Since 1993, President Clinton has been dedicated to expanding access to education and training

beyond high school. New and expanded programs provide over $50 billion in student aid annually
— compared to $22 billion when he took office — and an additional §7 billion is available through

~ two college tax credits. Students have saved an estimated $8.7 billion on loans over the last five

years while taxpayers have saved over $5 billion through managerial improvements. And program

management has been strengthened and customer service has improved. In his 2001 budget request,

President Clinton will seek to build upon these significant investments in American higher education.

MORE AFFORDABLE STUDENT LOANS

$5 billion in interest savings for stﬁdents., Students who borrowed student loans since 1993 will

save $100 annually for each $10,000 in outstanding loans — and a total of $5 billion — due to a
lower interest rate formula. Today’s formula is 1.55 percentage points lower than the 1993
formula during school and 0.95 percentage points lower during repayment. The Administration

~ also championed the lower maximum rate paid by students, reduced from 10 percent to 8.25

percent, to protect them against interest rate hikes.

$3.7 billion in loan fee savings. In 1993, the Administration reduced loan origination fees from a
maximum of 7 percent of principal to a maximum of 4 percent, saving students nearly $3.7 billion
to date. In 1999, in recognition of widespread discounts available on guaranteed student loans,

the Administration reduced direct loan fees to 3 percent.

More repayment options. Since 1993, bOrrowers have more flexibility in managing their student
loan debt. Repayment flexibility allows graduates to pursue jobs that pay lower salaries even
though they may require an expensive education. The income-contingent repayment plan allows
direct loan borrowers to repay their loans based upon their income; after 25 years, any remaining
loan balance is discharged. ‘ ‘

EXPANDED STUDENT AID OPPORTUNITIES |

Larger Pell Grant awards for needy students. When President Clinton took office in 1993, the
Pell Grant maximum award was $2,300, the same as it was when President Bush took office in
1989. The maximum award has since increased by $6 43 percent to $3,300 in FY 2000. The FY
2001 Budget would raise it to $3,500. In 1995, the maximum Pell Grant paid for 86 percent of
tuition and fees at a four-year public school; today [is that 20007], it pays for 92 percent.

$7 billion in tax credits for higher education. In 1999, approximately 13 million' American
taxpayers are eligible for the Hope and Lifetime Leaming tax credits for postsecondary training
and education, totaling $7 billion in aid. In addition, the restored tax deduction for student loan -
interest costs during the first five years of repayment — eliminated by the Reagan-Bush
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Administrations — will save borrowers $245 million.

Early intervention to help low-income students succeed in college. Based on an Administration
proposal, the new GEAR UP program funds partnerships between colleges and high-poverty
middle schools. This year’s proposed budget of $325 million would fund mentoring, tutoring,

and college scholarships to an estimated 1.4 million low-income students.

" More work-study opportunities. Spending for Federal Work-Study increased by 41 percent from -

. 1993 t0 1999. The President has requested a $77 million increase in fiscal 2008 l to allow one

million students to work the1r way through college.

AmeriCorps education awards. Since 1994, over 150, OOO AmeriCorps volunteers have earned up
to $4,725 for college while serving local communities.

STRENGTHENED STUDENT AID PROGRAMS

" Creating the Direct Loan program. Under the Direct Loan program, studénts receive loans directly

. from the Education Department rather than through government-guaranteed lenders. Because the
" Direct Loan program is substantially less expensive for taxpayers than the guaranteed loan

program, taxpayers have saved over $4 billion over the past five years. The program has

- pioneered the use of new technology, streamlined loan processing and disbursement, and

improved customer service in both programs through competition.

Strengthening the guaranteed loan program. Federal subsidies for banks and guaranty agencies
have been pared down, saving taxpayers $1.6 billion over the past five years. Improved financial

‘management of the student loan programs helped the Department receive an unqualified opinion

from its auditors on'its fiscal 1997 financial statement, its first since the Department was founded
in 1980. Further improvements were made for the FY 1998 audit, in which remaining student
loan-related cost issues were resolved.

. Reducing loan defaults. The national cohort default rate has been reduced from 22.4 percent five

years ago to a record-low 8.8 percent. At the same time, collections on defaulted loans have more
than doubled, from $1 billion in fiscal 1993 to $2.2 billion in fiscal 1998.

Using technology to simplify aid. Students can now apply for student aid through the Department’s
web site and sign just one “master” promissory note for their loans, rather than submitting a new
note for each loan.
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Mr. Chairman and Members of the Committee,

The Department of Education commends the Senate Governmental Affaifs
Committee fof holdiﬁg this important heaﬁhg. on college costs and thanks the ‘COmmittee
for the opportunity to provide this written statement on:behalf of the _U.SL Department of
Education.

The Nationgl Commission on ’the Cost of Higher Education recognized the
importance ;>f defining terms like “cost” and “price” to clarify the issues in ﬁnanciﬁg
postsecondary education. Any discussion of this impoftant tépic must begin with a
discussion of these terms. First, the cost of higher education is the amount that colleges
and univerlsitike's pay to provide a quality education to the students, including physical
plant and salaries.

| Price is what students and parents face. Tuition and feeé are the most significant

and variable component of the price of higher education. Each college and university

sets the tﬁition and fees they charge students based Qthheir costs and other revenues.
~ These prices.are publicized'(adve.rti‘sed, if you will) in their promotional literature. This
: represents the sticker price. For students who Ilesi‘de on-campus, the sticker price
-generally includes roém and board. Books, transportation and other expenses asé.ociated

: with attending college would not generally be included in the sticker price.

Many students apply for and receive financial aid (either from the Federal or State

government or the institution itself) that helps reduce the amount that families and
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students must pay. The amount that students and families must pay after financial aid

awards are subtracted from the sticker price is the net price.

The Strength of the U.S. Higﬁér Education S.y'stem - Diversity

Higher education in the United Stqtes involves a unique partﬁership between the
students and families, the States, the Federal Government, the private sectér, individual
&philanthropists, and ipstitutions. 'fhis partnership has created a ﬁigher education system
th‘at has long Wbee’n recégnized asa @odel of quality, diveréity, and op.pbrmnity; )

Size and Variety. Today there are more than more than 4,000 public and private
collegés, universities, and commur}ity colleges in the Uniied Statgs."l‘his includes 614 A
public foﬁr-year colleges and universitiés, ‘1,088 public two-year and cotnmunity
colleges, 1,653 private four-year colleges and universities, and 654 private two§yeaf :

: colleges. This year, these traditional colleges and universities enroll ﬁearly 15 million |

_ st-udents. In addition, moré than 6,256 other non—co.llegiate postsecondary institutions

’i» offer specialized vocational and techniéai training. Iﬁstitutions of higher education vary

: consider‘ably in size that ranges from small private institutions with enrollments of only
- several hundred students to large State college and university systems with enrollments in
‘the tens of thoijsands.

Any student seeking career-oriented vocat.ic'mall and technical training from a
community c‘ollege, a liberal arts education from a small private céllege, an

undergraduate science degree from a prestigious research institution, or one of a variety

1998 Digest of Education Statistics, Table 242.
1998 Digest of Education Statistics, Table 358.



of programs offered by a multi-purpose university Can'ﬁnd an appropriate program within
~ the riclll and’ diverse higher éducétion system of the U.S. High-quality educational
programs are offered in él 1 tjpes of institutions at prices that vary as much as thé
institutions themselves.

Price. The average tuition and fees (sticker price) at a community college in
1999-2000 is $1,627. At puﬁlic and pri‘vate four-year institutioﬁs; the avefage is $3,356
(for.in-state students), and $15,380, respectively. Tuitidn and fees at selecti’ve private
institutions may range considerably abo;fe this average. Most stﬁdents do not face the
highest prices, hbwever, since approximately 80 percent qf all studx;:nts attend public two-
and féur—year institutibns. | Today more thaﬁ 50 percent of all uhdergraduates attend
institutions that charge tuition and fees of $4,000 6r lower, and kox.llky 7 percent attend
institutions chzqging ;cuition and fees of $20,000 or higher.

Student Diversity. Our institutions of higher education serve student bodies that
are themselves becoming increasingly diverse in terms of race, ethnicity, Vand age. Today
over 27 percént of .undeféraduate college students are minorities: (11 percent African-
Americaﬁs; 9 percent Hispanic; 6 percent Asian or Pacific Islander; 1 percerﬁ Native
. American and Alaska Nati\’re). Our célleges and universities noQ enroll close to 500,000
" foreign studgnts, thereby furtﬁer enriching their campus environments and the educationél
‘. experiences of American students.” Our institutions today also selrve an older student

body with an average age of uhdergradAuates of 27 compared to 25 just a decade ago.

- The College Board. Trends of College Pricing. 1999.
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The Economic Benefits of Higher Educatﬁon

‘Our info;mation-bésed economy and the high-tech, globalr econom‘ic environment -
of the 21* century make higher education éssentiél both to individual €CONOMIC SUccess
and to our Nation’s productivity, competitiveness, al;d continued economic well-being.
In this century, a hi’gh s.chool educaf[ion is no longer sufficient to provide Americans with
the skills and knowledge required by the expand.ing domestic job market or needed to
compete successfully in the global marketplace. In fact, as our economy continues to
grow, the number of new jobsrequiring a bachelor’s degree will grow almost twice as
fast as the average for all jobs. |

Educatioﬁ is becoming th¢ fault ljne between those who will prosper in the new
economy, émd those who will be left behind. On averége, a bachelor’s degree is worth
some $17,000 more a year in the workplace than a high school diploma. This difference
. equals an estimated $600,00C over a lifetime and may be considerably higher for the ne\;&

. high tech jobs.

- College Enroliment Rate Has Invcreased but Continues to Vary with Income

While the collegc; ein'ollment rate is high’, there are still significant differences
across income groups in terms‘of participation and‘graduatioﬁ rates. In 1997, 67 percent
;, of high school graduates entered collégeimmediately after high school up from 57
;percént just a decade earlier. Gaps in opportunity based on income persist, however, in

_spite of the signiﬁéant amount of need-based student financial aid programs available. In



1997, 57 .percérit _of low-income high school graduates entered college immediately after
high school, cdmpared to 82 percent of high-income'high school graduates. Also
signiﬁca‘nt‘is the fact that low-inco;ne students are ééncentrated;in two-year colleges,
Even if students from ]ow—income‘ fgmilies enro]l in a 4-year college or universityf
they are éigniﬁcant]y more likely to leave without a»baccalaureatefdegree than studénts
from higher incomes families. Nearly half of all low-income students will have dropped .
out of their programs of sfudy by the end of the second yeaf; as compared to only 27
percent Qf higher incomé students, Even among students with above average grades, low-
income students are still more likely to leave a 4-year institution of higher education

without a baccalaureate degree than higher income students.

" What Has Happened To the Price of Higher Educétion-?

. Iﬁ spite of the economic benefits of a ‘college’education, the increasing price of
* attending college continues to be a serious concern for families and students. Over the

- pgst decade, public four-year college tuition and feesi‘increas’ed by 53 percent and priQate
~ four-year college fuition and fees increased by 41 percent. During that same period,

'. meéian family income ihéreased by on1§ 8 percent. As a result, the percentage of family
~.income required to pas/ the cosi of éittending college has increased, with the greatést 3

'. increase for those at the lowest income level. |
Because of the substantial amount of studeﬁt financial ‘.aid évai}ablg, an |
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institution’s “sticker” price may be substantially higher than the charge a student actually

* National Center for Education Statistics, /999 Condition of Education
‘ The College Board. Trends in Student Aid. 1999. -



pays - the net price to the student and his or her famify. In 1995f96 - the most recent year
for which this data is avai]éﬁle ~- 80 percent of full-time and ;70 percent of part-time
undergraduates at private four-year institutionvs received some form of financial
assistance. In public four-year institutions, ‘these figures were 66 percent and 48 percent
for full-time and part-time students, ‘respectiveyly. Indeed, financial aid accoﬁnted ~for 33
percent of the total amount charged full-time dependent undergraduate studénts to attend
public 4-y§ar colleges, 45 perceht of the amount charged to attend private;non-proﬁt 4-
year collegeé, and 17 percent of the amouht charged to éttend public 2-year institutions.
Whether a stvadent receives ﬁnanéial aid as well as the amount and tYpe of aid varies by
family income. At publié 4-year colleges, financial aid accounted for 54 percént of the:
sticker price for students frofn low-income families compared to 17 percent for students
from higﬁ-income families.
-As a result, the net price of a higher education has inc‘réaéed at a more moderate
rate than the stick¢r price. The total financial aid availablé to students has increased By 85
percent over £he past decade, with loans accounting for two-thirds of this increase. |
| During fhe past decade, the constant-dollar value of institutional aid more than doubled.
As recommended by the National Commission on the Cost of Higher-Education,
| and as required by Congress in the Higher Educa%ion Amendments of 1998, the
: ﬁbepaﬁn1ent l’ias undertaken a numéer of activities to provide better vinfoi’mation on
‘_ college costs and prices to students and families — théconsumers of higher education. As

a first step, the Department, working with the higher education community, developed a

. National Center for Education Statistics, /998 Condition of Education.
' The College Board. Trends in College Pricing. 1999.



consistent niethc;dblogy flor reporting the cost of providiné education incurred by
instifutions of higher education, and redesignéd of %he Integrated Postsecondary
Education Data System,(I_PEDS) to incorpoi‘ate this methodology. The Department has
also de\;eloped two web-based data dissemination systélhs;:
e College Opportunities Qn—Liné (COOL), yvhich displays inforination‘ on individual
postsecondary institutions designed fOI",LIS‘G by parents and students; and
e Peer Ahalysis System:(PAS), which .ena'b‘les individua1 postsecondary insiitutions to
compare their IPEDS data with a group of their peer ‘institutions. :
As tl;; required by Congfess, the Department ‘will also be undertaking a cost study
to identify cost drivers and their relation to> prices;v to explain postsecondary institutions’ -

practices; to examine the impact of technology and construction costs on educational

expenses; and to analyze the relationship of student financial aid to price.

How Much Does It Cost to Provide A Postsecondary Education?

The cost of providing a higher educétion has increased significantly. Betwéen
1987 and 1996, expenditures per fu]]—tinie—,eduiyalent student rose, after controlling for
I, inflation, by 9 percent. The cost of providing an education at a 2-year college rose by
oniy 6 percent, while the coét of providing an educatién at al4-year rose by 10 pefcent
IL over the peﬁod; again, after controlling for inflation. Thus, ];aﬁ of the increase in price —
tuition and fées-- is the result of tﬁe increase in the cost of providing a'higher educati.on.
Some of the increase, however, has resulted from shifting mdre of thé COst to students and

. families.



Itis imﬁonant to remember that families and students e}ré not buying the samé
higher education theky were 26, or even 10, years ago.~ The value of highe; education
today has been considerably enhanced by the availabi]it’y of computers and internet
access, smart classrooms, modern science laboratories, new academic programs, more
extensive intf:mational programs, counseling centers, remédial services, énd physical
education facilities. Changing expectations about the quélity of cémpus life have also
driven up the costs for some institutions. Arguably, students and families are buying a
different product; and they have a wide range éf institutions and prices from which to
choose. In addition, as previously mentioned, institutional financial aid has increased
s dramaticall?, but this increase ﬁas come with the consequence of some; institutions having
raised tuition to generate revenues to support additional ﬁnz;ncizﬂ aid.

The‘t’uition and fees that students péy do not cover the full cost of insbtructi.on at
either public or private ;:olleges. At pﬁblic colleges, tuition and fee revenue aqcounted
for only 19 percent of total revenues in 1995-96. At private, nonQproﬁt colleges, tuition
and fee revenues accounted for 41 perceﬁt of total revenues in 1995-96. Therefore, eéch
studént’s education is “subsidize_d” to a great degfee by other sources of revenue.

.- Changes in tﬁese revenues are &pica]]y reflected in changes in tuitions. For example,

- State apprdpriation_s to public‘colléges declined as a share of total revénues for public

- colleges from 43 percent in 1985-86 to 33 percent in 1§95-96. During this pleriod, public
_ institutions of higher education raitscd' their tuitions and increased the share of revenues

“from tuition and fees from 15 percent to 19 percent. However, with recent increases in

" National Center for Educatioh Statistics, /998 Digest of Education Statistics, Table 326.
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State higher education appropriations, tuitions at public colleges, at which 80'percen‘t of .

all undergraduates enroll, have begun to stabilize.’

The Federal Role
A primary Fedefal requnsibility in higher education is to eliminéte :
differences in college enrollment rates by income level and sc;cio-econ,omic 'statu;q.
Federal student financial assistance has played a significant role in opening the doors of
cél]ege to low-and moderate- income'Amélfica'ns‘, and has'dout‘)led since 1993 -- from $22
billion to $50 billion a year. Investment in student financial aid yields signiﬁ;ant returns
to tfle Federal go_veniment and ‘ta.x;;)ayers* The Department estimates that the student aid .
programs return well over $3 to federal tax payeré in terms of increased tax revenue for |
every $1 spent on the s'.cudent aid programs. To compléﬁwnt the significant F ederal
investment in student financial aid, both States and higher education instituti;)ns have
significantly increased the amount of gllant éssistance ovér the last decade.
Expanding access to hi ghéf education has been a continuing priority of this
Administration. To expand access, we have:
> increased Pell Grants for economically disadvantaged students from a maximum
award of $2,300 in 1993 to $3,300 in 2000 and will propose to further
o increase the maximum award to $3,SOO in the fiscal year 2001 budget;
}\r} increased Federal Work-Study funds by 40 percent between 1993 and 2000,
héiping one million students work their way through college; |

> reformed the student loan program, including authorizing the direct loan pro gram



that has rhade it easier and chéaper to get student loans, saving student
borrowers an overall $8 billion in interest payments and fees, and éaving
tax;;ayers, an additional $5 billion since 1993.
» provided students with additional repayment options, including ipcome
- contingency repayment; that will nét limit their education plan's or fesftrict
their ‘career' choices; and

» enabled 4.7 million families to benefit from the President’é Hépe Scholarship and

| Lifelong Leamirig tax credit in the first year these credits were available, tax

year 1998. More than half the families who claimed the credit ‘earned less
than $50,000 a year and four th of five families who claimed the credit
Aearned less than $75,000. The number of famﬂies will increase significantly in
future yea}s.

For fiscal year 2001, th¢ President is proposing a new College Opportunity tax cutA
that would expand on the Lifetime Learning tax credit. This new tax cut would prOQiAe
tax relief for millions of families struggling to make cqllegé more affordable. When fully
. phased in for tax year 2003, the President’s prbpésal would give families the option to
- claim a tax déduction or a tax credit on up to $10,000 of tuition and fees — providing ﬁp
. to $2,800 annually in tax‘ relief i:)er family -- for any postsecondary education including
college, gfaduate study, or training’ ch;rses. In order to expand ’this tax cut to more
© families, the College Opportunity tax cut would rai~se _thekpharse‘out for married filers
ffom $80,000 ‘an.d $100,000 to $100,000 and $120,000. |

The Department is confident that expanding financial assistance to students and



families through tax deductions and credits will not result in tuition increases. Students
and familiés must pay the tuition b'efére they can claim the tax credit thus reducing the
likelihood that the credits will cause tuitions to increase. Tuition actﬁally increased less |
after the implementation of HOPE and Lifetime Learning Tax Credits than it did in
preyiOus years. indeed, tuition and fee increases th?'s past year were the lowest in the last
four years. States like; California ar'ld Massachusetts have even cut tuition for their
éol]eges. |

The Department is also optimistic that colleges and universities will not féduce
their financial aid programs because of the expansion of tax credits and deductions. |
Secretary Riley has written college presidents asking them to ensure thét the tax ben¢ﬁts "

Congress and the Administration intend for studeﬂts and families are not offset by higher
expected famiiy contributions in institﬁﬁoﬁs' financial aid formulas.

In addition to pfoviding student financial aid, the Department supports programs
to hélp low-incqme students preéare for college, and té increase retentioﬁ and success
rates among theée students. The Federal TRIO pr(égrams (Upward Bound, ‘Talent Search,
and Edugational Cpportunity Centers) have lQng playéd an important role in helping low-
income stu&ents blan and prepare fof college, ‘:anvd,h’as helped these studentsk‘successfully
cémple'te higher education through the Student Support Services and the Ronald E.
McNair ]’ostbaccalaureat‘e Achile\{ement Programs. The new Federal initiative, GEAR

i UP, expands early college preparatioﬁ to serve whole classes of middle and high schéél

students in low-income areas. As we raise the hopes and expectations of these students,

.. The Céllege Board. Trends in College Pricing. 1999.



we muét continue to ensure that opportunities exist for thém, and for all Americans, to
continue their education beyond high school.
A perosed new College Completbn Challenge Grant imitiative within the TRIO

program is designed to iné:rgase retention and success rates through a comprehensive
' approach inc]uding pre-freshman summer programs, suppért services, and increased aid
to students during their first two years of study. The Department's ongoing evaluation of
_ the TRIO Student Support‘ Servicéé program shows that at-risk students who receive

, targeted.support servic‘es persist to degree completion at higher rates than at-risk students
who do not receive such services. It also indicates that support services make a
| significant difference on ‘thrvee separate studeﬁti outcomes—grades, credits earned, and
retention. Through adciitional gra;lt éssistanée, complemenfed by a étrong Student
. Support Services coméonent, the Department could help reduce the educational

" attainment gép betwéen upper- and lower- income groups.

Under the leadership of Secretary of Education Richard Riley, the Department hvas
establishéd the Think College web site to help fulfill its mission. The site provides
information about Depértment c;fﬁces and progranﬁs, ED news, reports and p‘ubnlicaticms,
and education initiatives of the President and the Secretary, whi;h inclgde fhe Think
College initiati‘ve.

The Department’s Fund for the Improvemént of Postsecondary Education (FIPSE)
works with institutions of higher t;ducatién to stabilize or reduce costs. Most"recent'lxy‘, |
FIPSE provided grants to institutions to explore and'adopt innovative approaches to cost

containment, while maintaining high quality education. Successful projects will serve as



best practice models for other higher education institutions. We ekpect that these
innovations will yield long-term benefits in holding down the cost o-f higher education, |
and ultimatély, the pﬁce students pay to attend college. |

Finally, th¢ Department is working with colleges and universities to identify
federal regulations that are overly burdensome and that may iﬁcrease college; costs.
These regulatioﬁs‘will be rewritten or eliminated. This_effort was‘initiated pursuant to the
Higher Education Am'endn%ents of 1998. Several meetings have been held around the

country to solicit suggestions on how to reduce colleges' regulatory burdens and costs.

Conclusion

One of the importaﬁt challenges we face as a Nation is hélping to keep college
affordablé for all Americans. In thé future, insti‘tutions‘ of higher education rnay be able to
cor;tro,l their costs to a greater extent than they have in recent years. However, in their
efforts to improve’ quglity and meet the expectations of .today’s college stude‘nﬁ, it may be
inevitable that costs _Will continue to rise. Whether institutions will be able to increase
revenues from sources other thap tuition and fees will’ determine whether thé price
charged students will rise.

In light of the continued increase in the price of higher ecfucatimu studeﬁt
ﬁ'nancial assistance wiH continue to beﬁ c;itical to maintaining college affordability for all -
s%udents. It is, therefore, important for the Federal government to provide an appropriate

combination of grants, loan$, work-study opportunities, and tax credits to ensure that all

~ students can afford the net price of higher education.



