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Introduction
On Wednesday, October 29, 2008, the Committee on Higher Education, chaired by Council Member Charles Barron, will hold an oversight hearing to examine “The Impact of the Economic Crisis on Student Loans.” The Committee has invited representatives of the City University of New York (“CUNY”) and other interested parties to testify.

Background 
In September 2008, several renowned financial institutions, such as Lehman Brothers and Merrill Lynch faced economic failure.  The demise of financial powerhouses caused the U.S. stock market to suffer its biggest losses since September 11, 2001.
  Following the bankruptcy of Lehman Brothers and the sale of Merrill Lynch to Bank of America on September 15, 2008, the Federal Reserve offered an $85 billion loan to AIG, the world’s largest insurer, in exchange for an 80-percent controlling stake in the company.
 On September 19, 2008, the Bush Administration sought congressional assistance with a $700 billion plan to purchase bad debt, in the form of mortgages and mortgage-backed securities, from struggling banks and other institutions. 
As a result, the Senate and the House approved H.R. 1424, the Emergency Economic Stabilization Act of 2008, which was signed into law by President Bush on October 3, 2008. The bill authorized the federal government to purchase and insure certain types of troubled assets in order to provide stability and prevent further disruption in the economy and financial system as well as to protect taxpayers. 
In addition, there has been debate in Congress about whether a tighter credit market could force students or their families to pay higher interest rates on loans, or keep them from even qualifying for a loan. Student loan companies typically raise money by packaging the loans into securities which are then sold to investors—in the same way mortgages are sold.  When the sub-prime mortgage crisis occurred, investors cautiously approached asset-based securities and student-loan lending tightened.

The Affect of the Economic Crisis on the Student-Loan Industry
The student-loan industry has been affected by the financial turmoil on Wall Street, at a time when the cost of higher education and college debt are increasing. During the 2007-2008 school year, the U.S. Department of Education provided approximately $83 billion in new aid to nearly ten million post-secondary students.
  Private loans accounted for 24 percent of educational borrowing in 2006-2007, up from 6 percent a decade earlier, according to the College Board.
  As college costs increase, a growing number of parents and students are relying on private loans to cover the gap between tuition and federal loans, which are limited to between $3,500 and $5,500 a year.
  Private loans are much more expensive than government-backed loans and are expected to become significantly more expensive due to the credit crunch.
 
Recently, a growing number of banks and loan companies have exited the student loan business, viewing it as unprofitable in the current environment.
 Some of the banks that are discontinuing their student loan programs claim that college lending has high default rates, low numbers of borrowers and small loan amounts that make the business less profitable.
  In the past year, 33 banks and lenders have permanently or temporarily closed their student loan businesses and more than 100 lenders have cut back or eliminated their involvement with federally guaranteed student loan programs.
  
For instance, CampusDoor, a student lender acquired by Lehman Brothers in 2006, closed its business on the eve of Lehman’s collapse.
 Sallie Mae, the industry’s largest lender, also scaled back its services.
  Sallie Mae will no longer offer federal consolidation loans and has ceased paying the loan origination fee, which will now be paid by borrowing students.
 Sallie Mae will charge fees--ranging from $35 for freshmen to a few hundred dollars for graduate students--to apply for federal loans.
  Such fees had largely been covered by lenders in the past, but most firms no longer offer this benefit.
 Some states have also scaled back student loan programs in the fields of nursing and teaching.

Students at Community Colleges Disproportionately Affected 

Some of the nation’s biggest banks, like JPMorgan Chase and Citibank, have closed their doors to students at community colleges, and other less competitive institutions, even as they continue to extend federally backed loans to students at the nation’s top universities.
 Lenders generally view loans to students at community colleges as smaller, less profitable and more risky.  Moreover, banks tend to favor elite, expensive, four-year institutions because they anticipate that graduates from such prestigious institutions will earn more, thus, they are less likely to default on their loans.
 

More than 6.2 million of the nation’s 14.8 million undergraduates (over 40 percent) attend community colleges.
 Such students rely primarily on college loans as they seek means to better educate themselves and get the proper training needed to work in more technical and skilled positions.  Some question the decision of banks and other lending institutions to discontinue offering loans to students when the government is guaranteeing 95 percent of the value of such loans.
 
Other Impacts on Higher Education

Many post-secondary institutions are leaving the Federal Family Education Loan Program (“FFELP”).
 FFELP represents the largest federal source of financial aid for college.  It is a public-private partnership created by Congress in 1965 to deliver and administer guaranteed education loans for students and their parents.
  The program has provided more than $567 billion in low-cost loans to tens of millions of students and parents.
  As of April 4, 2008, twenty-five firms operating under the FFELP have withdrawn or suspended new loan origination -- a $6 billion loss, according to the U.S. Department of Education.
  In addition, for the first time in 40 years, no student loan bonds were purchased in the first quarter of 2008, leaving banks and other providers unable to raise the necessary money to issue new loans, according to a report from Thompson Financial Services.

Conclusion

The current economic climate limits access to college loans.  Unfortunately, some of the neediest students will fall victim to this financial turmoil.  Stringent policies and higher interest rates may likely deter some students from attending school or even continuing their education. When students obtain college loans, they may end up with less attractive terms and also run a greater risk of default, especially if they have to switch lenders in the middle of their college years.  The purpose of this hearing is to examine how the economic crisis will affect students and post-secondary institutions in general and in New York City, in particular.  This hearing will also explore how student loans can be protected so that students and their families can pay for the post-secondary education.
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