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About the Roosevelt Institute 

 
The Roosevelt Institute at Cornell University is a 
a student-run think tank that generates, advocates, and 
lobbies for progressive policy ideas and initiatives in local, 
university, state, and national government. Members 
write for our campus policy journals, complete advocacy 
and education projects in the local community, host re-
search discussions with professors, write policy and politi-
cal blogs, and organize campus political debates and pol-
icy seminars.  

 
The Roosevelt Institute is organized in six policy centers: 
 
Center for Economic Policy and Development 
Center for Foreign Policy and International Studies 
Center for Energy and Environmental Policy 
Center for Education Policy and Development 
Center for Healthcare Policy 
Center for Domestic Policy 
 
 
Interested in joining? Email your inquiry to cornellroose-
veltinstitute@gmail.com and check out our website, 
http://rso.cornell.edu/rooseveltinstitute, for further infor-
mation. 
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Letter from the Policy Director 
 
Dear Readers, 
 
We are proud to present to you the second installment of 
Looking Ahead: The Cornell Roosevelt Policy Journal from 
the Center for Economic and Development. I have the 
unique  pleasure of presenting policy proposals from an 
array of different policy genres. In this edition, our Center 
explores potential solutions to some of our nation’s big-
gest problems in areas like tax policy, financial regulatory 
reform, student loan debt, and  immigration reform.  Each 
author in this journal directed  their research and analysis 
toward solving some of our nation’s greatest challenges. I 
would like to personally thank each analyst, the readers, 
Isaac Rosenberg, the former Policy Director, and everyone 
else who has shared an equal passion of the pursuit 
knowledge for the purpose of improving the world we live 
in, a principle upon which the Roosevelt Institute is built.  
  
Sincerely, 
 
Nicholas C. Toth 
Industrial & Labor Relations (ILR) ‘14 
Policy Director  
Center for Economic Policy and Development  
Email: nct32@cornell.edu 
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The Digital Divide: Facilitating Economic 
Growth in Low-Income Communities Through 
Federal Subsidies for Broadband Access  
By Michael Lemm ’15, Major: Policy Analysis & Management (HumEc), Email: msl273@cornell.edu 

 
Even with the rapid expansion of broadband infrastructure in the US since 2001, there 
still remain vast disparities between higher-income and low-income communities in 
accessing broadband services due to exacerbating costs1. Considering broadband ac-
cess has been shown to facilitate economic growth in areas with high rates of accessi-
bility, it is imperative for Congress to provide federal subsidies to increase access to 
broadband in low-income communities2. 
 

Background: 
 
As the US wealth gap widens, 
low-income areas still have 
inadequate access to many 
basic resources that have been 
proven to stimulate consider-
able economic growth. A major 
disparity that currently exists 
between high-income and low-
income communities is a dis-
proportionate amount of 
broadband access, which has 
historically led to increased job 
opportunities, improved educa-
tional resources3, and even better health outcomes, due to the copious amount of 
information that is available through the internet4.  

To exemplify how inadequate access to broadband services negatively impacts eco-
nomic growth, consider a low-income household in a rural area. Indeed, studies show 
that low-income rural areas suffer the most from a lack of broadband access. Several 
disadvantages that the household may face are: 1) fewer job opportunities since jobs 
are more frequently being posted on the internet5 2) decreased educational resources, 
as more educational programs are becoming “web-based6,” and 3) worse health out-
comes, considering most medical/healthcare information is now found online7.  

 

Key Facts: 
 The percentage of Americans that use broadband 

service has grown from 6% to over 62% from 2001-
201116 

 It costs broadband providers nearly 50% more to 
offer services in low-income areas17 

 Broadband access has led to increased job opportu-
nities, improved educational resources, and better 
health outcomes in communities with considerable 
access18 
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History: 
 
Since broadband became widespread in 2001, it has benefited all communities with 

more efficient means of finding employment, starting new businesses, and fostering a 

“digital economy” that connects businesses and consumers around the globe8. How-

ever, in 2011, significant disparities in broadband access remained: 60% of American 

adults at income levels below $30,000/yr. did not have any access to broadband ser-

vices9. Furthermore, nearly 35% of people that did not have broadband cited that 

“prices must fall” in order for them to purchase broadband services10. While many 

federal grant programs have been proposed to increase broadband infrastructure, 

there have been few implemented policies to reduce the price of broadband to resi-

dents in low-income areas. 

 

Analysis: 
 
As it stands, broadband providers 
base most of their pricing 
schemes off of their competition 
with other service providers in 
potential areas of service11. For 
this reason, costs for broadband 
tend to be lower in middle-/high-
income urban areas since they 
are densely populated and attract 
several broadband competitors12. In fact, it costs broadband providers nearly 50% 
more to offer services in low-income areas (median income at or below $30,000)13. 
Unsurprisingly, when pricing broadband services, it is more cost-effective and eco-
nomically efficient for broadband providers to charge a higher price to consumers in 
low-income/rural areas.  
 
Not only would subsidies help low-income families attain affordable broadband access 
in the short-run, but, in the long run, subsidies would increase the concentration of 
broadband provider competition in these areas. With increased competition, prices of 
broadband services would naturally decrease while residents would have a greater 
array of service options from which to choose. In fact, $7.2 billion of federal funding 
was recently provided to expand broadband access under the American Recovery and 
Reinvestment Act of 2009 and has brought broadband service to 2.8 million new 
households to date14. In addition, both the employment rate and incomes in low-
income communities have increased as a direct result of the increased broadband cov-
erage15. 
 

Talking Points: 
 Federal subsidies will provide broadband pro-

viders with increased incentives to serve low-
income communities’ broadband demands 

 Federal subsidies were especially effective in 
expanding access to broadband through the 
American Recovery and Reinvestment Act of 
200919 
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It is imperative to recognize that broadband service providers would also gain from 
federal subsidies for broadband in low-income communities. With funding to expand 
their services throughout the US, broadband providers can gain competitive advan-
tages over other service providers by touting a larger network base. Furthermore, due 
to the increased economic growth broadband access would stimulate in low-income 
areas, low-income families may be able to afford higher costs for broadband service in 
the long-run.  

 

Next Steps: 
 
In order to dissipate the current “digital divide,” it is integral that the federal govern-
ment creates new broadband-focused agencies to allocate funding for broadband ser-
vices in low-income communities. With the $7.2 billion of broadband funding pledged 
in the American Recovery and Reinvestment Act drying out, Congress must enact new 
federal subsidy programs to strike an efficient balance between providing funding for 
broadband in low-income areas, while curtailing any negative impact that government 
involvement may have on private sector competition.  

 
Endnotes: 
1) Zickuhr, Kathryn, and Aaron Smith "Digital Differences” Pew Research Center’s Internet and American Life Project. Pew Research Center, 2012. Web. http://
www.pewinternet.org/~/media//Files/Reports/2012/PIP_Digital_differences_041312.pdfhttp://www.pewinternet.org/~/media//Files/Reports/2012/
PIP_Digital_differences_041312.pdf 
2) Kolko, Jed “Does Broadband Boost Local Economic Development?” Public Policy Institute of California, 2010. Web. http://www.ppic.org/content/pubs/report/r_110jkr.PDF 
3) Firth, Lucy and David Mellor “Broadband: Benefits and Problems” Telecommunications Policy Journal, 2005. Web. http://www.sciencedirect.com/science/article/pii/
S0308596104001120 
4) Ibid 1 
5) Horrigan, John “If You Build It, Will They Log On?” Pew Research Center’s Internet and American Life Project. Pew Research Center, 2007. Web. http://
wwww.pewinternet.com/~/media/Files/Reports/2009/PIP_Broadband%20Barriers.pdf 
6)Barnett, Ron “Rise of Internet Learning Creates Digital Divide” USA Today, 2013. Web. http://www.usatoday.com/story/news/nation/2013/02/16/internet-learning-creates-
digital-divide/1925189/ 
7) Kreps, Gary “Disseminating Relevant Health Information to Underserved Audiences: Implications of the Digital Divide Pilot Projects” Journal of the Medical Library Associa-
tion, 2005. Web. http://www.ncbi.nlm.nih.gov/pmc/articles/PMC1255755/ 
8) Ibid 1 
9) Ibid 1 
10) Ibid 1 
11) United States Department of Agriculture-Rural Utilities Service “Rural Broadband Access Loans and Loan Guarantees” Federal Register. Office of the Federal Register, 
2013. Web. https://www.federalregister.gov/articles/2013/02/06/2013-02390/rural-broadband-access-loans-and-loan-guarantees 
12) Ibid 11 
13) Ibid 11 
14) Ibid 11 
15) Ibid 11 
16) Ibid 1 
17) Ibid 11 
18) Ibid 1 
19) Ibid 11 
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Reforming the Patent System to Prevent Abuse 
By Victor Zhao ’16, Major: Applied Economics and Management (CALS), Email: vz38@cornell.edu  

  
Shortening the length of software patents to five years and making losing plaintiffs in 

patent cases pay for the defendant’s legal fees will make the patent system fairer and 

stimulate growth. 

Background: 
 
Patents protect and incentivize 

innovation by giving inventors a 

temporary monopoly on the prof-

its made from commercializing 

their inventions. In the United 

States, utility and plant patents 

usually last twenty years and de-

sign patents last fourteen years1. 

The current patent system is 
flawed, particularly in the case of 
software. Software patents often cover much more than originally intended or actually 
invented by the patent holder. As a result, they can be used to lawfully but unfairly sue 
others in an attempt to extract profits. Current patent law has given rise to companies 
that own patents but don’t make any products, called non-practicing entities (NPE). 
These companies, more commonly known as patent trolls, license large numbers of 
patents and actively seek out possible infringements on these patents. 
 
NPE’s are not the only companies participating in the increasingly escalating number of 
patent infringement cases.  Large corporations in the technology industry have also 
joined in by acquiring smaller firms to strategically enhance their patent portfolio. In 
2011, for example, Google acquired Motorola Mobility and its 17,000 patents for an 
estimated $12.5 billion in order to protect its Android mobile operating system2.  
 

History: 
 
The patent system in the United States was first established by the Patent Act of 

17903. Since then, patent law has undergone multiple revisions and changes. The most 

recent modification to patent law was the Leahy-Smith America Invents Act (AIA), 

signed into law on September 16, 20114. 

 

Key Facts: 
 Roughly 40,000 patents are issued every year6 

 At a rate of $100 an hour for a patent attorney, 

it would cost $400 billion to compare every 

firm’s products with the new patents granted 

every year7 

 Patent troll lawsuits cost American companies 

more than $29 billion in a single year8 
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The AIA shifted the patent system from first-to-invent to first-to-file, in which the first 

inventor to file a patent application receives the patent4. This exacerbates the problem 

of patent litigation by giving an inherent advantage to large corporations who have the 

resources to complete patent applications quickly. The AIA also addresses one aspect 

of patent trolling through its joinder provision, which prevents patent owners from 

suing multiple defendants in one lawsuit5. This makes it more difficult for patent trolls 

to bring litigation because it requires them to file separate lawsuits even for defen-

dants accused of infringing the same patent. 

 

Analysis: 
 
Because software is a method of per-

forming a certain task, and not a 

physical product with a set menu of 

component parts, patent protection 

is problematic. The rapid pace of 

technological change means that 

patents can be outdated and overly 

broad; before the patent term is up, 

there may be newer, better, and 

more efficient ways of accomplishing 

the same task protected by the origi-

nal patent. Shortening the term of a 

software patent to five years will alle-

viate this problem by making sure 

that enforceable patents are more up to date with current technology while still pre-

serving some protection for first inventors. 

Current patent law favors large companies and does little to prevent patent trolling. 

Making losing plaintiffs in patent cases pay for the defendant’s legal fees would pro-

tect small firms without the financial resources to fight expensive patent cases from 

predatory patent litigation. This results in the simultaneous benefits of reducing the 

number of frivolous patent cases entering the legal system and ensuring that small 

firms can have a robust defense against allegations of patent infringement. Protect 

startups from predatory patent litigation will encourage entrepreneurs to continue 

innovating and spur economic growth. 

 

Talking Points: 
 Patent trolls target smaller companies 

who do not have the resources to fight 

in expensive patent cases 

 Software patents are often broad in 

scope and cover much more than what 

the patent owner originally invented 

 A robust patent system that encourages 

innovation rather than destroy it with 

litigation is essential for economic 

growth 
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Next Steps: 
 
Changes to patent law will require Congressional action. In February 2013, House rep-

resentatives Jason Chaffetz and Peter DeFazio introduced H.R. 845, the Saving High-

Tech Innovators from Egregious Legal Disputes (SHIELD) Act6. The SHIELD Act is more 

limited in scale in that it targets only NPE’s as having to pay defendants’ legal costs in 

patent infringement cases and ignores other practicing companies that may engage in 

the same behavior8. Furthermore, the SHIELD Act makes no changes to the length of 

patent protection for software. Nevertheless, it represents a step in the right direction. 

The level of support garnered for the SHIELD Act in Congress will be an important ba-

rometer of the feasibility of this proposal. 

 
Endnotes: 
 
1United States Patent and Trademark Office, "Patents." Last modified March 12, 2013. Accessed April 22, 2013. http://www.uspto.gov/inventors/patents.jsp. 

2Womack, Brian. Bloomberg Businessweek, "Google Says Almost Half of Motorola Purchase Price for Patents." Last modified July 24, 2012. Accessed April 22, 2013. http://

www.bloomberg.com/news/2012-07-25/google-says-almost-half-of-motorola-purchase-price-for-patents.html. 

3United States Patent and Trademark Office, "The United States Patent System Celebrates 212 Years." Last modified April 09, 2001. Accessed April 22, 2013. http://

www.uspto.gov/news/pr/2002/02-26.jsp. 

4Wendy Schacht, and John Thomas, "The Leahy-Smith America Invents Act: Innovation Issues,"Congressional Research Service (2013), https://www.fas.org/sgp/crs/misc/

R42014.pdf (accessed April 22, 2013). 

5Paul Gupta, and Alex Feerst, "The U.S. Patent System After the Leahy-Smith America Invents Act," European Intellectual Property Review, no. 1 (2012), 

6Shane, Scott. "How to Neuter Patent Trolls." Bloomberg Businessweek, March 26, 2013. http://www.businessweek.com/articles/2013-03-26/how-to-neuter-patent-trolls 

(accessed April 24, 2013). 

7Mulligan, Christina and Lee, Timothy B., Scaling the Patent System (March 6, 2012). NYU Annual Survey of American Law, Forthcoming, http://ssrn.com/abstract=2016968 

8Bessen, James, and Michael Meurer. The Direct Costs from NPE Disputes. working paper., Boston University, 2012. http://www.bu.edu/law/faculty/scholarship/

workingpapers/documents/BessenJ_MeurerM062512rev062812.pdf. 
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Rethinking Student Loans: Using Interest Rates 
to Reduce Default and Direct Education  
Decisions 
By Kyle DaToush '14 Applied Economics & Management (CALS) Email:kd355@cornell.edu  

 
This policy proposal briefly reviews current and past federal student loan programs and 
recommends moving away from a single interest rate to a system that provides loans 
with varying interest rates based upon risk. This system would measure the risk of a 
student’s major and school choice based upon default rates and, as a result, encourage 
better education decisions by incentivizing students to pursue fields deemed critical and 
in high demand. 
 

Background: 
 

For the first time in American 
history, student loan debt ex-
ceeds credit card debt1. Many 
experts have claimed student 
loans will create a bubble compa-
rable to the housing bubble of 
20082,3 a calamity that must be 
avoided. According to the U.S. 
Department of Education (DOE), 
38.3 million students had out-
standing principal and interest 
balances of $948.2 billion as of 2012, nearly doubling in five years4. The DOE estimates 
that 40% of loans to for-profits will be in default at some point, forcing tax payers to 
foot the bill of the next credit bubble5.  
 

History: 
The federal government has guaranteed private student loans since 1965. President 
Obama signed to eliminate the Federal Family Education Loan program and any new 
student loans would be provided directly from the government7. The impressive 
growth of for-profit schools and their controversial practices have resulted in increased 
regulations. A 2011 ruling required all colleges receiving federal student loans to meet 
at least one of three metrics.  
 
 
 
 

Key Facts: 
 92% of students attending for-profit colleges 

hold federal loan debt5 

 91% of for-profit schools have default rates 
above 5%5 

 Federal aid to for-profit schools has in-
creased 164% between 2001 and 20115  

 Borrowing costs influence college atten-
dance decisions6 
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These metrics are: a minimum of 35% of former students paying principal on loans 
(even if it is $1.00 in 12 months), the 
loan payment does not exceed 30% of 
typical graduates’ discretionary income, 
or the payment does not exceed 12% of 
typical graduates’ total earnings8.  

Analysis: 
 

Although these regulations are a step in 
the right direction, they are not strict 
enough and most importantly - they do 
not influence prospective students’ de-
cisions. Instead of the current direct 
federal loan program that has subsi-
dized and unsubsidized interest rates, a market based approach that takes into ac-
count the riskiness of the borrowers’ educational decision, and basing the interest rate 
on the risk associated with that decision, should be implemented.  
 
Under this proposal, interest rates would be calculated by taking a base percentage 
(the unsubsidized rate or lower) and adding percentage points using two metrics. The 
first metric would measure graduating class default rates of the school the student is 
applying. This default rate is also known as the cohort default rate (CDR). Two and 
three-year CDRs are already measured by the DOE, meaning no additional analysis 
costs. CDRs vary significantly by school choice, ranging from 10.14% at for-profit 
schools, 8.12% at public, 4.69% at private, and 0.88% when averaging the eight Ivies, 
Stanford, and M.I.T.9 Because interest rates would be lower for schools with lower 
default rates, students would be incentivized through cheaper credit to attend better, 
more traditional schools, and discouraged to attend for-profit schools that often lead 
to high levels of debt and default. 
 
The second metric to calculate a student’s interest rate would be the program being 
pursued. Majors that have lower default rates or are deemed in high demand will re-
sult in a lower cost of borrowing than majors that lead to high default rate careers or 
saturated markets. President Obama has outlined the importance of STEM education 
(fields in science, technology, engineering, and math)10. These fields of study are high-
skill, high-pay positions which have shown to have lower probabilities of default11. This 
second metric would incentivize students to major in STEM programs and other high-
need fields with lower interest rates. Increased enrollment in these fields will add to 
the economic vitality of the nation.  
 
 
 

Talking Points: 
 Lower interest rates would reward 

schools that increase the marketabil-
ity of graduates. 

 This proposal creates an incentive for 
students to obtain an education in 
high-demand and high-paying fields. 

 Lower default rates will reduce the 
number of loans taxpayers must pay. 
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An additional measure to further incentivize students to pursue majors in high demand 
is through targeted Pell Grants. Targeted Pell Grants would give additional financial 
assistance to students who enter fields in highest demand as determined by the Bu-
reau of Labor Statistics.  

 
Next Steps: 
 

The DOE should eliminate the single student loan interest rate program that it cur-
rently offers and implement a market-based interest rate system. This proposed sys-
tem will more accurately reflect the riskiness of the student’s school and major choice 
and will add to the United States’ economy by directing students into better schools 
and fields in higher demand.  
 

Endnotes: 
 
1) Dervarics, Charles. "Obama proposes multiple new college initiatives for 2012." Diverse issues in Higher Education 29, no. 1 (February 16, 2012): 6. Academic OneFile. 
Accessed April 8, 2013. http://go.galegroup.com/ps/i.do?action=interp 
ret&id=GALE|A280720403&v=2.1&u=nysl_sc_cornl&it=r&p=AONE&sw=w&authCount=1. 
 
2)"Student Loans: The Indebted Ones." The Economist, October 29, 2011 Accessed April 23, 2013. http://www.economist.com/node/21534781?
zid=316&ah=2f6fb672faf113fdd3b11cd1b1bf8a77. 
 
3). "Student Loans in America: Nope, Just Debt." The Economist, October 29, 2011 Accessed April 23, 2013.  http://www.economist.com/node/21534792?
zid=316&ah=2f6fb672faf113fdd3b11cd1b1bf8a77. 
 
4)U.S. Department of Education. “Federal Student Aid Portfolio Summary.” Accessed April 10, 2013. http://studentaid.e 
d.gov/about/data-center/student/portfolio 
 
5) Johnson, Nicholas R. “Phoenix Rising: Default Rates at Proprietary Institutions of Higher Education and What Can Be Done to 
 Reduce Them.” Journal of Law and Education 40, no. 2 (April 2011): 225 – 271. Hein Online.  
 
6)Dynarski, Susan. 2002. "The Behavioral and Distributional Implications of Aid for College." The American Economic Review  
92 (2, Papers and Proceedings of the One Hundred Fourteenth Annual Meeting of the American Economic Association): 279-285.  
 
7) Federal Education Budget Project. “Federal Student Loan Programs – History.” New America Foundation. March 28, 2012. Accessed April 10, 2013. febp.newamerica.net/
background-analysis/federal-student-loan-programs-history.  
 
8)Kirkham, Chris. "For-Profit College Regulations: Obama Administration Issues Rules." Huffington Post, June 2011. Accessed  
April 9, 2013. http://www.huffingtonpost.com/2011/06/02/for-profit-college-regulations-obama-administration_n_870085.html. 
 
9) Data was extracted from: U.S. Department of Education. "Two-year Official Cohort Default Rates for Schools." Accessed  April 8, 2013. http://www2.ed.gov/offices/
OSFAP/defaultmanagement/cdr2yr.html. This data was then resorted to allow the averaging of two year CDRs for private, public, proprietary, and Ivies + Stanford and MIT. 
 
10) Layton, Lyndsey. In Josh Hicks: “Impacts of the White House Budget.” The Washington Post, April 10, 2013. Accessed April 
10, 2013. http://www.washingtonpost.com/blogs/federaleye/wp/2013/04/10/impacts-of-the-white-house-budget/. 
 
11)Flint, Thomas A. "Predicting Student Loan Defaults." The Journal of Higher Education 68, no. 3 (1997): 322-354.  
http://search.proquest.com/docview/205332645?accountid=10267. 

 

 

 

 

 

 

 

 

 

 



 

15 

Universal State Earned Income Tax Credits: 
Reducing the Impact of State Taxes on the Poor 
By Hilary Gelfond ‘16, Policy Analysis and Management, Email: hlg64@cornell.edu 

This proposal examines the history of state sales and excise taxes, which disproportion-
ately burden the lowest income earners in the United States. Due to the historically 
beneficial effects of the Earned Income Tax Credit (EITC) among the lowest income 
earners, the author recommends that states implement a Universal EITC, an expansion 
of the federal policy, set to match a portion of the federal credit level. 

 

Background: 
 

While federal taxes tend to 
be progressive, state taxes 
tend to be the opposite. 
Specifically, sales taxes tend 
to be the most regressive, 
with low-income families 
paying up to eight times 
more of their income than 
the wealthy, and five times 
more than the middle 
class1. Sales and excise 
taxes alone account for 
more than two-thirds of 
taxes paid by the lowest 
income earners. Besides for 
lower socioeconomic status, studies show that a low income, coupled with higher tax 
rates decreases a person’s health and educational attainment and increases the risk of 
crime2. However, increases in income are proven to reverse these effects.  
 
Since it was enacted in 1975, the federal EITC has been one of the most effective poli-
cies to increase labor market participation and income. Over 25 million families receive 
EITC credits, and according to the Census Bureau, it reduces the poverty rate by over 
10%. The federal EITC most positively impacts the employment of single mothers with 
young children and mothers with low educational attainment. This increase in employ-
ment creates large decreases in the number of families applying for welfare assistance 
and increases the social security benefits the beneficiaries receive later in life3.  Addi-
tionally, for each $1000 increase in income, child reading and math scores increase by 
3.6% and 2.1%, respectively4. While the credit has a large impact on low-income fami-
lies with children, under current law, families and individuals without children receive 
negligible funding. 

Key Facts: 
 A $100 increase in taxes at the poverty line can 

cause 7 deaths, 78 property crimes per 100,000, 
a .25% drop in graduation rates and an increased 
risk of health issues.2 

 70% of funds from the EITC go to households with 
two or more children, 28% to one-child house-
holds and 3% to childless households.3 

 In low income families, a $3,000 increase in family 
income between a child’s prenatal year and fifth 
birthday is associated with an average 17% in-
crease in annual earnings and an additional 135 
hours worked throughout the child’s lifetime.3 

mailto:hlg64@cornell.edu
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History: 
High sales taxes can be traced back to the Reconstruction period when Southern Re-
publicans increased the property taxes of white landowners to pay for public services 
provided for the newly freed African Americans. After Reconstruction, conservative 
Democrats froze property and income taxes, leaving only sales taxes to be raised for 
revenue. This trend spread to the West in 1978 when California’s Proposition 13 
capped property tax increases. However, it did not spread to the North, where states 
provide a variety of tax exemptions to the lowest income earners5. 

Analysis: 
 

Although the federal EITC 
increases the standard of 
living for many, most nota-
bly single parent house-
holds (60% of EITC recipi-
ents), current law under-
mines low-income individu-
als without children6. It 
would be too costly to ex-
pand the federal EITC to all 
citizens earning under a 
minimum income threshold. 
Instead, the adoption of a Universal EITC by states, set as a portion of the federal EITC, 
would be a cost effective approach to supplement the incomes of the lowest earners, 
thereby reducing the regressive nature of state sales taxes. Currently, 25 states imple-
ment their own EITC, with rates ranging from 3.5% to 50% of the federal credit, al-
though none expand eligibility requirements as proposed7. The supplementary income 
generated by the state credit has broad economic effects, as studies in various munici-
palities show that each EITC dollar results in $1.07-$1.88 in economic output8. Further-
more, the implementation of a state EITC increase enrollment in the federal program, 
bringing more funds into local economies9. Thus, the more citizens have access to the 
credit, the greater the overall economic impact. 
 

 

 

 

 

Talking Points: 
 EITC’s are successful at the federal level and 

should be replicated in the states. 

 State funded EITC’s will offset the cost of sales 
taxes for the lowest income earners. 

 A Universal State EITC will increase the number of 
people who receive the credit, increasing the wel-
fare of society and injecting more funds into local 
economies. 

 Based on current state EITC’s, funds for the credit 
will generate less than 1% revenue loss. 
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It can be observed that disparities exist between the tax structures of states with and 
without the credit10. States such as New York, Oregon and Vermont with the least re-
gressive tax systems already have state EITC’s, while only three of the ten states with 
the most regressive tax policy have the credit.i Therefore, a negative correlation exists 
between the regressive nature of state taxes and the presence of an EITC; enacting an 
EITC in states with highly regressive tax structures enables low-income earners to, in 
effect, be refunded a portion of their sales tax payments, offsetting the negative im-
pact of taxation. 

Next Steps: 
 
States should fund a Universal EITC with revenue from sales and excise taxes to com-
pensate those impacted the most by the regressive nature of the above stated taxes. 
As a result, families and individuals will have a larger disposable income, which will be 
circulated back into the local economy, furthering economic growth. 

 

Endnotes: 
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2013. Who Pays? A Distributional Analysis of the Tax System in all 50 States. Washington, DC: Institute on Taxation and Economic 
Policy. 

2) Mendenhall, Ruby. 2012. "The Role of Earned Income Tax Credits in the Budgets of Low-Income Families." Social Service Review 86 
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4) Dahl, Gordon and Lance Lochner. 2012. "The Impact of Family Income on Child Achievement: Evidence from the Earned Income Tax 
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Economic Advantages of a Points System based 
Immigration Policy 
Malavika Madgavkar '14, Major: Industrial and Labor Relations (ILR), Email: mm964@cornell.edu 

 
This proposal presents a unique points system that would determine eligibility for ille-
gal immigrants to receive permanent residency in order to select the kind of high-skilled 
workers who best meet the needs of the U.S. economy. 
 

Background: 
 
In January, four senators introduced the Immigration Innovation Act of 20131. This Act 
proposes to greatly expand the H-1B visa program2. It would also give graduates with 
advanced degrees in the fields of science, technology, engineering, and math from 
American universities exemption from the annual limits on employment-based green 
cards3. Those who support such policies argue that attracting high-skilled immigrants 
would benefit the U.S. economy4. Opponents argue that increasing the number of high
-skilled immigrant workers would worsen the struggling labor market5. 

History: 
 
Immigration policy has been a contentious 
issue in American politics since the na-
tion’s founding. For the majority of Amer-
ica’s history, immigration policy capped 
the amount of immigrants allowed into 
the country on the basis of race or na-
tional origin. In 1978, the government got 
rid of all quotas based on place of origin 
and created a worldwide limit. Recently, 
the debate has shifted to a discussion of 
how to attract the best foreign talent in 
order to keep the U.S. globally competi-
tive. 
 
 

 

 

 

Key Facts: 
 In 2003, foreign-born students made up 

51% of PhDs in science and engineering 
given out by American universities. 16 

 Without green card constraints, about 
300,000 H-1B visa-holders, whose authori-
zations expired between 2003-2007, 
would have been part of the U.S. labor 
force in 2008 and would have earned 
around $23 billion in 2008 and increased 
the GDP by that amount.17 

 Companies founded by immigrants, or 
their children, employ over 10 million peo-
ple globally and make over $4.2 trillion in 
revenue annually (2011 numbers).18 
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Analysis: 
 
Although the intention behind the Immigration Innovation Act is good, the legislation 
only deals partially with the issue of high-skilled immigration. High-skilled immigration 
strengthens the economy, including the labor market. A report by the U.S. Chamber of 
Commerce states that every foreign-born graduate from an American university with 
an advanced degree in STEM who stays and works in STEM, creates approximately 2.62 
jobs for American workers6. To dispel the notion that an increasing high-skilled immi-
gration will reduce jobs for American workers, it asserts that by 2018, there will be 
over 230,000 unfilled advanced degree STEM jobs even if every American STEM gradu-
ate finds employment7. 

 
Another benefit to welcoming skilled 
foreign workers is that the economy 
profits from the achievements of their 
children8. 18 of the 40 finalists in the 
2004 Intel Science Talent Search were 
children of immigrants who entered 
the country on H-1B visas (note that 
less than 1% of the population is made 
up of current or former H-1B visa hold-
ers whereas 85% of the U.S. population is native-born9. It is not just STEM industries 
that would benefit, however. Additionally, a report by the Partnership for a New 
American Economy states that immigrants, or their children, founded over 200 compa-
nies on the Fortune 500 list10.  
 
Therefore, to fully gain the benefit of foreign talent, America should adopt a points 
system to determine who is eligible for permanent residency. Under this system, a 
certain number of points are awarded for meeting particular criteria. For example, 
Canada awards 25 points to candidates who have a PhD, or Master's, and at least 17 
years of full-time study, whereas candidates who have only completed high school get 
5 points11.  

Originally, Canada’s system concentrated on addressing job shortages but it developed 
into an instrument to further the general economic interests of the country12. If imple-
mented in the U.S., it would enable the government to consider other pertinent fac-
tors when awarding permanent residency – such as advanced degrees from accredited 
foreign universities, foreign work experience, and market demand for the applicant’s 
field – instead of restricting the pool to STEM graduates from American universities. It 
would also allow the government to change the value awarded for certain attributes to 
reflect the needs of the economy at that time13. We can see from Canada’s example, 
as well as from other countries’, that a points system is an effectual way to generate a 

Talking Points: 
 The immigration of high-skilled labor into 

the U.S. provides benefits to many indus-
tries, not just the STEM fields.  

 A points system is a flexible approach that 
would allow the government to grant per-
manent residency to immigrants according 
to the economy’s needs at the time. 
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pool of high-skilled workers14. These countries have relatively high immigrant selection 
accuracy15. For these reasons, a points system would make it easier for U.S. employers 
to hire in accordance with labor market realities.  

Next Steps: 
 
In order to attract the best foreign talent, the U.S. should adopt a points system to 
help determine whom to award permanent residency. The government must work in 
conjunction with business leaders and economists to create a points scale that will 
reward applicants with the kinds of qualities that will contribute to the economy’s long
-term health. The government should institute this while still accepting immigrants 
who are sponsored by employers, which will fill immediate needs.   
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5) Costa, Daniel. "The Immigration Innovation Act of 2013." Economic Policy Institute. http://www.epi.org/publication/immigration-innovation-i2-act-2013/. 
 
6) Partnership for a New American Economy. “The ‘New American’ Fortune 500.” 2011. http://www.nyc.gov/html/om/pdf/2011/partnership_for_a_new_american_economy_fortune_500.pdf 
 
7) Ibid. 
 
8) Anderson, Stuart. "Regaining America's Competitive Advantage." U.S. Chamber of Commerce. http://www.uschamber.com/sites/default/files/reports/100811_skilledvisastudy_full.pdf. 
 
9) Ibid. 
 
10) Partnership for a New American Economy. “The ‘New American’ Fortune 500.” June 2011. http://www.nyc.gov/html/om/pdf/2011/partnership_for_a_new_american_economy_fortune_500.pdf. 
 
11) Government of Canada. "Points for Education - Skilled Workers and Professionals." http://www.cic.gc.ca/english/immigrate/skilled/factor-education.asp. 
 
12) Papademetri, Demetrios G. "Selecting Economic Stream Immigrants through Points Systems." Migration Policy Institute. http://www.migrationinformation.org/usfocus/display.cfm?ID=602. 
 
13) Ibid. 

 
14) bid. 
 
15) Ibid. 
 
16) Hanson, Gordon H. "Immigration, Productivity, and Competitiveness In American Industry." National Bureau of Economic Research. http://www.aei.org/files/2012/01/23/-immigration-productivity-and-
competitiveness-in-american-industry_150136627858.pdf. 
 
17) Holen, Arlene. "The Budgetary Effects of High-Skilled Immigration Reform." Technology Policy Institute. http://www.techpolicyinstitute.org/files/the%20budgetary%20effects%20of%20high-skilled%20immigration%
20reform.pdf. 
 
18) Partnership for a New American Economy. “The ‘New American’ Fortune 500.” June 2011. http://www.nyc.gov/html/om/pdf/2011/partnership_for_a_new_american_economy_fortune_500.pdf.  

 
 
 
 
 
 
 



 

21 

End the Wait: Cutting Organ Waiting List Times 
through Government Incentives                                      
By Michael Crovetto 15', Policy Analysis & Management (PAM), Email: mbc89@cornell.edu 

  
Through establishing a regulated kidney donor network, where donors have a financial 
incentive to donate, waiting lists would shrink and countless American lives would be 
saved. This network would establish a market where Americans can trade their kidneys 
to those who are in desperate need for them, in exchange for a government gift. While 
the ethicality of these transactions may be in question, through government regulation 
of this market, foul play and exploitations can be prevented. 
 

Background: 
 
In a country where the kidney 
donor waiting lists have sky-
rocketed past the number of 
kidneys available, 4500 die 
each year waiting for a kid-
ney1. With over 80,000 Ameri-
cans on the waiting list today, 
the kidney donor shortage has 
taken many lives. In the past 
10 years, the waiting list has 
doubled in size. Comparatively, the number of Americans willing to donate altruisti-
cally has not kept up. There were only 10,442 kidneys donated from deceased donors 
in 20092. As thousands of Americans are faced with the possibility dying while waiting 
for a kidney, the country of Iran has not had a renal transplant waiting list since 19993.  
In 1988, a kidney donor compensation program was established in Iran. As a result, the 
number of available organs has soared. While the debate regarding the ethicality be-
hind compensating people for their organs has risen, one must also keep in mind how 
ethical it is for renal failure to be equivalent to a “death sentence”. 

History: 
 
In the early 1980’s, US physician, H. Barry Jacobs created an organization that intended 
to play broker in the human kidney market4. The Virginia-based company would solicit 
healthy Americans into “choosing their own price” for the sale of their kidney. Included 
in this price was a $2000 to $5000 payment for Mr. Jacobs’ services5. The attempt to 
make a profit from this disgusting scenario made the decision to pass the National Or-
gan Transplant Act in 1984 very easy. This federal law states, “It shall be unlawful for 

Key Facts: 
 18 people die each day waiting for organ trans-

plants11 

 In living-unrelated donors, the kidney transplant 
success rate at 1, 5, 10 years is 93.9%, 87.1%, 
72.2% in 200512 

 The median waiting time to receive a kidney is 
around 7 years13 
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any person to knowingly acquire, receive, or otherwise transfer any human organs for 
valuable consideration…6” The passing of this law made it very clear that taking advan-
tage of underprivileged foreigners who do not understand the ramifications of this 
transplant is not ethical. Since then, the stigma surrounding compensating kidney do-
nors has been one of repugnance. In 1991 a study found that 52% of the general public 
favored compensation7. With opponents of this legislation clamoring over its ethicality, 
it is evident that a system that informs donors of all potential ramifications while in-
stalling preventative regulations dismisses this concern, making the decision regarding 
its’ implementation clear. 

Analysis: 
 
Basic economics tells us that a black 
market will always form around an 
illegal good. This situation is no 
different. With a government regu-
lated compensation system, organ 
trafficking will be put to a halt, 
making kidney transplants safer for 
both parties. More importantly, 
another point to consider is the 
expense of treatment. Medicare spent $25 Billion on end stage renal disorder (ESRD) 
patients in 20098.  Dialysis injectables alone cost $2.8Billion9. The cost of dialysis and 
ESRD treatment amounts to nearly 5.1% of all Medicare spending. In establishing a 
compensation system for kidney donors that gifts a one-time sum of $50,000, treating 
ESRD patients becomes much more efficient and much less costly. With these treat-
ments costing Medicare $70,000 yearly10, it is evident that a compensated donor pro-
gram must be implemented. 

Next Steps: 
 
In order for any legislation to be passed regarding this issue, action must be taken by 
citizens through lobbying efforts. Congressmen need to be called, support must be 
garnered. Attention needs to be drawn to the fact that thousands of Americans lose 
their lives to an issue that could be easily solved. 
 

 
 
 

Talking Points: 
 50.4% of Iranian kidney recipients were “poor”, 

13.4% were “rich”14 

 Iran has not had a kidney donor waiting list 
since 2005. 

 Iranian compensation for a donation is 
$1000USD and a gift of health insurance 
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Reforming the Home Interest Deduction 

By Said Israilov ’13, Major: Policy Analysis and Management (HumEc), Email: ski5@cornell.edu 

 
This proposal offers a plan to gradually replace the mortgage interest deduction with 

20% refundable credit and lower the amount of eligible mortgages to $400,000 will 

increase the progressivity of the tax code.  

 

Background: 
 
Under the current tax code, taxpay-
ers using itemized deduction can 
deduct interest payments from tax-
able income on up to $1 million 
mortgage debt on primary or secon-
dary residence.1 Taxpayers can also 
deduct interest on home equity 
loans of up to $100,000, regardless 
of the loan’s purpose1.  
 
The mortgage interest deduction (MID) is intended to lessen the burden of mortgage 
debt and promote homeownership among low- and middle-income families1. MID en-
joys bipartisan support as a prized middle-class benefit that helps families realize the 
American dream of homeownership2. 
 
Many studies have shown that the MID disproportionately benefits taxpayers in the 
upper income bracket and encourages taxpayers to purchase more expensive 
homes1,3,4,5. Economists across the political spectrum regard the MID as an ineffective 
tax policy for increasing homeownership3,6,7. However, given political realities, reform-
ing MID has been considered a third rail politics8. 
 

History: 
 
The sixteenth amendment was ratified in 1913, which empowered Congress to levy a 
Federal tax on any source of income. The amendment allowed for the deduction of any 
type of interest9. It wasn’t until 1986, when Congress passed major tax reform, that 
certain types of interest lost their deductible status.10 For instance, one could no 
longer deduct interest on credit card balances, car loans and many other consumer 
loans.  
 
 

Key Facts: 
 77 percent of the MID benefits went to 

households earning more than $100,0001 

 MID subsidy leads to excessive investment in 
housing and minimal business investment17 

 Comparable reform proposals are estimated 
to reduce the deficit by $200 billion - $300 
billion over the next ten years1 
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However, the mortgage deduction was largely preserved, although with new caps and 
restrictions 10,11. 
 
Despite the fact that it disproportionately benefits wealthier Americans, the MID sub-
sidy is regarded as a middle-class benefit2. Historically, the real estate industry has 
fiercely opposed elimination or adjustments to the MID subsidy11. The National Asso-
ciation of Realtors (NAR), one of the most powerful lobbying groups in the US, states 
on its website: “The mortgage interest deduction (MID) is a remarkably effective tool 
that facilitates homeownership. NAR opposes any changes that would limit or under-
mine current law12.” During the 2011 fiscal year, the NAR spent more than $22 million 
on lobbying activities. Other major lobbying groups include the National Multi Housing 
Council, the Mortgage Bankers Association and the American Land Title Association13.  
 

Analysis: 
 
Under the current tax 
code, the value of MID 
depends on the tax-
payer’s marginal tax 
rate. Therefore taxpay-
ers in the higher tax 
bracket capture most of 
the benefit from the tax 
subsidy using itemized 
deductions1.Based on historical trends, less than one-fourth of taxpayers claim MID 
benefits3. Since higher income taxpayers are more likely to have expensive houses, 
larger mortgages and second homes, they claim the largest share of MID benefits.  By 
contrast, low income families have lower homeownership rates and thus, fewer mort-
gages3. Even low- and middle- income households with home mortgages are more 
likely to take advantage of the larger values of standard deductions 1,3,11. 
 
According to the Office of Management and Budget, in the tax year of 2011, the MID 
subsidies cost $72 billion of tax revenue. More than 40 percent of this value benefitted 
households with adjusted gross incomes over $200,000, and 35 percent was captured 
by households earning between $100,000 and $200,000. The remaining 25 percent of 
$72 billion went to households with incomes under $100,000.14 At one extreme, aver-
age MID tax savings in 2010 amounted to $32 for households earning between 
$10,000 and $20,000.14 At another extreme, households earning more than $200,000 
captured $1,784 of average tax savings14. 
 
 

 

Talking Points: 
 Given political realities, gradual approach in reform-

ing MID can be politically feasible 

 By gradually reducing eligible mortgage debt and 
increasing refundable tax credit can provide cushion 
against  any price shocks in the housing market15 

 Refundable tax credits can better target tax benefits 
to households of  more modest means15 
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Next Steps: 
 
There were a few reform proposals to curtail the MID subsidy and the one proposed 
here takes the middle ground15,16. The first step is to create a 20 percent refundable 
tax credit to all mortgage holders available under both itemized and standard deduc-
tion. Next, limit the amount of eligible mortgage debt to $400,000 from current maxi-
mum of $1 million. Instead of immediately capping at $400,000, this proposal gradu-
ally reduces maximum eligible debt in increments of $100,000 each year. Beginning 
from fiscal year 2014, maximum deductible mortgage debt amounts $900,000 and by 
2019 declines to $400,000. Likewise refundable tax credit gradually increases in incre-
ments of 2 percent each year. So tax credit starts off at 10 percent in 2014 and in-
creases to 20 percent by 2019. Moreover, this proposal restricts households from us-
ing tax credits towards a secondary residence. This gradual approach in reforming the 
tax code should limit any price shocks in housing market15. This proposal creates a fair 
tax code by retargeting benefits towards low- and middle-income families. 
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Creating the US Government Credit Agency (UGCA)  
By Arnav Sahu ’13, Major: Economics (A&S), Email: as944@cornell.edu 

 
This paper sheds light on the dangers posed to the safety of the financial system by today’s 
‘issuer-pays’ model, in which private credit agencies like S&P, Moody’s and Fitch are paid to 
rate securities by the very same companies whose securities are being rated. The policy pro-
posal offers an alternative solution by creating a government credit rating organization, 
which would eliminate the moral hazard problem and promote a safer financial system. 

Background:  
In the aftermath of the financial 
crisis in 2007, credit agencies 
have come under increased scru-
tiny for inflating credit ratings of 
various mortgage backed securi-
ties, and collateralized debt obli-
gations. The collapse in prices of 
such securities was ultimately 
responsible for triggering the 
downfall of financial institutions, 
which ultimately led to America’s 
biggest financial crisis since the 
Great Depression.  

History: 
First used in 1930’s, security credit ratings aimed to solve asymmetric information problems 
by providing investors with valuable information on debt issuing firms3. Amongst other crite-
ria, agencies rated securities based on the issuing firm’s credit risk, i.e the risk of default of 
the creditor. For instance, the ratings of S&P are categorized into AAA, AA, A, BBB, BBB- and 
so on. (Other agencies follow similar rubrics) Firms with higher ratings are perceived as safer 
investments and thus, typically pay a lower interest rate on their debt. (Risk and interest 
rates are often negatively co-related) 
 

Analysis: 
Imagine if students were legally allowed to pay professors to grade their exams? This is highly 
similar to current business model of credit agencies such as S&P, Fitch and Moody. Currently, 
the revenue model of these agencies is based on the ‘issuer-pays’ model in which firms pay 
these agencies to rate their debt. These grades are then freely available to the public. Since, 
firms pay credit agencies to rate their debt, the current model incentivizes both parties to 
hide key information in order to inflate debt grades that are often out of line with company 
fundamentals.  
 
 
 

Key Facts: 
 Of the 1,956 investment professionals surveyed by 

the CFA Institute, 11% said they had seen a credit 
rating agency change a bond grade in response to 
pressure from an issuer, underwriter or investor.1 

 Of the 211 respondents who said they had witnessed 
an agency change its rating in response to pressure, 
51% said the pressure took the form of a threat “to 
take future ratings business to other” rating agenci-
es1. 

 Investment grades on bonds are now informal pre-
requisites for all debt-issuing firms 2 
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During 2004-2007 itself, S&P 
graded 2.8 trillion worth 
mortgage securities and 
charged up to 750,000 per 
grade.4 While credit agencies 
have issued many accurate 
ratings to maintain their repu-
tation, the financial crisis re-
veals how flawed the process 
of credit rating can be.  Recently, the Justice Department sought 5 billion USD from 
S&P for fraudulent mortgage ratings5. In response to these allegations, rating agencies 
have responded by saying that their ratings are ‘opinions’, not recommendations. 
While such ratings are not legally binding to follow by law, the practical effect is the 
same: almost all investors rely on such debt grades.  

Given the importance of debt ratings, I propose for the creation of a new government 
credit agency, one that has both a sound business model and the full faith of the peo-
ple. The agency would be incorporated as a separate entity independent of the Federal 
government and the Fed. Credit agencies also rate sovereign debt and hence, this 
agency must strive to be unbiased in offering its grades on US debt as well. Similar to 
the previous business model, the agency would charge firms for grading their debt. 
This would ensure that the agency has sufficient revenue to compete with other pri-
vate credit agencies.  

Next Steps: 
The SEC will set up the ‘US Government Credit Agency’ (UGCA), an independent entity 
from the government through a bill in Congress. The SEC will initially devise a metric 
system to analyze credit risk and provide funding of 200 million for 2 years. The UGCA 
will continue operating in a competitive market. After 2 years, the UGCA must aim to 
fund internal operations through revenue generated by clients. The prices for analyz-
ing firm debt will be based on the going-rate in the market. The UGCA will publish 
monthly reports to the SEC on its clients, methods and also annually to the Congress.  

Endnotes: 
1)Roland, Neil. "Investors cite rating agencies' conflicts of interest." Financial Week. http://www.financialweek.com/apps/pbcs.dll/article?AID=/20080708/REG/689125144/-1/FWDailyAlert01. 
 
2) Mullard, Maurice. "The Credit Rating Agencies and Their Contribution to the Financial Crisis." http://onlinelibrary.wiley.com/store/10.1111/j.1467-923X.2012.02268.x/asset/j.1467-
923X.2012.02268.x.pdf;jsessionid=4022662678EDEE4A5B2D6B5529DDE29F.d01t02?v=1&t=hftwoqqi&s=7173c6d56cecd6a584932651e78.  
 
3) Katz, Jonathan, Emanuel Salinas, and Constantinos Stephenau. "Credit Rating Agencies." World Bank. http://rru.worldbank.org/documents/CrisisResponse/Note8.pdf. 
 
4) Viswanatha, Aruna, and Lauren LaCapra. "U.S. government slams S&P with $5 billion fraud lawsuit." Reuters. http://www.reut ers.com/article/2013/02/05/us-mcgrawhill-sandp-civilcharges-
idUSBRE9130U120130205. 
 
5) Marston, Rebecca. "What is a rating agency?." BBC. http://www.bbc.co.uk/news/10108284 

 
 
 

Talking Points: 
 The new government credit agency would still com-

pete with other private agencies to ensure efficiency 
in its operations; 

 The agency will not receive any unfair subsidies from 
the government. It will rely on the same revenue 
model as other private firms to prevent a govern-
ment monopoly.  
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Creating Stricter Underwriting Standards for 
Mortgages 

By Scott Gelber ‘15 Major: Hotel Administration (HADM) Email: srg235@cornell.edu 
 
This policy proposal offers a brief background on the poor underwriting standards pre-
financial crisis and a plan to create specific requirements for underwriting mortgages.  
The underwriting standards will consist of three main restrictions on FICO scores, loan-
to-value ratio, and debt-to-income ratio.  
 

Background: 
 
Although there were many causes attrib-
uted to the start of the financial crisis, one 
main cause was the lack of underwriting 
standards by originators.  Underwriting 
standards are used to make sure that bor-
rowers are qualified for mortgages and 
most likely won’t default on the loans.  
Loan-to-value ratio tells what percentage of 
a property is being paid for by the home-
owner’s loan.  During the housing boom 
between 2001-2005, the amount of single-
family mortgage purchases significantly increased1. Some of the factors that under-
writers looked at when issuing mortgages to borrowers were FICO scores, loan-to-
value ratios, and debt-to-income ratios.   
 
From 2001-2005, the amount of loans originated with poor underwriting standards 
increased substantially.  For example, single family mortgages originated in the secon-
dary market to borrowers with low FICO scores increased from $33.8 billion to $163.5 
billion4.  Within five years, the amount of borrowers with low FICO scores increased by 
about five times.   During the same period, the amount of loans originated to borrow-
ers with high LTV’s increased from $8.5 billion - $446.6 billion5.  When the amount of 
bad loans originated increases at the same rate, more borrowers will defaulted on 
their loans.  The amount of defaults that occurred was a main contributor to the finan-
cial crisis in 2008.  
 
 
 
 
 
 

Key Points: 
 During the housing boom between 

2001 -2005, the amount of single-
family mortgage purchases signifi-
cantly increased 1 

 From 2001-2005, LTV of mortgages 
increased from 83-89% to 93-95%2 

 The amount of borrowers with low 
FICO scores increased by about five 
times3 
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Analysis: 
 

In order to prevent these bad underwrit-
ing standards from occurring, I propose 
that the Federal Reserve creates stricter 
underwriting standards that all origina-
tors must follow.  This year, the U.S. Con-
sumer Financial Protection Bureau re-
quired the government to verify borrowers’ ability to repay mortgages by confirming 
income and assets.  In order for borrowers to qualify for a mortgage, they must have a 
debt-to-income ratio of 43% or less.  This new rule doesn’t address FICO scores or loan
-to-value ratios, and the debt-to-income should be higher than the proposed size.  In 
order to improve this policy, I plan to create three additional requirements: 
 
FICO Scores: Mortgages should not be originated to borrowers with FICO scores less 
than 650.  The delinquency rate for borrowers with a score of 650 is 15%.  With this 
credit score combined with borrowers meeting the other qualifications, the amount of 
delinquencies and defaults should be even less. 
 
Lone-to-Value Ratios (LTVs): Loan-to-value ratios should not exceed 80%. Higher LTV’s 
show that borrowers do not have a lot of equity to put into their homes and do not 
have a lot of money.  With lower LTV’s, borrowers will be forced to put more equity 
into their assets and have smaller mortgages to repay.  For example, before the finan-
cial crisis life lenders only had delinquencies of 0.35%.  This was due to the strict un-
derwriting standards that were imposed.  According to Trepp Life Lender survey, the 
average LTV ratio was 59.1%, which is relatively low.  Due to these low LTV ratios, the 
amount of defaults was extremely low compared to the rest of the market. 
 
Debt-to-Income:  Although rules are already in place for a 43% debt-to-income ratio, 
this ratio should be increased to 50%.  The ability for borrowers to pay off their debt 
based on their income is the most important qualification to ensure mortgages are 
repaid.  This ratio should be increased in order to ensure that borrowers are qualified. 
 
With higher standards, it seems that fewer mortgages will be lent out.  However, 
banks right now are very stingy on who the lend mortgages out to.  With specific quali-
fications in place, banks will be more comfortable lending a mortgage to borrowers 
who meet these qualifications. 

 
 
 
 

Talking Points: 
 Mortgages should not be originated to bor-

rowers with FICO scores less than 650 

 Loan-to-value ratios should not exceed 80% 

 Debt-to-income ratio should be increased 
to 50% 
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Next Steps: 
 
The government should urge the Federal Reserve to add these three restrictions to 
ensure that mortgages are only getting lent to qualified borrowers.  With these restric-
tions in place, banks should feel safer lending out mortgages and should prevent bor-
rowers from defaulting. 

 
Endnotes: 
 
1) Data on the Risk Characteristics and Performance of Single-Family Mortgages Originated from 2001 through 2008 and Financed in 
the Secondary Market." FHFA. N.p., 13 Sept. 2010. Web. 25 Apr. 2013. 
 
2) "Freddie Mac Update." Freddie Mac. N.p., Apr. 2013. Web. 25 Apr. 2013. 
 
3) Dougherty, Carter. "Lender Review of Borrowers Tightened Under Mortgage Rules."Bloomberg. N.p., n.d. Web. 25 Apr. 2013. 
 
4) Frankel, Neal. "What Is a Good FICO Credit Score Range?" Wealth Pilgrim. N.p., n.d. Web. 
 
5) "Could New Tighter Mortgage Rules Actually Ease Lending?" Forbes. N.p., 10 Jan. 2013. Web. 
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“The test of our progress is not whether we add more to the abundance of those who have much 
it is whether we provide enough for those who have little.” - Franklin Delano Roosevelt 

 


