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Background
“income replacement to compensate for the leave from 
paid employment necessary around childbirth”

Not having sufficient leave leads to poor choices:

Resign from work 
adverse consequences to workforce attachment, financial 
independence and security, welfare outlays, taxation revenue

Return to work sooner than desired 
adverse consequences to maternal health and wellbeing, and child 
health and development.

PPL is investment in human capital for both parent and child
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Who should pay? Motivation for an ICL
Why not more from taxpayers?

– Competing fiscal pressures
– Difficult to isolate private from public benefits
– Different levels of supplementary support
– Too much support can erode attachment

Like higher education:
– Assuming that universal scheme covers the majority 

of externalities, then recipients should pay since 
they derive private benefits.

– But liquidity constraints
– PPL is investment in human capital 

Can’t rely on the private sector or the parent to fund the 
period of extended leave. ICL?
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Benefits and Risks of an ICL for PPL

Benefits
• Source of funding
• Flexibility in design
• Interstate and intertemporal smoothing

– Income contingent (affordable) repayments 
• Progressive repayment schedule
• Low cost of provision

Risks
• Adverse selection (voluntary scheme) and moral hazard
• Excessive leave can hinder workforce attachment

4



Addressing Risks through Design

• Adverse selection and Moral hazard
– restrict eligibility to paid labour force
– have the debt as an obligation of both parents
– impose a surcharge and/or real interest rate on the loan
– choose low minimum income thresholds  with low 

repayment rates
– other mechanisms (eg, co-signing, arrangements with 

employers)

• Jeopardizing workforce attachment
– Limit duration of leave and available loan amount
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A case study: Australian PPL scheme

• Universal 18 week PPL scheme for working 
parents adopted in 2011 following Productivity 
Commission enquiry, pays minimum wage.

• Current scheme is limited:
– Minimum wage may be insufficient given financial 

obligations
– 18 weeks falls short of 6-12 months that many believe is 

optimal, and not all have sufficient supplementary 
support
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Some modelling
Scenarios

1 – Couple, FT/FT, 2 children  2 – Couple, FT/PT, 2 children
3 – Single parent, FT, 1 child  4 – Single parent, PT, 1 child

Amount borrowed: $5,400 per child (10 additional 
weeks)

Loan surcharge (20 per cent)       Real indexation (+0.5% on  
gov cost of borrowing)
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1 -8 -12 -14 8 6 5
2 -6 -12 -14 10 6 5
3 -6 -10 -12 8 5 4
4 100 33 -7 NA NA 8

Scenario Subsidy proportion  
(per cent)

Time to repayment 
(years)

Income 
percentile

25% 50% 75% 25% 50% 75%

Scenario Subsidy proportion  (per 
cent)

Income 
percentile

25% 50% 75%

1 -2 -1 -1
2 -2 -1 -1
3 -2 -1 -1
4 100 33 -2



• charge to cover all costs (borrowing + cohort risk 
premium + administration).‘Risk-pooling’ as 
opposed to ‘Risk-sharing’

• Very low cohort risk premium
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Design for cost neutrality



Final comments
• A voluntary ICL scheme could help parents who have 

few or no options beyond existing taxpayer-funded 
schemes

• Flexibility in design can allow for different levels of 
taxpayer funded leave. 

• Addressing adverse selection and moral hazard is critical 
in design

• Could be designed to be welfare enhancing to debtors 
and financially neutral for lender
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