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PREFACE . v

At a time of/: mounting preaaure to constrain federal. ‘spend~
ing, the Congress ‘ts about to reauthorize the Higher Education
Act. One critical issue 1s whether to maintain or altér the
.current focus of the ma jor federal student assistance programs.

A number of proposals are being considered. Some would signifi-
cantly Increase the federal role. in at\udent assistance; others } -
would reduce and: retarget federal ald. This paper examines .the
~ cdrrent fedetal role and analyzes the probable impact of the

various propoaala.

. « The report was prepared in response to requests from the
Senite Budget Committee and the Subcommittee -on Postsecondary
. Education of the House Committee on Education and ‘Labor. In
_ . accordance ‘with the Congressional Budget Office’ 8, mandate to
. - provide objective and 1impartial analyaea of budget 1issues, it
contains no recommendationa. '
: The report was written 'by Bavid Longanecker of the Human
v . Resourges and Communit:y Development Division, with the assis-
- tance of Deborah Kalcevic and Fay Jan Lim under the direction of
P ,David S. Mundel. Francis S. Pierce edited the manuscript, and '
//.4R68ett:a' Swann gyped the several drafts. The author wishes to - '
/f/ thank Wayne Anthofer, Ellen Arvidson, Jill Bury, Alfred Fitt,
- : Joel Slackman, and Larry Wilson for their comments and assis-

thnce. | | z‘
. o .

’ /

Ny ) . -
Alice M. Rivlin " . . J-
N Director
March 1980 ; |
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Two unique conditions ‘make the task of deaigning futyre

postsecondary education policy particularly challenging this
year. First, the federal role ae a provider of student assipt—
ance was 1lncreased dramatically in 1978 by passage of the Middle
Income Student Assistance Act, and the full costs of, implefent-

- ing MISAA are now coming due. Second, the Congress faces

7

-

increasing pressure, both internally and externally, to reduce
federal apending.

The tradeoffa are clear. Federal benefits can continue to
be diatributed broadly to postsecondary students, resulting in
aubstantially increased federal expenditures. Alternatively,
funding can be reduced. Under current law, the reduction would

-affect lower- and moderate-income students more than others.

New legislation could target féderal eaagstance more directly on
the most .needy students, so that costyreductions would be borne
more by middle-income studenta and their families. , v

. ~ . R}

THO GOALS OF POLIEY | ‘ : .

. L
~ .

Federal policies seek ° to purgue two goals simultaneously--
to,achleve equality of opportunity, and to reduce financial bur-

depis for most students sand their families. '-The first goal,
medsured in .terms of educational attainment,”dhas nqt yet been .
-adhieved; lower-income youth remain much less” 1ikfely to attend

college. But some progress has: been made over the last decade
id narrowing the gap in college enrollment rates. Many of
igpediments that remain are- not financial in nature: poor educa-
t{onal preparatfion, lack of -awareness that financial aid 1is
a%ailable, and students' lack of confidence that they can bene-
fit from higher education._

:  WitlP respect to the second.goal—~reddting the burden of
college costs on, students from middle- and higher-income
families--the evidence 1is also mixed. Family incomes, even

after taxes, have grown more rapidly than average. collége

student coata~over the -last decade, suggesting thdt the burden

on families ‘has not increased. DUn the other hand, “sibling

v

overlap"-—that: 18, the number .of years in which a feinily 1s ,
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1ikely'to have more than one child in college--has increased.

Furthermore, the costs ‘of attending specific ‘types of. institu-
tions, . particularly private colleges and -universitieg, have :

increased -more rapidly than family incomes.

1y

WHO RECEIVES FEDERAL STUDENT ASSISTANCE? _ - o

13

The federal government -has developed two types of stddent
assistance. programs=-grant progams and self-help programs (loans

~and work-study). Until the ‘Middle Income Student Assistance Act -
~work-study .of 1978, Congress had targeted -most grant aid on stu- -

dents from 1ower-income families. MISAA expanded the ma jor,
grant program, Basic Educational Qpportunity Grants (BEOGs), to
include many middle~income families. (The BEOG program still

assists principally students, from lower- and moderate-income.
‘ families. In 198Q, 82 percent of the benefits wil]‘/go to stu-’

~dents from families with incomeg uh?er $15,000.) - MISAA also
expanded the Guaranteed.Student Loan program (GSL), making all
students--regardless of their family incomes--eligible for in-

school -interest-free loans. Volum& in the GSL program increased-

more than 50 percent "in fiscal year 1979. Although the income
distribution of GSL borrowers is not known, it is fair to assume
‘that most of the increased borrowing is occurriqg among middle-
» and higher-income gtudents who were not el&gible for the- highly
subsidjized loans prior to MISAA.
)

ff current policies are continued, federad funding for stu-
dent assistance will be $5.7 ‘billion in fiscal year 1981. This
funding will provide '$9.6 billion in aid to students, 33 percent

of it as.grants- and 67 percent as self-help (loans and work

study). (See Summary Table 1.)

The jederal‘govbrnment also provides nonfinancial. assist-
ance for academically, culturally, or economically disadvantaged
students. This effort receives about 3 percent as much funding

as student financlal assistance. While not much is known about

the ,effectiveness of these programs, one, Upward Bound, appears

to have been successful in  encouraging participants to-attend
college.

)
.

n

| WHAT OPTIONS ARE AVAILABLE TO THE. CONGRESS?

Thi Congress has three basic reauthorization and funding
options: It can maintain the current programs, perhaps With

L4
4
- id
.
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FEDERAL STUDENT. ASSISTANCE--FUNDING, BENEFITS,
AND RECIPIENTS: IN MILLIONS "OF DOLLARS AND
THOUSANDS OF RECIPIENTS

\ ot
- . . Current Level
’ T . af Services’
* » 7 . 1[1‘1981
Federal Student
Grants - . w
Funding ' . 3,036
Benefits . 3,142
P
Recipients . ‘ ; 3,455 s
Federal Self-Help =
(Loans gnd Work- . ,//6>
Study) . : . '
Funding e ' ,,2,6\34
Benefits . 3 ' 6,418
Reciplents ERE . 3,983
TOTAL L ’ . -
Funding o i ) 5,690
Benefits ) s . ) 9,560
- Recipients BV 7,438,

-

some refinements
the federal role
federal pole.

* "

and 1mbrovedé@ta. It can expand and redesign
in student assistance. Or it can reduce the.

~e

Maintaining Current ‘Programs

Maintaining current programs Qould not signifiéantly alter
either " the costs or the distribution of .benefits, at _least
initially. 1In fiscal . year 1981, benefits would increase by 8

percent, principally to keep pace with inflation. Federal coat%}
Lo . o :

T
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,§’ would tncrease 5 percent. in ubaequent years, some- signifi-
.Y cant changes would occur., Co;ks of° the BEOG program would .
S decline as growth in family jincomes reduced students' eligi-

. btlityv GSL. costs wpuld increaae, xhough less rapidly than in
. - the Last fey years. .

) .
’
. N »
. L]

Egpanding the Bcope of . Student Aaaiatance R

- .
hd »

.-
. A )

-~ . ‘e

' C Y ~

',5192 woulJ increase program benefits by $1.3 billion (52 per-

Erom families' with incomes above and below $15,000 (aee Summary
Table 2). .Under H. R 5192 BEOG "costs would increase’ dram%tic-
v ally in future yeara, growing to $5 1 billion by 1984.

" Althou&h H R. 5192 also %ould expand the GSL program by

. making parents eligible to borrow (at a less highly subsidized
+ rate 'than™students) and liberalizing some Jporrowing limits, this
would not significantly ingcrease GSL activity. In fakt, there
are few ways in’ which the GSL program could be greatly expanded

because all, students enrolled. half- time or mgfe are already

_eligible for the loans.

Because the— Special Programa for Disanantaged Student33
currently reach only a small - portion of tife target population,
. ~ and because the current supply of potential project sponsgors -

appears to exceed avallable funds, these programs could be
significantly increased in ‘8lze. Funding for- the Upward Bound

. progrdm, for- examplef could probably be expanded by as muth as -

50 percent aimply to accommodate demand from additional quali -

fied sponsors. "Increases in other Special Programs' could also

. be eaaily implemented. L ——

Lo Reducing the'Federdl Role B . -

Thes federal role as a prbv/ﬁer of student assistance could

'ﬂ* bé reduced efther through appropriations -or through authorizing

actions. N . : Y

apprepriatidns process. Using ‘this' aourse of “actfon, however,

prﬂgyams, impoaing a limit on funding could have the perverse

¢

HoR. #5192, paaaedﬁby the House of RepreaentatiVes, wouldltf
. expand federal student aasistance principally through increases - \
) in the BEOG . program. Fully funding the BEOG component of #.R. -~

. cent) over eXtending current programs to. 1981, In total, the-
micreased benefits would be about evenly split between studental:

A Conatrainta have been 1imposed 1in the . past through the

could create problems in the future. "Given the current:mix of

*

L




SUMMARY TABLE 2. BASIC EDUCATIONAL OPPORTUNITY GRANTS ‘PROGRAM——
/ ' DISTRIBUTION -OF BENEFITS AND RECIPIENTS UNDER
_VARIOUS OPTIQNS, FISCAL YEAR.198k: BENEFITS IN

- . . MILLIONS OF DOLLARS, RECIPIENTS IN THOUSANDS ' B
S \L | L
. o . o ! o S Yy
- Parengg' .. . Aot - * -Readopting , .
AdTusted ©o S . 20-30 Percent

ncome . of Services JH.R. 5192 ' Rate B

o " (in 1980 U T - .
doliara) Amount Percent Amoynt Perkent = Amount Percent
. ' [3
.' N . - . . ) .

A,k{gross . Current Level -« S 'Assessment

- ) W L
" 0-14,999 . i
. Benefits 2,186 - 85 2,861 74 - 2,026 96 -
Recipients: 1,894, 75 2,158 59 1,757 92
; ,
3 ' 15,000-19,999 * o L | SRR
SR Benefits 335 13 906 23 89 4
Recipients 540 21 1,263 « 34 155 8
3‘0 ,00Q + . . ¢ )
Benefits 40 2 120 3 2 0’
y Recipients 91 4 . 262 7 > 2 0
e . - ' [ m ‘;IOTAE; - e - - 7 - - i - - .- S TToT o ) - ) ) ' o
- Benefits . 2,561 100 - 3,887 100 . 2,117 100
. © 7 Recipients 2,525 - 100 3,683 - 100 1,914 100
- effect bf“feducing grant asaietance to needy students while
- . leaving totally .unchecked ‘the growth in ‘loan subsidies to
higher-income studenta. " Because it 1s an entitlement program, -
the costs of the GSL program--which provides aid regardless of
need-cannot be controlled through' the féderal budget and
' appropriattone process. Reductions in student assistance, .
‘. . funding would have to be made in programs Jther than GSL. Most
' s o;her programs, however, have minimim funding levels mandated by i
' ‘current law. A subetantial budget reduction 1d have to be T
‘ ‘absorbed within tH® . BEOG program. A small reduction in the BEOG
program .could be' made without substantially reducing aid to
v
' »
“~
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16wer-incomc students because the program has a scheduled
reduction- formula that protects‘ﬁwarif for the moat needy stu~
. dents. Reduclnb the BEOG program by more than $250 willion
" helow . the cyrrent level of funding, howeVer, would cut aid to .
Iowcr~1ncomqr students ,aé/ well as moderase- and middle-income °
students.~- * _ ) Co ot

[ . v
L

An alternatlve would be to (edeaign the atudent aid pro—
grams to -reduce the . federal role 4n student' assistance- while
mu{Ptatntnb benefits fbr lower-income ‘students.

"
.

.Most of the propoaala for reducing the federal role have
tocuaed on redealgngqg the student loan programs. Loans are the
primary source of assistance to students with little or no -fi-
. nanckal need, so they offer the greatest potential for. retar-
beting add to needy students. T&w’legialative proposals, one
'propoaed by the Administration (S. 1840) and one proposed by
Senators Bellmon and Kennedy (S. 1600), would continue to pro—
vide highly subsidized loans to students with assessed need but
eliminate the costly Iin-school interest-free subsidy for other
students: Both Pplans would also allow parents to borrow under

-~ the less highly subsidized program. Either _of these options

would, cost appreciably less {n the long run than the current .set
of programs (see -Summary Table 3). The -Administration's
proposal, however, would actually require increased feéderal out-
lays in the first years because it would mandate full appropria-
tions for all the -need- based loan ‘capital. S. 1600, on the’
other hand, would be finarced through federal borrowing; annual
capital costs would initially be considerably lower, represent-:
Ing only interest on the borrowed funds. The Administration's
loan plan for needy students would be phased in over three years
to avoid excesslive initial costs.

Although no 1egialation has been proposed that would con-
trol student assistance costs by restructuring student grants,
such options are possible. . For .example, simply returning to the
family contribution schedule that existed prior to MISAA, would .
significantly reduce the scope of the program--costs would be
reduced by $444 million below.extending the current.program, and
the number of reciplents would be cut- by 611,000 (24 percent).
Nearly all of the reduction in recipients would occur among
families' with incomes'above $15,000. All remaining recipients,
except thoae with no discretionary income, would receive smaller
awards. K .

v, . “

o ) - xvil
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COMPARATIVE 'COST KSTIMATES FOR VARIOUS STUDENT

»

“. SUMMARY TABLE 3.

- LOAN OPTIONS: IN BILLIONS OF 1981 DOLLARS o '
. —r RN £ —— o
- \ I : o x '
e e ,ﬁirrent LT 5. 1840 -
o " . - Programs. H.R<'5192 S. 4600' (at 60%)
' _:-._:, ', : . . ¢ ' N . ‘ 4 . . . v
" ¥iscal Year 1381 T . ' B
Costs, Including - ) _ } © .
Prior Obligations 2.0 2.1 1.5 2.1
First-Year Cost of o ' Lo
~New Loans Pro- : X . .
vided in Fiscgl Year . ‘ ' - v
b ’ ].981 - . ¢ . 0'7 0.7 . '0'5_ . 1'2 ¢
. , Long-Term Cost of
) New Loans Pro- .. .
vided In Fiscal Year . :
1981 - . 2.8 2.9 2.4 1.3 \

*  Assumes 100 peréent funding rather than 60 percenﬁ.
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CHAPTER I. INT#LDU ION

‘

passage of tHe N tional Defense Education Act/in 1938 which
provided studpnt

educated manppwer for an increagingly technological aociety. In

concern ‘was expressed that minorlty and lower-
ad much lower rates of college attendance. .In

. tion Act ‘of {L965., The ‘act offered assistance primarily to stu- .

dents who ofhery{se/might be unable to attend college, Over
time, howevelr, Cppress expanded the scope of its legislation to
help reduce burden of college. costs ‘for middle-income
students a , culminating in the Middle Income Student

scope led reat 1ncréases ‘'in federal costs. From a

" relatively [modest, $250 million in Ffiscal year 1965,. federal

spending fo

student asgsistance hag increased more than 20 fold
to"more tha

$5,2 billion An 1980. ¢
; ' The feglera government provides student assistance through
two types of programs: grant ald and self-help aid.1 Until two
years ago, .the grant aid focused primarily on assisting the most

-needy studepts-~thdt 1is, students who “aight not have been able

to attend: ¢ 11ege without the grants. But. the Middle Income-
Student . Assi{stance Act (MISAA), passed 1n 1978, extended grant
benefits to |many middle~income students by lowering the amount
that famili 8 are expected to contribute to thelr children's ¢«
education. o . . ) N

Over thd years, aelfﬂhelp aid. has been used in two ways:

provide gtudepts f™qm lower-income families. with “sufficient (j;ﬂ-\“

resourcea to ke up the difference between what they receive 1in

- . \'
makes funds available’ to students as pay for :
or as loans to be repald at a later date.

*

1. Self-=help ai
part-time wor

L4

' 4
.

f .1978. Not surprisingly, the expansion in '—,
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Ln additton to these forms of financial assiatance, the
. : federal government hag also de ped  programs
enCOurage motivate, and prepare pre-college students to con-

tinue their education beyond high school. Virtually all of this

S effort f0cu3e3 on students from diaadvantaged backgroundau
: . .-

. ._Thia year the Congreas will make decisidnd that will define

o .o the future ‘role of the federal govérnmeqt in postsecondary,
education. , ‘The authoriag the. Higher Educat#bn Act .
expires at the end of fiscal/yea 1980. Funding levels for the
various programs in, fiscal ,Zf) 81. wi 'l alsy need” to be estab-

A lished. 7 '

This paper addreasea 133ue3 cen

al to these two stts of

‘y -decisions.  Chapter II ‘examines the pgoblems currently addressed

by federal postsecondary education p

icies,

and the effective-

~ ness of the policies themselves.
. ' student grant progr
' : serve, and possible
legislative propoaals.

ptidna for

s——how these,

Chapter IV

Capter III analyzes federal
rograms evolved, wha they

future, 1including current
focuses on federal student

the'
A

self-help prqbrama--their structuref; their beneficiaries, their

. costs,and the ‘effects that cerf
have on costs and bengficiaries.

n legislative reforms might
hapter V deals with the ser=

vices provided through the Specigl Programs for the Disadvan-

. _taged.: Chapter VI examines thg overall effects of psoposed
. changes on the budget and on the fistribution of benefits. -
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CHAPTER [L. THE FOCUS AND IMPACE: OF FEDERAL POSTSECONDARY
: EDUCATION POLICY .

P )
e e ] v . < = T 0 -
LB

’ .
Federal . postaecondary education paolicy has two“ dominant

- goals: ‘ -

*

¢

o Promoting equalfty of educational opportunity for disad-
" vantaged students;

K . . .
L]

0 Reducing the burden of college costs for studenta and

their families. . [ S,
I
' . r .
' PROGRESS SO, FAR *
-
Equality of educational opportuni as meaaure& y- educa-

tional attainment 18 not being achieved by the fedeéral pro- .

gram. Students from economically 1sadvantaged .backgrpunds are
still ,less likely than others' to a®end, college and lgss likely

to stay In college if they do-attend. While it apgears that
- .federal student financial aid ‘may have helped reduce the gap 1in:

enrollment between students ' from lower-income families and

~ .others, ' further increases 1in financial assistance (beyond .
increases to keep pace with inflation) may not lead to signifi-

cantly greater educdtional attainment ~ among disadvantaged
youth. Rather, the ma jor impedimenta to achieving equal educa~ |

~ tionak attainment may lie elaewhere.

With respect to the second goal, that of reducing’ the
financial burden on gtudents, no compelling evidence :exists as
to whether, on average, students face a greater bunden today
than in the past. The success of 'the federal program is diffi- '
cult to assess for ‘lack of a single, agregd-upon indicator of
reasonable financial burden, particularly one that distinguishes
between magnitudes of burden over ‘time. Using various indica-
tors, however, the evidence appears mixed as to whether the bur-
den of college costs has increased for the average student in
recent years. While family incomes have generally kept pace
with incredsing average student chargea, thia is true only
because a larger proportion - of students have been attending
lower-cost inatitutiona. Indeed, for students wishing to attend
specific types of institutiona, average costs have indreased

3 e *

Py
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more rapidly than family incomes. Other factors, such as family
size, the number of college-age children, and the number or age
of family wage earners, affect family financial conditiong, but
their effects on family burden have also been mixed. -

4

PROMOTING EQUALITY OF. EDUCATIONAL OPPORTUNITY o '

~- a . -~

. " Youth %rom lower-intome families remain'appreéiably less
likely to attend college than those from higher-income families, ‘
although: the gap 1in 'attendance rates has narrowed during the .
last decade. 1In 1978, high-school graduates .aged 17 to 22 froq\ e ——
families with incomes below $7,500. (in 1980 dollars) were only
79 percent as likely to be enrolled in postsecondary education
ag all high school graduates of that age group who rema%g depen-
dent on their families for financial subport.1 The gap between
enrollment rates.for 19wer-income youth and all -youth has, how-
ever, ngrrowed substantially. 1In 1968.a 17- to 22-year-old high
school graduate from a family with income below $7,500 (in 1980
dollars) was only 65 percent as likely to be enrolled in post-—
secondary education as all high school graduates in the same age v

‘-cohort, appreciably less than in-1978. This change has been
brought about. by a ‘decline 1in the enrollmernt rates of other ‘

ncome groups rather than, by an'fhcrease;in low-income enroll- . :
/ﬁent rates (see Table 1), .. . ' IR ’

’

StuQents from poor and disadvantaged backgrognda also are
less likely to remain in collegé once they have enrolled. Among
1972 high school graduates, 72 percent of those of lower gsoclo— K
economic background who enrolled in college returned for the " -
second year of college, compared to 77 percent of those of -

W
. ' \ .
l. The comparisoi--1s restricted to high school graduates be-" 3.‘
- cause they are the only youth for whom postsecondary ed16a4
tion is a viable optiopn. To assure that the income comparizr
son are of equivalent types of family units, this specifi
analysis is restricted only to dependent students (that 1is, .
those who remain reliant on their families for financial : W
gupport), even though there may be important reasons why
many of the independent youth have severed financial depen- !
‘dence from the nqcleas family unit. ' o




TABLE 1. PERCENT OF, HIGH SCHOOL GRADUATES WHO ~ ARE DEPENDENT
FAMILY MEMBERS AGED 17-22 ENROLLED IN POSTSECONDARY .
EDUCATION, BY FAMILY INCOME, IN 1968-69, 1974, AND
£978 (INCOMES IN 1980 DOLLARS)

“Incoge-kaﬁgé 1968-1969 : 1974“ | 1276'
so— 7,499 , 3 33 Y

$ 7,500-14,999 ° Cwr U as e
$15,000-19, 999 . '47' S _37_?; 41
szo,obo-2§§999' | o s4 38 o 37
szs,ooo-gd,g99 | 56 42 41
| s30,ooo—39,§99 | 62 - w7 44
$40,000 + 76 e L™ 60
AL Depend;;t ok | L
Students R v 54 - 1 .43

S A

¢

SOURCE: . U.S. Bureau of the Censis, public use tapes of the
»? March Series of the Current quglation Survey.
~ Prepared by James A. Sweet, Center for Demography and
Ecqlogy, Univeraity of Wisconsin.. .

N

NOTE: A family 1is defined” as two or more persons related by.
blood, marriags, or adoption, and residing together. A
dependent family member 1is a relative of the primary
family head other than the spouse.

o\
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middle aocioeconomic status who enrolled ‘and 85 percent of the
upper socioeconomic status enrollees.

The Impact of Federal Efforts

Inequalté&es vdn’ collége enrollment remain* deapite large
increasea 1n1anenc1a1 agsistance for students from lower—income
families and evidence that this financial assistance shogld make

a difference.3 Three explanations ' for the inequalities are-

examined below: : o -

w Federal assistance, thouéh eubstantial, has not been
. auff{g}eatA to remove financial barriers to college
attendance for-many lower—income youth. T '

°

o Students are i11-informed about the avallability of

student aid. : R 4 -
. . ' . \

o. Financlal incentives do not work with many potential
’ students because noneconomic factors are more important.

2. William B. Fetters, George H. Duntleman, and Samuel §.
Perry, Fulfillment of' Short-term Educational Plans and

Continuance in Education, National Longitudinal Study of .

High School Seniors (National Center - for Education

Statistics, 1977), Table 7. The aocioeconomic status index *

‘was based upon a composite score involving five components:
father's education, mother's education, parental income,
father's. occupation, and a household items index.

..

3. Bagsed on past research, a $100 dollar decrease in net
college costs in academic year 1979-80 could increase by up
to approximately 1 percentage’ points the 1likelihood that'
youth from lower- or moderate~income families would attend
college. The research also suggests that other, nonprice
varlables affect enrollment decisions. For more.information
see Gregory A. Jackson and George B. Weathersby, "Individual
Demand for Higher Education,” Journal of Higher Education,

. (vol. XLVI, Nov/Dec 1975, pp.623-52. For a discussion of the
" -effects of college costs onr< student enrollment, see also
Michael S..McPherson, "The Demand for Higher Education,” in

" David. W. Breneman and Chester E. Finn, Jr., eds., Public
Policy and Private Higher Education (Brookings, 1978), PP-

180-82.

-




- ﬁraptdl§ é&uaveragé student chargns_.4 For example,

~

i %
. : E / LY »
Has Federal Assistance Been Sufficlent to Remove Financial

Barriers to College Attendance for Lower—-Inc¢ome- Youth? The
burden of college .costs on lower-income families has changed
relatdvely - little over "the last decade. Money 1incomes of
léwer-income families .with- children nearing college age,

together with federal ,and *state student aid,, haie risen as

: : Xam urden on
a fadﬁly\wtth income of $7,500 (in 1980 dollars) MNas changed
relatively, little 'during the last decade (see Table 2).

TABLE 2. % PERCENT OF FAMILY INCOME NEEDED TO FINANCE COLLEGE IN
. "1969 AND 1978 FOR HYPOTHETICAL FAMILIES AT VARIOUS
INCOMES (INCOMES IN 1980 DOLLARS) |

T

\ ’ " Public ' Private

Y1969 1978 ' 1969 < 1978

- . ‘ \ #-

: _ '

~$ 7,500 - . - 26 26 56 58
$15,000 ~ 16 .i 14 34 - 30
$25,000 10 9 21 20
$50,000 _ 5 5 11 . 11
NOTE: Colfege costs ‘are assumed to equal average student

charges minus saverage federal ald available for students

iy the $10,000 range in which the hypothetical income
falls. :

-

R

4. For familfles with children.nearing college age,(all families
: with childfen in the eleventh or twelftl .grades), the
incomes of the lowest yuintile increased by 74 percent
between 1967 and 1976, compared to increases of 90 perceqt),
95 percent, ahd 96 percent for the next three quintiles.
During the same period of. time the Consumer Price Index rose
71 percent, and average student gharges rose 74 percent .in
» the public sector and 84 percent jo the private sector.

f " . o 1
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~explain why many youth from lower—income families do not attend
college even when financial assistance is available. Lack of ¥

Many lower-incéme families, however, continue to provide
much - m6re than could reagonably be expected’ to aénd their
children to college. In 1978, morethan half of all undhrgrad-
uate ' students from families with 1977 incomes below $b)000
reported that -they‘received financial help from their parent&K
although, almost-:none of these students would be expected to =~
receive parentsal - support under any .existing needs analysis

- formulas This sguggests that financlal need, as . currently

defined, has not been eliminated for these students.‘ Further,
it suggests that finangial barriers to college attendance may
still exist for -youth from lower-income families that are unable
to aacrifice as much to send their children to college.

-;;P_ Are Students Aware That Assistance Is Availableg? Do stu-
-&ents and their parents know. how much aid is available, and do.

they learn about this aid early enough for it to affect their
enrollment and curricular decigions? Students must decide early
in high achool, generally in the ninth or tenth grade; whether
they wish to pursue a college preparatory, vocational-technical,

general academic, or less academically demanding high school

‘curriculum. Yet at*that point in their education they may be

unaware of the level of financial assistance that will be avail-
able by the 'time they graduate. from high schaql, and they may
miatakenly foreclose future options that they wrongly perceive °

. not to be financially viable. Unfortunately, 11t:t:1e is known"

about the extent of this problem.

t Do
How . Important Are Noneconomic Factors -1nAJDetermining
Whether Youth Attend College? Noneconomic factors appear to

adequate academit preparation impedes continued education far -+
gsome. Lower-income students are- less likely to complete high
school, thus, forecloaing the option of continuing their educa-

tion. In 1978, 32 percent of all 18~ to 24-year—olds frgp.

ry
P

1 -

. ’ \

5. Preliminary data from responses to the student questionnaire N
.of "Study of Prograh Management Procedures in the Campus~
Baged and Basic Grant Programs,” conducted by -Applied

Management Sciences, Incotpoﬂated, for the USOE Office of .
Evaluation and, Dissemination, -shops! that 56 percent of all
undergraduate dependent students from families with incomes
less than $6,000 received parental financial assistance for’

educational cests other than a spending allowance.
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. fdmiliea withe fncomes under '$10,000 had not graduated from high
school, compared to 10 percent of 18- to 24-year-old3 from
famillea with incomes above that amdunt.6 Furthermore, among
students who do complete high school, youth from lower ssocio~
economic backgrounda are less likely to perceive themselves as
academlcally qualified to attend college; schooling for many has
not been a successful- or happy experience.7 And among those who
later drop out of college, . nonfinancial factors sguch as low
academ{c ability and low academic" aspirations appear to be more
dominant factora than family financial conditions.
Other alternativee’may compete with college for youth from

. lower-{ncome families. For example, military service has,tradi-
tionmdlly attracted a disproportionately large number of
college-age male youth from lower-income families, for whom the
income and training available through peacetime military ser-=
vice may seem more beneficial than a college education. "

REDUCING THE BURDEN OF COLLEGE COSTS

Some evidence suggests that the burden of college costs on
"the average student has not increased 1in recent years, -while
other data contradict this. , :

One indlcator*—the ratio of average student chargea to.
- family income--suggefts that the burden has not lncreased. Over
the last decade, college costs facing families with children.
nearing college' age have declined as a percentage of income ’

a

¥ [}

6. Derived from U.S. Bureau of the Census’, "School Enrollment- =
' Social and Economic Characteristics of Students: October
1978," Curreng P0pulation Report ,* Seriea P-20, no. 346
-(October 1979).

‘

7. K. Patricia Cross, "Changing Students and the Impect .on
Colleges,” presentation before the Education Staff Seminar,
Washington, 'D.C., January 11, 1979.

8. Alexander W. Astin, Four Critical Years (Jossey-Bass Pub- .
lishers, 1977), p. 108. For a more detailed discussion of
dropout rates and referenceg to other . studles, see:
Alexander W. Astin, Preventing Students From . Dropping Out .
(Jossey-Bass Publishers, 1975). - LA

>




.E either before' or' a&%er. tax (see Table 3).9 ' This 1is i?é’:
i however, only because a higher proportion of students are’

IS

.. g u
s . . .
\ ’ . . 9
- L3 .
bR

attending less "expensive instttutions, particularly two-year

- public .community colleges. At'ﬂmany types of institutiops,
tuition and fees, taken alone,  have incrpased more rapidly thad
either the Consumer Price "Index or family incomeso1 - Cost
increases have varied appreciably within both the ptivate and
public sectors. For example, from 1967'through 1977 among five
groups of instltutions; costs rose proportionally most rapidly
{n the Ivy League and the Seven Sistets and less rapidly .at
public tnstitutions in.. the " Pacific Eight, Big Ten, and

-, Southeastern Cpnferences.11

’

. “Other conditions "also affect the * financial burdens facing
'potential college students and their families. For example,

family income increased more rapidly than college. costs, partly

A because more families had two wage earners than in ‘prior years.

¢ Between' 1969 and 1978 the proportion of two-parent families'with
‘both parents working increased . from 50 percent to 56 percent
\(see Table‘&) Phis phenomenon was offset by an-increase in the
namber of single-~parent households from 13 percent in 1969 to 19
percent in 1978. Furthermore, factors other than income, such
as family size and spacing of children, affec¢ted overall family
ﬁinancidl conditions during the seventies! Childxen of college

“age were spaced more closely together in the late seventies than ‘.,
4o the past, and thus were more likely to be.in college at ‘the ,

L’

~

a
-

Q; These compérisonaxare with median incomes for families with-

eleventh and twelfth grade students. Focusing, on families
.+ with children who are nearing college aga, rather than gn
. . families with children 1in. college, avoids the data 1lo
" occurring. because many ‘college-age youth . are no longe
* enumerated in their nuclear family units.
L A '

.10. See," Carol- Frances Van Alstyne, Is There or Isn't There a

‘Middle Income Crquh? (American Council .on Education,
1979). - :

- \

11 Unpublished data from Susan Nelson, Brookings Institution,
‘ . ’ 19780 . v l
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TABLE 3.  FAMLLY LNCOME , ~#fPORE AND AFTER, TAXES, 'AND STUDENT CHARGES, CALENDAR YEARS 1969, 1974, AND 1978

- te . - -

e e e e et ———

‘. - : : . '.-.‘.I. ‘-, .‘ " ) ",:_._ = "

v ' “ae B , . “Bercent
v ! . i : Change

S A 16y 1974 . 1978, - . 1969-78

S S N e . : . — . . > E

MedLag Fumily 1ncomc for . 1 . {

Famlllgs with Students . v . . .

Nearing College Age® K . o A N _ L .
Before taxes ' ' . 9,984 L 14, 418 ~19,221 ° 92,5
After tuxpa. i A,407-7, 537 10,813~ 11\630 ~ 14,065-14,372 86.6-94.0"

Average 9tqdent Charges LT ' : S, - . .'3.f
Public’ . 103 4 . 1,617 - * 2,009 , 67.0
“Private . o, 2,530, 3,386 . 4,477 _ 77.0

Seudent Charges as'a ’

Parcent of lucome (befbgre taxes) ; ’ ‘ o . : '
Public, S o . - 12,0 11.2 . 10.5 f12.5 ,
Private. R o 25.3 - 23.5 23.3 : -7.9

\Stuacht Charges as a ey . _ - (

Percent of lucgme (afte; taxes) ¢ ¢ b . - .

Publi¢ - W . 16.0 to 16.2 14.7 to 15.0 14.0 to 14.3 ~10.6" to ~13.6
.Prlvatl.. e " : . ° 33-6 to 3‘.-2 30-7 to 310‘3 3‘}.-2“‘t0 31.-8 _5-1‘ to —8-8 X
¢0§éu'ﬁév. 'P,ttmce Index” " .~~~ > 109.8 . v 147.7 C195.4 .&v’a.o

IR " - - . R B . ’

SOURGE:" Lucome data from March Serlea of U.S. Bureau of the Gensus Curreat Populhtion Report. Tax data

. from Internal Revenue Service, Advisoty  Commisslon, on Intergovernmental Relations, and published

<rates for Soclal Segurity tuxes. Studeat charges frmn the National Center for Education Statis~

Llcs . . . :
£y ) ¢ : B - ‘ 1.

a. Includes all families with childrén enrolled in fhe elaventh or twelfth grade of high school. .

. . .' . . A‘.. i '! 1"‘

\
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- same ‘time, creating a ellghcly greater short-term burden on
: . sthelr families.l2 o ‘ P
—_— ‘ ” , 71. b y o
TABLE ‘4. DEMOGRAPHIC CHANGES AFFECTING FINANCIAL CONDITIONS OF " \
FAMILIES WITH - CHILDREN NEARING COLLEGE AGE' IN 1969 "o "

R 1974, aND 1978 e . B
' e - L ’ Ay . .0
. : . Ty S
. . 1969 1974 1978 ‘
O o= —

0

Percent of Two-Parent Households _ )

‘. with Both Parents Employed Y. 50 52 - 56
' Percent of Familiea with Two'l -
N . : :
/ : Parents Present . -~ 87 : 84 P 81
a . ‘
' Percent of Families with No |
. More tham One Child of ‘
College Age at Any One Time ' 40 .35 « 35
' C. W «.
Y . %
Percent of Families with at g ’ »
o - Least Three'Children of .
- College Age at the Sage _ o ‘ -
, . Time 20 -, 23+ o« 246
¢ : * , ' ' R

_Average Xéars,?u‘dng Which
More than One Child Will ¢ !

Be of College Age i 2.62 2.66 2.76 !

A%

SOURCE: ', Percentages from March Series of U.S." Buréau .of the
' Census Current . Population Report (various years).
Average years of overlap from David Goldberg and Albert
Anderson, “Projections of Population and College
‘Enrollment in Michigan, 197052000, Governor's . Commis-
. slon on Higher Educatiom, Lansing, Michigan (July -
S SRR LU I ~ > |
'-e ) N l " ,‘*‘

12. David Goldberg ‘and Albert Anderson, 'Slojections of Popu1a~
© tion and Colleg En:ollment in Michigan, 1970-2000," (a
sponsored research project of the Governor's Commission on

Higher Educdtion, Lansing, Michigan, July 1974).. "

N .
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The Impack of Federal Efforts °

a
-

. Federal efforts have helped prevent” the burden on the aver~
age' family from increasing. On a per capita basis, federal ald to
middle- and’ upper-income students increased from ‘1969 .to 1978.
The aggregate amount of aid to families with incomes above $20,000
(in 1980 dollars) increased 200 percent in real -terms from 1969 to .
1978, while the number of undergraduate . students from families

with Incomes above $20,000 increased less than 10 percen. When

oné subtracts from college costs the amount of aid received
through the three federal campus-based programs and fhe Basic
Educatlonal Opportunity Grants program, the perce df family

income” required from middle-income families changed very little
from 1969 to 1978 (see Table 2, page 7).

/ ; ) ' | )
LIKELY CHARACTER OF THESE PROBLEMS IN THE NEAR FUTURE
’ ) L -y ) ' ) N

The extent to which the problems of unequal educational
opportunity and burdensome college costs remain problems, and thus
the focus of future :federal postsecondary education ’policy,

depends 1in large part on changing demographic and economic °
factors. .

A numbet of demdbgraphic changes will affect college
attendance patterns .in the near future. Most significantly, there
will be fewer youth arriving at college age because .the postwar
baby boom has peaked and the size of the college age ®ohort is now
declining.” By 1982, college enrollments are expected to begin

declining, Full-time enrollments, in fact, began decliniﬁé in
1978. * . '

-~

The declining number .of college-age youth has several
implications for postsecondary education. First, the tremnd noted:
In the seventles toward the closer spacing of children will
subside. Overlap amofig siblings reached its peak at 2.8 years in
1975. By 1981 it is projected to decline to 2.6 years, and by(

1985 to 1.9 years.
. t L .

Other demgkraphic trends will also affect the nature of
higher education programs and the need for federal assistance. °
‘While the total number’ of college-age youth will decline, the
proportion from educationally disadvantaged ' backgrounds will
Increase. By year 2000, minority students may represent
one-fourth of the total enrolled cgllege population, a fivefold

v . ¢
.
o

+
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1ncrease from 1960,13 Married couples, on average, are delaying
parenthood longer than in the past; parents' age at the birth of
their first child increased by approximately two yeara in the
atxtlea, which 1is the time during which today's ‘college age
youth were bogp. S

If current. federal postsecondary policy 1is mafntainedu
these demographic ¢hanges will alter its scope. The increasing
proportion of' youth from lower-income backgrounds will maintain .
the demand for -’ negd-based assistance. Declining numbers of
middle-income dependent students, less sibling qverlap, and
smaller family %1ize wlll tend to reduce the burden on many fami-
lfes. Furthermore, because parents will be slightly older, on
average, and thus at a higher point in their life-time earnings
profile when their children go to college family financial con-
ditions will be improved. 1In’ sum, these changes should reduce
the demand from many families for student financial assistance.
Most notably, they "should reduce the demand for student loans,
as well as ‘eligibility for the need- based grants available to,
middie-income students under the - Mlddle Income Student Assis-
tance Act. ’

But current policy may not endure. The federal focus méy
change to addrqpa new needs presented by the altered composition
of college enrollmenta. More federal-attention ‘may be directed
to nontraditlonal students-—those who are olderr or who are
enrolled part- -t ime. Additfonal assistance may be needed to
eliminate the financial and nonfinancial barriers confronting
the increasing proportlon of studenta from disadvantaged back-
grouhdg.

% Some are already ajguing that budgets cannot be et as
enrollments :decline because of the high fixed costs ‘agsociated
with tenured faculty and maintenance of facilities. Thus,
collqge' coata . per student may 1increase appreciably ‘in the
future, particularly if federal student aid 1ncf‘;:ea enough to
allow: 1n3tltutlona to increase their tuition| ctarges. without
raising the net cost for students. This trend toward higﬁer
average student costs may change 1f some *colleges close down.
1f,) as 1ls generally cxpected, declining enrollments force the
closing of a number of relatively small private libergal arts
] . 3

, -
' . . )_\

]

L

13. Carnegle Council on Policy Studies in Higher'Echatipn,'
"~ Three~Thousand Futures (Berkeley, 1980). : K

h ]
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collegeg~-which geheraIﬁy”\hav higher than- gverage zosts-é
overall average costs will not grow as rapidly. .PBut, closings

.are likely to affgct less than Z\percent of-allebapacity, 80

will have only minimal 1mpact.1 To some .extent current cost
levels could be gtabilized in the public sector by maintaiqtng
enrallments in some institutions while closing others: Few

~

‘states, however, geem disposed to pursue this course of action.-:

!

-~

4

l4. Robert D. Behn, in "The En{l .of the Growth Era in Higher Edu-
cation,” a working paper froh Duke University's Center for
Educational Policy prepared{for the Senate Committee on

Labor and Human Resources (June 7, 1979), estimates that 200
small, lower-quality colleges with 100,000 to 150,000
students will close. ‘

'y
»
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CHAPTER [II. FEDERAL GRANTS TO STUDENTS--OPTIONS FOR REAUTHORI~
. ZATION AND FUNDING

-

! ' ‘ . . : ¢ i
. £ . 7

. Pederal grants to students increased greatly ia_fiscal year

1979, and their scope also changed. Until 1979,fkb8§ of the
benefits from the three major programs——Basic Educational 6ppor-
tunity Grants_ (BEOGs), Supplemental Educational Qpportunity
Grants (SEdba):anthtate Student Incentive Grants (SSIGs); went
to students from lower-income families. But the Middle Income
Student Assistance Act (MISAA) of- 1978 expanded the BEOG program
to reach 47 percent more ‘students, mostly from middle-income
families. The Congress increased berefits for BEOGs by over 50
percent 1n"i?79. It algo tncreased the funding for\§EQG3 by 26
percent in 1979. ' )

The Congregs 1s now' conaidefing various - progosala that

wwould alter both the costs and the benefits of the grants pro-
grams. Most of the attention has focused on Basic Educational
Opportunity Grants, the largest federal student grant program.

THE BECG PROGRAM’
Basic.Educational Opportunity Grants, establiahed,in 1972,
provide grants to undergraduate students enrolled at least

half-time in college or postsecondary vocational/technical

schools. The level of a grant varies, depending on the contri-
. bution to college expenses that can be expected from a student's
family. The mmjor determinant of expected contribution 1is a
family's discretionary income~-that is, its gross income minus a
family living allowance.l 1n fiscal year 1980 (academic year
1980-81), approximately 82 percent of the benefits will go to

students from families wit¥* incomes below $15,002, with 71

t-
’

Ve

l. The OMB Poverty Threshold (also frequently referred to as
. the Orshansky 1index) currently’ is used to determine the
family living allowance. .
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Jfbercent of the recipienta coming from these familiea (see Table -

' 5).2 . c

-~

A L )
The costs of the BEOG program, 48 well as eligibility for

.lty ‘depend on the amount ‘of the family contribution required. .

Lowerlng the percentage of famlly discretionary income that 1is
judged to be avallable obviously increases the size of the avqr-
age award and makes more students eligihle as well. The current
law stipulated a 10.5 percent asgessment rate on discretionary
{ncome for families with dependent students. In 1980, 33 per-
cent of each dependent student's income in excess of $2,700 will
be included in the family' contribution--the firfst time such
lncome has been included. Self-supporting (independent) stu-

- dents with dependent children or spouses are expected to contri-
bute 25 percent of thelir diacretiona£¥ income, and thoae having
no dependenta 75 percent.

The expected contribution also varies with family assets.
Currently, a family 'may exclude $25,000 of its assets ($50,000
of farm or business assets) from assessment, contributing 5 per-
cent of 1its -remaining. assets. Self-supporting students with

: chi} ren hqve the same excluaionk and assessment rdtes,_ while
. other\ self-supporting students are equcted to contribute one-~
thir heir gssets to college costs.: _ )
The expected family contribution interacts with other pro-
gram parameters to establish grant eligibility. Two program
parameters--the maximum award, currently at $1,800, and the
proportion of ‘a student's education costs that can be covered by
grants, which currently cannot exceed 50 percent of costs—-
greatly affect who receives BEOGs, how much they‘receive,»and
how much the program costs the federal government.

OPTIONS FOR REAUTORIZATION AND FUNDING -
.\ . ' . /
For fiscal year 1981, the Congress has a wide array of -
options avaflable that would alter both the costs and the
emphasis of the Basic Grants program.

g

o

~ 2.5(\ ‘Income 1s defined in this pnalysis of the BEOG program as
. the adjusted gross income of the family head and &pouse.
Adjusted Gross Income (AGI) 1includes earned 1income,
interest 'and < dividepd income, and taxable pensions, minus
various adjustments to income.
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TABLE 5. - BASIC EDUCATLONAL OPPORTUNITY GRANTS PROGRAM, DISTRI-
" _BUTION -OF BENEFITS AND RECIPIENTS IN FI AL YEARS 1980
AND 1981 USING CU&BENT PROGRAM PARAMETYRS: BENEFITS

IN MILLIONS OF DOLLARS, RECIPIENTS IN THOUSANDS

’E _ ‘
B . Current Level
‘Parents' Adjusted , - of Services y
‘ Gross Income 1980 . in 1981 '
(in- 1980 dollars) = Amount Percent Amount  Percent
0-14,999 ° N : - )
Benefits . 2,070 . 82 ‘ 2,186 , 85
Recipients 1,882 71 1,894  *75 °
15,000-29,999
, Benefits _ 404 16 . 335 - 13 .
h Recipients  ~ - 671 26 , 540 w21 7
30,000 + ,
. Benefits = - . 50 2 40 2
’ : Recipients 79 3 91 4
TOTAL : . N
Benefits 2,524 100 2,561 100
Reciplents : 2,632 ° 100 2,525 100

) . . -+
SOURCE: The data for this analysis have been generated from the :
¢ CBO Student Assistance Cost Simulation Model. Pre- <
1 liminary program data on the number of recipients any
qualified eligible applicants for fiscal year *1979 were <
used to establish participation levels by . lqcome .
class. Participation rates for subsequent years were
o ' assumed to be the same as those edtimated for 1979. ~
* . . . A, . : ’ .

Some options, such as the proposal included in the House s

" reauthorization bill (H.R. 5192), would significantly expand the

: program. It would provide higher benefits both to 1increase

#quality of educational opportunity and to reduce the burden for

middle-income students, and as a result costs would also go up
significantly. ' : . ‘\\‘
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J‘ﬁ Other options, including the Administration's reauthorizs-
tion proposal, would essentially maintain the current\distribu-
tion of benefits. The emphaBis would remain on enhancing equal~
ity of educational opportunity, although middle~income students
would retain the 1ncreased benefits_;hat resulted from MISAA.

Proposals to reduce federal costs have received increased
attention as federal budget constraints have tightened. These
are generally presented in concert with efforts to retarget
benefits on students having the greatest financial need, thus
preserving the  federal commitment to equality .of educatjonal
opportunity. Budgét: reduction strategies generally decrease the

recent emphasis dn reducing the burden of college costs for

middle-income students; this goal 18 generally perceived to be
'secondary to that of enhancing equaltity of educattonal opportun=
ity. Among_the possible options are the following:

o
.

. 0 Pfeserving the statms quo;

- e i
o Adopting H.R. 5192, passed'in the House, which woulld
significantly expand the program; '

0 Adopting the Administration 8 ‘proposal to raise the max-
{mum grant level to $1,900;
1}

-0 Simplifying the needs analysis system,

o Retargeting the program on the most needy students,
through hew authorizing legislation, thus ‘reducing the
program 8 8cope; .

0o Providing 1less thar fuil"fnnding @52? the program in.
appropriations, thus reducing the level of benefits.

;sacﬁ'ﬁf these options 18 .discussed below. *

¥

Maintaining the Status Quo

"

In its current form, the BEOG program would provide $2.6
billion to 2.5 million students in fiscal year 1981 (see Table
5). Costs would be 1 percent higher than in 1980, but 4 percent
fewer students would recelve awgrds. If the eligibility cri-
teria and program parameters remained unchanged in fiscal year
1981, 85 percent of the BEOG benefits, would go to studénts from
families with 1incomes below §$15, OOJ a slight increasé over
1980. Despite a 6 percent increase in the average award, most

v
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.~ families would HaQq to contribute a sliéhtly larger poreion of
their discretionary income . to college costs in fiscal year 1981
than in 1980 (see Table 6). L - o
. . : . s .-

'TABLE 6. THE FAMILY BURDEN: STUDENT COSTS IN EXGESS OF. BEOG
WSSISTANCE AS A PERCENT OF FAMILY DISCRETIONARY
INCOME, BY TYPE'OF COLLEGE, FISCAL YEARS 1980-1981

.

Adjusted Gross~ ' Public " Public “ Private
Income (in ' Two Year Four Year [Four Year
1979 dollars) . = .1980 1981 1980 1981  1980- 1981
$10, 000 .78 91 110 137 © %hso 3
" 515,000 426 30 . 40 45 82 90
' $20, 000 ’ ' 20 22 28 31 54 * 58
$25, 000 | 70019 ™es 2 42 44

.'.l \ . (l- -
1 s

¢ SOURCE: Bill Sanda, "An Analysis of the Effects of Increasing
: Xfhe Basic Educational Opportunity Grant (BEOG) Maxigpiim
‘Grant Level Over The Amount Authorized In Current La$
“*  Congressional Research Service (1980).

"
’

f‘

. Generally, maintaining the program in its cyrrent form—-—
that is, not altering such factors ag the maximum award or the
. - assessment rate on discretionary income--decreases program cqQsts’
over time, because the effects of increasing family incomes more -
than offset those of increasing college costs and increaging = ¢
family living allowances. - In fiscal year 1981, however, two
factors ‘will prevent program costs from diminishing: Fixst,
. family incomes are not expected to grow as rapidly as college
0_coata.3 Second, participation may continue increasing as more:
middle~income students become aware that MISAA first imple-
mented in 1979) makes them eligible for ggrants. ' .

Y4

;o .2
3. Family incomes’ in 1980 (the income reported by 1981 BEOG
applicants) areyprojected to rise more slowly than in the
.past because of anticipated higher levels of unemployment. g

-
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Adopting H.R. 5192

<

H.R. 5192, passed by the House of Representatives on Novem-
ber 3, 1979, wquld provide $1.3 billion more BEOG benefits than
the-current.psaﬁram in 1981, a 52 percent increase "(see Table

7). About half of the new funds would go to students from

families with incomes below $15,000. The distribution of bene-
fits to students attendiug different kinds of schools would
change very little. '

—
!

H.R. 5192 would change the current BEOG program in five
ways. ' o .

© The maximum grant would be increaseds from $1,800 to ‘
o+ $1,980 1in 1981, $2,160 in 1982, $2,340 "1in 1983, and
$2,520 in 1984, ' )
o The proportion of college costs covered by BEOGs would
be 1increased from 50 percent to 55 percent in fiscal
year 1981, 60 percent in fiscal year 1982, 65 percent in.

fiscal year 1983, and 70 percent in fiscal year 1984.

0 .In computing the family contributdhl the exclusion of
" the value of -“the family home would be extended to ther !
full amount of equity rather than the current $25,000
) limit, but the limit on other assets would be reduced
from $25,000 to $10,000. '
/
o Self-supporting students with depquenG”%hilqren would
be expected to contribute the same level of discre-
tionary income to their education cogts as famillies with

dependent students. R ~
. % o

o The cost allowance for books would be ingreased frdm
$400 to $600.

4

Each “of—these éhanges éffects the éost and distribution of

'beﬁefits (see Table 8). The changes are discussed below, and

the costs and benefits 1in 1981 are compared to those of
extending the current program in 198l. (The total costs would
be 5131 million greater than the sum of their independent costs
because of interaction between the changes.) ‘

-
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TABLE' 7, BASIC EDUCATIONAL OPPORTUNITY GRANTS PROCRAM, DISTRI- !
BUTION OF BENEFITS AND RECIPIENTS IN FISCAL YEAR 1981 -
po UNDER CURRENT SERVICES AND UNDER H.R. 5192 BENEFITS
~° IN MILLIONS OF DOLLARS, RECIPIENTS IN THOUSANDS = -

N

« ' Current Level* . .
Parents' Adjusted of Services _ @ ‘
Gross Income ~ in 1981 - .« H.R. 5192
'(in 1980 dollars) ~ Amount Percent M _ Amount Percent ' ¢
0-14,999 ’ U . L
Benefits . 2,186 - .8 . . 2,861 74
. Recipients 1,894 75 ) . 2,158 59
15,000-29,999 - . o
Benefits . 335 13 - .. 906 23
Recipients 540 21 1,263 = 34
30,000 + . )
““YBenefits ’ 40 2 : & 120 '3 .
Recipients ' 91 4 ) .. 262 ° 7
TOTAL
Benefits _ 2,561 100 3,887 100
Reciplents 2,525 100 3,683 100

[ 4

SOURCE: See Table 1, page 19._I L.

’

. Increasing the Maximum Eligibility Index. Increasing the
maximum award from $1,800 to $1,980 would provide $390 million
more in benefits in 1981, a 15 percent increase. It would add
245,000 recipients, a 10 percent increase. Prggram costs would

contthue to increase in aubaequent years, to an estimated $5§1
. billion by fiscal year 1984., _ . ‘

-

Stydents from families with 1incomes above $15,000 would
receive approximately’ one-third of the 1ncreased money and .
three-quarters of the additional number of grants.: T

& .
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TABLE 8.°

i

GRAM PROPQSED IN H.R. 5192,
RECLPLENTS IN THOUSANDS, FISCAL YKAR-.1981

- I

[NCREMENTAL CHANGES I[N BENEFITS AND RECIPIENTS FOR EACH CHANGE TO THE BEOG PRO-.
BY INCOME GROUP: BENEFITS IN MILLIONS OF DOLLARS,

it

$0-14,999 \ 15,000-29,999

30,000

Total

" Proposed Charige Amount, Perceat Amount Percent Amount Percent All Groups
Increasing the Minimum .
Award. to $1,980 . . -
Benef(ts . Y 63 118 30 25 7 “ 390
Reciplenty o 64 26 128 52 53 22 2105_
lmruuslng the Percent of
Costs by BEOGs from 504 to 95%
. Benefits 58 84 11 16 0 0 69 o
Reciplents. ’ 0 - 0 -~ 0 - 0
.. Exoludlug Home ‘BEquity from ) . Q .
Assessment but Reducling the .
Asset Exclusion to $10,000 o
Benefits . 146° 53 . 113 41 17 6 276
“\Recliplents 18 " 38 " 150 48 45 14 313
. y . ' -
» Reduclng the Assessment Rate
- for Self-Supporting Students ¢ .
' with Dependent Children to : :
10.5 Percent . . .
+  Beneflts ,.4” 164 41 224 57 7 2 395
Reciptents 110 23 VY 361 74 17 3 488
- * .
Increasing the Book Al lowance N
- fro‘m $400 to $600
. ® Benefits 51 ° 78 ° 14 22 o . 0 65
\) Reclplents N 12 52 -« 10 44 1 4. 23
— e - ——— . .

The incremental changes gre independent effects of each change compared to extend-

TE
tng the current program to flscal year 198l. The sum of the independent effects
g ls wot equal to thelr combined effect on current policy because of interaction

between the varfous changes that is not captured when they are examined singly.
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Students attending higher-cost - institutions would benefit
diapropottionately. With an increase in the. maximum grant to
$1,980, 31 percent of the additional benefits would go to stu—
dents attending private institutions, compared to 26 percent
under the currept program. The proportion. of new recipients
attending private schools would be 27 percent compared- to 25
percent under the current program (see Table 9). Four-year
{nstitutions would ;eceive a slightly higher proportion«of the
pew funds than . they have 1in the past, and students attending
,two-year colleges would receive a slightly smaller proportion
(see Table '9). These estimates, baaed.on the current distribu-
tion of students in various types of inatitdtiona do not assume
any change' in the distribution from increasing the grant eligi-
bility levels. All'%lae being’ equal, however, some studénts
night be expected/ to attend higher cost schools as their finan-

. cial aid increaséd. .On the other hand it 18 not clear how much

of any increase in BEOG awards would result in lower net student
costs and how much would simply be’ substituyted for ‘nonfederal
sources. of student aid, reaulting in no overall change in net
costs for students and their families.

-Increasing the beportion of College Costs Covered by

EEOGB. Increasing the percent of college costs that can ,be

covered by ‘BEOGs from 50 to 55 would provide $69 million more

in benefits. in 1981 (a 3 percent increase). Benefits would
increase for students with relatively higl assessed need whose
awards wcurrently are, constrained by ‘the half-cost provision
because they. attend relativély low-cost institutions (that 1is,
- wher® the student budget 1is less than $3,600). Nearly all of
the increase in benefits (84 percent) would accrue to students

from families' with incomes under $15;000. Furthermore, most of
" the additional funds (95 percent) would go to students attending
public schools., Students attending two-year colleges would -
recelve 51 percent of the benefits as compared to 26 pertent
under the current program.

Again, these estimates do not allow for .changes 1in stu-
dents' decisions whether or where to attend college, although
some effects could be expected. For example, loosening the
half-cost provision would lower the net price of low-cost insti-
tutions, which ‘could have' two enrollment effects;* it ¢ould
induce some lower—income students to attend low-cost rather than
high-cost institutions, and 1t could induce some lower—income
atudenta tg,attend college who otherwise might not: continue into
postaecondary education.

"~
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TABLE "9 . BASIC: EDUCATIONAL OPPORTUNETY GRANTS PROGRAM: PERCENT DISTRIBUTION .
w - OF ADDIT{ONAL BENEFITS AND RECIPIENTS, BY TYPE OF , INSTLTUTION -
ATTENDED, FOR EACH_CHANGE PROPOSED IN H.R. 5192/,COMPARED'/‘TO THE . 7
CURRENT PROGRAM J '
e b e ey _._‘.._J' - A . . - v
\ R — p .
, - Two-Year Four-Year Vocattonal
. Optlon N Public’ Private Colleglate Collegliate: +Technical
Current Program . ) —
.Extendel to 1981 ° . . ) :
- ‘ * N ‘ N . \
. . Benef Lty 74 26 26 61 13 r -
", Recfplents 75 25 28 60 - 12 '
4 ' . Incremdytal Effécts ~ (
.. " of H.R. 5192 * p : ,
. Increaslng ) ) .
Maximum Grantsg
to $1,980 . ' \ - : s
) Benetits * . . 09 3L L7 - 70 ¢ L3 .
Recliplents 73 27 : 24 © 65 11
n“ ° [ﬁcreustng Pro- (
portion of Costs ’ : v
. ‘Covered fron ,
«50% to 55% ) o '
: ‘Beuefits 95 ‘ 5 51 41 8-
Reciplents - -— - -- . --
n N ‘

Liliminating Home
Equity and Re-
ducing Assgets
. - Excluston of
* $10,000
Benefits
. Rectpténts

. Reducing Agsess-
v ment on Incomé
' for*Selé-Support-
lng Students with
« Children from 40%
to 10.5%
+ «  Benefits
Reciplents

Increasing the

Book Allowance

from $400 to *$600
Benefitsy
Reclplents

! — e 2 b

o -
" 76 24 29 63 _ 8 T
75 25 al .60 9

L
70 - 22 500 T g
70 30 24 50 26
. ' ’ 4
. ¢ ’ .

95 5 52 42 6 .
82 © 18 18 76 -\ 6 o
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. Excluding Family Home Equity from the Expected Family Con-
o tribution. H.R. 5192 would exclude all equity in the family
o home ' from consideration. in assessing family financidl need; but
at the same time it would reduce the exclusion for qther, more
y - liquld, assets from $25,000 to $10,000. These two chénges would
increase benefits- '& $276 million (an 1l percent itdcrease). An p
" additional 313,000 students would receive BEOGs (an increase of
12 percent)

»

This change -would affect three groups of studepts. First,
approximately $110 million of the increased benefits would go to
reciplents whose awards had been reduced because of an expected .
contribution from home equity. 4 Second, eligibility would be ~
expanded to 1inelude Btudents who were previously 1ineligible
solely on the basis ?f the equity their family had in a home.-

Third, some students, frdm familjes with 1little or no home
equity but liquid aaaeta In excess of $10,000 would receive -
smaller awards or no awards at all because less of their liquid
assets wodld be ‘excluded from consideration in determining the
expected family contribution. For example, a family with- no

home equity but with $20,000 in other assets would receive $500 .
less than under the current program.. On.. the other hand, a
family with reported home equity of $20,000 and $20,000 in other
assets would receive $250 more.

] The net effect would be to, diatribute slightly lesa than
" half of the 1increased benefits "to families with incomes abova,
$15,000. But because families with incomes above $15,000 have
more assets, particularly more equity 1in thelr homes, their -
average benefit would increase the most. The average award for
a student from a~ family-with income under $15, 600 would increase
only $5, compared to $17 for students from families with incomes
above $15,000. More than 60 percgnt of the new recipients would
be from families with 1ncomes above $15,000.

Reducing the Expected Contribution from Discsetionary
~locome for Self-supporting Students with Families. HM. 5192
would reduce the assessment rate on ‘disctetionary income for
self-supporting (independent) students having dependent children
from 25 percent to 10.5 percent--equal to the _present rate for
families .with dependent students. Benefits for such would

VR

&

4.  Cost estimates from: Charles Byce, The Treatment of Home

Equity, A Note from the College Board (Washington, D.C.,
August 1979). -
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increase '$395 million (by 15 percent), and an additional 488,000
~studentg would receive BEOGs (a 19 percent increase in total

participation). More than Half of the increased benefits (58

percent) would go to thosg with incomes above $15,000. '

Students attending private institutions would receive 4
parcent more of the new benefits than under“he.current program,
and 5 percent more of the new recipients would be enrolled in
priyate vachools. Vocational-technical scheol students would
receive 14 percent more of the new benefits, and 14 percent more
of the new recipients would be in the vocational sector.

. The more liberal treatment of self-supporting ‘students
,might  encourage some additional students ta. sever parental
financial:ties, although the relatively long period of time that
students must be financially independent to qualify as self- ST
supporting (approximately two years) would discourage them from
doing so only to qualify for increased finapcial aid.

Increasing the Gost Allowance for Books. Increasipg the
cost allowance for lbooks from $400 to $600 would increase bene-
fits by an additional $65 million in fiscal year 1981, It would
increase the number of recipients only slightly, and help only
students ‘from lower-income families attendjng low-cost institu-
tions. Because their®awards currently dre constrained by the:
half-cost -}Jimit on BEQOG awardg, an increase in the book allow-
ance would increase the overall budget, thus raising the half-
cost limit.’ S ' ]

Adopting the Administration's Proposal to Raise the Maximum

Award r >
T Administration proposes 1increasing the maximum BEOG i’

from §1,800 to '$1,900. Normally this would dncrease costs by.
$168 milliqn%£§§¢§;,gp;ceht) over the costs .of extending the
urrent program -to, fiscal year 1981. But because the Adminis-
tfatlon'gxpectb'to}réduCe program fraud and abuse by $80 million

in 1981, costs g increase by only $88 million over extending
$95

the current ‘pr (see Table 10). On average, awards would

increase from in 1980 to $996 in 1981, and 28,000 more
students . would receive awards (an 1increase of 1 percent).

"Grants, on average, would continue,(to cover approximately 27
percent. of recipients' total educational costs. Without the
increage,: the percent of costs covered by basic. grapts would : .
declgnefsllihtly to 26 percent.

) 2
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.TABLE 10. BASIC EDUCATIONAL OPPOR1? GRANTS PROGRAM: DISTRI~-

BUSION OF BENEFITS AND RECIPIENTS 1981 UNDER CURRENT SERVICES

_AND UNDER THE ADMINISTRATION'S PROPOSAL TO RAISE THE MAXIMUM

AWARD: BENEFITS IN MILLIONS OF DOLLARS, REC[PIENTS IN THOUSANDS

e P

Parents' Adjusted Current Léve; of " Administration's
Gross Income Servicg‘!;n.1981 Proposal
(in 1980 dollars) Amount ercent Amount Percent
. — -
. 0-14,999 - o '
Benefits . 2,186 85 2,217 84
Recipients, ' , 1,89 - 75 1,929 73
. 15,000-29,999 | “ X o
Benefits 335 13 . 382 14
Recipients _ 540 21 614 - 23
30,000 + : \ : R
Benefitsy, - 40 2. - 50, 2
Re¢cipient : 91 4 117 4
TotaL T -
Benefits . 2,561 100 2,6498 100
* Reciplents 2,525 100 2,660 100

SOURCE: See Table 1, :page 19.

a. Assumes $80 million in savings from reduced fraud and abuse

anticipaced by the Adminﬂatration.

Simplifying the Needs Analysis'gyateé
‘

., Simplifying the BEOG needs ;nalysis would make it easier to
apply for grants. It would. also help potential college students
to determijpe in advance how large a grant they would likely
receive if thay decided to continue their education beyond high
gchool. ,This could be.a deciding factor for some young people.
Adopting a simplified needs analysis.would have the negative
effect of eliminating many of the current checks and balances.
S:re students not*'in need of financial assistance would qualify

er a simplified analysis, whereas some who need assistance

would not qualify. - ‘ $ i

&S
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[t would be possible to aimplify the needs analysis gystem
to fit virtually any desired budget ‘constraint and distribution
of "benefits. The prime beneficiaries would be students whose
awards had previously. been reduced by whatever criteria were
eliminated in the simplified analysis. On the other hand, stu-
..dents who had benefited from criteria no longer extant would
* lose benefits. .o :

One option, for example, would be to base grants solely on
two criterid--family income’and family size, much as the federal
Lncome tax system does. This would reduce the length and com-
plexity of the application process, and make it possible for
prospective students to determine approximately what size of
.8rant. they could expect to receive. Studies have shown that the

. process could be significantly simplified without appreciably-

altering the distribution of benefits.> Eliminating assets from
consideration would increase the eligibilitf of farmers and
".homegwners who currently receive lesg because of the value of
thelr assets. Thus, the family contribution from disgretionary
income would have to be slightly higher than at present to main-
" taln the same program cost. The change would have relatively
little effect on students whose families have no discretionary
1ncome to contribute #n the first place. All other .families
without substantial agsets would have to contribute slightly
more.  Middle-income families, who typically own their own
homes, would benefit the most. This apparent inequitysTn the
redistribution of benefits could be remedied by redesigning the
expected family contribution schedule to increase progressively
with family discretionary income, much as the federal lncome tax
does. ' «
~ N . | .
Retargeting the BEOG Program on the Most Needy Students through

‘Legislation '

Costs could "be reduced by retargeting the program on the
most needy students. Ope”option would be to reimpose the pre-
MISAA assessment rates onh discretionary income (20 percent of

| 3

5. See J.L. Bowman gnd W.D. Van Dusen, "An Analysis of College
Scholarship Service Contributions Under Alternative Assump-

tions: The Effects of Simplification," Prepared for the Col-

lege Scholaship Service (1975); and Dwight Horch. -"Stream-
llngng Calculationa_of‘Parentat Contribution Through Step-
wise Regression Analysis: A “Preliminary Investigation,"”
Educat}onal Testing Service (1975).

.
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VA . ,
the flrat $5,000 offdisdretlonary income and 30 percent- of all
remaining dlscretlonary {ncome). This would reduce program
‘costy to $2.1 billion 1in fiscal year 1981, $444 million 1ez§
than under the current program (see Table 11). Approximatgly
600,000 fewer students would receivd benefits. Most jof the

) rnduction in benefits (64 percent) would .occur among %tudents

from famllies with Lncomes above $15,000.

. b

- - 1 .

TABLE llgr\BASIC-EDUCATIONAL OPPORTUNITY GRANTS PROGRAM, DI$TRI-
BUTLON OF BENEFLTS AND RECLPIENTS IN FISCAL YEAR/ 1981
UNDER CURRENT SERVICES AND UNDER A REDUCTION AND
RETARGETING OF BEOG FUNDING: BENEFITS IN MILLIGNS OF
DOLLARS, RECIPIENTS IN THOUSANDS ]

. i . l &
Parents' Adjuated Current Level pf Reduced Asspss-—
Gross Income . Services in 1981 ment Rates
(in }980 dollars) Amount Percent Amount Percent
0-14,999 g9
* Benefits . 2,186 85 2,026 96
s Reciplents * 1,894 75 1,757 92
# .15,000-29,999 - L
Benefits 335 13 : . 89 b
Reciplents 540 21 Y155 8
30,000 + | ,
\ @ Benefits - 40 2 2 0
Reciplents - 91 4 e 2 0
_ TOTAL : | '
‘ Benefits < .2,561 100 2,117 100
Reclplents - * 2,525 100 1,914 100

i SOURCE: See Table 1, page 19. K
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Providing Leas Than Full Funding _ {

' Onk way of cuttigg the cqsts of the BROG program would be
to reduce approfiriatidns for it. There is precedence for this:
the proM been. fully funded {n only four of its eight
years. lever the program {s not fully funded, awards are
reduced using scheduled reduction férmulas provided in the

authorizing legislation. Two options for scheduled reduction

are examined below:
1 ) \

0 Scheduled reduction as in the current law;

0 Scheduled reduction as in H.R. 5192.
4
, ‘

Scheduled Reduction as in Current Law. Using the acheduled
reduction formula in the current law could reduce program costs
by as much as $250 million in fiscal year 1981l--to $2.3 billion,
Wwith "a 10 percent 'decrease 1in benefits (see ‘Table 12). * The
formula would reduce the level.of most awards but not the" number

- of reclplents, because it requfres that all eligible students

receive some portion, of their awards. It provides that: .

o All students eligible for entitlemenfsAexceeding 31,636
would receive the full amount of the entitlement;

0 All stadents eligible for  entitlement exceeding $1,200
but not greater than $1,600 would receive 90 percent of
the entitlement;

0 All students eligible for entitlements exceeding $1,Q00
but not greater than $1,200 would receive 75 percent of -

the entitlement;

o All students eiigible for‘entitlements exceeding $8Q0
but not greater than $1,000 would receive 70 percent of
the eqfitlement;

- ¢
0 All students eligible for entitlements exceeding $600
but not greater than $800 would receive 65 percent of

‘ . the entitlement; and — /
[

L3

N 0.. All students eligible for $600 or less would receive 50
.

percent of the entitlement.

-
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TABLE 12. BASIC EDUCATIONAL OPPORTUNYTY GRANTS ‘PROGRAM, DISTRI-
" BUTION OF BENEFITS AND RECIPIENTS IN FISCAL YEAR 1981
UNDER CURRENT - SERVICES AND UNDER REDUCKRIONS SCHEDULED
IN CURRENT LAW AND IN H.R. 5192: BENEFITS IN MILLIONS

g?\DOLLABS, RECIPIENTS IN THOUSANDS

- \\ . St ' s
° 1 ".;’.“‘...i.. a
‘ Parenta'// \\ Y - i""'/l;' LN . \'
-~ Adjusted \\ f . Y :
, Grosd Oyrrent jevel - -
/ Income Q .of Serwjces Reductﬁbus in - Reductions iqz‘ '
. (in 1980 - \In 1981 ’ Current Law . ~ H.R. 5192 R+
; dollars) AmSint Perég?t *Amount% Perqfntx épo%mt Percgnt&é?
. S \\ ..\ ... : + ' L . .
0-14,999 . . oo " W
_Benefits 2,186 © 85 2,046 ., 89 - 2,412 94
. Recipients ' 1,894} 75 1,904 75 1,830 87
15,000-29., 999 3 ‘
Bendfits 3351 13 242 .10 146 6
Recipients 540 v 21 550 .21 270 13 L
30,000 +« A
' Benefits: 40 L2 23 1 3 0
Recipients 91 \ 4 - 91 4 . 8 0
* . - T
¢ TOTAL ' oo : ; -
Bengfits 2,561 oo - 2,311 100 . 2,51 100 .
{' Recipients 2,525 100 2,545 100 - 2,108 100
' ) SOURCE: See Table 1, page 49r - ;
. ¢ - A full scheduled reduction wiflld lower awards for .approximately ™ -

three-quarters of all réﬁipignts; only students' with the

greatest amount of- assessed financial need would receive their

- full entitlement. Average awWwards for students from families

., with incomes under $15,000 would decline approximately $80 or 7
+ percent. Average awards for students from families with incomes
above $15,000 would decline approximately $179 or 30 perceat.
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. Scheduled Reduction _as in H.R.” 5192. H.R. 5192 would
impose a different 8chedu!Ld reduction formula if appropriations

\ (/'were insufficient for ‘full funding. This scheduled reduction

formula appears to be very effective in protecting benefits for
students with the greatest assessed need. It would protect all
. awards within $200 of the maximum “eligibility - (proposed . at
‘ ‘$1,980 in fiscal year 1981). Mwards for all other students ' -
would be reduced, with ihe amount of reduction inversely related
to students' need. The extent .to which awards would-be reduced
or eliminated would depend on the budget constraint, For.
example, if H.R. 5192 became law, but only enough funds were.
'férovided to fund the current program ($2.6 billion), costs would
have. to be reduced by $1.3 billion, a 34 percent decrease in
benefits.6 The yaumber of recipients from families with incomes
below §$15,000 would decline by 3 percent _but grants for
students from these families, on average, would be 14 percent
higher than under .the. current program. The number of b |
middle-income recipients from families with 'incomes greater than
$15,000, however, would decline more -than 50 percent from what
would be provided under the current program and the level of
benefits wquld decline .from $375-million to $149 million (a 60
percent reduction). '

—— : . \

6. The scheduled reduction formula incorporated in H.R. 5192,
¥nd also proposed by the Administration would protect all
awards within $200 of the maximum from.any reduction, and
‘would reduce all other awards on a progressively increasing
reduction rate. The extent of the reducfion formula (slope)
determines 'the minimum award level (intercept) that wikl
still remain eligible. : :

. . ¥

rJ
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CHAPTER IV. STUDENT LOANS--OPTIONS FOR REAUTHORIZATION

/
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The federal government will sﬁend approximately $1.9 bil-
lion this year in subsidizing studeﬂt loans through the Guar-
anteed Student Loan (GSL) and National Direct Student:® Loan
(NDSL) programs. During 1980, these programs will provide 3
million 'loans amounting to more than $5 billion’ (more than 60
percent of all federal student assistahce) 1

¢« The scope of the loan programs was drastically changed in
1978, when the Middle Income Sthdent Assistance Act (MISAA) made .
all students eligiblé for in-school interest subsidies, under
the Guaranteed * Student Loan program--increasing the eligible
population by one-~third.’ Partly as a result of MISAA, in 1979
participants increased by-39 percent to 1.5 millipn students,
and - borrowing by 52 percent to $3.0 billion.

Unless current trends change, the amount of student ldanding
and the federal cost of.the programs will increase substantially
in future years. , At present, coSts of the Guaranteed>Student
Loans are not controlled via the federal budget process; the
federal government is obligated to pay all GSL lenders a special
allowance for the capital they provide at below-market interest

_rates to students, apd the federal government also guarantees

the loans against defaults.

MAJOR STUDENT LOAN PROGRAMS

The two major student loan programs are the Guaranteed
Student Loan program~ and the National Direct Student Loan

‘program. The Guaranteed Student Loan (GSL) program substdizes

student loans that are provided by private and state lenders.

«

T

1.° Student'sssistance in this context refers only to the aid
- provided through the six major student assistance programs
controlled by"the Office of Education. It does not include.

such programs as Social Security and veterans' educational
benefits. _ » .
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| An undergraduate is allowed to apply for up to $2,SOO per year,
| © though the total outstanding debt may not exceed §7,500. A
' graddate student may borrow up to $5,000 per year, but no more
than $15,000 in total. All students enrolled at least half-time
are eligibjJe to borroy. The federal government pays interest
charges while the stuxent 1s 1in schowol and for up to a year
‘afterward; -interest of 7 percent 1is-charged to the borrower
[ thereafter. Loans are insured against default by the govern-
ment, which also pays a’ special allowance ‘to lenders on all
loaps outstanding. To encourage 'lenders to participate in the
program, the Student Loan Marketing Association (Sallie Mae), a
secondary market\ was established in 1972 to purchase loans from
and provide additiohmal capital to lenders. o '
. ' »

Thé National Direct Student Loan program provides low-inter-
est loans to students. Eligibility is based on financial need.
The participating institution determines the size of the loan,
but the tetal debt cannot exceed $5,000 for an undergraduate or
$10,000 for a graduate student. The loan is interest-free to

the borrower while in school, but accrues interest at 3 percent
afterward. - : §

-

.

~

IS

CHOICES IN DESIGNING A STUDENT LOAN POLICY

A )

The Congress faces, four issues in choosing alternative stu-
dent loan policles: '

Who should be eligible for loans; , - -
What subsidies should be provided; ‘ ‘

<
©c O

., 0. Who should provide the loan capital; gnd
o What the repayment provisions should be.

# The costs and effects of loan programs.depend on the interaction 7~
of thege factors: : -

. Eligibili;y Criteria

. -

In 1981, approximately 11 million students will'be,éligibieh
for GSL loans--that 1is, all students enrolled haLf;time or

L e -
.

' .
.

)
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more .2 Changing the rules for eligibdllty would affect. the
size and costs-of the program in sgeveral waya. s

For’ example, extending eligibility to all\atudenta, thus
indorporating students elrolled less than half-time, ~would
increase the number of eligible. students by approximately 2.5
million. Part-time studgnts, however, would not borrow as much,
on the average, as the“othera. Furthermore, -private lenders
might be less willing to lend to them, since smaller loaps yleld
lower special allowance payments to the lenders, making,K it
difficult for them to recoup thej;;ﬁggfcf'adminiatering these
loans... Thus, 1increasing eligib ty would not necessarily
increase the participation in the program if lenders were not
prepared to make more capital ‘available. It might' even cause
present recipients to receive less. - :

/ .

Making parents eligible to borrow in.addition to students,
which is proposed in many options currently, being considered, -
would radically increase’the ‘eligible popH!‘lionrof borrowers.

"The level of parental borrowing, however, Would depend greatly

on other factors, such as the extent of  subsidies and the
availabllity of capital, For example, as long as students
recelve appréciably greater subsidies than parents, families

would be expﬂpped to ‘borrow through the atudent program rather
than _through the parent program.

Restricting  eligibility would clearly reduce patticipafion
and program costs. One way would be to reimpose an income cap

- or need? test in the GSL profram. For example, limiting eligi-

.bility for the in-school interest—free subsidies to students
from families with adjusted gross income below $40,000 would
reduce the total eligible population to approximately 9 mil-
.lion. Eligibility could be reduced even more by imposing a more

«

2. - Prior to MISAA, all students enrolled half-time or more °*

 could borrow through the GSL program, but only students

from families witp adjusted family incomes under $25,000

-(roughly equivalgnt to adjusted gross income of $30,000)

- received the in-school interest-free subsidy. In 1978, 8.5

million students, réughly 80 percent of all students
enrolled half-time'or more, were eligibple for GSLs.

~
.

-

- . - 37
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atringent: financial needs test. ‘For example, if the Basic
Educational Opportunity Grants needs analysis was used to deter-
mine eligibility for highly subsidized ldans, as -suggested in

one current legislative proposal, only 3.5 to 4.5 million stu-
dents would be e%}gible.3 :

Eligibility also could be reduced by allowing only students
in certain sectors of postsecondary education to receive subsi-
dized student loans. For example, eliminating students attend-
ing vocational and technical school, would reduce the eligible
population by approximately-2 million students. Without loans,
however, many prospective vocational-technical students would

_find it difficult to finance their education. - Another alterna-
tive would be to restrict eligibility to undergraduate students,
eliminating approkximately 1.4 million graduate studentg., For
many, however, this would reduce the possibility of remalfing .in -
graduate school. ’ S .

Types of Subsidies

Currently, borrowers benefit from two subsidies. First, -
loans are 18‘8uedl4at: low interest rates; and secogd, loans bear
no {nterest ;&urihg school edrollment and for a short grace
period after leaving school. The interest ratés have at times

- been below both the federal ¢ost of money and the market rate of
interest. The 3 percent NDSL rate was slightly less than fed-
eral borrowing rates during the early years of the program,
whereas the 7 percent GSL rate was not appreclably different
from the' federal borrowing costs from 1971 to 1978. Currently,
however, both the 7 pe#rcent GSL rate and 3 percent NDSL rate. are
below the 11 percent rate for federal notes of comparable
maturity. They are even farther below commercial Toan rates.
On average the interest rate subsidy amounts to about 29 percent
of the original amount borrowed for a GSL loan and 57 percent of

. the amount for a NDSL 1loan. Nevertheless, the subsidy is_
~ unlikely to affect either whether or whera a 8student goes to

¢ »

™

1

. 3. - The National Student Loan Reform Act (S. 1600), proposed, by
- Senator Bellmon and Senator Kennedy, would regtrict
eligibility for highly subsidized loans to ‘students with
financlal ' need as defined by the Basic?* Educational
Opportunity Grants (BEOG) program -formula for assessing
students' need. _ ; N
4

Y . . .8




~ while attending/school. Without the option to defer int&rest’

future repayments. The difference, for example, between 3 per-.. ?& Lo
cent and ]. percent 1interest 1is 1e£; than $2. per month in repay-
ment on each $1,000 sborrowed. ) L “J}’ _ Cee {

_revolving loan funds to provide the new loan capital

c&liege, ‘because it makes little. difference _1nm>tﬁe size of -

{

Student borrowera algo receive a subsidy-~about 21 percent .
of the original amount borrowed on a GSL.or 9 percent on an*

NDSL--because their loaus bear no interest while they are in-~ * &
school, This subsidy may have a more direct effecc ‘on behavior - ' -
than the’ Interest-rate aubsidy. Students with ‘congiderable o
financial need would find 1t diﬁficuiu/to ‘make. intereatpyd& ents ) +

payments, they would have to, borrow more, or drop out of achool o
or attend a less expenaive institution. The subsidy, however,d’/f-
may also’induce mdny students to barréw. For students from
higher-incomé families, who have no financial need the oppoy-

tunity to bdrrow at ,jzero 1 terest 1s an attraétive one. The ' T

‘.rapid post-MISAA increaaes in borrowing suggest that many . .

middle< and upper-income atudenta have taken advantage of ie, oo o
' ’ ',( . - s T

Al

Alternative Sources of Loan Funds )_~ ¢ . Co

The federal government has a choice between funding the

" loans itself or.- paying someone else to do the 1ending. In the

GSL program private and -state lenderg; and some institutions -~ ~

that are established 1endera, are pald to provide capital for’
‘student loans. They receive a return of 3.5 percent more than

the bond equivalency fate of the 9l-day Treasury Bill.'.In th
NDSL program, federal funds (referred to as federal capital con-
tributions) are combined with repayments ° to inatitutional

u‘g ’ ‘ A
Securing, Student Loan Capital from Nonfederal Lenders. ‘ .
Paying nonfederal lenders to provide student loans is costly, :,°

» ’

- though- nbt necessarily- more costly than providing the lodns

directly ' through a federal 1lender. The .federal special
allowance payment to GSL lenders 1p fiscal year 1981 'will be
more than $500 million, nearly one-third more than two years
ago. Over the life of a typical GSL loan issued in 1981, this

payment to the lender will amount to approximately $400 for each
$1 000 borrowed. . : 4

\

This method can haVe unintended effects both on apital

are not

.availability and on loan beneficiaries. Because" tie costs of

@ iginating, servicing, and.collecting a large 1

¢ - ’ - R . * . - N
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f. - appréclably greater thgg thoac'fpg a small loan, lenders with a -
' “limited amount of capital have an incentive to provide larger
loans go “fewer students.  Also, students ,with the greatest
o financigl need are prpbébly less able to secure loans from .
' banks. -Although fecent increases” t¥¥program activity suggest’
that -this supply problem has ﬁfqbébly' dfminished, it 1s not _ .
- cleat yet whether. the additional loan capital is being disbursed
to all- students or concentrated primarily op the more attrac-

' _tlve, higher-income borrowers. - ' .

s

State- Lending. Some states have .greatly increased the .
amount of‘ capital availlable to students from state lenaera, who '
are usually more aqéeaaible to students than private lenders.

"~ «But {n nearly all cases, the federal government :incurs a doublé

. cost for loans provided by states: in addition to the special
allowance. payments, federal .tax -revenues are -further. reduced
because most state lending is supported by  the sale of tax-
exempt bonds. L '

A

The annyal volume of tax-exempt student loan bonds has in-
creased dramatically /in the last few years and amounted to about: ‘
. ) 20 percent of the annual volume of guaranteed student loans in ‘ f
1979.  The 20 states that issue ‘tax—-exempt student loan bonds ‘
.earn- 8lzable returns on thé loans, because funds are raised at |
low,' tax-exempt interest ratesabhile the loans.yileld the - same N
» rate as student loans made by private financial institutions. '

Federal. Lending. The federal government could provide
student 1ld¥ns directly, instead of relying on private lenders.
[f these federal loans were provided as entitlements, the
vagaries aurropﬁding loan capital availability through private

.Lenders.wouldﬁﬂg,%liminétga. On, the other -hand, as the recent
" funding history. of the NDSL program shows, loan availability.
Wt . could be quite uncertain 1if federal lending were subject to

* . annual appropf&gtlonaz " Whether, disbupaed directly or through
postsecondary  institutions, federal lending could moreé
.efflcggntly direct loans toward achieving specific objéctives.

23

The cost of providing loans directly, rather than thdhgﬁ
nonfederal_lenders;'depends on various factors, dncluding fees .
for originating, servicing, and collecting loans ‘as well as the I B

. -, 4. For further inE®rmaticn, see Congressional Budget Office,
State Profits on Tax-Exempt Student Loan Bonds: Analysis

and Options (March 1980). : ) LT |




federal borrowing.or'opportunity costs.?' QOver the full term,
for example, it would cost .8 peltent more to finance a $2,150
loan (dpproximately the average GSL amount projected for 1980)
through federal 1end12§ than Ehrough paying a nonfederal lender
to provide®the loang.® Larger average loans .puld reduce this
cost\discrepancy-becauge 1t costs no more to service large loans:
through. a federal lender than small ones, whereas with nonfed-
eral ‘lenders the federal payments “increage proportionately with
the size of the loans. The converse is also true--smaller loans
cost more per dollar loan when provfded through direct federal
lénding. It is unlikely, however, that private lenders would
readily provide smaller loans, because they yield. very small
. returns. B - !

A

Federal lending would also tend to reduce’ the size of an
average loan by eliminating the perverse incentive for lending
more to students than they need. 1If disbursed through campus
financial aid offices, federally provided-loans could be incor- :
porated into students' aild packages, thus preventing excessive - .
borxowingsand‘!eeping students better informed about théfr over-
all 'indebtednéss..  Furthern#fe, federal 1lend g would ease
‘loan consolidation, thus reducing administrative costs and
"allowing for better financial counseling of borrowers.

e ! A}

These. estimates assume that federal lending would be
managed efféctively.and efficiently. Skeptics, however, point,
_to :the difficulties experienced at the federal level with other
student assistance programs. _ , k

’

.
¢

5. This'analysis assumes an origination fee of $50 per lohn,‘
and servicing/collection costs of $12 per yer while students:
are 1n'school,,$18 pervyggr during the‘grace period, and $27
per year while the loan 18 being repaid. All costs are

+ 1nflated to reflect likely costs in future years. )

6. This cost comparison 1s based on current CBO economic . ®
assumptions (as of March 1980); it assumes that an average ° .
borrower remains in school for two years after receiving a
loan, 18 in grace for one year, and repays the loan in seven
years. The relative costs, howaver, are quite sensitive to’
changes in the economy. A 1 percent decrease in the federal
cogt: of borrowing would virtually, eliminate the difference" ‘
in overall financing costs. . . v
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Repayment Provisions
4 ' L . .

‘Most student borrowers repay thédir Joans, and they do so
within the, or{ginal terms. Currently, approximately 93 percent
of all GSLs that have entered repayment status are ejlther 1in
repayment or:-have been fully paid off. The comparabl figure
for NDSLs' is about 83 percent. Some students default, either
because they are unwilling or unable to repay or because efforts
to collect the loans have been inadequate. .Available evidence
suggests  that inadequate collection efforts by lenders, tthe
federal government, and educational 1{nstitutions have been; a
ma Jor factor in nonpayment of student loans. Over the last yedr
and a half the federal government has greatly improved 1{ts
atforts. Federal default collections increased from $16 million
in 1978 to $41_million in 1979, Neverthéless, net federal costs
for G5L defaults will still amount to $214 million in fiscal
year 1980. No slmilar .system has been implemented to collect.
defaulted loang insured; through state guarantee agencles. In
the'NDSﬁ}ﬁrbgram-thg federal government has agreed to collect
defaulted loans for schools, and has accepted 238,000~ defaulted
loang from institutions. As yet, however, the anticipated |,
'system for collecting these<loans has not been implemented, so
relatively .few of them (apptoximately 2 percent) have been paid
off or brought into repayment. . ' . '

' Ways to Reduce Nanéyment of Loans. Although many of the

' Ccurrent problems with program managemeént are beyond legislative

control, legislation can affect some agpects of 1it.  For

example, the cuf%enﬁ mix of- student loan programs, in which a

borrower may hawve loans from various lenders and unde®: various

terms, -creates confusion for borrowers, Gbunselotq,. and

lenders. Difficilties would be reduced if all loans were pro-

“vided through a single source. Leglslation might also seek to

prevent students from incurring heavy future debt burdens by

limlting the amount that can be borrowed or by altering the

repayment terms. Repayment terms might be adjusted to 1increase

the length of repayment, or to make the terms dependent on the
borrower's ability to pay.

H v

.

4 ] Both of the current loan progyams have 1limits on the
amounts that may be "borrowed, but tgzy do got. reckon with the

different future earning potemtials of the bdrrowers. What may
4 be an-unfeaéonable debt burden for one student may not be for °
another. '
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‘ - locreasing the term ﬁor repayment would increase both the
¢ amount the borrower has to sepdy and the cost to the federalj
government. , The amount to be repaid would increase because thef|
principal would be pald off less rapidly and greater interest|
charges would accrue. , For example, lengthening the repayment
{term of a 7 percenttﬂoan from 10 to 15 years increases net
repuyments from $1,395 to - $1,618 for each $1,000 borrowed, or by

16 percent. [t lncreases federal costs because, if loans- are
provided through private capital, special allowance payments to
lenders will be greater as the principal is repaid less
rapidly. Under the current program,  the federal cost for a 15~
year term loan would be $864 for each $1,000 borrowed, an
inurease of $158 (22 percent) over: the cost Qf a 1l0-year tesm
loan.” The cost for loans provided with fedegai capital would
also increase, principally becauaetloana would. be serviced for a
longer perlod. A 15-year loan would cost the federal government
$1,011 to service, compared to $583 for a 10-year loan. . :
Another way to reduce the repayment burden would be to tie
repayment terms - to the borrower's ability to pay. Two options
are income contingent loans and graduated repayment loans.
[ncome contingent repayment schemes tie the amount paid to the
borrower's Income during repayment. Graduated repayment loans’,
In which payments are low in early years, offer a simpler alter-
native by not imposing the complexity and administrative costs
associated with income~contingent repayment provisions. But in
keeping ‘Inftial repayments low, one must be careful not to
create excessively high future’ repayments. Any constantly
Increasing graduated repayment scheme that appreciably reduces
inittal repayments must also appreciably increaae future repay-
ments, while any scheme that holds future” repaymenta to only
marginal Increases will not reduce the initial repayment burden
by much (see Figure 1), On the other hand, gradually increasing
repayments only dpring the flrst few.years of the loan can
“appreciably. reduce’ the initial burden without imposing a_serious
burden in later years (see Figure 2). This approach, currently
used fin financing gome home mortgages, allows borrowers a few
ycdrs o whiuh to becbme established.

A

COMPARISON OF STUDENT LOAN RROPOSALS

A Several propoaala for‘ modifying or extending federal
student loan programs are currently before the Congresa. The
" ptoposals include:

LR
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Figure 1.

Effects of Linear Graduated Re
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Figure 2.
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o .Contlnulng the cul\ent programs, unaltered;
o} * ) .
~« o H.R. 5192, passed by the House of Representatives, which
’ ‘would expand slightly eligibility for student loans;

o S. 1870, proposed by Senator Williams, which 1is an
) adag&ation of H.R. 5192 §

o *S., 1600, the National Student Loan Reform Act, proposed’

b& Senators Bellmon and Kennedy, which would retarget

\highly subsidized loans on students with measured finan-

clal need; and :
@ ™

o S.. 1840, introduced on behalf of the .Administratien,

which also would retarget highly subsidized loans gn

students with assessed need. ‘ L
'Y ‘: .. ’

. The -prqposals vary in their spécific&tiOns as to who would
recelve loans, how many loans would be made, and how much they
would cost.o (Specific attributes of these proposals are out-
lined in Table 13.) Some, including H.R. 5192 and S. 1870,
would continue or extend the current approach of providing
hiéhly subsidized loans to all students, thus maintaining a
commitment to enhdnce the equality . of educational opportunity
and alsb to reduce the burden for middle- and higher-income stu-
dents. Other proposals,esuch as S. 1600 proposed by Senators

Bellmon and Kennedy, and S. 1840 proposed by the Administration, -

would fdcus loam»subsidies .on students with measured financial

.need, thus accentuating the commitment to enhgnce equality of

educational opportunity while diminishing the ‘c@mmitment to

“.. »y _reduce the “burden on ‘middle~ and higher-incom& students. In
-reduchng “benefitd, they would also reduce federal costs,

»>

Costs and Effects of Maintaining the Current Program

The two exsting programs (GSLs and NDSLS) would provide
3.0 million loans amountipg to $5 8 billion:in fiscal year 1981
(see Table 14). The first-year federal cost of new loans pro-
vided™ through the.programs would be approximately $0.7 billion
(see Table 15). Before belng fully retired, these loans would
cost the federal government $2.8 billion in' 1981 dollars, or 48
percent of the original amount provided. The demand forgneed-
based loans from lower- and middle-income students would . amount
to approximately $3.1 billion; thus slightly more than half of
the benefits would go to students who currently qualify as
having financial need.
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TABLE 13. ' MAJOR caMprENTs OF FIVE

OPTIONS FOR STUDENT LOAN PROGRAMS

y ]
~ o Source of Capital '
Program Eligibility Borrower Subsidies and Associated Costs . CBO Assumptions

. ) . _ . J
Current For GSLs, all students [ntéreat forgiven on  For GSLs, capital pro~ 2.1 million students
Pro- eiirolled half +time or both GSLs and NDSLs vided by pridate ‘ and borrow $5.0 billion im
Jramsg more. For NDSLs, fi~ while students are in state lenders. Costs guaranteed 1loans and
nancially needy stu- school or 1in one-year include ‘special allow- 0.9 million students
dents enrolled half . grage. GSLs in repay- ance payments to lend-  borrow $0.8 billion in
tim® or more. (Lnsti- ment bear 7 percent ers, and revenue losses direct loans. Over-
~tutlon assesses need.) interest; NDSLs bear 3 from sale of .tax—exempt all, 3.0 million loans
) ' percent interest. state bonds to support ' would provide $5.8
' state lending. "For' billion in fiscal year

NDSLs, capital pro— 1981.

R .'vided from revolving

. * loan funds,- supple-

ented with federal

. N -gﬁp!tal contrlbutiongs>
H.R. For student loans, same nge as ‘current pro- - Same 48 current pro- Same as current pro-
5192 as current ppograms. grams - for student grams for student grams for participa-
Parents ~eligible ‘to loads. Parent 1§ana loans. Parent loafls -tion in NDSLs, and

borrow upjto the dif-
fereice batween educl~
tional costs and avail-
able gift aid.

would bear 7 percent?
interest from the date

" of disbursement.

- treated like guaranteed ,
. student loans.

slight ., increase in
participation in GSLs.
81,000 parents borrow
$237 million in first

year.  Overall, 3.}
‘million loans woulgd
provide $6.2 billion

in fiscal year 1981.

T




TABLE 13.
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S. 1600

to students

~aggessed need.

< -
~

~

(Continued)

2

For GSL3, all students
enrolled in degree
credit courses. NDSLs
remain available, only
.enrolled
half time' of more with
Parent
eligibility the same as
under H.R. 5192. -

In Tier I, students en-
rolled half time or
more with assessed need
could” borrow up to the
level of . their unmet
need. (Assessed need
determined from the
needs apalysis fqrmula
for BEBGs.)
11, students and par-
ents could borrow up to
expected family contri-
bution.

4

In Tiler .

GSLs and pagent Lloans °

the H.R.
5192.

of fer delinquent stu-

game as In

dents an income-contin~'

gent loan plan rather
than the straight 10-
year repayment sched-
ule. NDSL
would increase from 3
to 7 parcent.

In Tier I, for under-
greduate students, 1in-
school interest-free
loans bearing 7 percent
interegt 1in repaymenp.
No 1in=-school subsidies

" for graduate students.
Students *could opt for

graduated

repayments
rather than

. straight

15-year schedule. In

Tier 'II, borrowers -pay
1 percent less than the
Treasury bill rate from
the date of. disburge-
ment.. Loans to be re-
paid within 10 years. .

Collectors -could

interest

[

Same + as under H.R.

5192. ,

Capital for loans
Tier " 1° provided di-
rectly by federal gov-
ernment through federal
borrowing. Adminigtra-
tive costs include fees
for loan
and servicing.
for, Tler II @gtill pro~
vided through private
lenders, requiring spe-
cial allowance payments
to lenders. '

origination
Capital

Borrowing for GSLs in-
creases by 250,000
loans and $200 million
Jo acccommodate less-
than—half~time stu—~
dents. No change In
'porrowing level for
NDSLs, but increased
collections 1in out-—
years  from increased
interest . ¢harges.
Overall, 3.4 nmillion
loans would provide
$6.4- billion in fiscal
year 1981. = ,

ing In Tier I, 1.8 million

undergraduates borraow
$§3.1 billion; 160,000
graduate students . (a
decline of 50,000)
borrow $0.5 billion.
In Tier 1II, 565,000
loans' " amounting te
$1.78 billion. Over-
all, 2.5 million loans
would ‘provide  §$5.4
-billion in ‘fiscal year
1981. A -t




TABLE.  13. (Continued)
S. LBAO. For basic loans, stu-
~ dents (other than pro-

fessional students) en-
rolled, half time or
more with assessed need
could borrow up to the
.}evel of' their nead.
(Assessed

‘tion's proposed single
needs analysis' system
in¢luding " a required
$700 self- help contri-
bution by the - gtu
dent.)
tal loans, students and

 parents could borrow up
to the cost of educa-
tion minus other finan-

.clal aid.

v

need deter-.
mined from Administra-

ment
'ferr%d.

ter77 )

For supplemen-

N

Bagic loans; would bear
no intdrest while in
schbol or in grace, but
would bear 7 percent

.interest during repay- /ecapital_

ment . Studentd could ;
select repayment terms,
up to 20 years. Sup
plemental 1loans woul]
have interesy rate of
T-bill + 1 pezcenx from
1ssuance, though rbpay—
‘could be . de-

Repéyment
up ‘to 20 years.

/ .

/

‘plemental

Gapital for basic loans
provided by federal

‘government through ap-

for full
reqﬁirement.
Administrative costs
include fees for loan
origination and servic-
ing. Capital and sup-
loans - pro-
vided through priyate
lenders, requiring
special allpwance _pay-
ments of 2.5 percent to
lenders. ' ’

propriations

&

1981,

N

basic ldans, in
1.1« million
undergraduates borrow-

For

"ing $0.8 billion; 0.1

millfon graduate stu-
dents borrowing $0. 3,
blllion. For supple-
mental loans, in 1981,
565,000 family " loans )

- for $1.8 . billion,
80,000 professional
students. borrowing

$0.2 billion, and 1.6
nillion students bor--
rowing $0.9 billion to
cover self-help or un-

‘met need. Overall,
3.4 million loans
would provide $3.9

billioq in fiscal year

1981.




© TABLE “14,

h f:{,.:

COMPARATIVE DISTRIBUTION OF SUBSIDIZED LOAN FUNDS TO

STUDENTS AND THEIR FAMILIES IN FISCAL YEAR "1981,
- UNDER- VARIOUS LEGISLATIVE PROPOSALS ¢

LOANS AND MILLIONS OF DOLLARS .

IN THOUSANDS OF

+

P

\.

3 .Highly Less H1gh1y
~ Total Loan Subgidized . Subsidized
. Volume- Loansg8 Loans .
Amount ' Percent  Amount Percent . Amount Percent -
Cufrent Policy | E o “_;_‘“
Loans =~ ™ 2,979 100. * 2,979 100 0 "0
Dollars = 5,760 100 5,760  °100 .0 0
T -
H.R. 5192 _ R B
Loans 3,1 100 3,021 97 81 3
Dollars 6,219 \ 100 ~ 5,982 " 96 237 - 4
1 : .
. { .
5. 1870 § .
Loans 3,352 100
Dollars 6,419
sff?aoo
Loads 2,495
Dollars 5,360
S. 1840 at
60 percentb
Loans 3,445
Dollars 3,874
S. 1840 at .
-..100 percent R e
Loans:, 2,195 100 , 57 945 -« 43
Dollars. .:=3, 957;Wﬁ,}06** 1,707 43 2,250 57

Gifténsfdered highly subsldlzed
To allow comparison with’ other proposals, estimates have
been provided for §. 1840 at 60% and 100% implementation,

As ‘proposed, this plat would be phaaed in over three years,
~with only 60 percent of need met: in flscal year* 1981

49 .

6"“1 . A
(] .

g

t forg1ve interest while students are in school are

¢

.
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TABLE. 15. COMPARATIVE COST ESTIMATES FOR'FLVE OPTIONS FOR STUDENT LOAN *PROGRAMS
s ey Curfent -t | 5. 1840 5. 1840 -
. e Brograms H.R. 5192 s, 1870w3_§. 1600 (at 60%)8 (at: 1002)

AR
s

Fir8t~y&ar cost of new

;.5year 1981 (in millions: of R ’ . .\' N
dotlars). S i . 703, 731 " 746 522 1,162 1,832
_'Full-term cost of new - Y - . »

loans provided In fiscal o , o : e ; o
year 1981 (in millions of o - ) LT .
1981 dollars) . 2,778 - 2,866 2,962 . 2,353 e ;~1‘915________ g

»

&

5:_ To allow comparison with other proposale, astimates have been provided for §. 1840 ‘at .
602 and 100% implementation. As proposed, this plan weuld be phased in over three.

-years with on*y 60 percent of need’ het in fiscal year 1981.
7~

i\
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H.R., 5192 as Passed by the. House of'Representatives ’

H.R. 5192 would expand eligibility for GSLs to parents at a
lesy subsidized rate than that for students. It would also
increase the overall loan-limits, and change - the administrative

-process in order to reduce defaults. The:NDSL program wquld not-

be changed significantly.

; This package of -loans (GSLs, parent loans, -and NDSLe) would
provide 3.1 million borrowers with $6.2 billion in fdscal” year

. 1981. The first year federal cost of these loans would be

approximat®ly equal to the cgst under current .programs. The
long-term costs of the loans provided in 1981 would be $2.9 bil-
lion, or 46 percent of the original amount borrowed.

Thege estimates dre based on the aagumption that most fami-
lies would act as a unit and use the least costdy loan program

* available. Families, therefore, would be more likely to have

_children attending higher-cost inatbtutiona.f

thelir students borrow money that bears no interegt while the o

student is 1o school, than to have parents borrow money that

‘bears 7 percent interest immediately. . As a result, there would

be relatively low demand for parental loans. Most parental’ bor-
rowing would occur among middle- and higher-income families with

<

S. 1870 Introduced by Senator Williama o : {

. » E “
o This proposal adapts H.R. 5192 by extending eligibility to.

“students enrolléd ' leds than half time and by increasing the -

interegt on NDSLs from 3 percent. to 7 percent. This loan pack-
age would. provide 3.4 million students with $6 4 billion 1in
loans in fiscal :ear 1981. The first-year federal cost would be

. 40.7 billion. The long-term cost of (the proposal “1s $100 gil-

lion higher than the cost -of sthe House bill, becauge the
increased costs for" providing benefits* to less-than-half-time
students are not quite offset by .increased NDSL collections
resulting from the -higher interest charges.

4'Increa'aing eiigibilit§aﬁo students enrolled less than half
time would not apprecinbly increase overall lending or program
costs. If these students participate at the same rate as other
students, the total guaranteed student loan volume 1is projected

£
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to increase by only 4 percent. But because the costs of admini™

~stering these relatively small loads would lower lenders' pro-

fits, less-than-half-time students might find it difficult to
secure loans. o

S. 1600, The National Student Loan Reform Act, Introduced by

Senators Bellmon and Kennedy -

S. 1600 would conaidera£1y alt@r'the'atfuctdte-of,the stu-
dent loan program. . It would (1) target highly subsidized loans

-on needy students, (2) provide less highly subsidized loans tw

<

students and familjes without asgessed financial need, and (%)
shift oew, need-based student loans ' from private lenders to a
federal lender.. 1In fiscal year 1981 this program, 1f fully
operatioﬁal, would provide 2.5 million loang amounting to $5.4
billion. The féderal “cost }n~f18ca1 year 1981 would be $0.5
billion. The residual costs resulting from GSLs and NDSLs made
In prior years would be appreciably - less than under the pre-
viously discussed options because repayments from the old, NDSL
program would be avallable to reduce budget costs. Over the
life of the' loans ;provided in fiscal year 1981 under 8. 1600,
federal costs would amount to $2.4 billfbn, or 44 percent of
the original amount borrowed. '

S. 1600 would ﬁro?ide alightiy fewer loans and dollars than

‘the previously discussed options. Compared to the current pro-

grams, savings in. federal costs could be appreciable 1in the
early years.. In the first year, it would reduce federal costs
(budget authority) by $0.5 billion below the current programs,
with savings increasing to more ‘than $1 billion a year by 1985
(see Table 16).. In later years, while still 'less expensive than
the current programs, the savings would not be as'great because

S.. 1600 allows more time for repayment, thus continuing the
interest subsidy*for a much longer period. : ‘
*>  The pattern of borrowing would be quite *different under
this plan than it 1is under current programs. About 40 percent

“of the amount borrowed wolild be 1in the less highly subsidized

parental borrowing componert of the-plan; a much higher level of
presumed parental borrowing tham under’-either H.R. 5192 or §.
1870. ot P : : Co

8
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TABLE 16. FIVE-YEAR BCOST PROJECTIONS OF FIVE STUDENT LOAN PRO-

POSALS: IN BILLIONS QF'DOLLARaa

*

Ft;EaL' Current ‘ i
Year Programs  H.R. %92 S. 1870 S, 1600 S. 1840
. 1 . = -
1981 2.0 2.1° 2.1 1.5 2.1
1982 2.4 R 2.4 1.4 2.2
1983 “2.7 2.8 2.8 1.0 2.2
1984 2.8 2.9 2.9 1.2 2.0
1985 2.8 2,% 2.9 1.4 2.0
FiveYear | 12.8 13.10 S 13.2° . 6.5 10.5 .,

Total

"

| NOTE: Rows may not sum to totalaﬁbecauaa of  rounding.

> o s "

a. lncludes direct expenditures for uew loans and - prior-year
comditments for GSL and NDSL loans; does not.include tax
*exgendlturea from sale of tax-exempt bonds to finance state
lending.

S. 1840, ‘the }dministg#pion'a Proposal
- ‘ . ' . .

The Administration's proposal, much like S. 16006, , would
significantly' alter the structure of student loans. It too"
would (1) target highly subsidized loans on' needy: underg}aduate
students, (2) provide less highly subsidized loans to students
rand families without 'assessed finan®ial' need and to graduate
students, apd (3) shift new, -need-based student loans from pri-

. vate lenders to,a federal lender. It differs from S. 1600 by

(1) imposing a more rigorous measure of'flngncial need (requir-
i® students “to contribute at least $700 toward their educa-
tions), (2) excluding onl.y'g_taduabgf' students studying business, .
law, or medicine from eligibility PTor highly subsidized loans,

(3) requiripg that all capital and administration costs be, pro-
vided through direct appropridtions, and (4) .Increasing the
interest rate on less highly subsidized loans. The Administra-

tion proposes .phasing in the need-based loan. program over three
. . . r :

-
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years; students would receive'60 percent of their loan entitle-
ment in 1981, 80 percent in 1982, and 100 percent thereafter.
In fiscal year 1981, this.would provide 3.4 million loans to
students and their familiea aﬁounting to $3.9 billion. The fed-—
eral cost in fiscal year 1981 would be $2.1 billion. This
first-year cost, however, can be wisleading when compared with
the first-year costs of  other proposals. Funding totally
through 'direct appropriations, rather than deferfing costs

through long-term commitments to lenders or through federal bor— - -

rowing, creates very high initial costs until ‘future repayments

start to offset new capital requirements.

Asauming.borrowera received 100 percent-bf their entitle-
ment instead of the reduced amounts 1implied by the scheduled
phase~in, the federal . cost, for S. 1840 over. the‘ life of all
loans provided in a year (in 1981 dollars)'would be §1, 315 mil-
lion, or 33 percent of the original amount borrowed.

]

-

- This propoaal would “provide appregiably fewer loans and

'dollars than any of the other proposals hecause of the more rig-

orous ‘needs test, the restrictidons on eligibility, and the
limited availability of Toans during the phase-in. FedeFal out-
lays would be .relatively high in early years, but would diminish

significantly in future years as repayments began to offset new

capital requirementa.
N

This proposal would have a unique effect on the . distribu-
tiop of loans. " During the two-year phase-in, many students bor-

‘rowing basic 1oan3xalao would need to -borrow supplemental loans
" to 'meet the balance of their assessed financlial need.. Even

after the transitional phase-in, however, 57 percent of the loan
volume would be provided through the less highly -subsidized com- .
ponent of . the loan program, proportionally more than in any ‘of

. the: other alternativea...

n
b . . B
! .




CHAPTER V. EFFORTS TO REMOVE NONFINANCIAL IMPEDIMENTS TO EQUAL
"~ EDUCATIONAL OPPORTUNITY ' -

L

Four federal programs focus on nonfinancial barriers that
may impede disadvantaged students' educational progress. They
appedr to have been successful in encouraging some disadvantaged

"ypung people to continue their education beyond high.school.

“\

THE SPECIAL PROGRAMS FOR THE DISADVANTAGED

The four Special Programs for Students from Disadvantaged
Backgrounds--Upward Bound, Talent Search, Special Services to
Disadvantaged Students, and Educational Opportunity Centers—-—
vary in scope and funding (see Table liiL\ Created as subpart 4
of Title IV of the Higher Education Act of 1965, these programs
were Intended to 1identify and assist people from low-income
backgrounds who might benefit from continuing thelr education
and to previde special services for those who ultimately enroll
in postsecondary education. |, :

Upward Bound . o

4

‘ Through grants to postsecondary institutions (primarily
four-year colleges and universities), Upward Hound provides
promising low-income high school students with servicés designed
to deéevelop the academic skills and motivation _necessary for

success In education beyond high school.

Fiscal year 1980 fundingAfor_Upward Béﬁnd.ia $63 million.

In 1978, 37,000 students were provided Upward Bound services. .

About 80 percent of the participants have - been minority stu-
dents in the past, and nearly two-thirds haVe come from families
with incomes below the poverty level.

-

. Most. students participate in the Upward Bound program for
two orf three years during high achool. In general, they receive -

counseling and support during, ﬁhb regular - school year. . In

summer most of them reside at the sponsoring institutions, where
they receive more Lntensive college preparatory instruction dnd

counseling. These aervicga are designed not. only to prepare

-

'y
-
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TABLE 17,
1979-1980"

\

SCOPh AND FUNDING OF SPECIAL PROGRAMS FOR DISADVANTAGED STUDENTS FISCAL YEARS

Program

- Target Populdtion . ¢

Appropriationsd

'~ 1981

Current Pro-
gram LevelsP

Talent Search .-
Upward Bound

Special Services for
Disadvantaged Studépts

Educatlouaf.Opportunlty
Centers

Disadvantaged yguth
no longer in school

Dlsadvantagéd high
dchool students

Disadvantaged post-
secondary students

Residents of locali*
ties with high cottcen-

‘trations of disadvan-

taged youth and adylts
y

0
LA, BY

1979 1980
153 15.3
60.9 62.5
55.3%  60.0
'6;5 . 7.7

i
J

'17.0
69.3
66.5

8.5

a. The Special

-® staff tralning).’

Programs

: . ¢
currently are

authorized

to spend $200 million. }
appropriattons In fiscal year 1980 are $145.5 million (not including $2 million for

Total

®

b. Curreat program level estimutes reflects funding required to maintain the same level
- of services provided in fiscal year 1980.

(e
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" . them academicallyg:.eulturally,é and soclally for postsecondary-
education, but. also to motivate them tq continue their educa-

tion. ' B ) i

{@glent Search
" ) -
Through gra;ts primarily to public and private service agen-
cles (although. educational institutions are also eligible), the
iTalgnt Search program s pports projects to identify financially :
‘or culturally disadvanfaged youth who would benefit from post- ‘
secondary education but are no longer in school. The various -
projects provide supportive services designed to encourage them ‘ \
to continue*their education. In the past, most projects concen-
trated on counseling and advising. More recently, however, many
projects have expanded their scope to 1include tutoring and _
speclal classeg. : , ' . o

Funding for Talent Search 1in fiécal year 1980 {is $15.m11~
lion. More than 186,000 people participated in 1978, and about
80 percent of the participants were from minority groups.

-

@

.- Special Services, for Disadvantaged Students .
_ This program awards grants to' postsecondary institutions
- that provide remedial help to disadvantaged students enrolled in
the institufons. Students receiving the services must come
from a deprived educational, cultural, or economic background,
be physically handicapped, or have limited . English-speaking
ability: The intent of the program 1is to increase the post-
secondary retention and graduation of dlsadvantaged youth with
academic potential. LR

Flscal year. 1980 funding -for the Special Servicee.proggim
18 $60 million; which should allow the program to serve approxi-
mately 150,000 students this year. :

-

Educational Opportunity Centers - "W
. Sharing éosta with 1local governments, - this program estab-
i 1ishes centérs a® postsecondary institutions or private or
' public service agegcles to serve disadvantaged localities. They "
are avallable te "youth and adults from all spheres of the .
' community. The prgjects provide counseling and assistance in

u'e

L
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securing "admission, financial aid, and tutoring from post-
secondacy lnatltutions- C

.

FLscal year '1980 funding for the Educational’ Opportunity
_ Centers 1is $8 million. d4n 1978, more than 85,000 people were
_Berved by the cgntera’and more than half were minority group

membera.
N e ’ ] -
¢ - . J

ACCOMPLISHMENTS OF THE PROGRAMS * -

”

Although' the  Special Programs for the Disadvantaged have
operated for nearly 15 years, little is known about the extent
to which they accomplish their mission. With the exception of
Upward Bound, the Special Programs have not been rigorously
evaluated: - { \ '

The Upward Bound program appears to encourage- some ‘students
to continue their education beyond high school and to remain in
postsecondary education once they do enroll. It does not, how—
ever, appear to improve the postsecondary academic performan
of participanta.

While Upwgrd Bound participanta are no more- likely to grad-
‘uate from high school -than'similar students not participating fn
the program,1 they are more likely to attend college. On

_ average, they remain. in college longer. Ninety-one percent of

the Upward Bound high school graduates continued 1nto post-
secondary education, compared to 72 percent of similar _non-
Upward Bound high school graduates. Upward Bound students afe
also more likely .to attend four-year institutions than simila;
students not idvolved in the program. In part, this 1is because
a majority of the Upward Bound studepnts who go to college (53\

\

l. 'Approximattly 70 percent of both the Upward Bound stude
and similar students not 'in the  program completed high
school within three years from tenth grade entry, although
more than 95 percent of bbth groups completed high school or
‘its equivalent by 1979, which was six years after the
initial survey. " See: G.J. Burkhelmer, J.A., Riccobono,
J.M. Wisenbaker, Evalugtion 8tudy of the Upward Bound
Program: A Second Follow-up. Prepared for the Office of
Evaluation and Dissemination, U 8. Office of Education, by
the Center for Education Research and Evaluation, Redearch
‘Triangle Institute, November‘l979




percent) enroll in the postsecondary institution that sponsored
thelr Upward Bound experience, and wost.of the sponsoring insti-
tutions are four-year colleges or universities.
$ ’ .

Upward Bound students tend to remain in college longer than
similar non-program students, although this 1s principally
because they are more likely to attend four-year institutions.
Although there are not enough data yet to indicate whether :
Upward Bound participants are mobq__li&gly to graduate from
college or pursue graduate education, they do aspire to higher
levels of gducation than similar Btudenta not in the program.

These differences in attendance patterns, however, may not
be fully attributable -to the“ program. The differences may
result from intervening conditions. For example, the differ-
ences noted in the evaluation could have occurred because of
.unique conditions that led to the selection of program partici-

pants rather than because of what the. program itself accom—
plished.?2 :

Despite the increase in postsecondary enrollment and per-
slstence, the academic component of the Upward Bound program
does not appear to have 'improved participants' postsecondary
academic performance. In general, students from lower—income
families perform below the mean of all college students, and
this is no different for Upward Bound students. In fact, thpse
who have participated in the program haVé'alightlyklower col?&f

. i |

2. 1f projects recruit students who'already are more likely to
go to college, or if high school students who dre interested
in goling to college seek out Upward Bound projects, ‘then
program participants will almost certainly be more likely to
attend college. On the other hand, 1f projects select stu-
dents who, on average, are less likely to continue their
education, then program participants will be less likeély to
attend college. The Upward Bound evaluation study selected
the group of students to compare to program participants
from within the 'same schools attended by program partici-
pants. This makes it difficult, within the study, to con~"
trol for possible bias resulting from selection of program
participants. If the comparison group(s) had been selected
from high schools that did not host Upward Bound, the pre-
selection bias could have been reduced, but an even more

serious potential bias resulting from between-schogt differ-
~encea would have been introduced.
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grades and earn slightly:fegct credits per term, all else being !
*  equal, than similar postsecgndary, students who have not. .

»”Costs of Upward Bound.  The costs of UpWar:)ydund projects
. varied from $700° to $2,900 per student in fiscalt“year 1979, On:

' average, costs' per  student in 1979 were $1,662.  Thus, on
average, it would cost approximately $3,306 to serve a student

for two years, or $5,000 for three years. But most of these
youth (about 72 percent) would have continued their eddcation
whether they_péttiéipated in Up4hrd Bound or not. Therefore,

the cost of inducing students to attend postsecondary education g
18 much higher than, the- average amount spent on the program per
student. - :

OPTIONS FOR ALTERING THE SPECIAL PROGRAMS FOR THE DISADVANTAGED -

Three types of options are examined below: o '

o Maintaining the current level of services '1n\-the
programs; ' '

o IExpanding the programs to reach a larger portién of the
target population; or .

4

o Changdpg the focus of the programs.

~ Maintaining the Current Level of Services : |

. J o y

To maintain the same quantity and quality of services in

the Special Programs would tequire $161 million in fiscal year

1981, an inctease of 10.9 pertent over the level of funding pro-

i vided for 1980.3 . While this would agsure the same level of
\ services in Talent Search, Special Services, and Equal Opportun-
ity Centers, the ladk "of adequate program evaluations makes 1t
difficult to estimate what d{mpact this would have on the
behavior of program ,participants. Effects, however, ban be
estimated for Upward Bound. If maintained at its current level-

of services, 37,000 ‘students would receive benefits, of which: :
approximately 32,000 would attend collegei. Nearlyss,700 of . | -

‘ o

3. The 10.9 pércent Increase reflects CBO's estimate of the
increase 1in the higher education price index from 1980 to
' 1981. ' NS : '




these studencs probably WOuld not have gona to college without
Upwatd Bound. :

A

f

ExpandinglP;qgfams to Reach a Largef}%brtion-of the Target Pop- |

ulation

! 1

Although in each of the Special Programs the potential tar-
get population of youth greatly exceeds the number currently
being served, each program varies in its ability to expand
because of the potential supply of providers.

Upward Bound. The prime arguments for expanding Upward
Bound are that the program appears to help some disadvantaged
youth attain higher levels of education, and that at present the
program reaches only a small portion of high school students
from low-income families. The number of those -not served by
Upward Bound, however, does not indicate how many could
potentially benefit from 1t. Not all students from low~income
families have the academic skills essential to higher
education. Many others are already doing well academically, and
need no further motivation to remain in school or to continue
their education beyond high school. Nevertheless, many hore
could probably benefit from participating in Upward Bound. . Two
ways in which the program could be expagded are:.

0 Increasing the\nﬁmber of projects; and
o..Incfeasing the size of existing projects.

bz Based. on the current number of requests, Upward Bound could

 expanded by 25 to 50 percent by funding additional projects.

The number of projeect proposals 1ncreased'hearly -20 percent from
1978 to 1979, and only 16 percent (35 out) of 223) of the
requests were funded. . While some were rejected because they
falled to meet program requirements, a number were not funded
simply because of a lack of funds. Furthermore, the awareness
that only limited funds were available quite likely dissuaded
other prospective qualified sponsors from submitting proposals.
]

for gponsoring inst utiond, or increasing the size of existing
projects. For example, the summer residepcy requirement could

be reduced or eliminated so that more. two~year community col-%

-

- LThe progra@ could also J! expanded by relaxing requirements

leges would qualify as sponsors. But ‘eliminaging the sumper !

residential component, which provides the ly intensive
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opportunity to change the students' 1living environment, could’

‘seriously erode program effectiveness.

‘ Current projects could also be expanded to reach more stu=
dents. If existing sponsors were funded at the level requeated
they could serve approximately 10 p,rcent more students.

¢

Talent Search. .Talent Search 18_funded at $15 million in
fiscal 1980. 1In 1978 the program provided .services to less than
5 percent of the 4 million l4- to 27-year-old people in poverty
who were not enrolled in school. . Only about 30 percent of new
project proposals wete funded in fiscal year 1978, suggesting
that ' the program could expand quite significantly without
exhausting the current supply of prospective providers. While
not all of the unfunded proposals were rejected because of a
. lack of funds (some of them presented .unacceptable plans), 1if
the rejection rate could be cut in half the number of’ 'projects
would 1nspgaae by 23 percent. Current projepﬁa might also be

-_g_expanded

Special Services for the Disadvantaged. The Special Ser-
vices program, funded at.$60 million for fiscal year 1980, prob-
ably could be expanded quite -significantly without exhausting
the pétential- either of program partfcipants. or of sponsoring
postsecondary institutions. The demand for these services, as
measured by the number of proposals from prospective new spon-
poring 1institutiong, ‘has grown rapidly since Section 504 of the
Rehabilitation Act required that all postsecondary, institutions
providing federal student assistance also assure equal access
and educatipnal opportunity for handicapped students. What 1is
not known, however, is whether expanding the program will in-
crease the level - of services for disadvantaged and handicapped
. students or simply substitute federal funQa for inatitutional
funds already being provided.

o\
.

Educational Opportunigx_Centers. The EOC program, funded
at $8 million in fiscal year 1980, would probgably have no
difficulty fiinding additional qualified 8ponsors. In 1978, less
than 20 percent of all new requests received funding. \

Changing the Focus of Programs

One jbsaible redirection of special service programa is

currently being developed by the Office of Education (OE) and ¢
the Depantméyt of Labor (DOL). OE and DOL are cooperating in dg

4
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"a work component would provide participants with*a modest 1n%£:e

JETI.
v

. .q."-‘ E™S . ‘ ‘ .

experiment to .combine Upward Bound and CETA; ten joint projects
have been established. Incorporgting ' a work component into
Upward Bound would address two 1J§hes?' First, it could help
prepare participants for the world of work, and integrate their
educational aspirations with- preparation for a cateer. Second,

that would alleviate some financial hardship and mitigate, “to
some extent, the conflict with alternative opportunities that
wany program participants currently fgée.4 A work component in
Upward Bound couild focus on summer  emphoyment, part-time employ-
ment while youth are {n school, or both.
work component would increase annual per capita costs by.agﬁrox~
imately 6400, whereas an in~school component would 1ncrease
per capita costs by $1,100.6 ~ '

Another option would=be~to experiment dpenly with. ways' to
reduce impediments to equal educational opportunity. ~“New inter-
vention strategles,' 'such as- providing ‘more :information and

‘motivational support 'to .students “earlier . in. their secondary

education, or guaganteeing future financial aid, - could bewestab-
lisheq as experiments. Far too little currently is known about
Now to encouragé disadvantaged youth to continue their educa-

Including a summer

L)

tion, and an experimental approach would provide a useful guide

for future policy. s

™

# a

\

A. In ‘some areas, the Uﬁward Bdund program has found it diffii

cult to compete with federal youth employment programs

- because the youth prefer to earn money rather . than attend
summer school. Two current CETA programs, the Summer Youth
Employment Program (SYEP) and the Youth Incentive Entitle-
ment Pilot Projects (YIEPP), focus on students similar to
those in Upward Bound. ' SYEP provides summer jobs to low-
income youth. » While SYEP jobs "provide an income, they do
little for increasigg participants' future employability.
YIEPP, on the other hand, induces youth to remain in school
by guafanteeing them part-time employment during the school
term and full-time employment during the summers.

5. Asgsumes 15 hours per week employment for 8 waeeks at the
minimum wage. ’ )

6. Assumes 10 hours per week for 36 weeks at the minimum wage.

¢ 'S 1.. — ) 2
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CHAPTER VI * OVERALL - BUDGET IMPLICATIONS - OF FUTURE, FEDERAL . . -
A POLICY FOR_STUDENT ASSISIANCE o e e e

student assistance separately, the varioun programe do not work
.Independently--each affects the_others.. Foi* example, a decrease

" another fof scarge budget reseurces within e‘constrained budget
g e_nuironment, res&&s(\med for one. program afe not available-

“likely® to receive exten31Ve Congressional attention.

.MAINTAINING SERVICE LEVELS FOR MAJOR sTUDENn:AssiSTANCE 'PROGRAMS

"~ ‘which continues to groy rapidly under the policy of extending
1n-school interest-free loans to -all students. ‘through MISAA. .

i studenté, and what . portion ~would- be- fbcused on “teducing the
* burden of college costs f6r middle-income ptudents and their

.0 1

e R e T T
‘

Although ,thia paper has approached each type of fedet’ S

In the level of Basic Grant awards will result in increased de-
maid for student loans.- The ptogramef*also _compete with one -.-

for others. Although many budget strategies exiat four are-—

y

0 Maintaining currant programa; - _ '7.f e d'_%

) Adoptlng the Adminiatration 8 reauthorization ptOpoaal e

"o Implementing H.R. 5192

o Reducing'funaiﬁg for student assistance. - ”*"_j L

v, -

: g Lot .

, If current student ass t&née policies were to be main— '#
tained in 1981, benefits would :reage overall by 8 percent, ;
whereas the. number of - recipients would decline by 1 percept (sée ”
Table 18). The largest increase would occur in the _GSL program, = _ .

Overall,  federal funding gfuld increase only 5 petcent. TS
Suataining the.current- level of services would maintain the

dual focus -of student assistdpce-- policy established by the

Middle Income Student Aasiatance ‘Act of 1978.. Although it is

not clear what portiod of the total funds,woul e focused on o

promoting equality of educat}onal opportunity’ for disadvantaged o

’,
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TABLE 18,  FEDEKAL FUNDING, BENEFYTS AND nlcmv.u'rs’or MJW STUDENT ASSISTANCE PROGRAMS

: L CURRENT LEVEL OF - SKERVICES” IS MlNTAlNl’.I). IN l9g‘lt' FUNDS AND BENEFLLS IN

o MLLLIONS OF DOLLARS, RECLPLENTY ‘IN PHOUSANDS . e .

. ¢ A . o
R T T --_.‘.V._- e e adindals P indades ol Rt et

" Hrograms . s - . " + 1980 1981
e e o -.:_..._,4 T e trm e e e a e o —————— e s e e e~ -

o . ;
BEOGH o, [

Fundlng . . . o 2,;‘4 S PR 2,561

“ Beneflts _ ’ 2,524 L 2,51 Vv
Reciplents : g ' 2,632 - . . 2,525

' Y
SEOGa e . . ’ : .
Fand Loy - N\ Mo - . 410 ., .
Benetitys . 70 ] ' 410
Reelplonts ) ‘ 6273 g ) T 623
$51Gs _— : o _
Fyinding . N 77 - 85

Benetits . : . . e 154 -, s - . 171

Reciplenty | . e ! 397 ; 307
’ . o’ :

cws _ . . . )

~ Fundlng . . A 550 - 610

. lfmyxt'lts ’ : . ® o ! 604 670

’ .R\'vlplunln “ : : b 990 . 990

v - . e . -

GSL4 . - vooa 8
Fundlog - - 1,609 7 - 1,690
Benetfts . 44,500 - 4,995

© Recfplentssn . 2,079 - . o 2,079

NﬁSLH_ 2 -

" Fundlng ., 301 %334
Beongfits : 679 - _ 753
Reclplents - . 914 o Y14

IOTAL SPUUENT ASSLSTANCEA ¢
Fundlng ] 5,431 5,090
BenefLts w» 8,831 9, 560 vmm
Reclplents: . 7,545b ) 7,438b

_ : : . .

Spuctlal Programg (funding) \ ]

for the Disadvantapged - . l46 ) 161

e e e e e e e h e e e e e e ot = . e o r o — -

[

NOTE:  Agsumes full fundlng of the BEOG program of an $1800 maxlmym award in 1980 and

1981, which will requlre a supplemental upproprlutl"'of.9292 million for flscal
year 1980. Also assumes a supplemental of $649 milllon for GSLs Ln fiscal year
[980. o ‘ :

’ .

Py Student, asslstance ‘In this coutext refers only to the ald provided through the six'
ma Jor student assglstance programs within the Office of Education.

[}

b. Duplicated count, thus.not equivalent the number of utudent;”}ecelvlng benefits.
Many students recelve two or more typGEUZf federal student ald.

2
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families, ! 1t appears that the, emphasis w0uld  shif&f slightly
away’ from helping lower-income students and towarg' helping

middle= apd higher-income students. Grant aid would decline by.(

2 percentage polnts to 33 perce f ‘the benefits. This slight
shift {n emphasis from grant afd to delf~help would result from
growth in the GSL programn~—gygowth, théf'would ‘be expected ; to
occur principally among, studendy -from ‘iiddle~ and highe¥=income
tamilies._ g SR {M::Ej . . , . ' '
. . ‘."- . . . e e .
Tdtal(ébnta for student assistance would 1increase only” 5
pércent frQu~fiscal year 1980, principally because BEOG and GSL
program - costs would change very little. (Currently projected

'

declines in Interest rates, upon which the “special allowance -

- payments to lenders - are based, wpuld .dffset -the effect of

increased’ GSL bhorrowing.) ' The phenomenon of steady costs in -

spite of {ncreased lending} however, wauld.be short=lived. From
fiscal year 1981 to ‘fiscal year 1982, federal “¢dstp are pro-
Jected to increase by 19 percent if the current G§L"program is
continued. ' . : ' ' :

-

Sgbpoxt for the Spectal"ProgramB for the Disadvantaged

i‘@ould increase by nearly 11 percent because of inflation, but

.
s

-

"

Py

’
-

-~

'*wquld remaiq'iow combared to‘a;udent,finahcial assistance.

,. -
s ) 0

R LT . ) - ~n , :
ADOPTING  THE ADMINISTRATION'S REAUTHORIZATION, AND BUDGET .PRO-
POSALS N : . : T

If the Adminiétration's reauthorization and budget pro-

ﬁGBalw were adoptéd and #ully, funded fn fiscal year 1981, bene--

fits would decifne”hy‘zo percent, the total number of awards
would lacrease by 8 percent, and federal funding would 1increase

" by 2 percent -(see Table 19). A nujnber of factors contribute to

.this unusual relationship between benefits, recipients, and fed-
eral funding requirements. .

The Adﬁiniatration'a proposal to increase the maxmum grant
to §1,900 would increase alighgly both the amount of benefits

. ~ T
\"*;’

L - * - . -

l.. Academic year f9?9-19857f§'the first year- in which MISAA has
been. fully in effect. No data are yet available to indicate
how students, families, and college financial aid officers

’

L]

“have reacted. . 4
. .

’ i . o . 'y "
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TABLE 19. FEDERAL- FUNDING, BENEFLTS, AND RECIPIENTS OF MAJOR STUDENT ASSIS-
TANCK PROGRAMS IN FISCAL YEAR 198L 1F ADMLNISTRATION'S REAUTHORIZA-

A

» + TLON PROPOSAL 18 ADOPTED: FUNDS AND BENKKFLTS IN MILLLONS OF DOLLARS, .

RECLPIENTS IN THOUSNDS

.

e s o — e o L e ey e e S - e e e

. Administration's
: Current Level . Reauthorization and
Program of Services Budget Proposals
BEOGs - , _ .
" Fundling 2,561 . 2,649 -
Benef ity ’ T 2,561, . . - 2,649
Rec iptents  — 7— 2,525 ) 2,660
' ' .
SEOGs I . -
Fundilng ) . 410 o : - 370
. Bepfits ’ T 410~ v 370
Reclpleats + - 623 - 623 .
S$lGe . o _ i
Fund Lnyg i 85 o ) 77
mbenet [ty 171 . 154 .
Reclplents . 307 h . 307
CWS -
Funding 610 : - l 550 .
Benefita 670 ’ i ) . ! 604 -
" Recliplents o " - 990 o © 990
GSLs, . t , .
Funding 1,690. 1,396
Benefltsy o . 4,995 , 2,850
Reciplents . ) 2,079 . ’ _ 2,195 A
L : ‘ '
NDSLs :
Fund lng . 334 ' . 740
Beneflts o 753 ' 1,024
Reciplenty 914 , . 1,250 B
TUTAL bTUDhNT ASbleANLh I R -
Funding _ 5,690 . © 5,782
Benaf [tar T 9,560 . 7,650
Recliplentd” . : 7,438 " : ' 8,025
Special Programs (funding) - 101 _ . =+ 160

. NOTE:  These estlmates assume full funding of the BEOG program. ‘ Full funding

of current services would require $292 mfilion more ‘than the Administra-
tion hag rcquusted for flucdl year 1981.. Full fundlng of the proposed
31,900 maximum would require $340 million more than-fhe Administration
has requested even with the anttciputed $80 million in antictpated aav~
Ings from reduclng fruud and abuse.

()
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and _ the number of BEQOG reciplents. . On the other hand, the

‘:, Admlnistration 8 proposal to ‘retarget highly subsidized loans on

needy students: would significantly reduce the level &f benefits

. for middle~ and higher-{ncome students. ~The number of recip-
ents would lncreaae because the Administratiom propoges phasing :

in the change over two years; thus, needy students® would have .to
borrow in both the highly subsidized loan program.and the sup-
plemental program to meet their assessed financial need. 1In the

other programs, the Adminigtration proposes maintaining ‘the <1980
. level of funding. "Level funding, however, represents an 11 per-

cent real ‘dollar decline in services because of inflation. As a

‘result, either students would recelve. awards that cover less of

the .educatfonal costs or fewer students would receive awards.

'The ultimate outcome would depend on the decisions of the finan-

clal aid officerg who are responsible for distributing theaqus | -
funds. . 0 A £

Federal fundipg would increase despite declines in service
in_all but the BEO program. The new loan program, which would
require that the full capital contribution be directly appropri-
ated, wouldj {incur \:gh budget costs until future repayments

started. .
\ .

" IMPLEMENTING H.R. 5192 °

Fully implementing H.R..5192 at the authbriza;ion levels

fncluded .in the hill would increase funding for federal student
agsistance to $7.2 billion in fiscal year 1981, 27 percent more
thag maintaining the the current level of services (see Table
20). Assuming full implementation of the bill in the first
year, hqwever, 18 somewhat misleading beCduse many of ' the
authorization limits are established to allow room for the pro-
grams to grow in future years. Therefore, focusing on specific
aspects of H.R. 5192 that would most dfrectly affect progr

costs {n' the near term Pprovides more insight into the 1like"

-~ {mpact of “the bill.

.

Y

2. This assumes full funding of the Adﬁiniatration'a.propoaal.
CBO estimates, however, that “the Administration has not
'requeated‘ sufficient funding "in their fiscal year 1981

budget to fully fund the BEOG _program. ' CBO estimates that

full funding would require $340 million more, than requeated
even with $80 million in anticlpated aavings from reductions
dn fraud and abuse. L '

. .
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TABLE '20. FEDERAL FUNDING,

BENEFITS, AND RECIPIENTS OF 'MAJOk

STUDENT AYSISTANCE PROGRAMS IN FISCAL YEAR 1981 IF
H.R. 5192 [IS IMPLEMENTED: PUNDS AND BENEF§TS IN MIL-
‘LIONS OF LLARS RECIPIENTS IN THOUSANDS
i Current Level
" _ ’ of Services
Programs - in 1981 - H.R. 5192
" BEOGs
Funding 2,561 3,887
Benefits 2,561 3,887 .
Réciplents 2,525 3,683 _-
SEOGs .
Funding 410 "500.
. Benefits 410 500
Reciplent 623 760
ciplents ) e
.8S1Gs . '
Funding N 85 100
Benefits 171 200
’ Recipients -~ + 307 361
CWs . .
Funding 610 670"
‘ Benefits 670 736
A Recipients 990 ** 1087
. Py ] ‘
GSLs B A
Funding 1,690 1,720
Benefits . 4,995 5,454
Recipienty 2,079 o 2,202
NDSLs’ _
o~ Funding 334 . R 400
Benefits 753 819
- Keciplents 914 994
¢ T & O |
‘ TOTAL STUDENT ASSISTANCE o :
Funding ‘ 5,690 " 1,277 ©
. Benefits, | " ' 9,560 - 11,530 '
Co Reciplents 7,438 > 9,007
- ‘
: ¢
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The compdhenta of H.R. 5192 that would most significantly
uffect student assigtance. funding in the next few yearg are the _ _ .
" proposals for modifying the GSL and BEOG programs. Costs for
‘the GSL program-would cise slightly‘more rapidly than under the
current program becauae ‘the bill 'would provide parents with

s the opportunity to borrow (at less heavily subsidized rates than _
students), and would. ralse loan 1limits for some student bor- ¢ “.
rowers. These changes would tend to increase subsidies for stu-

dents from thher income families attending high-cost 1institu-
tions. _

, BEOG costs would 1increase appreciably 1if H.R. 5192 was.
. enacted and the program was fully funded. Costs would be 52
- percent higher than fully funding the current program in fiscal
year 198i. Average basic grant awards would increase by 4 per-
cent, from $1,014 to $1,055.  Approximately half .of ¢ the.
. Increased - support would go to lower~income atudenta with- fhmily_ R
fncomes below $15,000. ' : - '

Increased funding for BEOG&,.however, might not necessarily
transldtg, into equivalent reductions in net costs to students..
"The BEOG program does not exist in a vatuum--states and Institu-

_ tions also play an important. role in determining the. costs agy-_ Sy
_dents . face. - If states réaponded to. significant ipcreases in
.BEOG funding by increasing tuitions at atate-aupported schoéols
-or, by ‘reducing funding for state grants to students, then the
net cost to students would not decline. In thé& recent past, 1t
does not "appear that states have substituted federal student
,assistance for state aid. In fact, state and local support ;for
‘higher education increased from 41 percent of totdl expend{tures -
in 1970 to 47 percent in 1977, coincident with dramatic
+~ 1ucreases in student. aid. ; : R b

o

Although the authorization levels for student ald programs
- othar than  GSLs and BEOGs are much higher in H.R. 5192 than
‘under current law, funding for these programs, would bes less
. . likely to grow rapidly. Large 'changes in GSLs or BEOGs, how- -
ever,” would likely have an effect on the other programs. An
1ncre%%?d supply of assistance in the major programs could re- .
duce the demand for funding in the other programs unless their g
scope also changed.

3. Carnegie Corporation)'Three Thousand Futures. Final Report! " '
of the Carnegie Council on Policy Studies in Higher Educa- - )
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- REDUCING (FUNDIR® FOR SUDENT ASSISTANCE - o

. . 1In {ecent years, the Congress has expressed increasing con-
"’ cern about the burgeoning federal ,budget and 'has seriously
.. examined ways to restrain federal apending While federal fund-
""" Ing *for postsecondary education has’ anreaaed dramatically,
_ several ‘factors~-such as declining enrollments and demographic
. changes that will reduce the burden of college costs for some
' families-- make student assistance a likely target, for future
budget cuts. The effect of such cuts on recépients And benefit

-

levels would depend both on the program désigns established in .

the reauthorization process and on ‘the funding reductions estab-

.liahed in appropriati
"7 The current prol are not. well sulted for potential bud-

get reductiona {f one wishes to avoild cutting awards for lower-
income students. L1n fact, imposifg a funding constraint would
have the perverse effect of reducing dssistance for-needy stu-

‘Guaranteed Student Loan program, -which is available to all stu-
dents regardless of need, 18 an uncontrollable item in the fed-
B erah‘oudget process. Consequently, 1f GSL costs continue -to
- 4.rise rapldly, funding for other student assistance programs will
.- have to decline unless total .fuhding 1s increased. Only limited
% - budget reductiona could ba“achieved in pnograma other than .the-

b . BEOG program 'without. “{nfringing mandated ‘minimum funding -,

”‘iﬁ: levels. For example, funding ‘could, not be reduced below the

. . 980 appropriations levels. of $370 milliom for-~SEOGs and $286

. ~million for NDSLs, which are the minimum funding levels mandated
"in current law.' For College Work-Study, thé migimum funding

tiond. The only progtram that could be reduced {0 make room for

signiflcantly increased GSL costs would be ° the, BEGG program.

= © " The BEOG Pprogram has, a scheduled reduction fotmul’ protecting
' awards for the .most needy” studenta, so moderate -and /mid

income atudenta awards- would be reduced‘the moat by any‘fundlpg
cut. . . e 4 h ' . L %

e - - . 14

Reauthorization provides CougEEBB'with the opportunity to -

_ design federgl policy that. will protect the.most .needy skudends
i -'* “if funding 1is reduced. Students froh middle- and’,higher-income

* . families would be less” seriously affected By reductions in ~
. assistance--while. reduced benefits mean 1increased _burden “for .

~

12 ' . .

© level of"$500 million “is- only §50, million below 1980 appropria-~

~dents while allowing asslstance to students and families with
little or no financial need to.intrease without check. "The -




.
them gnd “their familiea,
f fnancial . .resources (family contributions,

they generally have access 'to other'

savings, and earn-

1ngs) ¢hat can be substituted,

albeit at some personal sacri-

ffce, for lost federal aaaiatance.

Students from lower-incoine
tfamilies, on the Sher hand, have fewer resources,

go a decline

in federal assistance could mean that many of them would either
be unable—-to remain in gchool or unable to remain in the school
Y of their choice.

b

. S. 1600, the Natiomgl Student Loan Reform Act, 1s one re- .
authorization proposal that would maintain benefits for lower-
and moderate-iwgcome. students in the event of an overall budget
‘.reduction for student assistance. It would reduce federal costs
by cutting loan subsidies for students from higher income fami-
1168 who need the assistance the least. Students with assessed

finangial need would be assured "adequate capital thrOUgh a fed-
eral lender.

Gy
.

R

Although viétually all current BEOG proposals include re-
duce&'funding formulas that pgotect the awaeds of the most needy
students, the ‘design of this formula can greatly affect the Am=

", pact that reduced funding has on other students eligible fOr
L g - BEOGs.  Under current law, 1if funding 1is reduced, no students
' lose their eligibility; rather, all but the most needy recelve
shaller ~awards. The awards of those with less need are dimin-
;- ‘ished proportionately more than others.: ' On the other hand,
¢ H.R. 5192'3 reduction formula, also proposed by the Administra-
tion, would gradually eliminate the least needy students from
grant eligibility 1f funding” were. reduced. Thus the awards of
moderate-income students would be decreased, but not as greatly
as 1f all students eligible at full funding were assured at

>
- lgaat partial grants. ‘
. ) L]
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