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Four topics for discussion todayFour topics for discussion today

Loans schemes: alternative objectivesLoans schemes: alternative objectives
Defining loans repayment and recoveryDefining loans repayment and recovery
Results for 44 loans schemes worldwideResults for 44 loans schemes worldwide
Conclusions for policyConclusions for policy
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1.  Loans scheme: alternative  objectives   1.  Loans scheme: alternative  objectives   1.  Loans scheme: alternative  objectives   

Budgetary 

Social 

Budgetary Budgetary 

Social Social 
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Budgetary objectives: costBudgetary objectives: cost--sharing sharing 

Need to generate additional funding for the universitiesNeed to generate additional funding for the universities

Because ofBecause of
Reduced government budgetary allocationsReduced government budgetary allocations
Rising unit costsRising unit costs
Increase in student enrollmentsIncrease in student enrollments

Loans are introduced to facilitate student fee increasesLoans are introduced to facilitate student fee increases
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Social objectives: Social objectives: 

Loans targeted on lower socialLoans targeted on lower social--economics groups economics groups 
-- needy students, disadvantaged  groups etc.needy students, disadvantaged  groups etc.

Reaching out to these groups to increase accessReaching out to these groups to increase access
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The financial integrity of loans schemes is The financial integrity of loans schemes is 
frequently underminedfrequently undermined

To understand why this is so, we turn to a To understand why this is so, we turn to a 
discussion of the financial underpinnings of discussion of the financial underpinnings of 
loans schemes                                   loans schemes                                   
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Loans repaymentLoans repayment 

Hidden grantsHidden grants 

Loans recovery  Loans recovery  

2. Loans schemes: financial analysis2. Loans schemes: financial analysis
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Focus on the individual borrowerFocus on the individual borrower

Loans repayment: Loans repayment: 
How much of a loan is a borrower required to How much of a loan is a borrower required to 
repay?repay?

Repayment ratio:Repayment ratio:
Present value of required payments Present value of required payments // Present Present 
value of loan received                            value of loan received                            
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The individual borrowerThe individual borrower

Low repayment ratio (high hidden grant) stems from:Low repayment ratio (high hidden grant) stems from:
BelowBelow--market rates of interestmarket rates of interest
Interest free study and grace periodsInterest free study and grace periods
Repayment in nominal termsRepayment in nominal terms
Extended repayment periodExtended repayment period

These are These are builtbuilt--in features in features of the schemeof the scheme
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Loans recovery:Loans recovery: 
the overall perspectivethe overall perspective



12 December 200712 December 2007 1212

Loans Recovery:Loans Recovery:
How much of loans scheme total outlay How much of loans scheme total outlay 
(loan disbursements plus administration (loan disbursements plus administration 
costs) is recovered?costs) is recovered?

Recovery Ratio:Recovery Ratio:
Present Value of receipts from repayments Present Value of receipts from repayments //
Present Value of total outlaysPresent Value of total outlays
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Reasons for Low Recovery RatioReasons for Low Recovery Ratio

BuiltBuilt--in features in features of the loan scheme:of the loan scheme:
Low (subsidized) rates of interestLow (subsidized) rates of interest
No interest payment during study and grace periodsNo interest payment during study and grace periods
Repayment in nominal termsRepayment in nominal terms
Extended repayment horizonExtended repayment horizon

Administrative efficiency Administrative efficiency of the schemeof the scheme
NonNon--Repayment (Repayment (““defaultdefault””))
Administration CostsAdministration Costs
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3.   Loans Repayment and Recovery:3.   Loans Repayment and Recovery: 
Results for 44 loans schemes Results for 44 loans schemes 

worldwideworldwide
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Loan Repayment:Loan Repayment:

Refer to Handout, Table Refer to Handout, Table 
11



Repayment ratioRepayment ratio Number Number 
of  loans schemesof  loans schemes

Above 80 percent Above 80 percent 1313
61 61 -- 80 percent80 percent 1313
41 41 –– 60 percent60 percent 88
21 21 –– 40 percent 40 percent 77
20 percent or less 20 percent or less 33
TotalTotal 4444



RepaymentRepayment
by country income level by country income level 

Repayment Repayment 
by continentby continent

Income levelIncome level Repayment ratioRepayment ratio ContinentContinent Repayment ratioRepayment ratio
AverageAverage MedianMedian AverageAverage MedianMedian

High incomeHigh income 74.1374.13 74.3074.30 AmericasAmericas 71.7571.75 79.3979.39

Upper middleUpper middle 51.0751.07 50.0450.04 AustralasiaAustralasia 66.5966.59 66.5966.59

Lower middleLower middle 53.8453.84 56.0956.09 AsiaAsia 65.2865.28 69.7469.74

Low incomeLow income 45.5945.59 37.1937.19 EuropeEurope 63.5963.59 64.7064.70
AfricaAfrica 41.8441.84 37.1937.19

All countriesAll countries 60.8560.85 64.6364.63 All countriesAll countries 60.8560.85 64.6364.63
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CountryCountry
Repayment ratioRepayment ratio

Earlier researchEarlier research
((ZidermanZiderman & Albrecht) & Albrecht) 

Current researchCurrent research

Similar repayment ratioSimilar repayment ratio
KenyaKenya 3030 27.9327.93
JamaicaJamaica 4444 47.5547.55

Increased repayment ratioIncreased repayment ratio
AustraliaAustralia 5252 74.3074.30
ColombiaColombia 7171 83.1783.17
DenmarkDenmark 4848 64.7664.76
England & WalesEngland & Wales 7474 87.8187.81
Finland    Finland    5555 90.3390.33
Hong KongHong Kong 5757 69.2069.20
JapanJapan 5050 64.5564.55
USAUSA 7171 82.8882.88

Decreased repayment ratioDecreased repayment ratio
IndonesiaIndonesia 4343 27.5627.56
NorwayNorway 6767 56.6156.61
SwedenSweden 7272 64.6364.63
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Loans Recovery: Loans Recovery: 
Efficiency of loans schemesEfficiency of loans schemes

Refer to Handout, Table 2Refer to Handout, Table 2
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Repayment and recovery ratio: Repayment and recovery ratio: 
average for 26 programsaverage for 26 programs

Repayment ratioRepayment ratio Recovery ratioRecovery ratio
(with default)(with default)

58.8958.89 49.1549.15
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Recovery Ratio        Relative Efficiency Index   

Repayment Ratio
＝　

REI, Jamaica: 19.17 /47.55 = 0.40
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Loans programLoans program
(1)(1)

Repayment Repayment 
ratioratio

(2)(2)
Recovery ratio Recovery ratio -- 
default & costs default & costs 

of administration of administration 

(2/1)(2/1)
Relative Relative 

efficiency  efficiency  
indexindex

Higher efficiencyHigher efficiency
Mexico Mexico –– SOFESSOFES 49.6149.61 41.9741.97 0.850.85
Japan Japan –– category 2category 2 85.0085.00 68.2968.29 0.800.80
Japan Japan –– category 1category 1 64.5564.55 50.4350.43 0.780.78

Lower efficiencyLower efficiency
MalaysiaMalaysia 56.6756.67 28.6828.68 0.510.51
South AfricaSouth Africa 50.4750.47 25.0125.01 0.500.50
JamaicaJamaica 47.5547.55 19.1719.17 0.400.40

Highly inefficientHighly inefficient
PhilippinesPhilippines 66.0166.01 --22.0522.05 --0.330.33



12 December 200712 December 2007 2323



CountryCountry
Recovery ratio, incorporating Recovery ratio, incorporating 

defaultdefault
Earlier researchEarlier research
((ZidermanZiderman & Albrecht)& Albrecht)

Current researchCurrent research

Similar recovery ratioSimilar recovery ratio
KenyaKenya 66 5.595.59
JamaicaJamaica 3838 34.2334.23

Increased recovery ratioIncreased recovery ratio
ColombiaColombia 6262 68.6068.60
Hong KongHong Kong 5757 68.5168.51
JapanJapan 4949 59.3959.39
USAUSA 5959 78.6678.66

Decreased recovery ratioDecreased recovery ratio
IndonesiaIndonesia 3939 24.8024.80
NorwayNorway 6767 56.2356.23
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Maximal recovery ratios: Maximal recovery ratios: 
default and assumed default and assumed 
administration costsadministration costs

Number of loans Number of loans 
schemesschemes

Above 80 percent Above 80 percent 00
61 61 -- 80 percent80 percent 55
41 41 –– 60 percent60 percent 1111
21 21 –– 40 percent 40 percent 22
20 percent or less 20 percent or less 88
Total number of schemes Total number of schemes 
examinedexamined 2626
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4.  Conclusions for policy4.  Conclusions for policy

BuiltBuilt--in subsidies versus loans scheme inefficienciesin subsidies versus loans scheme inefficiencies

Confronting builtConfronting built--in over subsidizationin over subsidization

Minimizing loans repayment defaulMinimizing loans repayment default
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QuoteQuote
‘‘I would prefer a loans scheme with a I would prefer a loans scheme with a 
high default, to a continuation of high high default, to a continuation of high 
direct subsidiesdirect subsidies’’

George George PsacharopoulosPsacharopoulos
Conference on Funding, Equity and Efficiency Conference on Funding, Equity and Efficiency 
of Higher Education, of Higher Education, 
PortorozPortoroz, Slovenia , Slovenia –– 2121--24 November, 200724 November, 2007
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Barriers to access are not only, or mainly,           Barriers to access are not only, or mainly,           
financialfinancial

Financial poverty vs. informational poverty Financial poverty vs. informational poverty (Barr)(Barr)

Prior actionPrior action: : 
to better inform and raise aspirations to better inform and raise aspirations 
structural reform of secondary educationstructural reform of secondary education

Where student loans schemes have clear Where student loans schemes have clear 
social objectives, they have social objectives, they have notnot proved be proved be 
effective in raising the access to tertiary effective in raising the access to tertiary 
education, of lower socioeducation, of lower socio--economic groupseconomic groups
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Assisting the poor: five key conditions for Assisting the poor: five key conditions for 
increasing access of disadvantaged groupsincreasing access of disadvantaged groups

Effective eligibility and screening criteriaEffective eligibility and screening criteria

ProPro--active targeting, not just passive screeningactive targeting, not just passive screening

Adequacy of loan sizeAdequacy of loan size

Favourable loans conditionsFavourable loans conditions

Unifying grants and loans policyUnifying grants and loans policy
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Minimizing Repayment DefaultMinimizing Repayment Default

• Avoid heavy repayment burdenAvoid heavy repayment burden

•• Defer repayments when income temporarily lowDefer repayments when income temporarily low

•• Use effective guarantorsUse effective guarantors

•• Employ specialized collection agenciesEmploy specialized collection agencies

•• Provide incentives for collection agency to collectProvide incentives for collection agency to collect

•• Use available sanctionsUse available sanctions
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Sanctions Against Repayment Default 
CommentsCommentsSanctionSanction          Country Country 

Students individual creditStudents individual credit
Moral pressure: publish defaulter listMoral pressure: publish defaulter list

ChinaChina
Subsidized schemeSubsidized scheme

Effective, but restricts loans to betterEffective, but restricts loans to better--off off 
studentsstudents

Family coFamily co--signatures / pledged assets as signatures / pledged assets as 
collateralcollateral

ChinaChina
NonNon--subsidizedsubsidized

Serious and prolonged defaulters are referred Serious and prolonged defaulters are referred 
to the Department of Justice for legal recoveryto the Department of Justice for legal recovery    

Loan GuarantorLoan GuarantorHong KongHong Kong
Subsidized scheme Subsidized scheme 

Joint surety (parents); Joint surety (parents); Loan insurance;Loan insurance;
Moral pressure: publish defaulter list;Moral pressure: publish defaulter list;
Bar access to further credit if in defaultBar access to further credit if in default

Korea Korea 
Ministry Education     Ministry Education     

schemescheme

Joint surety (parents);Joint surety (parents);    
Moral pressure: publish defaulter list;Moral pressure: publish defaulter list;
Bar access to further credit if in defaultBar access to further credit if in default

KoreaKorea
Government  Government  

employeesemployees

Ineffective: guarantors not required to payIneffective: guarantors not required to pay--off off 
‘’‘’badbad’’ loans. Virtually no loans repaymentloans. Virtually no loans repayment

Loan GuarantorLoan GuarantorPhilippines Philippines 
National scheme National scheme 

NoneNonePhilippinesPhilippines (Reg.5)(Reg.5)
Loan GuarantorLoan GuarantorPhilippines Philippines (COE)(COE)

Reluctance to turn to guarantors Reluctance to turn to guarantors Loan Guarantor; legal actionLoan Guarantor; legal actionThailandThailand
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Substantial Substantial 
subsidy subsidy 

justified ?justified ?

CoverageCoverageMeasure of Measure of 
successsuccess

Loan Scheme Loan Scheme 
ObjectiveObjective

NoNoAll students**All students**More More 
resources for resources for 
universitiesuniversities

BudgetaryBudgetary
(cost recovery)(cost recovery)

PerhapsPerhapsOnly targeted Only targeted 
studentsstudents

Increased Increased 
access for access for 
the needythe needy

Social, equitySocial, equity

* * If loan budgets are limited, loans must be rationed* * If loan budgets are limited, loans must be rationed
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In sum:In sum:
Many loans schemes are highly subsidized, by Many loans schemes are highly subsidized, by 
(deliberate?) design.(deliberate?) design.

Excessive builtExcessive built--in subsidies result in low in subsidies result in low 
repayment ratios and, in turn, low recovery.repayment ratios and, in turn, low recovery.

But high builtBut high built--in subsidies are either:in subsidies are either:

Largely unnecessary (costLargely unnecessary (cost--sharing), orsharing), or

Not effective in practice (social targeting)        Not effective in practice (social targeting)        
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