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Figure 5.10 HECS payments and bank payments with unemployment and 
part-time work

That is, there are now payments of between $2500 and $3000 per annum from 
age thirty-three to age thirty-eight when incomes have risen to their full-time 
equivalents. Thus, both male and female graduates experiencing low salaries 
from ages twenty-five to thirty-one pay considerably more for a bank loan in 
periods of low earnings than is the case for the repayment of the HECS debt. 
With the latter there are no repayments when incomes are low, thus reflecting 
the critical benefit of an income-contingent loan. What this means in terms of 
proportions of taxable incomes is illustrated in Figures 5.11 and 5.12.

Figure 5.11 Debt repayments as a proportion of taxable income with 
unemployment and part-time work: graduate males
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Figure 5.12 Debt repayments as a proportion of taxable income with 
unemployment and part-time work: graduate females

Modelling the consequences of HECS under various future income streams 
highlights the clear disadvantage of the bank loan. Repayment obligations of 
the latter, as a proportion of income, fluctuate between 5 and nearly 25 per cent, 
but HECS repayments do not exceed 6 per cent of taxable income at any stage.

The extreme situation is for the period in which the graduate is jobless and 
receiving only unemployment benefits. In those years, the bank loan takes 
about 24 per cent of taxable income for both males and females. As well, when 
graduates are working half-time, the proportion of income going to repay the 
bank debt is still almost 10 per cent. In contrast, HECS payments are zero in the 
periods of low incomes, and are not more than 6 per cent even when graduate 
incomes recover. The consequence for HECS debtors, of course, is that while the 
bank loan is repaid fully in 10 years (at age thirty-one), graduates experiencing 
periods of low income take until age thirty-eight to repay their HECS debts. 

In summary, the exercises reveal that compared with the repayment of a bank 
loan, HECS delivers important potential consumption-smoothing benefits. 
For situations in which former students experience very low incomes, the 
repayment of normal loans results in very high proportions of incomes being 
obliged to pay debt, and thus being unavailable for consumption. HECS has no 
such implication, and this is a critical benefit of an income-contingent loan.
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Conclusion

The Australian higher education financing system incorporated an income-
contingent loan for the payment of tuition in 1989 through the income tax 
system, and this was the first time that such an approach to student financing 
had been used internationally. This chapter has: analysed the rationale for 
income-contingent loans; documented Australia’s experience with HECS; and 
illustrated the major benefits of consumption smoothing of income-contingent 
loans.

The two major points are as follows. One, even though HECS meant that students 
would now be paying for some part of higher education, extensive research 
into the implications of the scheme for the access of the poor to universities 
reveals that there have been no discernible effects. Two, through a hypothetical 
exercise using the HECS rules and contemporary Australian data, it is shown 
that for those graduates receiving low incomes at some part of their lives there 
is a considerable potential for the system to provide consumption smoothing.

As noted at the beginning, and reinforced in the discussion concerning the 
administrative bases required for the institution of an income-contingent 
loan, the main policy conclusions of the chapter need to be handled with 
care. This is because in some countries the institutional framework might be 
currently inappropriate to allow efficient, even workable, collection of income-
contingent loans. If this is the case, fruitful policy reform would seem to involve 
improvements in public-sector management.
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