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A New Proposal fFor Educational Loans

This proposcl combines two independent, but complimentaru. ideas
regarding loans for post-secondary educotion in the U.S.:
*individuals repay the loons bu committingo o percentace
of their future income for twenty-tive uears Lbut not
bevond age 6531, rather thon by o fixed dollar
obligation: and
*ag portion of the Sociol Securituy (UASDI) [rust tunds
be used aos initiol copitol to finance those ioans.

AN intermediaote Agency would borrow moneu trom the Social
Security Trust Funds, and then arranae for loans to and
callections from individuals. It is conceivable that the Agencu
could obtain its capital from other sources (in addition to. or
insteod of, the Social Security Irust Funds), but use of the
Trust Funds for such loans is odvocoted as a productive
investment for the surplus which is scheduled to be aoccumulaoted
over the next half-centuru.

Aside from numerous policy issues roised by the proposal, there
are many actuarial aspects. The published paopers (see note below)
cover both oreos; this discussion focuses on the lotter.

With respect to traonsoctions between the Agency and individual
borrowers, the repayment foctors [(percent of income per $1000 of
loan) ore determined by cohorts (calendar uyear of logn and
borrower's oge in that yeor), ond it is intended that ecch cohort
will repoy its oggregate borrowed omount plus on interest charpe.
The factor for a cohort could net be increased, but future
cohorts might have different Factors: thus setting the factors is
an gctuariol activity. Anti-selection ond possibility of
repoument manipulation olso ore octuorial concerns: an upper
limit would apply to the income affected by repaument obligation
[in order to encourage participaotion bu those expecting hioh
earningsl; collection of the repaument obligation would be by
payroll deduction. which could be cross—-checked with Sociaol
Security (FICA) records: etc. UOne aospect not ndequatelu deoltt
with is possible deferrol of income to o time atter the repoument
period; undoubtedly there ocre other such problems,

With respect to transactions between tha Agency ond UARSLL., ©
troditional debt obligation would exist: i.e. the Agencu would
sell 1% uear bonds to 0OASDI. Thus the Agencu would bear the
octuvoriol risk involved in the individuol borrower repoument
arrangement, but it is proposed that OARSUI’s cloims be guaranteed
by the U.S. Treasury. Initially, the Agency would have to toke
large loans from DRSDI eoch year. However, the interest charge
paid by individuols is intended to cover not only the Agency’s
odministrative costs and its interest pauments to 0OASDI. but also
to reploce the capitoal and thus to permit the Agency to fully
repay 0ASDI before the Trust Funds are needed for Social Securituy
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benefit poyments. Thereofter, the Agency is intended to be
salf~-fFinancing. Actuarial protections of the Agencu's aggrepote
operations show its yeor-by-yeor obligotions to OASDI in
comparison with the projected Trust Fund levels. os well as the
Agency’'s overoll stotus. Here opoin, further aoctuariol aonolusis
would bhe ussful.

Note: The proposol is Formolly described in aon article
("Generational Alliance ...” in lhe Americon Frospect. Summer
13901} by Barry Bluestone, Alan Clayton-Matthews, John Hovens and
Howard Young. A more detoiled paper i1s ocvoilcople from the
Econamic Policy Institute, which financed work on the prooosol.

- END -
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