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SUBMISSION TO THE SENATE COMMITTEE INQUIRY INTO HIGHER EDUCATION FUNDING AND REGULATORY LEGISLATION

This submission addresses aspects of the Government’s higher education package as detailed in Nelson (2003) as they relate to the student financing arrangements and the setting of fees.  As such the submission is primarily focused on matters covered under item 2 of the terms of reference for the inquiry.

This submission is focused on three main points of analysis:

1. The FEE-HELP interest rate arrangements

2. Competition policy

3. Student debt and savings – investment patterns

1. The FEE-HELP interest rate arrangements

The FEE-HELP arrangements are set out in section 3.2 of Nelson (2003).  The FEE-HELP arrangements work to overcome many of the problems with market based student loan arrangements.  First because re-payment is income contingent this will only occur once graduates reach higher salaries and start capturing private benefits.  Second because repayment is through the taxation system the default risk is minimised.

There are issues with the setting of the FEE-HELP interest rate.  Under these arrangements:

“Debts accrued under FEE-HELP will be indexed to the CPI plus 3.5 percentage points each year for a maximum of ten years, before returning to indexation by the CPI.”, Nelson (2003, pp24).

To illustrate this issue figure 1 graphs the long term government bond rate (LTGB) and the inflation rate as measured by the CPI (CPI) on a quarterly basis from 1990 to the present.  In addition figure 1 also graphs what the FEE-HELP loan arrangements would have been for this period at CPI + 3.5 (CPI + 3.5).  A number of features are present in this graph:

(i) The long term decline in interest rates and inflation over this period.

(ii) The impact of the introduction of the GST as a temporary increase in inflation for four quarters.

(iii) That for the period up to the introduction of the GST that the bond rate has been higher than the FEE-HELP rate.  As the bond rate captures the rate at which the government can borrow and the FEE-HELP rate is the rate charged to students this shows the subsidy in the FEE-HELP interest rate arrangements.

(iv) That the impact of the introduction of the GST drove the FEE-HELP rate well above the bond rate.  This suggests that major temporary shocks (tax mix changes) that impact inflation and not interest rates will need to be offset or compensated for in the FEE-HELP arrangements.

(v) That since the introduction of the GST the FEE-HELP interest rate has been above the bond rate.  If this situation were to continue the FEE-HELP arrangements would be profitable for the government, a point made in Buckell (2003) and Martin (2003).

Figure 1
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Source of data:  RBA Bulletin Statistical Tables

The issue of the profitability of the proposed FEE-HELP arrangements merits further comment.  If a student loans arrangement could be left to private markets then the market rate of interest would be above the FEE-HELP rate and as such the FEE-HELP arrangements would represent a subsidy.  However problems around equity and default risk mitigate against this option.  Therefore the issue is around the comparison between the FEE-HELP rate and the bond rate, which at present indicates a profit.

In Martin (2003) a ministerial spokesman dismisses these comments as purely speculative on the grounds that it depends upon future bond movements.  However at the present state of the bond market the current arrangements are profitable.  This could be overcome by capping the FEE-HELP interest rate at the lower of the bond rate or CPI + 3.5 percentage points.

2. Competition policy

The proposed HECS-HELP arrangements set out in section 3.1 of Nelson (2003) allow student contribution levels to be set between $0 and a maximum depending on the band in which the area of study is located.   This greater flexibility in the fee setting potentially raises competition policy issues.  It is reasonable to argue that the university will behave consistent with competition policy and as such not engage in activities like collusion or predatory pricing.  However it has been the case in other sectors which have been deregulated such as telecommunications and energy that greater monitoring and analysis has been needed around competition policy matters.  Universities have community service obligations, significant infrastructure investments, and joint production of teaching and research activities.  As such it is surprising that competition policy matters are not mentioned in Nelson (2003).

3. Savings – Investment patterns

A major unknown around increased student contribution levels and student debt is possible impacts on savings-investment patterns.  There are a number of possible impacts:

(i) Increased savings by families with young children and intergenerational wealth transfers.  This suggests further development of educational bond markets.

(ii) Impacts upon the consumptions and savings behaviour of graduates as they make repayments of HECS-HELP and FEE-HELP debts.

This suggests the need for ongoing research around the impacts of student debt levels on savings-investment patterns.
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