Today there are 7 newsclips related to higher education.

NYTimes Decries House Republicans' Higher Education Bill The New York Times (5/6) editorializes, "The Higher Education Act of 1965, due to be re-authorized by Congress this fall, was meant to ensure that no academically qualified American would be barred from college for financial reasons alone. But the door has been steadily closing, thanks to soaring tuition costs and declining student aid." House Republicans "have suggested changes in the law that would make things worse. Their bill would fail to increase federal Pell grants, which covered more than 80 percent of the average public-college tuition for the poorest students a quarter-century ago but covers only about 40 percent today. Without a long-overdue increase for Pell grants, everything else amounts to tinkering at the margins. Meanwhile, the bill would increase students' debts by wiping out a provision that allows students to consolidate their loans at a fixed low rate." The Times adds, "On the plus side, the bill would require banks to return a portion of their excess profits on student loans to the government. But it ducks a much more important reform: replacing the Federal Family Education Loan Program, which unnecessarily enriches the banks, with a direct loan program that would allow students to borrow directly from the government. This would save billions of dollars that could then flow to student aid, not the banks." 

Bank Profits Shortchange Students

by Bob Shireman
April 29, 2004
Americans' worries over paying for college seem to rise even faster than escalating tuition. So it is understandable that members of Congress, as they rewrite the nation's higher education laws this year, are trying to come up with ways-including increasing the long static limits on student loan levels-to ease the burden. Under congressional budget rules, the legislation expected to emerge as early as this week from the House Education Committee will have to balance any expanded student aid with savings somewhere else. And all signs suggest that the committee will make the wrong choices.

There are two different systems for providing student loans. From the student perspective, they are essentially the same. But from the taxpayer's perspective, one costs a penny or two for every dollar lent while the other costs about ten cents on the dollar. In the more efficient approach known as direct lending, the capital for the loans comes wholesale (through U.S. Treasury auctions) and the loans are distributed by the campus along with other federal aid. After students graduate, payments are collected by private companies through competitive contracts with the U.S. Department of Education. The interest income to the government helps to recoup the costs of defaults, subsidies to students, and administration.

The other approach is so Rube Goldbergesque that almost no one can really explain it. But the basic structure is this: the government accesses capital by promising banks a retail-level rate of return set by Congress, and the loans are delivered through systems that are separate from other federal aid. The bank guarantee is administered by state agencies, which get payments set by Congress, and those same agencies make collections on defaulted loans, keeping a percentage that is also set through the political process in Congress. In this government-guarantee program, the interest and default risks are covered by taxpayers, while the income goes to the banks and other entities such as Sallie Mae (along with a few crumbs to state agencies that help maintain political support for the program).

If you're wondering whether there is any good reason to maintain this separate, expensive system, the answer is no. Over the past decade, England, New Zealand, and Australia have all developed their own student loan programs to improve access to college. They all looked at the U.S. system of government-backed student loans made through banks. They considered the alternatives, the costs, and the benefits. Not one of them followed the U.S. example.

The United States started to move in the direction of a sane, efficient program in 1993, when Congress made a serious effort to restrain the burgeoning budget deficit. The Clinton administration and a few Democratic and Republican members of Congress saw that billions of dollars could be saved by implementing a direct student loan program. Fighting an onslaught from the banks and a host of other entities that benefit from the faux-private system, they got much of what they wanted.

The phase-out of the government-guarantee system began with colleges that volunteered to participate, and it was intended that additional institutions would be brought on board at a later stage. Even with the election of a Republican Congress that threatened to eliminate the new program, direct loans grew to about a third of all new student loans in the third year of the program.

But in 1995 the new Congress demanded that the Department of Education stop the phase-in of the new program. In order to preserve the partial phase-in of direct loans, the Secretary of Education proposed a truce in the fight and embraced the idea of "choice." Not student choice, but college choice of the program that would serve their students. Since then, choice has been the reigning mantra in the direct-versus-guarantee fight.

Now think about this for a minute. In either program, the loans are essentially the same. But we're telling colleges that they can decide how much it will cost taxpayers to provide the benefit. Perhaps we could apply a similar approach to some other programs. How about we let Social Security checks be delivered by Federal Express if the beneficiary so chooses? How about Food Stamps: let's let the poor choose to have them delivered via singing telegram if they want, at taxpayer expense. 

Today in several state capitals the functional equivalent of these perverse results are emerging. State agencies that get a small portion of the bank profits in the guarantee program are pressuring colleges in the direct loan program to change their allegiance, in order to bring income into the state. In California, the $5 million or $10 million that this shift might bring into state coffers pales in comparison to the $70 million that it will cost taxpayers. A similar disturbing scenario is emerging in New York. And the U.S. Department of Education is standing by idly, even though the pressure tactics may be illegal.

Guaranteed loans have resulted in huge taxpayer subsidies for banks and other lending entities. According to the latest Fortune 500 rankings, as the largest holder of federal student loans Sallie Mae is the second most profitable company with a 36.9 percent return on revenues. The obvious thing to do is to cut back on those excess profits so that students can be helped more than they are today.

But so far, Congress is taking only baby steps in curbing its gifts to Sallie Mae and banks. Instead of really challenging the industry, the committee is looking to charge higher interest rates for students who consolidate their loans after they graduate. The committee chairman's justification is that these are no longer deserving students, but they are graduates who already "have realized their dream of a college education and have entered the workforce." I'll tell you whose dreams have been realized: the banks and Sallie Mae. And we're all paying dearly for it.

Banking Industry Reaps Billions in Profits That Could Be Applied to Student Aid
April 29, 2004
New data from Center for American Progress released today demonstrates billions in federal student loan money is needlessly siphoned off to the banking industry. Billons of dollars in additional low interest federal loans would be available for needy students if each college and university in America cut out the bankers and offered financial aid through the Direct Loan Program. The report, Putting Students First, identifies the savings at the institutional and state level. 

Currently, schools can offer their students loans administered through the Direct Loan Program or the FFEL Program. In the FFEL Program, banks make the loans, but the government guarantees repayment in the case of default and guarantees a profit for the bank, paying a subsidy if the student interest rate falls below a set level. In the Direct Loan context, the government is the lender, eliminating the costs of a middle man and ensuring that the profit goes back to the taxpayers. The cost of administering the FFEL Program is 10 times higher than the cost of the Direct Loan program.

The report recommends that the savings realized from shifting to the Direct Loan Program be passed along to students in the form of expanded student aid. Carmel Martin, associate director for domestic policy at the Center for American Progress, noted: "Just imagine what UCLA could do with $14.4 million per year in expanded student aid. Penn State could be given access to $27 million in savings and the University of Texas System could be given over $42 million per year." 

The Center has released the data to inform the debate as Congress considers legislation to reauthorize the current student loan programs. Some members of Congress have argued for ending the ability of student borrowers to consolidate their loans at fixed interest rates as a way of realizing savings and expanding aid. Martin urged, "Those who want to generate savings by making it harder for students to pay off their loans should look at the numbers. Direct lending is a better deal for students and taxpayers alike."

The full report can be found here.

Report Indicates Current College Financial Aid Levels Too Low For Poorer Students 
Investor's Business Daily (5/6, Cowden) reports, "Most experts agree that a college education is essential in today's economy, but a new report claims that fewer and fewer Americans will be able to afford one. ... According to a report by the Institute for Higher Education Policy and the nonprofit Scholarship America, current financial-aid levels aren't enough for low-income families to cover rising tuition costs let alone living expenses and books. Need-based federal Pell Grants were enough to cover 84 percent of education-related expenses in the 1970s, the study found. By the mid-1990s, that number had dropped to 34 percent. The maximum award from a Pell Grant in 2000 was $3,125." IBD adds, "The average college graduate carries between $15,000 and $17,000 in debt, according to the American Council on Education. To keep that burden from climbing even higher, the IHEP study says, many lower-income students take out expensive private loans and work side jobs that leave them little time for their academic responsibilities. ... 'They work more than they should, they maybe borrow more private credit than they should, and the result is they don't succeed,' said Carl Dalstrom, president of USA Funds, a guarantor of federal student loans." Jamie Merisotis, "president of the IHEP, argued that the solution to the problem is more need-based loans, not just from the government but also from the private sector. ... Merisotis said he saw no problem in providing aid to middle-class families but believed that without need-based aid, lower-income families will increasingly decide against attending college at all. ... Doubling the payoff of federal Pell Grants, he said, might be a good start." 

Nearly Half Of All College Students Now Over 25 
The Detroit News (5/6, Feighan) reports, there is "a growing trend at colleges across the nation, and one to which more schools are adapting: nontraditional students. Seventy three percent of all college students are considered nontraditional -- students who are juggling full-time jobs and school, parents who attend part time or those who are older. In 1970, 28 percent of all postsecondary students were 25 or older; in 1999, that had climbed to slightly less than 40 percent, according to the U.S. Department of Education. Today, almost half of all college students are over 25, according to the Association of Nontraditional Students in Higher Education reports." And "community colleges were the first to pay attention to nontraditional students about 20 years ago, said Janice Hadfield, president of the nontraditional students association." But "eventually, four-year schools began to follow suit, recognizing that it was financially beneficial to attract nontraditional students because it costs less to educate them." 

Kansas To Extend In-State Tuition To Some Illegal Immigrants 
The Associated Press (5/6) reports, "A bill offering some illegal immigrants a tuition break at Kansas' public colleges and universities cleared the Legislature on Tuesday and headed to Gov. Kathleen Sebelius, who plans to sign it. The House voted 68-54 for the measure, which won Senate passage earlier this year. The proposal extends in-state tuition...to illegal immigrants who have attended a Kansas high school at least three years and graduated or who earned a general educational development certificate in Kansas. To receive the lower tuition, an immigrant would have to be actively seeking legal immigration status or plan to do so when eligible." 

DAVIS URGES OPM TO FOCUS THE FIGHT AGAINST DIPLOMA MILLS
House Government Reform Committee Chairman Tom Davis (R-Va.) recently sent a letter to Office of Personnel Management Director Kay Coles James suggesting that the primary focus in the fight against diploma mills remain on defining

what constitutes "legitimate educational achievement."   "OPM and Director James deserve high praise for the steps they're taking to help agencies weed-out applicants and employees who present academic degrees from bogus institutions," Davis said. "But with this letter I want to refocus on an important point: to truly get a handle on this problem, we first need a framework for distinguishing legitimate schools from illegitimate ones, a plan for tracking legitimacy over time, and a way to get this information to all federal employers."  OPM has already devised a plan to fight degree fraud in the federal government. OPM plans to review and revise employment and background forms to require job hunters and employees to distinguish between academic credentials from accredited schools and educational accomplishments from other organizations. In addition, OPM will expand its oversight of issues related to diploma mills by hiring extra staff to oversee the adjudication and conduct follow-up personnel background investigations.  According to Davis' letter, these two steps alone may not be sufficient to eliminate the use of diploma mill degrees by the federal workforce. Davis is concerned that federal employers may not have access to information that would allow them to determine whether a degree represents legitimate educational achievement.  Davis is requesting James to produce the following documents in the joint efforts to fight diploma mills:  

* Documents related to or containing any government-wide strategy or plan

for informing federal employers about whether a particular institution or

organization is a diploma mill, including whether an institution was a

diploma mill at a particular point in time. 

* Documents related to or containing any plans for tracking the

accreditation status of schools. 

* Documents related to or containing any plans for ensuring that persons

claiming degrees from unaccredited institutions are not disqualified from

federal service on the basis of nonaccreditation alone or their

representation of educational accomplishment on the basis of the

unaccredited degree. 

Here is the link to all of today's news articles:

http://www.bulletinnews.com/education/
