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A New Proposal ~or Educational Loans 

This proposal combines two indeoendent, but comolimentaru, ideas 
regarding loons for post-secondorN education in the U.5.: 

=indlviduols reDaN the loons bu committing o percentage 
of their future income for twentu-five qeors [but not 
beuond age 65]. rather than bu o ~ixed dollar 
obli0otlon: and 
=o portion of the 5ocial 5ecuritu [UASDI] Iruet ~unae 
be used o5 initial ca~Itol to finance those loons. 

An intermediate Aqency would borrow moneu ~rom t ~ e  5oclol 
S e c u r t t ~  Trust Funds. and then arran0e Ear loon~ t o  and 
collections from individuals. It is conceivable that the Aoencu 
could obtain its capitol from other sources [in odO1tlon to. or 
instead o~, the Social 5ecurlt~ Irust Funds). but uee of the 
Trust Funds for such loons is advocated as o aroductive 
inveetment for the surplus which is scheduled to be accumulated 
over the next half-centuru. 

Aside from numerous policg lesues raised bg the proposal, there 
are many actuarial aspects. The published papers [see note below] 
cover  both areas:  t h i s  d i s c u s s i o n  focuse~ on the l a t t e r ,  

With r espec t  to  tronsoctlons between the A~encg and i n d i v i d u a l  
bor rowers ,  the repayment f a c t o r s  [ p e r c e n t  of  income per SlO00 of  
l oan ]  are determined bg coho r t s  [ c a l e n d a r  gear o f  loon and 
b o r r o w e r ' s  age in  t h a t  g e a r ] ,  end i t  i s  in tended t h a t  each coho r t  
will repog its aggregate borrowed amount plus an interest thorpe, 
The factor for a cohort could not be increased, but future 
cohorts might hove different ~actors: thus eettino the factors is 
an actuarial activitg. Anti-selection and possibilit~ o~ 
repayment manipulation also ore octuorlol concerns: an upper 
limit would opplg to the income affected b~ repoument obligation 
[ i n  o rde r  t o  encourage p a r t l c i o a t i o n  bu those e x o e c t i n o  h ioh 
e a r n i n g s ] ;  c o l l e c t i o n  o f  the repaument o b l l a a t i o n  would be b~ 
payroll deduction, which could be cross-checked wit~ ~ocial 
S e c u r l t y  [FICA] reco rds ;  e t c .  One osoect  not aoeouote lu  d e a l t  
with is Oossible deferral of income to a time o~ter t h e  reoaument 
period; undoubtedlv there ore other such problems. 

With r e s o e c t  t o  t r a n s a c t i o n s  between the Aaencu and UAbDI. a 
t r a d l t l o n o l  d e b t  o b l i g a t i o n  would e x i s t :  i . e .  the Aoencu would 
s e l l  iS gear bonds to  OASDI. lhus the Aoenou would bear the 
a c t u a r i a l  r i s k  i n v o l v e d  in  the i n d i v i d u a l  borrower reoaument 
orrongement~ but it is prooosed that OA~DI'e claims be auaranteed 
b V the U.S. Treosurg.  I n i t i a l l g ,  the Agencg would have t o  take 
l a r g e  loans From DASDI each year .  However, the i n t e r e s t  charge 
pa id  by i n d i v i d u a l s  i s  in tended t o  cover not  on lg  the Agency's 
a d m i n i s t r a t i v e  cos ts  and i t s  i n t e r e s t  payments to  OASDI. but  a l so  
to  r e p l a c e  the c a p i t o l  and thus to  permi t  the Agencg t o  f u l l g  
repag OASDI be fo re  the Trus t  Funds are needed f o r  Soc ia l  S e c u r i t y  
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benefit povments. Thereofter, the Aoency is intended to be 
selF-finoncino. Actuoriol orolections of the A~encu's o~repote 
operotlons show its geor-by-~eor obligotions to OASDI in 
comporlson with the prolected Trust Fund levels, os well os the 
Agency's overoll stotus. Here oooin. ~urther octuoriol onolu~is 
would be useful. 

Note: The pro~osol is fommollu descrzbed in on ortlcle 
["Generotionol Allionoe ..." in l~e Amerlcon P r o s p e c t .  Summer 
199D3 b~ Borr~ Bluestone, Alon Olouton-Motthews, John Hovens onO 
Howord Young. A more detoiled pomer is OVOlioOls from the 
Economic Policg Institute, which finonced work on the Orooosol. 

- END - 
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