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Income Contingent Loan: Its Purposes and Issues to be Addressed

OSHIO Takashi*

Abstract

The income contingent loan (ICL) for higher education is aimed at addressing the incomplete
mechanism of educational loan markets as well as to financially assist low-income students to get higher
education. In Japan, it has become increasingly important to help young people who just graduated from
college and earn only low income under sustained low economic growth. After briefly summarizing the
economic features of the ICL, this article reviews the preceding studies and explains the process of its
introduction in Japan. The Japanese version of the ICL has a limited impact of redistribution in terms of
lifetime income and thus does not require much taxpayer costs, unlike in the cases of the UK and other
countries. This is mainly because the Japanese ICL has no debt forgiveness or lower repayment threshold.
Grant-in-aid scholarship, which does not require repayment, may be more effective than the ICL in supporting
low-income students. However, there is still plenty room for improvement in the Japanese version of the ICL;
notably, it can be expanded to interest-bearing student loans.

Keywords : Income Contingent Loan, Redistributive Effect, Taxpayer Cost, Grant-in-Aid Scholarship
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