and 
Human Resourees Committee 
compromise would phase in di­
rect government lending 
starting In the 1994-96 school 
year. By the 1997-98 year, direct 

could acoount lor hall ol 
all the lederally guaranteed stu­
dent loans.

This mufdi-more sense
thnw the Clinton plan, which 
would lolat an untested ap­
proach on college students and 

with no aasuranoe 
»Hnr it would work eHidantly. 
Moreover, though advocates of 
direct lending had elali^ the 
CUnton plan oould save $4 J Wl- 
llon by eliminating undue pro^ 
Its by banks othsrs Involved 
m the loan prooess. the amount 
ol savings has been disputed by 
opponents.

The compromise wotild put 
both approaches on trial; 11 di­
rect lives up to the ben^
fits envisioned by supporters, it 
can be luUy Implemented when 
thff program comes up tor reau- 
thorlzatlon In 1998.

The lull Senate should back 
the more cautious path on di­
rect lending, a course urged by 
several Clnclnnatl-area universi­
ty presidenU and welcomed by 
the Cincinnati-based Student 
Loan Funding Corp., Ohio s 
largest non-profit secondary 
market lor student loans.

That said, it should be noted 
that the extravagant student

loan prollts made by private 
lenders and loan "middlemen" 
have invited legislative Interven­
tion. symbolic ol the greed is 
the $3.1 million annual salary ol 
tbe president ol the Student 
Loan Marketing Association 
(SalUe Mae), which buys stu­
dent loans Iram banks and re­
sells to Investors. Critics
have documented institutional 
gouging up and down the line.

The Senate has 
crafted an 
acceptable 
compromise on the 
student loan 
controversy.

The Senate compromise 
Important strides in re- 

lormlng the current system, 
through sucm steps as charging 
lenders and Sallie Mae a user 
lee, reducing lederal guarantees 
to gaiiie Mae lor defaulted loans 
nr»rt lowering the subsidized in­
terest rate paid to banks on the 
loans while students are in 
school.

The compromise proposal 
would also lower loan costs hy 

the origination and in­
surance fees charged to students 
by up to 50 percent.

p»»/.«•<Tip to this week’s Sen­
ate committee compromise, Ed­
ucation Secretary Richard Riley 
said the president remains 
committed to lull Implementa­
tion of direct lending. Indeed, 
the House U expected to ba^ 
such a measure: With the merits 
ol direct lending yet unproved, 
however, the Senate Labor and 
Human Resources Committee 
has charted the wiser course.
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Say ‘Uncle’ on direct loans
"PRESIDENT Clinton is running into static 
X on his proposal to phase out guaranteed 
student loans and put the government into 
the business of directly lending funds to 
students in colleges and universities. Con­
gress should just say no to the notion of 
Uncle Sam taking over the entire program.

Senate and House committees have ap­
proved a national service program to enlist

Mr. Clinton’s direct-loan 

proposal is a drastic departure 

from a program that has served 

the country reasonably well
volunteers to do social, law-enforcement, and 
environmental work in return for payments on 
education loans. The size of the program, in 
view of federal budget problems, remains un­
certain. Participants would receive yearly sti­
pends, plus allowances to repay college loans 
for each year of service.

Mr. Clinton wants to institute a government 
lending program for students, phasing out bank­
ers as the middlemen. Congress is reluctant to 
do that, although a House committee has 
approved a compromise under which direct 
government lending would make up 50 per cent 
of the student-loan volume by 1997.

Using national service to pay off college 
loans has considerable appeal on both sides of 
the political aisle. Sen. Daniel Coats of Indiana, 
a conservative Republican, said that the pro­
gram would “rekindle some habits of the 
heart.” The country needs a new infusion of 
idealism, and not just among the young.

This legislation stems from a Clinton cam­
paign pledge that he would push for a program 
that would enable any student who wanted to 
finance his college education to get a loan. 
There were vague promises that the loans could 
be repaid through service to America. 

However, we are not nersuaded that there

should be any major change In the way student 
loans are handled. Unfortunately, even the 
government doesn’t have that kind of money. 
Banks, whatever else one thinks of them, are in 
the business of lending money and have the 
expertise to handle the loans. Direct govern­
ment lending would entail setting up a huge 
new bureaucracy in the Department of Educa­
tion, none too efficient as it is.

The current system can be fairly criticized 
for the large percentage of defaulting loans, but 
that stems from the fact that once students 
complete their studies, there is no collateral, 
except the defaulters’ future incomes, against 
which a collecting agency can proceed. Those 
who borrow to buy homes or cars cannot as 
easily default; they would lose their homes or 
cars.

National service as a means of repaying 
loans can be defended, especially if it creates 
opportunities for minorities and others who find 
it difficult to put together enough financial 
resources to get college educations. But nation­
al service cannot te universal, unless the 
fmancial cost can be drastically lowered.

Mr. Clinton’s drect-loan proposal is a drastic 
departure from a program that has worked 
reasonably well. If it is thought banks are 
making too much money on the loans, that 
question might be addressed. However, the 
administration’s argument that direct loans 
would save the government money is a dubious 
assumption.

Direct government loans would impose a 
much greater cost on colleges and universities 
for paperwork now done by banks. Many higher 
education officials are appalled at taking over 
that task without extra financial resources.

Congress should proceed instead with piece­
meal reforms of the current private-lender 
based loan program. Direct government loans, 
even conducted on a pilot basis, could eventual­
ly create another entitlement program that 
could grow horrendously out of control as have 
otner well-intentioned efforts to solve perceived 
social nroblems.
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Revamping college loans
•Clinton’s massive program fraught with problems

payers arc stuck with the bill, about $3 
billion a year.

It’s a system in need of repair — not 
just to curb pronteering but to stop mak­
ing loans at schools with high default 
rates.

But if the U.S. Department of Educa­
tion has been slow to correct abuses in 
the past, how could it run a program 
calling for SIS billion in lending to S 
million students each year?

And how many colleges have the per­
sonnel and know-how to deal with loan 
applications now being processed by 
commercial banks?

Direct lending does have merit It gives 
the Internal Revenue Service a major role 
in collecting loan repayments. It gives 
student borrowers a chance to stretch out 
repayments over many years.

But this issue need not be settled now. 
Congress authorized S7S0 million last 
year for a direct-lending demonsuntion 
project. That should be tried before com­
mitting the taxpayers to a massive pro­
gram that might ultimately cost more 
than the one it’s designed to replace.

At a time when public officials are try­
ing to cut costs and privatize services, the 
Clinton administration seems to be mov­
ing in the opposite direction by making 
the federal government the primary lender 
in college loan programs.

Under the Student Loan Reform Act of 
1993, banks would be phased out of the 
loan program, with 4 percent of loans 
coming directly from the government by 
the end of 1994 , 25 percent by the end of 
1995, 60 percent by the end of 1996 and 
all loans by the end of 1997.

The switch from bank to federal lend­
ing. even though it requires more govern­
ment borrowing, is touted as a way to 
save $4.3 billion in tax money through 
1998. How? By eliminating the profits 
and interest subsidies earned by banks 
and middlemen such as the Student Loan 
Marketing Association (Sallic Mac), a 
federally chartered corporation that buys 
and services student loans.

No one defends the present program as 
a paragon of efficiency. Banks make 
loans. The government guarantees the 
loans and pays the banks to keep interest 
rates low. When borrowers default, tax-
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The dunce cap
M of this newspaper s press lime, the fate of Presiikm 

Clinton s student loan reform, pan of the piesident's 
budget reconciliation package, had not been 
Clinton s proposals would usher in direct borrowing 
from the federal government, replacing private loan capi­
tal as the source for student loans. The U.S. Deponment 
of Education and some panietpating colleges would 
assume the costs and responsibilities now handled by 
lenders, secondary markets and guaranty agencies.

Congress is moving toward replacing the current public- 
piivare pannership for making college loans with a systtni 
of diren lending from the U.S. Tieasurv. For several lea- 
.sons. we hope the plan doesn't pass in its current form.

Opponents believe that the touted cost savings by plan 
sponsors are overstated, question the ability of schools 
and the education depanment to manage such a program, 
fear that a bureaucratic system will limit students' 
to financial aid. and point out that colleges and univeisi- 
lies would be requited to assume additional costs.

We share those umcems. and more.
Simply, we tear the program will have an effect oppo- 

site of the one Clinmn promised during the campaign 
(and a big factor in his election): The plan has a good 
potential to increase the breadth of government and its 
spending. Who ordered that at the voting booth?

The currem system needs revision, but not a complete 
overhaul. We re convinced that banks, savings and loans 
and credit unions are bener equipped than the govern­
ment to be in the .student loan business.
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Clinton’s error
T n a time when higher education institutions are
I &anfi moQsed hnanaal haidshios and cutting 

*back taotity ana programs, why is President Oin- 
ton proposing mil implemenabon of an untested direa 
govonmeni lending program which may increase costs 
and arimirustraiive burdens while saerindng services to 
schools and students?

The currant smoent loan pmgtam mav need reform.
buttneteoerai government snould not replace guaran­
teed stuoem loans, now provided under the Pederai 
Family Education Loan program, with a program m 
whien colleges ana universmes will serve as loan 
agents.

The president's oirect tending proposal clearly 
countermanos me more oeiiberate acuon taken oy 
Congress last year to establish a Direa Loan 
Demonstration Pilot Program to test ana evaluate tne 
direa lenotng conceot on 250 to 300 camouses.

Under tne Clinton orooasai. scnoois will be respon­
sible tor loan ongjnauon. torecaspno loan volumes, 
ana managing feoerai loan tunas. Colleges ana univer­
sities oamoDating in ms orogram may nave to soeno 
existing tunas, aonropnateo tor tacuiry ano siuaem 
programs, on aoooonai start, comoutar systems, ana 
space to carry out mese new resoonsibiiiues. The 
Clinton orooosai makes no mention ot wnere 
will get tne tunas tor mese aoditionai

There is a neeo tor government to streamline costs, 
but proiea savings tor mis program by the General 
Accounung Office are overstateo. To me contrary, a

February i992 Congressional Researoi Service study 
Mnauaes mat direa lending couio actually incraaie 
teaerai orogram cosk if it were unaoie to
aamimaraove cost efficiencies acmevea oy onvaie 
lenoers.

The burden is panieutafly prooiematic for the 
n^‘8 Historically Black Collages and Univoisniaa. 
which are comnuing to face great imanaai challenges
in carrying out their mission to ensure art-gyr to hioTiar 
educaaon for African-Amencan Students. ^

John Henoerson. Presidem of Wilbeiforca Univer­
sity. recently sera a letter to Congress stating that ter 
Wilbetterce to administer a direa govarnmera loan 
ptograrn. me university would nave to nire an adOittenai 
four Biatt membens at a cost of $120.000. Students m 
omer small to medium sized colleges like Tougatoo 
College; Xavier umversny. and Tuskeegee Urdversay 
are me real stakenoldars m the outcome or mo oirea 
lending oeoate. insiiiuPons like mese will expenence 
the most difficulty In undertaking mese new eo- 
ministranve ano operaoonal responstOditles - at a 
potennaiiy severe cost to stuaens.

wim ail of me questions yet to be answereo about 
me imoaa of oirea tending on scnoois ano stuaems. 
tho'omv'rasoansibie answer to improving me suioent 
loan system is to retoim me currant linanaal aio pro­
gram. ana allow our collages and universmes TO focus 
meir etfons on educanng our students, not funomg 
mem. We urge me Clinton admmistranon to resand 
mis proposaL
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EDITORIAL
Put government loan program to test

fn theory, the idea makes a lot of sense: Have I the federal government make direct loans to 
^college students and save money by remov­
ing for-profit banks from the equation.

But any time the government gets involved in 
anything — and especially something as big as 
the $15 billion-a-year student loan program — 
there are bound to be problems.

And so a Senate panel’s decision last week to 
modify and scale-back the proposal seems the 
best course, at least for now. Students, govern­
ment and college officials will be able to see 
over the next few years whether the new system 
is working and if it should be expanded.

Under the compromise agreed to in the 
Senate Labor and Human Resources 
Committee, private loans would account for at 
least 50 percent of the student loans made 
through 1998. The government would try its 
hand at lending the rest. (Under President 
Clinton’s original plan, agreed to by a House 
committee, the entire student loan business 
would be transferred to the government)

If all goes well, the cap could be lifted in five 
years, and the student-loan business would 
belong to the government

Government-direct loans do have appeal. 
They would eliminate the profits made by 
banks, which assume no risks on the govern­
ment-backed loans. According to estimates, stu­
dents could save as much as $2.4 billion over 
five years. The government also would save 
money, by eliminating the subsidized interest 
rates it pays to banks on the guaranteed loans 
while students are in school.

In addition, the government will likely be 
able to reduce some of the $3 billion a year it 
spends on defaulted loans. Students who 
receive government-direct loans could be 
tracked down by the IRS if they’re deliquent 

But the scenario is not entirely rosy. Area 
college officials, for example, aren’t thrilled 
about their role as middlemen between the gov­
ernment and students in the new system.

“We’ve got enough things we’re trying to do 
without taking on the responsibilities of a bank­
ing instution,’’ commented Stark Technical 
College Vice President Robert Hallier recently.

A test period will prove whether the idea is 
the panacea proponents say it is — or whether 
it’s just another enterprise better left to the pri­
vate sector.
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Student aid propos;
PresidcQi Clinton, who made aa- 

Qonai service a centra] demeat ot his 
campaign and offered it as a u/ay of 
makmg a college education affordable 
for everyone, has scaled back his 
plans substantially. The program he’s 
now proposing to Congress will start 
Very sm^ and. even at full steam by 
1997 (when it will provide 150.000 
panidpants. with SIO.OOO ^rh to 
cover college costs in exchange for 
two. years of community service), will 
only be available to 1 percent of ail 
American coUege snidents.

Il has yet to be explained exactly 
bow the lucky few will be 
At- S3.4 billioo a year, the ptograin 
will cover, at mosu only half of the 
cost of a four-year program at the 
least expensive public universities. 
Thai’s not quite a “revolution of op- 
porpmity.” as Clinton has called it.

And yet. the piesideat seems to 
realize he would have a tough 
gening anything larger from a Con­
gress relnctant to authorize any new 
spending. Admiaistraiion officials also 
ate repoiiedly uncenain just how pop­
ular: Datiooal service will be with 
Americao students. Given those two 
considetanons. starting small may be 
a good idea.

In another effon to college 
more manageable for cash-snapped 
students and their families. Clinton is 
proposing to replace the existing 
bank'based. fedei^y guaranteed sm- 
dem loan program with one 
would allow snidents to borrow di­

rectly from the government. The 
pro^. by eliminauof bank or 
would, u s hoped, reduce the in 
paid by the borrowers.

It's a good concepL Manv ? 
ales now find themselves hobbk 
high loan payments. As a resulL 
choices of career are often Unute 
their need to repay their heaw d 
Some default on the loan, with 
payers picking up (be tab. CUm 
plan would reduce that xisk by ha 
the IRS collect payments pegged 
graduate's income.

But there are still uuaoswered c 
lions about bow the plan wouk 
implemented. Are colleges — or 
government itself —. ready to bee 
ieo^g insdonions responsible 
billions of j|j Iqiqj each y
Who will qualify for the loans — 
students accepted to any school 
just those who meet x certain su 
ard?

Financial aid officos at si 
schools have expressed discom 
with their still unriHiTj^d rnie in 
ministering the new prognm. ' 
Depanment of Education is cuirei 
running a trial diiec^loan program-

It would make sense for the adn 
isnanon to see its results bei 
launching a broader dixect-lendine 
periment. The banks may be chare 
too much interest on loans on wh 
they stake no risk. But they mav 3 
be providing a service that the e 
ernment would be hatd-ptessed to 
place.
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Student loans
Danger: government monopoly
Students will get a big break on 

college loans if a U.S. House-Senate 
conference committee adopts the Sen­
ate version of Clinton reforms. Fees 
for four types of loans would drop to 
4% from a maximum 8%.

But the larger issue is replacing the 
public-private loan partnership with 
direct government lending Clinton fa­
vors. The Senate bill to expand a pilot 
direct-lending program is backed by 
Cincinnati-based Student Loan Fund­
ing Corp. (SLFC), a non-profit firm 
which acquires student loans from 
banks.

The student-loan bill passed by the 
House in May would eliminate the 
demonstration program and move to 
direct lending in four years. But in a

switch, the House on June 30 voted 
397-28 — with all Greater Cincinnati 
members in the majority — to limit 
direct lending to the pilot plan enacted 
last year. An SLFC statement says 
the June 30 vote “sends a clear 
message to House and Senate budget 
conferees that a vast majority of 
House members favor testing and 
evaluating the direct-lending concept 
before moving to fuU implementa­
tion.”

The testing process is important. It 
may well avert the colossal risk of the 
government jumping in as banker 
when it can’t even balance its own 
checkbook. The last thing taxpayers 
need is more lending by government 
that can’t pay its own lOUs.
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Opinion
student loan plan full of danger

DANIEL S. CHEEVER JR. 
AND JOSEPH M. CRONIN

HE CLINTON ADMINISTRATION HAS 
proposed a new way to finance student loans, 

H one that would immediately make loan funds
H available to colleges direct from the federal 
H Treasury. The proposal would eliminate the 

banks and other administrators who have participated 
for 30 years in the student loan delivery system.

Sharp disagreement has characterized the debate 
over this proposal. Although the House has passed Clin­
ton’s plan, the Senate had recommended that direct 
lending be phased in and evaluated over a longer time.

Much of the discussion has centered, appropriately, 
around whether the new approach will save the taxpay­
ers money. But in the midst of this debate too little at­
tention has focused on direct lending’s long-term risks te 
academic freedom and the independence of America’s 

: 8,000 colleges, universities and other post-secondary in­
stitutions.

Direct lending has the clear potential for becoming 
another health care regulatory nightmare. Fully imple­
mented, it will be only a few years until lawmakers are 
expressing outrage about the high cost of 'Treasury bor­
rowing to sustain direct lending’s enormous require­
ments, and educators are finding themselves under the 
constant surveillance of government inspectors.

Supporters of direct lending believe it will save mon­
ey because the federal government can borrow more 
cheaply than the private lenders now involved in the sys­
tem. liiey also believe direct lending will be simpler for 
schools to administer than the current approach and that 
making the IRS the nation’s bill collector for student 
loans will cause defaults to drop.

Opponents of the Clinton proposal, such as the Coali­
tion for Student Loan Reform, point to declining esti­
mates - from the General Accounting Office, the Con­
gressional Research Service and even the Congressional 
Budget Office - of.the eventual savings from direct lend­
ing. They also cite a poor administrative record at the 
Department of Education and the lack of results from a 
direct-lending pilot program approved only last year by 
Congress.

How much money will direct lending need to provide 
for college loans? College costs have been rising at 8 
percent annually for 20 years. Student enrollments in

elementary and middle schools are now on the rise. So,, 
in the not-too-distant future, more students will need t() 
borrow more money to pay ever-rising tuition.

'This year’s annual student loan funding requirefnent 
of $15 billion could rise to $27 billion annually by 1997. ' 
Further increases are predictable, eventually to $40 bilr 
lion-$60 billion annually.

When student loan ftmding requirements have risei) 
to these levels, the cost of issuing so much additional ; 
debt each year will appear to become outrageous. Inter­
est on this increased federal debt will also increase the ■ 
deficit At a loan volume of $50 billion, the Department of 
Education would find itself accountable for running a ! 
program four times larger than the Small Business Loan 
Program. Each budget season the department will ask 
Congress for more money.

The cost of borrowing money, combined with annual 
tuition increases and the rising administrative budgets of 
post-secondaiy institutions, will move college beyond the 
reach of ordinary Americans. --

'The nation has learned a hard lesson with Medicare, 
whose passage helped fuel the explosion of health care 
costs. That explosion, in turn, led government to impose 
spending caps on hospitals and other providers because 
government was footing the bill. Under direct lending, ;- 
the government will be footing the entire college loan bill 
rather than asking banks to make loan funds available.-.

The variety and diversity of American higher educa­
tion is the envy of the world. The federal government , 
performs many functions well, but nurturing variety 
among different schools is not one of them. Indeed, tha 
goal of federal regulation is to impose uniformity.

Thus the potential for significant damage to the his^ 
toric independence of American higher education is red. 
When more and more students Se dependent on fedei^ 
direct lending, government will inevitably raise ques­
tions about controlling tuition increases that fuel the 
need to borrow.

It will do so by raising the issues that have harmed 
medicine and it \sill be at the expense of both the inde­
pendence of our higher education system and the aca­
demic freedom that college faculty so rightly prize.

Cheever, the former president ofWheelock College, is 
president of American Student Assistance, Massachu­
setts’ state-chartered student loan guarantee agency. Cro­
nin, the former president of American Student Assis­
tance, is president of Bentley College.
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Big Gamble, Your Risk
Only in Washington could it be 

seriously proposed that a government 
department under attack by other 
government agencies for serious ad­
ministrative problems be given the 
awesome responsibility of adminis­
tering a much larger program that ex­
ceeds its limited capacities.

Only in Washington could it be 
seriously proposed that another de­
partment be assigned to assist the 
first department as a collection 
agency when it openly admits it is 
unprepared to handle the task.

So, who cares? Who should care 
are milUoas of college students, ad­
ministrators of colleges and univer­
sities and, oh yes, the nation’s tax­
payers.

Consider one bit of background 
before which this drama is now quiet­
ly — too quietly — unfolding in the 
nation’s capital: The U.S. Department 
of Education’s oversight of the pres­
ent student loan program has been 
lambasted by the General Accounting 
Office and the Office of the Inspector 
General.

Yet, under President Clinton’s 
highly controversial, untested 
scheme to replace the present pub­
lic-private partnership on student 
loans with direct government lend­
ing involving 3,400,000 students, 
8,000 schools and $15 biUion to $25 
billion annually in taxpayers* mon­
ey, the education department would 
be assigned to run the program!

In government, incompetency is 
not necessarily a liability.

Moreover, the idea of conscript­
ing the Internal Revenue Service to 
play the role of collector of the direct 
student loans is under active consid­
eration, even though the IRS says it 
is unprepared for that task —and is 
itself under criticism by government 
auditors for failure to collect billions 
of dollars in delinquent taxes.

Just what we need, another fed­
eral entitlement program!

And this one is to be bankrolled 
by taxpapers already outraged by 
the escalating national debt, and ad­
ministered by government bureau­
crats who give no evidence that they 
can handle a program that would 
sharply escalate government bor­
rowing, with the U-S. Treasury re­
placing ienders as funders of stu­
dent loans.

And all without a scintilla of evi­
dence that the direct government 
lending concept is preferable to the 
admittedly flawed present system.

Although the House of Represen­
tatives has approved President Clin­
ton’s plan, this issue hasn’t exactly 
drawn screaming headlines in the na­
tion’s press. But that isn’t for lack of 
serious concern among those who 
would be immediately affected.

The warning light is being 
flashed vigorously by the National 
Association of State Financial Aid Ad­
ministrators, the United Negro Col­
lege Fund, hundreds of individual 
colleges, universities and other post­
secondary institutions. One of their 
immediate fears is that severe short­
ages of loan funds will result as 
lenders, faced with adoption of direct 
lending, bail out of the present pub­
lic-private partnership on student 
loans.

Opponents, feeling that the Clin 
ton plan, with its fast-track phase-in 
is risky for students as well as taxpay 
ers, argue that not only will the al 
leged cost savings of direct govern 
ment loans not be realiized, but also 
that, in the words of an Ernst & 
Young analysis commissioned by the 
USA GROUP, Inc., a member of the 
Coalition for Student Loan Reform, 
there is a "woeful underestimate of 
costs associated with the move...”

Because they feel that direct gov­
ernment lending won’t work, but will 
simply replace the present public-pri­
vate working relationship with a mas­
sive government bureaucracy, oppo­
nents of the Clinton plan much prefer 
a scaled down version of the bill ap>- 
proved by the Senate in late June.

Under this compromise, a 
phased-in direct government lending 
program would be tested and evaluat­
ed over a period of five years.

Since the committee of confer­
ence on the two measures began its 
deliberations late last week, stu­
dents concerned that the flow of 
loan money may soon be in Jeopardy, 
school administrators not eager to 
assume responsibility for originat­
ing and processing loans and screen­
ing eligibility, and taxpayers appre­
hensive about establishment of yet 
another costly entitlement program 
should waste no time communicat­
ing their sentiments to their elected 
representatives.

It’s certain that they’ll be getting 
expressions of support for direct gov­
ernment lending from officials of 
those schools that have high default 
rates under the present program and 
would like a direct tap into taxpayers’ 
wallets by way of the U.S. Treasury.

-Jim Finnegan
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Clinton's service plan
As with 80 many other Clinton proposals, the 

national service pro^m Is a case of Inflated expec­
tations (fueled by campaign rliCtoric) meeting fi­
nancial and ijolltical reality.

Candidate Clinton said, "We will say to 
hard-working middle class Americans and those 
who aspire to the ndddle class, we’re going (o guar­
antee you and your children access to a college 
cduciitlon —• every one of you — but If you take 
the hejp, you have to give someth I tig back to your 
country^"

The actual admlnlslrallon proposal, released 
last month, has been criticized for Its scope. That’s 
understandable given the campaign proml.ses. but 
the criticism is better directed at tlie program's 
iificertaln financing mechanism.

As proposed, the natlo/ial setvice plan falls well 
short of a ’guarantee" of access to "ever}' one of 
you’ worried about meeting the cost of college. Na­
tional service would start with about 1,000 partici­
pants In a pilot summer program this year and 
25,000 participants next year, growing to 150.000 
by 1997. But there arc nearly 15 miff (on college 
students In the country (more than 12 million un- 
dcrgradiiatcs. the rest In graduate and professional 
schools). And the Clinton plan *.Vould provide 
$10,000 to be applied toward college after two 
years of mlnlrnrm-wage service: enough to be a 
substantial help to students, but less tlian four

ycai-s* worth of tuition even at fuost public colleges 
(never mind SlQO.OOCi or so for four ye.'i.-s at a 
selective private Inslltullan).

So what we are left with is not a program lo 
solve the prol»U;ms of financing higher ediicatlon. 
Maybe that’.<ijii.st as well. Tlio federal government 
Is in no position lo caNate an oi>cn-endec! entitle­
ment program In wlilch millions of students, rc- 
gartUcss of Income, could ejum money for college.

The moi-e n>odcsl pixigram now oflercd try the 
administration still makes sense as a seivlee pro­
gram. It’s goc<l to gel young pe<jplc woridng. In the 
words of the arlminisli-atlon proposal, to ‘address 
unmet cduc-atlonal, ohviror;met>tai. humati or pub­
lic stdety nct-Js."

Wliat Is quc.'itionablc Is the Clli)ton plan for fi­
nancing the seivlce program - frdm a projected 
$4.3 bllllo.n In savings fmm m.aklng college loans 
dlrec'tly rather than having the government guar­
antee student lo,ans made by bank.s*(for which the 
banks collect a fee). While lliei c are studies show­
ing flial direct loan.5 will stive money, tlieic arc also 
studies showing direct loans will cost mon: money. 
The federal governmeni is lx ginning a pilot dlreel- 
loan program, but doesn’t yet jiave the rc.sults.

Direct loans are worth trying on a sm-all seede, 
but It’s foolish to siX‘nd $4.3 billion In 'savings' 
before having a Ixitei- idea that sueli savings arc 
really po.sslblc.
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What College and University Officials Are Saying about 
Direct Government Lending

College Presidents, Vice Presidents and Deans

Oklahoma State Regents for Higher Education Presidents 
Council Chairman and East Central University President BUI 
Cole. The letter was signed by 25 other presidents of state 
and community/junior coUeges in Oklahoma.

’.. .Full-blown implementation of a direct lending program (in lieu of a pilot 
program) could end up increasing costs to the federal government and 
institutions of higher education. ... We urge the following ...

• Consideration of working with guarantors, lending agencies, 
institutions, and the Department of Education to implement 
meaningful existing program reforms which will result in new 
efficiencies and significant savings.

• Utilize savings that can be gained by reforms in the current lending 
procedures to successfully generate the $4.3 billion goal the 
administration and Congress have established."

Johnson C. SmUh University President Dr. Robert L. 
Albright, North Carolina. Testimony was presented on beha^ 
of the United Negro College Fund, Inc. to members of the 
Advisory Committee on Student Financial Assistance.

"I do not begrudge, for one moment, the right of Harvard, Yale, the 
University of Michigan and UCLA to become direct lenders — in fact, even 
without asking me, they already have! I do object to these or any other 
institutions imposing their preference on Morris Brown and Morgan State, 
or on Tougaloo and Talladega! ... The student loan programs of the 1990s 
will not be solved by ... creating more loan programs which confuse 
students and their parents as they seek solutions to the problems of 
financing a college education. ”

Furman University Vice President for Enrollment Benny H. 
Walker, South Carolina

"The intricacies of the student loan system require a stable processing 
market to avoid confusion with the students and colleges. A small test pilot 
would let us find out if the savings potential and administrative capability 
are really there. With a multi-billion [dollar] loan program as the 
centerpiece for access to higher education, we can ill afford to hastily make 
a change that has the potential of stalling the higher education pipeline. At
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a critical time in our history, let us make sure that we are developing a 
higher education financing system that is cost efficient and will sustain itself
over time.

Purdue University President Steven C. Beering, Indiana

"A demonstration program is needed to test processes, systems and 
procedures at the institutional level and to ascertain the costs incurred by 
institutions to administer the program. More importantly, it will help to 
determine if a direct lending program really does streamline the lending 
process and save money. I also recommend your review of other 
alternatives to the savings directive proposed by President Clinton.'

Central Wyoming College President Jo Anne McFarland, 
Ph.D.

"While the program purports to save money by eliminating the 
administrative allowance to guarantor agencies, we believe that the direct 
government lending program will increase the size of the federal 
government by placing a greater burden (and costs) on the IRS and 
Education Dqiartment for its implementation. Not only do states and 
colleges face a greater risk under this program, but also colleges such as 
ours will lose the assistance now provided by private sector banking 
institutions in the form of loan counseling, processing, publications, and 
training."

Sterling College President Roger Parrott, Kansas

"If federal direct lending becomes a reality, I would expect significant 
adverse effects on the way we serve our students. ... We cannot afford to 
jeopardize the college education of over five million students to institute a 
program that seems ill-conceived, poorly planned, and designed to enlarge 
an already overwhelming bureaucracy."

Hony-Georgetown Technical College President D. Kent 
Sharpies, South Carolina

"...The Administration recently passed [a] Budget Resolution calling for a 
complete phase-in of direct lending by 1997. As it looks, this is just an 
accounting procedure to deal with the deficit, not a real change in the cost 
to the American people."
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Northwest College President John P. Hanna, Wyoming

’Under the direct lending concept, I need to be assured that adequate funds 
will be authorized by Congress to meet the needs of our students. ... Since 
funding in the grant programs has not kept pace with costs of education, it 
is imperative that student credit be made available to students to assist in 
financing their education. ”

Saint Michael’s College President Dr. PaulJ. Reiss, Vermont

’It is very important... that any direct lending program permit the colleges 
and universities in a state to have their student loans handled by a state 
organization or agency ... Not to do so would create a serious burden for 
the institutions of the state and disrupt the very effective delivery system 
now in place. ... Students would be the losers; nothing would be gained.’

Casper College President LeRoy Strausner, Ph.D., Wyoming

’...Students enjoy the benefits of a ‘guaranteed’ loan; however, private 
lending providers still accommodate part of the risk involved. The new 
proposed program will make our taxpayers 100 percent at risk. ’

The University of Toledo President Frank E. Horton, Ohio

’It is the mission of The University of Toledo to educate students, not 
function as a bank. With the tremendous cuts in funding we have sustained 
over the past three years ... we have neither funds nor staff to absoib 
unfunded mandates ...’

Embry-Riddle Aeronautical University Dean of Academics 
Paul S. Daly, Arizona

’By removing access to unlimited capital resources provided by the private 
sector and inqrasing a funding mechanism tied directly to congressional 
appropriation, the threat exists of limited program funding resulting from 
future redirection of funding priorities at the congressional level. ... To 
expect that schools could afford to share in the cost of defaults to the same 
level that lenders and agencies are capable seems unrealistic. In addition, 
unless provision is made to provide schools with access to an administrative 
cost allowance, it may be difficult, if not impossible, for a number of 
schools to support their continued participation. ’
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Lancaster Bible College President Gilbert A. Peterson, 
Pennsylvania

’I’m absolutely convinced that federally controlled lending will jeopardize 
students’ access to local funds. ... What we need now is not more red tape 
and less actual dollars, but the reverse. History has proven that private 
industry can.do filings much more efficiently than the massive bureaucracy. 
... Please oppose such steps as they will only further jeopardize the help 
that students desperately need to get. *

iMramie County Community College President Charles H. 
Bohlen, Ph.D., Wyoming

"If the government does wish to determine whether a publicly operated 
program would work, 1 suggest that a pilot program be established ... Any 
other action would endanger the ability of students across the nation to 
receive student loans and thus jeopardize their collegiate education. ’

Financial Aid Officials

University of Arkansas for Medical Sciences Director of 
Student Financial Aid Tom G. South

"My concern is that the support for the Direct Loan Program is gaining 
momentum and is rolling downhill without the benefit of a pilot program to 
determine the feasibility of such a change. ... Based on my understanding 
of the situation, the wholesale conversion from the current Federal Family 
Education Loan Program to the Direct Loan Program would not save as 
much money, if any, as predicted and would definitely increase the federal 
deficit. ... I would urge you to assess this issue to determine if the needs 
of students would be better served by fine-tuning the current student loan 
program. There are too many unanswered questions which need to be 
addressed. I believe we should proceed slowly, utilizing the pilot project 
already proposed, rather than making a complete overhaul at ^s time."

University of Caltfomia-San Diego, Student Financial 
Services, Director Tom Rutter. The letter was signed by 261 
representatives of 237 other institutions in 35 states.

"Many questions remain about the supply of capital, the inqiact on the 
federal debt, the level of service to students and institutions and the 
possibility of increased default costs. ... Focusing on enhancing and 
streamlining the current Federal Family Education Loan Program would be 
of greater benefit to schools and ultimately to students."
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University of Hawaii at Manoa Director of Financial Aid 
Annabelle C. Fong

”What the figures do not tell is what that cost will be for the other partner 
in the direct loan venture, the institution. It is very clear costs incurred by 
private lenders will be transferred to colleges with no assistance or
reimbursement .from ..the.federal - government...... The-institution will be
hard-pressed to set educational priorities and also participate in a direct loan 
program. ... More importantly, students are likely to be held hostage to 
poor management.'

Goshen College Director of Student Financial Aid Walter 
Schmucker, Indiana

"I don’t believe the system can tolerate another major change so soon ... 
that will directly impact colleges and agencies ... desperately trying to cope 
with dramatically different circumstances ... without impacting on 
students ..."

Hesston College Director of Financial Aid Marcia Mendez, 
Kansas

"I have yet to hear how this new program will benefit my students. There 
has been much discussion regarding cost savings; however, I have heard 
virtually nothing about the benefits to the students we serve. I would like 
solid evidence that my students will be the winners if direct lending is 
reality."

McNeese State University Director of Financial Aid Mary 
Kaye Eason, Louisiana

"I believe that the current student loan program can be improved at much 
less risk than dismantling current programs in favor of direct lending. ... 
Above all, I urge you to please exercise caution while shifting the $15 
billion a year student loan program from a private enterprise based system 
to a federally run program. In our haste to balance the federal budget and 
create new plans, it is important to be careful not to destroy effective 
solutions already in place."
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Grand Canyon University Director of Financial Aid Theodore 
E. Malone, Arizona

"We have found our students serviced very well by the existing system. ... 
I believe we should run the pilot program and make sure it all works before 
we jump in head first."

Logan College of Chiropractic Director of Financial Aid Jean 
W. Short, Missouri

"...Enactment of direct government lending will have an immediate 
detrimental effect on the availability of loans for students in the next two 
academic years. We also believe that the savings estimates for direct 
government loans are dramatically overstated. Key components of a cost 
estimate for direct government loans, such as increased administrative costs 
associated with hiring new federal enqiloyees and the expense of phasing 
out the current Federal Family Education Loan Program, have been 
overlooked or seriously underestimated."

Warner Pacific College Director of Financial Aid Rick 
Weems, Oregon

"The future of our nation is in an educated population able to compete in 
a global environment. ... An untried program could seriously jeopardize 
delivery of needed funds to students and put many colleges at risk."

Mohave Community College Director of Financial Aid 
Services Dan W. Messersmith, Arizona

"Shifting a $15 billion program from a successfully run private 
enterprise/federal partnership system to an untested federally run program 
requires extreme caution in these days of an expanding deficit."

Western International University Director of Financial Aid 
John M. Medley, Arizona

"The private lenders and gtiarantee agencies are currently involved in every 
aspect of the student loan disbursement and collection. Without their 
efforts, the national default rate would be much higher than is currently 
reported. ... I feel that when the IRS is given the responsibility for 
collections and private competition is eliminated, the result would be more 
‘seek and destroy’ rather than to assist our students in default cure 
procedures. This would lead to a much greater default problem. ... What 
I anticipate is that it will result in decreased student access to education, as
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well as pandemonium for students, the Department of Education, and 
financial aid offices.”

The University of South Carolina, Columbia Campus, 
Director of Financial Aid John G. Bannister

'...Several institutions have conducted studies to project the costs of direct 
lending participation and their findings suggest that postsecondary 
institutions could incur as much as $125 per processed application under 
direct lending. Is this cost savings or is it shifting the costs to 
postsecondary educational institutions? For an institution which annually 
processes more than 10,000 student loan applications this is a frightening 
thought.

"...Because of the size and significance of the student loan program, I have 
serious reservations about the wisdom of accelerating the Direct Lending 
program as outlined in the Budget Resolution. Because so many students 
depend upon these programs, and there are too many unanswered questions, 
I believe that the stakes are simply too great to move quickly ahead with 
full implementation.

"...[There are] questions about the impact upon the deficit when the 
Treasury becomes the source of the loan capital; concerns about the ability 
of the Department of Education to administer such a large, highly complex 
program; questions regarding the quality of service to our students; serious 
questions regarding our institution’s ability to effectively administer the 
program and the related costs to the University. We recently learned that 
DE is proposing and developing Personal Computer (PC) support software 
technology to operate the Direct Lending program. ... It is unthinkable to 
believe that DE would believe such a large program can be supported and 
operated from personal computer technology. Our best projections are that 
it will take 12-18 months to develop mainframe support once we know what 
will be required to support Direct Lending.

"As one who has served ... more than 30 years at several institutions, 1 
urge you to carefully consider all of the options before you."

Wichita Public Schools, Division of Vocational and 
Continuing Education, Financial Aid Officer Rane Case, 
Kansas

".. .Direct lending would only complicate the process of delivering financial 
aid funds to students. ... Direct lending will force large increases in 
government spending and create yet another risk for taxpayers.'
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The American Graduate School of International 
Management, TTiunderbird Campus, Director of Financial 
Aid Catherine A. King-Todd, Arizona

”My greatest fear is that direct lending may not be in the best interest of the 
student and could eventually preclude many bright individuals from 
obtaining the-best education-possible. . .. I -urge you to-proceed with great 
care. Let’s try a pilot program before we jump into the fire. *

Ball State University, Office of Scholarships and Financial 
Aid, Director Clarence L. Casazza, Indiana

"The purpose of my letter is to urge you not to support the President’s 
proposal to implement direct loans. I believe that the demonstration project 
concept was well thought out and is a good way to test direct loans before 
a iiill-scale implementation. *

The University of South Carolina, Spartanburg Campus, 
Director of Financial Aid Donna D. Hawkins

"The current program provides lull student access to the loan funds for 
which a student is eligible ... While Congress has been generous in its 
appropriation of grant dollars, funding has been severely limited. The two 
billion dollar shortfall in the Pell Grant Program is a classic example. If 
the Pell Grant Program, which targets the most needy students of our 
population, cannot be entitled, what is the rationale for entitling FFELP, 
which funds all students regardless of financial need?"

The University of Texas at San Antonio Office of Student 
Financial Aid Assistant Director Mari Tumlinson

"This year, the Federal Pell Grant award maximum has been reduced, 
Campus-Based awards are reportedly delayed, and the single, independent 
student has suffered this year because of Federal Methodology. The 
delivery of 1993-94 tentative student awards has also been hanq>ered by 
delays in finalizing Reauthorization Regulations and the confusion in the 
interpretation of these regulations. ... With the shortfsll in grants, no hope 
of increase in Canqius-Based allocations and reduced state fimding, our 
students are confronted with the option of either borrowing through student 
loans to finance their education or not going to school at all. Most public 
colleges and universities are working on budgets which are stretched to the 
limit, with little or no resources to meet the increasing administrative 
requirements placed on our offices by the federal government. We could 
not even begin to visualize the responsibilities, liabilities and hardships that 
would be created by implementing the direct lending program. ... We must
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focus our efforts on academics rather than spending our valuable and limited 
resources by forcing us to play the role of bankers and lending institutions. ”

University of Hawaii - West Oahu Student Services Specialist 
Cynthia L. Suzuki

'In the last 18 years I’ve been a financial aid administrator, I haven’t 
learned of a single financial aid operation that is not already overwhelmed 
with its current responsibilities ... The additional burden that would be 
imposed by a direct loan program would be devastating. ... If institutions 
cannot afford the administrative capability required for the direct loan 
program, they may opt not to participate. The resultant lack of available 
financial aid resources would not only limit the very reason for financial 
aid — access and choice — but for some, totally eliminate it."

Linn Technical College Director of Financial Aid Ronald 
Hunziger, Missouri

"Grange without scientific academic data is reckless and direct lending has 
hot proven successful when tried at other times, i.e., FISL. To implement 
such a measure now will create an atmosphere of anarchy in the whole of 
financial aid at a time when needy students are just now finding how much 
less aid they are getting for next year. I respectfully request you not 
support direct lending as it is not tried and proven. ... The current system 
is working with support of private sector."

Kauai Community College Financial Aid Officer Frances 
Dinnan, Hawaii

"The release of the Direct Loan Program to all schools at this time would 
be catastrophic without proper testing or financial backing. We need to 
ensure that the program released to the public can bring about confidence 
and support for federally run programs. Do the pilot test."

Prescott College Director of Financial Aid Raymond A. Ceo, 
Arizona

"I also must question my capability of instituting another new program with 
its own set requirements and regulations on my already overburdened and 
many times overwhelmed staff. ... Our President can still achieve his 
National Service program through Technical Amendment to the currently 
Reauthorized Federal Family Education Loan Programs."
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Other Academic Officers

Academy of Hair Design, Inc. School Owner/Director George 
Smolich, Kansas

"We feel the private delivery of funds to our students has been excellent. 
We feel .that ifihe.Lenders,^ervicers,.Secondary.Markets jmd.Guarantors 
are excluded, the program will not meet the needs of the students."

American Institute of Baking Director of Educational Services 
Kenneth D. Embers, Kansas

"As a school with a 0 percent default rate for 1989 and 5 percent for 1990, 
we are satisfied with the current Title IV Guaranteed Student Loan 
Program. ... We feel that close, personal contact with the borrower is the 
key to maintaining low default rates and making sure loans are paid back 
to the lender. The direct loan program would distance borrower and 
lender."
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FROM:
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RE:

Members of Congress 

Roy A. Nicholson
Chairman and Chief Executive Officer 

July 26, 1993

Recommendations to Test Direct Government Lending for Student Loans

Newspapers across the country are taking editorial stands on direct government lending for 
student loans, an issue now before conferees on the Budget Reconciliation Act.

Overwhelmingly, the papers support a pilot program to test the feasibility and viability of 
federalizing the student loan program. Newspaper publishers, like the majority of financial aid 
directors, recognize the importance of testing direct lending because it involves thousands of 
colleges and universities, millions of American students, and billions of tax dollars.

The view that a test pilot should be tried is shared, not only by USA GROUP, but also by the 
Consumer Bankers Association and the Coalition for Student Loan Reform, which represents 
participants in the current federal student loan program.

We are pleased to share with you excerpts from the newspapers and hope that they contribute to 
deliberations on the direct lending issue.

RAN/js

Enclosures



MEDIA EXCERPTS ON DIRECT GOVERNMENT LENDING

The following excerpts represent concerns about direct government lending, as raised in key 
national and regional media editorials. Excerpts from national media appear Hrst, followed by 
entries from regional media, listed alphabetically by state. All of the excerpts represent the editorial 
position of the publication, unless otherwise designated.

NATIONAL MEDIA

The New York Times'^ May 5, 1993; "Slow but Sure on National Service"

The money saved by eliminating bank profits could easily be swallowed up by bloated 
bureaucracy and less vigilant collection from deadbeats. And there are ways to cut out fat from 
the existing program — by reducing the subsidies paid to the banks and forcing them to bear 
more of the risk from student defaults. What’s odd is Mr. Clinton’s decision to revamp the 
system even before the results of a pilot project of direct lending are studied. Surely it would 
make sense to see how the program works on a small scale before launching it nationwide.

The Washington Times; June 22, 1993; "Nationalizing Student Loans"

This massive federal grab would never have survived scrutiny by the Congress had it come up 
in its proper context, debate over the Higher Education Act. As a small part of a massive 
budget reconciliation bill, however, it can sail through with minimal examination. There are 
plenty of reasons to oppose the reconciliation bill, and this is one of them. If it is to pass, 
however, hope against hope that the version that comes out of conference is the Senate’s. It will 
be far easier to undo the whole mess in 1997 if the government takeover is 50 percent rather 
than 100 percent.

The Washington Post; May 22, 1993; "Go Directly to Uncle Sam?"

Direct lending, which substitutes federal borrowing for private capital, is supposed to save a lot 
of money. ... How firm are the numbers? No one knows, because direct lending has never been 
attempted on a large scale. The Higher Education Act of last year authorized a pilot, which has 
yet to be implemented. Why not wait for the results?

The Washington Post; June 20, 1993; "...And Reforming Student Loans"

The Administration’s bill on direct student loans, bitterly opposed by the banks, jumped the 
Senate’s first hurdle and landed in just the right place. ... The compromise that emerged allows 
the government to lend up to 50 percent of the total loan volume by 1997. ... This more 
incremental approach is safer both politically and economically.

Business Week; June 14,1993; "Clinton’s Student-Loan Plan Deserves an ‘F’"; commentary 
by Gary S. Becker, 1992 Nobel Laureate

To cut out middlemen expenses, the President would bypass banks by having the federal 
government make loans directly to students. ...Despite many well-publicized failures of private



banks, government agencies do a much worse job of lending money, which is why the 
worldwide movement toward privatization highlights banking and other financial activities. I 
do not know of one federal lending program — including those to small businesses and farmers 
— that gets high marks for its efficiency. ...The solution is not to eliminate banks and their 
experience but to require them to bear a larger share of the cost of their bad student loans.

Business Week; April 5, 1993; "Student Loans Ain’t Broke. Don’t Fix ‘Em"; commentary 
by Dean Foust, Washington journalist

The current system isn’t perfect, of course. But rather than junking it, Clinton should fine-tune 
it. ... When Clinton made his promises about reinventing government, no one thought he meant 
replacing well-run private businesses with an even more bloated government bureaucracy. The 
Administration must realize that public-private partnerships will mean profits for those who 
perform well.

The Christian Science Monitor; June 29, 1993; "Shaky Plan for Student Loans: Clinton’s 
Reforms Based on Dubious Economic Assumptions"; op-ed column by Perry D. Quick, 
former senior staff economist for the President’s Council of Economic Advisers under 
former Presidents Carter and Reagan

The inescapable conclusion: Not only would a direct government lending program fail to save 
taxpayers a dime, but it could cost them money. Worse, the GAO’s estimates do not factor in 
the true transition costs: The change would scare many lenders into pulling out of the current 
system quickly, leaving students scrambling in search of loans and the government on the hook 
for defaults.

Fortune; July 26, 1S>93; "Deficit Cutting: The Great Fraud"

Why does Washington keep screwing up? A big reason is the bizarre way it builds budgets. 
The process permits — even encourages — obfuscation and mendacity. ... For all Bill Clinton’s 
talk about no gimmicks, he quickly adapted to this smoke-and-mirrors world. ... Then there are 
the numerous half-baked proposals for budget savings. Example: replacing the current quasi­
private student loan program with direct federal lending. The Administration initially claimed 
that would save $4.3 billion over five years. But wait! The bean counters realized their 
calculations hadn’t included administrative expenses. When they did, the savings dropped to 
$2.1 billion. Even that makes no allowance for the chance that the Department of Education — 
which isn’t exactly run like GE — might approve some bad credits.

REGIONAL MEDIA BY STATE

ARIZONA

Chandler Tribune; July 11, 1993; "The $15 Billion Student Loan Flap"
(Also printed in The Mesa Tribune and Tempe Daily News-Tribune)

President Clinton’s plan to overhaul the $15 billion federally insured student loan program will 
put colleges and trade schools in the banking business, possibly increasing their financial risks 
and expenses, say some financial aid officers in Arizona.



COLORADO

Denver-Rocky Mountain News', April 28, 1993; "Not Quite the Right Answer"

No one wants to defend a student loan program that costs taxpayers billions of dollars in defaults 
each year, but the takeover proposed by the Clinton administration could make a bad situation 
worse. ... The notion that billions will be saved by turning a private lending program into a 
government entitlement is misguided at best.

FLORIDA

The Tampa Tribune; June 29,1993; "Clinton Gravely Errs in Seeking to Socialize Student 
Loan System"

It staggers the mind and sickens the stomach that Mr. Clinton would propose, and Congress 
would accept, a plan to let the Department of Education operate the student loan program, 
though both the General Accounting Office and the Office of Inspector General have faulted the 
agency’s sloppy oversight of that program. ... If Mr. Clinton truly wanted to cut costs and help 
the economy, he would seek ways to slash the bureaucratic requirements that inflate the spending 
associated with student loans. Instead, he and the House display a boundless faith in the 
Washington bureaucracy. The American taxpayer knows where all this will lead: more 
government, more taxes and, in all likelihood, a thoroughly mucked-up student loan program.

ILLINOIS

Chicago Tribune; July 5, 1993; "The Student Loan Dilemma"

The Senate committee has adopted a plan to phase in direct loans, offering 50 percent of the 
total by its fifth year, while the private market handles the rest. A commission would scrutinize 
the system and recommend whether the government should take on all loans or whether direct 
loans should be abandoned. ... The grading on this test needs to be tough and ... proponents of 
direct loans ought to be prepared to abandon the idea if it does not turn out to be at least as 
efficient as the current system. ... The commission will need to be hard-nosed in its evaluation. 
If direct loans do turn out to be more efficient, they will deserve to supplant the private market. 
But this test must not be graded on a curve.

INDIANA

The Indianapolis Star; June 10, 1993; "Student Loan Gamble"
(Also reprinted in the Muncie Star; June 17, 1993)

Is the federal government, with its record of sloppy management and bureaucratic bungling, fit 
to run a $15 billion direct student loan program? ... Can the Department of Education do it — 
the same department that government auditors have criticized for failing to oversee the student 
loan program adequately so far? Can the Internal Revenue Service do a better job of collecting 
loans than the private sector? This is the IRS government auditors have criticized for failing to 
collect delinquent taxes. Clinton and congressional backers of his plan contend that only self- 
interested industry groups oppose direct government lending. But the National Association of



Student Financial Aid Administrators has a resolution opposing full implementation of direct 
government lending without the benefit of a pilot program Congress approved last summer. 
Nearly 400 college and university officials have spoken out too. ... Why would a president who 
campaigned on a platform of lean "reinvented" government junk a working public-private 
partnership and nearly three decades of experience — and replace them with a raw, new 
government monstrosity? There is another way Clinton can achieve virtually all of his goals for 
students, including cost savings of up to $4.8 billion over five years, without the risks that his 
more radical plan poses for funding and service. This sensible plan has been suggested to 
Clinton by the Coalition for Student Loan Reform...

The Indianapolis News; June 2, 1993; "Reforming Student Loans"

Students would not benefit from Big Brother’s usurping of the lending business if the 
Department of Education managed its new loan programs the same way it has managed other 
programs. ... President Clinton’s plan has many critics besides those affiliated somehow with 
lending institutions. Take, for example, various college administrators. ... Those who oppose 
the president’s plan don’t pretend that the present system of providing student loans is perfect; 
it’s not. It can be improved. But that’s no reason to get the federal government involved in 
something else that’s beyond its abilities.

Indianapolis Business Journal; June 28-July 4,1993; "This Reform Could Be a Step Back"; 
op-ed column by civic leader Thomas Binford

Strangely, the Clinton administration is opposed to testing the plan on a limited basis. ... The 
chance that the federal government could operate more efficiently than the present private-sector 
network seems rather slim. Furthermore, the risks involved in a wholesale change of the system 
are significant. At the very least, a pilot program would seem prudent. At a time when many 
government programs are being "privatized," it seems to be a step backward to propose a 
government takeover of a public-private partnership that has generally worked for almost 30 

years.

Indianapolis Business Journal; June 21-27, 1993; "Old Joke; No One’s Laughing"

What are the nine most frightening words in the English language? "I’m from the government 
and I’m here to help. ” Although it’s an old joke, it’s one that Americans find both true and 
humorous. It’s also one that President Clinton apparently hasn’t heard. ... He has set his sights 
on the college student loan program. Clinton says he has a plan that can save the country money 
and run the $15 billion program more effectively. We disagree. And studies from four diverse 
sources do, too. ... The Coalition for Student Loan Reform ... has devised a plan for saving the 
student loan program $4.8 billion over five years. CSLR’s plan would require lenders, 
guarantors and secondary markets to bear more of the risks and costs of the program. We hope 
the Clinton administration will choose this plan over bureaucracy. Otherwise, he’s destined to 
once again prove the truth in an old punch line.

The (Noblesville) Daily Ledger; June 2, 1993; Our View; "Wait for a trial run"

We think President Clinton should relabel his plan the Student Loan Reform Act of 1996 and 
make it contingent upon the successful implementation of the trial program.



MAINE

Bangor Daily News', July 7, 1993; "Student Loans"

A compromise bill proposed by Massachusetts Sen. Ted Kennedy could pit the U.S. Department 
of Education against the network of private lenders and guarantors for student loans. ... The 
House supports the Clinton plan, on the belief, without evidence, that the federal government 
and the nation’s schools can establish a direct pipeline for these loans and their administration. 
... Given the changes already adopted by industry, the likely benefits of competition, the 
Department of Education’s ne^ to start up a program from scratch, and the need for a transition 
period if a switch is made to an all-feder^ system, the Senate compromise should be a no-lose 

proposition for the American taxpayer.

MARYLAND

The (Baltimore) Evening Sun; June 1, 1993; "Clinton’s Service Plan"

What is questionable is the Clinton plan for financing the service program — from a projected 
$4.3 billion in savings from making college loans directly rather than having the government 
guarantee student loans made by banks (for which the banks collect a fee). While there are 
studies showing that direct loans will save money, there are also studies showing direct loans 
will cost more money. The federal government is beginning a pilot direct loan program, but 
doesn’t yet have the results. Direct loans are worth trying on a small scale, but it’s foolish to 
spend $4.3 billion in "savings" before having a better idea that such savings are really possible.

NEW HAMPSHIRE

The (Manchester) Union Leader, July 19, 1993; "Big Gamble, Your Risk"

Only in Washington could it be seriously proposed that a government department under attack 
by other government agencies for serious administrative problems be given the awesome 
responsibility of administering a much larger program that exceeds its limited capacities. ... Just 
what we need, another federal entitlement program entitlement program! And this one is to be 
bankrolled by taxpayers already outraged by the escalating national debt, and administered by 
government bureaucrats who give no evidence that they can handle a program that would sharply 
escalate government borrowing, with the U.S. Treasury replacing lenders as funders of student 
loans.

OHIO

The Columbus Dispatch; June 7, 1993; "How about a Loan?"

When the direct loan approach was sent up as a trial balloon, the United Negro College Fund, 
with 41 member institutions, reacted this way: "Direct loans are a burden that our member 
institutions cannot bear. The fiscal and administrative implications of this undertaking are 
enormous and potentially disastrous for our students and their institutions." ... The student loan 
program needs some tinkering, but that does not mean it should be swallowed whole by the 
government.



The Cincinnati Enquirer, June 22,1993; "Bad Loans: Senate student-loan compromise beats 
scheme for direct lending”

The full-blown government lending program could cost $25 billion or more annually, though 
under federal Houdini-style budgeting, loans become "assets," drawing interest.

The Cincinnati Post; June 14, 1993; "Student Loan Compromise..."

The Senate compromise makes important strides in reforming the current system, through such 
steps as charging lenders and Sallie Mae a user fee, reducing federal guarantees to Sallie Mae 
for defaulted loans and lowering the subsidized interest rate paid to banks on the loans while 
students are in school. ... The compromise proposal would also lower loan costs by slashing the 
origination and insurance fees charged to students by up to 50 percent.

The (Toledo) Blade; June 20, 1993; "Say ‘Uncle’ on Direct Loans"

Direct government loans, even conducted on a pilot basis, could eventually create another 
entitlement program that could grow horrendously out of control as have other well-intentioned 
efforts to solve perceived social problems.

The Athens Messenger; May 25, 1993; "Revamping College Loans"

...This issue need not be settled now. Congress authorized $750 million last year for a direct- 
lending demonstration project. That should be tried before committing the taxpayers to a 
massive program that might ultimately cost more than the one it’s designed to replace.

The Greater Cincinnati Business Record; May 31-June 6, 1993; "The Dunce Cap"

Simply, we fear the program will have an effect opposite of the one Clinton promised during 
the campaign (and a big factor in his election): The plan has a good potential to increase the 
breadth of government and its spending. Who ordered that at the voting booth?

Call and Post (Ohio’s Black Newspaper); May 13, 1993; "Clinton’s Error"

The burden is particularly problematic for the nation’s Historically Black Colleges and 
Universities, which are continuing to face great financial challenges in carrying out their mission 
to ensure access to higher education for African-American students.

The (Canton) Repository; June 14, 1993; "Put Government Loan Program to Test"

A test period will prove whether the idea is the panacea proponents say it is — or whether it’s 
just another enterprise better left to the private sector.

The Cincinnati Enquirer, July 17, 1993; "Student Loans, Danger: Government Monopoly

Students will get a big break on college loans if a U.S. House-Senate conference committee 
adopts the Senate version of Clinton reforms. ... But the larger issue is replacing the public-



private loan partnership with direct government lending Clinton favors. ... The last thing 
taxpayers need is more lending by government that can’t pay its own lOUs.

PENNSYLVANIA

The (Harrisburg) Patriot-News; June 18, 1993; "Student Loan Trial"

Though the government is neither as incompetent nor the private sector as superior as Americans 
tend to believe, prudence dictates that even the best ideas and theories be tried and proven before 
being given wide application. The Senate version of a student-loan reform takes that wise 
approach and does not automatically assume, as the House bill does, that the government will 
solve all of this program’s problems.

Pittsburgh Post-Gazette; June 5, 1993; "A Bad Good Idea: Direct Lending to Students 
Would Cause More Problems Than It Would Solve"; op-ed piece by Ron Laszewski, 
financial aid director, Bucknell University and past president of the Pennsylvania 
Association of Student Financial Aid Administrators

While the educator in me supports the objectives of the president’s program, the administrator 
in me is troubled by the proposed means by which these objectives are to be met. ... Direct 
lending would cause more problems than it would solve. ... The aspect of direct lending that is 
most worrisome ... is the rarely mentioned fact that schools will be forced to pick up the 
increased administrative tab. ... Inevitably, students — and taxpayers, in the case of public 
institutions — will end up paying the cost of these administrative responsibilities in the form of 
higher tuition, higher taxes, or service cutbacks.

TENNESSEE

The (Memphis) Commercial Appeal; June 13, 1993; "Memphis Educators: College Loan 
Reforms Need Testing"; feature story written by staffer Lisa Jennings

Memphis college officials disagree on the best way to repave the financial road to college as 
federal lawmakers weigh complex pros and cons of student loan reform. ... But local educators 
agree on one point: proposed changes should be tested first. ... Some local educators say they 
are still concerned that the phase-in will move too quickly, but they are happy some evaluations 
will be done before the program is fully implemented. ... Ron Gambill, executive director of 
the Tennessee Student Assistance Corp. ... (said,) "It could crash and bum on them, but that’ll 
tell you something if it does." ... Sue Harpole, assistant vice chancellor for student financial aid 
at the University of Tennessee Memphis, said she wanted the Senate to approve a pilot of the 
direct lending program before replacing the existing system. ... Wanda Nelson, director of 
financial aid at State Technical Institute at Memphis, doubted whether the government could run 
the program more efficiently than private lenders. "Their track record has been less than 
wonderful," Nelson said of the Education Department.



TEXAS

Lubbock Avalanche-Joumal; July 11, 1993; "Direct Lending Risky"

Little notice has been accorded an issue affecting millions of college and other postsecondary 
students who receive financial aid. That issue involves ill-advised proposals to discontinue the 
public-private system of providing loans to students and replace it with untested direct lending 
by the federal government. ... Proponents who sincerely want to ensure the stability of the 
federal student loan program, improve service to students and save taxpayers money should seek 
alternatives to direct government lending because it is a "solution" fraught with problems.

UTAH

The Salt Lake Tribune; June 21,1993; "Senate Is Wise to Take Slower Approach on Direct 
Lending to College Students"

This compromise provides a necessary safety valve in case the government proves less than 
efficient in administering a program that currently gives $15 billion a year in student loans.



USA GROUP, Inc.
P.O. Box 6180
Indianapolis, Indiana 46206-6180

Corporate Headquarters 
11100 USA Parkway 
Fishers, Indiana 46038-9213 
(317) 849-6510

July 26, 1993

The Honorable John Bryant 
Member of Congress 
205 Cannon House Office Building 
Washington, DC 20515

Dear Congressman Bryant:

As the Conference Committee on Budget Reconciliation begins its deliberations, I write to state 
for the record the support of USA GROUP for the compromise modeled on the Senate version 
of H.R. 2264. This compromise constitutes a viable program, which will significantly reform 
the current Federal Family Education Loan Program (FFELP) and serve students and schools 
through uninterrupted access to loan capital, while simultaneously providing a thorough test of 
the feasibility of direct government lending.

The Senate bill has two fundamental advantages. First, the maximum 50% cap for direct 
government lending allows a full and fair test of the concept, while retaining a volume level in 
the FFELP which will ensure the continued flow of funds to students and schools. Second, the 
Senate bill achieves immediate, actual, hard-dollar savings beginning in Fiscal Year 1994, as well 
as enhanced student benefits, program simplification and income-contingent repayment through 
reforms in the FFELP.

This approach will allow conferees to construct a careful evaluation of the direct govermnent 
lending pilot as cautioned by such organizations as the National Association of Student Financial 
Aid Administrators (NASFAA) and the United Negro College Fund (UNCF). In fact, a recent 
NASFAA poll found that 90% of financial aid administrators reject the full phase-in of direct 
lending called for under the House bill. Only 2% of financial aid administrators indicated that 
they would apply to participate in such a program.

Unfortunately, I understand there are parties attempting to disrupt compromise by claiming that 
access and liquidity will be harmed. I hope that you and your colleagues will test these claims 
carefully. I am confident that the current FFELP system can and will continue to deliver funds 
to students and schools on time with these important reforms, as it has for the last twenty-eight 
years. This is an important safeguard for students, schools, taxpayers and public policymakers 
while the new concept of direct government lending is being evaluated.



Reductions in revenue to lenders, guarantors, and secondary markets embodied in the 
compromise, while severe, provide accountability and risk sharing necessary to bring financial 
discipline to the FFELP. This program will remain viable as participants focus on economies 
of scale and streamlined program delivery. My resolve is bolstered by similar views expressed 
by the National Council of Higher Education Loan Programs, Inc. (NCHELP), the Consumer 
Bankers Association (CBA), and the Coalition for Student Loan Reform (CSLR). Even if one 
or more major participants, such as the Student Loan Marketing Association, elect to withdraw 
from the program, sufficient capacity will remain in the program to provide the necessary 
liquidity.

Aspects of the legislation which I would underscore for your further consideration include the 
following:

• Some of the members of the proposed National Smdent Loan Reform Commission, which 
will be created by the legislation, should have experience in loan origination, servicing 
or collections in order to provide the commission with operational expertise;
The definition of default should be expanded to 270 days (from 180 days) to give students 
more time to find employment and begin repayment;
The terms of direct loans and FFELP loans should be comparable in order to simplify 
both programs for students and schools and provide a fair, level playing field for 
evaluation;
Regulations governing FFELP loans should be simplified;
Conforming amendments contained in both bills should be brought in line with the 
Senate’s commitment to offer both FFELP and direct loans over the next four years. 
Specifically, guarantors need the ability to rely on certain resources, such as collections 
on defaulted loans and income from reserve funds, to ensure access for smdents; and 
Schools chosen for direct lending in 1994-5 should comprise a representative sample of 
schools across the country.

The House expressed strong support for a pilot approach on June 30 by adopting (by a vote of 
397-28) the Gordon-Goodling-Pomeroy Amendment to the Labor, HHS, Education Appropriation 
bill for Fiscal Year 1994. That amendment would maintain the pilot program of direct lending 
adopted in the 1992 Reauthorization of the Higher Education Act. The amendment’s intent was 
reinforced by a July 23 letter to conferees signed by more than a majority of House Members. 
In light of these developments, I hope you and your colleagues from the House Committee on 
Education and Labor will give serious consideration to adopting cost savings in the current 
Federal Family Education Loan Program (FFELP) compromise along with a prudent program 
scope of not more than 50% for direct government lending.

Finally, I have enclosed several relevant commentaries that have recently appeared in print, and 
excerpts from more than three dozen pieces on the subject. These independent articles 
overwhelmingly oppose full implementation of direct lending.

Thank you for your consideration in this matter so critical to students and taxpayers alike.

Sincerely,

lAy
Roy A. Nicholson



The Evening Sun
Baltimore; Tuesday; June 1,1993

Clinton's service plan
As with so many other Clinton proposals, the 

national service proj^m Is a case of Inflated expec­
tations (fueled by campaign rhetoric) meeting fi­
nancial and {xtlitlcal reality.

Candidate Clinton said, "We will say to 
hard-working middle class Americans and those 
who aspire to the middle class, we’re going to guar­
antee you and your children access to a college 
cduralion — every one of you — but If you take 
Ihe help, you have to give something back to your 
country;’’

The actual administration proposal, released 
last month, has been criticized for Its scope. That’s 
understandable given the campftign promfses. but 
the criticism is better directed at tiie program’s 
uncertain financing mechanism.

As proix>sed, the natlo/ial se*-vlce plan falls well 
short of a ’’guarantee" of access to "every* one of 
you" worried about meeting the tost o.’’ college. Na­
tional service would start with about 1,000 partici­
pants In a pilot summer progi-am this year and 
25,000 participants next year, growing to 150,000 
by 1997. But there are nearly 15 mllUon college 
students In t’ne covmtry (more than 12 nillllon un­
dergraduates. the rest In graduate and professional 
schools), And the Clinton plan vVculd provide 
$10,000 to be applied toward college after two 
years of mlnlrnrm-wage service: enough to be a 
substantial help to students, but less tl'.an four

ycai-s' worth of tuition even at most public colleges 
(never mind SIQO.OOO or so for four yca.-s at a 
selatlve private Inslllution).

So what we are left with Is not a program (o 
solve the prol>Icms of financing higher educatlor!. 
Maybe that's Jirst as well. Tlio federal govennnent 
Is in no position to ervate an oixn-ended cntllle- 
menl program In wljich millions of students, re- 
gaj tOcss of income, could ejini money for college.

The moie nx>dcst program now ofl'crcd by the 
administration still makes sep.se as a sei-v'r c pro­
gram. It’s gocKi to get young pe<jplc woriiing, In the 
words of ‘Lhe arlmlntsti-atlon proposal, to “address 
unmet i-duc-ationid, e'nvlror.n>ct?tal, tinman or pub­
lic s.'»rctY ncfJa."

Wtiat Ic quc.stlonablc Is Uie Clliiton plan for fi­
nancing the sei-vice program •— frdm a projected 
$4.3 billion In savings f't)m m.-iklng loans
directly ratlier ttian having the government guar­
antee student loans made by bank.s *(for which the 
banks collect a fee). While Ihcre arc studk-s show­
ing dial direct loan.'s will stive ivumey, ther e arc also 
studies showing direct loans will cost rnoi c money. 
The federal govcrnmcni is Ixginn’ng a pilot dlrcd- 
loan program, but clocsn’l yct /iavc- the results.

Direct loans arc worth trying on a sm-all scale, 
but It’s ftvjUsh to s|>end $4.3 billion In 'savliigs* 
before having a better Idea that such .savings arc 
really po.sslblc.
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Big Gamble, Your Risk
Only in Washington could it be 

seriousiy proposed that a government 
department under attack by other 
government agencies for serious ad­
ministrative problems be given the 
awesome responsibility of adminis­
tering a much larger program that ex­
ceeds its limited capacities.

Only in Washington could it be 
seriously proposed that another de­
partment be assigned to assist the 
first department as a collection 
agency when it openly admits it is 
unprepared to handle the task.

So, who caresT Who should care 
are miUioas of college students, ad­
ministrators of colleges and univer­
sities and, ob yes, the nation’s tax­
payers.

Consider one bit of background 
before which this drama is now quiet­
ly — too quietly — unfolding in the 
nation’s capital; The U.S. Department 
of Education’s oversight of the pres­
ent student loan program has been 
lambasted by the General Accounting 
Office and the Office of the Inspector 
General.

Yet, under President Clinton’s 
highly controversial, untested 
scheme to replace the present pub­
lic-private partnership on student 
loans with direct government lend­
ing involving 3,400,000 students, 
8,000 schools and $15 billion to $25 
billion annually In taxpayers’ mon­
ey, the education department would 
be assigned to run the program!

In government, incompetency is 
not necessarily a liability.

Moreover, the idea of conscript­
ing the Internal Revenue Service to 
play the role of collector of the direct 
student loans is under active consid­
eration, even though the IRS says it 
is unprepared for that task —and is 
itself under criticism by government 
auditors for failure to collect billions 
of dollars in delinquent taxes.

Just what we need, another fed­
eral entitlement program!

And this one is to be bankrolled 
by taxpapers already outraged by 
the escalating national debt, and ad­
ministered by government bureau­
crats who give no evidence that they 
can handle a program that would 
sharply escalate government bor­
rowing, with the UJ5. Treasury re­
placing lenders as funders of stu­
dent loans.

And all without a scintilla of evi­
dence that the direct government 
lending concept is preferable to the 
admittedly flawed present system.

Although the House of Represen­
tatives has approved President Clin­
ton’s plan, this issue hasn’t exactly 
drawn screaming headlines in the na­
tion’s press. But that isn’t for lack of 
serious concern among those who 
would be immediately affected.

The warning light is being 
flashed vigorously by the National 
Association of State Financial Aid Ad­
ministrators, the United Negro Col­
lege Fund, hundreds of individual 
colleges, universities and other post­
secondary institutions. One of their 
immediate fears is that severe short­
ages of loan funds will result as 
lenders, faced with adoption of direct 
lending, bail out of the present pub­
lic-private partnership on student 
loans.

Opponents, feeling that the Clin­
ton plan, with its fast-track phase-in, 
is risky for students as well as taxpay­
ers, argue that not only will the al­
leged cost savings of direct govern­
ment loans not be realiized, but also 
that, in the words of an Ernst & 
Young analysis commissioned by the 
USA GROUP, Inc., a member of the 
Coalition for Student Loan Reform, 
there is a "luoqful underestimote of 
costs ossocioted with the move...”

Because they feel that direct gov­
ernment lending won’t work, but will 
simply replace the present public-pri­
vate working relationship with a mas­
sive government bureaucracy, oppo­
nents of the Clinton plan much prefer 
a scaled down version of the bill ap­
proved by the Senate in late June.

Under this compromise, a 
phased-in direct government lending 
program would be tested and evaluat­
ed over a period of five years.

Since the committee of confer­
ence on the two measures began its 
deliberations late last week, stu­
dents concerned that the flow of 
loan money may soon be in jeopardy, 
school administrators not eager to 
assume responsibility for originat­
ing and processing loans and screen­
ing eligibility, and taxpayers appre­
hensive about establishment of yet 
another costly entitlement program 
should waste no time communicat­
ing their sentiments to their elected 
representatives.

It’s certain that they’ll be getting 
expressions of support for direct gov­
ernment lending from officials of 
those schools that have high default 
rates under the present program and 
would like a direct tap into taxpayers’ 
wallets by vray of the U.S. ’Treasuiy.

-----Jim Finnegan
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Opinion
student loan plan full of danger

DANIEL S. CHEEM^R JR. 
AND JOSEPH IVl. C RONIN

■■■ HE CLINTON ADMINISTRATION HAS 
proposed a new way to finance student loans, 

H one that would immediately make loan funds 
H available to colleges direct from the federal 
H Treasury. The proposal would eliminate the 

banks and other administrators who have participated 
for 30 years in the student loan delivery system.

Sharp disagreement has characterized the debate 
over this proposal. Although the House has passed Clin­
ton’s plan, the Senate had recommended that direct 
lending be phased in and evaluated over a longer time.

Much of the discussion has centered, appropriately, 
around whether the new approach will save the taxpay­
ers money. But in the midst of this debate too little at­
tention has focused on direct lending’s long-term risks te 
academic freedom and the independence of America’s 
8,000 colleges, universities and other post-secondary in­
stitutions.

Direct lending has the clear potential for becoming 
another health care regulatory nightmare. Fully imple­
mented, it will be only a few years until lawmakers are 
expressing outrage about the high cost of'Treasury bor­
rowing to sustain direct lending’s enormous require­
ments, and educators are finding themselves under the 
constant surveillance of government inspectors.

Supporters of direct lending believe it wiU save mon­
ey because the federal government can borrow more 
cheaply than the private lenders now involved in the sys­
tem. They also believe direct lending will be simpler for 
schools to administer than the current approach and that 
making the IRS the nation’s bill collector for student 
loans will cause defaults to drop.

Opponents of the Clinton proposal, such as the Coali­
tion for Student Loan Reform, point to declining esti­
mates - from the General Accounting Office, the Con­
gressional Research Service and even the Congressional 
Budget Office - of.the eventual savings from direct lend­
ing. They also cite a poor administrative record at the 
Department of Education and the lack of results from a 
direct-lending pilot program approved only last year by 
Congress.

How much money will direct lending need to provide 
for college loans? College costs have been rising at 8 
percent annually for 20 years. Student enrollments in

elementary and middle schools are now on the rise. So„ 
in the not-too-distant future, more students will need tq 
borrow more money to pay ever-rising tuition.

This year’s annual student loan funding requirefnent 
of $15 biUion could rise to $27 billion annually by 1997. i 
Further increases are predictable, eventually to $40 bilr 
lion-$60 billion annually.

When student loan funding requirements have risei) 
to these levels, the cost of issuing so much additional 
debt each year will appear to become outrageous. Inter­
est on this increased federal debt will also increase the ■ 
deficit. At a loan volume of $50 billion, the Department of 
Education would Rnd itself accountable for running a i 
program four times larger than the Small Business Loan 
Program. Each budget season the department will ask 
Congress for more money.

The cost of borrowing money, combined with annual 
tuition increases and the rising administrative budgets of 
post-secondary institutions, will move college beyond the 
reach of ordinary Americans. —

'The nation has learned a hard lesson with Medicare, 
whose passage helped fuel the explosion of health care 
costs. 'That explosion, in turn, led government to impose 
spending caps on hospitals and other providers because 
government was footing the bill. Under direct lending, 
the government will be footing the entire college loan bill 
rather than asking banks to make loan funds available.

The variety and diversity of American higher educa.- 
tion is the envy of the world. The federal government , 
performs many functions well, but nurturing variety 
among different schools is not one of them. Indeed, the^ 
goal of federal regulation is to impose uniformity.

Thus the potential for significant damage to the his^ 
toric independence of American higher education is real. 
When more and more students are dependent on federiw 
direct lending, government will inevitably raise ques­
tions about controlling tuition increases that fuel the 
need to borrow.

It will do so by raising the issues that have harmed 
medicine and it be at the expense of both the inde­
pendence of our higher education system and the aca­
demic fi’eedom that college faculty so rightly prize.

Ckeever, thefirrnwr president of Wheelock College, is 
president of American Student Assistance, Massachu­
setts ’ state-chartered student loan guarantee agency. Cro­
nin, the former president of American Student Assis­
tance, is president of Bentley College.
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STUDENT LOAN REFORM

Direct Lending Risky
"Untested dirccl lending ... Ihrenl- 

ens to jeopardize the flow of loan mon­
ey to students, imperil service to stu­
dents over the life of the loan, and 
place a cosily burden on schools. ”

- Sltidenl Loan Reform Coalition

A LOT OF ATTENTION was given 
to the administration's. National Ser­
vice Plan. But little notice has been ac­
corded an issue affecting millions of 
college and other post-secondary stu- 
((pnts wlio receive financial aid.
» That issue involves ill-advised ipro- 

posnls to discontliuic the public-private 
system of providing loans to students 
and replace It with untested direct 
lending by the federal government.
- Student loans currently are made 
with private capital through a 28-year- 
6(d public-private partnership.

' SINCE 19RG. $127 billioh in loans 
have been made to 50 million Ameri­
cans through tills partnership.
'• The Washington-based Coalition for 
Student Loan Reform (CSLR) Is con­
cerned by ealls from some quarters of 
the U.S. Congress to dismantle the pub- 
ll'c-prlvate partnership and replace It 
with direct government lending.
, V The coalition, comprised of organi­
zations vital to the operation of tlie stu­
dent loon program, believes that pro­
ceeding immediately to an untested di­
rect lending program is risky.

Direct lending, warns Daniel Chec­
ker, CSl.R chairman, "threatens to 
Jeopardize the flow of loon money to 
students. Imperil service to students 
over the life of the loan, and place a 
Costly burden on schools.”
... Moreover, several experts have 
raised doubts that direct lending will 
save taxpayers’ money.

!.■>

THESE DOUBTS have been docu­
mented by three studies - including 
one by tiie Congressional Research Of­
fice, one by tiie former head of the Con­
cessional Budget Office, and one by a 
former staff economist to the Presi- 
aent’s Council of Economic Advisers, 
j CSLR notes that there has been a 
groundswcll of opposition to the direct' 
iending concept from coileges and otii- 
cr post-secondary institutions, current 
and forn’cr government ofllcial.s- and 
consumer groups.

; "Wo feel,” says Mr. Cheaver, "tliat 
the direct lending pilot program de­
serves to he tested - as Congress man­
dated last year during the Reautiioriza- 
tion of tlic Higher Education Act.”

!. Reccnl polls also have indicated tlial 
the public is skeptical of direct lending 
gnd overwlielmingly favors the current

public-private partnersliip. Nearly 
three fourths (74 percent) of respoiV-' 
dents favor the current system of pro­
viding college loans through banks and 
private lending institutions, while only 
20 percent oppose it.

For their part, school officials prefer 
the current system over direct govern­
ment lending by a nearly two-lo-one 
margin (50 to 2G percent).

PpLJ. RESPONDENTS believe that 
direct government lending will produce 
a more costly and bureaucratic system 
llial will make It harder not easier for 
students to gel loans.

By a G8 to 8 percent margin, Ameri­
cans say shlRing management of the ' 
program to the federal government 
will mean more bureaucracy.

By a 64 to 14 percent margin, Ameri­
cans feel dirccl government lending 
will mean higlicr costs.

By a 44 to 28 percent margin, they 
think dirccl lending will make it harder 
not easier for students to obtain Finan- 
cial assistance.

By a Iwo-to-one margin (59 to 28 per­
cent), college administrators thought ■ 
direct lending ultimately would cost 
taxpayers money, not save money.

• IF CONGRESS controls student ' 
loan purse strings by adding to the na­
tional debt, can students really count 
on full funding of tlic loans they need?

• Can the Dcparlmcnl'of Education 
and/or Us low-bid contractors really 
service $15-$20 billion In loans to 3-4. 
million students at 7-8,000 sclieols bel­
ter than the private sector? ?

• Can all .scbools adequately serve 
as loan originators on behalf of stu­
dents? Do schools have the capacity to 
add the necessary staffing and technol­
ogy to handle the additional services?

• If the government gpls lan|^led in 
bureaucracy and cannot handle direct 
lending, what are the likely conse­
quences on defauit rales ? -

These arc key questions which need 
to be addressed lids week by Senate- 
House conference committee members ; 
returning from July 4lh lioliday recess.

THE COALITION is working to le­
gitimately Improve tiie current system 
lor sludenls and familic.'!, deerease Ihb 
nutnber of loan defaults and reduce 
overall program costs.

Mcanwliile, proponents wlio sincere­
ly want to ensure the stability of the 
federal student loan program, improve 
service to students and save taxpayers ' 
money should seek nllernallves to di­
rect government lending because It Is a 
"solution” fraught with problems.
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Student loans
Danger: government monopoly
Students will get a big break on 

college loans if a U.S. House-Senate 
conference committee adopts the Sen­
ate version of Clinton reforms. Fees 
for four types of loans would drop to 
4% from a maximum 8%.

But the larger issue is replacing the 
public-private loan partnership with 
direct government lending Clinton fa­
vors. The Senate bill to expand a pilot 
direct-lending program is backed by 
Cincinnati-based Student Loan Fund­
ing Corp. (SLFC), a non-profit firm 
which acquires student loans from 
banks.

The student-loan biU passed by the 
House in May would eliminate the 
demonstration program and move to 
direct lending in four years. But in a

switch, the House on June 30 voted 
397-28 — with all Greater Cincinnati 
members in the majority — to limit 
direct lending to the pilot plan enacted 
last year. An SLFC statement says 
the June 30 vote “sends a clear 
message to House and Senate budget 
conferees that a vast majority of 
House members favor testing and 
evaluating the direct-lending concept 
before moving to full implementa­
tion.”

The testing process is important. It 
may well avert the colossal risk of the 
government jumping in as banker 
when it can’t even balance its own 
checkbook. The last thing taxpayers 
need is more lending by government 
that can’t pay its own lOUs.
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DEFICIT CUTTING: 

THE GREAT FRAUD
The bizarre way Washington builds budgets encourages outrageous accounting scams, leaves 

entitlement spending uncontrolled, and fails to kill off bad old programs. ■ by Rob Norton

O YOU remember Da- 
■ 'Mvid Stockman’s famous 

warning that America 
was in danger of having 

‘$200 billion deficits as far as the 
eye can see”? That prediction was 
supposed to shock us when, as 
Ronald Reagan’s budget director, 
he made it back in 1983. Today it is 
the official forecast of the Clinton 
Administration—and that’s as­
suming all goes according to plan 
when Senators and Congressmen 
square oiff in mid-July to concoct a 
compromise on the President’s 
budget. As the charts on the next 
page show, past official forecasts 
have been lousy.

Why does Washington keep 
screwing up? A big reason is the 
bizarre way it builds budgets. The 
process permits—even encour­
ages—obfuscation and mendac­
ity. It lacks any effective mech­
anism for checking the wildfire 
growth of entitlement spending.
And it seems totally incapable of 
killing off programs that have 
outlived their usefulness.

For all Bill Qinton’s talk about 
no gimmicks, he quickly adapted 
to this smoke-and-mirrors world. His Febru­
ary budget proposal—billed as a $500 billion 
deficit reduction package—took credit for 
$45 billion in savings already ordered by pre­
vious legislation. Clinton’s plan also included 
enough funny math and dubious assumptions 
that the real bottom line, according to the 
Congressional Budget Office (CBO)—the 
designated scorekeeper in matters fiscal— 
would have been deficit reduction of just 
$355 billion over five years.

Remarkably, the House so far has reject­
ed much of Clinton’s proposed new spend- 
ing, trimming many programs and derailing 
Reporter Associate Suneel Ratan
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a few of his other favorites, such as research 
on magnetic levitation trains. The Senate 
has made similar cuts. As a result, both 
houses have produced budgets more likely 
to come closer to that $500 billion target.

Even so, the goal of deficit reduction 
keeps moving away like Tantalus’s grapes. 
That’s partly because the pharisaic way 
Washington measures the five-year impact 
of tax and spending proposals encourages 
accounting gamesmanship and bad policy 
choices. Under normal budgetary conven­
tions, “cuts” in spending, and thus in the 
deficit, are tallied as cuts from a “baseline” 
of what spending would be if no changes in

’■M";

_________________________________Reagan and George Bush before him, promises that passage of 
rt the federal budget defidt on a downward path. Well, maybe.

policy were made. So even when Clinton s 
plan cuts $20 billion next year, spending 
still rises by $38 billion.

Ever wonder why the R&D tax credit is 
temporary and gets extended each year? 
The answer is that making the credit perma­
nent would force budgeters to add the full 
five years of lost revenue—$10.2 billion—to 
the deficit. House members, to their credit, 
did so, but the Senate made the credit tem­
porary again, meaning only one year—$1.7 
billion—had to be counted. The result? The 
Senate was able to funnel the $8.5 billion 
“saved” to other spending, even though the 
popular credit will doubtless be extended.

continued
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Then there are the numerous half-baked 
proposals for budget savings. ErampU.- re- 
placing the current quasi-private student 
loan program with direct federal lenHing 
The Administration initially claimed that 
would save $4.3 billion over five years. But 
wait! The bean counters realized their cal­
culations hadn’t included administrative 
expenses. When they did, the savings 
dropped to $2.1 billion. Even that makes no 
allowance for the chance that the Depart­
ment of Education—which isn’t exactly run 
like GE—might approve some bad credits.

Another glaring flaw in the budget pro­
cess is its inability to contain entitlements— 
programs where Congress simply defines 
who qualifies and then opens the money 
spigots. Examples range from welfare and 
unemployment to farm subsidies and Social 
Security. Since 1963 entitlements have 
grown from 30% of federal spending to 
more than half. Among the programs out 
of control: Social Security disability bene­
fits, which the CBO estimates will increase 
by 44% over the next five years; Medicare 
spending, which has doubled over the past 
seven years; Medicaid payments, which 
have doubled in just three years.

The final area where the process fails us 
is in getting rid of bad old spending pro­
grams. Take the Rural Electrification Ad­
ministration. When the REA was set up in 
1935, one-fifth of American workers were 
farmers and only one in nine farms had 
electricity. Today, virtually all rural areas 
are wired, and a scant 2.5% of the work 
force is in farming. But the REA, still going 
strong, lent out $1 billion last year and 
ivrote loan guarantees for $821 million,

with much of the money going to suburban 
and resort areas. Yet instead of plowing 
this old weed under, the Administration 
proposed to pluck a petal or two, for aver­
age savings of $109 million a year.

In fact, everything else is likely to survive 
in this summer’s budget—the strategic 
wool and mohair program (designed, be­
fore the age of polyester, to ensure that 
American soldiers stay clothed), the honey 
subsidy (designed to keep the nation in 
bees—and beekeepers), and the nation’s 
32-billion-cubic-foot helium reserve, which 
employs 200 workers in Amarillo, Texas. 
Says CBO director Robert Reischauer: 
“It’s true these things don’t add up to a 
rounding error. But from the standpoint of 
the average American, it’s a legitimate ar­
gument to say, ‘If you’re going to have a 
stupid program like that, you’re not going 
to raise my taxes.’ ’’

ESPITE the problems, there is 
■ M some pod news to report about

Washington’s budget process.
The 1990 budget act established 

caps for discretionary spending, which 
Congress directly controls, unlike entitle­
ments. To general surprise, most congres­
sional committees have learned to live with 
them. “I call it George Bush’s final re­
venge,’’ says Rudolph G. Penner, director 
of economic studies at KPMG Peat Mar­
wick and former director of the CBO. An­
other welcome reform from the 1990 act is 
the pay-as-you-go concept. This common- 
sense idea—practiced by every well-run 
household but considered a remarkable in­
novation in Washington—requires legisla­

tors who would increase spending to find 
offsetting cuts.

What’s needed now is to go further. 
Gimmicks like “temporary” tax credits 
should be outlawed. The House took a 
stab at controlling entitlement spending in 
May, proposing caps like the ones on dis­
cretionary spending. If expenditm-es grew 
faster, the President would be required to 
propose countervailing cuts or additional 
taxes. This measure, which would have 
been better than nothing, was scuttled in 
the Senate.

To root out old programs, Clinton 
should consider copying the Defense Base 
Closure and Realignment Commission, 
which is charged with the politically diffi­
cult task of eliminating obsolete military 
bases. The commission makes a recommen­
dation to the President. Once he signs off, 
Congress can adopt or reject—but cannot 
change—the proposal. Some kind of presi­
dential line-item veto would also help, 
though any such change will have to pass in 
the Senate over the dead body of West Vir­
ginia’s powerful Robert Byrd.

Optimists believe Washington is in­
creasingly ready to slay the deficit mon­
ster once and for all. Says Leon Panetta, 
Clinton’s budget director: “For the first 
time, I sense that members on both sides 
of the aisle are finding it politically attrac­
tive to make tough votes on this issue.” 
Let’s hope so. According to the CBO’s 
projections, even with the tax increases 
and spending cuts that the President pro­
posed, the deficit drops to only $205 bil­
lion by 1997 and then resumes its sharp 
upward trajectory. Q

REALITY Trials, the projecttons in every r»c8nt budget plan have bwn wildly off base. Thefive-yeareatlimites shown below wwe prepared
by the Congressional Budget Office, Capitol Hill’s official scorekeeper. CBO is also the source of the 1993 deficit estimate.
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MEDIA EXCERPTS ON DIRECT GOVERNMENT LENDING

The following excerpts represent concerns about direct government lending, as raised in key 
national and regional media editorials. Excerpts from national media appear First, followed by 
entries from regional media, listed alphabetically by state. All of the excerpts represent the editorial 
position of the publication, unless otherwise designated.

NATIONAL MEDIA

The New York Times-, May 5, 1993; "Slow but Sure on National Service"

The money saved by eliminating bank profits could easily be swallowed up by bloated 
bureaucracy and less vigilant collection from deadbeats. And there are ways to cut out fat from 
the existing program — by reducing the subsidies paid to the banks and forcing them to bear 
more of the risk from student defaults. What’s odd is Mr. Clinton’s decision to revamp the 
system even before the results of a pilot project of direct lending are studied. Surely it would 
make sense to see how the program works on a small scale before launching it nationwide.

The Washington Times-, June 22, 1993; "Nationalizing Student Loans"

This massive federal grab would never have survived scrutiny by the Congress had it come up 
in its proper context, debate over the Higher Education Act. As a small part of a massive 
budget reconciliation bill, however, it can sail through with minimal examination. There are 
plenty of reasons to oppose the reconciliation bill, and this is one of them. If it is to pass, 
however, hope against hope that the version that comes out of conference is the Senate’s. It will 
be far easier to undo the whole mess in 1997 if the government takeover is 50 percent rather 
than 100 percent.

The Washington Post-, May 22, 1993; "Go Directly to Uncle Sam?"

Direct lending, which substitutes federal borrowing for private capital, is supposed to save a lot 
of money. ... How firm are the numbers? No one knows, because direct lending has never been 
attempted on a large scale, The Higher Education Act of last year authorized a pilot, which has 
yet to be implemented. Why not wait for the results?

The Washington Post-, June 20, 1993; "...And Reforming Student Loans"

The Administration’s bill on direct student loans, bitterly opposed by the banks, jumped the 
Senate’s first hurdle and landed in just the right place. ... The compromise that emerged allows 
the government to lend up to 50 percent of the total loan volume by 1997. ... This more 
incremental approach is safer both politically and economically.

Business Week; June 14,1993; "Clinton’s Student-Loan Plan Deserves an ‘F’"; commentary 
by Gary S. Becker, 1992 Nobel Laureate

To cut out middlemen expenses, the President would bypass banks by having the federal 
government make loans directly to students. ...Despite many well-publicized failures of private



banks, government agencies do a much worse job of lending money, which is why the 
worldwide movement toward privatization highlights banking and other financial activities. I 
do not know of one federal lending program — including those to small businesses and farmers 
— that gets high marks for its efficiency. ...The solution is not to eliminate banks and their 
experience but to require them to bear a larger share of the cost of their bad student loans.

Business Week; April 5, 1993; "Student Loans Ain’t Broke. Don’t Fix ‘Em"; commentary 
by Dean Foust, Washington journalist

The current system isn’t perfect, of course. But rather than junking it, Clinton should fine-tune 
it. ... When Clinton made his promises about reinventing government, no one thought he meant 
replacing well-run private businesses with an even more bloated government bureaucracy. The 
Administration must realize that public-private partnerships will mean profits for those who 
perform well.

The Christian Science Monitor; June 29, 1993; "Shaky Plan for Student Loans: Clinton’s 
Reforms Based on Dubious Economic Assumptions"; op-ed column by Perry D. Quick, 
former senior staff economist for the President’s Council of Economic Advisers under 
former Presidents Carter and Reagan

The inescapable conclusion: Not only would a direct government lending program fail to save 
taxpayers a dime, but it could cost them money. Worse, the GAO’s estimates do not factor in 
the true transition costs: The change would scare many lenders into pulling out of the current 
system quickly, leaving students scrambling in search of loans and the government on the hook 
for defaults.

Fortune; July 26, 1993; "Deficit Cutting: The Great Fraud"

Why does Washington keep screwing up? A big reason is the bizarre way it builds budgets. 
The process permits — even encourages — obfuscation and mendacity. ... For all Bill Clinton’s 
talk about no gimmicks, he quickly adapted to this smoke-and-mirrors world. ... Then there are 
the numerous half-baked proposals for budget savings. Example: replacing the current quasi­
private student loan program with direct federal lending. The Administration initially claimed 
that would save $4.3 billion over five years. But wait! The bean counters realized their 
calculations hadn’t included administrative expenses. When they did, the savings dropped to 
$2.1 billion. Even that makes no allowance for the chance that the Department of Education — 
which isn’t exactly run like GE — might approve some bad credits.

REGIONAL MEDIA BY STATE

ARIZONA

Chandler Tribune; July 11, 1993; "The $15 Billion Student Loan Flap"
(Also printed in The Mesa Tribune and Tempe Daily News-Tribune)

President Clinton’s plan to overhaul the $15 billion federally insured student loan program will 
put colleges and trade schools in the banking business, possibly increasing their financial risks 
and expenses, say some financial aid officers in Arizona.



COLORADO

Denver-Rocky Mountain News; April 28, 1993; "Not Quite the Right Answer"

No one wants to defend a student loan program that costs taxpayers billions of dollars in defaults 
each year, but the takeover proposed by the Clinton administration could make a bad situation 
worse. ... The notion that billions will be saved by turning a private lending program into a 
government entitlement is misguided at best.

FLORIDA

The Tampa Tribune; June 29, 1993; "Clinton Gravely Errs in Seeking to Socialize Student 
Loan System"

It staggers the mind and sickens the stomach that Mr. Clinton would propose, and Congress 
would accept, a plan to let the Department of Education operate the student loan program, 
though both the General Accounting Office and the Office of Inspector General have faulted the 
agency’s sloppy oversight of that program. ... If Mr. Clinton truly wanted to cut costs and help 
the economy, he would seek ways to slash the bureaucratic requirements that inflate the spending 
associated with student loans. Instead, he and the House display a boundless faith in the 
Washington bureaucracy. The American taxpayer knows where all this will lead: more 
government, more taxes and, in all likelihood, a thoroughly mucked-up student loan program.

ILLINOIS

Chicago Tribune; July 5, 1993; "The Student Loan Dilemma"

The Senate committee has adopted a plan to phase in direct loans, offering 50 percent of the 
total by its fifth year, while the private market handles the rest. A commission would scrutinize 
the system and recommend whether the government should take on all loans or whether direct 
loans should be abandoned. ... The grading on this test needs to be tough and ... proponents of 
direct loans ought to be prepared to abandon the idea if it does not turn out to be at least as 
efficient as the current system. ... The commission will need to be hard-nosed in its evaluation. 
If direct loans do turn out to be more efficient, they will deserve to supplant the private market. 
But this test must not be graded on a curve.

INDIANA

The Indianapolis Star; June 10, 1993; "Student Loan Gamble"
(Also reprinted in the Muncie Star; June 17, 1993)

Is the federal government, with its record of sloppy management and bureaucratic bungling, fit 
to run a $15 billion direct student loan program? ... Can the Department of Education do it — 
the same department that government auditors have criticized for failing to oversee the student 
loan program adequately so far? Can the Internal Revenue Service do a better job of collecting 
loans than the private sector? This is the IRS government auditors have criticized for failing to 
collect delinquent taxes. Clinton and congressional backers of his plan contend that only self- 
interested industry groups oppose direct government lending. But the National Association of



Student Financial Aid Administrators has a resolution opposing full implementation of direct 
government lending without the benefit of a pilot program Congress approved last summer. 
Nearly 400 college and university officials have spoken out too. ... Why would a president who 
campaigned on a platform of lean "reinvented" government junk a working public-private 
partnership and nearly three decades of experience — and replace them with a raw, new 
government monstrosity? There is another way Clinton can achieve virtually all of his goals for 
students, including cost savings of up to $4.8 billion over five years, without the risks that his 
more radical plan poses for funding and service. This sensible plan has been suggested to 
Clinton by the Coalition for Student Loan Reform...

The Indianapolis News; June 2, 1993; "Reforming Student Loans"

Students would not benefit from Big Brother’s usurping of the lending business if the 
Department of Education managed its new loan programs the same way it has managed other 
programs. ... President Clinton’s plan has many critics besides those affiliated somehow with 
lending institutions. Take, for example, various college administrators. ... Those who oppose 
the president’s plan don’t pretend that the present system of providing student loans is perfect; 
it’s not. It can be improved. But that’s no reason to get the federal government involved in 
something else that’s beyond its abilities.

M.Indianapolis Business Journal; June 28-JuIy 4,1993; "This Reform Could Be a Step Back 
op-ed column by civic leader Thomas Binford

Strangely, the Clinton administration is opposed to testing the plan on a limited basis. ... The 
chance that the federal government could operate more efficiently than the present private-sector 
network seems rather slim. Furthermore, the risks involved in a wholesale change of the system 
are significant. At the very least, a pilot program would seem prudent. At a time when many 
government programs are being "privatized," it seems to be a step backward to propose a 
government takeover of a public-private partnership that has generally worked for almost 30 

years.

Indianapolis Business Journal; June 21-27, 1993; "Old Joke; No One’s Laughing"

What are the nine most frightening words in the English language? Tm from the government 
and I’m here to help. ” Although it’s an old joke, it’s one that Americans find both true and 
humorous. It’s also one that President Clinton apparently hasn’t heard. ... He has set his sights 
on the college student loan program. Clinton says he has a plan that can save the country money 
and run the $15 billion program more effectively. We disagree. And studies from four diverse 
sources do, too. ... The Coalition for Student Loan Reform ... has devised a plan for saving the 
student loan program $4.8 billion over five years. CSLR’s plan would require lenders, 
guarantors and secondary markets to bear more of the risks and costs of the program. We hope 
the Clinton administration will choose this plan over bureaucracy. Otherwise, he’s destined to 
once again prove the truth in an old punch line.

The (Noblesville) Daily Ledger; June 2, 1993; Our View; "Wait for a trial run"

We think President Clinton should relabel his plan the Student Loan Reform Act of 1996 and 
make it contingent upon the successful implementation of the trial program.



MAINE

Bangor Daily News; July 7, 1993; "Student Loans"

A compromise bill proposed by Massachusetts Sen. Ted Kennedy could pit the U.S. Department 
of Education against the network of private lenders and guarantors for student loans. ... The 
House supports the Clinton plan, on the belief, without evidence, that the federal government 
and the nation’s schools can establish a direct pipeline for these loans and their administration. 
... Given the changes already adopted by industry, the likely benefits of competition, the 
Department of Education’s ne^ to start up a program from scratch, and the need for a transition 
period if a switch is made to an all-feder^ system, the Senate compromise should be a no-lose 

proposition for the American taxpayer.

MARYLAND

The (Baltimore) Evening Sun; June 1, 1993; "Clinton’s Service Plan"

What is questionable is the Clinton plan for financing the service program — from a projected 
$4.3 billion in savings from making college loans directly rather than having the government 
guarantee student loans made by banks (for which the banks collect a fee). While there are 
studies showing that direct loans will save money, there are also studies showing direct loans 
will cost more money. The federal government is beginning a pilot direct loan program, but 
doesn’t yet have the results. Direct loans are worth trying on a small scale, but it’s foolish to 
spend $4.3 billion in "savings" before having a better idea that such savings are really possible.

NEW HAMPSHIRE

The (Manchester) Union Leader^ July 19, 1993; "Big Gamble, Your Risk"

Only in Washington could it be seriously proposed that a government department under attack 
by other government agencies for serious administrative problems be given the awesome 
responsibility of administering a much larger program that exceeds its limited capacities. ... Just 
what we need, another federal entitlement program entitlement program! And this one is to be 
bankrolled by taxpayers already outraged by the escalating national debt, and administered by 
government bureaucrats who give no evidence that they can handle a program that would sharply 
escalate government borrowing, with the U.S. Treasury replacing lenders as funders of student 
loans.

OHIO

The Columbus Dispatch; June 7, 1993; "How about a Loan?"

When the direct loan approach was sent up as a trial balloon, the United Negro College Fund, 
with 41 member institutions, reacted this way: "Direct loans are a burden that our member 
institutions cannot bear. The fiscal and administrative implications of this undertaking are 
enormous and potentially disastrous for our students and their institutions." ... The student loan 
program needs some tinkering, but that does not mean it should be swallowed whole by the 
government.



The Cincinnati Enquirer, June 22,1993; "Bad Loans: Senate student-loan compromise beats 
scheme for direct lending"

The full-blown government lending program could cost $25 billion or more annually, though 
under federal Houdini-style budgeting, loans become "assets," drawing interest.

The Cincinnati Post; June 14, 1993; "Student Loan Compromise..."

The Senate compromise makes important strides in reforming the current system, through such 
steps as charging lenders and Sallie Mae a user fee, reducing federal guarantees to Sallie Mae 
for defaulted loans and lowering the subsidized interest rate paid to banks on the loans while 
students are in school. ... The compromise proposal would also lower loan costs by slashing the 
origination and insurance fees charged to students by up to 50 percent.

The (Toledo) Blade; June 20, 1993; "Say ‘Uncle’ on Direct Loans"

Direct government loans, even conducted on a pilot basis, could eventually create another 
entitlement program that could grow horrendously out of control as have other well-intentioned 
efforts to solve perceived social problems.

The Athens Messenger; May 25, 1993; "Revamping College Loans"

...This issue need not be settled now. Congress authorized $750 million last year for a direct- 
lending demonstration project. That should be tried before committing the taxpayers to a 
massive program that might ultimately cost more than the one it’s designed to replace.

The Greater Cincinnati Business Record; May 31-June 6, 1993; "The Dunce Cap"

Simply, we fear the program will have an effect opposite of the one Clinton promised during 
the campaign (and a big factor in his election): The plan has a good potential to increase the 
breadth of government and its spending. Who ordered that at the voting booth?

Call and Post (Ohio’s Black Newspaper); May 13, 1993; "Clinton’s Error"

The burden is particularly problematic for the nation’s Historically Black Colleges and 
Universities, which are continuing to face great financial challenges in carrying out their mission 
to ensure access to higher education for African-American students.

The (Canton) Repository; June 14, 1993; "Put Government Loan Program to Test"

A test period will prove whether the idea is the panacea proponents say it is — or whether it’s 
just another enterprise better left to the private sector.

The Cincinnati Enquirer, July 17, 1993; "Student Loans, Danger: Government Monopoly

Students will get a big break on college loans if a U.S. House-Senate conference committee 
adopts the Senate version of Clinton reforms. ... But the larger issue is replacing the public-



private loan partnership with direct government lending Clinton favors. ... The last thing 
taxpayers need is more lending by government that can’t pay its own lOUs.

PENNSYLVANIA

The (Harrisburg) Patriot-News', June 18, 1993; "Student Loan Trial"

Though the government is neither as incompetent nor the private sector as superior as Americans 
tend to believe, prudence dictates that even the best ideas and theories be tried and proven before 
being given wide application. The Senate version of a student-loan reform taJces that wise 
approach and does not automatically assume, as the House bill does, that the government will 
solve all of this program’s problems.

Pittsburgh Post-Gazette', June 5, 1993; "A Bad Good Idea: Direct Lending to Students 
Would Cause More Problems Than It Would Solve"; op-ed piece by Ron Laszewski, 
financial aid director, Bucknell University and past president of the Pennsylvania 
Association of Student Financial Aid Administrators

While the educator in me supports the objectives of the president’s program, the administrator 
in me is troubled by the proposed means by which these objectives are to be met. ... Direct 
lending would cause more problems than it would solve. ... The aspect of direct lending that is 
most worrisome ... is the rarely mentioned fact that schools will be forced to pick up the 
increased administrative tab. ... Inevitably, students — and taxpayers, in the case of public 
institutions — will end up paying the cost of these administrative responsibilities in the form of 
higher tuition, higher taxes, or service cutbacks.

TENNESSEE

The (Memphis) Commercial Appeal; June 13, 1993; "Memphis Educators: College Loan 
Reforms Need Testing"; feature story written by staffer Lisa Jennings

Memphis college officials disagree on the best way to repave the financial road to college as 
federal lawmakers weigh complex pros and cons of student loan reform. ... But local educators 
agree on one point: proposed changes should be tested first. ... Some local educators say they 
are still concerned that the phase-in will move too quickly, but they are happy some evaluations 
will be done before the program is fully implemented. ... Ron Gambill, executive director of 
the Tennessee Student Assistance Corp. ... (said,) "It could crash and bum on them, but that’ll 
tell you something if it does." ... Sue Harpole, assistant vice chancellor for student financial aid 
at the University of Tennessee Memphis, said she wanted the Senate to approve a pilot of the 
direct lending program before replacing the existing system. ... Wanda Nelson, director of 
financial aid at State Technical Institute at Memphis, doubted whether the government could run 
the program more efficiently than private lenders. "Their track record has been less than 
wonderful," Nelson said of the Education Department.



TEXAS

Lubbock Avalanche-Joumal; July 11, 1993; "Direct Lending Risky"

Little notice has been accorded an issue affecting millions of college and other postsecondary 
students who receive financial aid. That issue involves ill-advised proposals to discontinue the 
public-private system of providing loans to students and replace it with untested direct lending 
by the federal government. ... Proponents who sincerely want to ensure the stability of the 
f^eral student loan program, improve service to students and save taxpayers money should seek 

alternatives to direct government lending because it is a "solution" fraught with problems.

UTAH

The Salt Lake Tribune^ June 21,1993; "Senate Is Wise to Take Slower Approach on Direct 
Lending to College Students"

This compromise provides a necessary safety valve in case the government proves less than 
efficient in administering a program that currently gives $15 billion a year in student loans.



AimriCorps Nalional 5krvici;

AmeriCorps National Priorities
AmehCorps is the new nalional service movement which vtill engage American! of all ages 
and backgrounds, especially young people, in full or part-time service that gets things done 
in communities across the nation. AmeriCorps Members will perform service that will have 
a direct and demonstrable impact in four criiwal issue areas; education, public safety, human 
needs, and the environment.
By the end of the year, up to 20,000 AmenCorps participants will be getting things done by 
meeting the critical needs within these national priorities:

EDUCATTQN

School Readiness: furthering early childhood development 

Getting Things Dune:

• IiTiptoving the auahty «nd nvailubility oi child development programs by 
working in day care and Head Start centers and preschool programs

• Teaching literacy and other basic skills to parents of young children so tl\at 
tJiey can help Uieit duldiei'. learn

• Helping teen pare ills slay in school by proving needed servkeo siicii as duld care

School Success: aiding the educational achievement of school*aged youth and 
adults who lack basic education skills

Getting Things Done:
• Working in .sdiools willi Ingh concentrations of low-LKOine sludenls
• Mentoring, tutoring, and providing after*school and suiiiuicr learning 

uppurtunitleb
• Coordinating service-learning activities for K-12 students

CORPORATION 
FOR NATIONaT
D S E f( V 1 L t

PUBLIC SAFETY

Crime Preventiun: reducing the incidence of violence

Getting Things Done:
• Reducing crimes against youth by making schools safe, creating safe havens, 

providing training in conflict resolution, and Involving youth in prevention 
efforts

“ Providing substance abuse counseling and education
• Developing specific crime prevention strategies targeted at key locations such as 

playgrounds, public transportation points, and other public gathering placee
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Crime Control; improving criminal justice services, law enforcement, and victim 
services

Getting i kings Done:
• Enhancing community policing efforts by working with local law enforcement
• Reducing specific crime problems such as drug dealing, domestic violence, crimes motivated 

by bias, crimes against senior citizens, and child abuse
• Improving services available for victims of crime and strengthening innovative criminal 

justice programs such as neighborhood courts and community restitution

HUMAN ISITiFnS

Health: providing independent living assistance, home-and community-based 
health care

Getting Things Done:

• ProviHmg independent living asuistanre and health rare tn the hnmebnnr.d elder'y, people 
with disabilities, and people living with AlOS

• Improving the health of low-income communities by offering preventive health services 
through community health clinics

• Offormg prenatal care, parenting education, and health care to families of young children 
through home visits

Hume: lebuilUing neighburhuuds and helping people wliu are liuiiieles»

Getting Things Done:

• Helping people who are homeless by providing shelter support, assisting in jnoving into 
permanent housing, and related services

■ Renovating and rehabilitating low-income housing
• Helping individuals move from public assistance and into self-sufficiency by providing job 

training, literacy tutoring, and other services

ENVIRONMENT

• Neighborhood Environment: reducing community environmental hazards
Getting Things Done:
• Utvitalizing neighborhoods by creating and mamtauung recreation areas, green spaces, and 

community gardens
• Eliminating environmental risks through education, testing, and cleanup
• Reducing waste through energy efficiency efforts, recycling, and other conservation 

measures

* Natural Environment: conserving, restoring, and sustaining natural habitats
Getting Things Done:
• Conserving and restoring public lands, forests, rivers, streams and wetlands
• Making parks more .iccessible through trail maintenance, infrastructure improvements
• Sampling, mapping, monitoring, and recording air and water quality and status of 

groundwater, land, plan, and animal resources
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SEASONS or SERVICE

"I challenge a new generutivn nf young /Americans to a season of 
service... There h so much iv be June - enough, indeed, for millions of 

others ivlw urt sliil young in spirit to give of themselves in service, loo."
President Bill Clinton, Inaugural Address

•"T^he President's national service legislation created the new Corporation for 
X National and Community Service. Formed in conjunction with the White 

House Office of National Service, built upon the foundation of the former 
Commission on National and Community Service and ACTION, and 
incorporating the new Civilian Community Corps, the Corporation is positioned 
to revitalize service in every region and community across the country.

'^he Corporation supports a range of national and community service 
X programs, providing opportunities for participants to serve full-time and 

part-time, as volunteers or as stipended participants, and as individuals or as a 
pai I of A team. From our youngest citizens engaged in service-learning activities 
in grades K.-12, to our older Americans assisting those in need in their 
communities, the Corporation provides "seasons of service" for all Americans.

A merlCorps is the President's national service vision of directly and
demonstrably addressing the nation's education, human, public safety, and 

environmental needs at the community level, AmeriCorps offens opportunities 
for Americans age 17 or older to make a substantial commitment to serve their 
country and to earn education awaids for college or vocational training in return. 
Up to 20,000 Americans of all backgrounds will serve full-time or part-time in the 
program’s first year, beginning in the fall of 1994.

Included in AmeriCorps will be the more than 1,000 young people serviiig 
in the new Civilian Community Corps. The CCC is a national residential 
service option in v/hich participants are housed and trained together on 
military bases and deployed as teams to community service sites. The CCC 
comhinee the best of our military tradition with the best practices of local 
community service corps, providing participants with opportunities to solve 
real community needs while developing their own leadership skills and 
receiving invaluable training for future careers.

Volunteer® in Service to America (VISTA) will also be an important 
component of AmeriCorps. VISTA is a full-time, year-long program for men 
and women age 18 and older who commit themselves to increasing the 
f apahil ity of Inw-inromp people to improve the conditions of their own lives. 
VISTA volunteers serve in rural or urban areas or on Indian reservations, 
sharing their skills and experience in fields such as employment training, 
literacy, shelter tor the homeless, and neighborhood revitalization. 
Approximately 3,500 VISTA volunteers are currently serving, joining more 
than 100,000 alumni who have previously served their country through 
VISTA.
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T earn and Serve America programs are school-based, and integrate service into daily 
JLj academic life. Service-learning is a method by which young people learn and develop 

through active participation in 5cr’,;ice experiences that meet community needs, and foster 
a lifetime commitment to service.

The K-12 Program supports school and community-based organizations that engage 
school-aged youth in service. Over 275,000 students in all fifty states participate in 
service activities which are integrated into their curriculum, providing structured 
lime for service and lijne for tire students to think, talk, or write about their service 
experiences.

Higher Education Innovation Programa engage college students in meeting pressing 
community needs. Higher education projects support high-quality coiiunuiiity 
service and service-leamng imtiatives at colleges and universities across the nation. 
Some are student-run; some are faculty-led; many are integrated with academic study. 
As essential parts of the college experience, these efforts will create a new generation 
of leaders committed to service.

VTSenior Service Corps utilizes the skills, talents, and experience of older 
., \| American.s in aridresslng urgent issues faring the nation. Together these programs 

involve over 470,000 volunteers who serve in 1,223 local projects and devote an annual 
total of over 111 million hours of service to their local communities.

The Foster Grandparent Program offers low-income persons age 60 and over the 
opportunity to serve one-on-one with children and young people who have special 
needs, including teen parents, boarder babies and those who are abused and 
neglected. Over 23,000 Foster Grandparents serve twenty hours a week in volunteer 
stations such as hospitals, public schools, day care centers and correctional 
institutions.

The Senior Companion Program volunteers are low-income men and women age 
60 and over. Sertior Companions provide individualized support and assistance to 
other .adults, primarily the homehoiir.d elderly. Their services help thehnmehnund 
achieve and maintain their highest level of independent living. Approximately 13,000 
Senior Companions provide disability assistance, home inaiiageiiient assistance, and 
social and recreational companionship to approximately 32,UUU individuals each 

year.

The Retired and Senior Volunteer Program (RSVP) is a network of 430,000 
Americans, age 55 and up, who perform a wide range of volunteer services that 
meet real community needs and effectively use their skills, interests, and experience. 
RSVP is the Corporation'.s largest service program, providing communities with 
volunteers diverse in experience, interest, income, and education, and ready to take 
on the challenges facing the country.
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Launching national service policy
0. Dtnni^ Kellv 
Li>A TODAY

•AASHINCTON — They 
aietii oIBc aJly taking appJica- 
||■^nsy<■ to- P-esdeni aintons 
njtior.a. strv.ce plan — toal 
iiieyrc al-eady gening -hoo- 

of ifltere cf inteiesi 
The people running ihe Cor­

poral loe (cr National and Com- 
n 'jntty Service - |usi a few 

Iron Ihe Wiiit House 
- say that s an indication of 
high m:er(si the progtarii his 
urn era cd Bit it a1« leaves 
'^ef^ rervous ibnji eKfecB- 
' nni the program has created 

"1 here are iTVomenTs o' real 
.-nx:ety ahoutall that nejpert- 
ed A'e feel a leal need to 
iiisdone quickly” says Eli Sc 
pal presicen: o’l tlie ■•oTroora- 
I on ih^ n?w|y cfiristenec om- 
Siella group o->erseeinp 
C=.ir<ons rational service plan 
. n<j a Kos-’ of existing conimu- 
niiy service agencies Ve ve 
jcoi 1.0 JO lock ic C«nere?5 aid 
ask foi appreprialions (again) 
ne» >cai. The fear is how 
much needs to be d>ne and 
how much we need the local 
conninjnities to buy into his ' 

fut Ihe vsioo for Onion s 
nadoiia] service .ircgram is 
cera:r)y heedy steff

mSEGAL Feels pressure to gel 
service program worlring soon

workers txing op dilapdaied 
tomes or escorln* rhe elderh 
10 grocery stores in crimc'in- 
fesled neighborhoods They 
see college srudenb 'Morking ir 
Head Siart and early chiWh-xx; 
etltsation programs, all the 
<tn»e earning morey that will 
bel)> pay 'Jiar college bill

Those daydreams have been 
there fva since ainion touted 
national sen-ice as one way to 
help young peo;)1e eorn -noney 
lor college.

But tlie daydteaniiiig has

now gearing up the process of 
m^ng it work.

Regulations 'or the program 
will be published in January. 
Local and national groups then 
will cornpele far grants bcgiiv- 
rtiTig m' rbe spring and learn 
who gels funded between May 
and August By the end of 1991. 
the Clinton administrahon et- 
pecls -JO have 29.000 working in 
coninunity service Jobs Ond 
eamiag awards of id,725 per 
year in- the program toward a 
allege education or vocational 
training

t he $ 5 bil ion program ir 
iciHls to twvc 100.090 partici- 
paits over three /oars.

n»e part of the nstionaJ and 
cninmuaity service corpora­
tion devoted to Clinton's plan is 
ca led AmeriCofTis Anyone 17 
or over will be able lo earn the 
$t72i award toward college or 
vocational training by a-oiking 
with the nun-protl croups that 
are awarded grants in the afr 
plicalior process, or by work 
ing wiui one ol two existing set - 
vice agencies, the Civilian 
Community Corps or Voluts- 
leers in Service to America, 
better known irs VISTA.

Those hired get a $7.4<KI per 
year stipend — about mini­
mum wage • - plus health care

With the education award.
Piugranis that qualify will 

have to meet the educalhmal. 
haman. enviTunmental or pnb- 
tlc safety rteeds of llieir com- 
tnunities. Vhat those are will 
be up to commissions forming 
In each state — a *boaom-ip' 
approach that Sepi says will 
let communities decide what 
kinds cf service are In Iheir 
best interest

Still, Shirley Saga«a. tioini- 
nated as manaflng dlrodor of 
the corporation, says the oorpo 
raticn will help provide the 
program a 'natonal identliy.’’ 
Thai will iiKlude a conunoo 
oath taken by participants^ a 
logo, as well as tralnbig and 
rooniloring of program quhity. 
The corporation even pirns to 
hire some iivesUgaiive-Jour- 
lalba types os "circuit riders' 
to help ensure programs nr* 
delivering on promises.

She says the program -wli: 
also work hard to ensure Ihar 
program parliclpanis ' lool 
like Aracrica." That's meant ip 
allay concerns that Atp^ri- 
Corps would be dominated ei­
ther by few-inceme groups 
ibreed into aationaJ service as 
the only way to pay for folk;^ 
or by smdents from hig^n- 
come families getting subsidies

How to get 

information
People who think they'd 

lUe to apply for one of the 
29.0(10 natfemal aen-fee slots 
available oesd year can get 
InlOniistiai now. but appU- 
catkiRS woni be otBdally 
taken for a while

To get lidormatloa co 
AmeriCorps. can the Corpo 
ration for Nntioaal and 
CDnununlfy Service at 292- 
696-3000 and tkea U you 
have a tnueb-tooo phone, 
dial 4 at the llsi of menu op- 
ttoiB. You can toeve ywr 
natawnod address and 
yoini tefnua mechure.

Ttilsinoinh, Ck coepoB- 
tioo wttl anacwnce a toll- 
free tn number. Tbeo fai 
May ikl Ao^ when 300 
tr> 490 soo-pr^. groups are 
seleded to oOer tte nation 
el service Jobs, the tclWrre 
nuiaba- will get you to an 
operator who can tell you 
about programs In youi 
area. Local eod naiiaoal 
agencies that wtn grants will 
do me ttiring.

Tbooe intrresled also dan 
write the corporation at 
llOJ Vennooi Ave. N.W. 
Washington, D C. 20925, 
Attn; AtnenCorps:
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Officials Prepare 

For Recruiting Blitz
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rormer inner-city gangsters and SUnfoid Uni- 
wuty toor students are ametig those espected to 
sigr ID the sevr year for one of President Clin- 
ten s new prognms: youths petfoming coinintoitr
xmoe topay for college ttatim.

In Januuy. ladb and tdewsien adrertisenients 
are to begin telling thousands of stideats how they 
an ^1 in AmeriCon» and get paid for voA 
rangw* from comforting AIDS patients to tutorine 
preschoolers. *

In inte^ewslast week with AiaeriCorps leaders, 
detats o< one of Clinton’s roost viable campami 
promises emerged for the first tine. All 20.009 of 

^ selected next year w9 ears an

^ ^ suaessfnOy 00m-
? P~«rain. the youths also will 

get J4.T« in college or vocational school tuition or
^ gwemmenl will write e 

deck to the school of their cboice.
Program oTicials expect a bUzurd of applicatroiu 

from studcnu, evei though the compeosaticn will 
^ coniderahly lower than proposals floated duiins 
Clmiqii’s campaign

Tlw fira step is next month's media campaign 
winch will include spots on MTV. an effort that cro- 
gram olficals hope wJI help make AmeriCorps as 
well known as the Peace Corps. In April and May, 
nonprofit service groups such as Teach for Amer­
ica, which brings recent college graduates into 
needy eleiiaexitairy school cJjssrooms, will be select­
ed to participate.

of miroliMm feta create a national ethic '® *1*=^

modeled aftw tte poiniar xasOs program that gave cause the pay is so lew. Others are concerned iboit 
people iol» on public unrin projects, soeft as pliint- just the opposite, that only welJ-oll slndcnti wit be 
irg trea a^flrdng parka. able to join. Aid many are wait-ng to see if warili-

TheOCC wiOinTobe SDOatudoits, andaOwiS be whBe work will get done, 
housed on nilitaty baaet. Poaner militaty person­
nel will amlc as fautroctoraL Yoolha poitidpating m 
this lupgcaa do net have to have a high sdKxri de­
gree and wifi be selected as early as Fdbniary.

The focm will be or civilian needs,” said CCC 
director Donald Scotr. Stndents wdll work at irre- 
ating green space iu paries, tiee-plainifig projeris 
aid erosion coitrol." among otbei projects. Scott 
said

The other part of the service corpiration is 
VISTA O'olunteeis in Service to America) formed 
in 19M end located a few bfocks from the White 
House at IlOO Vermont Ave. NW. VBTA’s 3400 
voluutoera will earn the same as AmeriCotps stu­
dents, and will do much thesanrte kind of oonuniinity 
work.
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Service Program to Take Aim at Crime
B/ELlZASerHSHOGREN
tIMM JTAPP WAIT6*

\T/ASHINGTON-Reftecllng a rising federal 
W emphasis on anU*cr1me ipitiatiyes, the 

While House said Monday mat lu new national 
tiervice program will coilicentrate on helping make 
American eommunUlee safer next summer.

The estimated 3.E00 partiHpanLa In the mimmer 
part of the 1994 national service pn^nram could 
perfonn such duties as Joining In community 
polldng, conducting crime prevention training for 
the elderly and childKo, helping clean up danger­
ous areas to return them to neighborhood use and 
ccunaeling crime victims, Admlnlstrailon offldalo 
said.

“It was an idea formed after listening to the 
passion in the President’s Memphis ncMh last 
week.'’ said GKl Segal, proident and chief of the 
new Corporation for National and Comnumty 
service, wmen wlU administer the national service 
program. “It's a way of reinforcing the Prealdeni’e 
commitmcni to public eafely and a way of 
reinforcing that national service gets things done."

The While House announcement followed earli­
er pleas by President Clinton for communities to 
become more engaged In dealing with crime and 
violence.

"Tlwre are some changes wc can make from the 
outside In—that’s the job of ths Prssidont and the 
Congress and the governors and the mayors arxl 
the social service agencies," Clinton said in his 
appeal to black church leaders in Memphis earlier 
this month, ‘And Ihon ihcre iire some changes 
wc re going lo have to make from the inside out or 
iheoiherswont mailer"

Nalional jcrriM. which Ocen Icscribad »t a 
domestic Pcacs Corps, coulil help rnmmunilles 
rnmha; ihp ^niircM of crtHic and violence from iho 
inside out bv involving young Dccpic in Ihcir own

neighborhooda.
Tha eoncantration on community safely next 

.summer Will draw a spotlight to national service. 
Segal said, because crime is a top concern of the 

> public, the President and the Congress. ’
But it also presents a significant risk for the new 

program, which has been ordered by Congress to 
Show measurable results if it wants to receive 
future funding, Communily service programs have 
proved Ui«if.-effccttvencaa in environmental, edu - 
cation and urban renewal projects but public safety 
U a relatively untested area.

In signing the KaUooal and Community Service 
and Trust Act In September, the President fulfilled 
a major carapaigB mqlw to help young people 
pay for education twaanW their country. In 1991. 
20.000 psnicipamaw1w>(| eb^«f,ln fuit-ume 
cummuiUiy service and-Win . rj^lTa a kJw-wage 
asisry and beneflta in ad^Uoi^io awarde of $4,725 
each year of service u> towaid., their
education or training. Summer-only partkipants 
will receive smaller awards Of tt,000. .
A llhuugh the size of the aummcr. progtw la 

./Ismail, aomc law enforcement experts sold that 
tha impact on communities wilt be significant.
. ^Oettlrg these young adults involved will be a 

. tremendous asset for crime prevention." said 
vdoseph’ Wright, executiye director of the National 
; -Organisation of Black Law Elnforcement Sxecu- 
■; lives They can persuade olher.young adulu noi 

to follow criminal lifestyles."
ril lake about SO v( ih«m." vaid Darrel 3ie- 

phciifi. ihc police chief In Si. Petersburg, Fla. Me 
aai<l he envisions national service participants 
orgsnir.ing npighborhixvi# to work with police, 
walking ihe streets with beat cops, working >n 
police stations so officers arc free to patrol and 
being positive .-ole models for children.
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National
service s
time has come

s.i//
ThUUoMofthe btnkept 

iMTcts In the cAuntry.’ mid 
Bruce Corwin, i&« cbainaia 
o( Metropolitin Th««trei 
CorpM M he Hftcned tp gU Sej- 
■C the man Prcaidant Ginton 
ehotc t« eraatt and rnn 
oitiinii smicc prafratna. 'I 
want to pnt thla up on «T 
acreetu.'

A generoiti oRcr, consider 
inn tbnt MntropoUian o«u m aerceoa in movie 
UMnttrt MMM QUUorau. And ins imc tkat the 
n«« Mntleani and CoBmuaitj 9arfins Trust ^ 
IIM inn law tqr the proal^jat Ir Saptanhor. has 
eottoa loat in the clouds o( msnie atuntim to
Wewater.BoaBlaaadTMraHsrdlBi.

Bot Pmldoat Gintoa haa hU domeatu Pmc« 
Corpa, *A drsan,* tan aaUL In CMO anyoen miflu 
mlm the eoBFcctioo. ho ootd ih* oat ptn Pr^* 
dooi John Kcantdy mod to ii« tto «»ntita 
order thotcreawd tho Poaeo Corps boak tn IW.

Now lir. Sofol, a hMiataamia who wa* Mr. 
Cliaun'a eampaga chMf of nafl. is on iko road 
caapMtOlfll lor himscU — for his agcaqri •M'’ 
dally tko Corpooetloo tat National and Oomaaonlty 
Scrrloe. Tho cotporatioo'a monafaM aaadala 
iacludca tha 3,000 mambara of visnrA (Volentaan io 
Sardsa to Afflarlco), erooiod ky Proaldotf 
Jotmaon lo I9di and a now 8Q»ncmhor Gvllltt 
Camannlty Corpi. yoom poopls worUnf In 
nationnl (orsata and parka. Whati now ii
^jSSfipo wlU hc|iB rscmiuai l^COO yomu 

mao and woman m May. Bekirc that, Mr. Segal ai^ 
a vary Null Iiaff wtU he out celkcttag eppUoatlaaa 
from aon'proflt orgaalsaiions puttlem togatkaf pro- 
srans to capla/ AmafiCorpa mambara. Cavern- 
ma«t afenatae tram statea u big u Callfo^ W 

lawns in Idaho can dlao apply for Amcrtcm 
werktra. bnt tmphaalslng prlvatooeetor mvolvfr 
fflsnt waa tho prleo of winning conaarvatito aopport 
for oadonal tanoo. The Idao Uiai every onit of ms 
society must bo ftared to me aeeds aud whims ot 
the •pnvoto oaetof.* must >7 for 
bottar. bo a 'prufit caatsr* baa baaoma Imbedded la 
the Amerlcaa nuaistlty tkaaa daya. Dalbg good or 
lavcstiag i« tbt tuture is ao tongtr enough: govern- 
meat Kai to make moaef. toO-

bO’d t/OC'ONl ci:bT Tb'bc

So, In Lm Angeloi, Mr. Sofgl mot with reproMfr 
totivsfl of tovcrsmciit agendas, achaols. tho United 
Way and otbera uokl^ for brigbi-oyad hdp iq 
teacking Uttracy or doming up auects, even in 
hilping old lodlaa cross them without being 
mugged, in tko spirit of toe timts, local apenaers 
will put up U paroaot of AmariCorps coats.

AtaarlCorps momNra will be paid twice for a 
year of tholf tlflM and onorfp. Pint they will gtl 
tomoihlog Uka tha minimum wags ter N kovn a 
waok. Then they will roodva grants of K72S toward 
odUofo tniUon or oOwr skill tniniog for cock year 
of samen. (Thorn wui auo be eummer conw pro- 
grimo for 4,M) otodeato a yeor.)

The loul budgetad (but not y.t appropriated) for 
tho sorviee pngraies over the oast three years is 
$14 bUtteik that would cover total lervka corps 
mambenhip bf tkes en«maa ^ If CongNM can ba 
petnad^ aaeta year that averp proiaet It aorvisi a 
largar (pwfiublo) pwpon thin Jut ralnfomag 
mo Idoolim of the yonng and tho good of the 
coaannlty.

Bat I napnet tkat Mr. CUnteo ann Mr. SegJ ore 
right This U the DMUlUT can get now. If Anai* 
Corps works—thit is, if local communities opprovs 
4^ tko work d«iM — it will oepind, possibly, cfis 
nay, into enirtrsal nstioasl sarvico.

The first ayodieatad column t afvoea. IS years ago 
this month, argued that such nadonol Nrviea wu 
an Ides whoM tine had com*. I w« wrong thsn - 
2nd often liter too but naothiag like this la bet- 

ttf than nothing. ‘National Mrrltt can 
toU ni whnt (t Is to bn la Aaertesn,* tun 
Mr. SogSi, and. 1 atui hops ho and the imi 
Of tu con moke that happen •• «hew eoe 
■nottier That there is more to Ufa in these 
United States than narkeilog and 
ooesuming. ___________

Riciurd Nerves’ colamn is distributed 
by the UnIrsfSMi Press Syndicarr.
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National service hasn’t started, 

but applications flood in
fif VenNCKOPYTOFF

WASmNOTON - Uura Pcrran, 
a iS-jeiNaM aetrtol ttulent In 
Albtoy, H.Yh U dying lo dig up tU 
of tiM moooy riM eu to puy bar 
way ttnongli college, do elw wrote 
the Coiporatleo lor Natieoel Gar* 
vice. P^d^ GUatoii'a new na^ 
Uooal MTVldd jcbgiiin.

*M]r doing ber best and

eb^ tt^’tn help her bratbar

wasag ~ in I need b e UUte help 
la aflori toy faab.* eeid Fetnii. 
who aeted tbit dM ku been ■ com* 
muolty Tolonteer daet age ll.

Fema b enwiig tboosands of 
waoM-bo oellago stadaab and. 
iradutet rtnglBg pbones off the 
cooks and floodlDf maUbozet at 
ue national Sesvico beadquertcn
In WaaMagton. They are competing 
tor wiMt will probably ba a bard- 
lo-aema'bf ItaanebT aid ticket 
from a program that haaitt even offldally Btart^ taking applies*
UOflSt

EU Segal, dUaf oteeoUve effteer 
of (be program, wbo was cUel of 
staff for Clintoa’a presldeutial 
campaign, said Us ofileo Has r^ 
celved IS,000 pborn caUi for tbc 
program, wblcb b cfflcbUy titled 
AmeriCorpe. KitlHwt any advertis­
ing.

71m oaw, aU*V9laalfcr yootta ar* 
my tor eommimlty aawbo witt de­
but In September, when 10,000 col­
lege Btudcab are ualeaabed to belp out to AIDS bofi^ cbtld literacy 
pfogrtmi aad tne like ai e tray to 
fund tbair own college or vwaltoiv

WUTimio than S mUUoo college 
studeott nationwide and only 
M.000 Slab avallaUe, Jouattog lor 
a plaiQe (Maid he faHme 

ne.amaU sUrt-op agency is also 
being innodated witS proposab 
from commiMUy service ergaaita- 
tloia that watt to lake on vakm- 
Utrt.

As part Of AmenCarps, atodenb 
who work full-time wtu cam a 
niiimum wage ploi |4,7ti per 
year to apply to eellega toKbo or 
oototandlng eallcge loana. Part* 
timers mil care half that amount 
Application procedural and dead- 
llnea for itadant appllcanu are aUll 
belni worked out 

■We're not looking for students 
with the best grade-point average,*’ 
Segal said. “We're loaklag for those 
who are Uie moil comminid and 
who are wilHng to Kfva.'

Segal veld no oife la eieludad 
from the program became of fami­
ly Income.

Clinton has proposed locraailoi 
National Sarvloe'a budget to |SfS 
mtiunn in IStS from the current 
Initial funding ol |!Q0 mOUoo. S»- 
gal said that witi- increased fund­
ing, the piogra.m trapes to accept 
Sa.OOO volunteers ty IMS end 
100.000 by 1>9I.

MAIN POINTS
WAOHUatON — The 

NeSoneiedatvlM Pragnun, cetM AmertCOipc. hat not 
lewed <e«mw eepBeeiorK at 
Maim Ml Hen an Vm 
(nett peWe eUeet (he gat-

eehael dipioeia or a QGO.

viiwm fwi ror mHvnwwvncall 1-ado«M-COHP9. ri*
MneW eUav 4 Ml • oiwt.
on fbr dwMmMa aSgbMr. weemotbaeiii: Fwa-ume
- 1.700 houia ovar nine (noaiht to a yaw. Pwt«M
— 900 heon «m one m 
too yew*, or om to Omo
ymn to Memeoea»a»«4-
(tonto.

■SorvloM .
NoHinW end toeW oouem. 
(nont oraentaaMAS AM ad- 
craoi idiweaen. putte lete- 
ty. emuonmam and human 
(wcei.

■ CamnaMetian- UMI. 
(nwn wipe. p(ue a M.72S
mJgi pMin ««r«r« pm yf«r for 
Mtmm ar irartno
or ropeymant Of enweni 
toina. een.fhaen gat hetf 
net amoimt MHtow pedhs- 
pane iM to eag(Wo kv M- 
tic neelA ineurence end e 
cMO-core otowance.
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