




 
 
Resumo 
 
 
A partilha de custos ou, pelo menos, a transferência parcial dos custos do ensino superior de 
todos os contribuintes para os alunos e respectivas familias (beneficiários directos da formação 
superior) é uma tendência que se está a espalhar internacionalmente. Os paises do antigo bloco 
soviético, nos quais o ensino superior costumava ser generosamente financiado através de 
impostos, não são excepção.  Em vários destes países, instituições de ensino superior 
encontram-se cada vez mais dependentes da cobrança de taxas de matrícula e frequência, ainda 
que em termos legais o ensino superior permaneça “absolutamente gratuito”. Além da 
introdução ou aumento de tais taxas, a partilha de custos é frequentemente implementada 
através de taxas mais elevadas para o alojamento em residências universitárias, refeições, e a 
diminuição ou congelamento de subvenções e bolsas de estudo que suportem o aumento real 
do custo de vida. Outra tendência que normalmente acompanha a partilha de custos é a 
introdução de empréstimos, a qual tem por finalidade proteger o acesso ao ensino superior de 
estudantes menos favorecidos. Há uma crescente quantidade de estudos sobre uma forma  
relativamente nova de empréstimo estudantil, a qual se caracteriza pelo seu carácter 
contingente face ao rendimento futuro dos que contraem tal empréstimo. O Empréstimo 
contingente sobre o rendimento (Income Contingent Loan  - ICL) tem sido apresentado por 
vários economistas e investigadores do ensino superior como uma panacéia para vários 
problemas tais como o acesso ao ensino superior, as elevadas taxas de incumprimento no 
pagamento de empréstimos estudantis inflexíveis e  a existência de fortes restrições 
orçamentais para muitas instituições. O exemplo da Austrália, país pioneiro na introdução de 
ICL, é frequentemente apontado como modelo de reforma para um sistema de acção social 
escolar no nível superior. Várias pesquisas têm sido feitas em muitos países (incluindo alguns 
em Àfrica e na Ásia) sobre a aplicabilidade e a viabilidade do ICL nas condiões económicas, 
políticas e sociais de países em vias de desenvolvimento. Até agora pouca investigação foi 
desenvolvida nos países do Leste Europeu sobre tal assunto, e uma total ausência existe sobre 
as possibilidades de implementação do ICL na Ucrânia, um dos países pós-comunistas do 
Leste Europeu. Este trabalho analisa um número de experiências internacionais com ICL, bem 
como as condições políticas, económicas, sociais e do sistema de ensino superior na Ucrânia, 
discutindo de que forma estas poderão ou não ser adequadas para a introdução do ICL. 
 
 
 
 
 
 
 
 
 
 
 



 
 
 
 
 
Abstract (in English) 
 
 
Cost-sharing, or the shift in at least part of the higher educational cost burden from all the 
taxpayers to parents and students (direct beneficiaries of higher education degrees), is a trend 
that is spreading worldwide. Post-Soviet countries, where higher education used to be 
generously financed through taxes only, are no exception. In many of those countries higher 
education institutions find themselves increasingly dependent on tuition fees, while in legal 
terms higher education remains “absolutely free” there. Besides the introduction or increase in 
tuition fees, cost-sharing is often implemented through higher fees for student accommodation 
and cafeteria, and the decrease in or failure to adjust student grants and scholarships to the 
increase in cost of living. Another trend, which often accompanies cost-sharing, is the 
introduction of student loans, aimed at protecting access of poor or otherwise disadvantaged 
students. There is a growing body of literature on the relatively novel type of student loan, 
which is characterized by contingency upon future income of borrowers. Income-contingent 
loan (ICL) has been presented by a number of economists and higher education researchers as 
a panacea for problems with access, high defaults on inflexible student loans, and restricted 
institutional budgets. Example of Australia, the pioneer country in experimenting with ICL, is 
often pointed at as a model for the reforms of student support systems. Research has been 
conducted in a number of countries (including those in Africa and Asia) on the applicability 
and viability of ICL in economic, political, and social conditions of developing countries. Yet, 
little research has been done on Eastern European countries in this respect, while nothing has 
been researched and written about ICL viability chances in Ukraine, a post-communist country 
in Eastern Europe. This work examines a number of international experiences with ICL, as 
well as political, economic, social, and higher education conditions in Ukraine and how they 
are appropriate (or not) for the introduction of ICL. 
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Introduction 
 

Recent decades have witnessed higher education institutions around the globe 

adjusting to the changing contexts and outside forces. One such force is the growing demand 

for higher education and, consequently, the expansion of higher education systems worldwide. 

This expansion, which continues to pick up speed, has somewhat controversial consequences. 

On the one hand, it means a chance for a growing number of young people to benefit from 

getting access to higher education. On the other hand, such a steep growth in enrolments 

means that governments around the globe might have to rethink higher education financing as 

it has been proved difficult to use old “elite” financing schemes in the context of growing 

student numbers. This leads to a dilemma: to continue providing most of higher education 

funding through increased taxes, or to look for alternatives.  

In the debate around alternatives louder voices are heard these days arguing in favor of 

the principle of cost sharing, which states that higher education costs should be shared with 

those, who directly benefit from higher education degrees.  In literature on higher education, 

the term “cost sharing” refers to the shift of some of the higher education cost from 

government ( or rather tax payers) to students, their parents, and/or businesses and industry 

(Johnstone, 2003). Such a shift can be performed through the introduction of tuition fees; 

motivation of parents to bear some or more of the costs of student living; motivation of 

students to bear some or more of education costs through term-time/summer earnings and 

loans; motivation of businesses and industries to contribute to the higher education costs 

(either toward the overall institutional budget or toward some students via grants and 

scholarships) (Johnstone, 2003).  

In the mind of broader public cost sharing is, first of all, associated with tuition fee. 

But it may also come in other forms, including increase in student residence and cafeteria fees; 

decrease in student grants and scholarships, or failure to adjust their value to inflation (as it is 

the case in Ukraine and other post-communist countries); diminution of the student loan 

subsidies; decline of financial support for public sector and active support of tuition-dependent 

higher education sector; introduction of the dual-track system, in which a part of students is 

fully supported by the government, while another part is admitted with lower entrance results 

and thus is required to pay tuition fees ( this is also the case in Ukraine, as well as in many 
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other post-communist countries). Significant number of international experiences with 

adoption of certain cost sharing techniques, discussed in the section below, suggests clear 

tendency of increased interest in cost sharing as a concept.  

Implementation of cost sharing practices inevitably leads to the question of protection 

of access of poorer and/ or otherwise disadvantaged students to higher education. There is no 

unity among researchers, politicians, and general public in approaching this aspect. Should 

access be protected by increase in grants and scholarships or loans, or both? What should be 

the primary eligibility criterion: merit or need? And how do you define both of these criteria? 

International experience shows growth in implementation of student loan schemes in 

recent decades, parallel with the expansion of higher education enrollments. Currently, loan 

schemes are in place in over fifty countries and their introduction is on the policy agenda in 

many others (Ziderman, 2005). Tuition (or other cost sharing techniques) per se does not 

constitute the only reason for the implementation of a proper loan scheme. Other reasons 

include potential earnings forgone by the student during the years of study, high living and 

educational expenses. That is, proper student support system is necessary regardless of tuition 

fees. 

As a result of the current changes within the sphere of higher education, the subject of 

student loans has grown more popular. Student loans are seen by many as means of solving a 

problem of overburdened national budgets through sharing higher education costs with direct 

beneficiaries; enhancing further the expansion of the higher education system; protecting 

access for the disadvantaged groups thus improving social equality; serving as an incentive for 

young people to look for employment in public sector and/or to work in remote, unpopular 

locations (Ziderman, 2005). Thus, loans might serve different purposes. Many researchers 

draw the sharpest line between primarily cost recovery objective and protection of access and 

social equality. And many believe that those two objectives are nearly irreconcilable 

(Ziderman, 2005; Ziderman and Albrecht, 1995). 

Another sharp line is drawn between the structures of loans (underlying loan 

arrangements):  they distinguish between “traditional” mortgage-type loan and “innovative” 

income- contingent loan (ICL). The major difference is concerned with the way repayments 

are organized. Mortgage-type student loan normally requires repayments to be made in fixed 
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installments over a specified period of time. Size of installments depends on the interest rate of 

the mortgage scheme and time brackets allowed for repayment. Income-contingent loan, as 

its name suggests, is tied to borrowers’ future incomes. It normally includes an income 

“threshold” below which borrowers are exempt from repayments. Once they reach or go over 

the set income threshold, repayments are calculated as a set percentage of their income 

(Johnstone and Aemero, 2001; Barr, 2005; Ziderman, 2005). 

There is an argument between researchers whether or not the income-contingent 

scheme is more advantageous than the conventional type of loan. Theoretically speaking, 

income- contingent loan could allow for more flexibility and less stress in repayments for low-

income borrowers. It could also serve as an incentive to graduates interested in public service 

careers, which normally yield less monetary benefits (Schrag, 2002). Conventional scheme, on 

the other hand, is believed to be easier to calculate and administer. There is, of course, much 

more to the differences between this two major loan structures, as well as within both of them. 

Some of these differences will be discusses consequently. 

This work will focus on the student support system, and, specifically, on the 

income- contingent type of loan. The reason for us to build our research around this 

particular type of loan is following.  

First of all, we believe that this new interest in the concept of cost sharing (and the 

development of arguments in its favor) is brought up not only by the movement of neo-liberal 

and pro-globalization economists and politicians, as many claim. The potent outside forces 

that have led to the growing interest in the implementation of cost sharing do not seem to be 

easily reversible, which means that more governments and higher education sectors will resort 

to some form of cost sharing. And this, in its turn, means that more attention will be given to 

modifications of existing student support systems in order to protect access. Although income-

contingent loan is, of course, not the only option here, it is definitely growing more popular 

due to several relatively successful experiences with it. ICL might also be considered by those 

countries and systems that do not to adopt cost sharing, but still decide to support their higher 

education students because of their forgone earnings or considerable living expenses. Sweden 

is one example of the country, which, although famous for its tradition of “free” higher 

education, still offers student loans (including ICL). 
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  Income-contingent loan is a controversial subject: some researchers consider it to be 

panacea that is nearly universally applicable, flexible, and can relieve many of the funding 

problems without impeding access. Others are more reserved and skeptical about it, and 

believe that its success is conditional and depends on a number of external circumstances. Still 

some others consider it one of the tricks of liberal-minded, pro-money economists and 

politicians who are promoting it as an excuse for raising or introducing tuition. We understand 

the general attractiveness of the concept of deferred repayments scheme, and believe that, if 

designed carefully and used in “proper” environment, it can yield positive results. 

  Now, much has been researched and written on the applicability or functioning of the 

loan scheme in question in the number of countries: Australia, New Zealand, USA, and 

England. Missions have been sent to some countries in Asia, Latin America, and Africa to 

analyze applicability of income-contingent loan to their environments. Yet, little research has 

been done in this area with relation to Ukraine, and most other Newly Independent Countries 

(NIC), and former members of Soviet block (with the notable exception of research done by 

Johnstone (2004) on applicability of income-contingent loan scheme to transitional countries, 

and simulation analysis conducted by Vodopivec (2004) on calculating potential outcomes of 

income-contingent scheme in Slovenia).  Thus, the aim of this work is to at least partially 

fill the gap in this area of knowledge by trying to derive lessons from international 

experiences with income-contingent loans and to adapt them to the Ukrainian political, 

economic, and social environment, scattered knowledge on which we also gather together 

in this work.  We are also hopeful about motivating fellow Ukrainian and international 

students and academics to continue research in this area. We believe that Ukraine (and other 

Newly Independent States, to which relatively little interest has been shown by Western 

researchers) has a large economic, social, cultural, and scientific potential, and could 

contribute actively in all these areas to the world community in the near future. 

There is an urgent need of the reform of higher education funding mechanisms and 

student support in Ukraine. Student support is practically non-existent there at this point, and 

such a situation is unacceptable. On the one hand, income-contingent scheme could seem like 

a good option for a country like Ukraine. And, given general fascination with it, it could be 

predicted that Ukrainian politicians might find it rather attractive, when they come to think of 



 - 6 -

the reform of the student support system. On the other hand, the reality in countries like 

Ukraine is, unfortunately, such that politicians tend to favor quick solutions and so promote 

schemes, which work well elsewhere, in order to win the popularity race. Differences in 

institutions, administrative capabilities and socio-cultural norms are often overlooked and then 

inevitably interfere with institutional transfers across countries (Ziderman, 2005).  We do 

agree with Ziderman, that policy reform in the field of student finance, as in other areas, 

should be guided by international experience of good practice and of mistakes to be avoided 

(Ziderman, 2005). However, international experiences should be scrutinized in terms of what 

has worked well and under which conditions.  

The following questions guide our research: 

1. What are the forces behind the growing visibility and popularity of ICL? 

2. What are the most important preconditions for the implementation and further viability 

of ICL? 

3. Can ICL be considered an option in the current Ukrainian context? 

In order to approach the research questions, we take the following steps: 

• First, we study the background of the income contingent loan scheme. Then we 

proceed with the brief analysis of workable (New Zealand, South Africa, the 

Netherlands, Australia) and unworkable (USA, Chile) ICL experiences around the 

world. The Higher Education Contribution Scheme of Australia, due to its model 

status, relatively long time of existence and relatively positive outcomes, will be 

analyzed in detail. Also, Australian higher education system, as well as some aspects 

of its economic, social, and political situation will be discussed separately in order to 

analyze any possible preconditions of the workability of the loan scheme. 

• Second, on the basis of the research and analysis, conducted in the first part, we intend 

to develop a list of preconditions for the proper implementation and future viability of 

ICL in any national environment. 

• Third, we discuss social, politico-administrative, and economic trends in Ukraine, as 

they can shed light on what might and what might not work in Ukrainian context. 

Then we discuss the higher education system, tuition fees and student support in 

Ukraine. Finally, we measure Ukrainian context against those researched earlier and 
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the developed list of preconditions for the proper implementation of ICL to conclude 

about its potential in Ukraine. 

Our initial hypothesis is that some Ukrainian institutions might still need reformation 

and further development to allow for the proper implementation and viability of ICL. 

In order to approach the research questions, and prove or reject the initial hypothesis, we 

intend to research and analyze available academic sources on income-contingent loan, 

compare ICL international experiences, and analyze basic economic and higher education 

data and statistics on countries in question (Australian and Ukrainian cases will be analyzed 

and compared in greater detail). 

In the first (theoretical) part of this work we will discuss certain aspects of ICL background 

and its types, analyze a number of international experiences with it, on the basis of which we 

conclude with the list of preconditions for ICL implementation. The second part will be 

devoted to the Ukrainian case, analysis of its political, economic, social, and educational 

context, and final analysis of all the aspects of Ukrainian context against the list of 

preconditions (developed in the first part) and the case of Australia. We will conclude with 

the chapter on our major findings, policy indications, and suggestions for further research.  

The novel part of this work is, of course, the chapter on Ukraine and the applicability of 

income-contingent scheme to its environment. Again, we acknowledge that much has been 

written on the subject of student support in the countries that will be analyzed in the first part. 

But we think it is a combination of their experience and its lessons for the Ukrainian reality 

that will make this work interesting and relevant.  
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1. Theoretical Framework 

In the theoretical part we open the discussion with the analysis of cost-sharing trends 

and their implications for the student financial aid. We discuss the concept of ICL, the major 

arguments in favor and against of this type of loan, its background and types. We also analyze 

six international experiences with ICL, on the basis of which we conclude with the list of 

preconditions for its proper implementation and viability. 

 

1.1. Cost Sharing and Consumer Choice in Higher Education 

As stated in the introduction, recent interest in cost sharing was largely stimulated by 

the ever growing demand and consequent need of more revenue (in their turn stimulated by 

either demographic factor or positive influence of higher education on national economic 

growth, or both), available to higher education institutions. There are, of course, other factors 

that have made the concept of cost sharing in higher education more popular and “visible” in 

the recent years. One major factor has to do with rising per-student costs, which are generally 

considered to be connected to the overall conservative nature of the academia, which tends to 

reject those measures, aimed at enhancing economic efficiency. Another factor, which has 

contributed to the spreading interest in cost sharing, is difficulty to impose higher taxes, 

consequent lack of public funding of higher education institutions, and growing priority of 

funding other public sectors, including health, environment, elementary and secondary 

education, safety nets, pensions, national security. Due to all of the above-mentioned factors, 

or combination of some of them, higher education institutions in a number of countries 

worldwide have been struggling with significant underfunding, which has caused higher 

education authorities, politicians, and economists to consider alternative modes of higher 

education funding, often connected to cost sharing.   

Global trends confirm the increased popularity of cost sharing in countries with some 

tradition of the latter, as well as in countries, where cost sharing was traditionally rejected. In 

the United States, for instance, there has been a significant increase in tuition fees over the last 

years. The share of costs, shifted there to students and their parents, has been growing 

disproportionably fast in comparison to the costs, borne by the government (College Board, 

2004). In the late 1990s, significant tuition fees were introduced in the United Kingdom. In the 
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late 1980s, the loan scheme with income contingency feature was implemented in Australia in 

order to help students contribute to higher education costs, and, according to the Australian 

government, to promote a more equitable system. The last decades also saw much of Latin 

American and East Asian higher education sector turning more and more dependent on the 

revenue from tuition fees. In Ukraine, Russia, and most other countries of the former Soviet 

Union, higher education by Constitution continues to be “free” to all students. Anyhow, in the 

circumstances of severe economic crisis, governments of these former communist countries 

legalized dual-track admission systems, making less qualified applicants pay tuition fees for 

their higher education (Johnstone, 2003). Curious enough, this was also the case in socialist 

China before 1997. Since then Chinese authorities introduced uniform tuition fees at all 

institutions of higher learning (Johnstone, 2003; Shen and Li, 2003).  

As the above illustrations prove, there is a clear trend of more governments and 

institutions around the world resorting to some form of cost sharing. Simultaneously, 

substantial body of arguments has been developed in order to support and explain the 

implementation of this or that form of cost sharing. Although economists, rationalizing cost 

sharing, tend to stress aspects different from those that are stressed by politicians, the most 

wide-spread pro-cost- sharing arguments include the following:  

1. Higher education, fully financed through the government-collected taxes, is 

inequitable, since it is mostly “consumed” by students of wealthier backgrounds, who 

also have access to better primary and secondary education (Barr, 1998; Barr, 2005).  

According to Johnstone, this argument is strengthened by the fact, that taxes in 

support of “free” higher education may often come from the printing of money, which 

results in inflation (which, again, has the most negative impact on the purchasing 

power of the lower classes) (Johnstone, 2003). The same equity argument is also 

compelling under the condition of shortage of need-based grants and loans (Johnstone, 

2003).  

2. Financing higher education only through the taxes does not provide the proper 

incentive to the higher education institutions to show responsiveness to the 

“consumer” demands. Whenever the national university enjoys government-provided 

monopoly on prestige higher education and does not have to compete for its status, it 
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is increasingly being perceived as regressive and serving rather government and 

faculty, than students (Johnstone, 2003). On the other hand, students tend to behave in 

the less responsible way when they do not share the costs of their education (Barr, 

1998; Barr, 2005; Johnstone, 2003). The latter argument is firmly proved by the 

Soviet case, and we will return to it further in this work. 

3. Finally, higher education institutions all over the world are facing the need of more 

revenue. There are different reasons for this, including the growing demand for higher 

education (because of improved access to elementary and secondary education, 

demographic increase in the college-age cohort, and expansion of the concept of life-

long learning); economic and political crisis, worsened by the collapse of the taxation 

sector ( as in post-communist countries, where the traditional sources of tax revenues 

tend to be uncertain, unknown, or hidden); government prioritization of other sectors, 

including health, elementary and secondary education, welfare system, and, 

increasingly, national security (Johnstone, 2003).  

Although the above arguments, which justify the implementation of cost sharing 

mechanisms, are persuasive to many, some politicians, researchers, and general public do 

oppose them (Buchert and King, 1995; Colclough and Manor, 1991; Salerno, 2006). 

Arguments, directed against cost sharing, are often (although not always) rooted in the general 

rejection of markets, private ownership of capital, and globalization (Johnstone, 2003). In the 

minds of people, belonging to the opposition, these things are directly linked to social and 

economic inequalities, which implementation of cost sharing mechanisms would encourage 

even further. According to Johnstone, the opposition counters the equity argument of the cost 

sharing proponents, saying that the inequitable situation in higher education could only be 

solved by enlarging the public sector not only in higher education, but also in economy. 

Continuing this line of argumentation, the alleged limitation of government tax capacity is 

rather a combination of the excess of private ownership (which makes taxation highly 

unpopular), lack of political will to impose higher taxes, corruption of taxation authorities, and 

acceptance of globalization, which allows businesses to move in order to avoid high taxes. 

Other anti-cost-sharing arguments include the following: 
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1. Cost sharing can only work in developed societies with the tradition of voluntary tax 

compliance, efficient tax systems, developed and viable systems of student support 

(particularly, need-based scholarships and loans), little immigration and ways to keep 

track of people’s movement, effective system of government guarantees and private 

capital markets, which are able and willing to supplement public revenue (Johnstone, 

2003). According to the opposition, systems of student grants and loans in countries, 

where the above-mentioned advances are not present, are doomed to fail as too costly, 

unviable, and simply unmanageable (Buchert and King, 1995; Colclough and Manor, 

1991).   

2. One pro-cost-sharing argument, which states that higher education sector can easily 

generate its revenue from private sources (instead of public), is too “convenient” for 

the politicians who use it in order to deny public funding of higher education. 

According to the opposition, in theory higher education sector can, indeed, compensate 

for the lack of public revenue through the implementation of cost-sharing. But it is also 

often the case that, once the mechanism of cost-sharing has been implemented, 

politicians in many countries tend to “forget” about the need to adequately increase the 

amount of need-based financial aid (Johnstone, 1993). This might be especially 

relative for developing countries. 

In fact, even in the countries where some tradition of cost-sharing has been established 

a while ago, the very nature of higher education “enterprise” can be the reason for the 

development of another anti-cost-sharing argument. According to Winston (1999), in these 

countries (in the U.S. in particular) most higher education establishments, as nonprofit 

institutions, have two major sources of revenue: donations from alumni and community, and 

fees for the provision of their services. Now, one feature that distinguishes higher education 

sector from business firms is the way (or technology, as Winston puts it), in which higher 

education institutions conduct their “business” (Winston, 1999). That is, the quality of 

education (the product that higher education institutions provide), which any student 

(consumer) receives, strictly depends on its academic environment – peers (Winston, 1999). 

Winston argues that the impact of peer quality on the overall quality of education (and 

consequently on the institutional prestige) is so big, that any institution would try to be 
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selective about its perspective students. And at least in the US, financial status of the 

institution is directly proportional to the level of its selectivity- as wealthier institution can 

offer more scholarships, and consequently attract more able students and be more selective 

during the admissions process. This results in a situation, when more able students (normally 

those of better-off backgrounds), get highly subsidized by wealthier institutions and pay only a 

fraction of otherwise high tuition fees; the net price (after the subsidy), paid by less able 

students (who often happen be of poorer backgrounds) at poorer institutions, is often higher, if 

compared to the net price, paid by mostly wealthier students at wealthier institutions. This 

could be the basis for another anti-cost-sharing argument. 

Also, it could be argued that cost-sharing would work out best only under the 

circumstances of perfect, generally available information (Dill and Soo, 2003). Such perfect 

information would include information on prices, as well as information on precise 

characteristics and value of products and/or services received/purchased. Since higher 

education is a “good”, which should be “lived” and “experienced”, perfect information on the 

quality, outcomes, and future value of such experience can hardly be provided in advance. 

Thus, it is possible to say that any investment in human capital through the purchase of higher 

education is risky (and the future personal returns on it are uncertain) and can possibly remain 

risky until it is too late to do anything about it (Winston, 1999).  

There is also a belief among opposition that, although cost sharing proved to yield at 

least some positive outcomes in the developing (mainly Anglo-Saxon) countries with proper 

traditions and infrastructure, its pursuance in most of the developing world would not fir its 

unique economic circumstances and could lead to the unintended, adverse consequences 

(Salerno, 2006).  

Thus, discussion around the concept and politics of cost sharing is complex, as both 

sets of arguments have rational behind them. However, it is the fact of life that government tax 

capacities (as resources in general) are, indeed, limited and higher education sector, although 

extremely important for economic development, is not( and has never been) the first among 

the public needs. This, of course, does not mean that any government should feel justified to 

abandon higher education funding altogether (on the contrary, ways should be found to invest 

more public money into higher education). Neither this means that eventual adoption of cost 
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sharing methods is an inevitable verdict to all higher education systems worldwide. But this 

does mean that, given all the above-mentioned forces that led to the growing “visibility” of 

cost sharing, new alternative sources for higher education funding should be found. Otherwise 

the situation threatens to result in either restricted enrollments or continuously worsening 

quality of higher education. It is realistic to assume that cost sharing could be one such 

alternative. 

Cost sharing is also indirectly connected to the concept of strengthening student 

(“consumer”) choice in higher education through student entitlements to higher education. It is 

often argued that higher education institutions can no longer afford the luxury of being 

inefficient. Arguably, institutional efficiency can be stimulated by empowering consumers 

(that is students) and their choice of higher education institutions. On the other hand, when 

students/consumers have to bear some costs of their higher education, they are, arguably, more 

careful about choices they make. Student entitlements to higher education (student vouchers) 

are the prime example of student-based finance. Vouchers have been discussed for the most 

part for primary and secondary schools (Friedman, 2002), although there have been some 

suggested applications to higher education as well (Peacock and Wiseman, 1964; Barnes and 

Barr, 1988; Stager, 1989). Under a pure voucher plan, institutions would be given freedom to 

set their own fee levels and students would use vouchers, provided by the government, to pay 

for their university education (in part or in full, depending in the level of fees at each 

individual institution). Again, the central motivation behind vouchers and the strengthening of 

consumer choice is to promote competition, which, in turn, is expected to stimulate efficiency 

(Ziderman, 1995). Although the central motivation behind cost sharing is shifting of some 

costs of higher education to students (parents and businesses), which, among other things, is 

expected to increase awareness of students about choices they make in terms of higher 

education providers. Higher education providers are also expected to turn more responsible for 

the quality of education that they provide to their consumers. 

In conclusion, it is important to emphasize again that there is a clear trend around the 

world of increased interest in the concept of cost sharing and implementation of at least some 

of its mechanisms. The question of student financial aid is growing ever more important and 

relevant under such circumstances. 
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1.2. Types of Student Financial Aid: Brief Overview 

In the circumstances when even some costs of higher education are being shifted to 

students, financial aid has an even more important role in protecting those students, who 

cannot bear the costs. 

Student financial aid refers to funding intended to help students pay tuition fees and/or 

other costs, connected to their higher education degrees, including room and board, books and 

supplies. The major types of financial aid include grants and scholarships, work-study 

programs, tuition waivers, and loans.  

Grants and scholarships constitute one of the most common forms of student financial 

aid. Although they may vary according to a number of parameters (criteria for eligibility, 

amount and coverage, period of coverage, and origin), they normally refer to financial support 

that does not need to be repaid or compensated for in any other way.  

Work-study programs refer to numerous arrangements that combine, in very different 

ways and proportions, higher education study with work (Ziderman, 1995). This method of 

self-financing university education is well-established in developed countries, and in most 

cases is not an option for most students in developing countries or countries in transition. 

Work-study arrangements could be divided in three major groups: student employment (on-

campus part-time jobs as librarian assistants, clerks, gardeners, or in maintenance, usually for 

wage payment, but in some cases also in lieu of tuition fees or living support), work-with-

study (educational programs that include, as an integral part of the curriculum, the gaining of 

practical knowledge and experience in a work situation; it normally involves little more than 

participation in the day-to-day routine of an office, factory, lab, or farm), and study-service 

programs (programs that involve participants in activities that help meet the basic needs of 

others through work in health care, education and social welfare). Two latter types (work-

with-study and study-service) may not always be repaid in cash.  

Tuition waivers refer to reduction in tuition and may also differ to a number of criteria, 

including eligibility criteria, amount, and period of coverage. Tuition waiver programs may be 

sponsored by higher education institutions themselves, or businesses and employers.  

Student loans refer to the practice of lending money to students, who invest it in their 

studies. Student loan programs have been developed in various forms in over fifty countries 
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around the world (Ziderman, 1995). They differ according to a long list of criteria, including 

aim, origin of funds, geographic coverage, eligibility criteria, type of repayment format, 

administering institution, average value of the loan, length of coverage, and the proportion of 

students covered by the loan scheme. Recently, one of the most popular differentiations 

discussed and analyzed has been according to the format of repayment. As it was briefly 

mentioned in the introduction, they distinguish among two major types of student loans 

according to the repayment format: mortgage-type loan and income-contingent loan. In the 

more traditional mortgage-type loan, repayment is made over a specified period, usually with 

fixed monthly payments; interest rates and the maximum length of repayment are used to 

calculate the fixed periodic payments (Ziderman, 1995). In contrast, income-contingent loan 

requires repayments, which are not fixed, but are proportionate to a graduate’s annual income. 

Thus, income contingency limits debt burden in a given period.  

There is a growing body of literature and research that suggests ICL to be one of the 

most promising types in the student support package in terms of its provision of convenient 

repayments. While this statement is in no way aimed at undermining the role of other essential 

types of student aid, we do believe that ICL might have an important role in the times of 

growing interest in cost sharing. As this work is centered on ICL, its background and features 

are discussed in a greater detail in the following section. 
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1.3. Income-Contingent Loan: Background 

Income-contingent loan refers to a type of student loan, repayment of which is 

contingent upon borrowers’ future income and is, normally, forgiven during periods of 

unemployment or low income ((Johnstone, 2001; Barr, 1998; Ziderman, 2005; Chapman, 

2005). It is considered to be a relatively new phenomenon in higher education funding. Milton 

Friedman, American economist and Nobel Prize winner, first suggested a concept of deferred 

repayment in 1955 as a part of his support for the policy of cost sharing. He promoted a 

graduate tax as a particular form of financial instrument to respond to the capital market 

failure that was associated with higher education funding. In his book “Capitalism and 

Freedom” (1962), Friedman argued that this imperfection in the capital market was clearly 

proven by market underinvestment in human capital and training, compared to market 

investment in physical assets. As the latter provides more financial security, it is automatically 

more attractive to the lender. As the only market solution (attractive to money lenders) would 

mean very high nominal interest rate to compensate for the potential capital losses on the 

defaulted loans, it would not be attractive to the borrowers. Friedman suggested two major 

alternative solutions. According to the first one, the government (or possibly business) was 

invited to invest in a student’s education under the condition that s/he agreed to pay the lender 

a percentage of her/his future earnings. In such way the investor would buy a “share” in an 

individual’s future earnings. However, Friedman acknowledged that high administration costs, 

virtually unrestricted freedom of individuals to move, time needed for generation of accurate 

income statements, relatively long time of contracts, the novelty of the idea in general, and the 

overall public reluctance to think of investment in human beings as strictly comparable to 

investment in physical assets, were all reason for the concept of human capital contracts not to 

be widely implemented. According to the second solution for the capital market failure, 

Friedman suggested for the government to engage in equity investment in human beings (this 

was one of the few cases, when Friedman found government intervention in higher education 

justified). Accordingly, a government body could agree to finance the training of qualifying 

individuals at recognized institutions, provided the individuals would agree to repay a specific 

percentage of their future earnings in excess of a specified sum for each one thousand dollars 

that they received from the government. Other major suggestions for the design of this scheme 
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included the collection of repayments together with income taxes (through the national tax 

collection agency), the base sum to be set was to be equal to estimated average earnings 

without any professional training, and the entire project was to be financed through the 

repayments of future graduates. Friedman acknowledged that highly successful individuals 

could be motivated by the scheme to move to another country (which is still a big problem 

under the income tax). But the greatest problem, according to the famous economist, was not 

to allow politicians “to play any political games” with the scheme, turning a self-financing 

project into heavily subsidized and, consequently, unviable. Friedman believed that such a 

scheme would provide more access to the expensive professional training for able individuals 

regardless of their background, thus promoting equality of opportunity in a much more 

effective way than through the outright distribution of income (Friedman, 2002).   

Several countries have actively experimented with ICL in the past; some adopted the 

scheme at the national level. Thus, Yale University in the USA introduced ICL in 1972 as an 

experiment. The scheme was discontinued several years later, mainly due to the high default 

rate (of about 15 percent), and poor performance of the university in the role of the collection 

agency (Chapman, 2005).  Besides the Yale Plan, there was an attempt by Clinton 

Administration to implement and promote ICL among those students, who were interested in 

relatively low-paying, public-service careers. We will analyze Clinton’s plan in one of the 

following sections on international experiences with ICL. Currently there is an arrangement 

between some 56 American law schools to entitle their graduates to some debt forgiveness as 

long as they agree to work in public service jobs for a certain length of time (Schrag, 2002; 

Chapman, 2005).   

Some other countries around the world also experimented with income contingent 

loans. Sweden has introduced a loan with income contingent features in 1988; in 1989 some 

changes were made, but the loan is still in place there, even though there is little evidence of 

the effect of the scheme (Chapman, 2005).  New Zealand adopted a version of income 

contingent loan in 1992. New Zealand scheme shares a number of features with the one, 

implemented in Australia. We will discuss both in one of the following sections. In South 

Africa a form of income contingent loan was introduced in 1991; it will also be discusses in 

one of the following sections. In 1994 Chile introduced an income contingent loan scheme to 
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replace the previous fixed-payment loan scheme (Leiva, 2002). According to Palacios, the 

system is not considered to be successful due to the low cost-recovery rates, and lack of 

sufficient lending money (Palacios, 2004). Plus universities, which are responsible for loan 

repayment collection there, seem to be poorly equipped for this kind of task, which was 

already proved by the Yale Plan case. The Chilean case will also be briefly discusses in the 

section on international experiences with ICL. The UK Prime Minister Tony Blair’s Labor 

Government increased government investment in higher education, but also introduced tuition 

fees and started debating the concept of income contingent loan in 1997-1998.  In 2005 the 

UK Government implemented further reforms, according to which universities are granted 

freedom to set up fees, but with a cap of 3,000 pounds; the poorest students are supposed to 

receive subsidies on tuition fees. The plan was then set to implement ICL on the national level 

in England in September 2006. Little is known at this point regarding the outcomes of ICL in 

England (Chapman, 2005). In 2004 Thai Government passed a resolution endorsing the plan 

for a new student loan scheme, contingent upon income. The new scheme is considered to be 

copied from the Australian ICL regardless of the substantial differences between the 

Australian and Thai institutional contexts (Ziderman, 2006).  As in the English case, little is 

yet known of the outcomes of the Thai scheme, since it was to be introduced in 2006.  

Besides the experiences of the countries mentioned above ( with Chile and South 

Africa being exceptions in the group of developed countries), there have been certain pressure 

from the World Bank and other international agencies to examine possibilities for funding 

reform in developing countries. Thus, the missions have been conducted to a number of 

African countries (Papua New Guinea in 1996; Namibia in 1996; Ethiopia in 2000; Rwanda in 

2001), Asian countries (Indonesia in 1995 and 1998; Malaysia in 1999; and the Philippines in 

2002 and 2003) and Mexico in 2003 (Chapman, 2005).  According to the experiences in these 

countries, apparently there are severe difficulties associated with the establishment of income 

contingent loan policy integrity, credibility, and collection. This brings us closer to the matter 

of the argument around ICL. If we assume that the spread of cost sharing mechanisms is 

eventually inevitable, could then the type of student loan contingent upon income be 

considered more effective than other student loans and universally applicable? There is no 

single, uniform answer.  Relevant arguments could be divided in several groups. 
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Some researchers and academics, who also offer rational and strong support for the 

principles and mechanisms of cost sharing (famously and widely expressed by Nicholas Barr), 

argue that ICL scheme is able to protect access better than other loan schemes due to its built-

in insurance against borrowers’ possible inability to repay. Allegedly, ICL is also able to 

protect the lender from the risk of making an unsecured loan, because repayments on loan are 

collected alongside income tax (Barr, 2005; Chapman, 2005).  

Others (notably Bruce Johnstone and Adrian Ziderman) argue that the concept of ICL 

was misrepresented as the universally good panacea for all kinds of problems with higher 

education underfunding. According to this group, ICL is still a debt, which most borrowers 

will have to repay at same real costs; also, no special convenience should be credited to the 

concept of income contingency, as this feature (together with the mechanism of repayment 

collection via the national tax system) could easily be built in any type of student loan; ICL is 

capable of eliminating defaults only to the degree to which the latter are a consequence of 

unduly burdensome repayments; as far as the loan administration is concerned, ICL is simple 

only in concept or in the system with all proper institutions in place; and with regard to the 

loan image and popularity, it is argued that low-income families are very likely to perceive 

ICL as a slick government trick to avoid their obligation of providing them with low-cost 

education (Johnstone, 2001; Johnstone, 2004). This “school of argument” also states that the 

ICL scheme can only work properly in a limited number of countries, namely developed 

Western countries with all the necessary institutions in place, and where there is no immediate 

need in the deferred revenue, and where there are means to tax or borrow enough to keep 

students with food and accommodation before ICL revenues become available in the future 

(Ziderman, 2004; Johnstone, 2004).  

ICL supporters counter argue that the “workability” of the ICL scheme largely depends 

on its design, which should necessarily feature the following parameters: full coverage of 

tuition fees and, if possible, living costs, thus making education “free” at the point of use; 

interest rate equal to the government’s cost of borrowing; and active measures of fighting 

“informational poverty”, that is properly informing of costs and benefits of higher education 

those student, who could be reluctant to borrow (Barr, 2005). Besides these three essential 

features, other design parameters might include the following (Harding, 1995): 
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1. Loan funding: where do the funds come from?  

2. Interest rate:  what is the most optimal, both efficient and affordable, interest rate on 

the loan? That is, what is the level of government subsidy (if there is any)? 

3. Percentage of future charge: how much of her/his income should a borrower repay on 

the regular basis? 

4. Repayment threshold: what is the monthly/annual income, under which no repayments 

are collected? 

5. Forgiveness of the debt:  under which circumstances is a borrower forgiven her/his 

debt? 

6. Delivery mechanism: how does loan money reach students? 

7. Debt collection mechanism: how are repayments collected? 

8. Scheme administration: who is to administer and control the scheme? 

9. Risk level: what is the level of risk for future graduates in terms of labor market 

changes? And what is the level of risk of potential lenders in terms of graduates’ 

default? 

10.  What is the repayment model? How frequently will repayments be required? Will they 

be fixed or progressive, if a borrower’s income increases? 

11.  Definition of income to be used: just earnings, all cash income, taxable income before 

or after deductions? Should the value of major assets be included in the definition of 

income? 

12.  Income unit for repayment: personal income of an ex-student or the joint income of an 

ex-student and his spouse/family? 

13. Grace period: is there a grace period, during which no repayment is due even if income 

exceeds the threshold? 

14. Discounts/ incentives for upfront repayments: are there any advantages for those 

students, who repay upfront more that they are required during a set period? 

15. Loan eligibility: should loan eligibility be linked to parental income? Are international 

students eligible? 

16. Cost of income contingent loan scheme administration: how is the scheme financed? Is 

it self-financing? 
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1.4. Types of Income-Contingent Loan 

Obviously, there can be a number of variations within ICL designs according to the 

parameters mentioned in the above section. Yet, they distinguish between four major types of 

income-contingent loans. They are known as ICL with risk-pooling, ICL with risk sharing, 

Graduate Tax, and Human Capital Contracts. Again, it is important to understand that within 

these four major broad categories there can be a number of different design variations. As far 

as four major types of ICL are concerned, the differences between them are crucial in terms of 

implied economic and social outcomes. 

The distinguishing feature of ICL with risk-pooling is that upon this design the total 

accumulated debt is shared only among the borrowers. This means that all graduates belonging 

to the borrowers’ cohort are obliged to share financial responsibility for those borrowers in 

their cohort, who are unable ( for whatever reason) to repay their ICL debts (Chapman, 2005).  

This type of loan is well-known in connection to the Yale Plan. In 1972 Friedman’s idea of 

the deferred repayment found its realization in the form of ICL with risk-pooling as an 

experiment at the Yale University in the Unites States. In 1976 the scheme was extended, but 

then grew unpopular and was cancelled several years later. It is believed this failure was 

caused, in the first place, by the very feature of risk-pooling, which means that high- income 

borrowers actually bare the debt of defaulted borrowers and those, with lower income 

(Palacios, 2004; Chapman, 2005).  Initial high default rates, as well as inability of the 

university (which assumed the role of the collection agency) to enforce repayments, made the 

scheme extremely unpopular among future and existing borrowers, with significant numbers 

of the latter trying to buy their way out of the loan, repaying at the rate of 150 percent of the 

initial loan. According to Nerlove, there were two major problems with the Yale Plan and, 

thus, with this particular type of ICL with risk-pooling: adverse selection and moral hazard. 

By adverse selection Nerlove meant unpopularity of ICL with risk-pooling among future 

high-income earners, who, at the same time, are expected to bear the entire burden in the 

future; and it is precisely potential high-income earners that are supposed to make a core of 

future loan payees. Thus, if the scheme turns unpopular among this very group and then only 

attracts future low-income earners, it is basically doomed to failure. By moral hazard Nerlove 

meant a degree of negative impact that this particular type of ICL with risk-pooling might 
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have on behavior and choices of future high-income earners, who might try to find ways to 

avoid bearing the entire loan burden (Nerlove, 1975). 

Another major type of ICL – ICL with risk-sharing- is associated with public sector 

support. Its distinguishing feature is that the burden of non-repayment/defaults is shared with 

taxpayers. This very feature makes this type of ICL differ significantly from the previous type 

of ICL with risk-pooling. It is also argued that this second type of ICL lessens the chances of 

adverse selection and moral hazard, as it does not shift the repayment burden exclusively on 

those borrowers expecting to do very well in the labor market, and does not force those 

eventually repaying to attempt to get out of the scheme if the number of defaults in the cohort 

turns out to be too high (Chapman, 2005). But even with the risk-sharing ICL there might be 

an element of adverse selection, as those perspective borrowers, who are confident of their 

future high income, may prefer different financing strategies to the ICL scheme (Chapman, 

2005). Several economists (including Levhari and Weiss (1974), Eaton and Rosen (1980), 

Paroush (1976), Chia (1990), Grout (1983), Moen (1998), and Quiggin (2003)) experimented 

with models of ICL with risk-sharing performance. The overall conclusion from their different 

modeling approaches was the same: in comparison with up-front fees, regular bank loans, or 

other types of ICL, ICL with risk-sharing is generally welfare increasing (Chapman, 2005). 

This relation is directly related to the levels of risk-aversion and uncertainty among the 

potential borrowers. One of the best known examples of ICL with risk-sharing is the 

Australian Higher Education Contribution Scheme, which will be discussed further below. 

Graduate Tax (GT) is another, different type of income-contingent instrument. Its 

principal design feature is that it charges all borrowers a certain percent of their income for a 

set length of time (which can be equal to a length of one’s career; or as long as a lifetime). 

According to Barr, GT implies nearly the same risk of adverse selection and moral hazard, as 

does the type of ICL with risk-pooling (Barr, 2001). GT is often confused with ICL, although 

there are important differences between them. The most significant one is that GT is not based 

on the concept of cost-recovery, as are the above mentioned types of ICL. GT is based on 

progressive charging, which means that payments of high-income borrowers would massively 

exceed the direct costs of their higher education (Barr, 2001; Chapman, 2005). Thus, GT 

could be looked at as a mechanism designed to raise money from the direct beneficiaries of 
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higher education (Barr, 2001; Greenaway and Haynes, 2003). Theoretically, considerable 

financial resources could be derived under GT scheme, but it is questionable whether at the 

end of the day the scheme would remain popular and viable due to possible problems with its 

efficiency and fairness. In connection to the last point, it is unclear whether under GT 

borrowers should be charged in accordance with resources consumed, length and competition 

of courses and degrees. So far all the discussions around GT remain theoretical; the scheme 

has never been implemented. 

Finally, the fourth major type of ICL is known as Human Capital Contract (HCC). 

The underlining idea behind this arrangement is that private firms and industry could invest in 

perspective labor’s earning power by getting involved in financial arrangements, which tie 

loan repayments to borrowers’ incomes (hence the name of the scheme). This concept could 

be realized through a contract that specifies a percentage of income to be paid to a private 

lender over a set period of time. This arrangement is similar to Graduate Tax, as it charges a 

high earner more than a low earner, but it also offers more than progressive charges. Thus, 

according to Palacios, one advantage of HCC is that it can reflect market’s expectations of 

students’ future earnings, which would create a “market value” for different types of education 

(Palacios, 2004; Chapman, 2005). This information could help in measuring the value of 

insurance built in ICLs. According to Chapman, HCC are currently offered to students in USA 

through the alternative private loan company “MyRichUncle”. Eligibility for HCC loan is 

determined partially on the basis of the academic merit in order to minimize potential 

problems with adverse selection. The share of ‘MyRichUncle” in student loan market in USA 

is small in comparison to bigger companies, like SLM Corporation. Little information is 

available on the outcomes of deferred repayment option on the official MyRichUncle website.  

In conclusion to this section we would like to emphasize again that ICL designs can feature 

different parameters. Yet, they distinguish between four major types of income contingency 

mechanisms: ICL with risk-pooling, ICL with risk-sharing, Graduate Tax, and Human Capital 

Contracts. Naturally, they all offer deferred repayment option with income contingency 

element and all belong to the area of financial experimentation in student support systems. 

Among four of these types, ICL with risk-pooling is considered to have the most negative 

impact on students’ behavior in terms of adverse selection and moral hazard. While other three 
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types may have similar impact, its extent is considered to be smaller in comparison to ICL 

with risk-pooling. Economists argue that ICL with risk-sharing is the most promising in terms 

of positive economic and social outcomes. It is this type of ICL that will be discussed below. 
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1.5. International Experiences with Income-Contingent Loan 

In this chapter we analyze a number of international ICL experiences. We start with the 

Australian experience, as the Australian Higher Education Contribution Scheme (HECS; 

central element of which is the loan scheme with income contingency) is often presented as 

the “role model” for other countries, willing to embrace the concept of cost sharing. It is hard 

to overestimate the impact, which, for better or for worse, HECS has exerted as the “role 

model”. We will also briefly discuss workable ICL experiences in New Zealand, the 

Netherlands, and the Republic of South Africa, as well as unworkable experiences in the 

United States and Chile. There was no single uniform criterion for such a choice of countries. 

Our choice of workable experiences was based on the availability of information, and need to 

illustrate diversity of loan aims, designs, and contexts. As far as unworkable experiences go, 

their list is, of course, not limited to the practices in the United States and Chile. Missions 

have been taken to a number of countries in Africa and Asia. Little substantial information is 

available about the research done in those countries, but it is believed that social and 

administrative environment there is not compatible with the income contingent loan scheme 

(Chapman, 2005).  

ICL initiatives failed in the United States for different reasons than in Chile. It is this 

diversity of experiences that we wanted to illustrate in our country-study chapter. 

  

1.5.1. Australia 

We proceed with the Australian experience, which is often referred to as an exemplary 

for other countries and systems, exploring the possibility of implementing the ICL scheme. 

Australia is a country of some 20 million people (May 2007 est.) with positive population 

growth rate (0.824%, 2007 est.), relatively homogeneous population in terms of ethnicity 

(92% white, 7% Asian, 1% aboriginal and other) and in terms of religion ( some 70% are 

registered as Christians, 4.5% - other denominations, and the rest-unspecified). In terms of 

form of government, Australia is a federal parliamentary democracy. As far as economic 

indicators are concerned, Australian GDP is on par with the dominant Western democracies 

($666.3 billion, 2006 est.), GDP per capita equal $32.900 (2006 est.), real growth of GDP 

remains positive (2.8%, 2006 est.), with roughly 70% of GDP coming from the services sector, 
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with some 75% of labor being employed in services sector, and with 2006 registered level of 

unemployment of 4.9%.  

 

Education1 

Ever since the foundation of the first Australian universities in 1850s, education was a 

State responsibility. Since education is state-based, it has eight state or territory bodies, plus 

the federal (commonwealth) government. The prevailing majority of the primary (seventy-

eight percent) and secondary students (seventy-two percent) attend non-fee paying state 

schools. Private sector plays an important role as well and is run by either Roman Catholic 

Church or other religious denominations. Those of the private schools, which are under the 

jurisdiction of the Catholic Church, are relatively inexpensive; but the rest of them charge high 

fees, about twelve thousand Australian dollars per annum.  

Post-secondary education sector in Australia consists of two parts:  the Higher 

Education Sector and the Vocational Education and Training Sector. Our major interest in this 

chapter is higher education funding arrangements, which can shed some light on a number of 

issues of social, economic, and political nature.  

Participation in higher education in Australia have changed considerably since the 

foundation of the first universities in the mid-nineteenth century.  According to Karmel, less 

than one percent of the Australian population went to university at the beginning of the 

twentieth century (Karmel, 1999). As almost everywhere else, participation has increased 

rapidly in Australia. By 1997 it has reached almost 5 percent among the 15 – 64 age group, 

twenty-five percent among the 18-19 age group, and around fifteen percent of the age group of 

20-24-year-old individuals (Department of Education, Training, and Youth Affairs/DETYA, 

1999, Table 1, p.9). As in most other part of the world, the process of expansion continues into 

the twenty-first century.  

Higher education funding patterns have changed over time, shifting between more or 

less weight attributed to contributions from government, students, their parents, and other 

sources. Government was the largest source of contributions to higher education throughout 

                                                 
1 Research of Ian Dobson, who is a Senior Research Fellow at the Center for Population and Urban Research at Monash University in 
Melbourne, served as a major source of information and analysis of Australian higher education system. 
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most of the sector’s history. It dropped well below 50 percent in the year 1999 and onwards, 

comparable only to the levels of funding before the Second World War. Now there are forty-

three public institutions that receive some public money; three of them receive their public 

money from the departments other than those belonging to the education portfolio (the 

Australian Film, Television and Radio School; the National Institute of Dramatic Art, and the 

Australian Defense Force Academy (Borthwick, 1999)).  There are two public universities, 

which also receive some public funding.  

During the time period between the foundation of the first Australian universities in the 

1850s until the beginning of the Second World War, universities were founded by State 

governments, student fees, and bequests. The Commonwealth government had no financial 

role in the life of universities (Department of Employment, Education, and Training/DEET, 

1993).  According to Stanley, government appropriations (51, 750 Australian pounds) around 

the year 1910 were less than the income from student fees (53, 422 Australian pounds). At 

some point student fees contributed slightly more than thirty percent of university income. 

Anyhow, from the year 1945 onwards, the Commonwealth government (which has assumed 

the role of the sole income taxing power on the one hand, and benefits provider on the other) 

started contributing more to the higher education sector (DEET, 1993) and eventually reached 

the point of 20-25-percent contribution.  Income from students, on the other hand, has declined 

to about seventeen percent.  After the report of the Committee on Australian Universities in 

1957 (also known as the Murray Committee), public funding of the universities reached the 

point of about eighty percent of university income (forty-four percent of that money came 

from the Commonwealth government).  

In 1964 the Committee on the Future of Tertiary Education in Australia (the Martin 

Committee), concerned with the expansion of the higher education system at a lower cost, 

recommended establishment of institutions, which would only provide teaching in more 

applied and directly vocational majors, and would be less demanding academically. This 

recommendation became a policy and was effected in 1972 by the Whitlam Labor 

Government. In 1974 the fees were abolished with the Commonwealth government assuming 

full responsibility for higher education funding, at the same time centralizing power over the 



 - 28 -

institutions. The “oil shock” of early 1970s caused an increase in unemployment, greater 

demand for health and other services, which in its turn led to an expansion of public funding.  

By 1979 general attitudes to student fees had started to change, supported by the extensive 

argumentation from the members of the Labor party, who claimed that it would be very 

difficult, if possible at all, for the government alone to cope with the expansion of the higher 

education sector unless students, their parents, and employers contribute to the process (Wran 

Committee, 1988).  Student fees re-emerged in 1989 together with the Higher Education 

Contribution Scheme (HECS), which we will discuss in a greater detail further in this work. 

Thus the funding formula of the Australian universities was changed. In the next few years’ 

universities suffered from under funding due to the government’s false assumptions about 

significant decrease in student numbers. One more financial blow came in the mid-1990s, 

when the government refused to respond to university staff salary increase, which was 

achieved through the successful bargaining by enterprise. As the result, universities had to get 

involved into commercial activities to make up for salary increase. Since that time university 

management has always put emphasis on internal management and external earnings. 

Australian universities have become even more entrepreneurial in the recent years than 

they had been in the earlier years, but their precise revenue from the external sources is not 

very well-documented. It is a fact, however, that some older universities generate decent parts 

of their income from bequests, while some other universities manage to receive more through 

research contracts.  

 

Tuition Fees and Higher Education Contribution Scheme 

As mentioned above, tuition fees in Australia were abolished in 1974, but re-emerged 

eventually in late 1980s. First, fees were reintroduced for international students only (in 1974 

fees were cancelled for both domestic and international students, but the latter still had to pay 

their living expenses, plus the number of university places for them was reduced) in an attempt 

to stop so-called “back-door” immigration. Initially, tuition for oversees students was 

approximately one-third of the higher education cost. In some years, however, following the 

discussion between two ministerial committees about the major objective of education for 

international students (education as a form of foreign aid versus education as a form of foreign 
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“trade”), education started being regarded as a “commodity” that could be “sold” to foreigners. 

Tuition for international students grew to cover full operational costs plus coverage for capital 

expenditures, which eventually translated into oversees student fees composing eight percent 

of total university income. Gradually, education became one of the major forms of Australian 

export, with its revenues to the Australian economy being ranked number eight (Smart and 

Ang, 1993; IDP, 1999).  While international enrollments grew, domestic enrollments shrunk.  

There is an opinion that in the long run Australian system of higher education will grew more 

dependent on international student markets, and thus more vulnerable to any external changes 

(Dobson, 2006). 

After fees were introduced for Australia’s international students, they were eventually 

imposed on domestic postgraduate students2. Then Higher Education Administration Charge 

(HEAC) was introduced as means of “…contributing towards the administrative costs of 

institutional budgets” (DEET, 1993, p.92).  

HEAC functioned for two years and in 1989 was replaced by the Higher Education 

Contribution Scheme (HECS). HECS was based on the concept of cost-sharing, which stated 

that it is fairer to share some costs of education with those, who directly benefit from it ( first 

of all, students and their parents), than to divide the costs between all the taxpayers, regardless 

whether or not they are direct beneficiaries of higher education degrees (Johnstone, 2001). 

Designers of this loan scheme purported to achieve what many higher education researchers 

consider to be contradictory aims: sharing costs, on the one hand, and enhancing access and 

participation, on the other (Johnstone, 2001). In the initial recommendation of the Wran 

Committee on the introduction of cost-sharing and HECS, most emphasis was put on the 

equity principle. According to it, such a scheme as HECS “… was seen as providing a more 

equitable arrangement for the funding of higher education than the previous system of 

taxpayer funding…” (DEET, 1993, p. 26). Equity and access element was supposed to be 

                                                 
2 From the year 1998 onwards universities were allowed to charge fees to domestic undergraduate students, but the number of fee-paying 

students should not exceed twenty-five percent of the total number of undergraduate places in any course ( in Medicine the number of fee-

paying undergraduate students should not exceed ten percent).  There is a loan similar to HECS available to fee-paying undergraduate 

students. 
 



 - 30 -

promoted by deferring loan repayments till the time borrowers’ income exceeds the average 

weekly earnings of Australian workforce. 

HECS was installed and integrated relatively easy into the Australian higher education 

system3. It was possible due to the well-developed system of collecting statistics on university 

students that universities were demanded to provide to the government. If not for this system, 

implementation of HECS might have turned into administrative nightmare (Dobson, 2006).  

What follows is the list of major parameters of the Australian HECS structured according 

to the parameters, discussed by Harding (Harding, 1995); and mentioned here in the chapter 

on the income-contingent loan background (see above). 

 

1) It is not clear from the literature on HECS (Chapman, 2005; Harding, 1995) where the 

funds for the loan scheme come from. The general idea is that loan funds are provided 

by the Australian government. 

2) There is no real interest charged on the HECS debt. Accumulated HECS debt is 

indexed annually to reflect changes in the Consumer Price Index (CPI), which reflects 

the level of inflation. The indexation adjustment is made by the Australian Tax Office 

on 1 June each year and applies to the portion of debt which has remained unpaid for 

eleven months or more. The indexation rate applied to debts on 1 June 2006 was 2.8 

percent. 

3) Repayment percentage is progressive (as soon as students reach the income threshold); 

it starts at 4 percent of the entire taxable income, and progresses with the increase in 

income (if any) up to 8 percent (see Table1 below). 

4) According to the Australian Education, Science and Training website, income 

repayment threshold in the 2006-2007 taxation year is 38,148 Australian dollars 

(roughly US$ 29,100 or Euro 23,000). 

                                                 
3 Throughout the years after its inception, HECS has been modified a number of times. In 1997, HECS was differentiated into three bands on 

the basis of costs of delivery and expected future income of graduates in different disciplines. Then its base level was increased, while income 

threshold was reduced. The year 2005 has seen more changes to the scheme: it was further deregulated, and, according to thee Higher 

Education Support Act 2004, in most of the disciplines (with the exception of education and nursing) universities were allowed to set up fees 

up to 125 percent of what was levied in 2004. Of course, most universities did increase fees up to the maximum. The scheme was renamed 

HECS-HELP (Higher Education Loan Program), but the idea behind it remained the same. 
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5) There is no time limit for repayments, but the debt is cancelled upon death. 

6) If a student receives a HECS loan, the Australian government pays the loan amount 

directly to the higher education provider on the behalf of the student and a HECS debt 

is recorded with the Australian Tax Office. 

7) The Australian Tax Office is responsible for the collection of loan debt. 

8) The Australian Tax Office administers the scheme. 

9) Issue under number 9 (risk level in terms of labor market changes and graduates’ 

default) is beyond the scope of this paper. Information on unemployment level in 

Australia is available further below. 

10) Compulsory repayments are required when a borrower lodges her/his tax return and 

her/his income is above the minimum threshold. Repayments are progressive. 

 
Table 1. 2006-2007 Repayment Rates 

 

 

 
 

 

 

 

 
 

 
11)  HECS repayment income is borrower’s taxable income for an income year plus any 

amount borrower’s income had been reduced by a net rental loss, plus borrower’s total 

reportable fringe benefits amounts, plus any exempt foreign employment income. 

12)  No account is taken of the income of any spouse in determining whether a graduate 

(borrower) is over a set threshold, and the threshold is not adjusted to allow for 

dependents. 

13)  There is no grace period and no link between HECS and parental income. 

For HECS repayment income 
For 2006-2007 in the range 

% rate to be applied to total 
repayment income 

Below A $ 38,149 Nil 
A$ 38,149- 42,494 4.0% 
A$ 42,495- 46,838 4.5% 
A$ 46,839- 49,300 5.0% 
A$ 49,301- 52,994 5.5% 
A$ 52,995- 57,394 6.0% 
A$ 57,395- 60,414 6.5% 
A$ 60,415- 66,485 7.0% 
A$ 66,486- 70,846 7.5% 
A$ 70,847 and above 8.0% 
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14)  Students receive a twenty-percent discount on the amount paid up-front; also, if a 

borrower makes a voluntary repayment of 500 in Australian dollars or more, she/he 

will receive a bonus of ten percent of the repayment.  

15)  Commonwealth supported students are eligible for HECS loans if they meet either one 

of the following criteria: they hold Australian citizenship or permanent humanitarian 

visa. 

16)  There is no explicit administration charge.  

HECS is generally considered to be a workable scheme. It does embody the concept of 

cost-sharing. As far as its original aim of promoting equity is concerned, research, conducted 

by Australian academics, has shown no sign of HECS negative access on enrollments and 

socio-economic composition of the student body (Chapman, 2005).  HECS cost recovery level 

is progressive and is considered to be rather impressive. By 1997 cost recovery level reach 

twenty percent, and then thirty percent by 2005.  

On the other hand, even though HECS has not had any explicit negative impact on 

enrollments, it has not had any significant positive effect either. There is no data about 

increase in participation of low-income students and minorities. Besides, some researchers 

note, that there is a growing belief among Australians that the system of tuition fees, which 

was once considered to be fair, was manipulated for short-term political gain and grew 

uncontrollable and unmanageable (Dobson, 2006). 

 

Political and Economic Spheres 

As Australian case is the major point of reference for the analysis of the potential 

future of income-contingent loan in Ukraine, it is important to give a brief overview of the 

Australian political and economic spheres.  

Australia is a developed, parliamentary democracy, with the Constitution that dates 

back to 1901. As a former settler colony of Great Britain, it has inherited British political 

traditions. Traditionally, there are three major political parties (the Liberal Party, the National 

Party, and the Labor Party) in Australia; two of them (the Liberal and the National parties) 

govern together in a Coalition, which came to power in March, 1996. Since its election, Prime 

Minister Howard’s conservative coalition has moved to reduce the government’s fiscal deficit, 
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accelerated the pace of privatization of government-owned enterprises that began with the 

previous Labor government (Government of Australia Internet Portal, 2007).  

Australia has an enviable, Western-style market economy4 with a per capita GDP on 

par with the dominant West European economies (CIA World Factbook, 2007). The economy 

of Australia is dominated by its service sector (education and tourism), which constitutes 

roughly 68 percent of its Gross Domestic Product (GDP). Service industries, prioritized by the 

Australian government, have expanded in the recent decades at the expense of the 

manufacturing sector. The agriculture and natural resources sectors also contribute 

significantly to the Australian GDP. Australia owes its competitive advantage, first of all, to 

the natural wealth of its continent, and its relatively small domestic market (CIA World 

Factbook, 2007).  Among the most successful microeconomic reforms were efforts to 

restructure the highly centralized system of industrial relations, improving and standardizing 

the national infrastructure, and privatizing most of the government-owned services and public 

utilities. Since 1996, the Coalition government, led by the Prime Minister John Howard, 

continued to work in the policies of the microeconomic reforms. Since the recession of the 

early 1990s, the Australian economy has not suffered a recession in over fourteen years. As of 

January 2007, unemployment5 had fallen to a level of 4.6 percent, which is the lowest level 

since 1970s. As far as the distribution of income goes, Australia scored 35.2 at Gini Index6 

scale in 1994 (World Development Indicators, World Bank, 2006). Percentage share of 

income consumption7 (PSIC) for the lowest ten percent of the Australian population is 2.0; for 

the lowest twenty percent PSIC is 5.9; for the second twenty percent it is 12.0; for the third 
                                                 
4 Market economy is an economic system, in which the production and the distribution of goods and services take place through the 

mechanism of free markets, guided by a free price system. In a market economy, businesses and consumers (not the government) themselves 

decide the nature of their purchase and production. These decisions are influenced by competition, supply, and demand (The New Dictionary 

of Cultural Literacy, 3rd Ed., 2002). 
5 Unemployment refers to the share of the labor force without work but available for and seeing employment (World Bank, 2006). 

 
6 Gini Index measures the extent to which the distribution of income (or consumption expenditure) among individuals or households within 

an economy deviates from a perfectly equitable distribution. Thus, Gini Index of 0 represents perfect equality, while an index of 100 implies 

perfect inequality (World Bank, 2006). 
7 Percentage Share of Income Consumption is the share of total income or consumption that accrues to subgroups of population, indicated 

by deciles or quintiles. Percentage shares by quintile may not sum to 100 because of rounding (World Bank, 2006). 
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twenty percent it is 17.2; for the fourth twenty percent it is 23.6; PSIC for the highest twenty 

percent is 41.3. And, finally, PSIC for the highest ten percent of population is 25.4 (World 

Bank, 2006). Consequently, if we exclude the income consumption share of the lowest and 

highest ten percent, the resulting number of 72.6 will be the PSIC of the remaining eighty 

percent of the Australian population. Estimated minimum wage8 during the period 1995-1999 

was 12.712 in U.S. dollars (World Bank, 2006); while 81.0 percent of all male population, and 

67.9 percent of all female population between the ages of 15-64 participated in the labor force 

total of 10.2 million in 2004(while the total population of the country is roughly twenty 

million); female percentage of labor force constituted 45.3 percent in 2004 (World Bank, 

2006). Last, but definitely not the least important piece of statistics on Australia is its score on 

Corruption Perception Index9 (CPI). According to Transparency International, the global 

agency that monitors corruption worldwide, Australia scored 8.7 on 2006 CPI list 

(Transparency International, 2006), which places it among the top ten least corrupt countries 

in the world ( out of 163 countries on the list). 

Summing it up, Australia emerges as the politically stable democracy; developed, 

affluent, market-type economy; society, relatively clean of corruption; higher education 

system with a certain tradition of tuition fees and developed system of student support. There 

seem to be no major technical reasons for the ICL scheme to be dysfunctional in Australia.  

We proceed with the overview of ICL schemes in New Zealand, the Netherlands, the Republic 

of South Africa, USA, and Chile. While it is beyond the limits of this work to provide factual 

information on political and economic spheres of each of these countries, our aim is, on the 

basis of the different pieces of knowledge available on all of the case studies, to come up with 

the list of prerequisites for the implementation and proper functioning of ICL scheme. 

 

 

 

                                                 
8Minimum wage corresponds to the most general regime for nonagricultural activities. When rates vary across sectors, only the wage for 

manufacturing or commerce is reported (World Bank, 2006). 
9 Corruption Perception Index score relates to perceptions of the degree of corruption as seen by business people and country analysts, and 

ranges between 10 (highly clean) and 0 (highly corrupt) (Transparency International, 2006). 
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1.5.2. New Zealand 

New Zealand is a country with the population of some four million people, with a 

positive population growth rate (0.95%, 2007 est.), with relatively mixed population in terms 

of ethnicity (European 70%, Maori 7.9%, Asian 5.7%, Pacific islander 4.4%, other 0.5%, 

mixed 7.8%, unspecified 3.8%; 2001 est. ) and relatively balanced in terms of religion (with 

some 55% registered as Christians, 25%- none, and the rest- unspecified; 2001 est.). As far as 

the form of government goes, New Zealand is a parliamentary democracy. It boasts dynamic 

economic indicators, with GDP of $106 billion (2006 est.), GDP per capita of $26.000 (2006 

est.), positive real growth rate of GDP (1.9%, 2006 est.), with some 70% of GDP coming from 

the services sector (2006 est.), and with some 65% of labor (out of 2.18 million) employed in 

services sector, with relatively low unemployment rate of 3.8% (2006 est.). 

 

Higher Education and ICL in New Zealand10 

Tertiary education in New Zealand is provided by public and private higher education 

institutions, but private sector is significantly bigger (452 private tertiary institutions that offer 

formal tertiary education programs and 38 public tertiary institutions, among which eight are 

universities. Despite the overwhelming presence of private higher education institutions, the 

majority of students (85 percent) are enrolled in the private sector. While government funding 

is significant (6.9 percent of GDP was allocated to Education/ UNESCO, 2004) there was a 

twelve-percent increase in tuition fees over the last several years (New Zealand Ministry of 

Education, 2006). At certain point the government offered 2.6 percent increase in funding to 

those tertiary institutions that would restrain tuition fees at the 2001 amount. 

Student support is available in the form of tuition subsidies, student allowances and loans. All 

tertiary institutions qualify for tuition subsidy. Student allowances are targeted at students of 

low-income background, while student loans are aimed at covering tuition and living expenses 

for those students, who are not eligible for student allowances. 

Government-funded Student Loan Scheme with income-contingent element was first 

introduced in New Zealand in 1992. The objective of the scheme was to provide loans for 
                                                 
10 Source: University at Buffalo Center for Comparative and Global Studies in Education, International Comparative Higher Education 
Finance and Accessibility Project. 
http://www.gse.buffalo.edu/org/inthigheredfinance/region_australia_NZ.html 
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tuition fees and other school-related expenses to full-time students. While students at public 

institutions can borrow the entire amount of their tuition, there was a cap on the amount 

available in loans to students attending private institutions. There was also a limit on the 

amount that could be borrowed for other school-related and living expenses. Loan 

administration fee could also be incorporated into the loan. The Ministry of Education is 

responsible for strategic policies in respect to the loan scheme. The Ministry of Social 

Development secures administration and delivery of loans during years of study. After the end 

of each study year it is the duty of the Inland Revenue Service to get the data on loans 

transferred from the Ministry of Social Development, and then assess and collect the loan 

repayments. From April 1, 2006 student loans are interest free for borrowers living in New 

Zealand for 183 or more consecutive days. Interest is written off automatically by Inland 

Revenue Service at the end of each tax year (March 31). If a student is not eligible for an 

interest free student loan, and decides to repay entire loan within fifteen days of being notified 

of her/his loan balance, she/he is not charged any further interest. Current repayment threshold 

for the 2007 tax year is 17,160 in New Zealand dollars, which is equal 330 dollar per week 

before tax. For every dollar a borrower earns over the threshold, she/he has to repay ten cents 

towards her/his student loan. Income is defined as all annual earnings including wages, rental 

income, own business income before tax, but excluding any family assistance, income of 

parents and spouse. No deductions are made from a borrower’s income when/if it drops below 

the set threshold. Also, if a borrower goes bankrupt or dies, she/he is forgiven the debt in full. 

The Student Loan Scheme is believed to perform reasonably well in New Zealand. 

According to 2005 annual report (New Zealand IRS), the level of student loan repayment 

increases progressively.  By the year 2005, 27 percent of the total accumulated student loan 

balance had been repaid. It is expected that 42 percent will be repaid by the year 2015. About 

three-quarters of those borrowers, who graduated in the year 1992, had repaid in full after ten 

year. The forecast median loan repayment time is 6.7 years. There was no significant 

difference in repayment time between male and female borrowers. It was found, however, that 

those, who make less or no progress towards repayment, include those borrowers with 

incomplete qualifications and Maori, the indigenous people of New Zealand. 
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1.5.3. The Netherlands 

The Netherlands is a country with the population of some sixteen million people (2007 

est.), with a positive population growth rate (0.464%, 2007 est.), with relatively mixed 

population in terms of ethnicity (Dutch 83%, 9% Turks and Arabs, 8% other; 1999 est.) and 

relatively balanced in terms of religion (with some 50% registered as Christians, 41%- none, 

5.5%- Muslims, the rest-none; 2002 est.). As far as the form of government goes, the 

Netherlands is a constitutional monarchy. It boasts dynamic economic indicators, with GDP of 

$512 billion (2006 est.), GDP per capita of $31.700 (2006 est.), positive real growth rate of 

GDP (2.9%, 2006 est.), with some 74% of GDP coming from the services sector (2006 est.), 

and with some 79% of labor (out of 7.6 million; 2006 est.) employed in services sector (2004 

est.), with relatively low unemployment rate of 5.5% (2006 est.). 

 

Higher Education and ICL in the Netherlands11 

The Netherlands has a binary system of higher education, which means there are two 

types of programs: research oriented courses offered by universities, and professional courses 

offered by schools of professional education (OECD, 2006). Even though in theory there is a 

strict division between publicly funded institutions and those funded from private sources, the 

reality is more complex than that, since most of publicly funded institutions are engaged in all 

sorts of commercial activities plus receive revenue of thousands of euros per year in tuition 

(OECD, 2006).  Still, government remains the major sources of funding to institutions. 

According to OECD statistics, government budget for the tertiary system increased by eleven 

percent over the last five years, which does not match even greater increase in the number of 

students, thus the budget per student dropped. Such a situation has nothing to do with the 

nature of current government; rather it continues the trend of higher education underfunding. 

In relation to the gross domestic product, higher education budget scores below five percent, 

which is lower than six percent and above of OECD average.  

Student share costs of higher education through tuition fees. The tuition fee set by the 

government for the year 2005-2006 is 1,496 in euro per student. There has been significant 
                                                 
11Supplementary source: University at Buffalo Center for Comparative and Global Studies in Education, International Comparative Higher 
Education Finance and Accessibility Project. 
http://www.gse.buffalo.edu/org/inthigheredfinance/region_Europe_Netherlands_updated.pdf 
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increase in tuition fees during the period of 1998-2005. Institutions are allowed to set their 

own fees for all students coming from places other than European Economic Region and for 

those who are over thirty. Private contributions to higher education (mostly in form of tuition 

fees and research contracts) are rising faster than public, and in 2004 constituted 33.2 percent 

of higher education revenues (OECD, 2006).  

The system of student grants and loans in the Netherlands is not seen as a mechanism 

of direct contribution, rather it is aimed at facilitating participation and access to higher 

education, regardless of socio-economic background, sec, or race. The budget of student 

support system (both grants and loans) has been increased by fifteen percent in 2006. Four 

elements are incorporated into the system of student support: 1) Basic grant for all students (in 

2006 89 euro for students living at home and 248 euro for students living elsewhere); 2) Public 

transportation ticket; 3) Supplementary grant for students from low-income background 

(maximum monthly amount of 207 euro for students living with parents and 225 euro for 

student living elsewhere); 4) Loans with incorporated income-contingent feature, aimed at 

covering increase in tuition fees. Maximum amount available for borrowing is 7,500 euro per 

year. Income threshold, at which borrowers start repaying their debt, is currently set to circa 

fifteen thousand euro for a single person, and circa twenty thousand per year for a person with 

a partner. Eight percent of all income above the threshold are charged annually until the loan is 

repaid in full, or until twenty five years since the loan was taken up. There is a five-year grace 

period, it can be taken up at any time at the borrower’s wish, but, if taken, it extends total 

repayment period for another five years. No repayments are required for borrowers with 

income below the set threshold. After twenty-five-year repayment period is over, all the 

remaining debt is written off.  

There is no explicit information about the general performance of the scheme and its 

influence on access and participation.  However, it is stated in the OECD report that, despite 

lower than OECD average investments in higher education and student support, the system as 

a whole is performing very well. It is believed that access to higher education does not depend 

in any significant way on gender or socio-economic background. 
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1.5.4. The Republic of South Africa 

The Republic of South Africa is a country with the population of some 44 million 

people (2007 est.), with a negative population growth rate (-0.46%, 2007 est.), with relatively 

mixed population in terms of ethnicity (Black African 80%, White 9.6%, Colored 8.9%, 

Indian/Asian 2.5%; 2001 est.) and relatively homogeneous in terms of religion (with some 

80% registered as Christians, 15%-none, and 5%-unspesified or other; 2001 est.). As far as the 

form of government goes, South Africa is a republic. In economic terms it is a middle-income, 

emerging market with GDP of $576 billion (2006 est.), GDP per capita of $13.000 (2006 est.), 

positive real growth rate of GDP (4.5%, 2006 est.), with some 67% of GDP coming from the 

services sector (2006 est.), and with some 45% of labor (out of 16.09 million) employed in 

services sector (1999 est.), with high unemployment rate of 25.5% (2006 est.). One more 

parameter that has to be considered in the case of South Africa (as it also has a direct impact 

on the student body and human capital in general) is the HIV/AIDS-adult prevalence rate, 

which was 21.5% in 2003. 

 

Higher Education and ICL in South Africa12 

The higher education system in South Africa consists of 23 higher education 

institutions, most of which are public. Private sector has been growing rapidly in recent years 

both in number of independent private institutions and partnerships with public institutions 

(Human Science Research Council of South Africa, 2006). 

Higher education sector is considered to be racially fragmented. According to the 

Association for the Development of Education in Africa (ADEA), resources are distributed 

unequally among the historically black and historically white institutions, and student 

participation is also characterized by gross inequalities (Cloete et. al., 2004). Even though 

certain positive changes have been achieved after the African National Congress (ANC) – a 

social-democratic political party, founded to increase the rights of the black population, - in 

1994, still the system is considered to be unequal.  

                                                 
12 Sources: University at Buffalo Center for Comparative and Global Studies in Education, International Comparative Higher Education 
Finance and Accessibility Project. http://www.gse.buffalo.edu/org/inthigheredfinance/region_africa_SAfrica.html 
National Student Financial Aid Scheme official website. https://www.nsfas.org.za/web2005/view/general/general_home/generalhome 
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Government, the major funding source of higher education sector in South Africa, 

follows the principles of shared costs (in all the fields, but those that yield high public returns), 

equity and development. According to the UNESCO Institute of Statistics, in 2004 5.4 percent 

of Gross Domestic Product was allocated to Education. 

  In 1996 the government established the National Student Financial Aid Scheme 

(NSFAS) in order to impact on the racially skewed student and graduate population by 

providing a sustainable financial aid scheme that enables academically deserving and 

financially needy students to meet their own and national development needs (NSFAS, 2006). 

In practice the major criterion of student eligibility is annual gross family income, other 

criteria are family size and distance from home to an institution. 

  Government is the major funding source of NSFAS, but higher education institutions, 

private sector and foreign donors make financial contributions as well. Institutions themselves 

are responsible for the administration of loans and repayments. 

Most of the loans are designed to cover just tuition costs. Cases of extreme need are 

eligible for increase in loan money to cover living and traveling expenses.  In 2006, the 

minimum NSFAS loan was 2,000 in South African rands (seven rands are equal one American 

dollar) and the maximum was 32,500 in rands with the interest rate equal to the rate of 

inflation plus two percent, which help to sustain the loan (as of the year 2004 the cost of loan 

administration was equal 1.77 percent of total expenditure) and contribute towards the defaults 

on the loan (NSFAS, 2006). Up to forty percent of loan can be converted to bursary depending 

on a borrower’s performance at school. This seems to be quite an incentive; according to 2004 

statistics, about thirsty percent of total loan funds were converted into bursaries. Repayment 

threshold is currently set to 26,300 rands (equals 6,345 in American dollars). The repayment 

rate starts at three percent; it is progressive and can go as high as eight percent when a 

borrower’s income reaches the amount of 59,300 rands or more.  There are several different 

methods of repayments available: through a debit order, direct deposits into the NSFAS 

account, postal orders, cheques or employer’s deductions.  

The major problem with the NSFAS is lack of funds to reach all the students who need 

it (according to NSFAS statistics only some twenty percent of students currently receive 

loans).  The fact that in most cases loan does not cover living expenses constitutes another 
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barrier for potential students. Another concerning issue, according to Chapman, is the level of 

institutions’ preparedness to collect repayments (taxation system is used as the last resort 

through employer’s deductions when a borrower is not making timely repayments); it is 

generally believed (Chapman, 2005) that institutions are poorly equipped to perform such a 

task. No detailed information is available on the way institutions are performing in this role. 

Otherwise, the loan scheme seems to meet its original objective of impacting racially skewed 

distribution of students: since the time of its establishment, about ninety percent of all loan 

recipients have been of African origin; other seven percent were people of color; and three 

percent were white. All the money recovered goes back into the scheme. It is believed that the 

scheme is, at least partially, self-financing (Chapman, 2005). 
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1.5.5. The United States of America 

USA is a country with the population of some three hundred million people (2007 est.), 

with a positive population growth rate (0.894%, 2007 est.), with  mixed population in terms of 

ethnicity (white 81.7%, black 12.9%, Asian 4.2%, Amerindian and Alaska native 1%, native 

Hawaiian and other Pacific islander 0.2%; 2003 est.) and relatively balanced in terms of 

religion (with some 78% registered as Christians, 10%- other, 10%-none, 1%-Jewish, and 1%-

Muslim; 2002 est.). As far as the form of government goes, USA is a constitution-based 

federal republic with the strong democratic tradition. It boasts dynamic economic indicators, 

with GDP of $12.98 trillion (2006 est.), GDP per capita of $43.500 (2006 est.), positive real 

growth rate of GDP (3.4%, 2006 est.), with some 78% of GDP coming from the services 

sector (2006 est.), and with some 76% of labor (out of 1511.4 million; 2006 est.) employed in 

services sector (2006 est.), with relatively low unemployment rate of 4.8% (2006 est.). 

 

Higher Education and ICL in USA13 

Despite of a number of problems, American higher education is still considered to be a 

world leader in advanced education (at the level of the Doctorate and professional Master 

degrees), and due to the diversity within the system, it remains one of the most easily 

accessible in the world. The system is also characterized by the long history of tuition fees and 

developed system of student financial aid. Interesting enough, the idea of deferred repayments, 

first suggested by the American economist Friedman, found little implication in the United 

States proper. Before we look at the unworkable income-contingent scheme experience, it is 

worthy to give a brief overview of the system of higher education and student support. 

Higher education in the United States is considered to be the responsibility of the states 

rather than of the federal government (International Comparative Higher Education Finance 

and Accessibility Project, 2002). According to 2005 Digest of Education Statistics, out of 

4,216 degree-granting institutions of higher learning, about 1,700 are public and 2,516 are 

private (most of private are non-profit).  There are also approximately 4,000 non-degree 

institutions, which are private for-profit (Digest of Education Statistics, 2002). 
                                                 
13 Supplementary source: University at Buffalo Center for Comparative and Global Studies in Education, International Comparative Higher 
Education Finance and Accessibility Project. 
http://www.gse.buffalo.edu/org/inthigheredfinance/region_namerica_US.html 
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Though America remains one of the countries that invest heavily in education (in 2004 

percent of GDP, allocated to education, was equal 5.9 percent, which is near the OECD 

average/UNESCO, 2004), in recent years there has been significant increase in tuition in most 

of American public colleges and universities. Such a trend is not considered to be a result of 

underlying costs increases in the first place, rather an outcome of a withdrawal of state tax 

revenue. This explains why expenses have been shifted more and more towards student and 

parents mainly through larger loans (International Comparative Higher Education Finance 

and Accessibility Project, 2002).  

As it was mentioned above, America is known for its tradition of cost-sharing in higher 

education. It can be partially explained by affluence of the country, tuition dependency of 

rather large and prestigious private sector, lack of subsidy for student food and lodging in both 

private and public sectors, and long tradition of parental contributions towards education of 

their children. 

According to 2004-2005 academic year statistics of the College Board, the average 

tuition and fees for in-state students at public four-year colleges and universities is 5,132 in 

American dollars, up 487 dollars from 4,645 dollars in 2003-2004, an increase of 10.5 percent.  

Total average for four-year public institution, including room and board, is estimated to be 

circa 11, 350 dollars. Tuition and fees at public two-year colleges, averaging 2,076 dollars in 

2004-2005, are about forty percent of those at public four-year institutions. For private four-

year colleges, average tuition and fess rose by 6 percent or 1,132 dollars (from 18,950 to 

20,082). Average total here is circa 27, 516 dollars. Even though for the majority of students 

the actual price of college is lower than the listed price (since about sixty percent of all 

undergraduate students, and about three-quarters of all full-time undergraduates receive some 

financial aid), the increase in student support did not keep pace with the increase in tuition.  

Student financial aid in the US is provided through grants, loans, and work study 

assistance from the federal government, state governments, institutions themselves, and 

corporate and philanthropic funds (International Comparative Higher Education Finance and 

Accessibility Project, 2002). The major aim behind the student support system is “…to bring 

at least moderate-tuition, state-sponsored public education within reach of any student who is 

willing also to contribute herself or himself through term-time and summer earnings and 
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loans…Federal aid is given to students without regard to academic promise or potential, and 

with only minimal regard to performance, [and]…with few exceptions, is given without 

regards to course of study or intended occupation” (Johnstone, 1995). It is beyond the scope of 

this chapter to even briefly analyze the entire system of federally subsidized and private need-

based and merit-based loans and grants. We proceed with an overview of income-contingent 

scheme experience in the United States. 

In 1993 an attempt was made by the government to help public-service oriented 

graduates. The then President, Bill Clinton, encouraged the Congress to establish a loan 

program, sponsored directly by the U.S. Department of Education, with a built-in option of 

income-contingent repayment. Such a loan scheme was to be made available to all graduates. 

But after several years it became clear that, regardless all of its attractive features, income 

contingent loan scheme did not get much popularity with its target group. There are many 

reasons why it happened that such a promising and well-meaning idea did not yield any 

significant results. We base our description and analysis of what went wrong with income 

contingent loan in America on the extensive research done and published by Philip Schrag 

(Schrag, 2002), who is a professor of Law and Director of the Center for Applied Legal 

Studies at Georgetown University. 

In 1993, after the Congress passed the law about the creation of the new federal 

program of direct lending for students, Department of Education was entitled to work out the 

details of the program. The program was expected to compete with other similar programs 

offered by commercial banks. Commercial banks, which landed money for some student 

loans, namely Federal Family Education Loan Program, earned substantial federal fees, since 

Federal Government served as the guarantor on student loans. Eventually it was the element of 

“no third party” (that is the money for the new program were landed directly by the 

Department of Education) that was emphasized in the first place, not income-contingent 

element, as was originally planned by the President Clinton. 

Four repayment plans were incorporated into the new student scheme of direct landing: 

1. Standard ten-year repayment 

2. Repayment extended over a longer period of time 
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3. “ Graduated” repayment, in which the amount to be repaid would increase as 

the loan aged 

4. (and) Income-contingent repayment 

Objective of the scheme was, first of all, to assist all the graduates with interest in public-

service careers.  According to Senator Simon, “ …at the heart of the program was President’s 

Clinton promise to allow student to pay off their loans as a percentage of income, so that no 

one is prevented from serving the country as a teacher, rural health worker, or other valuable 

yet lower paying profession” ( 139 Cong. Rec. S10680 – 81,110729 daily ed. Aug. 6, 1993; 

Schrag, 2002). Department of Education is responsible for the distribution and administration 

of the loan scheme, but the source (Schrag, 2002) does not clearly define the institutions 

responsible for repayment collection. It is mentioned, however, that the Internal Revenue 

Service is to cooperate with the Department of Education regarding income and tax return 

information of the borrowers. Repayment period is not to exceed twenty-five years (unless the 

loan is repaid earlier, of course). At the end of the repayment period any outstanding balance 

of the loan is forgiven (this constitutes the major subsidy within the scheme). Each year’s 

payable amount is limited to a fraction of the borrower’s income for the previous year. Since 

the loan was aimed first of all at high-debt, low-income law graduates, the definition of the 

“fraction” to be repaid was based on the discretionary income formula. Discretionary income 

is defined as the borrower’s adjusted gross income, minus the federal poverty level for a 

family of the borrower’s family size. Twenty percent of discretionary income is a set 

percentage to be repaid towards the loan. This percentage is constant and does not change with 

the increase in the borrower’s salary. Amount to be repaid is recalculated annually according 

to the changes in the borrower’s gross income. If the difference between the borrower’s 

adjusted gross income and the poverty level is less than twenty percent, than the amount to be 

repaid is remitted and payments are maid monthly. If the borrower or her/his spouse loses 

employment, adjustments are made to the repayment scheme. Consolidation of several loans is 

possible under the income-contingent plan. Such an option is available even to those students, 

who originally borrowed through the Federal Family Education Loan Program, etc. There is an 

option for married couples, which allows them to pool their debt together for income-

contingent repayment. Those married couples, who decide not to pool their debts together, are 
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still required to pool their income together in order to determine repayment obligation. This, in 

fact, constitutes a significant disadvantage for married, two-income, one-debt couples.  For all 

the loans, consolidated under one income-contingent repayment plan, there are separate 

repayment periods, which begin, when each individual loan enters repayment.  Interest rate is 

fixed, as in the case of all consolidated federal loans, and is determined on the date of 

consolidation by computing the weighted average of the loan (Until consolidation, the rate on 

the underlying loans is variable and is ninety-one day Treasury bill rate for the last auction 

during the preceding May, plus 1.7 percent or 2.3 percent, subject to the statutory cap of 8.25 

percent).  

The outcomes of the loan turned out to be much lower than what was originally 

expected. At the beginning of the loan installation, policymakers believed the loan to be used 

by some 15-30 percent of borrowers. The reality is such that the loan is used by less than one 

percent of all the borrowers. Besides, forty percent of those borrowers, who use it, were 

transferred to it involuntarily because of default or high default risk.  

Such an unpopularity of the direct lending with income-contingent element is believed 

to be caused by its low political profile and the faults within its design (Schrag, 2002). After 

1993, Federal Family and Education Loan Program (FFELP) and direct landing program (with 

income-contingent element) competed with each other. Those lenders, who were behind 

FFELP, wanted to preserve revenues of billions of dollars in risk-free federally guaranteed 

investment. Presumably, they and their Congressional allies have been lobbying against direct 

landing from the time the law on it was passed (Waldman, 1995).  This unofficial fight, 

according to Waldman, has been going on till these days. In 2000, when the Department of 

Education attempted to reduce by one percent the direct loan origination fee (that students are 

charged when they  accept direct loans), it was sued by the Bank of America and SLM 

Corporation (commonly known as Sallie Mae), the US largest student loan company, which 

provides loans under FFELP (Schrag, 2002). It is believed that, because of its fear of loan 

industry, Department of Education did not do everything needed to promote the loan, and to 

change its design. The survey, conducted by Schrag, shows that overwhelming majority of 

students (including those students, interested in public service, who were the major target of 

the loan) and financial advisers either never heard about the program or were suspicious of it 
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(Schrag, 2002). Major faults with design, according to the same survey, include too long 

repayment period, higher total repayments (in comparison to other loans), and significant 

disadvantage to married couples. Anyhow, loan was not canceled; some information on it is 

available on the Department of Education website, but it is not easy to find.  

Now, at the dawn of the coming Presidential elections, the issue of the direct loan 

system, built around the scheme with income-contingency element, has received new attention 

from the American mass media. Public was reminded about the fact that the nation’s banks 

and lenders have for years waged a successful campaign to limit competition from a federal 

program of direct lending to students (The New York Times, April 14, 2007). New questions 

have also been raised about the monopolistic presence of certain private loan-providers at 

certain American campuses (The New York Times, April, 21, 2007). There is a growing 

number of complains about the practices of the nation’s for-profit student-loan industry, which 

has exploded into an US$ 85 billion enterprise, while college tuitions have soared and federal 

funding of student grants and loans have languished. These complaints have prompted 

investigations by Congress, the U.S. Department of Education and, most aggressively, New 

York Attorney General Andrew Cuomo, who has sent letters to four hundred different schools 

and is probing one hundred institutions (Newsweek, April 16, 2007). The results of this 

investigation remain to be seen. But it is possible to think of the revival of the direct income-

contingent loan scheme with the election of the Democratic president in the United States. 
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1.5.6. Chile 

Chile is a country with the population of some sixteen million people (2007 est.), with 

a positive population growth rate (0.916%, 2007 est.), with relatively homogeneous population 

in terms of ethnicity (white and white-Amerindian 95%, Amerindian 3%, other 2%; 2001 est.) 

and homogeneous in terms of religion (with some 87% registered as Christians, and 13%-none 

or not specified; 2002 est.). As far as the form of government goes, Chile is a republic. It has a 

developing, market-oriented economy with GDP of $203 billion (2006 est.), GDP per capita of 

$12.700 (2006 est.), positive real growth rate of GDP (4.2%, 2006 est.), with some 50% of 

GDP coming from the industry sector and 45%- from services (2006 est.), and with some 63% 

of labor (out of 6.94 million; 2006 est.) employed in services sector (2003 est.), with relatively 

high unemployment rate of 7.8% (2006 est.). 

 

Higher Education and ICL in Chile14 

Chilean universities are now widely recognized as being the best in Latin America 

(Library of Congress Country Studies, 1994).  Number of changes happened within higher 

education system as the result of the education reforms of 1980s. Chilean military government 

of Pinochet, concerned with economic growth and stability, launched market-based education 

reform aimed at greater efficiency through administrative decentralization, privatization, 

expansion, labor deregulation, and more competition in higher education sector of the country, 

which was and still remains in many ways a traditional, highly structured, and inequitable 

society. Ten years later, the first democratic governments of Aylwin and Frei tried, whenever 

possible, to keep the pace of the reform. Outcomes of the reform are quite mixed. Indeed, there 

has been an increase in both student (from 7.2 of the relevant age cohort in 1981 up to the 

alleged number of 63 percent in 1990s) and university numbers (from right universities before 

the reforms up to 252 universities, professional institutes, and technical centers, out of which 

only 25 universities were public, the rest of the institutions were private). Tuition fees were 

introduced in 1981 as well; they were seen as a way of creating a more equal system, and at 

the same time allocate more resources to school education. Both public and private 
                                                 
14Supplementary source: University at Buffalo Center for Comparative and Global Studies in Education, International Comparative Higher 
Education Finance and Accessibility Project. 
http://www.gse.buffalo.edu/org/inthigheredfinance/region_latinamerica_Chile.html 
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universities were given rights to set tuitions, and no limit was imposed on it. Government was 

supposed to provide funding per-student and give out funds for both categories of universities 

to set up student loans and grants. Government subsidies collapsed with the economic crisis of 

1982-1983. Underfunded personnel found employment in the newly developed research 

institutes. Such a tendency eventually grew to the major brain drain from the universities. 

There is also a general feeling that, though the reforms led to a greater diversity in higher 

education, they also led to a greater disparity among higher education institutions and overall 

decline in quality (Library of Congress Country Studies, 1994). 

The case of Chilean income-contingent loan is not as well documented as other cases. 

In 1994 the “older” loan scheme, set up together with the introduction of tuition fees in 1981, 

was restructured into a scholarship (covering part or full amount of tuition fees) for students of 

low-income background and an income-contingent loan (Leiva, 2002). Percentage of annual 

income to be charged was “… not to exceed five percent”, with a real interest rate of two 

percent (Palacios, 2004).  Maximum repayment period was set to ten years, after which any 

remaining balance was to be forgiven. Institutions themselves are responsible for collection of 

loan repayments. This makes outcomes differ significantly from institution to institution. It is 

believed that a lot of problems with loan management stem from the fact, that institutions are 

poorly equipped to administer the loan. Another major problem with the loan is lack of funds 

to reach more students who need financial support. Country-wide average of loan recovery is 

approximately sixty percent (Palacios, 2004).  It was estimated that students and/or their 

parents contribute about thirty percent of total costs of higher education (Palacios, 2004).  
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1.6. Summing Up International Experiences: Preconditions for the Implementation of 

Income-Contingent Loan 
Table2. Comparative data on ICL schemes 

 
       Country 

Parameter Australia New 
Zealand 

The 
Netherlands 

South 
Africa USA Chile 

1. Loan aim 

Contribute 
to 
institutional 
budgets; 
promote 
wider and 
more equal 
access to 
higher 
education. 

Provide 
students 
with support 
for tuition 
and living 
expenses. 

Facilitate 
participation 
and access to 
higher 
education. 
The loan 
scheme is not 
seen as a 
means of 
direct 
contribution 
to 
institutional 
budgets.  

Impact the 
racially 
skewed 
student 
body 
through 
financial 
support 
according to 
merit and 
need; 
support 
national 
developmen
t needs. 

To support 
and 
motivate 
public-
service 
oriented 
graduates. 

Promote 
access and 
equity in 
higher 
education 
system; 
contribute 
to 
institutional 
budgets.  

2. Origin of 
loan funds 

Government Government Government Government
,institutions, 
private 
sector, 
foreign 
donors  

Government Government

3. Loan 
administration 

Tax office Ministries 
of 
Education 
and Social 
Developme
nt 

 Higher 
education 
institutions 

Department 
of 
Education 

Higher 
education 
institutions 

4. Loan 
repayments 
collection 

Tax office Inland 
Revenue 
Service 

 Higher 
education 
institutions; 
tax office is 
used as the 
last resort.  

Internal 
Revenue 
Service; 
Department 
of 
Education 

Higher 
education 
institutions 

5. Loan in-built 
subsidies 

No real 
interest; no 
time limit 
for 

No real 
interest for 
New 
Zealand 

Five-year 
grace period, 
which can be 
taken any 

Borrowers 
with good 
academic 
standing can 

Cancellatio
n of debt 
upon the 
end of 25-

Cancellatio
n of debt 
upon the 
end of 10-
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repayments; 
20% 
discount on 
the amount 
repaid 
upfront; 
cancellation 
of loan 
upon death. 

students; no 
time limit 
for 
repayment; 
cancellation 
of loan 
upon death.  

time; 
cancellation 
of debt upon 
the end of 25-
year 
repayment 
period. 

have up to 
40% of their 
loan 
converted to 
bursaries.  

year 
repayment 
period.  

year 
repayment 
period.  

6. Loan 
outcomes: does 

the scheme 
meet its aim? 

Positive: 
progressive 
level of cost 
recovery; 
neither 
negative, 
nor positive 
impact on 
access. 

Positive: 
progressive 
level of 
cost-
recovery; 
difficulties 
in 
repayment 
among 
indigenous 
people of 
New 
Zealand and 
the 
dropouts.   

Positive: 
the loan 
scheme is 
deemed 
workable; 
higher 
education 
access does 
not depend on 
one’s socio-
economic 
status or 
gender in any 
significant 
way. 

Positive 
impact on 
the racially 
skewed 
distribution 
of students 
(97% of all 
loan 
recipients 
were people 
of color).  

Negative: 
high level 
of 
unpopularit
y( loan is 
used by less 
than 1% of 
all loan 
borrowers) 
due to the 
loan’s low 
political 
profile, 
faults in its 
design, and 
lack of 
information 
on it.  

Mostly 
negative: 
Loan 
recovery 
outcomes 
differ 
significantly 
between 
institutions 
as most 
institutions 
are not 
well-
equipped to 
collect 
repayments. 

7. Public 
perceptions of 

the loan scheme 

Growing 
feeling that 
the system 
of tuition 
and loan 
grew 
uncontrolla
ble.  

 
Not known 

ICL scheme 
and the entire 
loan scheme 
are 
considered to 
be very 
effective.  

Lack of 
funds to 
reach all the 
needy and 
academicall
y able 
students; 
repayment 
collection 
problems.  

The 
majority of 
the student 
body is 
either 
unaware of 
the loan or 
is 
suspicious 
of it due to 
lack of its 
proper 
promotion 
and fierce 
competition 
of private 
loans. 

Lack of 
funds to 
reach all the 
needy and 
academicall
y able 
students. 
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     Summing up the above discussion, we would like to emphasize the following: 

1. As six country examples (summed up in the Table 1 below) prove, there is no single, 

uniform reason for the national interest and adoption of the ICL schemes. However, as 

it is clear from the Table 1, one element in the formulation of the aim of the scheme, 

which is common to all cases, is to improve or protect access to higher education. 

Depending on the country-specific circumstances, this aim is, of course, stresses 

different aspects. For examples, in Australia, New Zealand, the Netherlands, and Chile 

it is formulated as “to promote wider and more equal access, and to support students 

financially”; in the Republic of South Africa the aim of the loan is to fight its apartheid 

heritage by providing support to those students, whose access to higher education was 

hampered in the past; in USA the aim of the scheme was to support access and 

motivate those students, interested in public service. Australia and Chile are the only 

two cases, where cost-sharing aim (“to contribute to institutional budgets”) is explicit 

and clear. This, of course, does not mean that in the rest of the cases this goal is not 

pursued at all. 

2. Structure and size of a higher education system seem to have an indirect impact on the 

ICL scheme. In the diverse, complex, and developed higher education system (like the 

one in USA, for instance), most probably, there is an adequately diverse and developed 

system of student support, thus making it more difficult to justify the introduction of 

the entire new loan (when it is possible to adjust or modify the ones that already exist). 

On the other hand, the ICL scheme should be easier to manage in a smaller, more 

uniform, homogeneous system. 

Now, with the knowledge gathered in this chapter, we come close to exploring the 

question: what are the preconditions for the proper implementation and functioning of the ICL 

scheme? Keeping in mind the diverse discussion around the country studies, we suggest 

grouping preconditions according to their nature: socio-cultural preconditions, politico-

administrative preconditions, economic preconditions, higher-education-system preconditions. 
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List of Preconditions for ICL Implementation 

Socio-cultural preconditions 

• Tradition of tuition fees in higher education sector and/or recent broad public 

recognition and acceptance of the cost-sharing arguments. 

• Positive public attitude to the concept of “loan” in general (as opposed to the case in 

the Philippines, where, according to Chapman, loan is treated as a “handout”, which 

makes it difficult for those responsible for policy credibility there; although we did not 

analyze the case of the Philippines here, it is still a valid example) (Chapman, 2005). 

• No outstanding negative experience with loans or major financial investments in the 

recent past.  

• No overwhelming emigration problems (no major problems with “guarding” graduates 

within the country until they repay their debts). 

Politico-administrative preconditions 

• Political stability in the country in general; political willingness and commitment to 

reforms in higher education sector (possibly despite the possibility to become 

unpopular) 

• No major “tradition of corruption”  

• Reliable taxation system to administer and collect loan repayments; existence f 

personal identification numbers. 

• Developed and effective legislative system (workable legal framework surrounding the 

financial system).  

Economic preconditions 

• General level of economic development and “healthy” economy definitely play a role 

in the proper implementation and functioning of the ICL scheme. Healthy national 

economy means that the government/businesses have means to make a loan investment 

large enough to reach out to all the needy students ( as it is clear from Table 1, the lack 

of loan funds is one of the major problems). It also means that economic relations in 

the country are developed enough for the general public not to be afraid of the loan 

concept. And since employability of future graduates/loan borrowers is one of the most 
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crucial things for the viability of the ICL scheme, low national level of unemployment 

(which is also a characteristic of a generally healthy economy) is indispensable for the 

proper functioning of the ICL loan. Besides unemployment rates, some economic 

parameters, worthy to look at, include GDP, Gini index, Percentage Share of Income 

Consumption (PSIC), national minimum wage rates, and, again, Corruption 

Perception Index (CPI)15. 

Higher-education-sector preconditions 

• Recognition by higher education administration of the need to adjust current system of 

student support to the outside processes. 

• Availability of student financial aid offices, as well as professional and competent 

professional aid administration (American case proved the importance of the correct 

dissemination of information on student loans). 

• Availability of proper technical equipment (computers) for administration personnel is 

highly desirable for the effective storage of information on loan borrowers, as well as 

instant communication with the national taxation office and/or Ministry of Education, 

and other parties involved in the administration of the loan scheme. 

• General integrity of administrative personnel, responsible for the loan admission 

process. 

While we could go much further with the development of the ICL scheme preconditions, 

the above list summarizes the knowledge available on the specific international experiences 

with the ICL scheme, described above. We suggest this list as one of the ways to approach the 

analysis of the applicability and chances of proper implementation of the ICL scheme in a 

specific national environment. In our case it is the Ukrainian environment. Before we get to 

the final stage of our work (the actual analysis of the chances for the proper implementation of 

ICL in Ukraine), we continue with the analysis of political, economic, and social conditions in 

Ukraine. 

 
 
 

                                                 
15 Definitions of these economic parameters are available in the previous chapters. 
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2. Analysis of the Ukrainian Case 
 

We proceed with the section on Ukraine. Our ultimate goal in this section is to analyze 

applicability and “workability” of the concept of income-contingent loan in the Ukrainian 

environment. To do so we intend to measure the situation in Ukraine against what was defined 

in the previous chapter as the potential requirements for the proper functioning of the income-

contingent loan scheme. But to do that as thoroughly as possible, given the limits of this work, 

we need not only the knowledge about the requirements, design and parameters of the income-

contingent scheme in the six “model” countries discussed in the previous chapter, but also 

detailed knowledge about today’s Ukraine, and in particular about those aspects of its life that, 

as it is clear from the previous examples, are crucial for the proper functioning of income-

contingent loan, namely state of political and cultural institutions, structure and funding 

mechanisms within higher education system, and certain social aspects (like social attitudes 

towards the concept of cost-sharing and loans). 

Ukraine is one of the countries, where present and future are to the large extent 

influenced by its past. While this statement is probably true about every single nation and 

country in the world, it is even more so in the country overburdened by Soviet heritage and 

aimed at major transformation of all its institutions. So, in order to understand the nature of 

many Ukrainian institutions today, it is necessary to understand their Soviet roots first. Thus, 

we will include the discussion of the Soviet heritage in the sections dedicated to political, 

economic, societal, and educational context in Ukraine16. 

 

 

 

 

 

 

 

                                                 
16 Our major sources of information for this chapter were, first of all, the U.S. Library of Congress database of the country studies, as well as 

articles written by the Soviet academics Lugachev, Rokitiansky, Karklins. 
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2.1. Changing Political and Economic Contexts 

Communist Party of the Soviet Union (CPSU), built upon the ideology of Marxism-

Leninism school of thought, was the only party permitted by the Soviet Constitution. It 

controlled government apparatus and all the decisions affecting economy and society in 

general at all levels. Soviet government is now justly called “totalitarian”, which it was: 

consisted of a single party, which was led by one man; was built upon an all-embracing 

ideology that aspired to transform the entire society and human nature to an ideal form; had 

powerful secret police (KGB); fully controlled all mass communications, all social and 

economic organizations (Huntington, 1991; Barr, 2005). It was an honor to be a full-right 

member of the Party (in 1987 estimated nineteen million of mostly male Russian professionals 

– nearly ten percent of USSR adult population - were Party members); all Party members 

occupied positions of authority in different institutions throughout the country. CPSU enjoyed 

the complete power in the USSR, where ideology was above all. Even Supreme Court, the 

highest judicial body, had little power, lacking authority to interpret laws, determine their 

constitutionality, or to strike them down. 

USSR, as an administrative unit, consisted of one soviet federated socialist republic 

(Russian) and fourteen soviet socialist republics (Armenian, Azerbaydzhan, Belarusian, 

Estonian, Georgian, Kazakh, Kyrgyz, Latvian, Lithuanian, Moldavian, Tadzhik, Turkmen, 

Ukrainian, and Uzbek). Although these communist countries were not identical, the system in 

all of them was based on central planning and totalitarian government, guided by the Marxist-

Leninist ideology.  

The Soviet economic system was centrally planned by CPSU. Government (as the 

“representative of the people”) actually owned all industries: banking, communications and 

mass media, transportation, trade, and most of the agricultural sector (Library of Congress 

Country Studies, 1989). Resources were publicly owned and allocated according to the central 

planning done by CPSU for five-year periods. Besides centralized allocation of resources, 

prices, investments, distribution of goods and services, and human capital were all centrally 

determined by the planners (CPSU). Defense and heavy industry were two sectors given most 

of priority, which came at expense of consumer and agricultural sectors. Consequently, quality 
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of food, clothing, housing, and services (including medical) available for an average citizen 

were most of the time absolutely inadequate. 

High centralization of decision-making on all levels killed any incentives for private 

enterprise, competition, and innovation in all sectors (including education at all levels). Prices 

for basic commodities such as food, housing, heating, and transport were highly subsidized by 

the government. Employment was guaranteed and job security was the highest possible. On 

top of everything there were almost universal benefits for all employed: free child care, highly 

subsidized cafeterias at work places, low-cost housing and often fully-subsidized (by place of 

employment) vacation centers (“sanatoria”).  All these benefits came at a certain price: 

absolute, unquestionable acceptance of the ruling order and overwhelming passiveness.  

Wages were low, and compensation for white-color and blue-color workers was nearly 

uniform, not to disturb the “harmony” of equality. But this fantasy equality was often 

disturbed by the fact that all the cheap, subsidized goods were difficult to get on the daily 

basis, unless one was employed as a white-color worker in the sector itself (like food or 

clothing trade). 

All the decision-making in the economic and other sectors was highly politicized and 

politically motivated. All actions and decisions were interpreted, first of all, according to their 

compatibility with the ruling ideology. Private property or self-employment was prohibited. 

According to the 1977 Constitution, individuals were given the right to be self-employed, with 

certain restrictions. Anyhow, any practice of self-employment was strongly discouraged until 

the late 1980s. Since 1977 citizens were also allowed personal property, such as a dwelling or 

an automobile, and were allowed to sell this property as “used” merchandise or bequeath as 

they choose. They were also allowed to sell products that they produced themselves. However, 

it was not allowed to act as a middleman for profit or to hire the labor of other citizens for 

personal gain; that is to engage in private enterprise as it is understood in the West. Naturally, 

such a state of things stimulated the growth of a “second economy” alongside the official 

economy. This “shadow” economy was made up of normally well-positioned individuals 

offering goods and services (that they had access to) to consumers, who were inadequately 

provided and served by the state.  
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Upon assuming power in March 1985, Gorbachev, the last leader of the Soviet Union, 

publicly acknowledged the existence of many illicit business activities, operating outside of 

any state control. In order to approach this problem, he made it legal for individuals to go into 

a variety of business activities on their own or in corporation with others. But the tradition to 

find ways around the hypocritical, all-restricting law became the second nature of the soviet 

people. It is argued they continue holding to this habit even after the collapse of the USSR.  

Ukraine was proclaimed independent in December, 1991, and immediately faced harsh 

political and economic consequences of the collapse of the Soviet system. According to 

Mykola Tomenko, a Ukrainian politician and statesman, between 1989 and the juridical 

codification of Ukraine’s independent status (December 1, 1991), there had emerged a 

multiparty system, consisting to the large extent of dwarfish quasi-political parties, “led by 

ambitious, pseudo-political leaders” (Tomenko, 1997). Peculiar thing about the new Ukrainian 

government was that the representatives of the old ruling party continued to occupy key 

positions in the Cabinet of Ministers already after Ukraine was proclaimed independent. 

Slogans were changed though. During perestroika years17 the party members eventually 

discarded of all things unnecessary, including already ineffective Marxist-Leninist ideology.   

Thus, they increased their adaptability to new political conditions. The only thing that stayed 

unchanged was the long tradition of preservation of party members’ own power and property 

(Tomenko, 1997). Many believe that it was this long tradition that did not allow faster 

evolution of the real democracy and a functional multi-party system, as well as sooner 

adoption of new Ukrainian Constitution (which was adopted only in 1998) and the holding of 

real parliamentary elections.  

Thus, new political elite was formed in Ukraine as a result of the compromise between 

a part of the old ruling party and a portion of the national-democratic opposition. In this period 
                                                 
17 Perestroika is the Russian term  for the economic reforms introduced in June 1987 by the last Soviet leader Mikhail Gorbachev. Its literal 

meaning is “restructuring”, referring to the restructuring of the Soviet economy. The Law on Cooperatives (May 1988) was the most radical 

of the economic reforms. For the first time since Lenin’s New Economic Policy, the law permitted private ownership of businesses in the 

services, manufacturing, and foreign-trade sectors. The perestroika reforms began the process leading to the dismantling of the Soviet-era 

command economy. However, the process arguably exacerbated already existing social and economic tensions within the Soviet Union, and 

no doubt helped to further nationalism among the constituent republics, as well as social fragmentation. The economic chaos that began with 

perestroika helped both to empower organized crime and allowed businessmen with the right connections to amass great personal fortunes as 

Russian oligarchs (Tomenko, 1997). 
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many parties switched back and forth from support to opposition vis-à-vis the President and 

government, thereby creating a problem of identifying the character of Ukrainian counter-elite 

on the level of political parties (Tomenko, 1997). The majority of these new political players, 

the parties, failed to influence the course of events. The institution of the President became the 

dominant element in the post-communist political system in Ukraine, with the powers to use 

other political institutions only to secure and consolidate its own legitimacy (Tomenko, 1997). 

Political parties were transformed into nominal institutions, largely estranged from state-policy 

making. This situation was, of course, conducive to the incompetence, irresponsibility, and 

corruption of the political elite.  

Now, corruption can be found in any political and economic system, and it constitutes 

a component of a mechanism by which bureaucratic structures may exploit society. But 

according to Valentyn Yakushyk, the professor of Political Science at Kyiv-Mohyla Academy, 

in Ukraine corruption has been transformed into a structuralizing element of political and 

social life. This became fully possible when self-interest, enlarged during the years of total 

restriction, was no longer restrained by the totalitarian Soviet regime (Yakushyk, 1997). Thus, 

the process of privatization, which began during the years of perestroika, was turned into a 

feudalization of state enterprises, the managers of which had administrative control over state 

property and goods and began to open their own “private” firms. This, in turn, allowed the 

manager to sell items from “his” state factory to his private firm at such prices that any profits 

were sure to end up in his pocket. Thus, there was a unique and nonviable process of partial 

privatization, where only the profits were privatized. The costs remained in the state sector. No 

wonder state industries quickly stopped producing efficiently. There was a catastrophic 

decline in industrial output, and, as a result, a substantial decline in real incomes. According to 

Yakushyk, what followed was the continuation of manipulation of the state of things by people 

protected by “high state posts” and with real influence on economic policy. Yakushyk argues 

that a huge structural budgetary deficit, which caused inflation, gave rise of confiscatory 

taxation, which gave no incentive whatsoever to do business legally. Such a state of things 

caused a structural economic crisis, consequences of which Ukrainian society battles even 

today.  
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For a long time, the sole model of market economy, familiar to the vast majority of 

Ukrainian population, was the black market. Eventual growth of a market economy out of the 

black market has led to perverted economic culture. In short, what happened can be summed 

up in the following simplistic version: in the course of the processes of perestroika and 

privatization (conducted in lawless, chaotic post-Soviet environment), well-connected 

individuals (often those, belonging to nomenklatura18) managed to start up illegal or half-legal 

business activities and privatize promising, formerly state-owned enterprises, while keeping 

their positions. Eventually, criminal structures grew into “legitimate business”, thus leading to 

the legalization of the mafia, “mafiazation” of businesses in general, and, inevitably, close 

interconnectedness of business and government (Yakushyk, 1997).  

Another factor, which contributed to Ukraine’s economic disintegration, was its 

isolation from the so-called “unified economic complex”. Ukraine was integrated into it 

illogically and without regard for its national needs and interests as the result of Stalin’s law of 

1930s, which was called to ‘combat national economic separatism” by means of relocating 

industry to places far from sources of law materials and consumers (Yakushyk, 1997). Thus, 

when state enterprises in Russia stopped sending goods to and paying for goods from Ukraine, 

the chain of production was broken. This economic dependency, purposefully imposed over 

Ukraine and other republics during the Soviet times, explains today’s economic and political 

dependency of Ukraine over Russia. The government of the latter one doing everything it can 

to restore Russia’s Soviet imperial status, to retain its former influence over all the former 

Soviet republics (and Ukraine in particular, as it was the second largest and richest in natural 

resources in the former USSR), and thus to destroy any effort aimed at reforms that could have 

brought Ukraine closer to the West. 

According to the Ukrainian Ministry of Economics, the “shadow” business activities 

index was 28 percent of the official national GDP by the third quarter of 2006. Although this 

is five percent less than the 2005 index, it still means that nearly the third part of the Ukrainian 

economy is out of the reach of the State Tax Administration (Ministry of Economics of 

                                                 
18 Nomenklatura were a small, élite subset of the general population in the Soviet Union who held various key administrative positions in all 

spheres of the Soviet Union: in government, industry, agriculture, education, etc. Without exception, they were members of the Communist 

Party. 
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Ukraine, 2007). Ukraine finds itself in the group of lower-middle-income countries19 in the 

World Bank list of economies (World Bank, 2006). Ukrainian GDP (purchasing power parity) 

was estimated to be 355.8 billions in U.S. dollars with the official growth rate of seven 

percent, up from 2.4 percent in 2005 (CIA World Factbook, 2007). The officially registered 

unemployment rate in Ukraine was estimated to be 2.7 percent in 2006, but the International 

Labor Organization calculated that the real level of Ukrainian unemployment was much higher 

due to the large numbers of unregistered or underemployed workers (CIA World Factbook, 

2007). Total labor force in Ukraine was estimated to be 22.4 millions people in 2004 

(including currently unemployed individuals), while the total population of Ukraine is roughly 

47 million. Out of the entire economically active male and female population of the country 

(ages 15-64), 72.3 and 63.1 percent respectively were involved in labor in 2004, while women 

composed 49.1 percent of the labor forces (World Bank, 2006). Also, nearly one-third of 

Ukrainians finds itself below poverty line in 2003(CIA World Factbook, 2007; World Bank 

2006). As far as the distribution of income goes, Ukraine scored 28.1 at Gini index scale in 

2003 (World Bank, 2006). Percentage Share of Income Consumption (PSIC) of the lowest ten 

percent of Ukrainians was 3.9 in 2003 (survey year); PSIC of the lowest twenty percent was 

9.2; PSIC of the second twenty percent was 13.6; PSIC for the third twenty percent was 17.3; 

PSIC for the fourth twenty percent was 22.4; percentage share for the highest twenty percent 

of the Ukrainian population was 37.5; and, finally, PSIC for the highest ten percent was 23.0. 

Consequently, if we exclude the income consumption share of the lowest and highest ten 

percent, the resulting number of 73.1 will be the PSIC of the remaining eighty percent of the 

Ukrainian population. Current minimum wage in Ukraine is set at the level of nearly one 

hundred in US dollars (Ukrainian Government Internet Portal, 2007).  And one more very 

important statistics number is the place of Ukraine at the Corruption Perception Index list: 

Ukraine scored 2.8 and was ranked 99 among 163 countries analyzed by the Transparency 

International. Although Ukraine is now seven places higher than it was on the 2005 list, the 

                                                 
19 Lower-middle-income countries are countries with 2005 Gross National Income (GNI) per capita of US$ 876-3,465 (World Bank Atlas 

Method). Other groups include low income (GNI US$ 875 or less), upper middle income (GNI US$ 3,466-10,725), and high income (GNI 

US$ 10,726 or more) (World Bank, 2006). 
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index of 2.8 is still very low in comparison to the index of Finland (9.6), which was named the 

least corrupt country in 2006 (Transparency International, 2006).  

Current political situation in the country does not help to stabilize its economy. 

Presidential elections of 2005 revealed the desire of Russia to bring Ukraine back into its 

sphere of influence; they also revealed the depth of the divide among the Ukrainian political 

elite groups regarding Western versus Russian way of Ukrainian development. Current 

conflict between the Ukrainian President, who holds the pro-Western position, and the 

Ukrainian Prime Minister (and Parliament), can symbolize the divide along the line of 

different values and outlooks, held by the Ukrainian public. In general, current state of things 

in the political sphere in Ukraine can be characterized as chaotic and unpredictable. Thus, 

Ukraine emerges as the country still in the middle of the transformation from the planned 

economy and closed, communist society to the market-oriented democracy. Its unstable 

political life allows for corruption and prevents from completing the process of the 

reformation of its economy. 
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2.2. Societal Context 

It goes without saying, that even the most difficult periods in the life of any country 

cannot be called a “setback” under conditions of normal societal development. However, 

according to Oleksandr Dergachov, researcher at the Institute for Political and Ethnic Studies 

of the Ukrainian Academy of Science, Ukraine now finds itself in an especially difficult 

situation. Besides an all-encompassing economic crisis, exacerbated by the political ineptitude 

and corruption within the ruling elite, there is a big issue of the immaturity of Ukrainian 

society as such.  

Clearly, it is economic crisis that threatens the very independence of the country, as, on 

the one hand, it makes it very much dependent on the economy (and, inevitably, politics) of 

the neighboring Russia, and on the other hand- further polarizes societal opinion regarding 

further direction of movement: towards West, or back to Russian influence.  

Ukrainian society still does not exist as a single organism. This implies not only 

problems with the relations among the different regions, but also an antagonistic relationship 

between society and the state. It is a common knowledge, that during the USSR period the 

major function of the Ukrainian government was the one of the middleman. Thus, after 

Ukraine was basically catapulted into long-awaited independence after the collapse of the 

USSR, it inherited an immature, underdeveloped political sphere. Anyhow, it turned out that 

the newly independent state treats society, although differently, but in no way better than did 

the old Soviet state (Dergachov, 1997). Society still exists under extremely adverse conditions 

created by the state.  

Since Ukraine proclaimed its independence, the major national task was said to be 

“state-building” (Dergachov, 1997). But according to Mykola Ryabchuk, professor of Political 

Science at Kyiv-Mohyla Academy, Ukraine’s complex social problems can be solved only by 

building a civil society, not by state-building (Ryabchuk, 1997). According to him, the 

prolonged absence of political and economic freedoms during the Soviet times is the main 

reason for the immaturity of Ukrainian society today. Besides, the formation of civil society in 

Ukraine is further complicated by its bi-ethnic character. Democratic processes in Ukraine 

evolved in close contact with those of national liberation that is the emancipation of civil 

society from the totalitarian state was/is largely identified with the emancipation of Ukrainian 
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society from the Soviet empire (Ryabchuk, 1997).  As Russia is considered to be the direct heir 

of the USSR, a large portion of Russian/ Russian-speaking population in Ukraine displayed a 

cautious and often hostile attitude to the above-mentioned processes. And, when facing a 

choice between the “communists” and “national democrats”, they opted for a known evil over 

an unknown good (Ryabchuk, 1997). As argued by Ryabchuk, this part of the population 

identified the notion of “democracy” with something purely “Ukrainian”, hence 

“nationalistic”, and thus “extremist”, “Banderite”20. 

In sum, during the initial years of independence, Ukraine’s pro-Russian nomenklatura 

managed to identify democracy in the popular mind with a “Western Ukrainian” conspiracy. 

Thus, a large portion of population (normally from the Eastern Ukrainian regions, close to the 

border with Russia) associates democracy with something “hostile”, dropped on them from 

outside, the result of some plot (Ryabchuk, 1997).  

Another dividing border within Ukrainian society lies along urban- rural differences. 

While these differences were striking already during the Soviet era, they deepened 

significantly during the years of independence. Ukrainian countryside still largely remains at a 

feudal, pre-national level of ethnic self-awareness. 

Another parameter of divide is income and standard of living. For all the obvious 

socio-economic ruin, Ukraine’s economy still cannot be called a no-win game. Continuing the 

line of argument started in previous sections, there is no doubt that there are people who know 

‘the rules” of the economic contest (Makeyev and Volovych, 1997). Large blocks of capital are 

being accumulated in the hands of certain individuals.  New class is being formed rather fast 

(especially in the big cities) of young, energetic, and adaptive individuals. In contrast to this 

new class, there is a much bigger group of population, lost in the political and economic chaos. 

It is important to stress, that these two classes are not mere social contrasts; they are 

completely sovereign enclaves in the economic arena of post-communist Ukraine, where 

tendencies for further isolation and seclusion of classes prevail. The individuals belonging to 

them hardly come into any meaningful contact (Makeyev and Volovych, 1997). Naturally, this 

isolation fosters the diffusion of social tensions. According to Makeyev and Volovych, such 

situation in Ukraine is caused, in the first place, by the growing distance and broken links 
                                                 
20 After Stepan Bandera, leader of the most radical splinter of the Organization of Ukrainian Nationalists in the 1940s and 1950s. 
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between the social institutions (the state, primarily), the normative system, that should provide 

for a certain degree of solidarity among different groups; and the actions of individuals and 

groups, which should normally be governed by certain social institutions and oriented toward 

legitimate, universally binding, and normatively confirmed behavior patterns and models. 

The two groups on the Ukrainian society (those many, who struggle to survive, and those few, 

growing stronger in the current chaos) display very different social attitudes and conditions. 

Those, belonging to the first group, experience a crisis of state dependency and a crisis of their 

identification with it (Makeyev and Volovych, 1997). The crux of the matter is that education, 

competence, and experience cannot secure the future and guarantee certain living standards 

(which you would normally expect with certain academic and professional background) in 

today’s Ukrainian society. Unfortunately, the rules, which govern the distribution of social and 

material wealth, have nothing in common with the rules of either planned or market economy. 

On the other hand, the social group that is growing stronger and richer in today’s Ukraine, still 

lacks a level of social respect and recognition, which could normatively affirm the legitimacy 

of its existence.  

Thus, in today’s Ukraine there is a clear phenomenon: the social fabric of the Ukrainian 

society is torn to pieces. 
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2.3. The Transition in the System of Education 

Education in the Soviet Union covered virtually the entire population at primary, 

middle, and high school levels, and was of relatively high quality (Laporte and Schweitzer, 

1994). The quality was measured in the first place by the compatibility of education with the 

values of Marxism-Leninism (ideological preeminence of societal and collective needs over 

individual needs). Curricular and methods of teaching at all levels were designed to encourage 

collective way of thinking, conformity with the established order. It discouraged everything 

that was considered a threat to the ruling ideology and order, including personal 

inquisitiveness, entrepreneurship, and individual initiative (Mertaugh and Hanushek, 2005).  

All educational establishments at all levels were relatively well-equipped and well-maintained. 

The teaching profession enjoyed high status in the Soviet society.  

The major aim of education in general was to create a class of proletarian intelligentsia 

and to promote social mobility for groups that had been excluded from education and white-

color jobs under the Tsarist order (Mertaugh and Hanushek, 2005). In order to achieve this 

aim, children of peasant and working-class families were given an absolutely preferential 

treatment and access to secondary and, partially, higher education (Fitzpatrick, 1979).  

Anyhow, access to higher education was strictly controlled; it was basically calculated in 

accordance with the known needs for scientific and technical skills in the economy (Mertaugh 

and Hanushek, 2005). Besides factor of control, there were other factors that made the issue of 

access to higher education in the Soviet Union, indeed, very complex. One of these factors 

was the impact of ethnicity on access to higher education. According to the research and 

consequent article written by the Latvian-American academic Rasma Karklins in 1984, for 

most of the history of the USSR soviet authorities relied predominantly on the non-indigenous 

(Russian) population as the supporter and implementer of their policies. This explains why 

Russian students dominated in Russian universities, and were overrepresented in the 

universities in nearly all other Soviet republics (Karklins, 1984, table 2). Such situation was, 

of course, accommodated by the language policy in the Soviet Union. The Soviet Union was 

not only a multiethnic state, it was also a multilingual society, where Russian language was 

considered a mother tongue by just half of the population, and the rest continued to use their 

respective mother tongues in every day life. For all the non-Russians, Russian was a second 
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language acquired in school, while the majority of non-Russian youths attended native 

language schools. Naturally, they often did not have a perfectly fluent command of the 

language. Yet it was often the case that fluency in the Russian language played an important 

role during the entrance examinations at higher education establishments, thus constituting a 

major educational access barrier for some of non-Russian youths. Besides, it was often the 

case that certain programs and courses (and educational equipment) were only available in 

Russian, thus putting at a disadvantage those students, who were not perfectly fluent in 

Russian (Karklins, 1984). Such a state of things did raise resentment of local populations 

against the linguistic politics in general, and in higher education in particular. Ukrainian 

dissidents have famously been at the forefront of attacks against what they perceived as the 

ethnic discrimination of Ukrainians (Binyon, 1981; Karklins, 1984).  

Quotas were another issue with the admissions to the Soviet universities. The Soviet 

elite universities have had special quotas for non-Russian students since the 1920s. Specific 

approaches and numbers allowed by quotas, of course, fluctuated from period to period. The 

matter of specific interest for us here is the case with perspective university applicants from 

rural areas. It is not uncommon, that they would have a disadvantage in terms of quality of 

their secondary education (and thus access to higher education) if compared to students from 

urban areas. In order to fix this, and also to educate future local cadre loyal to the party, the 

Soviet officials established a number of special departments at universities that would 

“prepare” perspective students from rural areas prior to their enrollment. To do justice to this 

idea it should be admitted that those preparatory departments did promote the development of 

non-Russian youth from rural areas (Karklins, 1984). On the other hand, the nature that the 

admission process to this program acquired eventually was typically Soviet: the program was 

opened only to workers, kolkhoz farmers and demobilized soldiers, who have somehow 

proven their loyalty to the Party. The decision on selection was done by the respective 

enterprise managers and kolkhoz chairmen, who measured eligibility, first of all, according to 

the subjective parameter of loyalty, and many of whom could be bribed easily (Karklins, 

1984). There are other indications that local officials had considerable leeway in influencing 

the admission outcomes. Thus, one article from the Soviet newspaper “Uchitel’skaya Gazeta” 

(“Teacher’s Newspaper”) from July 16, 1981 noted that “the grades of applicants to the 
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Kyrgyz University in Frunze (now Bishkek, the capital of Kyrgyzstan) had to be “padded” in 

order to “fulfill the admissions plan”, and, according to Karklins, other sources “note a high 

incidence of fraud and mismanagement in the admissions process” (Karklins, 1984). It is a 

rather unique occurrence that some Soviet newspaper would have allowed this kind of 

information on its pages. Anyhow, the crux of the matter in this paragraph on the issues within 

the admissions process is its corrupt nature, often dependent on individual, subjective 

decisions. It is important to emphasize it in order to understand how deeply rooted it is in the 

Ukrainian higher education system. In our opinion, any kind of reform within the higher 

education system (including the funding and student support system reforms) has to 

acknowledge this in order to be workable.  

As far as administration system of higher education goes, the Communist Party of the 

Soviet Union exercised ultimate control over the development and functioning of the nation’s 

education system. The system of administration was extremely bureaucratic. Specifically, the 

Central Committee’s Science and Education Institution Department initiated educational 

policies to ensure ideological conformity in all instruction. Together with the committee’s 

Ideological Department, it issued laws and regulations governing all major spheres of 

education. The Ministry of Education administered primary and general secondary schools, 

and the Ministry of Higher and Specialized Secondary Education oversaw institutions of 

higher learning and special secondary schools. These central ministries, located in Moscow, 

Russia, operated through similarly named republic ministries, which were further broken down 

into province, district, and local committees. The republic ministries and their administrative 

organs at the province, district, and local levels were responsible for implementing the laws, 

regulations, and directives concerning school curricula, methods of instruction, and textbooks. 

They also supervised the allocation of funds at their respective levels (Library of Congress 

Country Studies, 1989).  

Thus, huge bureaucracy, which inevitably resulted from the net of these numerous 

entities, represented a formidable obstacle to implementation of major school reforms. While 

in the context of independent Ukraine the number of administrative organs is less compared to 

the soviet times, their bureaucratic nature and work style has not changed a bit. It continues to 

be an obstacle for any sort of radical reform, and this is another matter that, we believe, should 
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be emphasized before making proceeding with the discussion about possible funding and 

student support system reform.  

Under communist ideology, all basic commodities were subsidized, as mentioned in 

the above chapters. Goods, such as health care and education at all levels, were considered 

such commodities and were provided free of charge, at least in principle (Barr, 2005).  It goes 

without saying that there was no concept of private education sector at any level. The majority 

of students in the “special secondary schools” (also known as “technicums”, which is roughly 

equal to the Western concept of a vocational school), institutes, and universities, received 

monthly stipends. As it is stated in the Library of Congress case study of the Soviet Union, in 

the 1986-1987 school year, about seventy-eight percent of all full-time students received 

monthly stipends ranging from forty to seventy rubles21. Students paid a symbolic amount for 

room and board as dormitories (albeit crowded and lacking most then-modern amenities) and 

cafeterias were subsidized by the government. Soviet universities provided their students with 

basic medical care at no cost, as well as free passes to recreation homes, summer and winter 

resorts. Student passes for public transportation were also highly subsidized by the 

government. 

Graduates were expected to repay the government’s generosity by devoting three years 

to a job assigned by the government, at the location specified by the government. In most 

cases a few graduates with the best grades would receive a position in the urban area or close 

to it. The majority of the graduates would be send to the countryside to do work related to their 

university major. Anyhow, this practice was becoming an increasingly serious problem with 

respect to the labor distribution in the 1980s. It was partially due to the numerous failures 

within the government plan to forecast correctly the country’s needs for labor cadres, and 

partially due to the growing refusal by graduates to accept jobs in undesirable (remote or rural) 

locations, which often lacked all or most of basic facilities (Library of Congress Country 

Studies, 1989). This was just one of many signs of the collapse of the system of education, and 

the entire Soviet system as such in general. 

                                                 
21 Soviet currency; it is not possible to convert this amount to American dollars or other currency as no currency exchanges were allowed 
within the former Soviet Union. Unofficially, it was considered that one ruble was roughly equal to two American dollars. 
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In conclusion we would like to once again bring attention to the following issues, which 

are essential for understanding the nature of things in Ukraine today, and for making any 

judgments about possible future of income contingent loan scheme, should such be ever 

considered for implementation there. Thus, the issues in question are: 

• All sectors of life in the USSR were built around and according to the ruling Marxist-

Leninist ideology. It often outweighed both law and common sense. Such a state of 

things resulted in creation of double standards: one – according to the ideology, 

another- according to human needs and human nature. Unfortunately, the second 

“standard” was often connected to all kinds of illegal activities, as they had to be 

performed in the shadow. As they were practiced for such a long time in the USSR, 

double standards became a part of life in independent Ukraine.  

• Ideological aspect of collective thinking, collective existence, and priority of collective 

over individual, as well as economic aspect of prohibition of private property and 

business, and universal provision of all basic commodities to all, - created generations 

of people, most of whom never had an incentive to express an initiative. Besides, the 

idea, that all the basic needs and commodities (including higher education) should be 

funded and provided by the government, also became a part of outlook of many 

generations, including high numbers of citizens of independent Ukraine.  

• As far as the soviet system of higher education goes, - it was no accident. Although 

inefficient and full of flaws from the point of view of a Western person, it was 

perfectly consistent with the ideology, economic and political systems of the USSR. 

Anyhow, after the Soviet Union seized to exist, all the elements of the system of higher 

education became totally useless for the transformation of (in our case) independent 

Ukraine from the totalitarian republic into a democratic state and a market-type 

economy. In fact, the system, inherited as it was, became an obstacle for the successful 

transformation.  

At the start of the transition period there was a widespread opinion that education and 

training systems were among the few creations of the Soviet system that did not need to be 

immediately reformed. The unsound nature of this opinion became obvious with rapidly 

growing problems of funding (as output fell) and inadequacy of produced knowledge (that is – 
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graduates) for the proper functioning of the market-oriented economy and democracy-oriented 

government. It would have been a natural move for the then-government to prioritize reforms 

within the education sector. But there was no mature, developed government to think big 

about education. On the contrary, one of the unfortunate consequences of the transformation 

period for education was significant reduction in status, as it could no longer guarantee 

financial security in the chaotic post-Communist environment. Higher education professionals 

turned out to be among those, who were struggling to survive, unable and unwilling to accept 

evolving half-criminal rules of doing business. This situation has somewhat stabilized, but 

still, in our opinion, lack of proper respect for intellectual activities and achievement is one of 

the most notorious characteristics of today’s Ukrainian society.  

Early in the transition years, universities faced a number of challenges, which had to do 

with funding, holding key staff in place, reforming curriculum (that was originally designed to 

fit the planned economy) and admissions policies (which were out-dated and provided for 

corruption), developing working links between universities, research institutes, and newly 

formed businesses; and, finally, expanding the system (Hare, 1997). It is beyond the scope and 

aim of this work to analyze all the challenges for the Ukrainian universities. We will now 

focus our discussion only on funding and student support, as it has direct relation to the 

question of whether income-contingent loan scheme could become an effective and viable 

solution in the Ukrainian environment.  
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2.3.1. Ukrainian Higher Education System and its Funding 

Today higher education in Ukraine is provided by the institutions of higher learning of 

four levels of accreditation. Technical and vocational schools, and other institutions equated to 

them belong to the first level of accreditation. Two- and three-year colleges belong to the 

second level of accreditation. Institutes, conservatories, academies, and universities belong to 

the third and fourth levels of accreditation depending on courses provided. In total, there are 

979 tertiary institutions in Ukraine: 664 of them belong to the first and second levels of 

accreditation (out of which 593 are public, and 71 are private). Approximately 530 thousand 

students attend these institutions; there are 315 institutions that belong to the third and fourth 

levels of accreditation (out of which 223 are public, and 92 are private) with some 1.400 

thousand students attending these institutions (Ministry of Education of Ukraine, 2007). 

Higher education institutions provide degrees (or qualification levels) of Junior Specialist, 

Bachelor, Specialist, and Master.  

As mentioned above, since the collapse of the Soviet Union, most industries in Ukraine 

either slowed down or stopped altogether, leading to sharp fall in tax revenues. This was 

exacerbated by a decline in “payments discipline” associated with the collapse of the former 

system of tax collection, which operated as part of the central planning mechanism (Hare, 

1997). In the time of falling revenues, a number of demands upon the public budget has 

increased, including support for the growing group of the unemployed and those in need of 

health care. Thus, higher education budget came under great pressure. Inflation and 

liberalization of prices of 1990s significantly worsened the situation for the institutions of 

higher learning; they could hardly compensate their staff and deal with recurrent costs (Hare, 

1997). While the situation came under control in early 2000s, it had a devastating impact on 

the functioning of higher education system.  

In January 2002 the second president of Ukraine, Leonid Kuchma, finally signed the law 

“On Higher Education”, which defined major concepts and working relations within the 

system of higher education. The following is of interest to us in the context of this work’s 

research question: 

1. The state, in the face of relative administrative organs, is still responsible for defining 

directions of development and standards of higher education; the state is also 
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responsible for setting up levels of financial compensation for academics; finally, the 

state has the right to set up the percentage of budget to be allocated to universities, and 

to set up the funding limits for purchasing university equipment ( these limits are 

supposed to be similar for all higher education establishments of similar status, level of 

accreditation, and type).  

2. Higher education establishments own all the buildings and equipment on their territory; 

this property can be used for commercial activities, the revenues from which belong to 

the specific higher education establishment, and is supposed to be used for “relevant 

activities” , including “social support” of its academic and administrative personnel 

and students. Higher education establishments have the right to take bank credits.  

3. The state is responsible for funding of public higher education establishments. Owners 

of private higher education establishments are fully responsible for their funding.  

4. All Ukrainian citizens are entitled to free education at public higher education 

establishments. Anyhow, public higher education establishments are allowed to admit 

and charge for education those students, who did not meet the minimum entrance 

criteria. In this case, tuition fee is set for the entire length of studies, but is recalculated 

every academic year in accordance with the current level of inflation.  

5. Those students, who met the minimum entrance criteria, and who continue to show 

satisfactory academic performance in the course of their studies, are entitled to state-

funded scholarships. We will elaborate on the issue of student support system further 

below. 

As we see from this excerpt from the law “On Higher Education”, higher education 

establishments were allowed to diversify their sources of funding. However, at the present 

time there are no clear, trustworthy statistical data available to the external audience regarding 

the amount and “destination’ of revenues, which come from the sources other than 

government. There is a widespread, unofficial statement, that only part of these revenues is 

used for higher education purposes (Hare, 1997).  Moreover, according to Hare, the existing 

tax regime encourages institutions to hide some of their additional revenues, with the result 

that the amounts of non-governmental funds of higher education institutions, reflected in their 

financial statements, are underestimates.  
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Another issue, which makes it difficult to assess the total amount of higher education 

expenditures in Ukraine, is unavailability of precise statistical data on private higher education 

institutions. Private sector in higher education appeared soon after the proclamation of 

independence of Ukraine, and in the next several years their number has been growing rapidly, 

thus showing the potential to fill the gaps in higher education (Stetar and Stocker, 1997). 

These new institutions were first to respond to the changing needs of society, first of all, 

through the reformed curriculum. Anyhow, financial viability of private sector has been 

threatened from the very beginning of its existence. Ukrainian government classifies all 

private higher education institutions as for-profit, and taxes their income (including tuition, 

other fees, and grants) at a rate of about seventy percent. On top of these onerous taxes, private 

institutions need to support their daily operations.  As it is clear from the excerpt from the law 

“On Higher Education”, quoted above, there is no direct financial support for private higher 

education establishments from the national government. It is within this context that the initial 

surge in the development of private higher education is rapidly giving way to financial 

realities (Stetar and Stocker, 1997).  

Now, the government spending on education has grown lately in comparison with the early 

years of independence. While total spending on higher education as a percentage of Gross 

Domestic Product (GDP) was less than one percent during 1990s ( 0.8 % in 1992, 0.5 % in 

1993, and 0.7 % in 1994), it has grown together with the growth of total spending on 

education in general in 2000s ( 4.2% in 2000, 4.6% in 2004) ( Hare, 1997; World Bank, 2005). 

According to the World Bank Report 2005, public expenditure per student22 in Ukraine has 

also grown in comparison to the early years of independence (1.8% in 1985, 24.7% in 1990, 

22.4% in 1995, 36.4% in 2000, and 27.1 in 2004). The numbers of students, enrolled in higher 

education programs, has also grown; while in 1985 the gross enrolment ratio23 constituted 

46.8%, in 2004 the number increased to 65.5% (48.1% in 1990, 41.7% in 1995, 49.5% in 

2000) (World Bank, 2005). While the government spending on education (and higher 

                                                 
22 Public expenditure per student, as defined by the World Bank, is public current spending on education divided by the number of students 

by level, as a percentage of gross domestic products (GDP) per capita (World Bank, 2005). 
23 Gross enrolment ratio, as defined by the World Bank, is the ratio of total enrolment, regardless of age, to the population of thee age group 

that officially corresponds to the level of education shown (World Bank, 2005). 
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education) has grown over the last years, it still legs way behind the level of spending in the 

developed countries, given the difference between Ukraine and those countries in GDP (for 

example, 4.9% in Australia; 8.5% in Denmark; 6.4% in Finland; 5.1% in the Netherlands; 

7.6% in Norway; 5.7% in USA). No doubt, continuing economic crisis and political instability 

are responsible for the inadequate funding of higher education establishments. At the same 

time, this trend reflects a certain policy (or lack of such) of the government, which much be 

changed, if the higher education sector in Ukraine is to function well in the future (Hare, 

1997). 

The discussion of the current student support system, which follows, is the last chapter 

before we proceed with the analysis of applicability of ICL to Ukrainian realities.  
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2.3.2. Student Support System in Ukraine 

Soviet-type student support system was a part of the heavy heritage that Ukraine has 

inherited from the Soviet Union. In brief, the system of scholarships in the Soviet Union 

covered entire student population and was aimed at providing most of the students with equal 

modest financial support that was enough to pay for some small personal expenses and food at 

the highly subsidized student cafeterias (given that dormitories were provided for free and 

public transportation was also highly subsidized). Students that showed exceptional academic 

performance received higher scholarships. 

The 2002 law “On Higher Education” officially continued the old Soviet policy in the 

area of higher education. According to it, all students, enrolled in the public higher education 

institutions, with satisfactory academic performance (semester average “B” or higher), are 

entitled to scholarships “in amount no less than two non-taxable minimal incomes” (Law “On 

Education”, 2002). Now, while there is no clear explanation of the term “non-taxable minimal 

income” and what it translates to in financial terms, there are other definitions of student 

scholarships, available in 2005 government brochure on this matter. According to it, out of 

approximately one million students in Ukraine, who are enrolled in higher education courses 

in public institutions, about six hundred thousand students receive academic scholarships. This 

brochure defines the amount of scholarship in relation to the poverty level. Thus, the amount 

of scholarship awarded to students of two-year colleges and polytechnics constitutes twenty-

fiver percent of current poverty level, and the amount of scholarship awarded to those at four-

year institutes and universities constitutes thirty percent of poverty level.  As mentioned 

above, academic scholarship is awarded on the basis of academic merit. Straight A-students 

receive scholarships in the amount of fifty percent of the poverty level. There is also a number 

of social scholarships, which are awarded on the basis of need to the following categories of 

students: orphans; those impacted by the consequences of Chornobyl explosion; students of 

low-income background; handicap students; and married students with families. Besides, 

according to the website of the Ministry of Science and Education of Ukraine, there are other 

kinds of academic merit-based scholarships: “presidential” scholarships, “governmental” 

scholarships, “ministerial” scholarships; and scholarships, initiated by prominent scholars and 

statesman. This looks like a rather developed net of student support. Unfortunately, despite our 
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extensive academic experience in Ukraine and active student position, we had no previous 

knowledge any of the above scholarships exist. Our research on this subject on the websites of 

the Ministry of Education of Ukraine, Ministry of Finance, and Ukrainian Government, 

yielded no information about the procedures of awarding mentioned above scholarships, nor 

about control over funds, allocated to those scholarships. It is, of course, very difficult to 

prove, but it might be the case that either not all scholarship money is actually spent on the 

scholarships, or that those scholarships target an elite group of students (“elite” here does not 

refer to the intellectual elite). This is, again, is a hypothetical assumption; the fact is that no 

information is available about functioning of those generous scholarships.  

Going back to the student support system that everybody has access to, it should be 

mentioned, that it was absolutely logical in the Soviet society, which lived according to the 

rules of Marxist-Leninist ideology, according to which no tuition fees were ever allowed, and 

education was funded solely from the state budget. This is no longer true in independent 

Ukraine. Private universities, which appeared early in the 1990s, immediately introduced 

tuition fees in order to supplement their budgets, as they did not receive any financial support 

from the Government (Hare, 1997; Law “On Ukrainian Higher Education”, 2002). After it 

was clear that functioning of public universities was severely undermined by inadequate 

government funding, the state allowed public universities to admit and charge tuition fees of 

those students, who did not meet admission criteria (that is, who failed entrance examinations) 

(Hare, 1997; Law “On Ukrainian Higher Education”, 2002). It would make the subject of 

another thesis to analyze how this new admission regulation was and is manipulated by the 

universities, how it provides for corruption within universities, and what dire consequences it 

implies for the quality, status, and future of education in Ukraine. We mentioned this issues 

only briefly here, as it is beyond the limits of this work. 

Anyhow, the concept of cost-sharing was literally forced upon Ukrainian students and 

their parents. Now, there are two important issues in relation to this statement.  

First, we use the verb “forced”, because it has not been long enough after the collapse 

of the USSR for the Ukrainian people to get rid of the tradition of expecting “everything 

subsidized”. There is no clear, loud public discussion of cost-sharing in the Ukrainian society. 

It is out firm personal believe that introduction of uniform, realistic tuition fee would have 
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more positive outcomes than negative ( the most important being that it would definitely help 

fighting corruption among university professors and administrators, responsible for the 

admissions process; as it is a common knowledge in Ukraine that a perspective student should 

either give a bribe to be admitted to the “government budget” group, or pay slightly bigger, 

official amount in tuition in “contract” group).  There are not many Western researchers, who 

examined the issue of cost-sharing on post-communist countries, but those who did (notably, 

Hare, 1997; Barr, 2005) suggest that uniform introduction of cost-sharing in most of post-

communist and other Eastern European countries, is inevitable, and, probably, desirable. There 

is also general agreement that introduction of uniform tuition fee might deter access to higher 

education for those from poorer background. But in the Ukrainian context (See discussion on 

the process of transition) the access of the poor has already been deferred by the manipulated 

nature of the admission processes. That is, those students, who are most likely to get 

“government budget” places in public universities, are those, who can afford to pay for private 

tutor and to pay for the admission (Coupe, 2006).  Unfortunately, there is no official statistics 

available on the subject of the composition of student body (in terms of financial standing) at 

both public and private universities. Thus, the only thing to rely on is our personal knowledge 

and student experience in Ukraine, as well as second-hand experience of Western researchers 

(Hare, 1991; Coupe, 2006).  

Second, according to the statistics, published on the website of the Ukrainian Ministry 

of Education, out of 2.7 million students, enrolled in higher education programs in Ukraine in 

2005, only 1.02 million study for “free” ( that is, in the “government budget” groups). The 

majority of Ukrainian students (about 1.7 million, which is 63% of total student population in 

Ukraine) do pay tuition fee now. Besides, the amount of the tuition fees is determined by each 

higher education institution (Hare, 1997). The law “On Higher Education” does not mention 

any cap or limit to be imposed on tuition fee at both private and public universities.  

According to the analysis of available relevant information on the websites of the 

biggest Ukrainian universities, tuition fees for the full-time Bachelor degree are currently in 

range from 350 (Art) to 1300 (English), 1800 (Dentistry), 2100 (Forestry) in US dollars; fees 

for full-time Master’s degree are in range from 650 (Art) to 1500 (Law, Government Policy, 

English); fees for similar degrees but part-time are up to sixty percent less than full-time; fees 
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for foreign students are nearly uniform for all majors and range from 2000 to 2500 in US 

dollars. While the above amounts might not seem too high for the Western students, they are 

definitely high for an average Ukrainian student, given the fact that the current minimum wage 

(which also coincides with the poverty line) is approximately one hundred in US dollars. It 

should also be emphasized again that self-financing (“contract”) students at public universities 

and students in private universities do not receive any financial support from the Ukrainian 

government on the regular basis, as it is stated in the law “On Higher Education” that only 

state-funded students are eligible for monthly student scholarships (Law “On Higher 

Education”, 2002). To the best of our knowledge and research done in this field, there is no 

organized, private alternative to this government-funded student support system. Lately, 

Ukrainian newspaper Kyiv Post reported about several initiatives in this filed by notorious 

Ukrainian oligarchs, namely Viktor Pinchuk, former member of the Ukrainian parliament, and, 

conveniently, the second richest man in Ukraine (Kyiv Post, from March 07, 2007). But again, 

very little information is available on the structure of the scholarship; and information 

available makes one consider this effort episodic.  

Thus, on the one hand we have a student scholarship in the amount of twenty-

five/thirty US dollars, awarded to all the students, whose education is funded by the state. On 

the other hand, we have self-financing (“contract”) students in public and private universities 

(which is sixty-three percent of the entire student population), who are not eligible for the 

government student support. In our opinion, there is no doubt that the current system of 

student support is absolutely ineffective, serves no purpose, and is merely an atavism from the 

Soviet times. Clearly, it has to be reformed to target a larger group of students and much more 

effectively. It is a generally accepted fact, that for the student support system to be most 

effective it should be diverse; that is, it should offer a scope of both need- and merit-based 

scholarships, grants, and loans to reach the maximum of those students, who need support.  

As far as loans for education are concerned, our research showed that at least 

Ukrainian politicians are familiar with this concept. In the archives of the Ukrainian 

government portal online, in the section “For Ukrainian Citizens” – “Education” – “Student 

Loans”, there is the law #200 from June 13, 2000, by which the Ukrainian parliament ratified 

the provision of funds for long-term, subsidized student loans. In fact this version is the 
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supplement to the original law (#2998-XII) of the similar content, ratified in May 02, 1993.  

The law provides the loans should be available to full-time and part-time students, enrolled in 

higher education establishments, regardless of their form of ownership. The maximum size of 

loan is to be adjusted every academic year in accordance with the average size of tuition fees 

at either public or accredited private higher education establishment. The Ministry of 

Education and Science, as well as related regional authorities, are responsible for the initial 

administration of the loan. The same authorities are responsible for tentatively sharing the 

budget money between higher education establishments according to pre-calculated number of 

professionals needed (old element of Soviet man-power planning) and actual loan applicants. 

Perspective student in need of financial support first has to apply to relative regional 

educational authorities. Then, s/he is supposed to submit their loan approval certificate 

together with he rest of documents for admission to a higher education establishment. In the 

case of entrance examination failure, unused loan application and loan itself are available for 

other students in need.  

As far as loan repayment goes, the maximum repayment period is fifteen years. Thus, a 

borrower should repay one-fifteenth of loan every year, plus interest. The law says, the student 

loan interest is highly subsidized by the government and constitutes three percent per year. 

There is a grace period of one year for those students, who successfully complete their studies. 

Those students, who drop out, are entitled to the maximum grace period of three months.  

Higher education establishments are responsible for loan collection. Once a repayment has 

been collected, institutes and universities are allowed three days to transfer the money to the 

account of either Ministry of Education and Science, or related regional educational authority.  

The law does not specify any specific financial incentive for borrowers to repay the loan 

sooner than in fifteen years. On the other hand, it does provide for a number of cases, when the 

repayment period is increased. These cases encompass the period of army service and 

maternity leave (provided a child is younger than three years old). The loan and interest are 

forgiven in the event of a borrower’s death, severe disability, or no less than five consequent 

years of professional service in the rural location. This loan scheme has most features of 

income contingent loan, it only lacks contingency upon income of graduates.  
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According to the official internet portal of the Government of Ukraine, this 

government-subsidized loan scheme has been in place since May 1993, and later was just 

slightly modified. However, despite fourteen-year period of its existence, there is absolutely 

no information about its viability and outcomes on the official websites of the Ministry of 

Education and Science (which is, according to the law, supposed to be responsible for the loan 

provision), nor on the websites of the biggest Ukrainian universities (those that do have 

websites – see the list of the Ukrainian universities and their websites in Appendix 1). It also 

turned out that none of these universities has financial aid services or any similar office that 

would perform the function of dissemination of knowledge on alternative scholarships and 

loans. 

Another piece of information on the subject of student loans, which we found on the 

official online portal of the Ukrainian Government in the same section “For Ukrainian 

Citizens” – ‘Education” – “Student Loans”, is related to the commercial loans. It is stated that 

all commercial banks in Ukraine approach an application for a student loan individually. Most 

of the banks would require a cosigner, an individual with a certain financial standing, who 

guarantees the repayment of the loan in the case of the borrower’s default. Most of the banks 

would also require fixed assets as collateral. According to the information, published on the 

Government’s portal, total maximum size of the student loan, provided by commercial banks 

in Ukraine, is approximately two thousand in American dollars (ten thousand in Ukrainian 

currency, hryvna), while repayment period ranges from one to five years. This posting 

provides no information about the level of interest that commercial banks charge on student 

loans. According to Coupe, many banks have interest rate of over twenty percent a year 

(Coupe, 2006). In order to clarify this issue, we conducted extensive research of the services 

provided by the biggest commercial banks in Ukraine (see the list of banks and their websites 

in Appendix 2). Our research showed that, while readily providing loans for the purchase of 

accommodation or means of transportation, commercial banks provide no information on their 

websites regarding administration and conditions on student loans. While this does not 

necessarily mean that none of them provides this type of loan, it clearly shows lack of demand 

for it. 
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We believe that the above picture of the student support system in Ukraine is as 

complete as it is allowed by the data from the official Government sources. We argue the 

system as it is now abounds with contradictions: it exists apart from the reality of tuition fees, 

it targets the wrong group of students, and the size of scholarships it provides is closer to 

“pocket money” than any meaningful support. Government scholarships, available to state-

funded students only, constitute some thirty percent from the minimum wage and poverty line 

( which is equal to approximately one hundred in US dollars), which means that those 

students, who receive them, could not survive without significant material help from their 

parents. The majority of Ukrainian students, on the other hand, do pay tuition fees in the 

amount of 350- 2100 in US dollars per academic year, which is roughly equal to three – 

twenty minimum wages, or to two – ten average nominal wages, provided that average 

nominal wage in February 2007 was 227 in US dollars (Ministry of Economics of Ukraine, 

2007). Ukrainians, who live below poverty line, constitute twenty percent of the total 

population (World Bank, 2005). Unfortunately, the percentage that constitute lower-middle 

and middle-income group is unknown.  

Now, having mentioned the numbers, we do not intend to discuss the normative issue 

of whether the higher education should be paid completely through taxes or not. We simply 

want to emphasize again: de-facto situation, when higher education is no longer “free” for the 

majority of population, demands adequate student support system, aimed at providing access 

for those individuals, who are willing to study, but cannot afford to pay the costs.  

When we started researching this subject, we had no information about the existence of 

the Government law from 1993 that provides for the government-subsidized student loan in 

Ukraine. The fact that this loan has already been designed and is available to students makes 

our mission in this work easier. As far as the design goes, the student loan, provided by the 

Ukrainian government, is very similar to the income contingent loan. Although it does not 

have a feature of contingency upon income, it can be easily built into the original design. What 

troubles us is the fact that, despite its fourteen years of existence, no information on outcomes 

and viability of this loan is available. We believe the case is similar to the one with student 

loans, provided by commercial banks: demand is simply not enough (although, as the numbers 

showed, there are many students in need of financial support).   
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In the next chapter we will analyze possible reasons for such a situation, basing our 

judgment on the international experiences with income contingent loans, analyzed in the 

beginning, and specific political, economic, social, and institutional conditions, that exist in 

Ukraine.  
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2.4. What has gone wrong with the Ukrainian student loan scheme? Comparative 

Analysis of the Ukrainian and Australian Cases 

Our aim in this chapter is to give the most complete (under the circumstances) answer 

to the following question: what has gone wrong with the government-subsidized student loan 

scheme, initiated in 1993 in Ukraine? We believe the best way to start is to compare the data 

(discussed in previous chapters) on Australia and Ukraine. We would like to emphasize again 

that we use Australian example as the reference point, as the ICL scheme there has one of the 

longest histories. Discussions and information on other five cases (New Zealand, the 

Netherlands, the Republic of South Africa, the United States, and Chile) was also used to 

complete the list of preconditions for the implementation of ICL. 
Table3. Preconditions for the implementation of the income-contingent loan scheme: comparison of Australia and 

Ukraine 

Precondition                                                               Country Australia Ukraine

I. Socio-Cultural Preconditions   

1. Tradition of tuition fees in higher education sector Yes No 

2. Broad public recognition and acceptance of cost-sharing 

arguments 

Yes No 

3. Positive public attitude to the concept of loan in general Yes Mostly 

No 

4. No major negative experience/crisis in the national financial 

sphere 

Yes No 

5. No major emigration problem/availability of reliable ways to 

track people 

Yes No 

 

II. Politico-Administrative Preconditions 

  

1. General political stability in the country Yes No 

2. Government’s commitment to reform in higher education sector Yes No 

3. No major problems with corruption  Yes No 

4. Reliable taxation system/ tradition of declaring taxes voluntarily Yes No 
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5. Effective legislative system/ workable legal framework 

surrounding the financial system 

Yes No 

III. Economic Preconditions   

1. Overall healthy economy/developed general level of economic 

relations in the country 

Yes No 

2. Low inflation Yes/3.8% 

(2006) 

No/ 

11.6% 

3. No major problems with poverty/low percentage of people 

below poverty line (PL) 

Yes/data 

not 

available 

No/29%

below 

PL 

4. Low unemployment Yes/4.9% 

(2006) 

No/6.7% 

(2006) 

5. Relatively equitable society/ Gini index (GI) GI 35.2 

(1994) 

GI 28.1 

(2003) 

6. Relatively equitable society/ PSIC 72.6 73.1 

7. Minimum wage US$ 

12.712 

US$ 

1.200 

8. Corruption Perceptions Index 8.7 (#9) 2.8(#99) 

IV. Higher Education Sector Preconditions   

1. Recognition of higher education/university administration of the 

need (if any) to adjust current system of student support to the 

outside pressures (growing demand, decreasing public support) 

Yes No 

2. Availability of the network of student financial aid offices Yes No 

3. Availability of human expertise in student financial aid Yes No 

4. Availability of technical/computer equipment for student 

financial aid administrators(communication, databases) 

Yes No 

5. No major problems with corruption inside higher education 

institutions/ financial aid administrators, responsible for the 

dissemination of loan information and loan admission processes 

Yes No 
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Simple comparative analysis of the information in the Table 3 results in the following 

conclusion: Ukrainian social, political, economic, and higher education environment is not yet 

compatible with the major preconditions for the implementation and viability of the ICL 

scheme. Such a strict verdict requires further elaboration.  

 

Socio-Cultural Environment 

As far as the socio-cultural preconditions go, Ukrainian case is definitely complex. On 

the one hand, more than half of Ukrainian students pay tuition in the current dual-track tuition 

system. Those students do not receive any meaningful financial support. We do know now that 

there was a government initiative in 1993 aimed at providing students with subsidized loans. 

This initiative basically failed. We believe this failure can be partially explained by the fact 

that the absolute majority of the Ukrainian society is still uninformed of the number of 

students that already pay tuition fees and, consequently, of the urgent need to reform the 

current student support in form off tiny monthly stipends to all students. Student loan cannot 

be successfully implemented in the society unfamiliar with even its concept per se, unless the 

majority of its potential recipients clearly understand and accept the reasons for its 

implementation. It is possible to assume that in the public mind higher education in Ukraine is 

still seen as “free” (again, despite of the fact that 63% of students do pay tuition fees), which 

means that the public might not accept cost-sharing arguments, and might not consider a 

student loan necessary.  It has been just sixteen years since the collapse of the Soviet Union. 

Thus, most of the living Ukrainians grew up in the system, where the government provision of 

“free” higher education was taken for granted by everyone. Although the majority of the 

Ukrainian population was highly critical of the communist system and ideology as a whole, 

“free” provision of higher education is normally considered as one the few positive 

characteristics of the former regime. It will definitely take time and effort by higher education 

authorities and national leaders before the majority of the Ukrainians get involved in the 

informed discussion around the cost-sharing arguments ( not to mentioned accept them), and 

truly understand the need to reform the current system of student support. This statement is 

validated  by the fact that many Ukrainians still consider private, “paid” higher education of 

necessarily low quality ( as the requirement to pay for higher education is immediately 
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associated with the profit for its providers, and this-profit- comes in conflict with the soviet 

principle of “free” higher education for everyone).  

The same is true about the positive attitude to the concept of loan in general. During 

the Soviet times there no need to borrow any significant amount of money (as accommodation 

was provided by the state, education was free, and individuals could not own personal 

automobiles for most of the Soviet history), neither was there a developed bank industry. 

Consequently, there was no experience with borrowing, and the concept of loan is still a 

novelty for many Ukrainians. Besides, during perestroika years there were several major 

scandals around the first private investment banking initiatives. Thus, in 1989 there appeared a 

private company “MMM” (after the initials of its founders) that among other things managed 

to attract money from private investors, promising annual returns of up to one thousand 

percent. In mid-1993 the company started building a financial pyramid, by promising higher 

returns to those of investors, who brought in more new members. Most of the company’s 

success came from its aggressive advertisement campaign on television, which happened to be 

the first major advertisement campaign on the post-Soviet television. The general public, 

already exposed to the consequences of the economic and political collapse and lacking any 

experience of financial investment, was attracted to the promises of “easy” and high returns. 

Between two to five million people “invested” in MMM, according to official estimates. In 

1994 the police closed the offices of MMM for tax evasion; the company was officially 

proclaimed bankrupt, owing from 50 million to 1.5 billion in US dollars to its “investors”. In 

the aftermath at least fifty investors, having lost all their money, committed suicide (Moscow 

Times Newspaper, 199424). Although this case had nothing to do with the concept of loans per 

se, the negative impact it had on the attitude of post-soviet masses towards private financial 

initiatives is hard to overestimate.  

Finally, there is a major problem with illegal emigration of Ukrainians. According to 

official statistics, currently there are about seven millions of Ukrainians (with permanent place 

of living in Ukraine) employed abroad (Government of Ukraine Internet Portal, 2007). Many 

of young Ukrainians, unsatisfied with the current economic and political situation in the 

country, use any opportunity to emigrate. Such a situation does not promise a favorable 
                                                 
24 Reference from Moscow Times Newspaper, Mavrodi Gets Three Years in Prison, February 14, 2003, pp.3. 
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prognosis neither for the repayments on the hypothetical ICL scheme, nor for any other type of 

student loan, unless attractive incentives are developed to motivate graduates to stay in the 

country.  

 

Politico-Administrative and Economic Environment 

As far as politico-administrative preconditions go, political situation in Ukraine has 

been further destabilized by the recent confrontation between the President and the Parliament 

(represented by the Prime Minister). Many believe this represents a larger confrontation of 

business and personal interests of several elite groups. As we discussed in the section on 

Ukrainian economy, current elite groups in Ukraine are often associated with the communist 

nomenklatura that managed not only to keep their power, but also to profit on privatization of 

the state enterprises. Ukrainian score on the Corruption Perceptions Index list (2.8, while the 

score of 10.0 means no corruption) testifies to the pervasiveness of corruption in all Ukrainian 

spheres of life and institutions, including politics, business, and tax system. The work and 

structure of the latter is apparently not effective and needs to be reformed, as roughly thirty 

percent of all business activities in Ukraine remains beyond its reach (Ministry of Economics 

of Ukraine, 2007). This, along with high inflation rate, one-third of population below the 

national poverty line (minimum wage level in Ukraine toughly corresponds to the poverty 

line), relatively high unemployment rates ( as discussed in the section on Ukrainian economy, 

according to the International Labor Organization, statistics on unemployment, provided by 

Ukrainian authorities, do not properly reflect the Ukrainian reality, and unofficial 

unemployment rate there is much higher than the official one due to poor system of 

registration of unemployed workers) contributes to the currently “unhealthy” state of 

Ukrainian economy and economic relations among Ukrainians. Clearly, such a situation would 

be a risk factor for the ICL (or the existing loan scheme) in terms of potentially high rate of 

default on loan repayments, on the one hand, and lack of demand, as students would not feel 

secure about the level of their future employability, and, consequently, financial ability to 

repay their student loans. Ukrainian score on Gini index scale and PSIC scale characterizes 

Ukraine as a relatively equal society. While the reality might be slightly different ( and 

increasingly so in the future, as younger generations adapt to market economy, while older 
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generations do not), it is important to remember that Gini index and PSIC indicator 

characterize the equality of income distribution, not the level of income and life. It is possible 

to talk of the society, in which the majority of members are equally poor.  

 

Higher Education Environment 

As far as the higher education sector preconditions are concerned, it goes without 

saying that the current system of student support in Ukraine is outdated and does not really 

provide any meaningful support for any group of students. Do higher education authorities and 

students themselves understand this? There is no statistics available on this issue, but even if 

the answer is “yes”, they (authorities and students) did not express their understanding in any 

organized movement or lobbying for the reformation of the student support system. The only 

noticeable change within the student support system was the increase in the amount of 

monthly student stipends, which, anyhow, failed to correspond to high levels of inflation in 

Ukraine and, thus, provided little meaningful support to students. 

In our opinion, all of the above issues played their role in the fact that the first 

government-subsidized student loan scheme of 1993 never really took off. These issues would 

have had the same negative impact should the loan in question had the income contingency 

option. Yet, we believe that it was lack of expertise on student financial aid, unavailability 

of student financial aid offices, and, consequently, lack of information, that created a 

major obstacle for the existing student loan scheme in Ukraine. As the American example 

showed, unavailability of information or its distortion can have a major negative impact on the 

image of the loan scheme even in the country with the long tradition of professional expertise 

in the area of student support.  

So what does all this mean for the future of the student support system in Ukraine? We 

believe it is beyond any doubt that it cannot continue to exist in the current form. Its reform 

would, of course, be most successful if accompanied by the major structural reform of the 

higher education sector (including a change in the approach to the tuition fees) and 

stabilization of political situation, which would allow Ukrainian politicians to concentrate on 

their direct responsibilities instead of fighting for power. But even without these necessary 

concomitant measures, it would not be wise to give up on the development of the existing loan 
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scheme. While economists and higher education professionals might consider introducing 

changes to its original design, the first thing to be done, in our opinion, is to stat training future 

financial aid professionals and to set up a network of financial aid offices in order to 

disseminate information among students. 

While the overall conditions in Ukraine might not be favorable for the implementation 

of the ICL loan at this point in time (unstable political situation, problems within the taxation 

system and high percentage of emigration among young people, pervasive corruption, and 

unavailability of network of realistic information dissemination on current state of things in 

higher education, cost-sharing, and student loans), international experiences of the reformation 

of student support system could be used as guidelines. In particular, Chinese experience might 

provide valuable information for the Ukrainian higher education authorities in terms of coping 

with the problems of higher education funding and student support system.  

Despite a number of differences between two countries, China, as Ukraine, is also a 

developing country with communist past and significant economic and educational differences 

between its rural and urban population. Chin experienced the rule of hard-line communists 

from 1949 to 1978. After 1978, following the end of the Cultural Revolution, the Chinese 

people also had to deal with the consequences of the planned economy, which no longer 

worked for China (Shen and Li, 2003).  In China, during the communist regime and planned 

economy, higher education was also “free” to all students, who, as graduates later on, were 

assigned to workplaces, where most of them stayed till the end of their professional life (Li 

and Bray, 1992). The wages of all workers were regulated by the government, as it was the 

case in the USSR. Thus, the private monetary benefits of higher education were so few, that 

there was no question about charging tuition fees. However, the process of economic transition 

has led to a number of significant changes in the Chinese society. One of them was the impact 

of labor market demand and supply on the increase in private monetary returns on higher 

education degrees. Although still low against the world average, the private monetary benefits 

on higher education in China continue to grow. This, together with the increased demand for 

higher education, and consequent budget problems, forced the Chinese government to explore 

other sources of higher education funding (Shen and Li, 2003). Thus, in 1985 the government 

issued the law, which allowed Chinese higher education institutions “to enroll a small number 
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of self-supporting students, who would pay tuition ad dormitory fees” (Shen and Li, 2003). 

This document allowed a dual-track system of public-supported and self-supported higher 

education students (the situation similar to the one in the Ukrainian higher education system 

now). However, the State Education Commission of China proposed a one-track, uniform 

tuition policy for all higher education students in 1992. According to the 1995 Chinese Law on 

Education, public education expenditures remained the major source of higher education 

funding, but funds were also allowed to be raised from non-public sources though the 

mechanisms of cost-sharing, and involvement of different private organizations and businesses 

(Shen and Li, 2003). By 1997 all higher education institutions introduced tuition and board 

fees. As it is estimated by Shen and Li, roughly 25 percent of total higher education costs are 

shared by students and their parents at present in China (Shen and Li, 2003). As tuition 

continues to grow year by year (in 1999, tuition cost as a proportion of GDP per capita 

reached 42.4 percent, and tuition cost as a proportion of disposable income per urban resident 

was 47.3 percent, while tuition cost as a proportion of net income per rural resident even 

exceeded 100 percent and reached 125.3 percent), measures have been taken to support 

students financially and protect access for those of low-income background (Shen and Li, 

2003; Li and Min, 2001).  

Currently, there are five major forms of student financial aid in China, including 

grants, scholarships, work-study, tuition waivers, and student loans. The State Grant 

Foundation of China awards grants for living expanses to 45 thousand of students, who proved 

their financial need. Besides the grant money for living expenses, these students are also 

exempt from tuition fees for the same year (Shen and Li, 2003). The grant system was initiated 

in September 2002 (Liu and Lan, 2002). Merit-based scholarships are awarded to 

academically successful students from institutional budgets. The system of scholarships faces 

to major problems: as scholarships are funded by institutions themselves, the latter have little 

incentive to increase the amount of scholarships awarded; as the scholarships are merit-based, 

the proportion of recipients from upper or middle-income families is much higher than those 

from low-income families, as the former have more access to high quality secondary education 

(Shen and Li, 2003). Since 1994, the State Education Commission together with regional 

authorities has made effort to provide funds and create work places for students. But the rising 
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unemployment ratio in China and increased competition among workers make the process of 

finding a job more difficult for students now. As far as tuition-waiver program goes, up to 

2.080 freshmen from underdeveloped Western regions of China receive financial assistance ( 

which lasts for the course of their undergraduate studies) and waivers for half of their tuition 

(since 2002 students in this category are exempted from tuition) (Shen and Li, 2003). All of 

the above means of financial support would be still not enough to minimize possible negative 

impact on access to higher education for poor students. Therefore, in 1999 the Chinese 

government introduced two major loan schemes: General-Commercial Student Loan Scheme 

(GCSLS) and the Government-Subsidized Student Loan Scheme (GSSLS). GCSLS targets all 

higher education students or their parents. It is operated by the commercial banks and credit 

corporative unions on their conditions and at commercial interest rates, with the necessary 

demand of collateral and co-signor. GSSLS targets low-income students enrolled at public 

institutions. GSSLS is operated by four state-owned banks and half of the interest rate on this 

loan is subsidized by the government. Also, no collateral or co-signor is required for GSSLS. 

According to Shen and Li, it is possible that GCSLS will eventually decline in scope, as its 

conditions cannot be satisfied by most poor students. The government is constantly involved 

with the improvement of GSSLS, and it is believed that the latter will continue to grow in size 

(Shen and Li, 2003).  

Having included the example of China, we do not intend to say that it should copied by 

the Ukrainian higher education authorities because of some similarities between the Chinese 

and Ukrainian historic backgrounds. China is just one of many countries, whose experience in 

the area of student financial aid reform could be useful for Ukraine.  

As far as the 1993 government-subsidized student loan scheme in Ukraine is        

concerned, we believe it has failed because the number of conditions (summarized in Table 3), 

which are necessary for its development, were not in place. While the income-contingent 

element could be easily built into this loan, this measure by itself would not revive the failed 

scheme. Government-subsidized student loan with income contingency could be effective as a 

part of a bigger financial aid package. Before such package could be developed, major reforms 

within higher education sector should be considered, and broader public should be made aware 

and take part in the discussion of these reforms.  
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Conclusions and Suggestions for Further Research   

 

Thesis Overview and Major Findings 

The major bulk of research, conducted for the purpose of this thesis, was aimed at the 

analysis of whether the income-contingent loan scheme could be an appropriate option for the 

potential reform of student support system in Ukraine, and whether it could be properly 

implemented under the current political, economic, and social conditions, as well as specific 

conditions that exist in Ukrainian higher education sector. The following research questions 

guided this analysis: 

1. What are the forces behind the growing visibility and popularity of ICL? 

2. What are the most important preconditions for the implementation and further viability 

of ICL? 

3. Can ICL be considered an option in the current Ukrainian context? 

In order to approach the research questions, first the income-contingent loan background and 

major parameters of its design have been analyzed. Also, six international experiences 

(Australia, New Zealand, the Netherlands, the Republic of South Africa, the United States of 

America, and Chile) with the income-contingent loan have been discussed in some detail. The 

choice of countries was random, depending only on the availability of information and 

necessity to discuss both positive and negative experiences. In Australia, New Zealand, the 

Netherlands, and the Republic of South Africa experiences with the ICL scheme are 

considered generally positive, as the scheme there continues to meet its original goal and 

remains mostly sustainable. The Australian experience was given more space and weight in 

this work, as the ICL in this country has been the most studied and often used as a model 

because of its relative longevity and overall positive results. Besides the discussion around the 

Australian ICL scheme per se, a brief overview of the state of things in Australian politics and 

economy was provided, as the latter two clearly have an impact on the performance of the ICL 

scheme.  Supplemented by the knowledge from the other five cases, the Australian experience 

was used as a reference point for developing a list of preconditions for the implementation of 

ICL. The list was developed along social, political, economic, and higher education lines. It 

was to be used as a tool for the exploration of our major research question: whether or not ICL 
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could be a workable option for the potential reform of the higher education student support 

system in Ukraine.  

          As Ukraine has not yet completed the process of transition from the former command 

economy and totalitarianism to market economy and democracy, we found it necessary to 

discuss its former system in order to analyze the way its institutions function today. Thus, big 

part of this work was devoted to the analysis of those aspects of life in communist and post-

communist Ukraine, which would have an immediate influence on any reform within the 

system of student support. Besides, understanding of the Ukrainian society would also help to 

estimated chances of the reform, aimed at implementing ICL, getting enough public support.  

          One of our most important findings was the government document on the initiation of 

the government-subsidized student loan in Ukraine in 1993. However, no record on the 

outcomes of this loan could be found neither in the online archive of the Ukrainian 

government, nor on the official websites of most of the Ukrainian universities. The only 

possible conclusion that could be made was that the government-subsidized student loan 

initiative failed without reaching any significant number of students. This finding has slightly 

changed our research question from whether the ICL scheme could be implemented properly 

in Ukraine to exploring the reasons for the failure of the 1993 government project. Although 

the loan project in question did not have the element of income-contingency, it was the only 

feature that made it differ from the typical ICL design. Thus, it was possible for us to proceed 

with our initial idea of measuring the conditions, existing in Ukraine at the moment, against 

the list of preconditions, necessary for the implementation of the ICL, developed earlier in this 

work. Australian data was also used for the purpose of comparison.  

          Overall, the major findings of this work are the following: 

          First, increased interest and implementation of various cost-sharing mechanisms around 

the world is one of the major forces behind the recent visibility and interest in ICL. While the 

politics of cost sharing is, basically, a mixture of different priorities, ideologies, self-interest, 

trust (or its absence) in government, and belief in the capacity of government to implement 

policy effectively (Johnstone, 2003), it is the fact of life that different forms of cost-sharing 

are getting more and more popular with governments throughout the world, although some 

might show more interest and enthusiasm than other. It is also the fact of life that, for many 
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different reasons, higher education share in government budgets is getting smaller, and there is 

no reason to think this tendency is going to reverse in the foreseeable future. Ukraine is no 

exception. 

          Second, higher education underfunding is the most compelling argument in support of 

cost-sharing. The overview of six different ICL schemes showed that the aim of 

supplementing institutional budgets is common to all the schemes reviewed (although it might 

not be stated as the main one). This is no coincidence, since the very concept of ICL promises 

more convenient repayments, which should, at least, theoretically, contribute to the popularity 

of this type of loan.  

          Third, it does not seem to be realistic to represent ICL as the scheme, universally 

applicable to all environments. The growing body of research, as well as the overview of 

several international experiences with ICL in this work, proves that there is a number of social, 

political, economic conditions, which should exist for the ICL scheme to be embraced and 

implemented, and remain effective25.  

          Fourth, most of these necessary conditions do not yet exist in Ukraine. This confirms 

our initial hypothesis. 

          Therefore, it would have been a mistake to attempt to implement ICL on the national 

scale. The failure of the 1993 government project, providing students with the subsidized loan, 

proves the fact. Although it is impossible to name specific reasons of its failure without 

detailed research of this particular scheme, we believe it was mostly lack of political 

commitment and uninformed and unprepared society that lead to the “lack” of demand. It 

would be hard to come up with the definite prognosis for the political stabilization and growth 

in political commitment to reform of student support system in Ukraine. But the crux of the 

matter is that there are already 63 percent of tertiary students who do pay tuition fees, which 

means that demand for financial support is there. While higher education institutions cannot 

influence the political situation directly, they can influence the level and quality of 

information, available to general public, on this new option of financial support. One way of 

doing this would be through the trained personnel and the network of financial aid offices at 

higher education institutions. While this suggestion will not come as a revelation to the 
                                                 
25 Find the list of ICL preconditions in the chapter 1.6.  
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Western public, it might be valuable for higher education authorities in Ukraine, where there 

has never been any need in financial aid professional and financial aid offices in the past (and 

consequently, there is no relevant tradition and experience).  

 

Policy Suggestions for the Reform of the Student Support System in Ukraine 

          From the preceding discussion, major policy suggestions for the reform of higher 

education funding and student aid can be summarized in the following points: 

1. As in most other transitional and developing countries, higher education institutions in 

Ukraine need to find ways to supplement their inadequate government revenues with 

financial support from other sources. Given the growing popularity of cost-sharing and 

growth (although slow) of private returns on higher education in Ukraine, cost-sharing 

mechanisms might as well become one source of higher education institutions’ revenue 

supplementation. In fact, the existence of 63 percent of tuition-paying students means 

that cost-sharing has already been implemented in Ukraine. 

2. It might be about time to take measures to educate and involve students and general 

public in the argumentation around cost-sharing. 

3. If the implementation of a single-track up-front realistic tuition fee26 (possibly set up 

by the independent board of professionals) is considered, it should follow the 

implementation of programs of means-tested grants and scholarships, as well as 

generally available student loans. Since 63 per cent of student population in Ukraine 

does pay for their education now, the reform of the student support system should be 

considered regardless of the implementation of a single-track up-front tuition fee. 

4. While ICL cannot be considered (at least in this point in time) as a default repayment 

mode for all student borrowers, it might be one of the options in the loan package, 

especially for borrowers at early stages of their employment and repayment. 

Conventional, mortgage-type, fixed-schedule student loans might constitute another 

                                                 
26 Single-track up-front tuition fee system is more efficient and fair than a dual-track system that discriminates by 

academic merit, which in the country like Ukraine inevitably implies discrimination by social class and region. 

Besides, given the lack of transparency in the admission process in Ukrainian institutions of higher learning, 

dual-track system encourages and provides for corruption.  
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option for Ukrainian students. Should the latter type be considered, it should feature 

special modes for repayment for those borrowers with temporary low earnings or other 

repayment hardships, reasonable repayment terms to make monthly payments 

manageable for all borrowers, a requirement of co-signatory( even in the cases when 

there is no collateral) to exert additional pressure on borrowers, and, necessarily, a 

policy of passport controls on those borrowers, seeking ways to emigrate, and/or 

seeking advanced degrees outside Ukraine (Johnstone, 2004).   

          These are general suggestions that stem from the discussion and data, analyzed in this 

work. They could serve as a general guidance, and, if so, should be expanded further.   

 

Suggestions for Future Research 

          Our primary aim in this work was to explore the chances of the ICL scheme in Ukraine. 

The broader aim was to initiate a discussion around the student support system in Ukraine, and 

to draw attention, and, hopefully, interest of both Ukrainian and international researchers to 

this subject. Some related areas for future research could include a detailed analysis of the 

dual-track admission in Ukraine, its perception by Ukrainian public, and suggestions for its 

reformation; analysis of private returns on higher education in Ukraine; analysis of different 

perspectives of Ukrainian public of the extent to which taxpayers should subsidize higher 

education; analysis of the possible factors behind the Ukrainian government’s unwillingness 

and/or lack of capacity to implement higher education funding reform; analysis of the present 

composition of the student body in Ukraine and access to higher education of those from 

disadvantaged backgrounds; analysis of the level of involvement of private sector in higher 

education funding in Ukraine and, possibly, in another Eastern European country with the 

similar background; analysis of the extent of  higher education contribution to economic 

growth in Ukraine; comparative analysis of the student support schemes in other Eastern 

European countries with the similar background. 
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