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Executive Summary

Between 1998 and 2001, Colombia experienced its worst economic crisis in
over half 2 century, with GDT decreasing by ~4.5% in 1999. This economic
performance had adverse consequences on enrollment at all levels but
especially on college enrollment. Between 1997 and 1999 the number of
new entrants declined by almost 179, a decrease of over 100,000 students.
College opportunities to access and complete education at this level are very
limited. In 2000, less than 5% of youth from poor families were enrolled.
The Ministry of Education and Instituto Colombiano de Credito Educativo
y Estudios Tecnices en el Exterior (ICETEX), the muin public offices ruling
the higher education sector in Colombia, are currentdy working in the design
of a hroader student loan program with US$ 200 millions from the World
Bank. This intervention stands as a good option to help ceedit constrained
people to attend and complete their education. Our calculations indicate
that the labor market provide enough incentives in terms of wages to go 1o
college and malse the loan program very attractive for beneficiaries, even at
lower rates of return than the current ones. Nevertheless, the high level of

unemployment is still a big threat to borrowing,

An increase in the number of new loans from the current 20,000 w 60,000
represents a very reasonable target for the expansion of the program. We
recommend that the average loans in the new system be increased —
particularly for poor applicants — to cover between 75% and 80% of tuition
and fee expenses, instead of the current limit of 60%. This amount of
resources complemented with direct credits from universities would allowa
full funding of studies and other related expenses such as living expenses,
teavel allowances and books. This program would be roughly 2 total
expenditure of US$ 103 million per year (US$ 60 million more than the
present expenditore) and represents an increase from 5% to 209 of the total
college enrollment receiving loans, Additionally, we suggest keeping the
current subsidy of 25% of the loan to poor applicants from socioeconomic
strata 1 and 2. At the same time, the government has 1o amend the current
funding scheme, in which the public expenditure for state-run institutions
is regularly based on historical preference, past agreements and collective
negotiations. To align incentives, we advise switching part of these resources
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to fund demand subsidies programs. The remaining part may be allocsted

through mechenisms that compensate only efficient and accountable
L . I‘- i

The new system of loans should reduce the importance of the ICFES test
(high school national standardized test) us 2 screening mechanism, in which
poor children are systematically scoring poorly, and give more weight to
other elements into the formula of eligibility. Demographic groups such as
femaales, blacks, indigenous and children of houscholds headed by a single
woman and, in general, people coming from families with limited resources
and poor backgrounds meeting the minimum conditions should be targeted
mm;uﬂmd.lgihhqr Furthermore, grants and flexible loans may be an
ideal intervention for poorest applicants with outstanding scademic

performance.

Two repayment alternatives emerge as better substitutes of the current
morigage-type loan of ICETEX: income-contingent loans and tax on
graduated recipient’s loans. The first method sets repayments proportional
to future carnings and allows beneficiaries to defer them until they have a
job. Hence, less wealthy families would have better incentives to borrow and
repay. The second method levies a tax on graduates who received suppont
from the public loan program over their working lives. In this case, 2 fexible
tax to adjust for different income levels may be more favorable to achieve
equity results as well. The success of either ane or the other depends mostly
on repayment rates. We recommend ICETEX to invest in enforcement
srengthening by increasing mutual access to nationwide information systems
such as the Colombian office of tax collection (DIAN), the national social
security system or several Ainancial risks agencies.

Finally, we want to emphasize thar our study shows that credit does not
represent the only constraint to college enrollment. The enlargement of the
current student loan system partially solves the problem, Some of the
simulations presented here show that other alternatives can be explored o
boost enrollment and may be even better cost-benefit ranked. Furthermore,
the unequal access from high school to college is greatly explained by the
bottleneck in the basic education system, disproportionately affecring
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disadvantaged children, Besides, the analysis presented in this report sugpests
along their life cycle also account for the gaps in college enrollment. For thar
reason; we believe that policies rargeted only towards teenagers may not be
enough to promote skill formation at college level.

Introduction

The Colombian government announced in 2003 that a loan agreement with
the World Bank for US§ 200 million had been signed, At first, people could
have thought that these resources were going to be used to fund initiatives
labeled as national priorities by the government, like expanding the defense
expenditures, controlling the effects of the fiscal deficit and the
macroeconomic imbalances or to provide unemployment insurance in a
country with a jobless rate over 15%. However, another goal has recently
emerged as prominent component of the public agenda: controlling the
negative trend in the demand for college education of the last four years and
reducing the increasing inequalities in sccess at this [evel of education.

Between 1998 and 2001, Colombiz experienced its worst economic erisis in
over halfa century, with GDP decreasing by -4.5% in 1999, This economic
performance had adverse consequences on enrollment at all levels but
especially on higher education enrollment. The rate of tansition from
secondary to tectiary education fell 1o 40%, its lowest level in 30 years. The
mumber of new entrants dedlined by almost 17% from 1997 1o 1999, which
accounts for a decrease of over 100,000 students. Private colleges faced a
notorious decline in enroliment during and after the crisis. Many people
either switched from those institutions ~where the enrollment is mainly of
youth belonging to families ofhigher incomes— to public institutions (and
réstraining opportunities for students with fewer resources) or they simply
quit their studies. Overall, around 150,000 students dropped out from the
system between 1997 and 2001, citing reasons such as high opportunity
costs of schooling, the need to work and lack of resources (World Bank
2003: 9}, Moreover, wide inequalities in college opportunities are still present:
nearly ane ont of 30 students attending college institutions comes from
families with the lowest income levels.
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Many effects associated with the recent economic shock and the structural
conditions of this sector may emerge as potential cxplanstions of the
adjustments in the demand for higher education in Colombiz. For Instance,
itmay be possible that with a proportion of almost 70% of private providers
— or equivalently less tuition and fee subsidy options — the probability of
being enrolled in college is now more dependent on parental income; ar
alternatively, that higher competition for relatively fewer seats in public
from weslthier families. Or could be that the high levels of umemployment
of the country during the last 6 years (on average nearly 18%) produced
dissimilar effects in terms of labor supply and oppormunity costs of college
attendance among different groups of people; or that these effects are not

homogeneous all over the country but more city-specific.

The Ministry of Education and Instinuto Colombizano de Credito Educativo
yE:mdm;Tn:mm en ¢l Exterior ﬂmm&er]CEI'Em. the main public
in the design of a broader student loan program with the resources from the
Warld Bank. Thus, there is 2 great need for robust analysis to reach a better
understanding of the socioeconomice factors influencing the demand for
college educetion and the roots of the inequality in college enrollment.

B

In fact, we found that many teenagers from middle and low income have no
financial alternatives to go to college. In that sense, the expansion of the
current student loan program stands as a good option to help credit
constrained people to attend and complete their education. However, this
paper looks ara set of elements that have to be either modified or incorporaied
in the new system to increase access and equity. Additionally, we argue that
credit does not represent the only constraint to college enrollment and that
the enlargement of the current student loan system partially solves the
problem.

In what follows, this paper presents in its first secrion & general overview of
the main wrends in higher educarion in Colombia during the nineties, The
second and thind sections are devoted to identifying the inequalities in access
and exploring the labor madket conditions for college graduares in the country,
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The fourth section includes o set of econometric exercises to model the
determinants of college enrollment, complemented with some simulation
exercises. The fifth section is dedicated to the discussion of the underlying
factors behind the credit markets for college, the current financial aid
programs and the most suitable alternatives to expand the current studeat
loan system. Finally, the conciusions go over the main results of this study in
tetms of the public interventions to be undertaken and their feasibility in
the current confext.

1. A Quick Snapshot of the Higher Education System in Colombia

Similar to what is observed in other Latin-American countries, three decades
in Colombia have scen increasing expansion in access mzinly to primary
and partly to secondary education. The national public expenditure on
education has grown over the period; from 3.7% of the GDP in 1984 to
around 5.7% in the late 1990’s and at the present the country has one of the
highest ratios of public expenditures in education to GDFP within the region.’
The results of these policy trends are quite evident, For instance, in 1988
only 44% of the children in the relevant-age group completed secondary
educarion in the country; ten years later this proportion went up to 66%.

Asa result of these palicies, the pool of college applicants and the enrollment
rates at this level doubled during the last twenty years, That incresse in the
amount of high school graduates and the potential demand for college
educarion was sccompanied by a large expansion in the number of institmions
of higher education. Yet, while the country as a whole had 29 institutions in
1960, this number grew to 193 in 1980, 242 in 1990 and 311 in 2001
(Sanchiez, etal. 2003: 8). Basicully, there are three sublevels in the market of
college education in Colombia the: instruct nearly 900,000 students:
echnical training studies (1 to 2 years long), technological studies (3 years
long) and professional studies (4-5 years long), with most of the students
(869) encolled in the last type of institutions (Waorld Bank, 2003).
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The private providers played the main role in the increase of the supply of
higher education in the country, They were mostly stimulated by both the
mew rules introduced by the passage of the Ley 30 of 1992, which eliminated
several restrictions and controls to set up new institutions, and by the switch
during the last decade in the allocation of public expenditures 10 education,
giving more priority of funding for basic primary and secandary levels, In
fact, the budget share of tertiary education in the public expenditures in
education fell from 24% at the end of the 1980's to 15% at the end of the
1990°s. Consequently, the composition of the provision of higher education
changed dramatically along this time. Currently, over two thirds of the
students enrolled at this level are auending private colleges, while in 1950
the proportion was exactly the opposite (World Bank, 2002: 738-742).

As a result of the trends illustrated previously, college enrollment rates
increased between the mid 1980°s and the late 199(0s, from 7% to 15%. In
consequence, the amouant of people older than 25 years with education at
this level is now the twice than thar of 1980 (Tahle 1.1). Nonetheless, a
comparison with the indicators observed in neighbor countries suggests that
even though they are more favorable now than twenty years ago, there is still
= long way to go. For instance, Colombia exhibits lower levels of gross
enrollment in tertiary education than most of the similar Latin American
countries (Gmph A.1.)". Likewise, only 11% of Colombiuan worlk force has
attained some form of tertiary education, while 24% of workers have this
type of education in OECD comntries (World Bank, 2003: 23-25).

Table L1. Percentage of Populstion by Educational levels, Colombia {1980-20048)

el 1860 1885 1880 1505 2000
"% B % % %
No sducrtion 7.8% 6.3% 4 4% 4,254 4, 5%
Primary 476%] 447%| 309%| ss4%| 329%
Secundary 3BZ%|  36.5%| A15%| 443N  Aai%
[ Tartiary O6%| 121%| 14.2%| 160%| 18.1%

MNoser Caloudminria besed oa populstion older than 25 yeamn.

Srsrea Merianal Momsehaldy Sureey, Calombia (1980, 1985, 1990, 1995, 2000}, ealenlasinges by che siavboe
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As shown in Graph L 1., most of the indicators of the demand for higher
education imply thar it grew continually from 1990 to 1997, the time in
which the country coped with the beginning of a big economic crisis. From
1998, the trend seemed to change, espedially the total enrollment and number
of new entrants in private colleges. Some simple calculations suggest that,
on average, 4.5% of the total college enrollment dropped out each year
between 1997 and 2001. Although the reasons for that crash have been
usually attributed to the rising opportunity costs of schooling during the
period of stagnation, more empirical work is needed to underpin this
proposition. The bad economic shock surely had adverse consequences on
enrollment. However, anly & huge elasticity of demand for college to income
would imply that income explains the whale fall — particularty of new entrants
—and no other factor is relevant. Similarly, we found that big increases in
college costs and fees do not seem to explain the drop in the demand for
higher education. As shown in Graph L.2,, tuition and fees show = very
similar trend to that of the genersl level of prices in the economy during the
years the demand decreased.

Graph L1. Some Indicators of the Demand for College Education in

Caolombia, 1990-1999
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Graph L2, Evolution of College Costs and Infiarion, 1998-2002
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I1. College Enrollment in Colombia: Right or Privilege?

College opportunities to access and complete education at this level are
extremely limited for a youth from s poor family in Colombia. In 2000, less
than 5% of them could attend higher education and only one out of 30
current college enrollees belonged to the lowest 20% quintile of income.
The picture for their counterparts is much more pleasant three out of four
current college students come from the upper 40% of the income distribution
(Sanchez, et al. 2003: 8). In general, there are enormous disparities in the
coumiry in terms of human capital distribution. On average, the richest 10%
of the population have around twice the schooling as those from the poorest
group.

It is very natural to relate this shocking gap w the recent poor performance
of the economy. The impact of the crisis of the last four years reduced the

wvailable resources of households and affected their consumpdion behavior,
Long term investments like education could have been postponed or even
cancelled under these circumstances, the latter being more likely for the
lowest income groups. Yet, in 2001, after the worst part of the stagnation,
19 ont of every 20 poor people between 18 and 25 years old were not
college attendance and gaps for those with fewer resources, this is nota new
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phenomenon for the country. Looking at the gaps at the beginning of the
1990°s or just the year before the crisis, we can observe that the differences
in college enrallment among rich and poor children were relatively similar
to those observed recently. For example, only 2% of the potential children
of the lowest quintile were artending college s of 1592, compared to 209
of the comparable group belonging 1w the highest quintile. After the
expansion of the system in the 1990°s the differences in terms of schooling
and tertiary education attendance still remain intact. Both groups increased
their enrollment rates to 4.5% and 40%, respectively.

Graph 111, College Enroliment and School Atminment by Income Quintiles,

Colombis, 1980-2000
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Colombia has always had a high proportion of capuble poor potential students
without access to the education system. This characteristic has several
implications in several socioeconomic aspects, and income distribution is
probably the most obvious one. Since these individuals are less likely 10 go
to college or to re-enter once they dropped out, it is very likely that economic
consequences on their future skills and eamings, worsening inequality (i.e.
education/poverty trap). Not surprisingly Sanchez and Nunez (1998) show
in attained schooling has become one of the fundamental sources of income
inequality in Colombia. Hence, a valid cancern on this issue lies in exploring
policy options to increase enrollment and make the access more equitable
for middle and low classes and less dependent on family income.

Many of the canses of the unequal access can be found in the basic education
system, where the transition from high school to college does not appear to
favor equity at all. The capacity of the public system to provide primary
education does not match with that at secondary level. Many of the students
trying to make the transition from the first level of basic education find no
opportunities at the next level and have to dropout because of the bortdened,
namely the system has fewer seats at secondary than at primary level. This is
particularly true in the rural areas of the country. Additionally, the efficiency
of the education process at this level — measared mainly in terms of rates of
repetition and dropouts — and the quality of instruction is particularly low,
especially in the public schools instructing children from families with low
incomes. Carrently, for every ten students enrolled in first grade only six
and three of them will complete primary and secondary education,
respectively (World Bank 2002: 612).

There are two main aspects of the provision of college education in Colombia
that deserve to be mentioned at this point. First, over 80% of the totl college
supply is concentrated in the four main urban centers, which makes the
system less prone to grant opportunities — at least at the level of technical
studies — to people from small monicipalities and rural areas. Second, as
mentioned earlier, the private sector represents the majority of the college
capacity of the country {around 70%). A survey from the World Bank of 20
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Latin American countries ranked Colombis in 1994 in the third place in
segmentation of the market may imply that the sector is relatively more
expensive and less effective in terms of the redistributive impact of public
tuition and fee subsidies and highly selective in favor of the elites. Clearly,
bath characteristics deepen or at least impose rigid barriers to the promotion
of a progressive development in terms of college expansion and completion.

During and after the crisis, many students responded to the shodk by moving
from high-fee charging private institutions to public colleges. The effects of
from families with low resoarces. At least, the competinion among the pool
of applicants became less fair for them. The average admission rate in the
Colombia public colleges is 17%, while in the private ones that rate is around
70% (Sanchez, ex al. 2003: 8). Low and middle income teenagers mostly
apply to public institutions and compete with applicants of rich families,
from high quality high schools and exhibit higher scores in the national
standardized tests required for college admission, Under these conditions, it
is lilsly that a disproportionate fraction ofapplicants of low-resources families
is systematically forced or crowded out of the system.

College eduncation is relatively expensive in Colambia. For instance, a middle
class family living in an urban center is expected to spend around 50% of its
total income to fund educational expenses, including college rition and
fees. Similarly, the average cost of one year of higher education in a private
institation is approximately 5% more than the income per capita in the
couniry, while in developed countries this value is sround 50% of their averige
incomes (World Bank 2002; 612-613, 743).

IT1. Does the Labor Market Reward Higher Skills?

The first issue to explore is whether high school graduates have positive
expectations ehout investing in college education. In other words, do they
anticipate to be rewarded in the future in terms of higher wages if they
attend college? If not; they will probably not enroll even if we expand the
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services of the current loan student institute or other similar financial aid
programs, Secondly, s want to examine if college graduates will have enongh
job vacancies available after graduation or if they will experience similar
levels of joblessness to those of workers with lower levels of educarion, We
expect that high levels of unemployment for high skilled workers may affect
college enrollment negatively and obviously will increase the aversion to
borrowing, particularly for applicants of low income groups.

Our approach to answer the first question isvery simple, We looked at the
returns to schooling during the 1990's in Colambia, calculating the average
return for each year of education and the premium effect in terms of wages
for college workers. Using a Spline specification, we run regressions by gender,
controlling for some observable characteristics (age, experience, economic
activity, type of job, hours worked).! Overall, the results of these econometric
exercises show that the returns to schooling and particularly the premium of
an additional year of college have been very high during the last decade, On
average, the return for each year of education for females and for males is
10.6% and 11.3%, respectively, while the college preminm is 9.6% and
12.2% for the same groups (Graph I11.1 and tables IIL1 and ITL.2), A similar
picture can be depicted by looking at the index of relative earnings among
skilled and non-skilled workers (Bacz, 2001). As shown in Graph 1112, the
gap between these two groups has been mising during most part of the 1990’

Graph IIL1. Returns 1o Schooling and College Premium, Colombiz, 1990-2000
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These results imply that, on average, a year of higher education reinforces
mrdythtliﬁnuFFEﬁnmadmuinndhﬁhmtffumﬂm
such it doubles the profitability of the investment on education. Similarly,
alternative estimates for the Colombian case show that the annual growth of
ﬂ:mndﬁ:rhigb:lﬁ[lad workers from 1990 to 1996 was sround 11% and
7% from 1996 to 1999, while the demand for this rype of work grew just ar
2% per year in the United States and 4t 4% in Argentina and Mexico along
of this trend 1o :ﬁ:atrm:tnrnldnngﬂ introduced in the economy of the
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country during the first half of the 1990’s, which promoted a significan:
increase in capital imports, new technologies and increased the demand for
high skilled workers (Sanchex and Nunez, 1998, Baez and Duncan, 1999,
Ocampo, et. al. 2001),

Graph I11.3. Unemployment Rate by Educational Levels
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Unemployment turned out to be 2 big concern during the second halfof the
1990°s. The joblesaness rate grew from 8.3% in 1994 to 20% in 2000, In
consequence, we now examine the differences in unemployment between
those with some year of college education and those who completed high
people with some type of college education. That is, their unemployment
levels are always below thar of low skilled individuals and other groups in
the labor market, Nevertheless, it is impossible to ignore the jump in terms
of unemployment experienced by the labor force with college skille —and all
the other categories as well - from 1996 to 2000 and its effect on college
enrollment decisions.

Table ITLZ. Income Equations and College Premium for Females, Colonthia, 1990-
2000
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Under these crcumstances, it is very likely that many high school graduates
from middle and low income groups opted for alternative options. That
being said, if the negative expecrations about the performance of the labor
may hardly solve the problems of college access and inequality. However,
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(three times shorter that non-skilled workers) and the labor marlct rewards
them relatively more, we still believe that there are enough incentives to
redesign the current loan program and promote enroliment. Thus the next
sections devore time to understand the demand for college education and
explore alternatives for the new loan program.

IV, Looking at the Factors Driving the Demand for College Education
IV.1. Analytical Frameworl

A very simple version of the mode] of human capital would tell us that the
decisions of a high school gradunte of whether to earoll or not enroll in
college depend mostly on the expected returns of the investment and its
related costs — both direct and opportunity costs. According to this
framework, the individual will allocate time to study in such a way that she
maximizes the expected utility of attending higher education (i.e. higher
consumption, savings and/or investment in physical capital in the future)
subject to some constraints such as the carrent and expected stream of furture
income, wealth within the household, the degree of perfection of capital
marlets, time restrictions and relative prices.

This previous analysis indicates that the probability of college enroliment
will be positively related with the family income, previous wealth and retums
to schooling and negatively on relative prices of consumption goods and
wages. In view of that, keeping cverything else constant, an individual should
enroll when the marginal benefit of an additional year of college is greater or
qlulmﬂumﬂginnimnufunemyﬂtﬂfﬂiumﬂnmhkhmlﬁtiﬁsm
that some barriers such ss college costs, opporiunity costs and credit
constraints can disproportionably affect the decision to enroll in higher
educarion, it is also likely that the gaps observed in college attendance could
be explained by past family characteristics, which influence cognitive and
non-cognitive skills of children along their life cycle, namely during their
primary and secondary education. At the extreme case in which this aspect
accounts for most of the variance in envollment, there would not be much
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scope for college cost or financial sid policies to close the gap amaong high
school graduates planning to attend college.”

We think that in the Colombian context both current (e.g. liquidity
constraints, labor market conditions) and early family (e.g. parental
environments in the early childhood years) factors interact and introduce
large inequalities in college education opportunities. Obviously, the existence
paper focuses on socioeconomic characteristics influencing the decision ar
the time of college enrollment, mainly because of the lack

data to explore also the effect of long term family factors. However, since
education is 2 dynamic process in which the previous inputs affect the next
learning stages, we recognize the importance of induding those interactions
in future analysis.

1V.2. Empirical Serategy

In what follows we present a multivariate analysis to explore the determinants
of the prabability of being enrolled at college level. Using Colombian
household surveys, we exploit cross-sectional data to study the behavior of
the objective group, namely young between 18 and 24 years old. The samples
ntilized in this exercise include only dependent members within the
household belonging to the relevant-age group. The probit models were run
to estimate the following general refztion:

PﬂEEleL?rjzﬁ_+ﬁFX.+ﬁrl‘;+_ﬂ']E[+E (1)

Where the probability of being enrolled in college, conditioned by some
aspects of the children (mainly of age, school attainment and status at home
to define the relevant group 1o study) is expected to be related to a vector of
socipeconomic characteristics of the individual and her household (X), local
labor market conditions and opportunity costs (¥) and regional effects (2),

D ——

= Hecernt work Iy Heckman and Cemeden fibd thas afier cantrolfing Sor exrly famiy characiecistios thar influence
mﬂﬂmmﬁmhﬂmw%ﬂﬁqﬁulpﬂhﬂm&:
Whmﬂv“m.mqptlﬁrﬂﬂmh hﬂ&mﬂhﬁqﬁlﬂdhdﬁ“h
Family incomis. See fames Heclonan amd Pedoo Carooro, "Human Capid Policy™, NBER, woriing Paper 25,
Febimmry, 2003, It oniler to decper I the disssing af this foplec sad shiermative carly pabiflc Interrentbons,
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Initially, equation (1) was estimated in two different years, ay an attempt to
capture possibie changes in the behavioral parameters due to cyclical
components: 1995, 4 year of economic boom and 2000, & year of recession.,
Aswe will show later, most of the coefficients in both samples look very
alike in magnitude and significance. However, the marginal effect of income

be slightly greates than that calculated for 1995.5 We went one step further
and pooled the information of several years to have time series of cross-
sectional data. This was useful to increase the number of observations, and
enhance the power of the estimates, and we used time dummies to control
bor changes over time in college attendance and other possible relations thar
may not be very stable in the middle and long rn. Although the results
were not induded for simplicity, they are similar to those obtained in the
other exercises.

[n spite of the fact that the analysis presented here relics in the most relevant
covariates affecting schooling decisions, it is crucial 1o mention that
unfortunately two important variables were not included. On one hand, it
was not possible to match socioeconomic information at household level
with the scores of the JCFES test, namely the national standardized tests
tuken by children during the last year of high school. However, we include
ather covariates of the children and their family environments (age, gender,
parental education and income; family size, household structure), which
have been shown empirically to be good predictors of children’s abilities
(Kane 1994; Sanchez et ol 2003). On the other hand, the household surveys
do not include cross-sectional data of expenses on tuition and fees and college
costs faced by families in different regions. Although we are not completaly
satisfied with the solution given this limitation, some dummy variables to
capture city effects were included. Although these two weaknesses in the
of the effects found are quite robus,

*Maoas of the discamion In s section i based ou the reseibia obiminod Fons the econometric medels run for
2000, The rembs of 19595 ore enclaseed [n the appecdis o this decumene.
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IV.3. Interpreting the Results

First, male children seem to have some advantage over their counterparts in
enrollment. It may be that parents prefer to send their boys to college while
girls could be more likely to take care of some chores at home. However,
theoretically the opposite can be ulso true, Thar is, male children may bea
maore important source of income for the household and then stay of out
college. Second, we also observe that the older the children, the higher the
probability of artending college. Apparently, once the young are enrolled it
is easier for then to continue pursing their studies. Yet, the jump from
secondary 1o higher education seems to be the most aritical part.”

Owerall, the varisbles associated with the resources within the household
suggest that the wealthier Eamilies clearly have = higher probability of having
their children enrolled in higher education. In other words, keeping
everything else constant, a child who belongs to & family which enjoys a
higher income per capits, that owns a house or with both the head and
spouse of the houschold employed has advantages over other high school
graduates, Conversely, those families under the poverty line and very big in
size have fewer opportunitics of college studies for their members® Ttis

The tastes and possibilities for college access seem to reinforce themselves at
home. Both father and mother with some college education — separately
and jointly® —are more likely to send their kids to college institutions. Surely
this is not explained only by the effect of higher incomes in households
headed by college parents but also by 2 more suitable environment to develop
cognitive and don-cognitive abilities at home and by wider access to

'Eﬁmu#mﬁﬂmdmhmm“ﬂmﬁh‘mw&hﬁm
we an ignore the effect of over-age in oor exsimanm of nge e probadiliry of college coroltumne,

* Even pareatal lnooste inflrmces collogr declsions, thers i always the risk 5 porenitial emited werizhle
beus rlelog frnm the fics that wveral Forms of family wesith ore nor shways Included in mrvey data, See Susan
Dyssnikl, *The Behaviora! wn {Hmmibutions! Inmpliorioes of Ald for Callege”, Kennedy School of Govermmest,
Harvand Universiny and NI, Workdng Mper Serfex, Janmary 2001, pp. 2.

" The jolat effecs was snesmieeed by the Interuction teem off dumushs varkebies for bodh Rrthier mitd mocher with
e collegy sduenslng,
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information about better schools, demand for skills and renums o investment
in higher education. Furthermore, the structure of the family also seems o
be related with some trends in enrollment. For instance, children from
househalds headed by a woman (single, divorced or widowed) are less lileely
to enroll in college afier high school. Conversely, more siahle families, i.e.,
with the head both married and being the main source of income increase
the probability of encollment,” Siblings at home with at least some college
education appear positively related with college attendance as well.!

Finally, 2 sct of varinbles related to labor market conditions, opportunity
costs faced by potential college applicants and city effects were included.
Their results exhibit low statistical relevance but the direction of influence is
quite interesting. Initially, we constrocred a relative index of the rate
unemployment of each city with respect to the moving average of the country
-and an index of relative earnings of workers with and without college
education. The effect of the first variable implies that youth are less likely to
go to college in those cities with comparatively higher levels of joblessniess,
The effect of the second one highlights higher callege enrollment in those
urban centers which reward relatively more college shills. We go one step
further and include two additional variables to deepen our undesstanding of
the oppartunity costs effects: the average weeldy eamings in manufacturing
and the numbers of hours worked by children participating in the labor
costs of college reduce the demand for this type of investment. Finally, some
dummy variables were included to control for the location of the people
under analysis with respect to diy spedfic factors. More specifically, we want
to check to what extent the variation in the probability of college attendance
is due to fixed differences across cities.” For instance, Bogota —the main
urban center in the country — has a higher relative supply of college, a higher
'* (i emme b, (Fthee huead oF the houscholil i the mmin comtriburur, childres may have less mesd 1o alacare tims
In exzra ecadeenic aczivitian o eam muaey, On the ather hamil, soe Ewporan mares of ecome Implios thas the
famlly b highly depeolen, lem diverified and muer sevcrpible moshocks. Ja the conns of the raabu proernted
heve, the Loz effoct seams to offast the second soe,

" Similarly, Sancher, st find that the ausmber of ibling with colleps degres i poaltively refused with colloge
campletion i the pablic untvesaisins in Colombia. See F. Sanches, M. Quiros, C. Reveron and A. Redrignen,
“Equidad soriel ez d sceoto y peemanencia en ls Universided Publice. Determinantes ¥ Factesss Asciailoe,
CEDE, Unlversidad de los Andes, Begrs, mimes, 2003,

* For x similar anshyeis, sor Susan Dynarskd, “Loass, Liguidicy snd Schoollng Decisking™, Kermedy Schoai of
Governmient, Harvend Univessity sl NEER, Febwnery 2000, pp, 2.
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index of industrial activity and the head office of the government. Therefore,
this city was defined in the regressions as the default effect. The resules
obtained indicate that high school graduates in cities such as Cali, Pasto and
Cartagena may be less likely to attend college just by being in these cities,

Table IV.1. Callege Earollment Probability Equations, Calombia, 2000
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IV.4. Simulating Potential Policy Interventions

This section uses the previous quantitative analysis to sinulate the seositivity
of college enroliment 1o changes in varishles in several dimensions, induding

income transfers or financial aid mechanisms, We depart from a base case,
which was defined as the expected probability of college enrollment fora
girl, 18 years old (roughly the age in which 2 youth is expected to be making
the transition from high school to college in Colombia), belonging to the
lowest 20% of the income distribution and evaluated ar the mean values in
made for both quintiles 1 and 2, using the specificarion and marginal effects
from the normal probability distribution estimations defined in Equation 3
for 2000

The base case predicts an expected probabilicy of college enroliment of 11.5%
and 13,6% for rdevant-age people bdonging to quintiles 1 and 2, respectively
(Graph IV.1). The same calculation for people in the highest 20% of the
income scale gives a predicted probability of 70.2%, around six times higher
than its counterpart. A hypothetical increase in per capita income of 30%
and 50% (around US$ 100 and US$ 150 per year) within a poor household
represent the first set of simulations. These changes increase the probability
by 8 and 12.5 percentage points; respectively, which is just about cwo times
the enrollment observed in the baseline. As we will see later, this scenario
depicts approximately the effect on enrollment of a loan in the amount of
US$ 500 per year given to a household with four or five members. Because
the estimations here say that an increase in the assets of poor households -
simulated by an increase of 20 percentage points in the ratio of house
ownership—would increase enrollment for this group in over 5 percentage
paints.

We also explore other interesting effects on access to college different from
proxies of cash transfers or loans interventions, For instance, a reduction of
30% in the need of child and teenager labor as main sources of income
within the household could increase enrollment of poor youngsters by almost
seven percentage poinis. Similarly, if we cot in half the number of hours
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worked by people in the relevant-age group their expected enrollment would
go up by more than five percentage points. Thus, interventions oriented to
keep teenagers out of the labor market may contribute nombly to college
access and completion in a comparable way that financial aid optiona.

Graph IY.1, Sensitivity of Callege Encollment in the Lowes Income Quintile,
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in the future generations, Our estimarions suggest that an increase in 20
percentuge points in the propoition of parents in poor househalds with sorme
instruction at college level would rise college enrollment of their high school
graduates in shout six points,™

Finally, we looked at the effects of some factors associated with the family
structure within the househald. Although it is difficult for public policy to
have an influence, these simulations offer an interesting insight to the

" This anrnier soprosssn the offect of sn bnoresss in this praparton for dzher the beed ar the spouse, Aa shiren
in the preview rgromios, the combinod imrerscrion of boch tppes of delfls 2 hoote (both futher and mother with
exliegy) reinforom this diect
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mechanisms affecting decisions of college enroliment at the micro level. For
example, between fourand six percentage points of higher enroliment would
be reached if the average size of poor families were reduced in one member.
An impact of similar magnitude is also simulated whea the ratio of poor
households headed by 2 single woman is redueed in 10 points or, alternatively,
the average probability of the head or the spouse to be unemployed is reduced
in 509, In general, most of these simulations sppeared to be robust to other
base cases as weil.

V. Funding College Education: Underlying Facts, Current Schemes
and Policy Alternatives

V.1, Liquidity Constraints and Imperfections in the Credit Markets

As in any other type of capital, people invest in education expecting to get
returns on this investment in the future. To do so they need to have either
their own resounces or access to credit markests, or both. The second alternative
seems to be the mast plansible one under the financial constraints of 2 country
with more than 50% of population under the poverty line, the high relative
costs of college education, mostly private, with no subsidies in tuition and
fees bur with high returns to this type of education,

Initially, lenders wonld find it very attractive to provide loans to satisfy the
demand for credit of high school graduates aiming college education.
Nonetheless, a big problem emerges at this poine: failures of capital markets
in response to education. Where do these imperfections come from? This
market is normally plagued by information risks in both the demand and
supply side. First, private banks and money lenders usually do not acceptan
intangible asset like college education s collateral. Second, poor people do
not own alternative callateral to be used as guarantee, Third, investments in
education are riskier per s¢ because of the moral hasard problem, namely the
lender has big uncertainry about the studeat’s performance while in school,
the employment status after graduation and future income profile (Heckman
and Carneiro, 2003). Fourth, the lender has imperfect information about
the risk of the borrower, leading to the adverse selecsion problem, In other
words, the inability of the lenders to screen big risks from low risks leads
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them to set extremely high interest rates, reducing the scale of the market
and making it unfeasible. Fifth, the small size of the loans to students may
not be very attractive to banks becanse of the high administrative and

monitoring costs associated with running such & program.

Under restricted credit markets, the costs of borrowing and the negative
consequences of the failures are relatively higher for children from poor
households, Yet, the market failures mentioned before justify a public
intervention to promote access and equity in higher edncation. For instance,
advantage of the dynamic — individual and aggregate - benefits of higher
levels of human capital. Although it appears to be the most ressonable and
feasible solution, some empirical evidence shows that very often this
mechanism does not meet the expected resnlts ar may simply collapse. For
example, a study that analyzed twenty-three loan programs in different
countries found that in most of them subsidies were quite lurge, there were
high default rates and high administrative costs and, in general, students
had paid back only a small fraction of the value of the loan (World Bank,
1993: 71).

Student loans and other finandial aid programs can have an impact not only
on those high school gradustes considering college but also on completion
of those already enrolled. Similarly, they can also influence the type and
quality of college chosen, For instance, once they are eligible for the loan
they could prefer to switch from two or three years to five years colleges or
apply to more expensive institutions, frequently associated with higher
standards of quality in the country,

V.2. Financial Aid and College Enrollment: What Does the Empirical
Evidence Say?

A frequent concern sbout financial aid is to knowwhether it increases college
The empirical answer to that question is not easy at all. The fact that loan
eligibility — or any other type of aid — is not randomly assigned but highly
associated with other determinants of schooling may bias stendard cross-
section estimators (Dynarsd, 2001: 3).
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Most of the evidence available — mainly from the UL.S. — indicates that
different forms of financial support seem to be linked with higher enroliment
and completion. For instance, Dynarski (2000) argues that the Georgia's
HOPE scholarship program increased attendance by 4 to 6 percentage points
for each $1,000 of aid. Dynarski (2001} nses quasi-experimental methods
to show that a shift in 1982 OF a financial aid policy in the U.5. significantly
reduced college attendance and schooling of the affected group. She also
estimates that a $1,000 grant aid increased the probability of college
enrollment by 3.6 percentage points, Manski and Wise (1983) use dam of
the 1970's and achieve very similar effects: $1,000 in gid appears to increase
enrollment by 3.8 percentage points. Kane (1994) found that a reduction in
public tuition in the same amount increased attendance by 3.7 percentage
points, Angrist (1993) estimated that schooling levels of a group receiving
special educational benefits increased when compared with those of the
control group. Van der Klaaow (2001) found that changes in the financial
aid scheme of an individual school had positive effects on beneficiaries'
attendance. Some of these empirical works also show that finandal aid systermns
have dissimilar substitution and income effects among beneficiaries and
influence other decisions such as the type of college or the duration of the
academic program.

e———

V.3. Existing Financial Aid Options in Colombia

As mentioned at the very beginning, more than two thirds of the existing
college supply in Colombia is private. At first, we cannot label thisasa
negative characteristic of the system. On the contrary, there is a trend wwards
the reduction of the share of public expenditures and provision in higher
education in several countries, incdluding Australia, United Kingdom, New
Zealand, Chile and Argenting (Warld Bank, 1998). However, under these
conditions private colleges have to be autonomous institutions and highly
dependent on own resources such a5 tuiton, fees, external services,
investments and donations. Following that behevior, private - and some public
- Colombian calleges are free to charge whar they consider as financially
reasonable. Consequently, high tuition and fees describe the system and
defines its sccessibility. The main problem of this structure lies in those
talented or motivated but economically disadvantaged high school
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graduates who want to enroll in college and have no way to fund their
studies.™ Az present the financial aid options for that type of young aze stll
very limited,

=S

Colombin led the way in establishing programs of loans for students in the
region. [n 1953 ICETEX was created, mainly as a public office to suppon
students artending universities overseas. Later on it also started providing
financial assistance 1o college students in the country but with a marginal
coverage. At present, according to estimates of the National Department of
Planning, only 5% of the current college enrollment receives some type of
financial 2id from this agency.’” Besides the loan program, there are three
other alternative financial sid options. Students from families with low
resources have & limited access to few sources of public financial aid - less
than 1% total resources spent on tertiary education — in the form of specific
are offered autonomously by higher education institutions as well, but they
are not necessarily targeted to poor students. Finally, there ace some private
providess of loans which have become more common recently, In fact, privare
banks have established partnerships with mare than 50 education institutions
in the country. Nonetheless, this alternative offers mainly short-tarm credit
and asks for liquid collaterals and guarantors, thus is mostly limited to high
income students,

V.4 Towards a More Equitable and Larger State-Run Student Loan Program

Given that the government has agreed that the mejority of the resources
from the World Bank are gning to be used in strengthening the student loan
system, we will turn now our sttention 10 assess the corrent program and see
how it should be expanded. Therefore, it is not only interesting for this
analysis to explore how a student aid program can influence college decisions
but also how the effects of several types of financial aid vary among gronps

* Soume empiricul rridence fur the U5, show that low-inmome ndividuais zre cot necezstly o senaftive o
coflege comt. Soe Sttt Diynarshs, *Mhe Behavines] and Disribusinasl lmsllessiors of Ald for Colleps™, Kemredy
School of Gerrrrnumens, Harverd University and NEER, mmeo, January, 2001, pp. 17,

" Jerizn declared a coveruge of 5.9% et the enil of 2003, walue sllghely higher than the ooe weed a3 refereoce in
ks i,
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according to their socioeconomic characteristics, regional environment and
financial constraints. With that purpose in mind, we used our previous
quantitative results and qualitative analysis to provide s general framewnrk
for the expansion of the student loan program in Colombia.

—

Vid, 1. Basics of the Current System and Possible Expansions

According to ICETEX, its program provides now assistance to 45% of the

total demand for loans, Nearly 20,000 new loans and over 65,000 renewals

are expected to be signed in 2004, On average, the current loans cover 60%

of tuition and fee expenses. However, we think that the amount of

beneficiaries can be expanded considerably with the new low of external

resources and some modifications to incorporate different rules regarding
inge. elisibility and

We developed a simple exercise to illustrate potential scenarios to enlarge
the coverage of the current system, incorporating the future resources from
the loan of the World Bank (Table V.1.) This is a static analysis that reproduces
the current picture of the system in different circumstances by modifying
two variables of public control: the number of new loans to be allocated and
the sverage amount of moncy lent per beneficiary.' As we just said be before,
ICETEX expects to grant around 20,000 new loans and nearly 70,000
rencwals in 2004, which roughly represents a total expenditure of USS 40
millions per year. Option 1, for instance, depicts the case in which the number
of loans is increased to 40,000 and the average loan per semester is kept ar
the same level {(around US$ 442). This alternative implies that the level of
expenditures of the progrim would reach US$ 62 million per year. Option
5 illustrates the case in which the namber of loans is inereased from 20,000
(base case) to 60,000 and the average loan size per smident is raised by 30%
(from USS$ 442 in the base case to US$ 575) to allow funding of other

“Ti--:fn.ﬂ:lmiﬂ:hdrjnph lﬂ:-m:d.l:uh-u of incresse i nadf and wlminiareiive -qﬂﬂﬁ.l:lﬂ mmd
rough cubonlativas of college demmwd betwes technioad (3 years] winl professional sotios (45 yean), However,
lim#raginn of informetion alsear the curres infrastracsee of ICETEX and dhie sepayment second of the symem
—amang sckery — rednce the eccurscy af i exerdse. Thenchare, (his shoold bé séom s 0 very basle spprosch.
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expenses (e.g. stipend, travel allowances, boolks). This choice entaile a toral
expenditure of approximately US$ 103 million and represents an increase
from 5% to 20% of the total college enrollment receiving loans, Similarly,
other options are included in this part to be compared with financial
simuletions of different repayment and investment scenarios — that shoald
be carried out by ICETEX - in order to choose the optimal option. This
analysis is crucial to define the financial structare that would make the new
loan program sustainable.

At present, the loan system charges a nominal interest rate of 12% 1o
beneficiaries from the lower socivecanomic strata (1, 2and 3), while charges
18% to the other borrowers. As shown in the graph below, the price the rich
pay for loans is slightly higher than the average interest rate in the marlet
during the last 4 years. However, this is also true for families with low Incomes
during the last two yesrs. A more equitsble rule would be to keep the interes:
the same or slightly lower than the rate in the market for applicants from
strata 1, 2 and 3. For the cest, ICETEX may charge a rate somewhat above
that the current one in the market to avoid subsidizing schooling arminment
for those who are not credit constmined (Dinarsky, 2002},

Tuble V.2, Some Alternatives 10 Expand th:l:-unﬂﬁ&_m:m
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The maximum length to repay the creditis 10 years, including one year of
grace period after graduation. However, benefictaries should start to pay
back a minor amount one month after the first reimbursement. Although
this can be seen simply as a mechanism intended to keep an eye on current
borrowers, it is very likely to discourage the poorest poal of graduates from
potential borrowing, even if the repayment required is not very high. They
usually have higher degrees of risk sversion and less certainty about the stream
of futitre income.

Graph IV.1. Interest Rates Charged by loetex ve, Interest Rute in the Markee
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Sewren Ceuiral Bark of Colombis and 1CETEX

The system is progressive in terms of the relative smount of money lent
umong beneficiaries, Yer, richer applicants can fund at most 50% of tuition
with the loan while poorest applicants can cover up t0 75% of it. Additionally,
the poorest among the strata 1 and 2 applicants receive 2 direct subsidy in
the amount of 25% of the tuition, with the remaining 509% raking the form
of a loan, The program has also agreements with several private universities,
tn-which these institutions are committed to manage the public loans and
offer a direct credit over 25% of the tuition to those receiving loans from
ICETEX. This is a good strategy not only to expand the coverage of the
program but also to gather more information and split risk between this
public office and the universitics.
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Teble V.2, Strucrare of the Corrent Loan program
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The capacity to fund living expenses is very narrow in the current system.
Only beneficiaries enrolling public universities can receive a limited amount
of money — between one and five minimum legal wages per semester. In
most of the cases this amount of meney is not enough, especially when
students have to move from small municipalities to the main urban centers.
Given its relevance in college enrollment decisions, it is crucial 1o expand
the amount of resources allocated to this component.

The current program worles now on a mortgage-type loan, in which borrowers
have to pay back fixed monthly payments over a specific period of time
according to the agreement with ICETEX. These payments vary by the
interest rate and the length of the repayment horizon, Clearly this system
does not persuade poor people to apply for loans, harms inequality and
induces defanlts and low repayment rates in times of economic crises. For
this reason, we suggest exploring two repayment alternatives to reform the
program: income-contingent Immmdm:unpﬂmdmdpimfsm

In the first system, beneficiaries can defer payments until they have a job
and a fixed share of the graduate’s income is used to pay the loan back. The
main advantage of this option is that the repayment is set proportional to
the level of earnings and is less arbitrary. Since people with less wealth are
nsually more risk averse, this option persuades low-income students to apply
for this kind of loan, minimizing default rishs. Indeed, this system has
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incneased equity in college access in countries like Sweden and Ghana
{Albrecht and Ziderman, 1993), The main weakmess of this mechanism comes
from the moral hazard risk, since the system can discourage the effort and

future earnings of graduates.

The second system is based on 2 tax on graduates who received support
is funding an investment on a specific form of capital which will produce
mqﬂdhﬁﬂdyﬁ#mﬁ@hgﬂmhmm
“....ﬂugnmmm:mﬁaﬂyﬁnqulmmaquhydnminduiumnmpiml
created and is thus eatitled to a dividend from the ensuing income benefits”
(Albrecht and Ziderman, 1993:76). We proposed to slightly modify this
mh_mﬂkrtqukyrmduuﬂ&rhmﬂmmﬂmmuﬂﬂum
progressively with different income levels or those graduates working on
low income activities may be exempted from the tax burden. In general, the
success of both systems would depend on strong instruments to exer
enforcement and collect repayments.

V4.2, Screening Applicants and Regional Allocasion

The score of the ICFES test is one of the instraments used by ICETEX 1o
wmappliﬁnh.ﬂm,rh:lmlpﬂnhumin:ﬂ:mponindhm&m
this mechanism does not seem to favor equality. As we have mentioned
before, potential applicants from poor backgrounds are not only budget
constrained but also deprived from high guality education in high school.
mmuﬁqduuﬁmhwrhimiﬂqﬂninhﬂmlmlﬂ:wiﬂlhw
levels of human capital and more limited conditions to promote educational
processes, Consequently, their scores in the stundardized tests are
systematically lower than those of richer children (Sanchez er. 2l 2003),
which not only put theni in a second place in the contest for seats in the
The results of our exervises advise assigning mare weight to other clements
inmthtﬁnmnhnfdiglbﬂﬁy.&rm#nghmhﬂhwupmhbﬂhydf
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her counterpary, after conditioning for the other relevant characteristics.
Similarly, other demographic groups such as blacks, indigenous and children
growing in househalds headed by a single woman and, in genersl, people
coming from families with limited resources and poor backgrounds should
be a priority in terms ofloan provision by ICETEX. Poor houscholds can be
identified a5 those residing in areas dassified as socioeconomic strata | and 2
(the lowest out of 6 strata). Applicants may proof their eligibility by
submitting their SISBEN identification record (system to target special
beneficiaries of social programs) or a utility bill.

The current public system of loans exhibits another major drawbadc students
need to have a guarantor with collateral and eredit history to be eligible.
Howevet, poor people could hardly meet this prerequisite. If not addressed
properly, this requirement discourages poor families from borrowing and
most of the money can go to less needed students, Unfortunately we did not
have access to data to test this hypothesis, but another report an this issue
has found thar the allocation of these funds in the country appears 1o be
Even though these rules of eligibility are designed to assure high repayment
rates, they undermine the purposes of increasing equity. Therefore,
psradoxically the public system may be falling in the same trap — or the
market imperfection — of the private lender.

Daes the current system induce parents from low income households to
enroll their children in college? Should they be combined with partial grants?
Under the conditions described previously, the loan system does not seem
to be increasing the levels of school artainment of those who are facing the
biggest liquidity constraints. For this reason, targeting should be a primary
condition in the design of the new system. Considering the high sensitivity
of callege enrollment to income found in our quantitutive simulations, grants
undd Hexible loans jointdy with enforcement based on academic

appear to be a suitable alternative for the poorest applicants. After graduation,
they could be monitored through wide information systems available like
the Colombian office of wax collection (DIAN], the national social security
system or several financial risks agencies. There is still some potential risk of
default if they join the informal sector, but our calculations of the retirns to
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college and joblessness by education level suggest that there is not reason to
think this is going to be their main laber market.

The current regional allocation of resources follows some parameters of
distribution defined by ICETEX. This study saggests incorporating flesibility
in thar distribution with regard t geographical allocation and social sssistance
inequalities. Some urban centers and small municipalities have fixed
characteristics (Le. less college supply from the public sector, higher levels of
poverty, weaker labor market conditions, higher child labor ratios, less access
to infarmation, more inflows of refugees from violent rural zones, among
others), that would demand a “big push” to encourage teenagers to go to
college in these areas. Cali, Cartagena and Pasto could be examples of chese
urban centers,

V.43, Governance and Management: The Role of the Main Avtors

There are three main public offices regulating, supervising and planning
college education in the country: The Ministry of Educstion, The Colombian
Institate for the Promotion of Higher Education (ICFES) and ICETEX.
The larter has had for more than five decades the control of the national
loan program and stands obviously as the main responsible of its

plan. ICETEX has already in place a remarkable infrastructure with regional
offices in 26 main urban centers, information centers in 25 states of the
country and enough staff to carry its activities, Additionally, ICETEX has
developed a wide data base with information of allocation of loans,
socipeconomic charactetistics of applicants and repayment history, This
agency also has the resources to publicize the new system and its advantages.
The success of the program mostly lies in the ability to let families learn
about their potential eligibility.

I our opinion, [CETEX hasall the resources and logistics available to expand
the coverage of the current system from 5% to 20% (Oprion 5 discussed in
section V.3.1.). Although some new investments may be needed (e.g:
information technology, training, hiring of additional staff), we considered
that these costs are not very significant and will be completely offset by the
benefits of die program. Similarly, we think that the program inanagement
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can be enhanced through alliances with private banks - intermediaries, which
have more experience in dealing with credit markets and have imporeant
comparative advantages in terms of information, monitoring, enforcement
and a greater et of instruments to screen and track borrowers. This point s
essential becatise the program can be amplified only if stronger mechanisms
to reduce default rates are jointly developed. Otherwise the susminability of
the project will be threatened. These alliances may also reduce the needs for
public investments in infrastructure, expenses on staff and administrative
costs to collect repayments.

On the other hand, The Ministry of Education and [CFES are already.
invelved in other components that are part of the whole plan of higher
education strengthening announced by the governmentand which arc also
funded by the World Bank loan. These components include improvements
of past and new quality sssurance systems, enhancing of legal and technical
planniog and management (World Bank, 2002).

Despite the fact that all these public offices can all contribute to 2 berter
governance and management of the loan program, it is necessary to be aware
in the past. We suggest keeping the current mechanisms of acconntabilicy
and control used to monitor ICETEX’s performance, mostly through its
own board of directors and the permanent evaluations carried out by the
Ministry of Educarion. In sammary, our analysis allows us to condude that
the expunsion plans and do not justify the creation of new institutional

sinnctires.

V.5. Other College Funding Issues to Correct Current Incentives

This study has also been helpful in identifying other relevant financial issues
that can undermine any strategy towards more access and equality at college

level, Fiest, we call artention to revising the current funding scheme, in
which the government allocares expenditure on public institutions based
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mostly on historical preference, past agreements and collective negotistions.
Lacking fundamental incentives, this funding method does nov reward
consistently well-performing universities, has caused many imporeant
instirutions to face unprecedented finandial crisis and has failed to help
generate new sowrces of revenues, As a resuls, higher costs and inefficiencies
characterize most of the public universities in the country, For instance,
seats in public universities cost 29% per year more than seats in private
universities. Similarly, the appointment process for instructors in public
universities responds very often to considerations ather than real pedagogical
needs within the system. Public universities allocate on average sround 42%
af their budgets on wage bills to fund academic saaffwhile private institutions
spend 32% for similar purposes.”

In our opinion, two alternatives may be combined to get rid of those
undesirable incentives. On one hand, we suggest switching part of the current
expenditures to fund demand subsidies programs such as grants, loans with
low interest rates or vouchers for the poorest students. On the other hand,
the remaining part may be allocated to stimulate the public supply through
a system that compensates only efficient and accountable institutions. For
instance, a fraction of this public budget could be distributed among
Institutions according to their inpus (faculty, students enrolled, pedagogical
and research resources) and the other fraction can take into account their

outputs (graduared students, publications and other products of research),

An interesting exercise could come from linking the public budget to the
individual pedformance of the institutions, discriminating by students’
achievement. For example, a scale can be created o reward universities
sccording to the students’ average test score right before graduntion.®
Nevertheless, several problems and perverse incentives should be considered

¥ For inuznee, sears in pahile aoieeraisies covs 29% peryes: mnss then s in privae unfeesiten. S Gudy, de
Wm&hhﬂmmmﬁmmmrﬂmm
within the wwtes:. Pohlic siirenitie sllaore aooad 479 of thek budgeo o wege bills 1 fond seademse srall
‘while privass Inssitntion speud 32% for domiler purposes, Soc “Colombia. The Eosnomic Foundation ... pp.
Tad.

* Salenl sl Alsabs {usrrase the cme of Halland as o socossdnl exemple of dhis leermstive. Sor Jumil Salmi and
Geabriclens Aleats, ap.cit., pp. 70,

" There are two smuin eseer bo Empiemen this ele Froches JCFES (ufes Lkl high school) md Shiem de
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before following this strategy. Standardized tests may not bea good predictor
of ecademic performance. students can spend more time on subjects which
are tested, instructors can devote part of their effort to reach test-taking
strategies or universities can allocate more resources to those students who
are expected to do better in the test. Additionally, & system like this could
attend private primary and secondary institutions with higher quality and
educational achievement.
This document supports policies aimed to provide subsidies and other types
of transfers 10 poor prospective and college students. In spite of thar, we also

propose that the public provision of college education in the country be
embedded in a.cost recovery frameword, something that is not met at present.
On average, only 9% of the public expenses per student at tertiary education
level are recovered in Colombia (Graph A.6.).* Tt is peeded to pursue cost
recovery policies such as increasing tuition und fees of public universities in
tanden with loans and grants programs to facilitate access end completion.
The central idea of this proposal is that college graduates pay for their
education and not all toxpayers in general, This option can be complemented
with new rules that encoursge and reward instinutional antonomy o generare
mew sources of revenues (business sponsorship of students, consultancy and
research services, fund-raising) and increase individual control of inputs,
costs, wages and cutpuls

Condusions

The drop in callege enrollment observed during the last years and the huge
mqm.imuh the access to education at this level call for public intervention
in Colombia. As expected for a developing country, the opportunities o
enroll ar this level appear 1o be highly influenced by current household
incomes and alternative sources of wealth. Many teenagess from middle and
low income groups have no financial alternatives to go to college. In that
sense, the expansion of the current student loan program stands as a good

* Thin valie la even bowes for Latis Aimeries: 7%, Soe Sl anel Aloels, spit, pp. 13
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option to help credit constrained people to attend and complete their
education. Our calculations indicate that the labor market provide enough
incentives in terms of wages to go to college and make the loan program
very attractive for beneficiaries, even at lower rates of return than the current
ones. Nevertheless, the high level of unemployment is still a big threat 1o
borrowing,

An increase in the number of new loans from the enrrent 20,000 w 60,000
represents a very reasonsble target for the expansion of the program. Wealso
recommend that the average loans in the new system be increased -
particularly for poor applicants — 1o cover between 75% and 80% of mition
and fee expenses, instead of the current limit of 60%. This amount of
resources complemented with direct credits from universities would allowa
full fanding of smdies and other related expenses such as living expenses,
travel allowances and books. This program would be ronghly a total
expenditure of US$ 103 million per year (US$ 60 million more than the
present expenditure) and represents an increase from 5% to 20% of the total
college enrollment receiving loans. Additionally, we suggest keeping the
current subsidy of 25% of the loan o poor applicant from socioeconomic
strata 1 and 2, At the same time, the government has ro amend the current
funding scheme, in which the public expenditure for state-run institutions
is regularty based on historical preference, past agreements and collective
negutiations, To align incentives, we advise switching part of these resources
to fund demand subsidies programs. The remaining part may be allocared
through mechanisms that compessate only efficient and accountable
institutions

——————————

The new system of loans should reduce the imporance of the ICFES test as
a screening mechanism, in which poor children are systematically scoring
poarly, and give more weight to other elements into the formula of eigibility.
Demographic groups such as fernales, blacks, indigenous and children of
households headed by & single woman and, in general, people coming from
families with limited resources and poor backgrounds meeting the minimum
conditions should be targeted in terms of loan eligibility. Furthermore, grants
and flexible loans may be an ideal intervention for poorest applicants with
outstanding academic performance.
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Two repayment aleernatives emerge as better substitutes of the corrent
mortgage-type loan of ICETEX: income-contingent loans and tax on
graduated recipient’s loans, The first method sets repayments proportional
to futare carnings and allows beneficiaries to defer them antil they havea
job. Hence, less weslthy families would have better incentives to borrow and
repay. Although there may be some potentisl moral haward danger, this system
has achieved interesting results in countries like Sweden and Ghages. The
second method levies 2 tax on graduates who received support from the
public loan program over thelr working lives. In this case, & flexible tax to
adjust for different income levels may be more fvorshle to achieve equity
results as well. The success of either ane or the other depends mostly on
repayment rates. We recommend ICETEX to invest in enforcement
such as the Colombian office of 1z collection (DIAN), the national social
security system or sevenal finandal risks agencies,

Demand-side financing mechanisms driven by students’ interests and
preferences lilee the one discussed here are expected to have positive effects
in terms of guality. In principle, the expansion of the student loan program
could make bath public and private institutions more responsive to demand
and more exposed to higher competition.

Finally, we want to emphasize that our study shows that credit does not
represent the only constraint to college enrollment. The enlargement of the
current student loan system partially solves the problem. Some of the
simulations presenied here show that other alternatives can be explored to
boost enrollment and may be even betier cost-benefit ranked. Purthermore,
the unegat access fram highschoal 1o college is greatly explained by the botdenedc
in the basic edncation system, disproportionately affecting disadvantaged children.
Besides, the analysis presented in this report suggests that past family fictors
socount for the gaps in college enrollinent. For that reason, we believe that policies
targeted only towards teenagers may not be enough to promote sl formation
at collage level, Additional research is needed to achieve more robust answers w0
these and other questions in this topic. Nevertheless, we hope this study has
become a relevant step w stimulate the debaze,
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Appendix

Graph A.1. Percentage of Gross Enrollmient in Secondary and
Tertiary in Latin American Couniries, 1995,
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Graph A.2. Proportion of Students Antending Private Universities, Latin America
(1970-1994).
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Graph A.3. College Enrollment Rate by States, Colombia, 1999,
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Graph A.4. College Enrollment Rate, Colombis, 1985-2001,
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Graph A.5. Rea! Incresse in Tuition Coats, Privare Colleges, 19952000,
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Graph A.6. Tuition Paymenis as Proportion of Total Expenses in Public Universities,
1995
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Table A.1,College Enrollment Probability Equations, Calombis, 1995
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Graph A.7. Sensitivity of Callege Enrallment in the Second Quintile.
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Table A.2. Some Alternitives to Expand the Corrent System (Pesos, 2003)

Artags
lgan pwr Lm-rd‘l.m H.r.J L Tadad
Pabernily| progrem TR T nais e [ETE T ; rmE e n e | s (3
h.ll!-l.l irmliEmria) pdlfinnal | mittaned
TP grogres (wnieeted d 2004 Laes| sneosl eee| TOe0s| Risss| sorsen
Doy 1 | 4L 0000 o bessrw ) 1LPEE| 40000 AT, | 000 | ATREV) | WIS
Oy 2 pOpsc [~ 5% Feeas in Dl 1 B i e | toooOe | TEEDM | BT A
Clah 3 (Ot ¥ o+ 5% wcras & Bgen | 1.7E 40 500 FLIGT | bop0 | TR |  dslii
| Dt 0 [0 (0K}t It | 1.0 kalAEL TROTOF | VRLEO0 ) MELETI ] FTE 13U |
Opftee & POyt d 4 90, ircmsia i S| 1,n24 ML M| OOl ST | 276408 |
Dtk & (Ol 4 o+ SV o b Bioai| 1. rey BO003 |  MWOTERD | 30000 ) A | 29880
_Opton T_[+80.000 s ) Lise! eoeoe| emews| vsomo| smaer| sams
_ Oy ) e T o S e b ide) LA DO | RBASGH | ISNAGGT ZOUOAR | 35T AN
Ophon § -[Dpsoe T + 5% Mamsess = feen| LPEN | SODOO|  lAMAE | TSOEOO| A0 412303
Cipion 1 q#ﬂ.ﬂlmﬁm+ﬂlﬂ—nh—q i, pli et ] TrLTET TRLSG ¢ S0 TES FTENr ]

"_i-m'q"lilu:i:n pesce, 2005, Exchunge rare = 2,700 pesasfdoller

m * Universidad Tecnoldgica de Bolivar =



Undsrrmasing e ot of Celombie:
Proam the sedlotyspienle derminiss of inllegs ssmdne m ths dedgn of swilesy e

References

Albrecht, Douglas und Adrian Ziderman, *Student Loany: An Effective Instrurment
for Cost Recovery in Higher Eduestion?, The Waorld Bank Ressarch Observer, vol,
8, no. 1, January 1993.

Angrist, joshua, *“The Effect of Veterans Benefits on Education and Eamings”, in
Industrial and Labor Relations Review, 46:4, 637-32, 1993.

Baez, Javier, “Employment Inequalities in the Ninetiess Who Are More Vulnerable
and Whyl" in Coyuntura Social;, Fedesarrollo, Ne, 25, Bagots, Colombis,
November, 2001.

Baez, Javier and Gustave Duncan, “Primary end Secondary School Education in
the Colombian Caribbean™, in El Rexago de bz Costa Caribe Colombiana, Adolfo
Meisel and Haroldo Calvo (eds.), July, 1999,

Barro, Robert and Jong-Hws Lee, “Internations] Datx on Educational Atminment:
Updlases and lmplications”, CID) Working Paper, No. 42, Harvard Univessity, April 2000,

Dyaarski, Susan, "The Behavioral and Distributional Implicstions of Aid for
College”, Kennedy School of Government, Harvard University and NBER, mimeo,
January 2001,

Dynarski, Susan, “Loans, Liquidity and Schooling Dedsions”™, Kennedy School of
Government; Harvard University and NBER, mimeo, February 2002.

Dynarski, Susan, “Does it Marter? Messuring the Effect of Student Aid on College

Anendance and Completion™, Kennedy School of Government, Harved University
and NBER, RWP01-034, September, 2001,

Johnson, George, "Subsidies for Higher Edueation”, fowrnal of Labor Economics,
Vol. 2, N.3, July, 1984,

Hanunshek, Eric and John Kim, “Schooling, Labor Force Quality and Econamic
Growth, NBER Working Paper No. 5399, 1995.

Hecloman, James and Pedro Carnero, " Human Capital Policy™, NBER, working
Paper 9495, February, 2003,

S——



Ulpdes statullag the youth of Colssshle —
By rhie sserbrenammes ic detrrevissms nf oollege emmilnumrm che dedgn of st b

Jimenezx. Emmannel and Jee Peng Tan, “Selecting the Brightest for
Education in Colombis: The Impact on Equity”, Research Division Eduration

and Training Department, Washington D,C,, Febraary, 1987,

Kazne, Thomas J., “College Entry by Blacks since the 1970; The role of College
Costs, Family Background and the Retarns to Education, The fournal of Polisical
Eromomy, Vol. 102, No. 5, October, 1994.

————

Krueger, Alan and Milael Lindahl, “Education for Growth: Why and for Whom2",
NBER, Working Paper No. W7591, 2000

Manski, Charles and David Wise, College Choice in America, Cambridge, MA,
Harvard University Press, 1983,

Pritchett, Lant “Towards A New Consensus for Addressing the Global Chzllenge
of the Lack of Educarion”, Keanedy School of Government, Harvard University,
first draft, mimeo, January, 2004.

Ucampo, Jose, Fabio Sanchex and Camilo Tovar, “Cambio estructural y deterioro
Izborak: Colombia en la década de los noventa” in Coyuntura Econdmica, Vol. 30,
Dric 2000,

Reimers, Fernando (Ed.), “What can we learn from studying educational
opportunity in the Americas and why should we care?”, in Uneguel Schools, Unequal

Chanees. The Challenges to Equal Opportunity in the Americas, Cambridge, MA,
Harvard University Press, 2000.

Salmi, Jamil and Gabrielena Aleala, “Opciones Para Reformar El Financiamiento
de la Ensefianza Superior”, The World Bank - Latin Americs and the Caribbean
Regional Office, Human Development Department, LCSHID Paper Series No,
35, December 1998,

Sanchez, Fabio and Jairo Nuner, "Educacidn y Salarios Relativos en Colombis,
1976-1995: Determinantes, Evolucion « Implicaciones para In Distribucién del
Ingreso, en Archivas de Macroeconomia, Departamento Nacional de Planeacion,
Bogom, 1998,

Sanchez, Fabio, M. Quires, C. Reveron, A, Rodriguez, ““Equidad soctal en el

acceto y permanencia en la Universidad Publics. Determinantes y Factores
Asociados”, CEDE, Universidad de los Andes, Bogota, mimeo, 2003,

'-uwwm@manm-



Hadermeulloy nf Cezdranibim
From b escineronneic deessissam of cafloge exraiinsmie i the doagr of windent e

The Wocld Bank, “Colombia. The Economic Foundation of Peace”, M, Guigale,
0. Lafourcade and Connie Luff (Eds.), Washingtan, 2002,

The World Bank, Tertiary Education tn Colembiz. Paving the Wey for Reform, Wodd
Bank Report, Washington D.C., 2003,

The Warld Bank, Higher Education in Developing Countries Peril and Pronsiee. The
Task Force on Higher Education snd Society, World Bank Report, Washington
D.C,, February, 2000,

World Economic Forum and Center for Internetional Development, “International
Competitiveness and Education in Latin America and the Caribbean Countries” in
The Latin Amirican Competitiveness Repors, 2001-2002, Joagquin Vial and Peter K.
Carnelius (Edts.), pp, 63, Oxford University Press., 2002,

* Universidad Tecnoldgion de Bolivas ¢ -



