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1 Where did HECS come from?
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“If ... higher education institutions are also
“free”, that only means in fact defraying the cost
of education of the bourgeoisie from the general
tax receipts..”

Karl Marx, Critique of the Gotha Program, 1875



2 Student financing theory



Where did ICL come from?

The Fee Options paper:
Economic Theory



Economics and the Options Paper

(i)

(ii)

(iii)

Why is Gov’t Intervention Needed in Student
Loans?

Human capital investment is uncertain:

completion;

ability; and

the future labour market.

Poor Outcomes can Lead to Default:
The problem for banks: no saleable collateral
the problem for students: no access to loans
government intervention is required

Two types of loans:

Time-Based Repayment Loans (US, Canada, Colombia,
China) and

Income-Contingent Loans (Australia, New Zealand,
England, Netherlands)



The Problems with TBRLs:

(i) Repayment hardship

(ii) Default issues

TBRL mean no default insurance for students (CSL poster)
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The Advantages of ICL

Capacity to repay defines the system
No repayment hardships

No default

Progressive lifetime outcomes

Efficient collection: a major government
monopoly

Greater revenue because no default write-
offs



3 Theidiot in the Minister’s office



The Unfortunate Meeting with John
Dawkins: December 12, 1987

Bruce presents his options paper and
answers some questions, very badly



John Dawkins: 2.55pm Dec 12, 1987




JD and

Some Q & A:

BC, December 12 1987 (3.06PM-
3.23PM)

(i) How do you know it will work?

(i) How many other countries do it

(i) W
(iv) W
(v) W

this way?

nat will the students think?

nat will the universities think?

nen do we get the money?



John Dawkins: 3.23pm Dec 12, 1987

Courtesy of the National Library of Australia



WHAT THE F....?7

Who let this moron
near economic
policy??

John Dawkins:
3.25pm Dec 12, 1987



4 Why did Labor adopt ICL?



Why did John Dawkins opt for
HECS anyway?

The politics of the ALP and fee
abolition in 1974



The main reason for HECS (a speculation): FEE
abolitin in 1974 ...

Edward Gough Whitlam




Investigating the 1974 Labor Fee
Abolition

(i) The Power of the mythology, starring
Cate Blanchet;

(ii)) The mythology of the benefits of fee
abolition explained: scholarships and
Retention Rates;

(iii) “The rich dumb ones paid, Minister”



5 The 2014/15 Budget: Real
interest rates and university price
discretion



5 (a) The inequities of real rates
of interest on HECS debt



Interest rate effects: distributional issues,
females (real lifetime repayments)

Female graduates, full-time employed, loan = $60,000
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All graduates, full-time employed, loan = $60,000
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5 (b) Price discretion for universities:
just enough economics to be really
dangerous



Price Discretion: High how would charges
have gone?

Theory: HECS as government monopoly;

Veblen goods; future discounting; and
ICL Insurance

Data: The NZ and English experiences



Why do very high prices matter?

Why it likely doesn’t matter for market
efficiency

The costs of teaching and the issue of
fairness

Ethical judgements on using ICL
instrument for rent seeking



6 International Student Debt
Problems and ICL Reforms



International Policy and Loan Research

1 The Nature of Debt
2 The Players and the Countries
3 Repayment Burden Calculations

4 Default estimates



RB Country Specific Research

: . , Juan Felipe Serna & Mathias
Paulo Nascimento Yu Cai Roberto Zarama Sinning Daniel Suryadarma Aedin Dorris
BRAZIL CHINA COLOMBIA GERMANY INDONESIA IRELAND

Russayani Kiatanantha Nicholas Barr Lorraine Dearden Susan Dynarski Amy Liu Dung Doan
Ismail Lounkaew USA VIETNAM KOREA, USA,
VIETNAM

MALAYSIA THAILAND



Repayment Burdens

Loan repayment in period t

Repayment burden in period t = : :
Income in period t

Higher RBs from:
*Higher interest rates
*Higher loan sizes
Shorter repayment periods
Lower graduate incomes
High RBs: consumption hardship and
default



International Comparisons of RBs with TBRLs
Repayment Burdens for Bottom 20 percent of Male Graduate Incomes
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ICLs: International experience of repayment burdens
(max percent of personal income)

Australia: 8
NZ: 12
England: 9

Hungary: 6

Thus, RB risks for borrowers a zero concern for ICLs



Defaults from TBRLs (per cent of debtors)
US: 25-35
Colombia: 35-50
Thailand: 45-70
Malaysia: 40-60
Canada: 15
Brazil: > 30

Thus, default risks for borrowers a major concern for TBRLS



ICL: DEFAULTS

Australia: 0
England: O

New Zealand: 0O

Thus, default risks for borrowers a zero concern for ICLS












7  Conclusion

(i) HECS was 2 things: a charge and ICL

(ii)) Radical reform, but the economics is sound: charging is
equitable, ICL offers insurance against hardship and
default

(iii) Difficulties all political

(iv) 2014/15 Budget inequitable and deficient economics
(v) International reforms towards ICL

(vi) Internal politics left for questions






A few obstacles along the way...

The ATO:

Introducing Dennis & Geoffrey
The ATO principle
Dennis & Geoffrey go abroad

The Students:
Demos and more




Introducing Dennis and Geoffrey
ATO, Canberra, 1988



“It’s our principle not to
collect debt, and it won’t work
anyway”’



“Don't be ridiculous, that is

° [} ’,
impossible
Dennis & Geoffrey Harold & Richard
Australia United Kingdom
(1998) (1991, 1992, 1993)
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“Don't be ridiculous, that is
impossible”

Wayne & Brad Alex & Ross

United States of America Canada
(2000, 2003, 2006, 2014, 2016) (1994, 1998)




“No seas ridiculo,
eso es imposible”

Roberto & Juan Felipe Jose & Francisco

Colombia Mexico
(2006, 2010) (1998, 2004)




“Ne soyez pas
ridicule, c'est
impossible”

Christian & Joseph

Rwanda
(2001, 2002)

“Seien Sie nicht
lacherlich, das ist
unmaoglich”

Christoph & Matthias

Germany
(1996, 1999, 2004)
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|CL Extensions

ICL Theory: the end of the beginning

Applications in Summary

The Players and Topics



Income Contingent Loans
book launch, Jordan June 2014

Joseph Stiglitz, Tim Higgins and Bruce Chapman



ICL Applications in Summary (1)

ICL for the financing of:

Drought relief

Criminal fines

Low income housing insurance

R & D investments

Extensions of paid parental leave
Indigenous business investment

White collar crime



ICL Applications in Summary (2)

Brain drain reparations

Climate change adaptation

Business innovation

The purchase of solar energy devices
Aged care

Community sector investments

The purchase of apprentice tools (eg
hairdresser scissors)






ICL Extension Research Academics/Topics

Drought Relief Criminal Fines Collection Low Income Housing Relief R&D Financing

Linda Botterill John Quiggin  Arie Freiberg  David Tait Joshua Gans Stephen King Glenn Withers
Indigenous Legal Aid Funding &
Ext. Paid Parental Leave  Business Financing White Collar Crime Fines ICL Economic Theory TAFE ICL

N

Tim Higgins John Altman Richard Dennis Ngo Van Long Maria Racionero Joseph Stiglitz Chris Ryan

ICL Public Climate Change Innovation

. . Community Sector
Administration Brain Drain Tax Adaptation Financing Solar Energy Financing Aged Care

Investment

Andrew Leigh Philip Clarke Leo Dobes Leana Ugrinovska Ken Baldwin Raya Umbu John Piggott Ric Simes



It was not easy getting work
published at the beginning:
the Farrago rejection



_.and now the
LOANS scheme

+ Gave ds




Melbourne University
Student Union
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Dr Bruce Chapman

Centre for Economic Policy Research
Research School of Social Sciences
Australian National University

GPO Box 4

Canberra ACT 2601

Monday March 16, 1992
Dear Dr Chapman

Thank you for forwarding your “Article for Student Newspapers™ for consideration by
Farrago.

We have read your paper, and regret 10 inform you that it fails 1o reach the standards we
usually require of our contributors.

Further, we view your comments as a cynical attempt to dampen the co-ordinated efforts
of students across the country as we prepare 1o crush your loans scheme proposal.

Your science 1s a sham. Your co-conspiritors are exposed. Your motivations are peverse.

Your propositions are clumsy. Your philosophy is anti-social. Your employers are
embarrassed. Your daye are numbered,

Yours sincerely,



Thank you
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DEFEAT THE LOANS

is this
now the
Chapman
loans will
be
collected
in 2020
AD?

dollars in debtl. Many

out of education. Com

scheme would mean that you will stil
education liability well into next century, perhaps un

PDON'T LET THE LOANS
SsCHEME TERMINATE YOUR
FUTURE

NATIONAL DAY O
THURSDAY MA

1 be paying of your
1il you die.

F ACTION
RCH 26




RIDICULOUS
IDEAS No.l

UWS. MACARTHUR STUDENTS ASSOCIATION
EDUCATION FORUM, MAR( H12TH, 1992
WHO SHOULD PAY?




" $AC AND THE PROPHETS PREDICT
*THE EVIL ONE HIBISELF IS CORIINGI®

That's right girls and boys,
DR BRUCE CHAPMAN
who brought us HECS, THE
LOANS SCHEME and other

really neat ways to deprive

YOU of an education is

coming to a campus near
you.

Meet in the forum area (near main refec at Uni of QId)
for a forum at 11am, on Friday, 5th June, then it's onto
the Econemics Dpt.

We've Tangoed with Kemp, We've
Waltzed with Howard, now let's
Dance with the Devil.







