
















BANKING 

On Wednesday, the Senate Banking Securities Subcommittee will hold a hearing on U.S. credit 
markets and the regulation of investment banks by the SEC. 

The panel said it will probe the condition of the securities industry and the effect of the credit and 
mortgage crunch on investment banks. 

Former SEC Chairmen Arthur Levitt and David Ruder are among those invited to testify. 

BUDGET 

Budget writers are looking to reach a deal on a budget this week as Senate Budget Chairman 
Kent Conrad and House Budget Chairman John Spratt aim to wrap pre-conference 
negotiations. 

Last week, Spratt said he is hopeful that a compromise budget resolution can be reached this 
week, and that the House could name conferees. But he left open the possibility that a deal might 
not come until the following week. 

Among the remaining unresolved issues is the FY09 discretionary funding figure. The House-
approved budget would spend over $3 billion more than the Senate approved budget. Spratt said 
he thinks that issue is resolvable. 

Congress' chances of passing a budget improved considerably after Spratt and Conrad reached 
an agreement with the Blue Dog Coalition last week to allow a point of order against any 
provisions that would increase the deficit by as much as $10 billion on the budget resolution in the 
Senate. 
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Monday, May 5, 2008

As Bush Prepares to Sign Bailout Bill, No 
Agreement on Whether 'Crisis' Has Ended 
By PAUL BASKEN  

Washington 

Fearing an election-year nightmare of students unable to find college loans, the Bush administration and 
Congress have moved with blinding speed, agreeing on and passing a student-loan bailout bill in less 
than a month. 

And yet loan companies, colleges, and student-aid advocates are agreeing that the nation's student-loan 
"crisis"â€”to the degree there ever was oneâ€”won't necessarily end the moment President Bush signs 
the measure into law this week. 

"Absolutely, the crisis is not automatically over once the president signs the bill," said Kevin Bruns, 
executive director of America's Student Loan Providers, an industry coalition. 

Others endorsing that sentiment, though for different reasons, include representatives of the American 
Council on Education, the umbrella organization for the nation's colleges, and the U.S. Public Interest 
Research Group, which lobbies on behalf of student interests. 

The student-loan companies say the law approved by Congress, giving Education Secretary Margaret 
Spellings the right to help lenders by paying cash for their loan portfolios, provides no guarantee of 
relief because Ms. Spellings is free to offer whatever price for their loans she deems appropriate. 

College representatives such as Terry W. Hartle of the American Council on Education warn that even 
with the legislation, the most serious student-lending problem still concerns the escalating use of private 
loansâ€”those offered by banks without any federal subsidy and thus largely outside the power of 
Congress to affect. 

And student-aid advocates such as Luke Swarthout of the U.S. Public Interest Research Group contend 
that the bailout legislation is Congress's latest giveaway to loan companies, and that the bill does nothing 
to fix the structure of a system in which Congress, rather than the marketplace, sets the level of federal 
subsidy paid to the lenders.  

A Complicating Message From the Fed 

Further complicating matters is the question of whether the nation's top voice on monetary policy, Ben 
S. Bernanke, chairman of the Federal Reserve, has just taken sides and, if so, with whom. 
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Mr. Bernanke, in a letter to Congress dated April 25, days before final passage of the bill, suggested that 
lawmakers should devise "a more market-sensitive approach" to setting federal subsidies for student-
loan companies. Lenders hailed that comment as a call for Congress to increase the subsidies the 
government pays on federally guaranteed student loans, while their critics saw the Fed chairman urging 
an end to the practice of Congress dictating the rate. 

The legislation (HR 5715), whatever the sides may think of it, arrived on Mr. Bush's desk with 
astounding speed. It won final approval in the Senate and House of Representatives last Wednesday and 
Thursday, less than a month after the chairman of the House education committee, Rep. George Miller, 
Democrat of California, proposed it (The Chronicle, May 1). 

Lawmakers acted after several weeks in which dozens of private lenders announced they would no 
longer participate in the government-backed loan program, through which the government uses 
subsidies and a guarantee of repayment to encourage banks and other lenders to offer student loans at 
below-market rates. 

Congress had voted last September to cut about $20-billion from the subsidies the government pays to 
lenders, in an attempt to make the subsidy rate closer to the true cost of operations for most lenders. 
Lenders said the subsidy cuts, combined with a rash of mortgage defaults that drove up their own 
borrowing costs, made participation in the government program no longer affordable. 

Nonbank lendersâ€”including Sallie Mae, the nation's largest student-loan company, and dozens of 
state-run agenciesâ€”were regarded as the most vulnerable to the higher borrowing costs. That is 
because they do not have their own customer deposits, nor are they permitted to use the government-
owned banks where commercial banks are allowed to present student-loan debt as collateral for cash 
advances. 

The Federal Reserve took one additional step to aid the student-loan system on Friday, announcing that 
investment banks, which sometimes help lenders by purchasing packages of student loans, can now use 
student-loan debt as collateral when borrowing from the government. 

That action was urged by Rep. Paul E. Kanjorski, a Pennsylvania Democrat who leads the House 
Financial Services Committee's subcommittee on capital markets. Mr. Kanjorski has been pressing 
repeatedly for government help to avert a student-lending crisis. 

Some student-aid advocates have been describing fears of such a crisis as overblown. The loan 
companies that so far have announced their withdrawal from the federal program represent only about 
14 percent of all government-backed lending in the current academic year, and no student in the country 
has so far been identified as unable to find a subsidized loan. In addition, the federal government runs its 
own parallel program, though which students at participating colleges can receive a subsidized loan 
directly from the Education Department, without using a bank. 

Yet Congress, facing elections in November, was prodded into action not only by pressure from 
lobbyists for lenders and colleges, but by public alarm set off by articles in newspapers across the 
country warning of a crisis facing the nation's college students. 

The Effect on Private Loans 

The legislation awaiting the president's signature this week includes several provisions designed to help 
students, beyond giving the education secretary the authority to purchase loan portfolios from lenders.
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It bolsters the federal government's "lender of last resort" program by letting the education secretary 
designate an entire college, during times of necessity, as a place where lenders are allowed to issue 
student loans with an additional layer of federal subsidy. It also increases federal grant aid for low-
income students, raises the amount students can borrow each year under the federally subsidized 
program, and encourages parent borrowers by letting them defer repayment until six months after their 
children leave college. 

Such steps could help lessen students' reliance on private loans, the fastest-growing segment of student 
aid from any source. 

Interest rates in the government-subsidized loan program are set by law, meaning the banks rather than 
the students suffer from the higher cost of credit in the overall economy. But in the private student-loan 
market, companies are raising their rates and imposing tougher eligibility standards. Some students 
therefore are left unable to get the money they need to cover costs beyond the amounts they can borrow 
from the government-subsidized program. 

The effect of that squeeze is falling most heavily on higher-cost institutions, mostly for-profit colleges 
and smaller private colleges. Some of the for-profit institutions are already responding. They include 
Corinthian Colleges, which is being more discerning in accepting applicants, working harder to find jobs 
for its graduates, and providing its own guarantees of student-loan repayment, said Trace A. Urdan, a 
senior research analyst for the investment bank Robert W. Baird & Co. 

Mr. Hartle, who is senior vice president for government and public affairs at the American Council on 
Education, said that many higher-cost traditional four-year colleges may have to follow Corinthian's 
lead as they prepare for the start of classes in the fall. 

Increase in Loan Limits 

The increase in per-student loan limits granted by the bailout legislation will also help both students and 
colleges become less reliant on private loans, according to a report by Student Lending Analytics, a 
research and advisory-services company. The increase, by $2,000 per student per year, was the first 
"significant increase" since 1993-94, Student Lending Analytics said. 

The current annual limit in the government-subsidized loan program ranges from $3,500 for freshmen to 
$5,500 for seniors. About 79 percent of dependent undergraduates and 45 percent of independent 
undergraduates were borrowing from the government program at maximum levels in 2006-7, Student 
Lending Analytics said. 

Other studies, however, suggest that lower limits help students, by maintaining the pressure on colleges 
to hold down costs. "A real solution may be looking into new and innovative methods of financing 
rather than just bailing out student borrowers or the loan providers," the Center for College Affordability 
and Productivity, a nonprofit research group, said in a report published last week. 

Still more questions about the need for the legislation were raised on Thursday, the same day the House 
gave the bill final Congressional approval, when the Rhode Island Student Loan Authority announced a 
bond sale for student lending, making it the first state-run agency to do so since September. The agency 
attributed the sale, which raised $64-million, to its record of financial management. 

Other lenders had been pressing the Bush administration in recent weeks to authorize a government 
agency, the Federal Financing Bank, to pay for their loans at rates about a 10th of a percentage point 
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higher than the rate many of them are now being offered on the open market. Administration officials 
announced on April 23 that they believed the agency did not have that authority, and instead endorsed 
the legislation initiated by Representative Miller. 

Up to the Education Secretary 

Passage of the bill leaves Ms. Spellings largely in the position of deciding whether the student loan 
"crisis" is over because she can now set the price the government will offer the lenders for their loan 
portfolios, said Sameer Gokhale, an industry analyst with Keefe, Bruyette & Woods. 

"If the price set is too low, then the legislation serves no purpose because they'll still be exiting the 
business anyway," Mr. Gokhale said of the student-loan companies. 

Investors seemed optimistic. Shares of several leading student-loan companies rose Friday, including 
stock in Sallie Mae, which gained 7.8 percent; Bank of America, which increased 4.9 percent; Citigroup, 
4.2 percent; and JPMorgan Chase & Co., 3.4 percent. 

But smaller lenders might not fare as well if Ms. Spellings sets the price for the government's purchase 
of loans by using a market mechanism, such as an auction, in which all lenders are forced to compete for 
the lowest possible price, Mr. Gokhale said. 

Mr. Swarthout, a higher-education lobbyist for the U.S. Public Interest Research Group, challenged Mr. 
Gokhale's suggestion that using a market mechanism is a bad idea, and he observed that Washington 
policy makers, including Mr. Bernanke, increasingly appear to recognize the potential value of such a 
system. The loan industry's proposal for using the Federal Financing Bank to supply them with cash was 
"just an effort by them to set the subsidy rate" higher than the level approved last September by 
Congress, Mr. Swarthout said. 

"This is an industry that has thrived based on its ability to get Congress to subsidize and oversubsidize 
its venture," he said, "and Bernanke is rightly identifying what any outsider with a basic economic 
understanding would see, which is you have a $50-billion or $60-billion a year enterprise where 
subsidies are set by Congress, and thus open to the influence of the very people who seek to profit from 
it." 

Industry groups, which have fought against the introduction of any "auction" type of system for 
introducing market forces into the process of setting the federal subsidy rate, read Mr. Bernanke's advice 
on devising "a more market-sensitive approach" differently. 

The federal subsidy rate for companies involved in government-guaranteed student lending is now based 
on "commercial paper," a fluctuating loan rate that is used by banks for industry transactions. Mr. 
Bernanke, in his letter to Congress, suggested that lawmakers "may well wish to revisit the question of 
whether setting a fixed spread over the commercial-paper rate is the best approach. 

"You may decide that a more market-sensitive approachâ€”flexible enough to provide a wider spread 
during times of market stress and a narrower one during normal timesâ€”could provide a more robust 
structure," Mr. Bernanke wrote. 

Loan-industry officials, whose advocacy of a standard based on commercial paper led Congress to adopt 
it, see the Fed chairman's letter as suggesting only the use of additional indices in setting the subsidy 
rate, and not suggesting that lenders be forced to bid against each other.

Page 4 of 5Print: As Bush Prepares to Sign Bailout Bill, No Agreement on Whether 'Crisis' Has Ende...

5/5/2008http://chronicle.com/cgi-bin/printable.cgi?article=http://chronicle.com/daily/2008/05/2721n....



Mr. Bernanke's goal "could be accomplished by referencing the spread between two financial indices 
maintained by Treasury or the Fed," said John Dean, a lawyer for the Consumer Bankers Association, 
which represents many of the nation's largest student-loan companies. "This approach would be market-
sensitive and would not entail all of the many negatives of establishing a mechanism for an auction, 
operating it, and assuring its integrity." 
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May 5, 2008 

'Last Resort' Program  
For Student Loans Is Set 
By ROBERT TOMSHO 
May 5, 2008; Page A4 

The Education Department will be ready to process emergency 
advances for student loans by June 1, according to a letter 
scheduled to be sent Monday to state agencies that would 
administer the program. 

The move to ready the federal government's "lender of last resort" loan program is the latest in a 
series of government actions aimed at heading off a crisis in student lending as families begin 
borrowing for the fall term. Last week, the Federal Reserve announced that certain securities 
backed by student loans could be used as collateral for loans from the Fed, and Congress passed 
legislation giving the secretary of education authority to purchase loans from private lenders in a 
bid to get money flowing into the market. President Bush is expected to sign the measure. 

Under pressure from lenders, congressional leaders and guaranty agencies, the Education 
Department also signaled last month that it would speed up contingency planning for the last-
resort loan program, which is designed to get money to students who can't obtain federally 
guaranteed loans from private lenders through normal channels. 

By law, 35 state-level guaranty agencies around the country are charged with lining up emergency 
lenders or making loans themselves, either with their own funds or with advances from the 
department. The loans would be guaranteed by the federal government, at an interest rate a few 
percentage points higher than loans made under the government's regular Federal Family 
Education Loan, or FFEL, program. The last-resort system has never been tried or tested on a 
broad scale. 

More than 50 lenders have said they will stop participating in the FFEL program. They say 
making such loans is no longer profitable because of cuts in federal subsidies and the recent credit 
crunch, which has made it difficult for them to market securities backed by student loans. Some 
guaranty agencies have said they are having trouble lining up lenders willing to make emergency 
loans. 

In an interview, Education Department Secretary Margaret Spellings said she hopes the new 
legislation giving her the authority to buy loans from private borrowers will pump enough 
liquidity into the system so that she doesn't have to turn to the last-resort loan program. "It is a 
burdensome process and it was designed to be so," Ms. Spellings said, adding that the 
administration wants to make certain it doesn't "overmedicate" in dealing with the situation. 

Ms. Spellings said the department has yet to find an instance where a qualified student has been 
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unable to obtain a loan and has no estimate on what the demand might be for emergency 
advances. 

Most students and families have just received their financial-aid offers from colleges for the 
coming academic year, and they don't typically begin borrowing for the fall until the summer. 

Write to Robert Tomsho at rob.tomsho@wsj.com1
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ED Prepared to Become Student Lender of Last 
Resort 

May 5, 2008  

A new law will allow the U.S. Department of Education to process emergency 
student loans in June as private lenders flee the market.  

The U.S. Department of Education is notifying state agencies that it will be 
ready to process emergency student loans by June 1, according to a report in 
The Wall Street Journal today. 
 
The Journal reports that the government letter is an initial step in the DOE 
becoming a “lender of last resort” for student loans. The authority to provide 
these emergency loans was authorized by the legislation, HR 5715, Ensuring 
Continued Access to Student Loans Act of 2008, which the U.S. House passed 
last week and is expected to be signed into law by President Bush (“House 
Passes Student Loan Bill to Ease Credit Limits,” May 2). 
 
By authorizing the emergency loans, the DOE takes some of the pressure off 
the student credit market, which has been hit hard recently by the end of 
several private lending programs, (“Student Loans Drying Up, Dodd Warns,” 
April 16), as well as the reduction of lenders in the federal loan program. 
 
Though the lender of last resort program has been discussed before, a DOE 
spokesperson told insideARM in an earlier interview it has never been tried or 
tested before. The DOE didn’t return phone calls today to insideARM. 

Topics: 

Government  
Student Loans 

Companies: 

U.S. Department of Education 
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Huge Databases Offer a Research Gold Mine — 
and Privacy Worries 
As states create warehouses of information about students, scholars see opportunities to assess the 
effectiveness of education 

By DAVID GLENN 

Last month several news organizations reported on the emergence of "fusion centers" — vast data 
clearinghouses, operated by state law-enforcement agencies, that can instantly call up key personal 
information on anyone: telephone numbers, insurance records, family ties, and much more. 

Architects of the fusion centers say they are a long-overdue tool for combatting crime and terrorism. But 
critics warn that the centers are a menace to privacy and say they have been constructed at the state level 
to avoid the scrutiny that a single federal data system would attract. 

The fusion-center debate has an echo in the world of education research. Now that Congress has rejected 
the idea of a national "unit-record tracking" system for student data, scholars and policy analysts are 
tantalized by the possibility that states will beef up their own education-data centers. 

The most celebrated example is Florida, which began in 2001 to assemble a "data warehouse" that 
allows officials to track a person's progress from kindergarten through graduate school and beyond, 
including postcollege wages and employment, military service, incarceration, and receipt of public 
assistance. 

Many researchers say that Florida's system, along with somewhat less ambitious education databases in 
Texas, Washington, and roughly a dozen other states, is a vital tool for assessing schools and colleges 
and helping them to improve. 

"Being able to follow students longitudinally is the key to any sophisticated understanding of how 
colleges are doing and what's happening to students," says Thomas R. Bailey, director of the 
Community College Research Center at Columbia University's Teachers College. 

Researchers have used the new databases to study many issues, including which high-school math 
courses are most important for college success and how exposure to adjunct instructors affects student 
retention. 

But the new education databases create obvious challenges for protecting student privacy — which is 
one reason most states have been slow to build them. Florida's education department takes elaborate 

From the issue dated May 9, 2008
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steps to "de-identify" its information before handing it to outside researchers. 

Despite those efforts, nervous officials in other states look at a system like Florida's and worry about 
potential violations of the Family Educational Rights and Privacy Act, or Ferpa. In March the U.S. 
Department of Education proposed new Ferpa regulations that might clarify the ground rules for the use 
of such databases, but it is far from certain that the new rules will make states more comfortable with the 
projects. 

Last month Mr. Bailey joined two dozen other scholars at a conference in Washington convened by the 
National Academies and the American Educational Research Association. The scholars there — many 
of whom have used state databases in their own research — want to encourage the development of more 
state data centers. They did not belittle the privacy question, however. It would only take one serious 
breach of anonymity, several participants said, to destroy the public trust that sustains the new 
databases. 

Opportunity and Risk 

Huge student databases like Florida's are catnip to researchers. 

"We are far from having exhausted the important research questions that can be addressed with these 
types of data," Mr. Bailey said during the conference. "Even if we doubled or tripled our capacity at the 
Community College Research Center, we couldn't possibly deal with all of the issues that these data 
could be used for." 

Jane Hannaway, director of the education-policy center at the Urban Institute, pointed to three virtues: 
Because the data systems include all students, there is often no need for the researcher to worry about 
constructing a statistically valid sample. Because the data extend across time, scholars can determine 
how a student's performance changes over a number of years, which removes some of the usual anxiety 
about isolating the effects of a single teacher or classroom. And with such a vast number of observations 
at hand, researchers can do multiple comparisons at once. 

In an influential 2005 study, one of Mr. Bailey's Teachers College colleagues used a large database in 
Washington State to look at the wages of nontraditional students several years after they entered 
community college. That study found that for students who begin community college at the age of 25 or 
older, there is a positive "tipping point": After a student earns 10 or more college credits, future wages 
tend to improve, even if the student never earns a degree. Below that threshold, community college does 
not seem to do these students much economic good. That pattern would have been hard to detect without 
a large-scale data system like Washington's. 

Despite this potential analytic power, many states have shied away from creating robust data systems. 
That has partly to do with a lack of resources and expertise, Mr. Bailey says. But it also has to do with 
nervousness about federal and state privacy laws. 

Colleges and researchers might soon be given a new set of ground rules for managing privacy in this 
arena. The pending revisions in the Ferpa regulations do not involve any drastic changes, but they do 
include several clarifications about how states, school districts, and colleges should protect student 
confidentiality when working with databases. 

Among other things, the regulations would require educational agencies to sign written agreements 
when they give data to outside researchers and would require outside researchers to return or destroy the 
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data when they are finished with it. (The deadline for public comments on the draft regulations is May 
8.) 

The draft regulations also make explicit that when states like Florida release de-identified data to outside 
researchers, that does not count as a "disclosure" under federal law, so there is no need to worry about 
Ferpa's consent rules. That clarification has long been sought by researchers because states have 
interpreted that point differently. 

But the commentary that accompanies the draft regulations warns that even when names, Social Security 
numbers, and dates of birth have been completely removed from data, privacy concerns can remain. For 
example, imagine that a researcher publicly reports that 80 percent of Latino students at a particular 
community college failed a particular course, when only a small number (say, five) Latino students took 
the course. Their privacy and reputation might be compromised. 

To deal with that danger, the draft regulations instruct each state to identify a number below which data 
may not be reported for a particular "cell" of students. In Florida's case, the number is 10. Researchers 
are not permitted to disaggregate data so finely that they are reporting on groups of nine or fewer 
students. 

"We came up with 10 because it was the largest number used by any of the agencies in our data system," 
says Jeff Sellers, an assistant deputy commissioner in the Florida Department of Education. "We 
decided to err on the side of caution." 

Making Connections 

Mr. Bailey hopes that the federal government will do more to prod states to take action — and especially 
to create better links between their school databases and their postsecondary databases. Since 2002 the 
Education Department has given states grants totaling around $40-million per year to improve their data 
systems. And since 2005, the Bill & Melinda Gates Foundation has supported a coalition known as the 
Data Quality Campaign, which encourages states to create unified databases of student achievement. 

"Even if Ferpa did not exist, many of these challenges would still be with us," Mr. Bailey says. 
"Colleges' IT systems aren't set up to analyze this stuff. The data generally aren't stored in a way that's 
ideal for research, because that's not the purpose for which the system was designed. The resources and 
the time that it takes the staff of these places to comply with requests from researchers — those things 
are not necessarily Ferpa-related." 

"We have not had the linkages to K-12 that we hoped we would have," says William E. Knight, director 
of institutional research at Bowling Green State University. "The Ohio Department of Education simply 
hasn't wanted to do it." 

Mr. Knight says he is generally pleased with the quality and breadth of Ohio's postsecondary-data 
system, which was created in 1998. Among other things, Bowling Green is able to give a nearby 
institution, Owens Community College, detailed reports on the fates of its transfer students. Mr. Knight 
can also view Ohio employment data that allow him to analyze the wages of Bowling Green graduates 
from particular majors. "But the K-12 linkage — we haven't been able to crack that nut," Mr. Knight 
says. 

Mr. Knight and Mr. Bailey both say they hope that the Ferpa revisions and the apparent success of the 
Florida system will help overcome some of the resistance in Ohio and other states to creating broader 
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data centers. 

A final barrier, cited by Mr. Bailey and several other scholars at the National Academies conference: No 
matter how strong or weak a state's data system might be, outside researchers need to gain the trust and 
respect of local officials before they can tap into the data. 

"You have to realize that these are public officials, and it takes a lot of courage for them to make public 
some of these numbers," Mr. Bailey says. "We always try to explain that we're there as partners and we 
want to help them answer questions that are important to them." (Mr. Sellers says that he and his 
colleagues in Florida insist on such an approach; if a researcher comes to them with a project that seems 
irrelevant to Florida public policy, it will probably be rejected.) 

"Our job is to use these numbers to help colleges improve what they're doing," Mr. Bailey continues. 
"Not to judge them or to somehow expose them as incompetent. On the other hand, our job isn't to 
explain away bad numbers, either. So it's a balancing act." 
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Immediate Payback for College Grads 
It’s no secret that college graduates earn more than their peers (although the extent and size of the 
lifetime financial payoff has recently become ground for debate). As authors of a new National Bureau 
of Economic Research working paper explain it, employers, provided with limited information about 
potential or new hires, often rely on easily observed characteristics — race and diploma earned, for 
instance — and determine pay in part based on average ability of people with the same level of 
education. 

Conventional wisdom says that the more employers learn about the ability of workers, the less they 
typically rely on education in setting wages. 

In “Beyond Signaling and Human Capital: Education and the Revelation of Ability,” (the full version of 
which is available electronically for $5) three Duke University economists argue that education plays 
more than just a “signaling” role in the determination of wages. Graduation from college, the report 
says, allows individuals to directly reveal key aspects of their ability to potential employers. 

Having identified a method of quantifying a person’s ability early in his or her career, the authors 
studied the first 10 to 12 years of work for both white and black men who are high school or college 
graduates. They found that from the very beginning of their careers, college graduates are “paid in 
accordance with their own ability.” In other words, financial returns are immediate for college alumni 
first seeking employment, and that typically doesn’t change with labor market experience. 

The authors note that college students are often rewarded right away because their resumes include 
information on grades, majors, standardized test scores and college attended — all of which allows 
employers to sort individuals by background. 

On the other hand, individual ability is revealed to the job market much more gradually for high school 
graduates, whose wages are initially “completely unrelated to their own ability,” the report notes. Their 
financial returns rise steeply with experience, in part because employers at first have limited data on 
their ability to perform. 

This dichotomy, the authors note, “has a great deal of power in explaining racial wage differences.” 
Among college graduates entering the job market, the report finds no measurable differences in wages or 
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opportunity to cash in on professional ability across races. 

But the report estimates that, comparing people of similar ability, black high school graduates initially 
earn 6 percent less than white high school graduates. “These results are consistent with the notion that 
employers use race to statistically discriminate in the high school market but have no need to do so in 
the college market,” the report says. 

— Elia Powers 

The original story and user comments can be viewed online at 
http://insidehighered.com/news/2008/05/02/nber. 
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CREDIT  May 1, 2008, 5:00PM EST  

Scoring a Private Loan for College 
by Anne Tergesen  

Families often turn to private loans to bridge the gap between the cost of college and the maximum $5,500 a 

year undergraduates can borrow in federally backed student loans. But the credit crunch means those seeking 

private loans for the coming academic year are likely to encounter problems, from higher interest rates to lenders 

that balk at making loans to any but the most creditworthy. "It's more important than ever for families to plan in 

advance," says Kevin Walker, CEO of Simple Tuition, which runs a Web site that lets borrowers compare 

offerings from lenders that pay it for placement.  

What's a good strategy? Before deciding to take out a private loan, carefully consider the alternatives. With 

variable rates now ranging from 6% to 16% and fees as high as 11.5%, private student loans are typically more 

expensive than federally backed Stafford Loans for students. These carry a maximum fixed interest rate of 6.8%, 

while PLUS Loans for parents charge 8.5%. Stafford Loans limit undergraduate borrowing to $3,500 for 

freshman year, $4,500 for sophomore year, and $5,500 annually thereafter, but PLUS loans allow parents to 

borrow up to the full cost of attendance.  

Some states also offer bargain-rate loans to those who live or attend college within their borders. Examples 

include the Massachusetts Educational Financing Authority's MEFA Undergraduate Loan and the New Jersey 

Higher Education Student Assistance Authority's NJCLASS loan. "Private loans should be a last resort," says 

Kalman Chany, author of Paying for College Without Going Broke (Princeton Review; $20).  

Still, many families gravitate to private loans, in part because they leave the student, not the parent, on the hook 

for repayment. Moreover, those unable to qualify for federal loans, including foreign students and those with 

grade point averages below 2.0, may have no choice but to use private loans, says Mark Kantrowitz, publisher of 

financial aid Web site FinAid.org.  

When loan shopping, don't simply pick the lender advertising the lowest rate. Because interest rates depend 

mainly on a borrower's credit score, the percentage an individual pays may well be higher. Even students with 

relatively sound credit typically come out ahead by asking a relative or a friend with a more established credit 

history to co-sign a loan's promissory note. (Co-signers are responsible for repayment should the student 

default.)  

EASY ON THE APPS 
To compare rates, fill out applications with more than one lender. But don't cast too wide a net. Each new 

application can reduce your credit score by five points, says Kantrowitz, who figures more than five new 

applications would damage your credit score enough to cause a lender to charge a higher interest rate. "Credit 

bureaus view a lot of loan inquiries as evidence that you're trying to load up on debt," says Robert Shireman, 

executive director of nonprofit Project on Student Debt, who recommends applying to three or four lenders within 

a few days.  
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Which are likely to offer the best rates? Ask your school's financial aid office whether it has negotiated any 

special deals. Then check with state-affiliated nonprofits, such as South Carolina Student Loan Corp. The credit 

crisis has driven several lenders to suspend at least some student loan operations. But those still offering private 

loans tend to offer competitive rates and fees.  

Students without a co-signer may want to consider a private loan that does not depend on credit scores. One of 

the few such offerings, MyRichUncle's (UNCL) PrePrime product, uses criteria including a student's college and 

GPA (or high school records) to assess the risk of a default. Another way to scout for relative bargains: Look for 

lenders that offer low rates to applicants with unblemished credit. Then zero in on those with narrow spreads 

between their best and worst rates. FinAid.org publishes the range for various lenders at 

finaid.org/loans/privatestudentloans.phtml. "If the spread is narrow and the lender's best rate is attractive, it 

increases your odds of getting a good deal," says Kantrowitz.  

Amid the credit crunch, lenders are triming the discounts they offer on fees and rates. But borrowers who agree 

to make payments while in school may still qualify for a lower rate. Finally, given a choice between two loans 

with the same overall interest rate, favor those pegged to the London Interbank Offered Rate (LIBOR) that banks 

charge each other over the prime rate U.S. banks give their most creditworthy customers. (Your lender will 

disclose which index serves as the basis for your loan.) For years, the gap between prime, now 5.25%, and 

three-month LIBOR, now 2.92%, has grown. If the trend continues, "over the long term, a loan based on LIBOR 

will be less expensive," says Kantrowitz. With rates rising on these already costly loans, every bit of savings 

counts.  

Tergesen is an associate editor for BusinessWeek in New York .  

 

Copyright 2000-2008 by The McGraw-Hill Companies Inc. All rights reserved. 
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Oped in the Detroit News 
  
Monday, May 5, 2008 

John Palffy 

Congress makes college less affordable 
Politicians put student loans at risk by micromanaging 
in markets 
John Palffy 

Michigan's announcement to pull out of the federal student loan program last week is a 
painful, but recurring lesson in the law of unintended consequences -- a lesson Congress 
might soon be extending to mortgages. The law of unintended consequences proposes 
that actions of politicians often have unanticipated and perverse consequences. 
In this case, the action was Congress' adoption last September of the "College Cost 
Reduction and Access Act." Its intention was to make college more affordable by 
reducing interest rates and repayments on student loans. The perverse and unintended 
consequence is that dozens of lenders and billions of dollars are quitting the student loan 
market, potentially leaving thousands of the neediest students without a financial source 
for college. 
It is not the first, nor the last time, Congress has ignored economic principles in its quest 
for social fairness. For instance, in 1991 they raised taxes on luxury boats to soak the 
rich, only to find the wealthy cast off the yacht market and left thousands of boat workers 
unemployed and on the dole. And if certain Democrats in Congress and the presidential 
trail have their way, it may soon be repeated in the mortgage market. 
In September, Congress reduced by roughly two-thirds of a percentage point the rate 
lenders could charge and reduced the maximum payment borrowers must make on 
student loans. And just to make it clear that lenders should not be profiting from student 
loans, Congress doubled the origination fees lenders must pay to the federal government 
and reduced federal guarantees against potential defaults. The urpose was to raise 
revenue to subsidize Pell Grants and other federal loans and grants. 
The benign intention, of course, was to reduce the interest cost of loans and stretch out 
loan payments for low income graduates and make college more affordability. Who can 
argue with good intentions? 
Except the law of unintended consequences dictated a different result. Lenders, already 
pounded by the implosion of the asset-backed securities and credit markets, found profit 
margins on student loans vaporizing and abandoned the $17 billion student loan market 
in droves. Nearly 100 of the nation's major lenders, making up nearly 30 percent of the 
market, have already terminated or announced plans to terminate student loans. So not 
only may thousands of students be without private loans, the origination fees lost by not 



making those loans will probably reduce federal revenue and put at risk the increased 
federal subsidies that were to have been funded by those revenues. 
Lenders are in the business of making profits, but when Congress plays price maker by 
capping rates, imposing fees, increasing risk and stretching out repayment profits 
disappear and the supply of loans soon follows. 
And who did Congress hurt the most? As usual, those most in need. Large loans to 
student families with high credit scores at colleges with high graduation rates (read: 
selective private colleges attended by the wealthy) will probably escaped unscathed or 
find alternative sources. Smaller loans to families with low credit scores at colleges with 
low graduation rates (read: community and less selective public colleges) will be 
increasingly hard to come by because small loans are more expensive and low credit 
scores and low graduation rates increase risk to underwriters. 
The law of unintended consequences does not mean that economists could not have 
predicted the outcome of these policies; it merely means that the policy makers did not 
intend for these adverse consequences. They could have seen the results coming if they 
were not blinded by the prospect of votes falsely earned by their good intentions. 
Congress needs to respect the market and learn its lessons before it destroys the 
residential mortgage markets with more price manipulation. Among the proposed "fixes" 
to the national foreclosure crisis is the capping of adjustable mortgage rates and a 
prohibition of foreclosures for up to five years. Political intent is similar to that extended 
to students; reduce the cost of borrowing and the loss in default. The results for 
homeowners would likely mirror those of students. When mortgage bankers see their 
profits capped, their exposure to risk increased and their remedies to default eliminated; 
they too will abandon the mortgage market in droves, leaving those most in need, with no 
access to home lending. 
Economists consistently warn Congress against its affinity to manipulate financial 
markets, but Congress never seems to learn the lessons of the law of unintended 
consequences. Unless Congress acts to undo its perverse meddling in the next 60 days, it 
is likely that thousands of college students will learn the lesson. But without college 
loans, that will be all they'll be learning. 
John Palffy, a Metro Detroiter, is an adjunct professor in the Graduate School of 
Business at Wayne State University, former chief economist to Sen. Dan Quayle, political 
appointee to President Reagan and Walker fellow in economics at The Heritage 
Foundation. E-mail comments to letters@detnews.com. 
 



REVIEW & OUTLOOK 
  

An Education in Bailouts 
May 5, 2008; Page A14 
Congratulations! You and your fellow taxpayers will soon be the proud owners of a 
multibillion-dollar portfolio of student loans. And a leading Member of Congress 
promises that this pretty bundle of debt comes to you with no cost and no risk. 

President Bush apparently agrees. 
Recently we told you about Congress's feverish effort to clean up the mess it made in the 
student loan market. Convinced that private lenders were making too much profit on 
federally insured loans, Democrats enacted changes last fall that rendered most new 
student loans unprofitable. As numerous firms abandoned the market amid the credit 
crunch and just before the peak of college financing season, the anxious pols realized 
their blunder and are now seeking a bailout of the same lenders they had just finished 
punishing. 
Their first stop was to ask the Federal Reserve to backstop student-loan debt the same 
way it has dodgy mortgage-backed securities. Chairman Ben Bernanke resisted at first 
but on Friday he relented, as he always eventually seems to do. The Fed has now agreed 
to accept student-loan-backed securities as collateral for borrowings under its Term 
Securities Lending Facility. 
The Fed has justified its mortgage-securities guarantees on grounds of preventing damage 
to the larger financial system, but we're not sure where the "systemic" risk is in this case. 
Sounds more like systemic political risk for Mr. Bernanke's next testimony on Capitol 
Hill. "I am pleased that the Federal Reserve Board has changed its policy," declared 
Senate Banking Chairman Chris Dodd, whose joy is understandable considering that he 
was one of the authors of this mess. 
Of course, it would also be convenient for the lenders whose business models Congress 
recently torched to also be able to sell the loans. So Representative George Miller (D., 
Calif.), another architect of last fall's disaster, has also pushed through a plan to allow the 
federal government to buy an unlimited number of these loans directly from private 
lenders. After a modest rewrite by the Senate last Wednesday, the House passed the bill 
Thursday. It will soon be sitting on the desk of President Bush, who for reasons that can 
only be explained by election-year politics says he's eager to sign it. 
Rep. Miller assures us in a letter we published last week that his plan "won't put 
taxpayers on the hook for a single dime." He adds that "it will carry no cost for 
taxpayers." How can he be so sure? Because his legislation instructs the Bush 
Administration not to lose any money on the program. Well, that was easy. Officials at 
the Department of Education, Treasury and the White House budget office will now 
spend the next few weeks trying to calibrate purchase prices that are just high enough to 
entice lenders to come back into the market, but just low enough to protect taxpayers. 
Mr. Miller, who makes a habit of lambasting Bush economic policies, has suddenly found 
an inordinate faith in the ability of the administration to play the credit markets. There is 
also the issue of the double standard. If someone hawking an investment strategy in the 
private markets claims that clients can invest without risk of loss, the SEC charges him 
with fraud. But when the financial pitchmen run Congress and their clients are American 
taxpayers, apparently the rules are different. In fairness to Mr. Miller, the taxpayer is 



already on the hook for almost all of the default risk of this federally insured debt, so 
poor judgment by the Bush Administration will simply mean that Treasury overpays for 
these loans. 
Given how deeply the government is intervening in this market, you might ask: Why not 
just have the government loan money directly to students? This may be what Mr. Miller 
has in mind. President Clinton created a direct lending program in 1993 and some on the 
left hoped that it would drive the private lenders completely out of the market. 
But in 1997 the direct lending system crashed, as a large federal bureaucracy was – here's 
a surprise – unable to process paperwork quickly enough to serve borrowers. The 
system's private contractor warned investors last year that it has had trouble developing 
the program's new software, but the direct lending program is now picking up business 
amid the turmoil Congress created in the private markets. 
No need to worry about the risk for taxpayers in direct lending, however. Congressman 
Miller is so confident that the bureaucrats can manage everything this time that he is now 
trying to amend the law to eliminate some regular audits of the program. This auditing 
refinement, which has passed the House but not yet the Senate, specifically eliminates the 
requirement to report how much the program contributes to the national debt. If no one is 
counting, then no one can say it costs the taxpayers any money, right? 
From start to finish, it is hard to imagine a more thorough example of Congressional 
blundering while covering its tracks by blaming everyone else and getting the Fed and 
taxpayers to clean up the mess. Enjoy the free lunch while you can. 
See all of today's editorials and op-eds, plus video commentary, on Opinion Journal. 
 



 
Lending to Students 
Congress shouldn't be panicked into restoring subsidies. 

Monday, May 5, 2008; A16 

FOR FAMILIES with college-age children, it's a challenge scraping together enough cash to pay tuition. 
Parental savings go only so far: Two-thirds of students graduate in debt, with the average senior owing 
more than $19,000. Recently, the nationwide credit crunch has cast a shadow over student borrowing. 
About four dozen companies, representing 12 percent of the $68 billion market for federally guaranteed 
loans, have dropped out of the business, citing difficulties in reselling the debt as securities on secondary 
markets. Sallie Mae, the leading lender, has hinted that it may exit as well. Headlines warn of dire 
consequences for this summer's peak student borrowing season. 

Actually, there is no cause for panic. Colleges and universities report no major problems with student 
loan access so far. Plenty of big players remain in the student loan business, such as JP Morgan Chase, 
which has said that it intends to expand student lending. The Education Department has taken steps to 
ensure that its direct lending program can fill the gap. The House of Representatives and the Senate have 
passed bills that would also allow the department to buy federally guaranteed loans from private lenders, 
a concept President Bush has endorsed. 

Lenders that have dropped out of the market blame not only credit markets but also Congress. They 
argue that cuts in the dominant Federal Family Education Loan Program, which subsidizes private 
issuers of federally guaranteed student loans, have made it impossible for them to profit on loans made 
after Oct. 1, 2007. There is some truth to this, but the answer is not to restore the subsidies. A variety of 
studies have shown that direct lending by the government to students is more cost-effective than the 
federal program, which Congress created in 1994. Perhaps the real problem with the government-backed 
student loan business is that the federal government turned over most of it to private companies in the 
first place, without a compelling reason for doing so. 

 
View all comments that have been posted about this article. 
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               Pennsylvania Higher Education Foundation Awards 
            Nursing Grant to Pennsylvania Institute of Technology 
              Award to help nursing students pay education costs 
 
   Media, PA (May 2, 2008) – The Pennsylvania Higher Education Foundation 
   (PHEF) today awarded the Pennsylvania Institute of Technology, School of 
   Nursing, a $39,000 Nursing Education Grant to help nursing students pay 
   their education costs. Last year, PHEF distributed more than $16.5 
   million statewide to assist nursing students and nurse educators. 
 
   “The contributions that the Foundation makes to Pennsylvania’s nursing 
   community are vitally important because the health of our families, 
   friends, neighbors and co-workers is at stake,” said PHEF Board member, 
   William Adolph.  “Nursing students should be congratulated for choosing 
   a noble profession that will provide personal growth and opportunity 
   throughout their careers.” 
 
   Pennsylvania nursing schools interested in receiving PHEF Nursing 
   Education Grants must submit an award proposal to PHEF. Once approved, 
   the nursing schools administer and distribute the awards to their 
   qualifying nursing students. PHEF Nursing Education Grant amounts are 
   determined by the school’s previous year’s nursing student graduation 
   numbers. 
 
   “PHEF’s grant enables financially disadvantaged students to afford and 
   receive a practical nursing education and meet the need in Pennsylvania 
   for licensed practical nurses. Financial support from PHEF bridges the 
   gap between access to college and ultimately employment as a licensed 
   practical nurse. The College appreciates PHEF’s interest in our students 
   and their success,” said Mr. John Strayer, President, Pennsylvania 
   Institute of Technology. 
 
   The PHEF Nursing Education Grant Program was created to help reverse 
   Pennsylvania’s nursing shortage by generating non-governmental financial 
   support which otherwise is not available to schools of nursing. This 
   funding, in turn, helps 
 
   Pennsylvania schools increase the recruitment and retention rates of 



   their nursing programs, providing qualified nurses for the citizens of 
   Pennsylvania. 
 
   PHEF was created five years ago and began offering loan forgiveness and 
   nursing education grants shortly thereafter to help students afford 
   their nursing education. Today, statistics are pointing to a reversal of 
   the downward spiral in producing qualified nursing professionals to meet 
   the state’s health care needs. 
 
   ·  59% increase in nursing program enrollment 
   ·  86% increase in nursing graduates and nearly a 3% improvement in 
   nursing licensure pass rate 
   ·  Nearly 4% improvement in RN and LPN vacancy rates at health care 
   facilities 
 
   Additionally, in response to the need for more nurse educators, the PHEF 
   created the Nursing Education Capacity Initiatives in cooperation with 
   the Leadership Council of the Pennsylvania Center for Health Careers and 
   like-minded financial donors to enable nursing schools to increase their 
   enrollment by funding additional faculty, providing assistance for 
   current faculty to complete advanced degrees or allowing faculty members 
   to hire graduate assistants to teach nursing students.  The funds will 
   be provided annually to eligible Pennsylvania non-profit, tax-exempt 
   nursing schools. 
 
   Also attending today’s award presentation were State Senator Edwin B. 
   Erickson and State Representative Thomas H. Killion. 
 
   For more information on these program or the many other nursing 
   assistance programs available from PHEF, visit FuturesInNursing.org. 
 
                                    # # # 
 
 
   About the Pennsylvania Higher Education Foundation 
   The Pennsylvania Higher Education Foundation is a non-government, 
   nonprofit organization working to create and expand affordable options 
   for postsecondary education for students, families and schools. The 
   Foundation identifies key areas in need of financial assistance and 
   creates innovative programs and services that alleviate the financial 
   burden of tuition and other education costs. The Foundation also 
   promotes the affordability of a quality higher education and the career 
   opportunities that can be realized with continued education.  For 
   further information, visit www.higheredfoundation.org. 
 
 



   About the Pennsylvania Institute of Technology 
   Located in Media, PA, P.I.T is a two year, independent college, which 
   offers Associate Degrees and Career Business Certificates in Allied 
   Health, Business, Information Technology, Nursing and Engineering 
   Technology. Having “a placing the student first philosophy for over 55 
   years”,  P.I.T.’s programs prepare students for careers in their chosen 
   fields or to transfer to a four year college or university. 




